What Does It Take

to Borrow?

A Framework for Analysis
by Caroline E. Glackin

Aostract: This paper introduces a franework for the analysis of the
barriers, costs and constraints nicrol can custoners in the Uhited
Sates encounter. Wile nuch previous work has been done on the
benefits and potertial of microenterprise in the United Sates as wel |
as the programcosts, relatively little research has expl ored the process
fromthe perspective of the custoner. This paper first introduces the
gap between [ oan fund capita and | oan disbursenent. It then posits a
framework for understanding the custoner perspective. Further
research is reconmended to determine which factors are salient and
howthey can be applied to benefit nicrol oan custoners and microl en-
ders inthe Lhited Sates context.

Inthe past tventy years, nmicroenterprise devel opnent tried to
dlevigte poverty in the Uited Sates. Initidly, practitioners
and policy nakers presuned that the lack of access to capitd
vas the prinary i npedi nent for the self-enpl oyed to start and
sustain their businesses. Because financia institutions are risk-
adverse to borroners wth weak credit histories, insufficient
colatera, ad linmted or no business experience, alternaive
vehicles to credit were required. S nicro oan funds proifer -
ated in the 1980s and s to serve this narket. Bt the experi -
ence of practitioners today indicates that |ack of denand and
not supply is the principa challenge facing the fidd. There are
sinply too nany dollars and too fewcustoners. In attenpting
to understand this dynanmic, fewhave researched the costs, bar -
riers, and constraints for potentia borrowers participating in
these prograns well.
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The premse of this artideis that the ful range of costs o
nmcroborronng are seriously underestinated. Included in
these costs is a progamdesign thet in itsdf crestes paentid
barriers to access. Wien they identify these barriers and under -
stand their costs, practitioners can devel op | oner-cost, higher-
volune and -inpact nodels for the delivery of credit and
tranng

This paper suggests a franework for the range of costs
incurred by individual custoners of niacrol oan® prograns in
the Lhited Sates and the barriers and constraints to borrow
ing. The first dgective is to identify the prinary drivers o
nicroenterprise borrowng. The second is to propose a frane-
vork for further research and ana ysis. These findings incl ude
inplications for both policy nakers and practitioners.

Barriers to Borrow ng and Gonsunption CQosts

Unhderstanding the barriers to borrowng, constraints, and
costs in nmicroloan prograns is necessary to fully understand
the nicroenterprise devel opnent industry in the Ulhited
Sates. The bulk of the research conpl eted to dat e has anal yzed
program design, delivery, and outputs. Substantia research
regarding inpact is underway, prinarily under the auspices of
the Aspen Institute's AHHED program Recently, sone research
addressi ng transaction costs and subsi dies to programcosts has
begun to energe. However, little work has been done on con-
sunption costs and their inplications for microending. Ve
need a thorough understanding of both the benefits and costs
inorder to judge the efficacy of Lhited Sates nicrd end ng.
Wen nicrol oans were introduced in the Lhited Sates,
the prinary enphasis was on providing smal anounts of
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capital to nmicroentrepreneurs who could not borrow from
nai nstreamfinancia institutions. Qrer the years, the fie d vas
successful in obtaining capita fromthe US Swall Business
Administration (and later the GCommunity Devel opnent
Institutions Fund), national and local foundations, and state
and local government. G the 159 nicrol can funds wth suffi -
cient data available for tabdaioninthe 199 Drectoy of US
Mcroenterprise Rrograns (Langer, Qwck, & Kays, 1999), the
total loan pod capital adds to $117,138,269. Thereis noinfor -
nation on outstanding loans, but total cumlative lending is
$130,492,113 from the beginning of nicroloans, wth
$91,782,828 in loans fromthe top 20 percent of lending pro-
grans. In 74 of the 159 prograns, the loan pod is greater than
the cunul ative lending, with a nininumof approxinatel y $32
milion in available ide funds. Gven typicad loan terns of
three nonths to three years, and the age of the program this
indicates that supply of nicrdoan cepitad grestly exceeds
denand. A recent survey of nore than 30 |oan prograns in
Glifornia shoved that over 50%0f the capital was not | oaned
out and that seven | cans per year vas typical (Bhatt, Painter, &
Tang, 1999).

