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Chapter 3. Credit History

You’ve heard how microcredit started. In a nation long shackled by British rule and wracked by famine, a brilliant and educated man was seized with a desire to strike a blow against the poverty all about him. Defying common sense and the skepticism of his colleagues, he began lending tiny sums out of his own pocket to poor people, which they were to invest in tiny businesses. He demanded no collateral, only the vouchsafe of the borrowers’ peers. The borrowers rewarded his faith with punctual repayment. In time, his experiment spawned a national movement that delivered millions of loans to poor men and women and broke the power of moneylenders.

The hero of this story is…Jonathan Swift, author of Gulliver’s Travels. By the 1720s, Swift was an established man: a writer, a celebrated Irish patriot, and Dean of St. Patrick’s Cathedral in Dublin. About when he penned his satirical Modest Proposal that the poor sell their children to the rich as food, Swift began to aid poor Dubliners by lending them five or ten pounds at a time without interest. Each borrower needed two cosigners, who would become liable for the debt if the borrower missed the required weekly repayments. Swift’s godson and biographer, Thomas Sheridan, penned our primary account:

As the sums thus weekly paid in, were lent out again to others at a particular day in each month, this quick circulation doubled the benefit arising from the original sum. In order to insure this sum from diminution, he laid it down as a rule that none could be partakers of it, who could not give good security for the regular repayment of it in the manner proposed: for it was a maxim with him, that any one known by his neighbours to be an honest, sober, and industrious man, would readily find such security; while the idle and dissolute would by this means be excluded. Nor did they who entered into such securities run any great risque; for if the borrower was not punctual in his weekly payments, immediate notice of it was sent to them, who obliged him to be more punctual for the future. Thus did this fund continue undiminished to the last; and small as the spring was, yet, by continual flowing, it watered and enriched the humble vale through which it ran, still extending and widening it’s course. I have been well assured from different quarters, that many families in Dublin, now living in great credit, owed the foundation of their fortunes, to the sums first borrowed from this fund.

Swift never expanded his lending beyond a side activity. But in the ensuing decades, chairtable societies sprang up in Dublin to pool capital that could be lent to “industrious tradesmen” on the Swift model.
 Among them, the Dublin Musical Society began in 1747 to donate proceeds from its performances to a loan fund. (The Police would do much the same 261 years later during their 2008 reunion world tour, contributing proceeds to the microfinance investment group Unitus.) What was at Originally just one of the Society’s good works, the credit project came to dominate. By 1768, the Society had lent £2–4 at a time to 5,290 borrowers. The big break for the Swift system came in 1823, when, partly in response to a famine the previous year, partly because credit was seen as cheaper than welfare payments to the poor, the Irish Parliament approved an act to formalize, regulate, and encourage such loan funds, allowing them to charge interest and accept savings deposits.
 Freed to operate more commercially, the funds exploded in number and reach. By 1843, Irish loan funds disburse half a million small credits a year, reaching a fifth of families on the island nation. Nearly all the borrowers were illiterate and a fifth were women, the latter figure being impressive for a society whose law gave wives no economic identity separate from their husbands. (Most female borrowers were unmarried.)

For anyone familiar with modern microcredit, the historical parallels in the Irish loan funds—in theory, practice, clientele, and organizational trajectory—are striking. Then, as now, a motivating theory was that small amounts of capital could help poor, self-employed people lift themselves by their own bootstraps. Then, as now, desperation for a response to the twin evils of famine and usury drove the initial experiments. Then, as now, creditors exploited “joint liability”—the backing of peers—to efficiently filter out unreliable people and press for repayment. Then, as now, weekly payments, a short loan term, and aggressive pursuit of non-payers instilled discipline in borrowers and kept the system running smoothly. Then, as now, credit had a life of its own: it took over organizations and spread like wildfire. And then, as now, some critics compared it to the usury it sought to supplant. Of Swift, Samuel Johnson, the master of English letters, wrote: “A severe and punctilious temper is ill qualified for transactions with the poor….A severe creditor has no popular character; what then was likely to be said of him who employs the catchpoll under the appearance of charity?”

