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Focusing Statement

For the past thirty years, the rising global cotitjpa for jobs has led to
decreasing job security, less benefits, and greaterbers of steady jobs being converted
to part-time or temporary workln response, millions have turned to self-employnaes
a means to earn income or supplement other inctne@nss. In the United States, over
ten million business owners run microenterprisdscivhave less than five employees
and require a starting capital of $35,000 or feSslf-employment has been a popular
option particularly for people who are unemployeavant to supplement a low-wage
job, women with young children, highly-skilled wens who have been laid off,
immigrants and refugees, and people with disagsiftFlexible working hours allow
entrepreneurs to accommodate a wage job if nesdegle mothers can attend to their
children while working at home, and minorities higinear ethnic enclaves can market to
their community’s particular demands. Despiterttany benefits conferred by self-
employment to these groups, significant barriekseHanited their ability to expand their
business ventures and achieve higher levels oitprof

Many minority, female, and low-income microentempeurs have been excluded
from accessing formal financial services becaudsak redlining of poor and minority
clients, poor credit histories, high costs assediatith servicing small loans, and
perceptions of elevated risk due to the high réfaiture of small businessédn the past

few years, predatory lenders, such as payday lspdawn shops, rent-to-own centers,
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and check cashing facilities, have made a profibétune of $70 billion by targeting
those individuals that are excluded from the forbmaiking sectot.Recent immigrants
have often fallen prey to these lenders becaukmngtiage, cultural, or documentation
barriers that prevent them from accessing banksloBnsiness owners with bad credit
histories have little choice than to accept thdhigerest rates and large fees associated
with these “fringe banking institutions” if thereeano other options.

Fortunately, since the mid-1980s, microenterpdiseclopment programs (MDPS)
have expanded to every corner of the nation toesmsdihe needs of microentrepreneurs.
Through its MicroLoan program, the Small Busineskmnistration provides funding for
170 NGOs to on-lend to microentrepreneurs in tlogial area. Other MDPs have created
microlending portfolios through the support of e foundations and local barfks.
Besides offering microloans, MDPs support the wafrkntrepreneurs through business
training and technical assistance. Although critiage pointed to the disparity in success
between microfinance providers in the developinglevand in the United States, MDPs
have had positive effects on poverty alleviation.

Several longitudinal studies have documentedrtipact that MDPs have had on
low-income clients. The Self-Employment LearningjBct, an initiative by the Aspen
Institute, surveyed 405 microenterprise clientsrdive years” Over the course of this
study, 72% of poor entrepreneurs increased theisdlwld income by an average of

$8,484 and their household assets by $15,909. tarehalf, 53%, of the poor
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entrepreneurs rose above the poverty line. Usagaldic assistance, including TANF
monies and food stamps, decreased by B¥¥hile these figures attest to the positive
impacts that microenterprise development prograanshave on low-income business
owners, the challenges of entrepreneurship arest/id that only 57% of business were
in existence at the end of five years.

| became interested in microenterprise developnmetiie United States after
having researched microfinance during an indeperstady and having surveyed
microfinance providers in Tanzania for my summenpuuinity based research project.
Microfinance has helped millions of the world’s pao raise their incomes by providing
them with credit to improve or expand their busggss Upon returning to the United
States, | wondered if microfinance could have alammpact in this country. On the
whole, the scale of the microenterprise field icmamaller in the U.S. than in the
developing world, because most low-income Americaogk in wage labor jobs, instead
of self-employment. Other challenges have prevemB®s from having the same scope
of success as in the developing world.

The most important struggle for MDPs in the Unigdtes has been finding ways
to achieve financial sustainability. The high opi&gcosts, small market size, and
government regulations that limit the interestsdtet lenders can charge have forced
most MDPs to rely on funding from private foundasand government grarfsStable

sources of income will need to replace grant fugdimorder for MDPs to continue
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operating in the long run. Over the last six yetrs,federal government has cut funding
for two of the SBA’s principle microenterprise pragis by over 34%. A national survey
on MDPs found that 30% of programs operating in618&d either ceased operations or
eliminated microlending from their servicts.

Despite the challenges, it is imperative that meaterprise development
programs keep their doors open to serve the ndedgmentrepreneurs. Self
employment is a means out of poverty, a chancgpoess one’s talents, and an escape
from low-wage jobs; yet, it would not be accesstblenany low-income, minority,

female, and disabled business owners without theurees provided by MDPs.
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Research Question

My research question is: can microfinance serviaks root in American inner
cities and help micro-entrepreneurs move above@adoverty line?

As part of this research question, | will needteestigate several factors that are
central to the success of microfinance servicest,Hiwill look into the current and
future potential for sustainability of microfinanestitutions in the United States.
Sustainable programs are generally those that &dasge number of clients, can charge
necessarily high interest rates without governnr@etference, maintain a low default
rate, and keep operational costs low. It is uncldather these conditions could be met
in the U.S.

Second, | will investigate the impact of microfiie@ services on the local
community. As a part of this, | will evaluate whetlor not microfinance services are
helping to create new jobs in a locality and wheti@rowers are able to rise above the
poverty line. Moreover, it will be necessary to lenaie the depth of the impact by finding
out whether microfinance services are targeting tre working poor or if they include
the poorest of the poor as well.

Third, I will look into the unique conditions thaill shape the course of
microfinance in the United States. | will examineatymodels are being used by
practitioners and whether training or credit h@sesater impact on the economic
development of a community.

Lastly, I will look into whether the presence ofcnofinance services prompts

greater self-employment and less dependency orareedind government assistance.



Annotated Bibliography

This annotated bibliography surveys a portiorhefs$cholarly literature on
microcredit programs in the United States. Givenrékindled interest in microfinance
after Muhammad Yunus and the Grameen Bank wonQB6 Rlobel Peace Prize, much
of the literature compares microfinance methodpliegtion, and sustainability in the
United States and in the developing world. Sourekged to this topic will be grouped
under the label “microcredit sustainability.” Consely, other sources examine the
impact, context, and future of microcredit programthe United States. These sources
will be labeled “microcredit possibilities.” An uedstanding of these two topics helps to
frame the current situation of many microenterpdseelopment programs that are
caught between the demands to serve their cliemtsehieve financial sustainability.
Extended entries are marked with an asterisk.

Microcredit Sustainability

*1. Schreiner, Mark and Gary Woller. “Microenteg®giDevelopment Programs in the
United States and in the Developing World.” WorlevelopmenB1.9 (2003):
1567-1580. ElsevieDuke U Lib., Durham. 28 Oct. 2007
<www.elsevier.com/locate/worlddev>

Schreiner and Woller compare the contexts, sesyied institutions of
microfinance in the developing world and the Unigdtes in this article to demonstrate
how several important factors mitigate the develepnof the microfinance field in the
United States. The authors argue that the avathabil wage jobs, the existence of a
safety net, high competition and low profitabilitr microenterprises, and high
transaction costs for starting a business ventwate major disincentives for poor
Americans to enter self employment. Although thpuarity of microfinance has spread
like wildfire throughout the international develognt field, the successes of major
microfinance institutions operating in developirayntries may not be transferable to the
United States.

