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I.  Introduction

The preparation of this paper has been a challenge. One of the purposes in presenting to a conference of this type is to represent the Microenterprise Development (MED) industry or, if not the whole industry, at least the Christian Microenterprise Development (CMED) segment of the industry.  The number of players in the industry has expanded very rapidly in recent years.  The Microcredit Summit’s 2002 Practitioner Directory lists 2,091 MED practitioner institutions currently operating worldwide.
 Within the CMED industry the number of Christian practitioners continues to grow. For example, in June of 2001, the second international CMED conference was held in Thailand to share experiences and look at ways to improve the spiritual impact of MED. More than 400 participants representing over 230 development organizations (DOs) from 45 countries were present.

Each organization in the industry has its own particular focus within the arena of MED.  Some organizations only do MED while others are multi-sectoral.
 A few may see MED as one tool in the broader area of community development or evangelism, while others may focus on income generation or job creation.  A small but growing number focus on business development services involving skills training or the facilitation of marketing products to a wider audience.

MED practitioners may choose to work only in one specific country, or a region, or they may employ a global approach.  Some programs have a single bottom line - focusing on the financial profit of the institution; others have a double bottom line - profit and social impact; while a small minority has a triple bottom line - profit, social impact and spiritual impact.  Recently a few programs have transformed into formal financial institutions while the majority still operate as non-profit, non-governmental organizations.  This paper will focus on the experience of World Relief while trying to draw on the broader experience and understanding of the industry. 

Since the early 90s, World Relief has intentionally focused on the development of Microfinance programs.  Work is done mainly in the area of income generation with an attempt to be intentional in the spiritual impact of the programs.  We have been deeply involved in the CMED network and coordinated the development of a compendium of tools that can be used by Christian practitioners to maximize spiritual impact
.  World Relief is known in the industry for its work in especially challenging environments.  All environments have their challenges, but our industry defines those that have suffered disasters or conflict of some type as especially challenging.  We have been among the first to begin MED programs following complex disaster situations in places like Cambodia, Mozambique, Rwanda, Liberia, and Kosovo.  Most recently, we have done preparatory work in Sierra Leone and Burundi.  We’ve also had programs that have been struck by natural disasters, such as severe flooding in Mozambique in 2000 and Hurricane Mitch in Honduras in 1998 and, more recently, attempting integration of our MED work with HIV/AIDS mitigation issues.  In 2002, we worked in 11 countries, serving about 90,000 clients with a loan portfolio of $6.7 million.

Since the paper will make broad use of the terms “Microenterprise Development” (MED), “Microfinance” (MF) and “Microfinance Institution” (MFI), it will be good to define how these will be used.  MED is the broader term that can include any financial, non-financial and ancillary services commonly associated with the development of small (micro) businesses among the poor.  MF focuses primarily on the provision of financial services (savings, loans, and insurance) for business and non-business purposes.  MFI is the formal development of an institution for the delivery of financial services.

The paper will begin by looking at how programs select their context and their clients, with a particular emphasis on operating MED programs in challenging environments.  The discussion will then look at the provision of program services, primarily financial services and non-financial services.  The following section of the paper will look at some of the industry’s major challenges.  Interspersed throughout the paper are issues related to Christian Development Organizations doing MED.  The concluding section addresses specific spiritual witness issues that aren’t covered in the previous sections.  At the end of each major section, a summary statement is followed by a list of relevant questions facing the industry, and, in particular, the Christian community.

It is probably safe to say that there are now more questions about MED than there was five years ago. Some of the methodologies described in this paper have evolved over the last 15 years to address the issue of poverty.  The industry was fairly confident that these MED programs could provide the breakthrough needed to overcome poverty.  There is no longer that confidence.  John Hatch, founder of FINCA International, and one of the “gurus” in the industry, recently stated,

The longer I remain in this business, the less certain I am about how it should be conducted. I now see more questions than answers, more issues than solutions. Village banking was created to reach the poorest; yet I see large number of the poorest families being left behind. Within the context of mission drift, the topic of scale and sustainability raises a dust cloud of ambiguity.
  
II. Selecting Context and Clients

A. Choosing a Context

It will come as no surprise to economists that the MED industry has very limited resources to respond to the many demands for the services it offers.  Typically, an organization will screen at a number of different levels in order to determine where it will invest its scarce resources.  

The first screening level is the organization’s mission and vision statements.  For example, one organization’s mission could be to improve the health and welfare of very poor families, while for another organization it may be the provision of financial services for the poor.  This first screening level provides some direction on who will be served and on the general type of services provided.  On the other hand, mission and vision statements are often so general that they provide little direction on the where and how services are provided. 

The second level of screening is to choose a geographic region, area, or country.  At the International Conference on Financing for Development, held in Monterrey, Mexico in March, 2002, President Bush announced that the U.S. would create a new international development fund. This fund, called the “Millenium Challenge Account,” would provide funds to selected “deserving” countries that exhibit good governance, investment in health and education, and deregulated economies.  Andrew Natsios, USAID Administrator, speaking in reference to the President’s statements commented: 

1. By proposing the Millenium Challenge Account (MCA) Pres. Bush has changed the terms of debate on foreign aid ‘aka Overseas Development Assistance, or ODA.’  Basic premise:  focusing on the poorest countries (LDC’s) has not worked.  Out of 48 LDC’s only one has “graduated” in the past 20 years:  Botswana—and their progress had little to do with ODA.   

2. Conditionality has not worked because recipient governments pay lip service but do not follow through.  Thus, MCA will reward ‘performance, not promise.’

3. Free trade and capitalism are the chief engines of economic growth and thus poverty reduction.  80% of U.S. $ flow to developing countries is private aid and investment, only 20% ODA.  American universities, for example, contribute $1.2b annually in private money as scholarships to developing world students.
 

Increasingly, organizations seek both political and economic stability in a country before investing in it.  Economic concerns are of secondary importance, however, because there are ways to cope with fluctuations.  Economic stability is best measured by a country’s inflation and foreign exchange rates.  Unless there is evidence of hyper-inflation, a program can adjust interest rates accordingly to respond to changes in the macroeconomic environment.  With hyperinflation, however, it may be necessary to use a hard currency as the exchange medium for financial transactions.

Political instability is much harder to adjust for and to be able to ensure adequate protection of an organization’s resources.  Thus, most MED practitioners shy away from unstable countries and instead focus on establishing programs in safe, politically and legally sound countries where, as President Bush suggests, the best work can be done.  A danger inherent in the President’s plan is that it doesn’t carry with it an international safety net for the most vulnerable populations, the ones caught in a trap of failed governments and political and legal anarchy.

A few organizations have chosen to move against the flow and, for one reason or another, work in countries often referred to as “challenging environments.”  The term “challenging environments” has come to represent countries where complex disasters (years of war and civil strife) have abounded.  It also includes areas with a high incidence of HIV/AIDS, a situation causing previously “stable” countries to begin to unravel.

