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These days, programs to alleviate poverty in the United States must have several 

elements-or must be perceived to have those elements-in order to win the support 

of legislators as well as the general public. Perhaps most importantly, programs 

must provide only temporary assistance: Individuals may require assistance, but 

this assistance can be habit-forming and thus must be doled out in sufficiently 

small doses that one does not become addicted to it or pass the addiction along 

to one's children. Therefore, programs that encourage and enable financial 

independence are particularly popular. Second, as observers as far back as 

Tocqueville (1969) have noted, Americans admire people who start businesses. He 

perceived a broadly based general admiration for what we would call today the 

entrepreneurial spirit, and saw that admiration tied to the essence of American 

democracy. Consequently, the encouragement of entrepreneurship is a desirable 

element in efforts to reduce poverty. Third, if people work together to help 

each other in community-like entities, that is perceived as another plus. 

Admiration for community based organization is another one of those American 

traits that have often impressed foreign observers. 

Consequently, because peer-group-oriented micro-enterprise lending programs,

popular in India and elsewhere in Asia, encourage both individual 

entrepreneurship and group cooperation, they have broad appeal here in the 

United States. In this model, small groups of individuals determine which among 

them will get bank loans, put pressure on each other to pay them back, and 

provide fellow members with moral support and advice. Loan amounts tend to be 

small and are meant to provide the borrower with the means to begin or expand a 

business enterprise. Nobody else in the group can get a loan until the first one 

is largely paid back. Consequently, group pressure replaces collateral and law 

in encouraging repayment. 

The idea that one might be able to transfer such a program to the United States 

has distinctive appeal. There is a special charm in the idea that a rich country 

could learn something valuable about making wealth from a poor one, and any 

program that promises to help poor people climb out of poverty, costs little, 

and encourages individual entrepreneurship has clear appeal to American values. 

The Grameen Bank in Bangladesh, the best known of these programs, has become 

almost a holy place, although there are other loan funds that predate it, and 

others that are larger. Grameen boasts hordes of customers (2 million in 1994;) 

(Bornstein, 1996) and a very high payback rate (over 95%), in the context of the 

tremendous poverty of Bangladesh. These factors, along with the obvious 

brilliance and charisma of Grameen's founder, Muhammad Yunus, make Dhaka a 

pilgrimage destination for many. 

Clearly, there is something about these programs that cries out to the American 

spirit. Perhaps the idea of peer-group lending balances a tension between the 

values of individualism and the need for community which Bellah et al. (1985) 

and others have reported: On one hand, the borrower-participant is an intrepid 

entrepreneur building individual wealth independently; on the other, he or she 

gains strength and knowledge from the support and encouragement of a 

community-like group that makes it possible to move on and to succeed. 

Nevertheless, the amount of public enthusiasm these programs generate is 

significantly out of proportion to their actual ability to foster economic 

development and growth.1 Despite the appeal of the imagery, it is clear that, at 

least based on the information from observations of one typical program, the 

story is one of more limited success. This report discusses The Good Faith Fund, 

an Arkansas attempted clone of the Grameen Bank, which like many of its peer 

programs, worked well for a small group of low and moderate income working 

families. This is a worthwhile achievement but a far cry from getting large 

numbers of people off welfare or achieving economic development. 

Thus, questions arise about what it means to "transfer" the program to the 

United States. What appeals to us about the program, other than the result of 

people being lifted out of poverty? The particular activities or practices, or 

the principles of the effort? I will argue that it is the principles that not 

only are appealing but are more easily replicated, while the particular 

practices are much more difficult-or impossible-to transplant, for reasons 

discussed below. I will also argue that other practices, ones more in keeping 

with the social, economic, political, and geographic context of the United 

States, actually do a better job of replicating the principles in question.

Principles of the Model

There are four central principles to this model: mutual support; eventual 

financial independence; personal growth and responsibility (understood in part 

as becoming "more middle class"); and skill growth. Mutual support means just 

what it says: members of the relevant group assist each other. 

Eventual financial independence means that the program will help each member 

become financially self-sufficient through the conduct of a very small business 

(micro-enterprise) and be able to support his or her family, with the 

understanding that members cannot now do this. That is, the program is aimed at 

the very poorest people, those who do not have any means to build or acquire 

self-sufficiency, rather than at those who already have assets (capital or 

otherwise). The program, whatever its form, will provide at least some of the 

means to this independence, while the participants themselves encourage and 

support each other, as well as putting pressure on to pay back the loan.

A third goal is personal growth and responsibility, a corollary to financial 

independence. Not only will members become able to support themselves, they will 

become able to comport themselves, and teach their children to do so, as well. 