From the client’s perspective, it would be moreddeial for most unemployed
or working poor Americans to find a steady job wddrent wages. The risks of
entrepreneurship are high; most microenterprisébdaause there is simply not enough
demand for their goods or services. Unlike in naesteloping countries, U.S. businesses
must comply with government regulations and pagsaXVelfare recipients must
contend with thresholds on income and assets ier dodretain their benefits.
Entrepreneurs who are ready to borrow must hawdfigisnt level of savings to pay for
living expenses until they can turn a profit. Mbstrowers need at least some collateral,
peer lending models have not worked well due todowial capital and clients who are
unwilling to participate in lending groups.

On the part of microenterprise development progranost have turned to
training and technical assistance programs, insté&hding, as their central activities.
Realizing that the potential for many microentespsi to succeed is limited, the majority
of program funds are used to prepare clients fgenNabor or to develop business plans
and basic business skills before starting a mid¢evprise. Credit is usually the last step,



and is reserved only for clients that demonstrdtegh level of effort and capacity to
succeed.

The authors are very skeptical about the impaatiofofinance on poverty or the
likelihood that any significant number of poor Antans will turn to self employment as
a strategy to escape poverty. Their argument tih@bfmance does not fit the American
context on any large scale is sensible, yet thewyal@omment on the narrowing course
of welfare reform on benefits and requirementayal as the growing scarcity of low-
skill jobs that pay living wages. Schreiner and Wiotlo offer useful recommendations at
the end of the article, in which they advocate expentation amongst programs to find
more cost-effective means to provide servicesiemtd, as well as to take a more sober
view towards the impact that microenterprise dgwelent can have on the welfare of the
poor.

2. Hung, Chikan Richard. “Loan Performance of GF@gsed Microcredit Programs in
the United States.” Economic Development Quart&nyd82 (2003) Sage
Publications Duke U Lib., Durham. 30 Oct. 2007
<http://www.sagepublications.com>

In this study of peer group lending programs, @hikung examines whether
loan performance is affected by “payoff rules, fséations, peer group actions, and
various contexts.” His four main hypotheses are:

(1) Higher costs of nonpayment and higher benefitepayment promote timely

loan repayment.

(2) Lower borrower credit risk results in betteaoperformance.

(3) More appropriate staff background results itidvsdoan performance.

(4) More active staff member and peer group scregmonitoring, and

enforcing result in better loan performance.

After running a series of regressions using a tyaoéfactors, Hung concludes that the
level of credit risk of borrowers is a significarariable for delinquency (late payment)
and default (lack of payment). Peer groups thahtaai a strong continuity of screening,
monitoring, and enforcing tend to have lower ratedefault than groups who only
emphasize screening or monitoring. Finally, Hungggsts that peer group lending
programs have better chances of success if opdaragedall towns or rural communities
(as opposed to large urban areas), with fairly hggnous groups, and through selecting
clients that have at least some work experienageadtit history, rather than welfare
recipients with little or no business experience.

3. Servon, Lisa. “Microenterprise Development ia thnited States: Current Challenges
and New Directions.” Economic Development Quartefy351 (2006) Sage
Publications Duke U Lib., Durham. 4 Nov. 2007
http://www.sagepublications.com

In this article, Lisa Servon identifies severay kbhallenges facing the
microenterprise development industry in the Uniattes and offers suggestions for how
the industry can modernize and mobilize its resesgito better serve clients and attract
greater sources of funding. According to the ayttia microenterprise development



field has not reached the levels of efficiency andact necessary for sustainability
because of “fragmentation, insufficient data, la€lkccreditation and regulation, narrow
product lines, and inconsistent or unreliable fagdtreams.” She argues that
microenterprise development organizations (MDOs)veaisting resources by not
collaborating (and possibly merging) with fellowganizations that serve the same target
population, as well as developing common formstasiding procedures that would cut
down on administrative costs. By working togetiDOs could eliminate redundant
services and allow for greater innovation and pobdiversification. Likewise, combined
organizations would no longer compete for the spow of funds and would benefit
from greater funding sources as their economiesalle increase. Servon also
encourages the standardization and accreditatiMDgds. By agreeing upon a set of
industry standards and accrediting organizatioasrtieet those standards, MDOs would
have greater leverage for most stable sourceshalirig and would be in a better position
to demonstrate their impact on local communitiesv8n’s recommendations provide
hope for the microenterprise development indugirgater coordination and
standardization would bring about greater efficieand would make considerable
progress towards sustainability.

4. Bhatt, Nitin and Shui-Yan Tang. “Making MicrodieWork in the United States:
Social, Financial, and Administrative Dimensionscdonomic Development
Quarterly15.229 (2001) Sage Publicatiomuke U Lib., Durham. 4 Nov. 2007
<http://www.sagepublications.com

In this article, Bhatt and Tang identify threeaa¢hat will need considerable
attention in order for the microcredit field to lo@we more sustainable in the United
States and better serve target populations. Tsiegioblem area is social intermediation,
which the authors define as “the process of intargavith and engaging prospective
borrowers to recruit them and make them loan réadigrocredit organizations often
run costly training programs, but these trainingsgans often lack applicability to the
clients and often do not emphasize the market relseand business planning necessary
to make a venture successful. The second problea) financial intermediation, is
defined as “a lender’s ability in creating valueotlgh managing risks and minimizing
transaction costs.” Here, the authors refer tdablk of discipline in screening clients and
enforcing repayment through viable collateral sigs. Since the peer lending model
developed by microfinance providers in the develgpvorld relies upon social capital,
U.S. microcredit organizations need to assess whétleir target population has enough
existing social capital to make group lending &laasubstitute for collateral. Most inner
cities or isolated rural areas lack the socialtehpiecessary for group lending. The
authors point to the lack of enforcement and awosfficiencies that have stymied many
organizations from achieving financial sustainaillThe third problem area is
administrative intermediation, which “refers to thractices, policies, and structures that
govern the operations of a lending agency.” Mostragredit organizations have high
administrative costs and lack a clear mission dndative because of the conflicting
incentives of various funding sources. Microcreguidviders need to think of their
services as commercial transactions instead oabkservices in order to become more
efficient, and possibly outsource training programbcal community colleges or



training centers. In sum, the microcredit field o tailor its services more clearly and
cut down on administrative costs in order to betbrre clients and have an effect on the
social goals that it would like to accomplish.

5. Bhatt, Nitin and Shui-Yan Tang. “DeterminantRa&payment in Microcredit:
Evidence from Programs in the United States.” a@onal Journal of Urban and
Regional Researck6.2 (2002), 360-376.

In this article, Bhatt and Tang tested for the deieants of repayment in
microcredit programs in order to determine posgialkcy recommendations. They
found that the education level of the borrower treproximity of the lending institution
to the borrower’s residence or business are thesghificant factors for the repayment
of microloans. The authors explained these findimgarguing that a high level of
education helps an entrepreneur in basic busikdisand accounting, and working
close to the lending institution decreases thestetnion costs for receiving and repaying
loans and allows lenders the opportunity to morthierborrower’s business. As far as
contextual variables, the authors found that tretisa costs and sanctions in case of
default were the only significant variables. Loartsaction costs allow borrowers to take
advantage of business opportunities that may ensrddoster a better relationship
between lender and borrower. The credible threatnttions for nonpayment is another
key factor for high repayment rates. The authoistgo the need for microcredit
organizations to maintain accurate accounting gcand enforce collection in order to
set a culture of discipline for both the staff dmirowers and to keep costs low in order
to stay in business.