World Relief is one of the organizations that has resisted conventional wisdom and instead chosen to start MED work in countries where other organizations have feared to tread.  It has been able to do this by building upon the strength of its disaster response efforts and by finding trustworthy and dependable local Christians to employ.  As a result, WR has been able to establish MED programs in some of the poorest, most conflict-torn countries in the world.  After years of building successful programs in these countries, World Relief enjoys a strong reputation within the microfinance industry for being a leader in managing MFIs in post-conflict settings.

The lack of basic infrastructure in countries affected by conflict can present many obstacles.  Infrastructure deficiencies can include basic financial and banking services, communication systems, transportation, an effective police force and education and judicial systems.  When there are no banking services, cash is used for all transactions.  When handling large amounts of cash, safety for staff and clients becomes a major concern.  A few years ago in Cambodia, World Relief had the tragic experience of having two of its loan officers killed in an apparent robbery after the staff had collected a loan repayment from one of the community banks.  The lack of basic infrastructure adds significant costs to program expenses as the institution has to operate some services directly (electric generators, guards, safes, high vehicle repairs, etc.).

Likewise, in conflict-affected areas there are limited local technical human resources.   The basic law of supply and demand can mean that the cost of hiring a qualified Mozambican accountant may be higher than that of hiring an expatriate accountant (despite Mozambique having a per capita GNP of less than $200).  An extensive staff training program is necessary in order to improve skills at all levels.  Many mid-level management positions can only be filled through internal promotion.  

Another area of concern when working in a post-conflict setting is dealing with often highly mobile populations.  Clients may be internally displaced refugees.  If the security situation improves in their communities of origin, they may return quickly.  Conversely, if their present situation degenerates, they may have to flee to an area with greater security.  Either way, their economic livelihoods are severely disrupted.  An MED program may find it difficult or impossible to locate or keep track of its clients.

The newest and perhaps most serious challenge for MED programs is the high incidence of HIV/AIDS in many countries.  Unfortunately, there is often a high correlation between complex disaster situations and HIV/AIDS because of the rape, plunder, and extreme poverty that occurs.  HIV/AIDS affects programs in two significant ways - portfolio quality and staff costs.  Portfolio quality can decline due to illness and death of clients or of someone within a client’s extended family.  Portfolio quality can also decline because of the increased economic responsibility and time demands placed on clients who take in orphaned children or must care for sick relatives.

The disease affects staff as well.  Time lost due to illness or caring for ill family members, the death of staff, and the costs of replacing and training new staff all add to a program’s operating costs. 

HIV/AIDS, however, has also created a challenging opportunity for MED programs.  The services offered by MED programs are considered key coping mechanisms in the struggle against the disease and its impact on families.   Not only can business loans increase people’s incomes to help them cope with increased expenses associated with HIV/AIDS, but savings services can also play a key role in stabilizing the economic situation of affected households.  However, it is best when loans and saving services are provided to family members caring for sick relatives rather than to the people suffering from AIDS who are too sick or weak to work.  Nevertheless, programs must continually look to adjust their MED services to improve the coping mechanisms available to their clients.

In the past, people have questioned World Relief’s rationale for trying to establish MED programs in challenging environments.  We have proven it can work.  At the same time, there are still specific criteria used in making these choices; MED should not be done in every situation.  WR uses MED as a tool to assist people in recovering and rebuilding from complex disaster situations – defined as those involving conflict and which are usually accompanied by economic crises.  One of the goals is to shorten the timeframe for affected populations to move from dependence on traditional relief efforts to self-development, particularly in economic terms.  

The first criterion WR uses is to ensure that there is a basic monetary market economy operating and a demand for the financial services offered.  A simple indicator of this is the number and size of public markets.  Brief interviews with market stall operators can reveal if there is a demand that is not being met.  For example, microfinance would most likely be inappropriate for parts of Southern Sudan where only a barter economy exists.  If peace comes to the region, however, and a market economy returns, MED may be considered a viable option.

The second criterion would be a relatively stable environment – in short, the absence of chaos.
  There needs to be some form of government to provide a semblance of security.  In a few countries, this may actually be in the form of a UN peacekeeping force that operates on an interim basis.  This criterion is subjective and one must also weigh the extent to which providing assistance can contribute to stability.  Part of being a Christian peacemaker may involve giving people ways to earn a living without fighting.  

Another consideration is that relatively stable environments don’t always remain such.  In Liberia, WR began a MED program in 1996 in the capital city of Monrovia.  However, shortly after its inception, operations had to be suspended for almost a year when armed factions overran the capital.  Even in this case, the program rebounded very quickly with many clients repaying their former loans when WR was able to resume operations. To illustrate the importance clients place on having access to the financial services, one group made payments to their pastor during the interim war period. The pastor kept the money in his home.  Because the Liberian currency is worth so little, the money filled up several large bags.  When the program restarted, the pastor hired a taxi to bring the money to the program’s office in order to repay the group’s loan.

For Christian organizations, the issue of context will be influenced by a country’s openness to Christian agencies, the availability of Christians to staff positions, and the strength of the Christian community.  Consideration of presence and witness will affect decisions of where to start work and how easy it will be to expand into new areas.  While some Christian agencies seek to specifically target and help the body of believers with financial services, others consider the opportunity for evangelism by working in areas often closed to typical Christian mission agencies. 

One final consideration when choosing where, and to whom MED services should be provided is competition.  Within the industry, competition can be considered “fair” and “unfair.” It is considered fair when it is among programs that exhibit “sound practices” in the delivery of services.  Sound practices at a minimum would include charging market rates of interest and having every intention to collect on loans.  Unfortunately, many well-intentioned DOs, even “Christian” ones, do not follow these basic sound practices.  This creates “unfair” competition and can foster an unhealthy and unsustainable credit climate that affects all players in the field.

In recent years, fair competition has become a major factor in some countries, especially those with favorable economic and political environments.  There can be 50 or more DOs, or formal financial institutions, providing MED services in one country alone.  As competition continues to increase, a consolidation of service providers is likely.   Fair competition varies greatly, but the majority of it is concentrated in Latin America and a few Asian countries.  Each DO needs to assess whether it wants to operate among strong competitors or work in more under-served areas. Under-served areas include countries with challenging environments, certain targeted populations within a country, or remote regions of a country.  If an area is chosen where fair competition is low and the needs are great, a DO must be aware of and guard against “unfair” competition that might exist among relief-type INGOs or government agencies.

Summary:

Choosing a context for operations is a critical decision for MED programs to make.  It will determine many other things that are done.  Most MED programs seek out stable environments to begin operations.  However, the evolution of MED as a tool to respond to complex disasters has been interesting.  Six or seven years ago, the common thinking among many funding agencies and practitioners was that it was not an appropriate tool and should only be introduced once a situation was completely “stable.”