This surplus of capital anong a nest half of the prograns
can be attributed to a nuner of possibl e causes due to factors
either on the supply side or the denand side. Qne supply fac-
tor is that the rapid incresse of funding availability has ou -
paced the capacity of prograns to attract nore nicrol oan
custongrs. Miny prograns began to receive large capital infu-
sions inthe 1990s. Aso, nany prograns were newin 1997, the
nost recent reporting year of the survey. Another possible
explanation is inconplete or insufficient infornation flows to
target popul ations. Demand-side factors include lack of
denand for capital and lack of viable nmicrol oan cust oners.

Aong dl of the possibe casses for lack of scade in
nmicro ending, this ana ysis expl ores the cost of consunption of
nmicro cans inthe Uhited Sates, the barriers to access, ad the
constraints on nmicroentrepreneurs. Wil e these factors undelie
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the concerns of infornation fl ows, denand, and qualifications,
they transcend these sinple explanations and uncover a com
plex and diverse set of issues that have a profound effect on the
ability of microloan prograns to serve the poor.

There are a variety of costs associated wth borrowng
froma nicrol oan programin the Lhited Sates. The cost to the
custoner isnot sinply theinterest rate plus fees, athough that
is the nost explicit portion of the costs. Mcro oan costs
include financial costs, transaction costs, and psychosoci d
costs. In addition, systematic barriers and constraints coud
al so have an inpact on the nicroentrepreneur’ s desire and abil -
ity to obtain a nmicro can. These barriers include discrimna-
tion, reguations and laws, and infornation gaps. A sunmary
o these cost factors, barriers, and constraints is included in
Tdde 1

The borrower’s cost to obtain a loan, or the perceived
price of the loan, is the sumdf the transaction costs pus the
financia costs. It is possibe that consunption costs® d
nicrol cans are so high that nicroentrepreneurs cannot afford
them even though they would qualify for them The anal ysis
that folows includes a discussion of the categories of costs for
nicrol can custoners as well as the barriers to borrowng.

Theories of Gonsunption
and Their Rel evance to Mcroenterprise

Ay discussion of the consunption of goods or services and
the costs of the process of consuming themis grounded in eco-
nonc theories of consunpti on and consuner behavior. Inthis
case, ve turn briefly to consunption in general and the con-
sunpti on of social welfare goods and servi ces.

Mcrol oan custoners in the Uhited Sates are individud
consuners of nicroloan products. They have a choice,
a though constrai ned, whether or not they choose to obtain a
nicrol can. In econonic terns, the decision to borrowis either
based on maxinmizing o satisfying utility. Because entre-
preneurship can easily be understood as the custoner’s best
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avai abl e option (Servon, 1999), | amassuning sati sfyi ng behav -
ior. Therefore, we can expect nicrol oan custoners to borrow
a thelevd that satisfies their needs tothe best of their aility.
S the expected wility of the nicro oan nust exceed its cost.
Athough we are not performing a conpl ete cost-benefit
study, we can observe that when nicroentrepreneurs borrow
from mcrol enders, they receive a “bundled good,” nuch as
honeowners buy not only a hone (shelter) but the features,
benefits and anenities associ ated wth that hone. In the case of
amcro oan, the bund e nay consist of the products or services
acquired wth the proceeds, the value of training and techni ca
assistance, pride of owership, the power of self-determna-
tion, and antici pated earni ngs.
It is the consunmtion costs of services for social welfare
that are a the coaoe of the adysis that fdlows Wile
nmicrol oans are not public goods and are genera ly not offered
by governnent entities, they act |ike governnent-provi ded
goods and servi ces i n nany ways and carry their characteristics:
* Mcrol oans can support socia wel fare obj ectives. Mcro oans
are available to the “di sadvantaged’ entrepreneurs wo are
either on the nargins or are disconnected fromthe nain-
stream

e« They are available through third-sector and public-sector
organizations, dbeit often wth private-sector support.

o« They are priced at an interest rate well below“cost” and are
offered for unbankabl e cust oners.

