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The Southern Development Bancorporation was created in 1988 with the goal of bringing economic development to Southern Arkansas. The underlying conception of the company was that the region was, among other things, starved for credit, and that by making credit buttressed by technical assistance available, local businesses would be helped to grow, thereby generating wealth. The emphasis on growing local business was important. Beginning in the 1960's, along with many other states, Arkansas defined economic development primarily as attracting branch plants of national and international corporations. By selling low wages and a tractable labor force, it succeeded to some extent. There were at least two problems with this approach. The first is that it was very easy for branch plants to close and reopen elsewhere when their owners thought they received a better deal. The second is that jobs built around low wages do not provide the resources for either individual growth or community development.





Based somewhat on a successful model already in operation in Chicago's South Shore community, Southern was established as a holding company with a set of subsidiaries designed to provide those crucial missing credit opportunities along with some technical assistance. The Chicago operation had been mainly a profitable and self�sustaining enterprise. The hope was that Southern could be one too. One can think of the Southern each with either Development Bancorporation as a holding company with five subsidiaries; a different kind of responsibility or with a different kind of focus in the world of business and credit. At the heart of the operation is the Elk Horn Bank. Located in Arkadelphia, Arkansas where Southern has its headquarters, it has currently Just under a $100 million in assets. In addition to being a general all purpose bank for the residents of Clark County, it is committed as well to aggressively lending to growing businesses and agricultural enterprises, using In a sophisticated fashion federal and state lending guarantees from such agencies as the Small Business Administration. These enable to make slightly riskier loans than it otherwise would as a regulated banking institution with responsibility to its investors and depositors. Its typical development loan size is $50,000 to $100,000.





Southern Ventures is a venture capital company which makes equity investments in promising start�ups or successful small companies which are attempting to grow quickly to a new level. As an investor, it usually does not expect a quick return on its investment. Instead, it expects a share of the profits when a company finally becomes profitable and a large return from its share of ownership if the company is sold or sells its stock in a public marketplace. Its typical initial investment has been $250,000. It is important to emphasize that both the bank and Southern Ventures look for customers or clients who run conventional companies by conventional business standards. Each has defined its role as trying to provide finance to companies who might have, for some reason, difficulty in receiving such credit. Each, then, would attempt to extend the margins of credit worthiness, but only by a small amount. They look for good business deals and the capital and credit they provide is provided at relatively standard rates. Examples of such customers are a manufacturer who produces cedar wood objects for use as moth protection in closets, and another who produces a sophisticated ceramic product used to coat and protect metal machinery parts exposed to high friction.





The other three companies are relatively more involved in a world of subsidy. Two of them, AEG Manufacturing Services and the Good Faith Fund were also created to provide credit but of a less conventional sort, and, although there is ambiguity on this point, they were also created to provide some kinds of technical assistance for fledgling or very small businesses.





AEG Manufacturing Services, on the one hand, was supposed to provide "seed capital", small and relatively more risky loans than the others provided which would help to launch companies which were not yet bankable. In addition, it was also to serve as a kind of technical assistance arm for the whole Southern Development Bancorporation operation. The initial theory was that through some mix of loans and technical assistance, the business performance of such companies, would be elevated to the level where they would become eligible for the more conventional sources of credit whether from Elk Horn or other banks. There was also some hope that marginal but promising businesses that came to Elk Horn or Southern Ventures for assistance might be referred to AMS so that they could be prepared to do better as bankable deals. Today it is mainly a lending organization. Its average loan is $12,500 with majority of deals under $20,000. A manufacturer of shaped cardboard inserts used in packaging is one of AMS's customers.





The Good Faith Fund was targeted at the smallest potential businesses and at the lowest income population. Based on a model from Bangladesh, its focus was on peer�group lending for micro�enterprises. Initially, the program required that aspirant borrowers construct peer groups of five individuals who after going through a training program would get small loans for business activities which might be part or full time. The biggest category for Good Faith Fund loans is Mary Kay Cosmetics, and there are loans for day care centers, caterers, and beauticians. Because loan volume has been low, the Good Faith Fund has experimented with variations in its original approach. Loan size for the peer group program was initially set at around $2,000, but it was reduced to under $1,000 for first loans after high bad debt experience.