Nor are the Irish loan funds the only antecedents of today’s microfinance. In books, manuscripts, even stone tablets that have survived the ages are traces of a rich historical mosaic of arrangements that people have fashioned to help each other borrow, save, and insure. Some arrangements were born out of the spirit of mutual aid, some out of a search for profit, and some out of a philosophy of charity that emphasizes self-reliance. Yet so spectacular has been the growth and elaboration of microfinance since the 1970s—whose history is in the next chapter—that the movement has little sense of its own roots. In fact, modern microfinance did not arise de novo thirty-five years ago. The ideas within it are ancient, and their modern embodiments descend directly from older successes. Microfinance, you could say, comes from old money.
At least one of the ancient pioneers, in her modesty, was willing to forgotten as her good works lived on. “The undertaking which affords most pleasure in the retrospection,” wrote Priscilla Wakefield in her diary, “is the successful establishment of a Female Benefit Club, a work that has engrossed a considerable portion of my time, which I do not lament as I trust that many will reap the benefit of it when I am no longer remembered.”
 (You will be properly introduced to her in a few pages.) But there is always that in forgetting history. Microfinance being older than most enthusiasts and practitioners realize, that begs the question of what lessons history offers. What are the constants and variables in delivering financial services for the masses? How do characteristics of a country, such as wealth and tightness of community bonds, determine which methods succeed? How does modern microfinance, since history never repeats itself exactly, break from the past? What have today’s innovators contributed to the long historical flow of ideas? And what does the past teach about the benefits of microfinance? Not to give away the story, but while the regularly explosive popularity of financial services catering to the poor suggests that they help the poor, history does not strongly suggest that such services end their poverty.
Preliminaries: ROSCAs, ASCAs, and all that

In the last chapter, we saw how the uses of financial services could be placed in four categories, and how, if one peeled away a layer of the onion, the underlying problem was to turn small, frequent pay-ins into occasional large pay-outs. If one peels away another layer, financial services can be seen as solving a more fundamental challenge: ensuring that when money or risk is transferred from one party to another, some basis for trust flows the opposite way. The bank that persuades you it is safe wins your deposits. The neighbor who is convinced that you are reliable may lend you money or co-sign a loan from another. 
The solutions to this problem can be roughly divided into two kinds according to the stance of the provider with respect to the client. In communal or group-oriented provision, people join together for mutual support—lending to, saving with, and insuring each other. Typically they know one another and come from similar stations in life, and this social fabric of trust, interdependence, and peer pressure undergirds the financial linkages. All members are clients and all members are providers.

By contrast, in individual provision, one party delivers a service to another (or a group of others) often of lower standing. Individual provision can take place commercially or charitably; interest rates on individual loans, for example, can range from exorbitant to nonexistent. But even individual services require a foundation of trust. In general, the parties forge this trust from some combination of institutional reputation, knowledge of the client, collateral, cosigners, and legally enforceable contracts. The communal-individual distinction is not perfectly sharp; in fact, several examples we will encounter in the history have elements of both. Still, it helps to frame the history.

Before we look back in time, it is worth describing the most widespread financial arrangements among poor people today, for what is universal is probably ancient. Not surprisingly, one of these is borrowing money from friends and relatives. Recourse to moneylenders is also common—though moneylenders will not lend to people who seem too poor to repay, so that avenue is not open to all. The most universal communal arrangement is, to use the academic label, the Rotating Savings and Credit Association (ROSCA). As ROSCAs are found in slums and villages on every continent, they have a hundred names. In India, for example, they are commonly called chit funds, but also kuri, which hearkens back to the use of cowry shells for money.
 In a standard ROSCA, every member pays into a pot on a regular basis—for example, fifteen people could contribute weekly. Members take turns claiming the pot. For a woman who receives it early in this fifteen-week cycle, a ROSCA resembles a loan, since she receives a large pay-out and then must steadily pay back in. For those who come last, a ROSCA is a savings account. But if the cycle repeats long enough, even this distinction may blur into a rhythm of small pay-ins and occasional large pay-outs. ROSCAs have the virtue of simplicity: they are easy to understand; their operations are transparent; and no shared funds accumulate under someone’s care, squelching the temptation to embezzle.
 Perhaps precisely because ROSCAs require so little record-keeping, they hardly appear in the historical record.