Whether one utilizes the practices of the Grameen Bank (enumerated below) or 

some other set, the aim clearly is to encourage members to adopt a lifestyle, a 

habitus, a set of habits and beliefs, that is consistent with mainstream, 

middle-class activity.

Finally, the enterprises should encourage skill growth, specifically, the skills 

needed to run a small business (or, I will argue, participate in the economy). 

Even if the particular business venture fails, the newly developed skills and 

orientations will make it possible for the participant to find a job or somehow 

bounce back. 

In the following pages, first I will briefly discuss the Grameen Bank and its 

practices. Second, I will introduce the Good Faith Fund. Third, I will show how 

a transfer of the practices from Grameen to Pine Bluff has not succeeded, and 

suggest why this is true. Finally, I will show how the initial effort failed, 

and how successive changes in practice on a trial and error basis became 

necessary to forge a program which fit better in the rural US. The data 

collected for this report include personal interviews with a 20 per cent sample 

of borrowers over a two year period and a subsequent re-interview two years 

later; a mailed survey to all borrowers, regular interviews with all lenders and 

officials of the Good Faith Fund and observations of a number of meetings; and a 

review of all company literature and reports. 

The Grameen Bank

Group membership is central to the Grameen Bank program. Loans are made by the 

bank, through its area-level representatives to individuals in groups. Because 

the members presumably do not have adequate collateral, group social pressures 

force them to pay the loan back. That is, a second person in the group cannot 

get a loan until the first loan is substantially repaid. In addition, groups 

often have collective savings accounts, and members may make some kind of 

deposit each time they meet. Members use the loans to operate some kind of 

business, called, in the language of the peer-group-lending trade, 

micro-enterprises. In Bangladesh, common loans might be for the purchase of a 

cow, making it possible to sell milk to neighbors, or a rice-husking machine, 

also for local commerce. Groups also provide moral support and encouragement, as 

well as advice.

Many of the Asian and South American programs, including Grameen's, try to limit 

their loans to the really poor; Grameen Bank requires its rural poor to be 

landless and at the bottom of the economic pyramid. Micro-loan funds also appear 

to be disproportionately programs for women; the Grameen Bank has mainly women 

customers (more than 90 percent) at this point, and most of the members of the 

American group are female, as well.

The Grameen operation is more than just a bank. It is a morally tinged activity 

as well with some of the flavor of a social movement. Groups meet approximately 

once a month; meetings boost morale and encourage the sharing of ideas. Meetings 

also serve to remind members of an array of moral tenets to which they committed 

themselves when they joined the group. These tenets are as follows:

1. The four principles of Grameen Bank: Discipline, Unity, Courage and Hard 

Work. We shall follow and advance [these principles] in all walks of our lives. 

2. Prosperity we shall bring to our families. 

3. We shall not live in dilapidated houses . . . 

4. We shall plant vegetables all year round. We shall eat plenty . . . 

5. . . . [W]e shall plant as many seedlings as possible. 

6. We shall plan to keep our families small. 

7. We shall educate our children. 

9. We shall build and use pit-latrines. 

10. We shall drink tubewell water. 

11. We shall not take any dowry in our son's weddings, neither shall we give any 

dowry in our daughters weddings . . . 

12. We shall not inflict any injustice to anyone. 

13. For higher income we shall collectively undertake bigger investments. 

14. We shall always be ready to help each other. 

15. If we come to know of any breach of discipline . . . we shall go there and 

help restore discipline. 

16.We shall introduce physical exercise in all of our centers. 

Obviously, these dicta represent a social program that extends far beyond what 

we would think of as economic transactions. The chanting of them before a 

meeting has a quasi-religious quality, and clearly the goals represent a broad 

social agenda in addition to immediate economic exchange. The point of this is 

that the Grameen Bank is not just a bank, and the micro-loans program provides 

not only the capital necessary to improve one's lot in life, but also the 

behaviors and attitudes that will mark one as, or make one, middle class, or, at 

least, as no longer a member of the poorest segment of society. In the days of 

the British Empire, this was called social uplift.

The Good Faith Fund

There are currently a large number of micro-enterprise loan funds in the United 

States-a 1996 directory lists 328-and some of them are inspired by Grameen. One 

of those is the Good Faith Fund. Created in 1988 as a micro-enterprise loan 

fund, it was part of an audacious and courageous effort funded mainly by the 

Winthrop Rockefeller, John D. and Catherine T. MacArthur, Charles Stewart Mott, 

and Ford Foundations to establish a multilevel system of loans and technical 

assistance, with the object of generating and encouraging business development 

in Arkansas. The result was the Southern Development Bancorporation (Taub 

1994a). Parented by Chicago's Shorebank Corporation (for more information see 

Taub, 1994) and headquartered in Arkadelphia, Arkansas, the entire project 

included a federally insured commercial bank, a venture capital company, a loan 

and technical assistance company for small businesses, and a real estate 

development company. The Good Faith Fund was one prong of a many-pronged effort 

at business development. 