6. Pollinger, J. Jordan, Outhwaite, John, and HeCtwdero-Guzman. “The Question of
Sustainability for Microfinance Institutions.” Jowal of Small Business
Managemen#5.1 (2007) GaleDuke U Lib., Durham. 4 Nov. 2007
<http://find.galegroup.com>

In this article, Pollinger, Outhwaite, and Cord&azman look into the pricing of
loans that will most benefit microfinance instituts (MFIS) in the United States. They
break down the various fees and components negdssaustainability and consolidate
them into a single APR. Their main conclusion &ttkFIs do not currently charge
enough in interest and fees to cover their codtg;wlieads to inefficiencies at all levels
of the organization. One factor that leads to io&fhcy is the subsidized funds that
currently make up the majority of MFI budgets. MKse the incentive to use their funds
efficiently and to prioritize loan collection whéime funds they on-lend are not acquired
at full cost. Though some states have usury lavest iFIs charge below the legally
allowed limit; a likely explanation is that MFIs amt want to overburden clients with
high interest rates. However, without sufficierttigh rates, MFIs cannot recover the
costs of their services, making them dependentutatiqpand private sources of funding.
Until MFIs can become self-sufficient and coveritlwests through income alone, the
uncertainty of their stability and viability affeschot only their future existence, but also
the standards of their present service.



7. Buntin, John. "BAD CREDIT." New Republi16.13 (31 Mar. 1997): 10-11. Military
& Government CollectionEBSCQ Duke U. Lib., Durham. 6 November 2007.
<http://search.ebscohost.com/login.aspx?direct&bemth&AN=9703205105
&site=ehost-live&scope=site>.

In this article, Buntin points out the disparitytween the media-covered
successes of microfinance institutions (MFIs) imedeping countries and the limited
successes and small impact of microcredit provigtetise United States. Despite the
Clintons’ promotion of microcredit during the 199@sany of the promises of poverty
alleviation and community building have not comédrtation. One interesting example is
the Good Faith Fund in Arkansas, which Muhammadugumnmself helped to establish
and the Clintons supported during its foundatiouariy its first few years of operation
in the late 1980s, the Good Faith Fund had a defaid of 40 percent and “service costs
of roughly $4,000 per loan, both extremely highgach small loans.” The Fund soon
reoriented its services towards training and begdarget clients with high chances of
success, instead of its original target populatibformer welfare recipients. Buntin
rightly urges caution towards popular rhetoric tim¢rofinance can be applied anywhere
in the world and can be used as a powerful poahtyiation tool. Such claims lead to
inflated expectations and often disappointing rissylarticularly in the United States.

Microcredit Possibilities

8. Yunus, Muhammad. Banker to the Pddéew York: PublicAffairs, 1999.

In Chapter 10 oBanker to the Poor, Muhammad Yunus, Nobel laureate and
founder of the Grameen Bank, discusses the apiplicat microfinance in the United
States and other industrialized nations. Duringnine1980s, Yunus was invited to the
United States by the founders of the South Shork BaChicago, which later became
one of the pioneering microcredit organizationthim Midwest. Yunus describes how he
encountered skepticism from many political, acaaderand business elites about how
applying his lending methodology in the U.S., du¢hie highly individualistic character
of American culture and increased transaction cofsg®vernment regulations involved
in starting a new business. Yunus argues thatdheron features of poverty make poor
people worldwide more similar than different andlildes several anecdotes about
meeting groups of welfare recipients and margiealiminorities in Oklahoma, South
Dakota, Arkansas, and lllinois. Although he bel®ewethe power of credit for the poor to
change lives, Yunus also accedes that the disivesndf welfare for starting one’s own
business and the abundance of regulations thaireecpmpliance may complicate the
application of microfinance in the United States.



*9. Stoesz, David, and David Saunders. "Welfarei@agm: A New Approach to
Poverty Policy?" Social Service Revi&i8.3 (Sep. 1999): 380-400. SocINDEX
with Full Text EBSCQ Duke U Lib., Durham. 6 November 2007.
<http://search.ebscohost.com/login.aspx?direct&nbesihn&AN=2250206&site
=ehost-live&scope=site>.

In this article, Stoesz and Saunders comment ®@efflorts to reform welfare
during the mid 1990s and the subsequent trend tisvarelfare capitalism,” which
promotes job creation and business developmerdon gommunities instead of effort-
free entitlements to welfare payments. The autluwnstify three central components of
welfare capitalism: wage supplements, asset bgdind community capitalism. Wage
supplements have been designed to promote workveeléare; these supplements take
the form of tax credits and subsidies for employleas employ low income workers and
former welfare recipients.

As for the last two components, microcredit may@a important role in asset
building and community capitalism. Many low incodericans have turned to fringe
banking institutions such as check cashing standgpawn shops, since most commercial
banks have moved away from low-income areas amrah afd not cater to low income
clients because of the high administrative coste@ated with conducting business with
the poor. The authors see microcredit and commiunaibks as playing an integral role in
recapturing low income clients from predatory lersdend combining government
benefits with deposit accounts through the useiol sechnology as electronic benefit
transfer. Asset building is crucial for upward mij since savings can be used to
leverage a mortgage for a home or can pay foretagtsa community college.
Community development banks will also serve astalyst for upward mobility, by
providing reasonably-priced loans for small bussessand home mortgages. Moreover,
community development banks have the added besfdégeping the capital in the local
area, in contrast to “mega-banks” that transfedfuto a nationwide network. As
policymakers increasingly view market-oriented pie as the best solution to welfare,
more analysis needs to be done as to the imp&eatatfare capitalism” and the structural
factors of poverty that still require change.

10. Tinker, Irene. "Alleviating Poverty." Journdltbe American Planning Association
66.3 (Summer 2000): 229. Academic Search PreraBECQO Duke U. Lib.,
Durham. 6 November 2007.
<http://search.ebscohost.com/login.aspx?direct&beaph&AN=3251224&sit
e=ehost-live&scope=site>.

In this article, Tinker comments on the increasirgparity in wealth in the
United States and various efforts in recent dectmlesake progress on global poverty.
The author emphasizes the importance of targetmgen in development schemes, as
women generally devote more of their income to kbbotd expenses and children’s
needs than men. Similar to most authors that foaysoverty alleviation, Tinker points
to the Grameen Bank in Bangladesh as a succegdrstoansforming the lives of rural
women through microcredit. The setting of Bangl&adesmportant: microentrepreneurs
have large, stable social networks that reinfolheglénding group model and most often



have no alternatives to credit outside of villageneylenders. The situation in the United
States is different, however. Most people have sxte some form of credit, yet the high
costs and obstacles to entrepreneurship oftenblesidess ventures to fail. Tinker
suggests that community development organization&ldest help people through job
training and technical assistance for existing fesses, or through promoting a business
venture as a second or third source of income |d¢leof health insurance for many poor
people in the United States is a major issue atahalrives people to seek wage
employment instead of self-employment. Tinker reacmnds that more community
centers partner with local banks to offer IndividDavelopment Accounts, which can be
applied to home ownership, education, or self-egrpknt. Special care needs to be
devoted to women, who often struggle between timeathels of childrearing and income
generation. The partnership of public, private, eoshmunity institutions need to devote
greater resources to ameliorate the income gageituhited States.

