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people genuinely to benefit from substantial cost reductions in home prices?
The Fannie Mae Foundation and USAID have recently initiated a joint re-
search project to investigate this topic.

The sixth opportunity is the movement away from freestanding credit-
driven MFIs to more integrated institutions. A promising trend noted by
participants is the integration of U.S. microfinance initiatives and institu-
tions with broader community development strategies and programs. Un-
like the international model of freestanding, credit-driven models, there is
a growing U.S. trend toward microfinance programs that are nested within
larger entities, such as community development corporations, community
development credit unions, and other community-based organizations.

Millard Owens of the Ford Foundation told the conference that this
trend is central to the future success of microfinance in the United States.
He emphasized the great potential of microfinance for both consumer
finance and the microenterprise needs of low-income people, and he pointed
out that the field is at a crossroads: “Nearly 15 years of experience in the
United States is ending, and the next growth spurt will require surviving
the scrutiny of funders, policymakers, practitioners, researchers, and advo-
cates. The challenge is in transitioning from marginalization to mainstream.
The next great leap forward will require microenterprise to strengthen its
identity and position itself as a partner in the broader world of economic
security programs.” In the next section, we present policy and research
recommendations that were offered by participants to help make possible
this great leap forward.

The Future of Microfinance:
Innovations and Interventions

In the United States, economic security is viewed as the overarching goal
of microfinance efforts. As such, microfinance leaders are increasingly pro-
moting microfinance as a tool for meeting a variety of consumer needs
aside from its traditional role of microenterprise. As was expressed by
participants during the conference, there is growing interest in exploring
how microfinance may be used to address the consumer finance needs of
underserved populations in addition to providing microcredit to support
self-employment and microenterprises. A growing number of U.S. micro-
finance programs are becoming integrated with broader community de-
velopment strategies and programs.
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Microfinance leaders are also placing more emphasis on the human cap-
ital development aspects of the practice. They believe that the human de-
velopment investments made in the clients of microfinance programs will
vield long-term benefits for them in the labor market, whether or not they
actually form or operate their own microenterprise. Growing recognition
of microfinance as a tool for developing human capital emphasizes the need
to better understand the needs of clients and to develop alternative busi-
ness models to address different clientele needs. Business models need to
be customized to take into account unique goals and unique populations.
One potential development strategy in this direction, according to Karen
Mocker of the CDFI Fund at the U.S. Department of the Treasury, is
market segmentation—developing niche products to meet the unique needs
of different types of clients. This strategy may actually lead to a business
model for increasing the scale of microfinance and for mainstreaming it.

Policy and Program Recommendations

In keeping with the broad themes outline above, the conference partici-
pants offered eight recommendations for practitioners, policymakers, and
researchers to advance the field of microfinance in the United States so
that it can become more effective in meeting the financial and economic
needs of economically disadvantaged people. First, the participants rec-
ommended that increases in scale should be pursued through the formation
of partnerships. They emphasized the importance of creating “fungibility”
at the institutional level through partnerships and alliances with other
financial institutions (e.g., community development financial institutions
and community development credit unions) that are engaged in micro-
enterprise lending. They stressed that microfinance institutions also must
partner with community development corporations, community action
program agencies, workforce and entrepreneurial training organizations,
and other community-based groups. With each partnership, the overall
client base for microfinance will expand.

Jeftrey Ashe of Brandeis University proposed an innovative approach to
partnerships. He suggested that through short-term partnerships, large,
established MFIs can share their resources and technical experience with
smaller microfinance organizations, and then step back once the capacity
has been fully developed. He argued that such an approach would con-
tribute to building scale within the microfinance industry by eliminating
the interorganizational tensions associated with affiliate-based models. MFIs
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should also partner with major human services organizations and encour-
age microfinance clients to use these diverse services, rather than trying to
provide for everything in house.

Second, the participants recommended that the financial performance
of microcredit programs should be measuved because it is critical to build
credibility and gain acceptance from funders, policymakers, and practi-
tioners. Information on the profitability and overall performance of micro-
loan portfolios is essential to gain greater support for microfinance from
mainstream financial institutions and socially responsible investors. Cur-
rently, there are very limited data on the financial performance of micro-
finance institutions and programs.

Third, the participants recommended that new organizational arrange-
ments in the field of microfinance should be considered to increase efficiency
and improve cost-effective financial performance. One suggestion is to
consolidate microloan programs and standardize loan underwriting. Cur-
rently, many disparate loan funds are offered by different microfinance
programs, and these could be more efficiently managed if the funds were
pooled together. Only 30 percent of the funds available for loans on aver-
age have been dispersed, and this proportion should be much closer to
70 percent. Linking microlending capacity more closely with mainstream
financial institutions is another strategy to explore. This would enhance
the sustainability of microfinance intermediaries, expand capital accessibil-
ity for microenterprise borrowers, and also help strengthen mainstreaming
opportunities for microfinance clients.

Fourth, the participants recommended the development of an adequate
institutional infrastructure on a statewide basis, which many believe is cru-
cial for the industry’s future growth in the United States. Recently, there
have been some promising developments, including state microenterprise
associations—there are now practitioner-oriented advocacy groups in nearly
two dozen states. These entities are playing a major role in policy devel-
opment and capacity building within their respective states. Another new
state infrastructure trend is in the establishment by state governments of
microenterprise intermediaries, which have the ability to leverage national
sources of capital with state and local public and private funds in significant
ways. Examples include the Nebraska Microenterprise Partnership, which
has successfully tripled state microfinance funding during the past 3 years.