However, like many other peer-group oriented micro-enterprise loan funds in the 

United States, particularly those in rural areas, the Good Faith Fund has never 

been able to deliver a meaningful volume of customers, provide substantial loan 

services to the really poor, or achieve anything close to institutional 

self-sufficiency. To the extent that it continues to survive and, perhaps, even 

to grow, it will do so by engaging in activities that do not appear to replicate 

the Grameen Bank example. The story of the Good Faith Fund is one of trial and 

error, experiment and innovation, as its participants try to figure out how to 

transplant the Grameen Bank approach to the southern United States. At this 

stage in the process, there is little of the Grameen Bank's practices left. 

Some of the problems faced by the organization were natural to new organizations 

anywhere, particularly those that lend out money, that are dealing with an 

historically oppressed population, and that are run by people not native to the 

area and thus unfamiliar with both local customs and with the local people. 

These problems were compounded by the fact that many of the early employees of 

the Good Faith Fund were white and not rural in background. It takes time, 

experience and contacts to identify serious and honest customers.

The local people also have to figure out what the program is all about. 

Historically, white people, particularly in the South, have not been known to 

make financial deals in the interests of low-income African Americans. In 

addition, in a world in which gifts and grants are what you do for the poor, a 

loan with interest seems a little strange; it is an odd creature indeed that 

announces that it will lend money at market rates-and characterizes this 

practice as a favor, even if credit at anything like those rates is not 

available elsewhere. (An Arkansas usury law limits rates of interest; most 

successful micro-credit programs in Asia lend money at about 12 points over the 

going rate, which is considerably higher than Arkansas permits and is still 

substantially lower than what an Asian village money-lender charges.) Many of 

the early prospective participants thought that the program meant that the bank 

would lend-or give-money to anyone with a good idea; they felt they had been 

misled when they had to produce business plans, complete financial prospectuses, 

and the like. This made communication very difficult and misunderstandings 

common.

The Good Faith Fund began its program with practices similar to those of the 

Grameen Bank. At the outset, the Fund did not require collateral or credit 

checks, with the intention that, as with Grameen, group pressure would serve to 

encourage timely repayment of loans. Lending groups were supposed to meet 

approximately twice a month; there were also center meetings where multiple 

groups came together. Among those who run peer group lending programs for 

micro-enerprise there is disagreement about whether to provide technical 

assistance; to the extent that self-sufficiency of the program is an 

organizational goal, the costs of providing technical assistance reduce the 

probability that the goal will be achieved. And there are arguments that suggest 

that technical assistance is unnecessary. For example, it is asserted that group 

members know best what is appropriate for their business conditions, that local 

business people are inventive and resourceful, and, therefore it is an 

unnecessary expense. The Good Faith Fund began without providing technical 

assistance, but over time the program came to require that all micro-loan 

borrowers complete a six-week small business training program. In addition, 

centers sometimes invited guest speakers to talk about legal requirements of 

businesses or issues around income tax.

The volume of loans provided by the Good Faith Fund has been quite small. In 

1989 through 1992, the Good Faith Fund averaged 18 new loan customers a year in 

its peer group micro-loan program. The following two years the numbers peaked 

into the mid 20s, dropping down dramatically after that, partly because of a 

change in management and a change in focus. In keeping with the Grameen Bank 

Model, the average loan was small; for the first four years, it was just under 

$1,600. In 1989-one of the two years with a 48% default rate-the average loan 

was $3,176.

It became apparent that a certain unspecified amount of default in these years 

was due to apparent fraud by borrowers, and program management came to 

understand that, group process or no group process, credit checks should be 

made, collateral was essential if a loan (or whatever the loan purchased) is to 

be recovered, and that the Fund ought to make payments directly to the purveyor 

of the goods purchased rather than to the borrower those goods benefit, in order 

to ensure that borrowed money is spent for its intended purpose. As another 

consequence of the high default rate, program managers decided to reduce the 

size of initial loans so that, given the cash flow and economic precariousness 

of borrowers, they would not have too much difficulty paying the loan back in 

the first year. For 1991, 1992, and 1993, the average per group loan size was 

$1,100. With the decision to make the first loans very small came an implicit 

dictum that borrowers would take the first loan, create a record of paying the 

loan back, and position themselves for a larger one. This happened in three of 

four cases a year. These changes dramatically reduced loan losses and 

delinquencies. In 1993 and 1994, loan losses came down to 11% a year. 