However, World Relief and a few other organizations have demonstrated successful use of MED to help individuals and communities recover more quickly from conflict.
 This has changed many people’s perceptions on the matter. Today, some funding agencies (including some bureaus within USAID)
 are focusing their MED support efforts on complex disaster areas such as those found in the Democratic Republic of Congo, Burundi, Sierra Leone, and Afghanistan.  Once sound and effective practices are known to work, the goal is to shorten the period of relief and move towards sustainable economic development as quickly as possible. Economic growth has proven to be a powerful tool to bring about peace and reconciliation in war-torn areas.  Nevertheless, organizations must be aware of and prepared to respond to fair and unfair competition in the field.

Questions to consider:

· What criteria should Development Organizations (DOs) apply when choosing the countries where they desire to operate?  What are the ethical implications of such?

· To what extent should organizations follow the lead of President Bush and only work in countries that have sound economic policies?  

· Conversely, are there situations where efforts at the grass-root economic level are basically futile because the macro-economic environment’s instability has such a dominant effect on people’s lives?

· What response is most appropriate for people caught in such dire circumstances?

· When is the best time to introduce MED in responding to complex disaster situations?

· Should programs operating in challenging environments be held to the same levels of accountability and standards, especially in terms of achieving full sustainability, as programs operating in more stable environments?

· Are there adjustments in the services that MED programs can provide to improve the coping mechanisms for confronting the affects of HIV/AIDS?

· What approach should sound MFI programs take in challenging environments to deal with the plethora of temporary unfair competition that so often emerges in response to the tremendous need?

· Should Christian organizations focus more on “open” countries or “closed” countries in terms of sharing the gospel?  What about choosing between countries destroyed by strife or those that are safer and more hopeful?

· Should Christian agencies determine to work in places where there is the greatest need in terms of people’s physical lives (most of Africa) or people’s spiritual lives (the 10/40 mostly unevangelized window)?

· Should Christian MED efforts be launched where the impact is greatest on the established church, or where opportunities for conversion are most prevalent?

B. Choosing Clients

In addition to an organization’s mission and vision and its choice of a country in which to work, a third level of screening is the population the program desires to reach within a given country.  A major decision in client selection is deciding the level of poverty to target.  This is no longer a theoretical question, but one that MFIs are being required to respond to.

In the past, targeting poor countries, poor communities, or poor women would suffice.  A proxy indicator of poverty would be the absolute loan size or the loan size as a percent of per capita GNP.  Today, however, donors are asking MFIs to verify that clients truly fall under the poverty line through the use of poverty measurement tools.
  Most MFIs, though, still rely on proxy indicators for measuring income and wealth accumulation.  The cost of getting accurate and reliable direct measurement of income and/or wealth is prohibitive.  It is very difficult to relate cause and effect (loan equals increased income) or to separate the business activity supported by the loan from the broader household economy.  Fungibility of economic resources is common within the household economy.

Another aspect that will determine which clients are targeted and what products get offered are defined indirectly by the DO’s program objectives.  Is the objective job creation or income generation?  With job creation, the focus is on providing services to businesses in order to enhance their capacity to expand. Expansion can lead to job creation.  In creating jobs, there is an assumption that the potential exists to reach the very poor who cannot afford to, or are unwilling to, risk starting their own businesses.  However, since the DO usually has no control over who gets hired for these jobs, the objective of reaching the very poor may or may not be reached.  Typically, loans are given to individual clients and start at $300 or above and can reach thousands of dollars.  Job creation programs may also offer some business development services (BDS) such as management training or marketing assistance.

While this indirect way of reaching the poorest may be appropriate, it contrasts with the objective of many income generation programs, which seek to directly reach the poorest of the economically active, and, in so doing, increase incomes
.  The assumption and potential is that at least some of them will continue to invest in their businesses and begin to employ others as a result.  Typically, loans are given through a group mechanism and start at $50 and can reach up to $500.

For some years it was thought that DOs should either specialize in job creation or in income generation to improve effectiveness.  However, this distinction has become blurred, with many DOs offering a range of services.  This is in response to client demands for services and the pressure for programs to reach self-sufficiency, areas that will be addressed later.

For Christian organizations, the dilemma in targeting clients revolves around an emphasis on believers or non-believers.  Some agencies only service Christians who are members of their denomination.  This requires careful deliberation in order to prevent an influx of “Credit Christians.”
  In contrast, some credit programs encourage church members to invite non-believers to participate as a way to involve them in a Christian ministry.

For Christian agencies conducting meetings in church buildings, the danger exists that if a financial program collapses due to fraud, theft, or disagreement between members, there is a potential for the local church to also suffer.  That is why many programs insist that the pastor of a local church be excluded from participating in a group finance program.  It is done to protect the integrity and stature of the local minister.  Obviously, though, when things go well some pastors wonder why they are excluded from participating in a program that is boosting people’s incomes.

Finally, some organizations, like the Alchemy Project of the Feinstein Famine Center of Tufts University, which focuses their work on the niche area of microfinance and conflict, support efforts directed at a certain clientele.  The project provides small grants to MED programs that serve refugees or internally displaced populations.  Along with the grants, student interns work with programs during a one or two-month period to conduct research and disseminate findings regarding program implementation and impact.

Summary:

Client selection brings the issue of program impact and effectiveness down to the micro level.  It determines who will be serviced by the MED intervention and who will be excluded.  Reliable and cost-effective poverty measurement tools that can be used across regions and in different contexts are just now gaining in popularity.  However, they may not be appropriate or affordable in all circumstances.  Deciding whether to emphasize income generation or job creation will impact the type of services offered as well as how the program is sustained and the number of people who can be reached.  Some programs have decided to exclusively target a certain category of people like displaced families or church members, rather than offer services to the general population.

Questions to consider:

· How can a client’s level of poverty be measured in reliable, cost-effective ways?

· What is the most appropriate level of poverty to which MED can respond?

· Should the focus be on income generation, job creation or both?  

· What economic impact do the various programs have on the micro and macro levels?

· What is the multiplier effect in the community or society at-large for income generation programs as compared to job creation programs?  

· To what extent are the loan programs creating indebtedness instead of development?  

· What types of programs produce the best benefit/cost ratio?  

· How “low can you go” in reaching the poor with MED and still be effective? What about fully sustainable?

· Should programs target specific people groups (refugees, returned soldiers or people with AIDS) rather than focusing on the general population?

· Should Christian programs target only Christians/Church members, or focus on the broader community?

· What is the responsibility (is there a Biblical mandate?) of Christian MFIs in the level of poverty of the clients they target, the number of people they serve, and the types of services they offer?

· What responsibility do Christian organizations have in promoting to their donors the work they do to ensure accuracy, honesty, and integrity, in regards to who they are reaching compared to who they are not reaching?  Most organizations like to claim to their constituencies that they are serving the “poorest of the poor” when, in reality, that may not be the case.