Opportunity Lands is the only company which does not have lending as an element in its activities. It is a real estate development company which has devoted its efforts to the rehabilitation of downtown buildings which are used as office space, and the production of low cost subsidized housing. In line with Southern's emphasis on business development, its initial investments were originally targeted as business incubators. Those buildings have since become market rate office rental spaces. Since those earlier days, there has been a clear shift in Opportunity Lands' focus toward the production and rehabilitation of housing for low income people. The invention of Southern, with its different branches, was creative and daring in its execution. With its creation, Southern Development Bancorporation set for itself an unusual standard for a relatively small, private development project, the transformation the economy of a region. It could have, for example, chosen simply to make the lives of some people better through credit or counseling or both. That is a much simpler standard. If that were the goal, it may have already produced a substantial achievement. In its five year period, it has lent out or invested about $45 million (of which $23 million is defined as development loans) to 679 small business customers. In any model of success, something like the number of loans made or the number of jobs created would always be an important proximate goal. However, what one cannot tell from this activity, is how much it helps to generate a net change in the economic well�being of a community. Economists use the word substitution for the way in which some gains can be canceled out by losses elsewhere, or the ways in which other inputs might be found, if these were not provided. Consequently, having created an audacious and brilliantly conceived plan which took seriously the notion that credit and capital could be a driving force in real economic development, and having set itself the standard of a real net change in the economy of a particular place or places, the company has not always behaved as if economic development of geographical locations was its goal, or that the gains should go both to existing residents and to the poorer segment of the population.





Not only did it set itself a difficult goal, but, in addition, in its early rhetoric and reports of expectations, it also communicated that the mechanisms to achieve that goal would be self-sustaining �� that much of the program could be made to pay for itself Setting this as a standard, has had the consequence of further setting constraints on what might be achieved. However, like the ancient and continued dream of a perpetual motion machine, self sufficiency is probably not achievable. As I will discuss below, the more appropriate challenge may be honestly to define what is the level of continuing subsidy that makes the enterprise worth the effort rather than to further constrain an audacious effort by trying to make it pay for itself if impact on the economy of a region is the goal, some re�deployment of effort will be required. Local economies involve large numbers of dollars and involve numerous actors. The question is, can one find the tools which will pry open the economy and move it to new levels? Economies do not move equally across all dimensions. The task is to locate the points where pressure will effectively move things to higher level. In South Shore, for example, the most dramatically successful impact of Shorebank came through its focus on the real estate market. The second part of the problem is that Southern is operating with relatively limited resources. Capitalized at 12 or 13 million dollars, its largest single asset is a bank with 90 million dollars to deploy, and various subsidiaries with around $8 million dollars at their command. I am not sure how one calculates the total dollar value of any local economy. But the numbers are very large. For example, total income for Clark County, Arkansas, a county with a population of 21,437, was $277.6 million in 1990. The construction and equipping there of one new factory branch of a major company in 1992 represented a cost of $100 million. What this means for Southern is that it must multiply the effectiveness of its resources, a serious loaves and fishes problem. I wish to propose consideration of three related strategies or orientations which are essential to achieve this goal, and use those strategies as an organizing principle for discussion about the whole company. I will then talk about some matters which are not so obviously related to the strategies. The three related strategies are: focus, leverage and synergy. Although all three of these are understood by Southern to be part of its repertoire, there are so many other pressures on the organizations that the Southern companies have often failed to optimize these orientations.





Let us discuss them one at a time 





Focus: The metaphor here is the use of a magnifying glass to focus the sun's rays. Left to themselves, they are spread around diffusely enough to provide light and energy, but only when properly brought together and aimed, can they start a fire. In its literature and strategic planning, focusing or targeting has been a guiding rule for the Shorebank Corporation. And as Southern commenced to organize itself, it became clear that some effort had to be made to locate an area to target activities. South Arkansas is more than 20,000 square miles with a population of 585,324 and it was clear that there was no way that an organization with any realistic level of resources could do something there which would have any impact at all. In addition, the administration of such a program was overwhelming. Indeed, although it may seem obvious now, the issue of rural distances and the amount of travel time involved loomed larger and larger as people learned their way around. The task of dealing with a large amorphous population of people spread over 20,000 square miles was difficult to grasp. A decision was then made to have target towns, towns not too far from Arkadelphia ��the then president of Elk Horn bank was wondering, for example, how he could service accounts outside of Clark County -- and with something going for them. Finally, the group settled on four towns in addition to Arkadelphia, A within a fifty mile circle with Arkadelphia at its center. The towns were Camden, Hope, Hot Springs, and Malvern. These would be the towns where efforts would be targeted or focused. Although somewhat further away (75 miles and no less than an hour and half on rural two lane roads), Pine Bluff was added to the target towns (bringing the populations of the counties in which these targeted towns were located to 258,631).