The consunption costs of such goods are not particul arly
vel | understood but are typically regressi ve and i ncl ude partic-
ipation costs (Vdrren & Véschl er, 1986). Services nay not be
consunabl e as available or nay be too costly, thereby pricing
people out of consunption when they do not have the
resources to be. These costs include such factors as tine, ef-
fort, noney, and psychological and physica burdens. In
essence, goods are effectively rationed via these consunption
costs. This franework applies directly to nicrol enders and
entrepreneurs.
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Categories of (osts to Mcrol oan Qust oners

The costs of nicroloans for Uited Sates customers are not
routinely calcuated by prograns or researchers. However,
when an estinate of custoner costs is nade, it usua ly incl udes
the cost of cepita and, perhaps, any loan fees and charges.
Wil e these two direct costs nay capture a portion of the tota
financial costs to the nicro oan custoner, there are additi ond
inplicit financial costs that borroners nust bear, oftentines
regard ess of whether they ultinately receive capital. Aong
these financid costs are (1) fees for required training and tech-
nca assistance (2 transportation; (3) childcare; and (4 nem
bership charges. In addition, transaction costs associ ated wth
the direct requirenents of nicroloan prograns add to bor -
roner costs. Afind category of additiond costs is tha of psy-
chol ogical and social costs, such as stigna associated wth
the inability to borrow frombanks and the need to obtain
Cosi gEr's.

Fnancial Qosts

The financial costs of nmicrol cans vary considerably frompro-
gramto programand are not necessarily directly proportiona
to the anount borroned or to the financial capacity of the
mcroloan custoner. If anything, these financia costs are
regressive, creating the grestest burden on those least abe to
pay. My prograns require extensive training for first-tine
busi ness owners, which, a though genera ly free of charge, does
include ather financia costs. Bireprenewrs wth little or no
colaerd ad equity, and poor credt histories, and start-up
enterprises are nre likely to need the services of a micrd en-
der and be supect to training and technica assistance require-
nents. They nay also have to conpensate for poor credit
histories wth cosigners and have to participate in credit coun-
seling and repair. My of these costs are incurred up front,
bef ore the custoner obtai ns any nicrol oan benefits. The finan-
cia burden of these requirenents can be consi derabl e.
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a Ineaet raes—Mcrol can prograns charge a wde range
of rates; the average rates reported in the 199 Drectory of
US Mcroenterprise Prograns (Langer, Qwck, & Kays,
1999) ranged fromabout 10%to 18% These rates are higher
than those of conmercial |loans but |ower than nost credit
cards, particuarly subprine cards. These are the nost explicit
financial costs for 1 oan custoners and are ongoi ng costs.

b. Adicaion fees—Mcrol oan prograns nay charge appli -
cation, coomtnent, and closing fees. Application fees nay be
nonr ef undabl e and may be charged up front.

C. Srvice chergess—Sone microloan prograns charge a
nonthly or per loan service charge. Util recently, one pro-
gramcharged a 4%f ee on each [ oan. For a custoner with a few
nonths' |oan, the effective rate vas far in excess of the nom -
rd rae

d Laefess ad aher perdties-Wth | oan del i nquency rat es
rangi ng from10%to 60%in nicrol oan portfolios (Edgcon,
KHein & CGak, 19%), it is gpparent that there are bath late
fees and bounced-check charges on nicrol cans. These are par -
ticularly burdensone for those living in poverty or onthe nar -
gins of poverty, for vhich a $25 late charge nay be a l arge part
of their incone.