III. Program Services 

The types of services offered by MED programs can be grouped into four general categories, as follows: 1) financial services (credit, savings, insurance products and grants), 2) business development services (training, marketing, integrated development), 3) ancillary services (health education, literacy, peace and reconciliation, etc.), and 4) ancillary activities (forming networks, advocating for sound MF legislation, etc.).  The methodologies employed in delivering each service varies based on the clients targeted and the context of operation.

A. Financial Services

Three basic methodologies are used by MFIs to deliver credit.
: 1) large group lending (such as that of the Grameen Bank and its replicators, and community or village banking), 2) solidarity groups lending, and 3) individual lending.
  Within the large group methodology, there are subtle differences between Grameen banking, community banking, and others.  However, for the sake of simplicity, this paper will focus on community banking (CB).
  This methodology establishes self-selected and democratically run credit and savings groups that are formed with a development purpose. CBs are groups of about 20 people that organize and govern themselves and, in some programs, assume control of some of the disbursement and collection responsibilities and record keeping.  

A key component of a CB is the element of mutual guarantee used in place of physical collateral requirements.  Each individual in a group receives a first loan, but she/he cannot receive an additional loan until every loan in the group is repaid.  This provides strong incentives for repayment -- peer pressure and peer support.  Fellow members pressure delinquent members to honor their obligations and/or they support the delinquent members by providing advice, assistance, or even short-term loans amongst themselves. 

The financial services provided to members of CBs consist of 1) a series of very small but steadily increasing, short-term, working capital loans to supply participants with a regular cash infusion for small-scale economic activities and 2) a savings service which provides a safe and secure place to save.  Clients often use their loans for businesses in petty trade, food preparation, and services such as bicycle shops or watch repairs.

CBs have proven to be very successful, providing access to financial services to micro-entrepreneurs (especially women) possessing few assets. This strategy reduces transaction costs to the DO and builds local leadership and ownership.

The advantages of this methodology are that it: 

1. reaches clients who have little or no collateral,

2. reduces transaction costs per loan to the DO,

3. achieves high repayment rates through the group guarantee,

4. can build local leadership and program ownership, and

5. provides mechanisms for channeling other services to the clients.

Disadvantages of the methodology are:

1. higher transaction costs to the client,

2. cost (on the part of clients and the DO) of maintaining group cohesion,

3. loan terms are usually rigid – the necessary standardization required for working with groups decreases flexibility of terms and timing,  and

4. there are no official individual credit and savings records, imposing severe limits on the types of savings programs that can be offered. 

Solidarity group lending in many ways is very similar to community banking but offers higher loans and with smaller groups.  Some programs working in higher-income areas, such as some parts of Latin America, utilize this methodology in place of CB.  This is common when personnel from the DO control all the transaction responsibilities of disbursements and collections.  Other programs, including most supported by World Relief, use this as a step-up from CBs.  Clients who have started in a CB program and whose lending needs have outgrown the limits (usually around $300) are allowed to form small solidarity groups with about 5-7 members where they can access larger loans and continue to grow their businesses.  

A primary purpose of adding solidarity group lending is to match loan guarantee sizes at equitable and acceptable levels.  For example, one cannot expect an entry-level client who borrows $50 in a village bank to accept responsibility for another client’s $700 loan.  Thus, those who want higher loans are given a vehicle for this but are still brought together in groups to equalize the responsibility for group guarantees.  The advantages and disadvantages of the solidarity group methodology are similar to those of the CBs listed above.

Individual lending is the third methodology. This method is normally associated with larger loan sizes that can compensate for the high transaction costs per loan to the DO.  Individual lending is common in areas of the former Soviet Union because of their higher loan level needs compared to other developing countries.  For example, World Relief’s average loan size in Kosovo is approximately $1,000 compared to the overall average of about $150 in other WR programs.  Individual lending is also more common with organizations heavily involved in BDS (see below) or those wanting to provide more flexible, customer-oriented services to clients who have graduated from CB and SG programs. Operations are somewhat similar to those of the commercial banking sector.  Loan guarantees are in the form of third party guarantees or collateral.  Business plans are often developed as part of the loan application process.

The advantages of this methodology are: 

1. reduced transaction costs to the client,

2. individual credit and savings records are kept, 

3. loan terms can be tailored to individual needs

Disadvantages of the methodology are:

1. higher transaction costs per loan to the DO,

2. difficulty in providing ancillary services to clients.

In addition to credit, a second type of financial service is savings. One of the myths that the MF industry has shown to be false is that “the poor can’t save.”  Savings provide a vehicle to clients for accumulating a financial “base.”  Although some clients have saved previously in other more traditional ways (such as through accumulating cattle or gold), financial savings in an established institution can provide greater liquidity, flexibility, and security.  (It is hard to cut off one leg of a cow when one needs to pay school fees.)  Savings allow clients to reduce their vulnerability to disasters – “saving for a rainy day” - and to accumulate capital for business expansion, consumption smoothing, schools fees, social obligations (weddings, funerals, etc.), and the like.

Some people, including Stuart Rutherford
, promote a “savings first” model.  Rutherford argues that credit and savings are just two sides of the same coin, not the polar opposites that they appear to be at first glance.  With savings, a person deposits small amounts of money until a larger lump sum is accumulated.   With credit, a person first receives a lump sum of money and then must “save” by paying down the loan, usually in small amounts. 

Although some DOs have adapted the “savings first” model, most programs still view credit as the primary service.  Many DOs tie credit and savings together.  Some may require a small amount of up-front savings (forced savings
) before providing a loan. Others provide the loan first.  Both then encourage continued savings.  To encourage savings, and partially to protect the program, MFIs often link the maximum allowable loan size in subsequent loans to client savings amounts.  Practices vary, but often follow a pattern whereby the maximum loan allowed is a “base” amount (often the size of the first loan) plus a multiple of the savings balance.

Savings in this form are often mandatory and clients have very restricted access to their savings (limited to emergencies or when loans are repaid and no new loan taken).  Little or no interest is paid on their savings.  This may strike some as odd, but a zero percent interest rate on secure deposits is actually much higher than what many poor savers normally “earn.”  That is, those who save with informal mechanisms such as deposit collectors actually pay to save.  E.g., in many West African countries, deposit collectors will collect a dollar (in local currency) each day from clients for 30 days, at the end of which they will give back $29.  Even with a stable currency, this is an effective interest rate of negative 3% per month. 

Recently, savings programs for the poor are being seen more as a service to the clients.  Savings are becoming voluntary and competitive interest is paid.  Different products such as passbook savings and time deposits are offered with access accordingly.  Clients are interested in safe and convenient ways to save.  Programs providing this type of service need to be under local banking regulation and supervision that will better protect the consumer’s savings.  Graham Wright and Leonard Mutesasira of MicroSave Africa explain the experience and challenges faced by poor people trying to save.