If the major advantage of ROSCAs is transparency, their major disadvantage is rigidity. It is the rare group of 15 in which all members need to save or borrow exactly the same amount, on such an inflexible, synchronized schedule. This is why people have devised more-complicated arrangements. Burial clubs, for example, accumulate contributions in order cover funeral costs of members. Scholars today call all arrangements in which some funds collected are not immediately disbursed Accumulating Savings and Credit Associations (ASCAs).
 Unlike in ROSCAs, some funds are entrusted to the group’s officers, producing an informal bank. This simple change unleashes a dizzying variety. The accumulated funds can be lent out to members or non-members on various terms, under various rules of governance. Funds can be put in a bank. They can go into a pool for life insurance, as in burial societies. Some ASCAs allow different members to contribute different amounts, paying dividends or interest to members in proportion to their contributions. The rights to a given weeks pay-out can be auctioned, the proceeds going into the general fund. ASCAs are more complex and burdensome to manage, and harbor more opportunities for fraud. But many people have formed and joined them through the ages for the added flexibility.
 Probably because of the greater need for formality and recordkeeping, the grab bag of forms we call ASCAs have left more traces for historians. 

The ancients
The world’s oldest financial profession must be moneylending: back in the mists of time, someone with more cash than she needed lent it to someone with less than she needed, in exchange for the promise of repayment and a fee. Mathematically, the shuttling of money back and forth is symmetric. But usually the power relationship is asymmetric. The borrower’s difficulties—perhaps finding enough to eat—put her in the weaker negotiating position. In all-too-common cases, the power relationship is so lopsided as to be exploitative, which is why moneylenders have been despised through the ages, even outlawed in religious teachings. Yet however hated, moneylenders have persisted because they meet a need. Often the calumny heaped upon them was a kind of scapegoating, and not infrequently racist. And it was from the moneylenders operating in the tight-knit souks, bazaars, and trade fairs that the merchant bankers descended—in India in the first millennium before Christ, and in Europe in the Medieval era. These banks arose to finance and insure the far-flung expeditions of traders, whose increasingly dense commercial networks made modernity possible.

Through most of history, the primary goal of developments in financial services for the masses appears to have been liberation from moneylenders. One was strategy was the communal one, forming groups for mutual financial support in order to reduce reliance on the profit-seeking moneylender. Homer told of the eranos, a communal meal in which all participants contributed a share of the food; that sense of mutual obligation carried over to a later meaning of eranos, a custom in which a person in need could make the rounds of his friends, imposing upon each to lend him small sums. The borrower understood that his friends could one day reciprocate the imposition. From there, eranos loans seem to have taken more institutional forms in Athens. While the evidence is fragmentary enough to leave room for scholarly dispute, it hints that a single individual would borrow from a group—perhaps a businessman from his creditors and customers. Such debts had formal legal status, meaning that they could be pursued in court. Interest might not be formally charged but repayments could be required to exceed the original loan amount, which allowed Hellenistic Jews, for example, to circumvent biblical prohibitions against interest.
 An entry in the dictionary-thesaurus of the 2nd-century Greek Julius Pollux implies that repayments were made in regular installments, rather than in a lump sum at the end of the term.
 

Ancient Greeks and Romans also organized burial clubs, whose members shared a trade or deity of worship. In addition to relieving worries that funeral costs would compound the distress of bereaving families, the societies served as social clubs that would, say, gather to dine once a month.
 According to one Victorian writer, “These meetings not only provided relief from the daily round of work; they also provided friends and associates for mutual support, an opportunity for recognition and honor, a vehicle by which ordinary men could feel a sense of worth.”
 So prevalent were the societies in the years after Jesus that some Greeks and Romans mistook early Christian groups for burial societies.