By then, Pine Bluff was the home of the Good Faith Fund. It was also a gateway to the Delta. That region with its larger minority population (about 50 percent compared to 25) and high levels of poverty was the concern of many who had helped fund Southern. I should add that the Good Faith Fund was also self�consciously located in Pine Bluff away from the core activities of Southern so that with its small loans and low income clientele, it would not be perceived as an inferior partner in a large and important organization.


 	 





Six targets may have been too many, but the idea of targeting was, in my view, correct. The problem with six targets is that with limited resources and limited line staff (Southern Ventures 2, AIMS 2�3, Opportunity Lands, 1, Elk Horn Bank, 3 development loan officers), it is difficult to spread efforts effectively even over six towns. In addition to that, there is the problem of coordinating activities. Think of the number of permutations possible among six towns and five companies. When it became clear that targeting was not happening because there were simply too many towns, there was talk of emphasizing different towns in the group on a rotating year by year basis. The reality was that a large volume of business loan and investment activity was generated in Arkadelphia -- mainly by the bank ($18,522,845); some in Hot Springs ($2,211,619), Pine Bluff ($1,803,207), and Malvern ($1,366,329) and very little in the other towns. Hot Springs has about three times the population of Arkadelphia and Pine Bluff is about twice as large as Hot Springs.





On the other hand, there were and are centrifugal forces working to spread activity out further. First, pressures to do more work in the Delta persisted. Second, there was growing sentiment to do minority deals wherever they could be found --- particularly since Arkadelphia has a small minority population and because almost no minority deals were being done there. Finally, there was pressure from the venture capital company, Southern Ventures, to broaden its base of operations. The logic of a venture capital company requires a broad and diverse portfolio. A key assumption is that most of the companies one takes a position in will fail, but that those losses will be made up for by a few big winners. One must then find a reasonably large number of promising young or start�up companies. From the venture capital company perspective, the problem of constraining deals to a few target cities or counties is that in a region with a weak economy, a sufficient number of deals to make the system work cannot be found. In addition, to deals in Hot Springs, Malvern and Arkadelphia and Pine Bluff, Southern has or has had deals in Paragould, Heber Springs, Little Rock, Benton and Springdale. One should add that the venture capital company had pressure from potential governmental partners such as the Arkansas Development Finance Authority to commit itself to further statewide activity. The pressure and logic of deal volume plays out in other areas as well, the most dramatic being AMS. In this instance, AMS for reasons to be discussed below, has been unable to carry out its original mandate of generating small business activity and providing technical assistance. Lending was to be for seed capital -- small somewhat risky loans to small borrowers. However, AMS was able to tap into three large pools of government loan funds, one of which it helped to create through legislation, and so the organization has become primarily a lending organization. The loans it generates will help small businesses to grow, and, not incidentally, provide operating income for the company which has been living primarily on grants. However, one consequence of having those pools of money is the pressure to lend it. Again, volume cannot be produced in the target areas alone, and this forces the organization to spread its activities. Consequently, loans have been made over a very wide area, which includes some target towns but goes way beyond them. There are potentially other problems with this lending activity as volume increases. The first has to do with being able to judge borrowers when one is not embedded in their communities. The second has to do with the capacity to keep track of what is going on, and to be able to identify problems before they become serious. Good bank loan officers talk about driving by the places of businesses of borrowers and being able to get an idea of how business is going (volume of traffic in and out, size of inventory, number of workers' cars parked, maintenance of facilities). The inability to do this made the original Elk Horn Bank president leery of making loans outside of Clark County. It is too early to tell yet whether or not this will be a problem for the administration of AMS loans. But again, beyond that potential set of problems, there is the issue of centrifugal pressures forcing the organization to spread its effort perhaps too widely.