11. McCord, Michael. "Small is beautiful: Microbunssses find a home in N.H." New
Hampshire Business Revie6.13 (25 June 2004): 21A-23A. MasterFILE
Premier EBSCO. Duke U. Lib., Durham. 6 November 2007.
<http://search.ebscohost.com/login.aspx?direct&bef5h&AN=136089484&si
te=ehost-live&scope=site>.

This article focuses on the success stories ofrakr@acroentrepreneurs in New
Hampshire. MicroCredit NH, a microcredit organipatin New Hampshire, offers
business skills workshops in various parts of thees and assembles its members into
lending groups. The comments of several of the aeittrepreneurs in the article reflect
comments made in other articles: the microcredjainization’s main service is training,
not credit. Borrower groups were described as sagpoups, and while groups did
make decisions on loans, the main purpose of thepgwas to disseminate information
and support, not monitor or enforce loan repaymBeme. successful microbusinesses
featured in the article were already establishédrbehey received credit, in contrast to
many business startups that flock to microcreditiézs and then never become viable.
The author notes that “New Hampshire’s businessty tax structure and its high
education levels make it a natural breeding grdonéntrepreneurial activity leading to
small businesses,” which is hardly the case in nmosr cities where poverty is
concentrated. In sum, while this article demonetdhat microenterprise development
programs do have their place in the United Stat@stext is a very important variable for
success.

12. Self-Help ImpactSpring 2007 Newsletter. Self-Help, Inc. 6 Nov020
<www.selfhelp.org>

Self-Help, based in Durham, NC and with brancte®nwide, assists minorities,
women, rural citizens, and low-income people androainities to access financial
services for businesses, home ownership, and comyrdevelopment. Self-Help and its
affiliates offer “home lending, small business lerg community facilities lending,
secondary market financing, real estate developra@utpolicy and advocacy.” Beyond
lending to microenterprises, Self-Help helps firmsmall businesses that will create jobs



in the community and serve a social purpose witfncommunity. Its mission to assist
families become homeowners allows families to bthieir home equity and leverage
their wealth for future loans or business ventugedf-Help also lobbies against
predatory lending and supports greater expansidimeoéommunity development and
credit union fields. Self-Help is a model for otlm@mmunity development centers
through its sensible mission of promoting home awhig@ and business financing
through direct service and partnerships.



Book Review

Jurik, Nancy. Bootstrap Dreams: U.S. Microentegfevelopment in an Era of Welfare
Reform Ithaca: Cornell University Press, 2005.

Nancy Jurik’sBootstrap Dreamsis a study of the establishment and evolution of
microcredit programs in the United States. Her waegins with an introduction to the
economic, political, and social conditions that eied the creation of microenterprise
development organizations throughout the nationk durveys several major studies
conducted on microcredit programs and commentsaoows emerging trends evident
among programs throughout the nation. For exantipbeigh many programs initially
modeled themselves on widely known microfinancétusons in the developing world,
such as the Grameen Bank, practitioners soon deseduthat their programs needed to
be adapted to the unique conditions of the UnitaxdeS.

Jurik adds to the literature by conducting an ipttelongitudinal institutional
ethnography, where she studies one microcreditranogn a western state of the U.S. for
eight years. Jurik highlights and reinforces mahthe common trends that appear in the
scholarly literature by referring to her own obsgions and findings about the
microcredit program she studies. While both volartey and researching the
microcredit program, to which she gives the pseydoMicroEnterprise, Inc. (ME),

Jurik gains insight into the many contradictionsitig practitioners, as they struggle to
define their mission, attempt to serve their ckéneeds, and appeal for money from
funders with an agenda that may not square exaftthythe resources and outlook of the
program.

In order to understand the conditions that brodigith the microcredit field, Jurik

begins with a discussion of New Economics, a movernegun during the 1970s that



pressed developing and developed nations alikedcedse spending on social programs
and privatize many services for the poor in ordesurb “wasteful” government
spending. At the same time, the private sectormlade an effort to streamline
operations in order to prepare for increasing cditipe stemming from globalization.
The consequences of these changes were decrealsisggurity, exportation of low
wage jobs to developing nations, greater incideigeart-time or temporary work
instead of full-time hours for low wage workersdatecreasing benefits such as
healthcare or pension plans. Efforts to reform arelfduring the 1990s also aimed to
reduce complacency among welfare recipients byicgaty benefits and augmenting
work requirements. The federal government shiftedreésponsibility of maintaining
safety net programs to the states and began togbeoself-employment as a worthy
option for former welfare recipients.

Early on, microcredit programs set their sightslmadvantaged citizens: poor
women, minorities, recent immigrants, and thoseix@eg public assistance. Funding
sources echoed the mission to serve the poor. 8xgeeriencing very high default rates
and watching most of their clients’ businesses fadny microcredit programs
abandoned the peer lending model and shifted fibeurs to training, making lending
available only to those clients who had complegdythy training periods and had viable
business plans. Jurik describes how many prograemsdntered a sort of pendulum
process: programs would focus on training and veskending only for a few select
clients; funding sources, interested in the crpdit of microcredit, would push programs
to expand their loan volume and keep the cash figwiban defaults and high

administrative costs associated with serving diaathged clients would lead programs



to screen out these clients and serve higher-incbieats with greater chances of
business success. Other funding sources, despitegher repayment rates of higher-
income clients, would pressure programs to re-faleas sights on the poor. In turn,
programs would shift back to training in order éov& disadvantaged clients without
losing money through defaults. This process, regokgt some form or another depending
on the context and the funding sources, came tbdmnmon experience for many
microcredit programs throughout the United Stalesik notes how each new layer of
complexity, of trying to solve one problem by apptymore resources and staff effort,
often resulted in even more “contradictions,” doghte ever-shifting demands and
pressures of clients, funding sources, the boadirettors of that program, and staff.

When discussing impact studies conducted on @ilograms throughout the
nation, Jurik cites the lack of control groups ¢anpare non-participants with
participants and the overemphasis of anecdotakésscstories” in judging the
effectiveness of microcredit programs. Althougthtig pointing out that the high
administrative costs of training and low cost rezxywvill likely mean that microcredit
programs will almost never be financially self-aisable, Jurik seems to imply that the
guestion of maintaining microcredit programs shdwdcevaluated using cost-benefit
analysis.

Jurik’s work rightfully acknowledges the complexaf/the situation. She
advocates neither solely market-oriented solutimnsoelely government-funded
solutions. However, her argument fails to acknogéethat even though community
development projects will forever strive to be mefiective and more efficient, the very

nature of helping disadvantaged clients will almadgtays entail bearing high costs.