There are some success stories coming out of the Good Faith Fund's micro-loan 

program, although most of the loans in the Good Faith Fund have gone to 

providing services, rather than goods, which has its own complications 

(discussed below). In my sample of respondents, there was an infant care 

provider, an upholsterer, a beauty shop owner, a dressmaker and seamstress 

specializing in garments made African style, janitorial services and gardening 

services, and a caterer. The only respondents who actually sold a product sold 

Mary Kay cosmetics-a national company that specializes in a highly localized 

form of marketing. (Although it is a side issue for this discussion, it is worth 

asking whether those who sell such products are independent business people or 

salespeople working for a national firm. Formally, they are independent business 

people, and that is the rhetoric Mary Kay uses, but if one looks at what Mary 

Kay representatives actually do, they look more like employed salespeople.)

One success-and the mitigated nature of that success-is illustrated by Thomasina 

Judge. Ms. Judge operates an infant day care center, from what could best be 

called a sagging house with peeling paint. Watching Ms. Judge with her infant 

charges-feeding them, burping them or just giving them a hug-is to watch 

somebody performing her metier. Ms. Judge had previously held a job which 

required that she work part time and in split shifts at minimum wage. She took 

home about $500.00 a month. Her husband is a laborer who also works at close to 

minimum wage. Her experience with the Good Faith Fund is nothing but positive. 

The six-week training program was of great value to her. "I had this dream," she 

said, "and I did not know how to start. The Good Faith Fund showed me my first 

step and then led me down the path." 

Not only did they train her, but they answered her questions, and then they lent 

her $900 (her first loan) and then $1200, to enable her to begin fixing up her 

house, install central heating and air conditioning, and purchase the cribs, 

playpens, and toys she needed to be in business. After a year, she was earning 

twice as much as she had in her previous job. Three years later she had doubled 

that. She had been able to put money into further fixing up her house and to fence her yard so that older children could play safely. However, not long after 

she received her first loan, she stopped going to group meetings. The meetings 

were "not much help to me. But the group completely evaporated anyway." 

She has only good things to say about the Good Faith Fund and the people who 

serviced her loan. "I feel they are still behind me, and still available. The 

way my life is now, I am not bogged down by bills. I have a better outlook for 

life. . . . I love children and I am doing what I always wanted to do." The Good 

Faith Fund enabled her to earn money doing something she liked and provided her 

with the means to supplement the household income to a greater degree than the 

job she had held, but it is not clear that her activities contribute to the 

economic development of the region.

Problems of Transplantation Across Societies

Despite the changes the managers of the Good Faith Fund made, and despite the 

success stories that can be told, the problems that persist suggest that 

wholesale transplantation of the Grameen Bank model to the United States-in 

particular, transplantation of the specific practices of that model-simply will 

not work. There are several reasons for this, each of which I will explicate in 

turn. They are: (1) the meaning and practice of group activities; (2) population 

density and establishing a micro-loan program; (3) poverty conditions and the 

amount of capital, and the skills, necessary to alleviate those conditions; and 

(4) the safety net. 

The Meaning and Practice of Group Activities

During the early phases of the program individuals were expected to bring 

already formed groups made of non-relatives to the Good Faith Fund. Given 

population densities, employment habits, and community expectations, very few 

people were able to produce four friends who also wanted to start businesses. 

Good Faith Fund personnel observed that individuals who arrived in the office 

requesting information about the program and were told to return with four 

friends simply did not do it. In response, the Fund initiated a group training 

program for all new members. Under revised rules, people could sign up for the 

training programs without being part of a preexisting group. After individuals 

completed the six-week training program, Fund managers helped individuals 

construct groups. Needless to say, this kind of group, often constructed of 

strangers who have known each other a few weeks, vitiated the supposed effects 

of group pressures. Belonging to such an artificially constructed group is not 

the same as belonging to one previously embedded in a community with strong 

preexisting social ties, one where social sanctions and other group pressures 

are likely to be effective. 

Not only are Good Faith Fund group members relatively ineffective in putting 

pressure on each other, but they have trouble even holding together as groups 

over time. In our interviews with loan officers from the program, we asked them 

what their biggest problems were: Groups falling apart was one consistent 

answer. Indeed, one of our field workers went to a Saturday meeting called to 

consolidate existing active people into new groups to make up for the shrinkage 

in the existing ones. Almost nobody came to that meeting either.

Respondents reported that, although meetings were pleasant and sometimes useful, 

there were so many other things to do in life that this was not a high priority. 