There is…increasing evidence that poor people are facing an extremely risky environment when they save in the informal sector. Thus it is clear that when discussing the risk to poor people’s savings, this has to be evaluated on a relative basis. Very often all the alternative savings systems available to poor people are risky … thus poor people are left facing decisions on the relative risk (or relative security/safety) of the various semi- and informal savings systems open to them. . . . research revealed that 99% of clients saving in the informal sector report that they have lost some of their savings and on average they had lost 22% of the amount they had saved in the last year.  15% of those saving in the formal sector report that they had lost some savings and 26% reported that they had lost savings in the semi-formal sector. Thus the formal sector, for those lucky enough to have access to it, is safer both in terms of likelihood of losing any savings and in terms of the relative loss (amount lost to amount saved). Those with no option but to save in the informal sector are almost bound to lose some money – probably around one quarter of what they save there.

Most programs are not structured in such a way as to allow them to legally capture savings.  Until recently, many countries didn’t have legislation to allow microfinance programs this opportunity.

The third type of financial products being offered by some programs is insurance.  The most common types are life and burial insurance with some programs offering health insurance.  All programs tend to be very basic and have relatively low levels of benefits.  Life insurance costs are embedded in the loan repayments, the benefit being that the insurance covers any outstanding loan balance at the time of death.  Funeral insurance is common in many areas and provides funds for an adequate burial.  Health insurance is usually provided in cooperation with a local health facility or health development program.  Premiums cover the costs for clients to receive basic health services through the health program.  However, most microfinance programs do not provide any form of insurance because of the high level of sophistication required to make it sustainable.

Summary:

Just a few years ago, with the development of the community banking and solidarity group methodologies, it was thought that basic financial services could be provided to most of the people living in poverty in an economical and sustainable way.  Today, those methodologies are being questioned and the focus has shifted to providing services desired by clients.

One indication of this trend is the emphasis placed on market research to find out what clients want.  Clients see group lending as time-consuming and burdensome and recognize the high costs associated with regular group meetings, forced savings and social guarantees.  Increased competition within the industry has provided many clients with alternatives.  Clients prefer individual loans and voluntary savings.  Insurance is now available to some, as programs seek to expand the variety of services available to clients.

In order to respond to client preferences, new methodologies and new systems are required.  However, the current methodologies and systems in wide-spread use were developed with operating efficiencies in mind, efficiencies that are lost when working with individual clients and their preferences.  By catering to client demands, a tendency towards mission drift can occur as an organization no longer can afford to provide services to the clientele the program was originally set up to serve.  Instead there is a clear danger of moving up-market. 

Questions to consider:

· Is group lending a thing of the past?  

· Are alternative ways available to more efficiently and effectively reach the very poor and poor?  

· Are interest rates for the poor inelastic?

· Can people move out of poverty with a series of small loans?  

· Should interest rates be subsidized under certain circumstances?  

· What are realistic and fair interest rates for MED programs?

· What alternatives exist to group guarantees that can ensure repayments and are cost-effective?

· What should be the legal, ethical, (and spiritual?) response of Christian organizations to clients who don’t repay their loans?  What does it say to the clients who do repay?  Should a distinction be made between delinquent loans of believers and non-believers? 

· What are the advantages and disadvantages to a savings-first methodology?

· How important are savings to the clients and/or to the program?

· What minimum individual savings levels are needed for the organization to be able to afford providing saving services?

· What should be done in countries where collecting and/or on-lending savings is severely restricted?  Should Christian organizations circumvent local laws to provide a “safe” place for people, particularly Christians, to save?

B. Business Development Services (BDS) 

The second general category of services offered by MED practitioners is BDS, which used to be called “non-financial services.”  A few DOs focus solely on BDS while others provide certain specific BDS products along with financial services.  Some of the main products delivered through BDS are: 1) business management training, 2) skills or technical training, 3) marketing services, and 4) integrated development services.

Many of the DOs that focus primarily on BDS work in post-conflict or post-communism situations and operate in conjunction with refugee resettlement, refugee re-integration and disarmament programs, as well as in transitional economies.  These are people who have been uprooted from their traditional way of life and the program provides them with technical skills and/or management training that will allow for gainful employment in non-traditional activities.  The programs tend to be limited in scope, mainly because they are usually quite expensive to operate and the level of cost recovery is low.

In the early years of the MED industry, most programs provided some level of business management training and/or skill or technical training along with credit.  It was common to require a certain number of hours of training before a loan would be granted.  Gradually, the concept of segmentation was developed among the practitioners.  Many clients who operate in the informal sector and who have very few or no employees, or are illiterate, would find little value added from formal training.  For this reason, very few income generation focused programs include training.  As a business grows and becomes more sophisticated and employees are added, the need for management skills rapidly increases.  As clients realize this, they are willing to invest in training programs.  The well-run BDS training programs are those that are sensitive to the demands of the market and strive towards sustainability.  Programs that focus on job creation are more likely to offer vocational training themselves or refer their clients to institutions that specialize in training services.

Marketing services can be as simple as bringing together a few micro-entrepreneurs to more effectively market their products, or as complex as the development of a marketing association or cooperative through which producers sell their products (some of which are eventually available for export).  An example of the latter is when handicraft producers come together to market their products.  The association will operate a number of pavilions in a town, catering to tourists as well as promoting exports.

The integrated development services approach is practiced by only a few DOs and is used most commonly in agricultural related activities.  Typically, a commodity such as coffee or spices is chosen and there are program interventions at the production, harvesting, processing, storage and marketing (local and export) levels.  Credit may be provided at the individual level to purchase production inputs or for harvesting, or at an association level for processing, storage and marketing.

Questions to consider:

· Should BDS be approached with permanent subsidies or should organizations only attempt those interventions that can be self-sustaining?

· What are some “hidden” costs/subsidies inherent in integrated development services?

· Recognizing the limited scope of BDS, what sifting mechanisms are most appropriate for selecting the clients to participate?

· What is the role of a Christian organization in helping expand market penetration for consumer goods?

· Does BDS provide an easier/safer alternative to microfinance in countries hostile to Christian efforts?

· Are Western business practices transferable to other cultures and countries?

· What role should teaching and training in the area of business ethics, morals, and values play for Christian organizations?

C. Ancillary Services

As mentioned previously, an advantage of providing financial services through a group methodology is to be able to include additional services to the clients.  An organization called Freedom from Hunger has developed the trademark Credit with Education
 methodology that many other organizations have replicated.  The basic concept is that with minimal marginal costs, a program can provide additional services to the clients.
  The groups are already formed and meet on a regular basis for their credit and savings transactions.  Adding a short lesson on mother/child health, HIV/AIDS, or even business training can be very cost-effective.  The Credit with Education methodology utilizes the same loan officer to deliver the education and training.  A variation on this is where a separate health trainer will provide the health messages during the regularly scheduled community bank or solidarity group meetings.  