Microcredit programs in the U.S. may not have Hedrtews-worthy success that led to
Muhammad Yunus earning the 2006 Nobel Peace Rnigehey have helped
microentrepreneurs in qualitative, if not signifitly quantitative, ways. | agree with the
author’s position that greater research needs ttohe to address the disadvantages of
poor entrepreneurs. Yet similar to the dilemmarfgdinancially-unsustainable
microcredit programs, the effort and funds putHdd address these disadvantages will
most likely have higher quantifiable costs thanrdifi@ble benefits, despite the necessity
of such an endeavor.

Bootstrap Dreams makes a unique, important contribution to theditere on U.S.
microcredit programs. The strength of the work iresombining a review of microcredit
programs from various parts of the nation withrawepth, institutional ethnography of
one microcredit program. With eight years wortldata, Jurik is able to open the “black
box” of an organization and lay bare the intermaltcadictions of microcredit programs

on a much deeper level than the majority of theksaly literature on U.S. microcredit.



Interview with a Practitioner

Roberta Boyd-Norfleet is the Durham branch diretoiSelf-Help, a nonprofit
organization in Durham, North Carolina with the s of creating wealth through
home and business ownership. This interview allomedo examine how Self-Help has
been able to serve the local community for ovey@ars and become financially self-
sustaining at the same time. The following is asotidated, edited transcript of the
interview.

Why was Self Help originally founded? What was theeed in the community that
brought about the founding of Self Help?

As | recall it, and as Martin Eakes who is the fdemnof Self Help tells the story, it
started out on a worker-member based theory, mgdhat there were several factories
in rural North Carolina that were owned by workdrsere was one that was being
threatened to close, and they became familiar M#itin because his original profession
was as an attorney. He went to represent thiscpi#atiworker-member group. From that
factory came this particular worker who wantedanland there were no means for him
to get one. He wanted to start his own bakery. lde an excellent pastry chef. He did
this bake sale and brought his first monies froenlthke sale to Martin Eakes to put on
deposit, and Martin was able to give him a loaonirthat came this concept of
establishing a credit union. So we started outgl@ans to small businesses as a means
of building wealth and reaching those that coultiged the traditional banking, which is
of course part of our mission still. And it grewerin there, and we started doing home
loans. The mission behind doing the home loanstavasovide services to African
American mothers, single moms, who the banks iretlrey 80s wouldn’t go near as far
as doing home loans for them because they felast too risky and so forth. So that
became part of our mission as well, to build wetitough home ownership and
business ownership, and then to non-traditionaketar such as rural markets, minority
families, female led homes, and their businesses.

What is the system of collateral that is used? Dooy use a group system or some
other form of collateral?

What we use now, for businesses for instance,ss;bas equipment; if that person
happens to be a home owner we may place a liehedngersonal residence to
strengthen the collateral piece. Of course, we b af SBA loans, so there is the
guarantee that the SBA offers to strengthen thiateol side as well. And the guarantee
basically says that, for example if we're lendirig8,000 to a small business and they
may have collateral that based on our standardsb@ayorth $20,000 or $30,000, then
the guarantee normally supports 85% of what we&neling in the case of default, which
says that if this loan goes bad, the SBA will give lender 85% of the outstanding
balance, so it mitigates the risk essentially.

Has that disincentivized people from paying back?
No actually, not.

Do they know about that guarantee?



Oh sure. | mean they are certainly happy to knat its there because they know that
otherwise we wouldn’t be able to do the loans.j&st,across the board, it's very seldom
that you're going to run across someone who doéswve the desire to pay the loan
back. Now, circumstances beyond their control mapibit them from paying it back,

but their first desire is to pay it back. People sitressed when they can’t pay their debts.
It's very seldom where we’ll run across anyone fhat has deceived us in getting a loan.
Now, has it happened? Yes. But it is very, vergrar

What is the typical amount for small business loars

Most of our loans, on average, tend to be unde® 00, even though we’ve done loans
well into the millions, but they're sporadic. Bug far as what we consider branch
lending, because we have seven branches throutitestate, most of the loans tend to
be small in nature, or very well under $200,000u’Y®not going to see a whole lot of
half a million or million dollar loan requests camgito the branch.

What are the smallest ones?
We've done loans for $1000 or $5,000, and agairveveone much larger loans, but on
a daily basis we tend to do loans under $100,000af times.

What has been the repayment rate for small businedsans?

| will have to look up that answer for you. We hagood repayment rate, but | don’t
know that number off the top of my head. Now, weehsome loans that go maybe 60
days or sometimes 90 days. The luxury on the basisigle is that we service our own
loans, so we can be flexible in modifying the tetmallow the borrower to repay us
back. They may have a slow month or two and geinldeh the payment or can only pay
half of it. If they come to us in time, we can migdheir loan until they can catch up. We
don't like to make it a habit, but the opportungyhere.

Has Self Help evolved over the years in terms of wthe target clients are? What
services have been more or less successful?

To answer the first part, our target market hasagbbeen the same, and it probably
won't ever change. The mission is still to sern itiarkets that have been historically
underserved: rural families, minority families, wamowned businesses, female-headed
households, and low- to moderate-income familiag. €ents can fall into any or all of
those categories. In terms of products that weftered, that is what has had to evolve.
We did at one point have a staged micro-loan pragi&e had it about ten years ago
when | first came here. It was here the first ybat | was here, but it kind of fizzled out.
| think the product in some ways was successful] don’t think we had the manpower
to manage it. Basically, the way it worked is tifidomeone were to get a loan for $500,
they would pay that and come back and get mayl#81So that's why it's called a
staged micro-loan. So, we kind of cut that outradteeriod of time. | can’t really say
how long we did it, because like | said it was athgin effect by the time | got here. We
started doing more SBA-backed products, which nigiw we do quite a few of. We
probably have about half a dozen SBA productswieatio, and we also are at a point
where we can do loans backed by our own portfolieaning there are no guarantees to
it. We take the total risk on those products, drad’'s because over time we’ve become



certainly self-sustaining and very strong finarigialVe can take those risks and not have
to worry about shutting the doors the next day.

What did Self Help do to build up and become finanially sustainable?

| would have to say that a large part of that dredn go to our secondary market
program. We buy home loans on the secondary markeilk, to the tune of several
million dollars from banks, to free up their comntymeinvestment dollars. So, its an
extension of our mission because the loans thdiuydrom the banks are the same type
of loans that we do ourselves to minorities, losoime families, and so forth and so on.
So the community reinvestment loans that bankseaya@red to do, and there’s a
maximum that they have to do, well we buy thoséfplos from them to free up their
dollars to do more of the same lending. We were &bimake money in doing so.

Why are secondary market loans more profitable?

When we first started, the banks would have to taairthe risk for the first year. Under
certain criteria, the loan would have to performnaicertain manner before we would take
on the full risk of it. We don’t do that any moleecause you know the market has just
changed and things constantly evolve. We weretaldbely them at a premium, so to
speak, and just wait and make money. We had detilsewveral large financial
institutions to buy our loans, and we still do ttathis day. We did pretty well from it.

As for the funding of Self Help, especially in itgarlier years, did Self Help apply to
different grants or government programs, and how dil those affect what services
were offered?