e Cosirg costs—QAut-of -pocket costs incurred by nicrol en-
ders to secure nortgages and liens plus any legal costs. These
costs Wil vary consideradly and are expected to be higher for
larger-dollar |oans. They nay range fromzero to severa hun-
dred ddlars and are generd |y up-front costs.

f. Tranngfess—Wen entrepreneurs are required to attend
training classes in order to quaify for loans, they nay have
ether class fees o naterids fees for these tranings. The range
of costs nay be fromzero to a fewhundred dol lars. Wthin a
given loan program they nay be essertially fixed or have a
step function, depending on | oan anount, but they are usual ly
incurred up front.

g Technicd assistace-Wiil e nost mcrol oan prograns do
not charge for technical assistance, sone do (Langer, Qw ck,
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& Kays, 1999). They nay have hourly rates, sonetines on a
slidng scale. Aso some entrepreneurs nay pay brokers or
cosutants to assist in the preparation of business pans or
| oan applications. Mt of these costs would be up front, wth
potentia continuing costs for ongoing assi stance.

h. Transportati on—Mcrol oan custoners nust incur trans-
portation costs in order to attend traning sessions or neet
wth business counselors, loan officers, or peer groups.
Depending upon proximity and transit options, these costs
nay vary considerably. In addition, prograns that require
nore training classes o counseling sessions resut in higher
transportation costs for custoners. Transportation costs nay
be heavily front-end loaded for training and technical assis-
tance, but they nay continue after the loanis received in a peer
group setting or when paynents are nade in person.

i. Qildcare—Many nicrol oan custoners are singl e nothers
who nust find childcare for their children vhen they attend
cl asses, neetings, and everts. For those wth the weakest soci d
networks and family linkages, this burden is likdy to be
geaer than ahers.

j. Taxes ad costs of congl i ance—When mi cr ol oan cust oner s
nust nove fromthe infornal econony to the fornal econony
in order to access micrd oan ddlars, they incur additiond
financial costs. For exanpl e, reporting microenterprise i ncone
on i ncone taxes can increase the tax burden.

Taken together, these financial costs can be quite substan-
tial, particdarly for a lowincone nicrol can custoner.
Wiet her we assune that custoners have conpl ete or incom
pl ete know edge of the costs and are consunption naxi nizers,
a nunter of potential costs becone clear, sone of which are
known, others of which are less obvious and they can be high
rddivetothe size o loen

Transaction (osts

Beyond the direct financial costs are a nunber of transaction
costs associated wth microloans. Transaction costs in
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nicrol cans can be understood as nonfinancial costs incurred
during the lending process fromits beginmning until its end

Mcrol oan custongrs encounter a range of costs associ at ed
wth the tine spent in obtaining a mcrol oan and subsequent
tine spent on prograns and events associated wth the
nmcrol oan. The custoner night otherw se have been engaged
inother nore revarding activities, including but not linmtedto
wage enpl oynent, sel f-enpl oynent incone generation, and
other opportunities. Qe could argue that the tine spert in
nmcroenterprise devel opnent and training night be better
spent in adult, vocational, or post-secondary educati on.

a Training tine—Because prograns require between zero
and ninety hours of training, they reflect a broad cost range.
No analysis has determined the direct benefit of nicroenter -
prise training, nor has one established the optinal type and
quantity of tranng to ddiver. In awy case, traning brings
wthit both potertial benefits and clear opportunity costs.

b. Technicd assistace tine—Requirenents appear nore
flexible, the borrower having greater control over the anount
of tine spent and the location of the assistance. Their oppor -
tunity is cost associated wth technical assistance, and nost of
the burden is up front, wth potentia future benefits.

c. Travd tine—n addition to the financia cost of trave,
there is the opportunity cost. For those in rurd aress, travd
tine nay be particul arly burdensone. Prograns requiring fre-
guent or miltiple neetings and training classes add to this
opportunity cost.