By that time, through another reformulation of the program, group members were 

not impeded in getting loans if other members failed to pay. In contrast, the 

members of Grameen Bank groups contributed some of their own funds; each member 

had a very real stake in the group loan program, and each member knew that 

failure to repay hurt other members of the group. This program alteration for 

the Fund signified a realization that group pressure simply would not work as a 

motivation for people to repay loans. Some people explained they were reluctant 

to join a group if that meant that they either had some responsibility for 

someone else's behavior or that they would have to rely on somebody else to get 

what they needed. This step reduced the significance of group membership a great 

deal; the one shred left was that group members might be able to give each other 

moral support and a kind of commonsense technical assistance. 

It is difficult to give up the idea of group lending. When a group is 

functioning well it can be a joy to watch. I attended a racially integrated 

group early in Good Faith Fund history on a day when a first member of a group 

was about to be authorized to get her loan. The candidate proposed assembling 

and selling little baskets that were shaped like the state of Arkansas and 

filled with Arkansas products. One group member arrived with a little bottle of 

locally made face cream; he and his wife had been to a fair, and, seeing the 

product, thought it might be of interest to the loan candidate. The jar was 

passed around, people sniffed, and took a sample to rub on their faces or the 

backs of their hands. The group then went over the candidate's budget. A big 

stumbling block was liability insurance. Some felt that the fact that she was 

selling food and products to rub on one's body made the possibility of a serious 

accident something to worry about, but the group member soliciting the loan 

could not afford the insurance. After some discussion, she agreed that she would 

get the insurance as soon as she could afford it, and the group approved the 

loan.

Despite the charm of that meeting, her business did not succeed, and others in 

that group did not pay back their loans. The group did not last very long.

Today, the Good Faith Fund has a new and quite different look. Group lending 

plays a small role, as its managers came to see that a literal translation of 

the Grameen program did not work in Southern Arkansas. Through successive 

iterations, efforts were made to make the fit better, and they are at a new 

place today. There is a micro-enterprise loan fund, and the borrowers 

collectively play a large role in its operation, but that fund plays a smaller 

role in total operations that it did in the past. Instead, there are loans to 

larger companies as a means of doing economic development and generating income 

for the fund.

Population Density, Production, Distribution, and Markets

Why was it difficult to find potential customers, to say nothing of group 

members, for the Good Faith Fund? One answer is that, compared to Bangladesh, 

population densities in Arkansas are very low. The population in Bangladesh is 

814 per kilometer. In the five counties served by the Good Faith Fund 

(Jefferson, Lincoln, Desha, Chicot and Ashley), the population is 36, 9, 8, 9.1, 

and 10.33 per kilometer, respectively. Jefferson County is the home of Pine 

Bluff. With its 65,000 residents, it is by far the most dense population in this 

region, and it does produce the most loan candidates. Outside of Pine Bluff, any 

given area will produce few candidates for loans. The other areas are comprised 

of tiny towns with depressed economies, which means such towns provide only 

small, low-income markets for anybody with a product or service to sell. "It has 

to be a losing battle over time," one loan officer asserted. "After you have 

made three or four loans, you have used up all the possibilities." 

Those low populations in rural Arkansas are connected to out-migration. When 

opportunities decrease, much of the able-bodied population is able to migrate to 

the North where new opportunities exist. Age distributions in these counties 

show a hollowing out between the ages of 20 and 50, the ages between which most 

people are likely to start businesses. Many of the kinds of people who are 

likely to start business leave those communities; in some measure, they leave 

behind the old, less well educated and less able. 

In addition to population differences, there are differences in production and 

distribution, in particular, the size of distribution networks for commonly used 

products. Much of the Indian economy is characterized by small and highly 

localized markets. In that setting, it takes little capital to insert oneself 

into the system, it is possible to provide products, rather than services, and 

it is not necessary to be part of a national, or even state-wide production or 

distribution system. Hence, Grameen Bank can make loans to purchase a cow so 

that one can sell milk to one's neighbors, or a paddy husking machine that also 

serves those in their immediate surroundings.

In the United States, there are international, national, and state-wide markets. 

Products like milk are available in supermarkets or grocery stores, and the 

amount of capital needed to enter a production and distribution network is 

likely to be substantially larger. Any micro-enterprise loan fund with small 

amounts of capital available will find itself serving local needs; in the United 

States this means mainly providing services rather than goods, the kinds of 

services not easily connected to a national or even statewide distribution 

system. Even when successful, the Good Faith Fund mainly increased the quality 

of life of the working poor and those on moderate incomes. This may be a 

laudable goal, but it probably should be classified as poverty alleviation, not 

as economic development. Development can be defined variously, but somewhere in 

most of the definitions is the creation of additional wealth for a region. 

Development sets in motion a process of wealth-generating activities by 

increasing productivity, exporting goods, or substituting exported goods for 

ones made internally. 