In the line of grants, they are normally earmart@d certain thing. So, we may have
gotten a grant to lend to small businesses in agahties, I'm just using that as an
example, then that's where the money had to gah&ts how we directed the money.
And we, every now and then, will get a grant, betden’t need the grants at this point to
function, not by a long shot. Sometimes we willksgeant money for a particular
venture. For example, about two years ago we gottgnoney from a private foundation
that was earmarked for home lending, for down-paytrassistance, to single headed
households. | think we got about $200,000, buad to be used specifically for that.
Once it was gone, it was gone; they didn’t replenisSo that's an example of when we
do get grant money, it comes for a specific purp8senetimes we do get grants for just
general commercial lending. We got some recensl\g matter of fact, so that just kind
of goes into the pot and goes out in all kindsicéations.

When Self Help was still dependent on grants, did experience a lot of volatility in
trying to please various funders?

Because we have a great variety and versatilecasrvihere is no one thing that will kind
of rock the boat. We probably turned a corner wiverentered the secondary market.
That was kind of the turning point for us, becamigait us in a place where if we didn’t
get a grant, we were fine. We’re well beyond thapof any one thing shutting our
doors. It would take a lot.

What's the typical process for someone applying foa small business loan?



Most of our borrowers first contact us by phonee®did recently was a local merchant.
He has a small, neighborhood grocery store, andamted some funds to increase his
inventory for the holidays, because he servicesvi@e neighborhood and a lot of
people are in walking distance. So, he told us hawh he wanted and had very solid
collateral. So, we were able to do the loan thaeleested. As far as how much time it
takes, it various, because there are some othegsthinat we have to deal with that aren’t
related to collateral to put us in a position tacbenfortable with the loan. That was one
that we did from our own portfolio and we didn’'teuthe SBA at all.

If they do call in, we have a phone interview, sgpeak, before we can even determine
what we can do. That is something that most pedqtét want to hear because it sounds
like we can't help. But we really need them to ke &application, so we may mail them
the application or we may direct them to our webtdownload. We can’t even begin
to say what we can do if we don’t have their finahmformation in front of us. Most
people want to know the answer before they do pipdication, but it's not possible. Or
they want to come in and sit down with you, whisimot conducive either because we
have to have a chance to analyze it. So, that'syfsieal process. We talk to them to see
if it's a feasible request and then we have thend $e the application. We do our initial
analysis and then the dialogue starts from there.

Does Self Help lend only to established businessesdo you do start-ups?

We do plenty of start ups. Which again, that's ofthe reasons we were established
years ago, because banks were not interesteddmtgto start up businesses. If our
mission is to build wealth, people have to stamewhere, so we do quite a few start ups.
Attorneys firms, taxi cab drivers, restaurantsaiteyou name it, and we have probably
done it.

Do most of those succeed?

Most do. | mean they may run into some slump itir tlevenue, or we may have to do
some modification in their payments, so they carbgek on their feet. Even if
businesses fail, which of course some do, thelypstit the loan back. Unless it's just a
disastrous situation where they’re just not able&Smwe have to deal with that how we
have to deal with it, but again, most people’s deis to pay their debts and they’ll do it
by any means they can come up with.

How do you assess collateral?

Sometimes we’ll do site visits. Really in this dayd time, if someone comes to us and
wants to borrow $5,000, it really depends on thenesof the business, it might be more
feasible for them to get a business credit carddmad with it that way. Say someone
wants to borrow $50,000 and they want to openail rIgtiop, we would probably go out
to see the shop, see where its going to be locatakle sure it's in a good location. We
would just assess, based on their applicationr; todiateral. If there’s a lease on that
spot, they certainly can’t use that as collatdyatause they don’t own it, so we would
have to consider if they're using their home ongdusiness equipment and from what
they have listed, we would determine what the vau®/e would get a list of the
equipment, plus get a tax value of the home froenvikbsite, and would make an



assessment based on the whole picture. If someama shortfall in collateral, we would
probably use an SBA product, so we would have aagiee to strengthen the file.

How poor are the clients that Self Help serves?

| don’t know if there’s a number | can give youjust varies. To me, | don’t necessarily
equate poor with dollars; | would equate poor éitk of knowledge. If you have
knowledge to make money, eventually the poor theogping to go away. We see more
people of modest means on the home lending sides smthan the commercial side,
because most people getting business loans habealgyoalready acquired a home. In
fact, we have some of our home loan customers whedack to us to get business
loans, which is a real nice story, and vice ve@a. customers on the business side have
moved up to a more moderate level.

Has Self Help ever considered doing a welfare-to-woprogram?

Probably not, because that'’s just not our forte.l®é®e it to those who establish a
program and do it well. We have, however, partiggdavith the housing authority in
various cities in doing home loans and voucher @omg through their offices, so
someone can get a voucher for down-payment assestan

What are the criteria for selecting a successful ggicant with an idea for a start-up
business?

We operate on a case by case basis, because somapnrelk in the door and may have
a good bit to put into a business. They may has@lid business idea that we're
comfortable with. They may have collateral, butythave credit issues. Well, that’s not
going to rule them out because everything else¢ang. They may have to do some
finessing to just see what we can get comfortalile,\and then the reverse can also be
true. Someone could come here with stellar credgih a great business plan, but no
money. They are actually in a worse situation tienperson who has poor credit and
cash, because we always require that people plticsthe project costs. Now we do
have some products, again through the SBA; themeescalled the SBA Express where a
business owner has the potential of getting $25.0G@cured, so they don’t necessarily
have to put any cash into it and they can be & gabusiness, but there are certain
criteria that they have to meet. They have to fmwertain credit score. Their personal
debt ratio can’t be more than a certain numberart vary; we won’t have any two
scenarios that you can compare. More often thenwetan work out a loan. It may not
be what they asked for originally. They may ward &0dd we may say that we can only
do 70. Can you still make your project work on 70f2re’s no need to do a loan if they
can't, because we don’'t want to set anyone upito/ie want them to have enough to
get started, so it's that kind of analysis thathaee to go through.

Where does Self Help refer people when they are nptepared to get a loan?
There are a couple different places. We have adbpartnership with the Small
Business, Technology, and Development Centers (SE)Dwhich is an arm of the
SBA. They offer technical assistance; that's adiytkdo. They help people write their
business plans. They help people with their busipesjections, even help them
complete the package if need be. But they prepam before they come to us. Good



Works, which is here in Durham, is another entitiiich is right across the street, does
the same kind of thing. And so does IMED (InstitatéVlinority and Economic
Development). They do the same thing; they do teahassistance. If someone comes
to us and they don’t have a business plan andhheg this idea, then we refer them to
one of those entities. Most likely the SBTDCs, hesgathey can help them from
beginning to end to prepare their business pladganjections and everything that they
need. They know us very well. They know what weloéeng; they know the products that
we offer. So when someone comes to us, they'reyreadpply. The SBTDCs can't
guarantee that they’ll get a loan, but they canmrgniae that they’ll have everything that
we require to make a decision. So, it works ouy veell.

Do either Good Works or IMED have a microloan progam?

| believe IMED does do some lending to contractdreat’s their one small mission; they
will do contractor loans. Simply because most amtors, be it transportation or
construction, need the money quickly, and a Idheftimes we are not able to turn it
around as quickly. A lot of times they’ll come whigrey need it the next day, so we can’t
do that. But sometimes IMED can work some miraale$ do some loans for them. Now
Good Works, interestingly enough, they used to lemlanding circle. They would have

to pay some dues that they would lend out to efloérpin a sense. | don’t know if they
do that any more. But it was an interesting condéptas kind of born out of Self Help,
but | can’t remember who the first director was.