In both the stories of the centrifugal forces working on Southern, Ventures and AMS, one can see how the pressure to be self�sustaining or profitable can distort practice. It is obvious in the case of Southern Ventures. In the case of AMS, it is also a source of pressure which pushes it away from the technical assistance component of its mandate. Neither AMS nor GFF have figured out how to do technical assistance profitably. The former has not yet figured out how to do it well. At AMS the need to produce income so far has diverted efforts away from concern with that part of the program.





Competition versus cooperation: At one point early in the company's history there was one other kind of discourse which led away from the companies focusing their activities on a particular area, and that connects to the problem of coordination. One argument made by managers at that time was that excessive concern with coordination would lead to delays and passing of the buck. When there are five separate companies each being run by an entrepreneurial type, each, the argument goes, will work very aggressively to make a record. The minute that coordinated efforts are required, each starts to wait for the other, and each has an excuse for not delivering� �that is blaming the others for their failures. By shifting the responsibility from individual leaders to collective effort, one blunts the force of entrepreneurial drive among managers.





This is a classic problem in management. To the extent that the individualistic orientation is adhered to, coordination is difficult. Yet, too much reliance on group process vitiates the drive of individuals, and may lead to the creation of cumbersome bureaucratic procedures. It should be possible, however, at a minimum to suggest that most effort should take place within a few targeted geographic areas. Within that slightly constraining framework, actors may select either to work independently or cooperatively depending on the nature of the problem they are trying to solve. Today one sees Southern moving in a more coordinated direction. This is particularly true in the planning for activity in Helena. Nonetheless, the focus issues are not yet solved.





Leverage: For those in the banking and the world of finance, the idea of leverage is an obvious one. Expanded from the original conception of a lever properly situated which can multiply an individual's capacity to move objects, in finance, it originally, was about the sophisticated use of credit such as purchasing stocks on margin to generate additional resources. The generalization of that is to use small sums of money to generate much larger ones. This might be done by using small sums to bring in numerous other players� or to open the flood gates of subsidy. to make resources grow quickly, or to have expertise make it possible for one to be a partner to others with cash resources. A perfect example from Shorebank in Chicago would be the way in which an undercapitalized City Lands Company, became an equal partner with First Chicago Corporation and RESCORP in what became a the $25 million deal to do the Parkways redevelopment. Not only were the capital resources of First Chicago and RESCORP put to use, but in addition a whole panoply of federal and state subsidies as well as the syndication of passive tax losses and the sale of tax exempt bonds were put into play.





Although Southern seemed well capitalized compared to Shorebank in its early years, as I have discussed above, the dollars actually available are totally inadequate to the task when compared to the size of local economies. Under those circumstances, it is essential to make those dollars do multiple duty. The activities in the first years of Southern seem, on some standard, to be remarkably unleveraged. For most of the credits, some Southern agency is very much the main provider of resources. Others have made the same observation. In a review of Southern Ventures performance after a series of setbacks, Board member Henry Morgan commented that he thought that one function of SVI would be to bring many other players to the table, and that reviewing the SVI portfolio, he was surprised how little had been done in that regard. The loan portfolios of Elk Horn and AMS also seem remarkably unleveraged. In the early years, Opportunity Lands faced the same problem. The general emphasis of Southern's on business development had initially led Opportunity Lands to emphasize business incubators in its development plans. But the lack of business growth and the low cost of space led to insufficient demand for such a product. For example, having constructed the first Enterprise Center (Southern's name for incubator), there was the challenge of both getting it rented up and in figuring out how to be taken out so that Opportunity Lands capital could be used for something else. Although the enterprises centers have contributed to the appearance and in one instance the revitalization of a downtown area, rent�up is slow and it is not clear that as they attract tenants from other buildings, they are in the process of doing leveraged development. However, as Opportunity Lands has moved into a low income housing strategy, it has been able to use state and federal funds for its programs and to get the financing it needs from other banks. These newer projects do represent leverage at work as they both multiply resources and bring local bankers into some aspect of the development process. Housing rehab projects also provide jobs and some additional cash flow in these communities. They also illustrate visibly that something real is happening, and in some dispirited places may represent a kind of encouragement. Having a tangible accomplishment around which to mobilize support for more comprehensive efforts may be very important. Today, there is more talk in Southern of leverage issues. For example, there is a more clear cut interest expressed in bringing other banks to the table on loan deals. But there is some distance to go.