A service that some programs provide is literacy and/or numeracy training.  For many, this is seen as the critical next step in the development of the client’s business capacities.  Again, this may be provided as an integral part of the program services or may be structured as a parallel program that utilizes the group structure developed for the delivery of the financial services.

Another service is to promote peace and reconciliation among people groups served by the program.  A recent Wall Street Journal (European Edition) article describes the need to promote linkages between Kosovar Albanians and Serbs
.  It states:

Target development assistance to those activities that support market linkages and serve as a driver in breaking down ethnic and economic barriers between minority and majority communities.  Here's how: first, follow the seasoned advice of a Northern Ireland mediation team recently in Kosovo. By-pass the lofty rhetoric of brotherhood - still too bitter a pill for many Albanians to swallow after 10,000 war dead and the deafening absence of apologies or amends from the other side. Focus instead on mutual needs and tangible benefits that might result from economic cooperation.

The article goes on to describe the experience of one of the clients in Beselidhja/Zavet (the World Relief supported program in Kosovo).  Though WR’s program is never mentioned, WR has been instrumental in helping to change the environment described in the article by encouraging and developing economic linkages between Albanians and Serbians.

Questions to consider:

· What is the cost/benefit of including ancillary services like mother/child health education, HIV/AIDS education, literacy training, and/or peace and reconciliation work?  

· How closely linked should the ancillary services be to MED programs? 

· How much can the program do in this area and still be able to reach full sustainability?

· Should the cost of providing ancillary services be de-linked from the costs of providing the financial services?

· What about the costs of doing “spiritual” ministry?  If added costs are passed on to clients through increased interest rates, then truly poor people are paying the costs for any added services.

· Can the real costs and benefits be known and tracked for Kingdom work?

D. Ancillary activities

Practitioners have developed local Microfinance (MF) networks in many countries.  The networks are a type of trade association, somewhat like the Association of Christian Economists, that provides a forum for the sharing of experiences and a common voice that can influence MF legislation.  The networks play an active role in the development and coordination of training events.  This has allowed for the development of specialized courses and participation of highly qualified trainers.  It also provides for the regular interaction of practitioners where common issues can be discussed.  Some networks have even developed credit bureau services where client performance can be shared.  This can be of benefit to programs as they seek to determine the credit-worthiness of clients.  It can also create a credit record for clients that they can transfer to other institutions sometimes even to commercial banks.

A critical area of activity for the networks is focused on MF legislation.  Given the relative newness of the industry, most countries are seeking to develop or revise legislation regulating the MF industry.  The initial tendency was to use similar legislation from the commercial banking industry.  Recently, however, more governments are coming to recognize that the unique characteristics of MF require legislation that is tailored-made to the particular needs of the industry.  Legislation is necessary to protect the consumer from unscrupulous providers as well as protect the providers and a country’s financial sector as a whole from unfair competition and/or over regulation.  Poor legislation, such as unreasonable caps on interest rates, can severely harm the industry and, in the long-run, the consumers.  World Relief staff have been very active and influential in the development of local legislation in Cambodia, Mozambique, Rwanda and Kosovo, countries where, until recently, MF legislation was basically non-existent. 

Questions to consider:

· What legislation is needed for governments to appropriately regulate the MF industry?  

· How can implementers be more effective in influencing government macro-economic and MF policy?

· How much advocacy should Christian organizations do both in countries of operation and in the U.S.?

· Where there are limited resources, should Christian agencies take the lead in setting up local networks in country to coordinate and lobby the government or should they focus on building their own program to have a greater Christian witness?

IV. Industry Challenges

Mission drift by MFIs has become a significant concern for many in the industry.  The most over-riding tension for MFIs today is being able to maintain an appropriate balance between profitability and social impact, particularly in regards to the depth of outreach to poorer clients. 
  Organizations are heading up-market, moving from $50 - $100 average loan sizes to $1,000 average loan sizes almost overnight.  Among the three top Bolivian MFIs, the percent of their portfolio containing loans of over $1,000 has increased from 67.7% to 86.7% in only two years.
  “Loans of less than $1,000 have not only diminished in relative terms from one-quarter of Banco Sol’s portfolio in 1999 to less than 10 percent last year, but they have also decreased in absolute terms from $19.3 million to $6.0 million in the same period.”
  There has been extreme pressure within the industry for MFIs to reach 100% Financial Self Sufficiency (FSS)
 within a minimum of 4 to 7 years from start-up.  The same yardstick tends to be used industry-wide, whether an MFI operates in Costa Rica or Northern Mozambique; provides credit with education or uses a minimalist (credit only) approach; or operates in the capital city or the remote rural regions.  Christian MFIs not only must respond to the industry-wide tension of becoming sustainable while maintaining a strong commitment to social impact, they also must respond to the need for obtaining a level of positive spiritual impact in and through their programs.  Frequently, however, the bottom lines of social and spiritual impact have been sacrificed in the quest to obtain greater FSS.

A recent emphasis by donors on market research and encouraging MFIs to be more responsive to the individual needs of clients is making it even more difficult to balance the tension between reaching the poor and achieving full FSS.  Creating more flexible loan products will not only increase the cost of delivery of those products, but will also attract greater numbers of less poor people precisely because there is such an unmet demand for credit among the vast majority of people, whether poor or not.  Another way to say it is that larger loans to better off clients may be the only way to cover the additional cost of flexible products.  Poor and very poor people may be left behind in the effort to be more customer service oriented.

World Relief has obtained 100% FSS in two programs, Honduras and Kosovo.  In Honduras, full FSS was reached just before Hurricane Mitch devastated Honduras.  Since that time, World Relief Honduras has been struggling to maintain that level.  World Relief Honduras serves over 20,000 clients and has a portfolio of nearly $3 million (average outstanding loan size is about $150).  In Kosovo, the economic environment requires much larger loan sizes.  Thus, the program was able to reach 100% FSS within 2 years with only 1,000 clients and a portfolio of just over $1 million (average outstanding loans of about $1,000 each).  Conversely, other programs with lower loan sizes and in higher operating cost environments are struggling after 10 years to reach FSS.  Cambodia has 7,600 clients and $640,000 in portfolio (average outstanding loans of about $85 each) but covers only 50% of its operating and financial costs.  The single most important factor in determining FSS for MF programs is loan size.

In order to attain greater FSS, many World Relief programs are slowly increasing their average loan sizes.  In large part, this is done by adding new credit products, such as individual loans, to continue to meet the needs of the upper end of their clientele.  However, this generates pressure from two sides.  On the one hand, WR is challenged to reach further down to poorer people in the rural areas of Africa and parts of Latin America, as well as entering new and more challenging environments.  On the other hand, many donors and governments are more and more requiring programs to reach 100% FSS in an unrealistic timeframe. 