Is the Latino Community Credit Union a part of Self Help?

No, they are a free standing credit union. Theygabdy have about half a dozen
branches throughout the state as well. At the early stages, it was assisted by Self
Help in its formation, but we are not the parennpany and they are not affiliated with
us.

Do you refer Latino clients to them?

Yes. They refer clients to us as well, as does @¢ioas Credit Union. Generations is an
African American based credit union that was bashad Minority Support Center.

There are a lot of minority credit unions throughthe state of North Carolina, and a lot
of them were failing because of capital, bad mamegg, or what have you. So, the
Minority Support Center was managing as a kindaseépt company for a lot of them.
Gateway Credit Union, which used to be in Hendersame up with the idea to create a
credit union to support these other failing onesienerations was born out of the
Minority Support Center and around ten of the rgralit unions merged into them.

Do other organizations offer classes on how to stiaa business?

Along with the other ones that | mentioned previpuSCORE and NCREAL offer
educational courses for those looking to startsrtass. NC Central offers a very good
course as well for potential business owners. Ui#rs an entrepreneurial course, and
they have a small business incubator on Corpor&toget.

Is there a lot of competition between the variousrganizations?



Actually, there is very friendly cooperation. Wenddeel like we’re competing with
each other at all. Everybody knows everybody, adtl¢he entity, so everyone is referring
back and forth all the time.

What is the vision for the future of Self Help? Wha are the unmet needs that Self
Help wants to engage?

A few years back, probably four years ago, we pasel a retail credit union arm. It was
another rural retail credit union that was failisg,we purchased it. It was called
Firestone, which is in Wilson, NC. They are nowafiliate of Self Help. The lending
that they do, we don’t do in the traditional Se#lplbranches. They do retail lending, for
car loans, equity lines, and things like that. Afteat, we purchased one in Scotland
county, which is also very rural. | think the nexte was Cape Fear, in Wilmington. And
most recently, the Wilson Community Credit Uniorhigh was the county’s credit
union. So, we now have four retail credit unioniliaffes that are part of Self Help. |
mean, we're all on the same payroll, same benefitsrybody is a Self Help employee,
which is the parent company.

We have branched out on the advocacy side to eCCalifornia; we have an office in
Oakland and probably the next retail site will beSiacramento. It is advocacy in wealth
protection, so we do a lot on the payday loansdahabut and all these check cashing
places, where people can go in and borrow agdiestpaycheck. We also deal with the
predatory mortgage loans that are out there, thatyg probably seen a lot on the news.
We helping to write policy and create law to profeeople from those abusive lending
practices, and | imagine that we’ll be doing tratd while. That is done through CRL,
which is the Center for Responsible Lending; theyeanployees of Self Help as well.
That is a fight that we’re going to continue be@jmedatory lending] is going to cause
so much damage to the country, quite frankly. Tlaeechuge foreclosure rates going on,
and the people that are suffering are the peopleatte imbedded in our mission. They
tend to be elderly people, minority people, low itlrepeople who have gotten into these
loans that they did not understand. The predatgdrs are saying that the consumer
should know what they're getting into. Well, noydu’re not being forthcoming. How is
someone supposed to know if you're not willingeth them? It's really going to do some
serious damage to the economy; it already has.itAmidl continue, probably for the next
five years, we're going to keep hearing abouttad! foreclosures, because it not only
affects those who are in the home, but it affédotsé who are in the neighborhood,
because it affects property value. So, essentakyybody is going to be affected by
this, whether you have a good loan or not, whegbarare high income or low income;
you're eventually going to get affected by it. TBasibprime mortgages are also putting
people into homes that they cannot afford, whicghihbe a home of $250,000 or
$300,000. If that goes into foreclosure, thentadl people around them that could afford
their own homes are going to be affected. So,hgicular problem is not limited to the
poor, so to speak. It's going to hit everybodyha pocket.



TO: Amy McKenna Luz, President of the AssociationEnterprise Opportunity
FROM: Christian Sotomayor

RE: Microenterprise Development Program Sustairtgbil

DATE: 11/24/2007

Executive Summary

As a means of setting industry standards and priomgteater levels of funding, |
recommend that AEO establish measures of accriedititr the various types of MDPs.
AEO should lobby private foundations and governnag@ncies to provide adequate
funding for MDPs that specialize on particular $es or target populations. AEO
should also promote greater collaborative effom®@agst MDPs in order to reduce
redundancy of services and seek to establish lomabenterprise Chambers of
Commerce to promote information-sharing and suppetitvorks for microenterprises.
Microenterprise development programs need gretdbility of funding and
collaborative relationships with other communitgtitutions in order to cut down on the
high costs that currently make MDPs financially ustainable.

Problem Statement

Although microenterprise development programs (MDP$he United States have
multiplied to include over 500 programs nationwifd®y programs have even begun to
approach financial self-sustainability. Althoughmggrograms provide valuable services
to their communities, including business traininggrolending, and technical assistance,
several problematic issues have limited the capa€iMDPs to achieve sustainability.

1. Microenterprise development programs in the éthbtates often face conflicting
demands and expectations from funding sourceseSh&move towards greater
privatization during the last 30 years has prompi#d in federal funding for social
service programs, MDPs have had to rely to a grextent on a mix of funding from
private foundations and various government grahtsajor cause of inefficiency for
MDPs has been the disjuncture between specifi@uaiable funds and established
services. Although some programs have developedtefé services through years of
experience, limited available funds may be targé&drds other services. In turn,
programs have had to add, modify, or suspend s=vWiased on the availability and
orientation of the funding they secure, insteadasfcentrating on and expanding the
services they can offer with the greatest impact.

2. In order to serve poverty-level or disadvantagezhts, many MDPs have redirected
their energies away from lending and focused hgavilbusiness training. While this
change has allowed MDPs to provide valuable seswicg¢hese clients, some well-
prepared entrepreneurs have likewise been exclindedobtaining credit, either because
the time of training and loan application process/ e prohibitively long or not
conducive to capturing business opportunities. Aigh administrative costs associated
with training services greatly outweigh any costeneery of microloans, which in turn
increases the burden to seek exterior funding ssurc



3. The staffs of MDPs are often limited in numbed are heavily involved in
administration, fundraising, or providing servicesich often leaves little time for the
evaluation of organization impact and follow upwaients. These accountability
measures are often demanded by private fundingesuyet many MDPs face a difficult
task of completing reports based on differing séadd set by funders.

Criteria

1. Greater availability of funds for microentergridevelopment programs, with minimal
distortion of services based on specific-use funds.