The Elk Horn Bank should be a model of leverage itself Purchased for around five million dollars, today it has assets of almost $100 million. However, it falls victim to the myth of a self�sustaining organization. With AMS, SVI and GFF all in need of resources, the bank is under pressure to be vastly profitable so that it can help support those organizations.


Consequently, it has been forced to put aside plans to augment staff to do increased development lending on hold, and is unable to act as aggressively as it should given them level of resources at its command. By extending the metaphor, there is another way to think about leverage. Not only must one expand monetary resources to gain power, one must also expand people resources. Southern is a small organization. For it to achieve its goals, it must activate and mobilize the energies of many others who are spread over a broad region. Perceiving itself mainly as a credit agency, it did not see the need to mobilize lots of other players initially. We will discuss below the fact that there are numerous technical assistance agencies in place in Arkansas and that Southern which thought it knew how to do better, bypassed them. There are many ways in which those people resources can be used to multiply effort. Below we discuss matters of supply and demand in terms of the market for loans. In the early days, Southern staff did not realize that loan programs would have to be marketed. Existing technical assistance agencies as well as associations of accountants and lawyers and existing business associations might all have been sources of clients. Not much effort was made to energize them.





More than that, effective community leadership may assist in the development process. Community leaders can help to get funds to revitalize main streets or train leaders. They can mobilize the population to vote for new resources. They can generate enthusiasm for innovation. And they can effectively do other things such as recruit branch plants and attract political attention to their region. Arkadelphia itself can illustrate that process. Its leaders have been able to attract branch plants of large factories after encouraging the local population to vote for a tax increase which provided facilities which made the site locations





more attractive to outsiders. Other members of the community started a metal working network which so far does group purchasing, lobbying and apprenticeship training. There is concerted effort to make the community more attractive to modestly affluent retired people. It could be argued that it was just such effective community leadership that supported the sale of the Elk Horn Bank to Southern Development Bank Corporation. In some other communities, fearful that they would lose control of their local bank, leaders discouraged similar sale proposals. Similarly, Southern was slow to employ local people and to make use of their abilities. It would be easy to castigate Southern for this slowness. But there are, in fact, good reasons not to rush in. For example, if problems in the structure and values of the community are part of the reason for an economic lag, it may be a mistake to hire local people so deeply embedded in their community that they share the same standards. In some instances, even if the local people do not share these standards, they may be subject to peculiarly local pressures from those for whom development, particularly as it focuses on the more depressed sections of the community, is not to be desired. Nonetheless, each local employee brings with him or her large networks of personal contacts and understandings which may facilitate desirable outcomes. But it takes time to learn the law of the land and to know how to limit the constraints and take advantage of the gains presented by hiring local people. Southern has moved in a more local direction in its recent hiring, and today its hiring practices illustrate the use and development of local talent in a new way.





It should be added parenthetically that Southern's effort to bring in a large number of people from the outside would have been somewhat more understandable if those people had been at Shorebank for some time and had undergone training in both the methods and the value commitments which makes Shorebank unique. Instead, however, they sought people nationally who came with good recommendations and good credentials but who were not necessarily well�equipped with the Shorebank orientation.





Tangentially related to the use of local capacities, is the role of race in making loans and generating minority business. In Chicago's South Shore, race never seemed to play a role in lending. Indeed, most loans were made by whites to African� Americans. The story in Southern is quite different. Very few loans have been made across races in the white to black direction. Southern Ventures did not do minority deals until a black member of the staff nominated herself to be a specialist in minority affairs. Elk Horn Bank has had few minority development loans. A new young African� American loan officer has made most of that organization's minority loans. And until recently, the Good Faith Fund with a heavy minority focus had difficulty making any loans at all when its lending staff was largely white. Trust, communication, and commitment all seem to be issues. Minority borrowers appear to be more comfortable with minority lenders. Where borrower and lender are the same race, communication may be better between them than when they are of different races, particularly if there are large cultural differences between lenders and borrowers. Given the nature of minority entrepreneurship in Arkansas, it may also be that minority deals are harder to find and harder to structure than others. Minority lenders with a strong commitment to making that type of loan may be more willing than the average white lender to construct a deal. Closely related to that, is a priority issue and question. If one defines oneself as developing a region and one has limited staff resources, energy is perceived to be better spent on bigger and easier deals. The assumption is that as the economy improves, so will the position of minorities. By contrast, if one defines the task as helping minorities take a seat at the table, effort at working with minorities takes a new kind of priority. Clearly, the minority lenders at Southern have defined their role as the latter





In its efforts in Helena, Southern has shown that it now understands the people leverage issues better than it did at an earlier stage. It has made a contribution to a local Community Development Organization there, and has put on its staff as a consultant a person who has been involved in Helena's development activities for several years.