The drive towards FSS has also brought pressure on the ancillary services that have been included in many programs.  Recently, the argument has been put forth for a “blended value” approach.
.  According to this approach, “All investments are understood to operate simultaneously in both economic and social realms.  There is no ‘trade off’ between the two, but rather a concurrent pursuit of value – both social and financial”
.  According to Dr. Gary Woller, Business professor at BYU, “Unlike the current conceptualization of microfinance, a blended value approach is not about financial self-sufficiency or social impact per se; it is about value creation in the pursuit of both economic and social objectives.”

Social objectives, however, can be categorized in two areas: individual value and social well-being.  One may argue that individual clients would be willing to pay through a market system for value added by a product or service (for example, literacy or health education), which would directly benefit the individual.  However, the same clients would probably hesitate to pay for value added to something that only offers general social well-being benefit.

The ownership and governance of local indigenous MED programs is an area of concern for many practitioners.  Initial investments in most programs are mainly in the form of grants.  The sources of the grants are typically International NGOs and bi-lateral and multi-lateral government agencies.  However, government agencies are not allowed ownership in local programs.  Therefore, many parent organizations worry that without adequate control of programs they have spun-off, there is potential for mission drift away from either reaching the very poor or for continuing to strive for FSS.

Finally, with the development in many countries of specific MF legislation, more organizations are faced with questions concerning institutional transformation from non-profit status to regulated and supervised formal financial institutions. In some cases, the new legislation requires transformation if an institution wants to continue operating legally.  In other instances, as programs mature, it is in their best interest to transform in order to provide additional services, such as savings, to clients.  

In many countries, legislation does not allow for the development of local non-profit organizations, especially if financial services are a part of the organization’s program.  The development of Limited Liability Companies (LLCs) that can then secure a license to operate as a MF institution is becoming the norm.  This can create some interesting dynamics for international NGOs like World Relief.  As indigenous LLCs are formed, care must be taken to develop structures that prevent mission drift and/or the possible misuse of an institution’s assets.  Finding the most appropriate ownership and governance structures for these LLCs is a challenge.

Summary:

The debate continues to rage in the microfinance industry between achieving FSS and reaching poorer clients.  As governments draft legislation establishing greater oversight of MFIs, and as donors send mixed messages (some advocating stronger FSS while others insisting on reaching poorer clients) the local MFI struggles to manage their daily operations while balancing competing demands.  Financial costs and social costs must be constantly weighed with each decision.  International organizations, like World Relief, meanwhile, struggle with how much ownership should be maintained and how much governing oversight is required to enable local MFIs to succeed without losing focus on the original mission and vision.  

Questions to consider:

· Should each program become a formal financial institution?  

· What are the most appropriate ownership and governance structures for these formal financial institutions and how should they relate back to a non-profit NGO?  

· With the large number of programs in some countries, a consolidation within the industry will need to occur.  Should this happen prior to transforming into formal financial institutions?  

· Is there room for the niche player and what are the niches?

· Should programs measure “value creation” instead of distinct economic and social objectives?

· Can the costs of poverty targeting be recovered through the interest rates charged to clients?

· What level of control/oversight should Christian agencies have in order to maintain the original mission and vision of an organization, particularly in relation to spiritual impact?

· How does majority ownership of a for-profit MFI in a local country impact the non-profit status of an organization in the U.S. in relation to taxes, audits, marketing, and finance?

V. Christian Development Organizations and MED

World Relief, along with other Christian development organizations, is concerned about the spiritual impact of its MED programs.  An informal coalition of practitioners from around the world has come together through Christian MED (CMED) to search for ways to be more intentional and effective in achieving spiritual impact.  One output has been the development of a resource compendium listing biblically based training materials used by MED programs.
  

It is understood that the level of spiritual impact will vary widely as some of the countries where programs operate are quite hostile towards Christianity while others are very open.  In places where there is less tolerance, programs must proceed with caution in order not to harm the local Church.  

The spiritual impact of MED programs is sometimes questioned because of the working relationship the program seeks to maintain with the church without doing damage to the church.   It is common at World Relief to make the distinction between working WITH the church and not THROUGH the church
.  This may seem like a minor distinction.  However, credit provided through church structures often does more damage than good.  Also, credit provided for church based group activities seldom works.  The church is seen as a benevolent institution and enforcing contractual agreements is difficult.  Working with the church means the church is actively involved in promoting MED programs by encouraging members to participate.  Churches can also be a major source for staff recruitment as well as help direct programs to communities that are considered more vulnerable.

One experience that World Relief has had in intentionally focusing on spiritual impact is with its partner in Liberia, LEAP, which stands for Liberia Enterprise Assistance Program.  This program was created in partnership with the Association of Evangelicals of Liberia.  LEAP’s microfinance program has succeeded in integrating spiritual transformation in almost all sectors of its operations. This process of transformation begins with the recruitment of new staff and is evident in the daily operations of the program.  Most of the staff are recruited directly from churches and in most cases, have been strongly recommended by pastors before receiving offers of employment. 

Workdays and planned training sessions are opened with prayer and sharing the Word of God, as the work of LEAP is seen as a ministry. This has created a deep sense of commitment on the part of the staff to the goals and objectives of the program in spite of the difficult environment in which they work. The staff also participate in a monthly fasting and prayer session, which many clients attend.  

Many of the staff participate in their various field activities bearing and disseminating the message of the Gospel of Christ. There are many testimonies of what God is doing in the lives of clients as a result of the work of the field staff. Though no official study has been conducted to prove this, the partnership with the Church in areas of program operation has shown growth in church attendance. Pastors often assist in leading spiritual reflection times at some of the bank meetings.  Church members who were once accustomed to receiving free gifts are learning that the way to financial independence is to take charge of their lives instead of depending on handouts.

An impact study completed in Rwanda with the WR credit program known as URWEGO showed that 54% of the clients interviewed experienced an increase in church decision-making, 69% experienced an increase in self-esteem and 38% experienced an increase in community decision-making, all factors that will strengthen the local church.  A story of one client is as follows: “In Butare, there is a 35 year-old widow who described how she viewed herself and how others viewed her using these words, “I was poor.  I lived on people’s mercy.  I had no hope.  I was abandoned.  People never used to talk about me because I was a poor person.”  Now, however, she explained, “I am independent and accepted by others.  People see me as a rich person.  I am happy the way I am.”  Through her business and URWEGO loans, she has been able to increase her business and managed to repair her house.  She also now helps poor people and works in her church as an evangelist (before she had been a deacon).”

Seeking to achieve excellence in the eyes of the churches and mission agencies as well as with secular donors requires deliberate and careful planning and strong accountability.  The danger is that purists on either side of the equation (pure evangelistic organizations or pure financial programs) can attack the work being done because they do not accept the focus on the triple bottom line.

Questions to consider:

· How can programs improve spiritual impact for their staff, their clients, and among the churches where they operate?

· Should an emphasis on reaching very poor clients be sacrificed to achieve greater FSS?

· Since MED involves financial transactions and loan collection, what are appropriate models for working with the church to help, not hurt, the Bride of Christ?  