d Llost vages—+For sone microloan custoners who are
“pat ching” sel f-enpl oynent earni ngs w th waged- enpl oynent
earnings, neetings or training sessions held during their work-
ing hours nay result in lost wages. For those who are unem
ployed or who participate during nonworking hours, costs
nay be counted in lost opportunities.

e PReded cdlaed Requirenents to pledge collateral
i npose an opportunity cost by tying up the resources so that
they cannot be used for another purpose.
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f. Euity contribution requi renents—Wen mcrol oan pro-
grans require up-front equity contributions, they nay deplete
the savings of a borrower. Such equity contributions nay be
required to denonstrate that the borrower has exhi bited “good
faith” and has nade an investnent in his or her business and
has sonething of value a risk

g Sxid-vdfae pdicy costs—For nicroentrepreneurs
recei ving neans-tested benefits, there can be costs associ ated
wth socia-welfare policies. Lhder a range of prograns,
including Job Gpportunity and Basic Skills Training (JABS
and the Job Training Partnership Act (JTPA (PL 97-300),
self-enploynent is either not an option or can result in the
loss of benefits (Rbheim 1997). Infact, for certan peop e wo
recei ve incone support, self-enploynent nay result in wors-
ened financial circunstances rather than inproved ones
(Rahei m 1997).

Psychosoci al Qost's

In addition to the direct financial costs and the opportunity
costs that a nicrol oan custoner nay encounter, certain socia
and psychol ogical burdens and costs nay be associated wth
borrowng froma nicrolender. Wile there are inherent chal -
lenges in determining ddl lar val ues, it is criticd tha these fac-
tors be recognized for their potentia to prevent borrow ng.

a Sigm—the stigna effects of borrowng from a
nicrol ender rather than a bank have not yet been docunent ed.
Mcrol oan prograns are often known only to a snall group of
people wthin a coomunity and serve as the “lender of |ast
resort.” Mcroloan custoners nay be required to provide co
signers in order to receive their loans. A mcrol can borrower
essentially acknowdedges an inability to access credit by bor -
row ng froma nicrol ender.

b. Rustration—Fhe process of beconing a nicrol can cus-
toner is generally neither seanhess nor rapid. Nunerous steps
and processes are invadved, even in the quickest and |east
restrictive cases. In particdar, having to attend nunerous
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traning classes and to respond to mitiple requests for
infornati on during the application process can be percei ved as
bothersone. Bven if the training is hepfu and the custoner
understands the need for the infornation, the tine and effort
required, not to nention the financia costs, can be a source o
frustration

c. Gneerns about privacy—Rdated tothe previous issues is
the issue of privacy. Potential nicrol can custoners nust gen-
erd |y share considerad e personal data in order to obtain snall
anounts of credit. They may not want to share their inforna-
tion wth virtual strangers. Because of negative experiences
wth institutional actors, they nay shy away from providing
persona information. In addition, borrowers nay be con-
cerned about revealing inmgration infornation or fornaliz-
ingillegd a ifamna activities.

d. Rsk aversion-Wiil e concerns about risk are anticipated
in ay entregrenewrid transaction, the risks of falue for
ncrol oan custoners nay be nore profound than for those in
the nai nstream For a nmicrol oan custoner who has very |im
ited assets, therisk of laosing those assets is dsproportionetdy
large. The risk of being unable to repay the loan out of the
incone fromthe entrepreneurial enterprise can a so be prob-
lenatic; required repaynent terns could outstripthe ability to
repay out of earned i ncone should the business fail. Al these
i ssues reflect potential challenges for nicro can cust oners.