2. Greater use of funds for client services anceloadministrative costs for MDPs.

3. Minimal competition and redundancy of microeptese development services within
communities.

4. Greater support and quicker access of credgddpus microentrepreneurs.

Options/Analysis

1. AEO can refine its lobbying efforts to increggernment spending by specifying and
distinguishing various microenterprise developntardet populations. In order to better
address the funding needs of organizations, funidingoverty-level entrepreneurs, low-
to moderate- level entrepreneurs, and businessrigaprograms should be readily
available in response to the demand for these fuhdsny MDPs are serving low- to
moderate-level entrepreneurs with their credit prots, more funds should be made
available for these organizations, instead of fay@rganizations to change their services
in order to access funds intended for poverty-levetepreneurs. Likewise, ample
funding should be provided for business traininggpams, so that these programs will
not have to offer microloans just to access fuiitiss option fulfills criteria 1 and 4,
because entrepreneurs will not lose access totatedito the elimination of services for
particular groups.

2. AEO can advocate for greater specializationa@iidboration within the
microenterprise development field. Organizationk matter serve their clients by
concentrating on their area of expertise, instdauffering a panacea of services.
Likewise, organizations will be able to cut downaministrative costs by partnering
with organizations that offer complementary sersjeéastead of competing for a limited
client base by offering redundant services. Thpison fulfills criteria 2 and 3.

3. AEO can establish a standard rubric of accoulitiafor various MDP types in order
to cut down on the administrative costs of pregaeancountability reports with various
standards set by funding sources. With a standaabure of accountability, reporting
will be simplified and will foster greater compaiiély of MDPs. This option fulfills
criteria 1 and 2.



4. AEO can further develop and expand its Microgmitse Standards and Accreditation
Project, which quantifies various measures of edfgetiveness, scale of services, and
depth of involvement in serving clients. This adita&ion system will also facilitate
funding sources to select MDPs with greater impactheir communitie$’ This option
fulfills criteria 1.

5. AEO can encourage the creation of local Chamtle@ommerce designed specifically
for microenterprise$® These organizations can serve as forums for bastiges for
microenterprises, as support and resource cermersitroentrepreneurs, and as
information centers for MDPs to advertise theivgass. This option fulfills criteria 4.

Recommendation

| recommend that AEO implement all five optionsttasse varied approaches will help
bolster the stability and reach of the microentsgdevelopment field in the United
States. These options correspond with the critistied above and represent important
first steps in order to make microenterprise dgmelent services more cost-effective.
With greater specialization and a larger proporobfunds devoted to services, MDPs
will have a greater impact on the communities thexyve.

12| isa Servon, “Microenterprise Development in theited States: Current Challenges

and New Directions.,Economic Development Quarterly, 20 (2006): 351.

13 Tinker, Irene. "Alleviating Poverty." Journal dfe American Planning Association

66.3 (Summer 2000): 229. Academic Search PreBBECQ Duke U. Lib., Durham. 6 November 2007.
<http://search.ebscohost.com/login.aspx?direct&nbeaph&AN=3251224&site=ehost-
live&scope=site>.




Adaptive Leadership Analysis

In the United States, low-income, female, and mip@ntrepreneurs have been
historically underserved by traditional financigkgems. Over the past several decades,
microenterprise development programs (MDPs) haea lsecated throughout the nation
to assist these entrepreneurs through trainingaacess to credit. Despite the value of
these services, MDPs in the United States havggled to remain in operation and have
often needed to change their services or targattslibecause of difficulties in finding
sufficient funding. Moreover, MDPs have not acheWieancial self-sustainability
because of various inefficiencies in program adstiation, service and product delivery,
and cost-recovery efforts.

As a means to address this issue, | recommenaiRdlicy Memo to encourage
and facilitate partnerships among MDPs and vanosigtutions in order to diminish
service redundancy, offer more diverse productssandices, and cross-subsidize costly
services such as training through lending profiteese efforts should lead to greater
access, stability and value of services to entreqares in need of assistance.

In order promote the successful use of partnesship exemplified by various
organizations such as Self Help in North Carolind ®licroBusiness Development
Corporation in Colorado, microenterprise developnhpgagrams, private foundations,
state governments, experienced microentreprenaniocal financial and community
institutions need to work together to build thetilm$ional bridges necessary for
collaboration.

Adaptive Challenges

In areas with several microenterprise developmesgnams, MDP directors need
to coordinate with one another in order to assaéthe needs of the community’s
entrepreneurs are being met, with the least rechaydaf services as possible. MDPs
need to open lines of communication to local insitihs and microentrepreneurs
themselves in order to assess the demand for famlaservices, technical assistance, and
training, in order to design appropriate produotstiie local community.

MDPs need to find new ways to lower administratiests and maintain or
improve service quality. Microenterprise developby@ograms may consider merging
with other organizations that provide similar seed or partnering with organizations
that deliver complimentary services. MDPs must s ways to connect their clients to
experienced microentrepreneurs, which will imprtwe quality and applicability of their
services.

MDPs must find sustainable sources of funding fpsut their services and
alleviate the need for fundraising. In particuMDPs need to find ways to pay for
services where cost-recovery has not been feasildd, as for business training services.

Until MDPs are able to finance themselves througtall sponsors or retained
earnings, funding sources such as private fountstnd state governments need to
make available more funding for a wide variety sés, so that MDPs are not forced to
eliminate valuable services just to access fundisate intended for other uses.
Additionally, the funding community needs to finéysg to facilitate collaboration among



organizations, while screening for organizatioret thay be partnering with others
merely because of the financial incentive.

Holding Environment

In order to forge successful partnerships, MDRsdrie choose carefully which
organizations they can work with effectively. Partorganizations need to be able to
trust each other and share resources skillfullpimmze the transaction costs for clients
that use the services of both or all partners,agrde upon an integrated vision that
incorporates harmoniously the missions of all parorganizations.

Microenterprise network organizations, such asAsociation for Enterprise
Opportunity (AEO), could facilitate the formatiof martnerships by holding a
conference that features successful coalitionsadnprships of MDPs from around the
nation. AEO could also facilitate the disseminatidmndustry best practices and
coordinate lobbying for more government fundingrfdcroenterprise development
programs.

Focusing Attention on Key Issues

One possible rallying point for greater expangdMDPs and other community
financial institutions is the issue of predatonydang. Payday lenders, check-cashing
facilities, rent-to-own stores, and subprime magghrokers have caught the attention of
various research and advocacy centers, as weieameédia, for charging exorbitant fees
and trapping many people in debt. Payday lenders baen known to target military
families, an issue which could be used to lobbyd@eess to both regulate predatory
lenders and provide greater funding for beneficaahmunity financial institutions.
Financial service providers, including MDPs, shosgek to drive predatory lenders out
of business by expanding the reach of their sesyicenimizing transactions costs for
applying for loans and other products, and offeargyeater range of products and
services to clients.

Shifting the Work Back to the People

The work of forging partnerships among MDPs ar@ptocal institutions,
pooling resources, and promoting efficiency wilVedo be done by the MDPs
themselves. AEO can encourage this partnershiplihgiby facilitating connections
through conferences and workshops in various éttse country. MDPs should
encourage local advocates to join them in lobbyfigrts, and vice versa. Greater public
awareness about local microenterprises and the afarkcroenterprise development
programs may lead to greater financial supportgaitbnage of these businesses.
Together, community financial institutions will bble to better serve their clients by
sharing resources, diversifying products, incregasmtreach, and eliminating the demand
for predatory lenders.