Technical Assistance: The leverage issue also plays an important role in thinking about technical assistance. How does one effectively deliver technical assistance at varying levels in a way that is more effective than one on one'? Part of AMS's original mandate was to deliver technical assistance to promising small companies. Just the idea of that represented a threatening commitment to some people in the community. For there are in Arkansas large numbers of organizations purporting to provide that service. In Arkadelphia alone there is a small business development center funded in part by the SBA and an Economic Development Center funded by both the state of Arkansas and the state universities. Similar organizations can be found in many of the target towns. So, to begin with, AMS's mandate implicitly suggests that they know either how to do the same thing better than others already in the business or how to do something else. Secondly, there was some chaffing about the idea of providing technical assistance on a one on one basis -- that is the expression of concern that such effort would not be cost effective. If one wants to have a large impact, it does seem that spending lots of time with individuals in companies which might be marginal anyway seems to be inefficient. Finally, because of the pressure to be self-sustaining, there was the hope that a technical assistance program could be developed that was so obviously effective, that people would pay for it.





To date, all the efforts, some of which were creative. have garnered very few clients. Two separate programs to help people market their wares, one an educational program, the other a market research and ordering system, did not meet with great success. The search for clients for an accounting package has rendered about half a dozen customers. In a few instances where managers from Southern have spent long hours working with specific clients, there have been positive consequences.





It is not as easy as it might seem to offer technical assistance, partly because small entrepreneurs are very concrete thinkers and have little patience with abstract thought (see Taub and Taub, 1989), but also because the problems in each industry are slightly different, and general applications sometimes feel to businessmen that the applications applied to their practices are somehow missing the point. People want advice that feels specific to their industry even it is for something generic like book keeping . I recently had dealings with a company which is a typical wholesaler, but of a distinctive product. As a typical wholesaler, it buys goods from a few large suppliers and distributes them to numerous retailers. When it went into the market to find a new computer system, it went to wholesalers of the identical product in other cities to find a satisfactory program. No doubt, there are on the market quite standardized programs for the set of functions associated with wholesaling; purchase, sale, invoicing, warehousing and delivery. But those standardized packages did not "feel fight" to the end users.





This is what makes generic products difficult to market, and particularly to entrepreneurs who are both insecure and stubborn. They know their business, and they do not want to deal with people who do not know the details of their specific business needs too. There are two possible solutions to the problem, and AMS has come to make use of one of them. The first, and this is AMS's, is to put together networks of producers of a particular kind of product, and let them decide what needs to be done. Following the example of the metalworking connection, another network organized by others in Arkadelphia, AMS participated with Winrock International in the hiring of an individual with experience in wood products to begin to put together a network. Its focus, is on marketing. However, it can have the consequence of bringing together a large number of clients at the same time and (although it is too soon to tell) letting them seek out the assistance they need based on the problems in their industry. So far, the metalworking connection has focused on the collective purchase of products to reduce costs and an apprenticeship training program. The members also see themselves as an aggregated and therefore freshly effective political force. It is not clear to me yet what shape the woodworking network will finally take or what its achievements will be. But it is a good example of a way to provide specialized technical assistance in wholesale fashion, and also exemplifies the effective use of leverage. The second possible solution is one used in Finland. There, companies select their consultants who are paid for by a government agency. If the clients like the results, they agree to pay the consultant themselves down the road. This program has the consequence of companies hiring consultants they respect and to whom they are likely to listen, and is qualitatively different from the response of entrepreneurs to people presenting themselves as generic "experts."