The sel f-enpl oyed poor nust have support networks of
fanmlies and friends to assist themwth these risks (Shreirer,
1999). Dwring crises, it is famly and friends that offer insur -
ance inthe forns of cash and inkind (Bates & Servon, 1996).
Honever, this is particularly problenatic for those nost dis-
connected fromthe nainstream “Mcrolending will not help
those who rely heavily on a societd safety net,” says Rchard
Taub. “It isnast likely to hel p those who a ready have at | east
one noderatel y secure incong” (Taub, 1998).
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Systematic Barriers and onstrai nts

There is d so a range of systenatic barriers and constraints that
has an inpact both on the mcroentrepreneur’s ability to and
inerest in obtaining a mcrd ocan. These barriers include dis-
crimnation, reguatory and lega factors, and infornation
gaps, tonane afew Inaddtion there are trust, socid capitd,
and busi ness constraints.

D scrimnation

Mich has been witten on discrimnation in general and rel a-
tive to discrimnation in snall business credit narkets.
B anchfl ower, Levine, and Zinmernan used data from the
1993 National Survey of Sall Business H nances to deternine
that constraints on credit for mnority-omed firns are greater
than those faced by white-owed firns, including nore fre-
quent denid o agpplications and higher interest rates (1999).
A'so, research indicates that bl ack-owned firns experience par -
ticdarly large cepitd constraints (Baes, 1997). Qncerns
about bei ng turned down nay prevent bl ack-owned firns from
being forned or applying for |oans (B anchfl over, Levine, &
Zi nmer nan, 1998).

Regul atory and Legal Qonstraints

As has been wdely reported, nmicroloans work particuarly
vl in paces were the ngority of the adits are sdf-
enpl oyed and where the barriers to sel f-enpl oynent are very
low Neither of these factors is prevalent inthe Lhited Sates.
The conpl exity of owning and operating a business, including
the mititude of reguatory ad legal constraints, is formda-
ble. Wile nicroentrepreneurs nay operate in the infornal
econony wthout regard for these legal and regulatory factors,
ncrol oan prograns nay require conpl i ance.

a Licenses ad regd ation—rograns nay require that busi -
nesses obtain appropriate licenses and conply wth industry
regulations, thereby creating a financia burden by reduci ng
revenues and increasing taxes. For exanple, a child care
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provi der nay have nore children in her care while unlicensed
than when she is licensed A a veekly rate of $0, it codd
nean a loss of $3,120 per year in revenues aone in order to
obtain a snall anount of capital, if the nunber of children
nust decrease by one.

Regul ations and laws al so increase the level of conplexity
of transactions and the borrowng process. Anmicroloanin the
Lhited Sates nay entail mitiple legal docunents and addi -
tional legal costs. Mcroentrepreneurs nust a so understand the
regu ations regarding their specific business and take neasures
to conply. Zoning laws and child labor laws nay prevent
n cr obusi nesses fromoperating out of a hone and nay keep
children fromhelping out (Shreiner, 2000). Both taxes and
conpl i ance wth regul ati ons have noncash costs that nake it
expensive to operate in the “'fornal” sector in the Lhited
Sates. In fact, Shreiner states, “Taxes and compliance have
invisible transaction and opportunity costs that nay swanp
their visible cash costs, ad their quasi-fixed nature inpinges
regressively on snall firng” (2000, p. 17). Ether conpliance or
nonconpl i ance is a dangerous position for a fragile enterprise.
Aso, three of the nest common types of enterprises run by
vonen (food service, beauty salons, and child care) require
licenses inthe Uited Sates, thus incressing the cost of entry
(Schrei ner & Mrduch, 2000).

b. Qrerationd conplexities—hited Sates nicrol oan cus-
toners encounter operational conplexities that do not per -
tain to their counterparts in the third world. They nust be
good at far nore than producing a product. chrei ner (2000,
p. 13) explains, “They not only provide the service or nake
the good that earns revenues, but they al so pay taxes, conply
wth regulations, supervise enployees, maintain a |ocale,
atrat custoners, and find suppliers. Entrepreneurs nust wear
nany hats, and sone of themnay not fit well.”

c. Dpocunentati on—An additional nicrol oan barrier can be
the lack of docunentation of lega standing in the Lhited
Sates as required by sone nicrol enders.
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Economc Factors