In the context of the total dollar value of the economies of even these poor 

local regions, the dollar investments are minuscule. But let us assume the 

programs made 100 loans a year instead of 25, and that all produced successful 

businesses. If most of the money goes to produce basic services for a local 

population, there is not very much net change. The day care center operators, 

the beauty shop owners, and the dressmakers are producing better incomes for 

themselves and providing convenient services for others; we can even argue that, 

by working in their homes, they become good role models for their children and 

others in the community. But they do not generate new money or provide 

additional employment opportunities; it is a little bit like people taking in 

each others' washing.

Among my respondents, only one graduated her business from a micro-enterprise 

into a more substantial one; she now owns her own dry-cleaning establishment. In 

her case, we will ignore the possibility that she is simply taking the 

dry-cleaning business away from somebody else, perhaps her former employer, and 

that, in that case, there is no net gain for Pine Bluff. One could argue that if 

all the other dry cleaners are white-owned, she, as an African-American woman, 

is helping to keep money in the black community-but economies represent 

intricate sets of relationships. In Pine Bluff, it is also true that if she 

undermines even the white dry cleaners, she is liable to put black people who 

work for her competitors out of their jobs. In any event, it is difficult to 

argue that any of these micro-enterprise activities in these communities 

represent serious net gain for the community.

Because so many businesses are neither localized nor labor intensive, they 

require more than eight or nine hundred dollars to get started, and small 

amounts of capital thus do not go very far for those who want to start up a 

business in the United States. It is important to be clear here that I am 

limiting my comments to micro-enterprise loan funds, not to development-oriented 

loan funds in general. Indeed, I think there is a place for loan funds which 

make substantially larger loans to real businesses with development potential. 

In Pine Bluff, a manufacturer of cardboard inserts for packing boxes borrowed 

$300,000 from the Good Faith Fund's parent company. Without those loans and 

technical assistance from the Arkansas Enterprise Group, he would be out of 

business. Instead, he employs approximately 20 people, almost all 

African-Americans, and sells his product, which is manufactured using another 

Arkansas product (paper), to other parts of the country, bringing new money to 

Arkansas in the process. That activity represents a contribution to the 

development process, but it is also the result of a much larger loan.

One can see, then, that the obstacles to generating volume for peer-group micro 

loans to the really poor in a rural setting are quite formidable, and without 

volume, the possibility of self-sufficiency for the agency is but a dream. The 

annual operating budget of the Good Faith Fund was in the neighborhood of 

$420,000, quite typical for an organization of this sort. Assuming no cost of 

money to the Good Faith Fund and loans paying interest of 15%, one would have to 

lend out $2,800,000 per annum, which, at one thousand dollars per loan would 

require 2800 loans. Of course one could not come close to that volume with the a 

staff who salaries total $450,000. Of the seven groups studied by Edgcom et al. 

none of the group-based ones averaged even 100 

loans a year, and their total average loan portfolios, excluding their first 

years' and including those that do not do peer group lending, averaged out to 

about $275,000 per annum. The Good Faith Fund is close to the average. 

One can try to reduce the costs of making these loans. An organization in New 

England called "Working Capital" does this by using pre-existing groups and 

organizations to make the loans and supervise the process (Jeffery Ashe, 

personal communication). The other choice is to add to one's services elements 

which might produce more income and incidentally attack poverty with a broader 

array of tools. The Good Faith Fund has been very creative in doing so. The 

first element it added was a loan program to larger companies that for one 

reason or another were also underserved by the conventional banking industry.

In so doing, it emulates the strategy of its parent corporation the Arkansas 

Enterprise Group, which makes loans to help small companies grow when standard 

routes of credit are unavailable. These loans are between $25,000 and $150,000. 

Besides providing opportunity for business growth and development, as well as 

income for the Good Faith Fund, the loans have had the consequence of 

"normalizing" the Good Faith Fund in the eyes of the business community, which 

had tended to see it as either a charming little byway in the world of serious 

business or as something a little strange. For example, after the owner of an 

important restaurant and bakery was turned down by the banks, he completely 

rebuilt his restaurant with the help of a loan from the Good Faith Fund. During 

the reconstruction process, he put up the standard sign announcing the project, 

the architect, the contractor, and the lender, in this case, the Good Faith 

Fund. He invited the Rotary Club, of which he was a member, to a meal shortly 

after the restaurant reopened and introduced his Good Faith Fund lending staff 

to the assembled group. This is an excellent example of providing credit for 

economic growth to somebody who was unable to get it through normal credit 

markets. But the 100,000 plus loan is some distance from the micro-loan to a 

poor person made through a group for a marginal business. 