There are other technical assistance issues. The original idea of the Good Faith Fund was that it would be primarily a lending organization where interest rates would contribute seriously to income. (There was even talk in the first year that if Arkansas were not constrained by usury laws, the Good Faith Fund would pay for itself). That has turned out to be chimerical because loan volume is far below original estimates. However, because they were pursuing a self�sustaining mode, the costs of delivering technical assistance in a serious way were not in the plan. There was some hope that if there were such costs they would be borne by AMS. Yet, today much of the Good Faith Fund's efforts go into training, and a good part of the Good Faith Fund's energies have been devoted to figuring out how to do that well. Similarly, Southern Ventures has had to provide management assistance to the level that at some times some staff members have actually been managing the companies. That staffing equation does not work very well. It probably is not possible in a serious world for a staff of two or three people to both select and structure new deals on the one hand, monitor existing deals and run a few companies besides.





Supply versus demand. The underlying model of Southern started with the assumption that local businesses and people who wanted to start businesses were starved for credit. Once Southern announced that credit was available, people would stand in line. Clearly, thought of in that simple way, the model was inaccurate. Few people presented themselves to any of the financing subsidiaries with bankable deals. And that has persisted as a problem. It could change.





One could imagine a situation in which people did not think of using credit to start or expand businesses because none was available. It might be that as people observed others growing or starting businesses, they might be encouraged to try. In addition to which, it is possible that economic growth in one place would generate growth in others. In Stuttgart, for example, the growth of a Lennox Air Conditioning manufacturing unit, led a local entrepreneur to start a company providing pallets and other wooden platforms for shipping equipment. One could imagine a situation in which a growing managerial class would have increased need for yard and garden services as another example. Nonetheless, the true story is that there is not a lot of demand for viable loans, and, so far, the availability of credit has not generated a need for new credit,





The question, then, is how to generate demand. Probably, the Good Faith Fund has been most effective at taking the show on the road, generating publicity for itself and trying to find audiences to target. Nonetheless, the generation of demand still needs more attention. Generating demand was part of AMS's original charge. It has not received much attention from the company. It is not clear that anybody has really figured out how to do that yet. But it has certainly gained a higher priority as a problem. In the early years of Southern there was talk of a business plan contest. That program died aborning. Within Southern's so�called target area, there is an array of business schools. Henderson, Ouachita, UAPB and Phillips County Community College all have business programs of some sort. Those schools primarily teach people how to function effectively in the corporate world. I do not believe they do much to encourage entrepreneurship. One could think of courses that play that role. And one could think of events such as "entrepreneurship nights" in which successful businessmen come to talk about how they did it. I do not know if an effort to encourage or participate in those events would be either successful or cost effective. There is a difference between finding those people with ongoing businesses and helping them to become more effective and/or to grow, and working with start�ups. The approach of the bank which is to avoid start�ups, coupled with some of the negative experiences of the Good Faith Fund and Southern Ventures, have led all the companies to do the same.





Generating Synergies or Catalyzing Activities:


If focus and leverage are present, new sorts of energies should be released. George Surgeon, the chief executive officer of Southern, calls this catalyzing. One must set a pot boiling in which lots of things are taking place and people discover new ways to work together to achieve shared ends. In these circumstances, outsiders define the community as a place where things are happening, and they have a chance to climb aboard. Community groups mobilize to demand political resources, and their demands seem viable because a reasonable base of activity has been established. Southern Companies begin to discover new ways to assemble their shared resources �� a trivial example is rehabilitation of a house by Opportunity Lands using outside bank funds so that a Good Faith Fund customer can establish her business in her home.





The Enterprise Centers in Arkadelphia contributed mightily to the revitalization of Arkadelphia's downtown. Making the area busier and more attractive had the consequence of numerous other independent actors beginning to play a role. Property owners spruced up their properties. A competing bank has begun a major reconstruction of its property, and numerous new businesses have opened there. This did not happen only because of the efforts of Southern. Other groups in the community have taken action which have contributed to the improvement of Arkadelphia's economy.





Synergy also happens when community leaders call on Southern Companies with proposals for deals they can assemble using political resources. And, finally, the ultimate is when citizens themselves begin to devise new ways to tackle old problems for themselves as they feel increasingly effective.





Part of the original conception of AMS was that it would work with startups and young companies and bring them along for the others to work with at a later stage. There were even meetings early in which groups of citizens were invited and the idea of starting new businesses were broached. I recall Southern managers feeling discouraged that there were so few business ideas among those groups. Efforts to generate new businesses and new business ideas have flagged. Very little of that has happened. What gets lost in the process, then, are incentives or even encouragement to get people to think about starting their businesses. Without that in these little towns, it is hard to think about what one might do to generate demand. Pressures to deliver volume in loans which have development consequences continue, however, and to satisfy these, one is again diverted from place related development to helping individuals wherever one might find them.