A range of economic factors affect nicrol can custoners.
Economsts have | ooked at consunption and liquidity froman
entrepreneurial perspective for a nunbber of years (Brans &
Jovanovic, 1989; Hbltz-Eskin, Joulfaian, & Rosen, 1994).
Bvans and Jovanovi ¢ (1989) provided a nodel of entrepreneur -
ia choice uder liquidity constraints using data from the
National Longitudinal Survey of Young Men. They explain
that the liquidity constraint has two ways of reducing the fl ow
of capital to entrepreneurship: by preventing sone peopl e
fromtrying entrepreneurship (1. 3% of the popul ation) and
through the ones who do try entrepreneurship using | ess capi -
tal because of the constraint. Sone economsts argue that |ack
of access toloans is not a constraint (CGessy, 2000, X, 1998).
The reason loans can be a constraint is because they require
cdlaterad, wich, intun reqires saings. If loans natter a
thenargn, it isolyif and wen skills and savings are present
(Shreiner, 2000). Berger and Wl indicate that debt is con-
strained by vea th (1998).

a Linted o poor credt history—M croentrepreneurs nay
have a di sadvant age when searching for busi ness | oans because
they either have no credit or poor credit. Those wth good
credit nay have access to conmercial bank loans or credit
cards to finance their businesses. As Shreiner and Mrduch
note, “Inthe Third Virl d, the task of nicrofinance is to judge
the risk of self-enpl oyed borrovers newto fornal credit; in
the Uhited Sates, the task is dten to judge the risk of sdf-
enpl oyed borroners wth bad credit records” (2000, p. 11).
For exanpl e, in Hnes and Servon' s (1998) study, 25 percent of
the clients had bad credit records.

b Rdaive gpotuity to access aher resources (credt cards,
lcen sherks, titleledars) Fhisis not abarrier or constrant for
nicrol oan custoners; rather it is a concern for the nicro en-
der. Wile there nay be a conception that nicrol oans are the
only financing option for microl oan custoners, there nay be
dternatives, such as credt cards, |oan sharks, and title [ enders.
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Batt (1997) asserts that the operationd pdicies of sone
nmicroenterprise prograns nay have driven potential cus-
toners to seek other sources of financing, perhaps increasing
economc inequities rather than reducing them
Mcroentrepreneurs in the Lhited Sates nay be abl e to access
capita fromsources other than micro enders. In one study, a
quarter of the ACON borrowers either had defaults or
bankruptcies, and over half used microlocans to consolidate
other debt (Hnes & Servon, 1998). In addition, another study
reports that the bulk of the denand for microl cans i s probably
net via credit cards (Bates & Servon, 1996). The situation is
summarized as follows: “Athough credit-card debt is high
priced, it has lowtransaction costs and very lowtota costs.
Li kewse, loans fromthe so-called fringe banks—pawn shops,
check cashing outl ets, and rent-to-own stores—have high prices
but lowtota cost.... Qnpetition has pushed other financial
interned aries closer to the poor” (Shreiner, 2000).

C. lack o cdlaeral -Another barrier for microl can cus-
toners is their lack of cdlaterd to offer in suypart of ther
loan. This is a denand-si de constraint.

Infornati on Asymrmetries

A variety of infornation gaps nay explain custoner issues
wth access to capita . These nay be either denand-side or sup-
py-si de i SSues.