The Good Faith Fund has another new initiative, however, still in its early 

stages, that may provide assistance to the really poor-though, again, it is not 

an economic development program. This initiative is a program to train 

unemployed people for the health care industry and place them in jobs. The 

program requires about twice the amount of training required by the state and is 

carefully placing graduates in quality health care establishments. Through this 

program, the Good Faith Fund is beginning to find a way to provide the really 

poor with opportunities. The program also hopes to earn its own way with state 

contracts as welfare reform gets underway. By maintaining high standards in both 

training and placement, they hope to upgrade health care in southern Arkansas as 

well. If the program succeeds, they plan to add additional courses so that they 

will provide an upgrade path for those who wish to come back to school.

Poverty and Its Meanings

A third difficulty in translating the Grameen model to the United States is 

raised by the differences between being poor in the United States and being poor 

in Bangladesh. To put it simply, the floor is higher in the United States (or 

Europe) than it is in Bangladesh. People starve frequently in Bangladesh as 

compared to the United States. Even where poverty is quite severe here by our 

standards, having the opportunity to earn (only) a little more cash by starting 

some kind of business is perceived by many as not worth the risk or effort. That 

can be illustrated by other kinds of non-entrepreneurial examples.

We can ask the question in other venues about what steps people are willing to 

take to get some sort of income. We know that there are a number of jobs that 

Americans are loath to undertake. In Arkansas, one of the major examples of that 

is processing chickens. The jobs available are extremely difficult and 

uncomfortable: People work in cold (around 45 to 50 degrees) and wet conditions 

with blood and animal viscera, while they perform extremely hard and repetitive 

work. Some plants in eastern Oklahoma had to close because they could not find 

workers. In Arkansas, the jobs are being filled increasingly by Mexican workers 

who find such jobs better than nothing at all and who are consequently willing 

to take them. In many parts of Arkansas, once-homogeneous communities with 

numerous chicken processing plants now find themselves offering English as a 

second language in their schools.

In Bangladesh, the efforts required to be successful are likely to produce quite 

measurable benefits for individuals and their families; they will be noticeably 

better off. It is not at all clear that the efforts required to be successful in 

Pine Bluff, Arkansas improve borrowers' lives quite as noticeably, and the 

individuals whose lives are improved frequently have other supports, as 

explained in the next section. This reduces people's motivation to take a loan 

to try to start a business, and it even reduces the motivation to pay it back. 

Taking a loan to start a business is a demanding and difficult choice for many 

people. At the same time, failure to return a loan is not a big deal if one does 

not want to get another. If that loan and its renewal stood between the 

individual and starvation, it would be paid off. Otherwise it can be perceived 

as a windfall, something like winning the lottery.

There is another issue which is a little more complicated and difficult to talk

about, and it concerns where poor people stand in their society. To be poor in 

Bangladesh is to be part of a very large group; that is, it is normal to be 

poor. In the United States, to be poor is to be out on a tail of the distribution that is, being poor is a relatively rare event related to special 

conditions. .. For example, in some small southern towns, it is in the best 

interests of local elites to keep people poor (see Cobb, p. 253 ff). In those 

circumstances where a small elite controls the welfare system and access to any 

opportunities there are, routes to achievement at the local level are closed 

down. For example, in many of these towns cotton or other seasonal crops are 

important sources of income in many of these towns. If people have other 

opportunities, the costs of labor go up. Indeed, historically, the South, in 

general, invested relatively little in education, because to do so would 

ultimately undermine the low wage structure which the wealthy perceived was 

necessary for them to maintain their positions. In that kind of setting, local 

elites are unlikely to support programs which encourage independence and 

opportunity for the low income people in their communities. In addition, there 

is the problem alluded to above-that is, that the poor left behind in rural 

America are the ones who have limitations as to age, education, ability, or who 

have responsibility for large families or a family member with a disability, and 

consequently who are also unlikely to undertake entrepreneurship.

The Safety Net

Finally, the success of the Grameen Bank's program-or, more accurately, the lack 

of success in the Good Faith Fund's program-is tied to the safety net available 

to participants and the conditions under which they are willing to relinquish 

that safety net. Although there are, in fact, some poor single mothers who have 

moved from welfare to some sort of business, that was not true for any of the 

respondents in my sample. Instead, as is the case for many other loan funds, the 

recipients of these loans came from what might be termed either the working poor 

or something somewhat higher than that. All of the women were married and their 

husbands were employed, although often at low income jobs. The women themselves 

had usually held jobs too. For example, one had been in the police department 

and was retired on disability; another had been a school bus driver working 

split shifts at low pay; still another had worked for a dry cleaner before 

starting her own cleaning establishment. Their husbands tended to be laborers, 

prison guards, GED teachers and the like. The few men in the sample who were 

borrowers had wives who were also wage-earners. 