Fifth, the participants recommended that microfinance leaders should
participate in the federal welfare reform discussions in 2002 and explore ways
to incorporate opportunities for social service agencies to connect with the
microfinance industry. Under the current federal welfare law (Temporary
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Assistance for Needy Families, or TANF), microenterprise development is
not considered as an eligible activity under the mandatory job search re-
quirements. Consequently, only after people fail in their formal job search
and cannot find any full-time employment does starting their own business
become an approved option. Jack Litzenberg persuasively argued that fed-
eral and state policymakers should directly address this issue by including
microenterprise development under the job search category as an accept-
able form of self-employment. Microenterprise is one good way for certain
people to escape from poverty—not only to leave public assistance, but also
to earn a decent family income and gain economic security.

Sixth, the participants similarly reccommended that state and local govern-
ment policymakers should be educated about the nexus between microfinance
and welfare-to-work initiatives. Usually, a lack of understanding of this con-
nection leaves microfinance off the policy agendas of state and local policy-
makers. Some states are moving in this direction, including New Jersey and
Texas, both of which have legislation enabling welfare recipients to legiti-
mately own and operate microenterprises without losing their benefits.

Seventh, the participants recommended that, in the U.S. context, those
concerned with microfinance should consider separating the concept of “fi-
nancial viability” from that of “sustainability”; that is, a microfinance in-
stitution can be efficient and a high performer yet still not be commercially
sustainable. If subsidies are regarded as investments in human capital de-
velopment, then financial assistance to microfinance institutions should be
viewed as fees for service, and sustainability should be measured in terms
of return on investment in human capital.

Detaching the measurement of sustainability from commercial or finan-
cial viability, however, does not eliminate the need to hold MFIs account-
able for performance criteria such as loan loss rates, loan delinquencies, risk
management, number of clients served, costs per client, and effective serv-
ice delivery. These and other relevant measures should be incorporated into
microfinance performance evaluations. The participants raised concerns
that the expectation of ongoing subsidies for microfinance institutions and
programs may not be realistic given that philanthropic foundations and gov-
ernment agencies often are reluctant to subsidize organizational activities
on a long-term and continuing basis. Many private and public providers of
grant funds operate within a maximum 5-year cycle of ongoing funding,
essentially requiring microfinance programs to diversify their sources of
income and become self-sustaining within that time frame or face possible
closure.

Eighth, the participants recommended that, to maximize the goal of
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economic security for low-income families and communities, closer linkages
must be forged between savings strategies such as individual development nc-
counts and microenterprise investment opportunities. Robert Friedman,
chair of the Corporation for Enterprise Development, told the conference
that, for low-income people, personal savings and the savings of family and
friends are the financial foundations for starting a small business. Currently,
the second highest use of individual development accounts is for starting
microbusinesses.

A related, very important phenomenon based on the federally funded
American Dream Demonstration project is that low-income people can
save an average of $25 per week without losing any benefits. The proposed
Savings for Working Families Act, if approved by Congress and signed by
the president, could provide important incentives to help expand the scale
of the savings movement in the United States by creating at least 1 million
new accounts worth $1.7 billion for low-income households. Along these
lines, Caroline Glackin, executive director of the First State Community
Loan Fund in Delaware, announced at the conference that her organiza-
tion is going to implement a pilot project funded by the Corporation for
Enterprise Development to put savings and microcredit together in a
comprehensive microenterprise program during 2002.

Research Dirvections

A strong consensus emerged during the conference that the microfinance
field can greatly benefit from research to improve its efficiency and effec-
tiveness, expand the scale of its activities and the scope of its market impact,
and more clearly define and publicize best practices in the U.S. context.
Roy Priest, the president and CEO of the National Congress for Com-
munity Economic Development, told the conference that solid research is
a vital tool for advocating on behalf of microfinance and microenterprise
with business, government, and civic leaders. The participants identified
two areas of research as the keys to strengthening the identity and position
of microfinance in the United States. The first area is improving the eval-
uation of microfinance programs. Several speakers underscored the current
lack of good performance data and emphasized the need to undertake solid
evaluation studies, particularly to demonstrate the financial viability of
microfinance and to correlate financial performance measures with other
indicators of social outcomes.

The second area is market research. Most participants agreed that there
is a substantial need to obtain better understanding of the size, structure,
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and characteristics of market demand for effective microfinance product
and service development. Solid market research will also permit the care-
ful delineation of “niche” consumer segments to provide much better
products and services that satisfy a wide range of potential borrower-client
needs. Karen Mocker urged the participants to prod the microfinance in-
dustry to engage in continual self-assessment and to generate internal crit-
ical evaluations. In her view, microfinance practitioners must constantly
reexamine their product development and service delivery, and use this
knowledge to generate new and more effective innovations.

Conclusion

The conference participants left the daylong event with energy and enthu-
siasm for the challenges ahead. Bringing together many of the industry’s
key players and engaging in many hours of lively discussion and forthright
interchange turned out to be an clixir. New ideas and relationships were
forged, and new directions—such as examining the informal sector and
linking to broader community development and human capital activities—
were articulated and refined. The U.S. microfinance industry will certainly
not be an exact replica of its international counterpart, but it will surely
grow and be an important part of our national search for economic op-
portunity and community empowerment for generations to come.
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