a Lack of business knowedge and skills—Fhi s denmand- si de
barrier to self-enploynent and business capitalization is
vitally inportant to microentrepreneurs. Business know edge
and business skills, such as finance, narketing, and previous
enpl oynent, have been associated wth the ability to start and
operate a profitable business (Bush, 1990). This deficiency
nay cause entrepreneurs to have businesses that do not sup-
port thensel ves and their famlies (Riheim 1997). Bates notes,
“No serious studies have denonstrated that snall anounts of
debt can overcone hunan-capital deficiencies that otherwse
nini nize chances for busi ness success” (Bates, 1997).
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b. Lack of knowedge about resource—M crol oan prograns
anecdotal ly indicate that the “buildit and they wll cong” con-
cept has not worked for them QGearly, the nunbers of entre-
preners who have borrowed is less than aticipated, as
denonstrated by the failure to take up loanrpod capita. If
entrepreneurs do not know about microl oan prograns, they
cannot borrow fromthem Thus, lack of infornation can be
problenatic, as can inaccurate or inconplete infornation. This
lack of infornation or presence of inaccurate or inconpl ete
infornation nay be caused by the inability of nmicrolenders to
narket their services effectivdy. O it nay be the resut o
rati oning behavior on the part of nicra enders.

c. Gogaphic costrants—Fthese constraints cone in a
nunber of forns, rangi ng fromissues of proxi mty of training
and | oan fund neeting | ocations to i ssues of personal safety and
comiort ingoing to neeting places. This is a particdar prab-
lemin rural areas vhere there nay be both transportati on
access issues and considerable distances to travel. Sich
constraints nay be problenatic for custoners and | enders.

d leanng factas (style ad besic literacy, financid
literacy)-Btrepreneurs do not al have precisely the sane
style of learning or needs for infornation. They nay have a
wde range o levds of besic literacy. If besic literacy is vesk,
entrepreneurial training nay then a so be weak. Furthernore,
financia literacy skills, not just business record keeping, nay
need to be taught.

Gher Factors

In addition to the etersive list of barriers and comstraints
above, other factors also nay add to the burden of nicrol can
custoners. These include lack of trust and shortages of socid
cptd.

a Llack of trust—Mcroloan customers nmay cone to
microlending prograns wth a built-in fear of fornal institu-
tions, including banks and governnents. WMile niacrol enders
nay not be as fornal as these other entities, they do have an
institutional presence and can be threatening. The literature on
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the unbanked includes discussions of the horrendous experi -
ences poor peopl e have had wth nai nstream banks (Beverly,
Tescher, & Marzahl, 2001). These experiences have nade peo-
ple hesitat to enter intoardaioshpwthafinnca etity
of any kind.

b. Scid metwerks/socid capitd —-Mcrol oan custoners are
often single, mnority nothers who do not have strong soci a
networks and famly support. The absence of socia capita is
prgected to incresse transacti on costs.

In addition to the above andysis of entrepreneurs in gen-
eral, it is notevorthy that wen this issue is viewed through
the conti ned | enses of gender stratification and snal |l busi ness
analysis, additional barriers energe. Loscocco and Robi nson
suggest that gender segregetion, skill deficits, lack of access to
capita and governnent contracts, and famly responsibilities
apply to wonen entrepreneurs (1991). Wth the conbi nation
of race and gender, there nay be additional consunption costs
because of the sinultaneous operation of these factors.

Concl usi on

The franework described above is drawn fromthe literature
on nicroenterprise devel opnent. It paints a picture of a com
plex and dverse landscape of barriers, costs, and constrants
for lhited Sates nicrol oan custoners. Wth additional
research, this theoretical franework can be tested and nodi -
fied An amndyticd nodel and tod can be devel oped to assist
prograns in understanding the costs, for their custoners.
Froma program and policy perspective, barriers, costs and
constraints that do not bear onrisk of mcro can default can be
mnimzed or eimnated Ater further consideration, this
franework nay open up opportunities to increase microl end-
inginthe Lhited Sates.
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Not es

L Anicrdoenis defined as aloan of $25,000 or less for the oners of abusi -
ness wth five enpl oyees or |ess.

2 In the cotext of this paper, consunption costs are the costs of the
consuner to acquire and usefully utilize a microloan. Sone of these costs are
readi |y quatifiable, while others are not. |f consunption costs are too high,
potential and entitled consuners nmay be priced out of the narket for
nicrol oans.
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