· When market rates of interest are high (3 to 5% per month) and programs must charge those rates to reach sustainability, how best can that be explained (and, when necessary,  justified) to both local and US churches?
VI. Conclusions 

The MED industry is at a critical juncture in its development.  A wide spectrum of program interventions has been developed over the past 15 plus years and from that a lot of lessons have been learned.  However, as noted in this paper, many questions remain unanswered.   A major question at this juncture is whether programs can continue to respond to the original intent of serving the poor while addressing the pressure of reaching financial self-sufficiency?  For Christian MED practitioners, can programs continue to focus on a triple bottom line (of profit, social impact and spiritual impact) or will that distract from the economic focus and thereby exclude such programs from being eligible to receive major funding?

This conference is encouraging in that it brings together practitioners and academics to address some of the issues facing us as we attack poverty.  Together, we can strengthen our response to this complex issue.

VII. Bibliography
1. Churchill, Craig, “Client-focused Lending: The Art of Individual Microlending,” Toronto: Calmeadow, 1999. 

2. Churchill, Craig, Madeline Hirschland, and Judith Painter, “New Directions in Poverty Finance: Village Banking Revisited,” The Small Enterprise and Promotion Network, October 2002.

3. Doyle, Karen, “Microfinance in the Wake of Conflict: Challenges and Opportunities,” Microenterprises Best Practices, March 1998.

4.  Dunford, Christopher, in  “Pathways Out of Poverty: Innovations in Microfinance for the Poorest Families,” Kumanarian Press, Inc., 2002, pp. 75-131.

5. Emerson, Jed,  “The Nature of Returns: A Social Capital Markets Inquiry into Elements of Investment and the Blended Value Proposition.” Social Enterprise Series No. 17, Harvard Business School, Boston MA, 2000.

6. Gailey, Robert, Hollie Smith, Alexis Beggs Olsen and Dr. Makonen Getu, “Spiritual Transformation Through Microenterprise Development: A compendium of Tools For Christian Practitioners,” Version 1.0, 2001.

7. Gibbons, David S., Jennifer W. Meehan, edited by Sam Daley-Harris, “Pathways Out of Poverty: Innovations in Microfinance for the Poorest Families,” Kumanarian Press, Inc., 2002, pp. 229-261. 

8. Graham A.N. Wright and Leonard Mutesasira, “The Relative Risks to the Savings of Poor People,” MicroSave-Africa Briefing Note # 6.
9.  Larson, Dave, “A LEAP of Faith for Church-Centered MicroFinance”, World Relief MED unpublished paper, June 1999.

10.  Larson, David, “Microfinance Following Conflict Technical Briefs,” Briefs 1-8 in Microenterprise Best Practices Project’s series of Technical Briefs, 2002.

11.  “The Microcredit Summit Campaign: 2002 Practitioner Directory,” The Microcredit Summit Campaign, Washington, DC, 2002.

12. Scharf, Cynthia, “Healing and Commerce in Kosovo,” Wall Street Journal Europe September 20 2002, Gracanica, Kosovo.

13. Simanowitz, Anton, with Alice Walter, edited by Sam Daley-Harris, “Pathways Out of Poverty: Innovations in Microfinance for the Poorest Families,” Kumanarian Press, Inc., 2002, pp. 1-73 and pp.263-300.

14. Rutherford, Stuart, “The Poor and Their Money,” Oxford University Press, 2000, pp. 6-7.

15. “The Case for Credit with Education”, Freedom from Hunger, December, 1996

16. “The Finance of Microfinance”, MicroRate, September 2002, p. 5.

17. Woller, Gary, “Poverty Lending, Financial Self-Sufficiency, and the Six Aspects of Outreach”, The SEEP Network, 2002, p. 16.

18. World Relief Rwanda URWEGO Program Impact Assessment Report, Internal Document, 2000.

� “The Microcredit Summit Campaign: 2002 Practitioner Directory.”


� Multi-sectoral organizations may work in any or all of the following areas: disaster response, refugee resettlement, agriculture, health, education, community development, environment, MED, etc. The level of involvement in MED can vary widely from organization to organization. 


� “Spiritual Transformation Through Microenterprise Development: A compendium of Tools For Christian Practitioners (2001).”


� Churchill, Hirschland, and Painter, New Directions in Poverty Finance, p 23.


� Comments of Andrew Natsios, USAID Administrator, at a meeting for the Advisory Committee on Voluntary Foreign Aid).


� World Relief staff has been asked to develop and edit technical briefs on the subject for USAID and to significantly contribute to the development of training materials for UNHCR/ILO.  WR staff members have also spoken on the subject at several global events and have been selected by mainstream media for interviews on the topic.  USAID also chose a WR affiliate to visit during their investigation into how MFIs can function in post-conflict settings.


� Doyle, “Microfinance in the Wake of Conflict: Challenges and Opportunities.”


� Doyle, Ibid and Larson, David, Briefs 1-8 in Microfinance Following Conflict Technical Briefs, Microenterprise Best Practices Project’s series of Technical Briefs, 2002.


� In a recent reorganization, USAID’s Bureau for Humanitarian Response even changed its name to Bureau for Democracy, Conflict and Humanitarian Assistance to reflect this focus towards countries in conflict.


� Simanowitz, and Walter in “Pathways Out of Poverty: Innovations in Microfinance for the Poorest Families,” pp. 1-73 and pp.263-300.


� There is draft legislation before Congress requiring USAID to allocate a significant amount of their funds to programs that employ approved poverty measurements.


� This type of program doesn’t work directly with the “poorest of the poor” who are too vulnerable to risk an investment and/or are unable to manage their own businesses.


� For people familiar with Christian relief work, many organizations have found that their relief efforts produce many “rice Christians.”  That is, people only accept Christ to get food from Christian agencies.


� There are other institutional forms, such as Credit Unions and Cooperatives that will not be discussed in this paper.


� For additional information on individual lending, see Churchill text (1999). 


� For additional background on Village Banking, see Churchill, Hirschland, and Painter (2002)


� Rutherford, “The Poor and Their Money,” p 6-7.


� Forced savings are required by the DO and are often seen as partial collateral for the loan and are held by the DO until  all loans are repaid.


�  Graham A.N. Wright and Leonard Mutesasira, “The Relative Risks to the Savings of Poor People” 


� Freedom from Hunger, “The Case for Credit with Education.”


� Dunford in, “Pathways Out of Poverty,” pp. 75-131.


� Scharf, Cynthia, “Healing and Commerce in Kosovo.”


� Gibbons and Meehan in “Pathways Out of Poverty,” pp. 229-261. 


� “The Finance of Microfinance”, MicroRate, p. 5.


�  Ibid.


� Financial Self-sufficiency (FSS) is defined as operating revenue (mainly interest on loans)/operating expenses plus loan loss provision expenses plus financial expenses. 
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