This, then, is mainly a hard working group of two-earner African-American 

families in which the "business" is a second income or, in some cases, even a 

third. It may be smaller than the first, but with the two combined it provides a 

comfortable life, and it is likely to be larger than other available second 

incomes, or it may provide the opportunity for a mother to be at home with her 

children. In very few of these cases do husband and wife enter into business by 

giving up both jobs. One combines a secure income on the one hand, with a more 

risky one on the other, as if to balance risk or to insure against failure.

Another aspect of this "safety net" are the constraints set by the welfare 

system. There are limits to the assets one is permitted in order to keep 

benefits. If one purchases an expensive sewing machine in order to become a 

dress maker, one now has an asset which reduces one's welfare benefits. Leases 

in public and subsidized housing also prohibit one from running a business in 

the home. It would be difficult to give up medical benefits to undertake the 

risky task of trying to make money by selling something. Those who know how 

welfare rules work can add further examples of disincentives to this list. The 

point is, the success stories come from families who have a safety net of some 

kind: at least one secure income; along with the knowledge that taking this risk 

will not reduce the family's benefits, and, to carry the point from the previous 

section, that the hard work is likely to increase the household income and 

comfort.

This is a distinct contrast to the Grameen participants, who explicitly have no 

resources or safety net. I want to emphasize that this is not an argument 

favoring the disassembling of the safety net in this country. Rather, I want to 

suggest that micro-lending will not help those who rely heavily on a societal 

safety net; in this country, micro-lending is most likely to help those who are 

already in a position to take some minimal risks, i.e., those whose families 

already have at least one moderately secure income. Useful as this is, it leaves 

unaddressed the problems faced by those who do not have even such modest 

security.

Conclusions

There are, several sets of lessons to be learned from the attempt to transplant 

the Grameen Bank model to the rural United States. The first is that despite the 

fuss being made about Grameen type models in the United Sates, one should be 

cautious about the level of expectations for these programs. They unlikely to be 

self-sufficient. They are not "economy transforming approaches." And their 

volumes are likely to be small. The demands of group membership, population 

density, the limits set by the nature of the markets, and aspects of poverty in 

the U.S. mitigate against the success of such a transplantation. 

What the Good Faith Fund model also shows, and what I believe a careful analysis 

of other United States adaptations of the Grameen-like Program would show, is 

that they work best not with those who are long term on welfare, but those who 

have histories of holding jobs and well-defined skills. When Good Faith Fund 

borrowers succeed it is because they are members of low to moderate income 

families, where somebody already has a job, and the Good Faith Fund 

micro-business loans provide additional or supplemental income. Understanding 

that and targeting this population appropriately would make the funds more 

successful in generating loan volume, making people's lives better and moving 

toward self-sufficiency. 

Third, group process is unlikely to be a useful tool for generating repayment or 

continue participation in the United Sates unless the group had a long term 

prior basis for being in existence so that members had meaningful social ties 

with each other. Individuals who are relative strangers and who have no real 

stake in each other's success (or failure) are ineffective as a peer pressure 

group, though they may provide support and other types of assistance for each 

other. Even then, it is possible that rural programs will have additional 

difficulty because of low population density and, concomitantly, small markets. 

It is possible that such programs will be more effective in urban settings. In 

both cases, though, it may be chimerical to expect group processes to work they 

way they do in rural Bangladesh. 

If programs like these are going to have a larger impact, that is 

creating opportunities for more poor people, they will have to define themselves 

as connecting individuals to the labor force in multiple ways. The promising 

early success of health care training program of the Good Faith Fund, the 

employment counseling program of a well-known fund in Chicago are crucial for 

generating the volume which makes the programs more than boutiques for a few 

people.

Solutions to dealing with the problems of the poor in this country follow fads 

and trends. And there is some desire to find "one-size-fits-all" solutions. The 

courageous experiment of the Good Faith Fund reminds us is that even seemingly 

similar local conditions across a variety of settings do not actually call for 

the same solutions without a great deal of adjustment. And that there is no 

magic bullet for the problems of the poor. A whole array of approaches are 

probably desirable with each approach making a modest contribution to the 

outcome.
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Footnotes:

1. Programs like the Good Faith Fund, initially established along the Grameen 

model, have been media darlings. In my experiences of reporting about various 

components of the Southern Development Bancorporation (a lending program to 

encourage entrepreneurial achievement), people remember only the Good Faith 

Fund, although it was only a small proportion of the total program. Two 

newspaper reporters hung up on me because I wanted to tell them about the 

potential for other programs at Southern to do economic development. One refused 

to believe that the parent company of the Good Faith Fund did not require group 

process for its $25,000-$50,000 loans. Another refused to believe that the $500 

million South Shore Bank in Chicago, whose owners established Southern, did not 

make loans on the peer group principle. 