Venture Capital:


One of the important innovations in the Southern model was the creation of a strong and aggressive venture capital company. The underlying conception of it, which, in principle, seems correct, is that to make the economy grow, venture capital as "patient capital" was particularly important, that there were young or startup companies which needed large up� �


front investments which, given equity and collateral requirements, ordinary credit institutions could not provide, and which, besides, would not be able to generate revenue streams to provide for the payment of interest while they were reinvesting as part of the development process whatever income there might be until they had four or five years of operation. For there would be a cycle of product development, development of production systems and finally the building of markets. This tool seemed particularly suitable for companies in manufacturing whose growth would have large multipliers and had the potential to send out strong ripples into the economy.  A further logic of this approach is that down the road, some of these companies could provide tremendous returns. Aside from income as a return to capital, there was the opportunity for big takeouts, as other investors wanted ownership in profitable companies. That Arkansas needed such a company seemed almost painfully obvious. Big time venture capitalists from around the country did not look to this state for opportunities, there were almost no venture capital organizations in the state with development as a goal, and the few there were had almost no volume.





There are two corollaries, one more obvious than the other, however, arising from the venture capital structure. The first is that a venture capital operation with this orientation will operate with little or no income until either that big take�out from the sky occurs or until the companies become seriously profitable. Add the costs of a staff of even two or three people, and more seriously, the cost of money, to the venture capital operation with interest compounding, and a large and growing operating deficit of terrifying proportions becomes apparent. Southern Development seemed ambivalently able to face up to this. After the first few years, there were some efforts made to diversify the portfolio to include credit instruments which would provide current income. But there is an inherent tension between the ways in which banks think about risk and make decisions and the way that venture capitalists do.





Furthermore, almost all of the companies required substantial management intervention and assistance. As I suggested above, given the size of Southern's staff, there was little way that those companies could be run well, and that Southern would have energy to devote to identifying other companies.





The second corollary is almost as obvious, but its consequences are much less so. That corollary is that for a venture capital company to succeed it must have a large, diverse portfolio. One anticipates that a substantial proportion of the portfolio companies will fail, and size and diversity is necessary to assure that there are some big hits among the numerous misses. The consequence, however, in a rural environment is less apparent. A rural area with its low population densities does not offer a plethora of appropriate activities. Consequently, to build up the portfolio, one must go where the deals are. Given the constraints, such an agency will not be able to limit itself to a narrow band of towns. The result is that the company is deflected from sharing in the focusing process. There is even some tendency beyond that to look toward urban areas with their bigger markets and great densities. About half of SVI's deals have been in Little Rock or its suburbs, and one (which does have rural consequences) is in Springdale. The result is that management of the venture capital company will be the most articulate voice against targeting among Southern's management team. This is a high cost for the whole company to pay. The challenge is to find some way to use the venture capital mechanism within a targeted or focused area when the rare appropriate occasion arises without having to support a whole company whose sole reason for existence is to find appropriate venture deals. For that way lies distortion





Conclusion:





In short, regional economic development is always difficult to do. One may think he or she has a magic sword which will cut through the difficulties or the key which will suddenly unlock capacities. If that were the case, it would have been done a long time ago. In regions which have lagged economically for generations and where both people and material resources have been siphoned away, the task is a complex and difficult one. Problems tend to nestle together. Lack of capital, poor health, low levels of education, willingness to settle for little or to give up on the one hand; and exploitative systems where a few people indeed appear to benefit from the disadvantages of the poor and are consequently not highly motivated to do something about them, interlock in ways which perpetuate the problems. Southern's efforts to help unlock the capacities of the region through capital are admirable, and the organization's capacity to pump out credits for the non�poor is impressive. If making loans is the business of Southern, it has already had substantial success. The challenge before it is to make its resources do multiple duty. In that regard, one sees new commitments to focus activities and to find sources of both monetary and people resources. To succeed it needs numerous partners, fresh resource inputs and the means to maximize the resources it already has. As it continues to follow the route that will generate those, and to base its efforts on a realistic program of resource generation and costs, as it applies the lessons of experience, the consequences of its efforts are more likely to be still more impressive.
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