In Medieval Europe, gilds took on some of the functions of burial clubs. In England in the early 1600s, after the guilds disappeared, “friendly societies” began to form. The first were probably burial societies, although they diversified as they multiplied over the ensuing 300 years (see the next section). There are references to “long-life loan companies” in 19th-century China. Similar institutions no doubt formed around the world.

Another old response to moneylenders has been to undercut them on a charitable basis, lending at low or no interest. The first recorded examples of such individual financial service with social purpose appear to date from about 1500. In 1462, the Franciscan friar Michele Carcano, having returned from the Holy Land to the town of Perugia on the Italian peninsula, made a fiery public speech against Jewish moneylenders and bankers. These financiers interpreted their religious law as allowing the charging of interest to those outside their faith. To displace the Jewish financiers, the town’s Christian elite established a monte di pietà, a “mount of piety”: a pawnshop backed with charitable capital. In time, monte sprouted up throughout Italy and much of Western Europe. Fortunately, their anti-Semitic bark proved worse than their bite: the Pope himself turned out to be an important patron of Jewish bankers in more than one sense, absolving of sin any town government that allowed Jewish banking to continue after the arrival of a monte.
 Meanwhile, in England, bequests for charitable loan fund began appearing in the wills of the wealthy around 1500. The majority of these funds for loans were dedicated to supporting young entrants into the benefactors’ trades—weaving, haberdashery, and so on. But a significant minority were dedicated to the indigent to “easse ther nede and payne,” as instructed in the will of one John Terry, a former mayor of Norfolk who died in 1524.

Thus by the time of Jonathan Swift, lending was well established in English charity. Since Swift spent years in England, it seems unlikely that he formed the idea on his own. A separate strand of evidence suggests that another ingredient in Swift’s system, the use of cosigners for small loans, was also common in his milieu. For as he began lending in the Irish capital to tradesmen with two co-signers, so did the Royal Bank of Scotland in the Scottish capital. In extending its credit, the upstart Edinburgh bank, just two years old, also accepted as security the signatures of two or more “sureties” or “co-makers.”
 From today’s perspective, the use of cosigners is particularly significant because joint liability undergirds many microloans. For the RBS, making the debt collectable from more people naturally made the debt more collectable. But more subtly—and probably more importantly—it put the cosigners to work on behalf of the lender. They had to judge whether the primary borrower was reliable and they would go after him if he disappointed their trust. Notably, while the RBS’s lending appears in the history books as a novelty, that may have been less for the use of sureties than for the offering of a flexible line of credit instead of a loan with fixed disbursement and payment terms. According to an account written a century later, “cash credit” began this way in 1729:
A metropolitan shopkeeper…found himself at times in the possession of more than a sufficient supply of ready money to carry on his trade, the overplus of which be consigned to the care of the neighbouring bank. But on other occasions, by reason of the length of the credits given to his customers, his money became so scarce that after exhausting his bank deposits, he still felt himself in difficulties. Several dilemmas of this kind having occurred…he was prompted to make a proposal of a novel nature to the bank; to the effect that, if it would accommodate him in straits with small loans, he would always shortly afterwards make up such debits, and that the parties should come to a balancing of accounts at periodical intervals. It seems this novel plan was acceded to. A cash credit, or liberty to draw to a certain extent, was instituted…; and thus originated a system which has been of immense benefit to bankers and traders, and is now followed over the whole of Scotland.

The young bank was eager to accommodate the shopkeeper because it saw the credit lines as a way to increase the circulation of its currency, thus its business; in Scotland, banks issued their own currencies, all denominated in pounds. Cash credit became another of those financial innovations that took and spread—in this case, across Scotland and then into England under the name of “overdraft.”
 Just like flagship microcredit programs today, the joint liability–based system boasted extraordinarily low loss rates. One expert told a British parliamentary commission in 1826, “The Bank of Scotland, I am sure, lost hardly anything in an amount of receipts and payments of hundreds of millions: they may have lost a few hundred pounds in a century.”
 And some observers saw the system as central to the economic success of the people: Henry Wolff, a leading writer on writer on credit for the masses, recounted in 1896 that
A friend of mine was travelling in one of the northern counties of Scotland, and there was pointed out to him a valley covered with beautiful farms. My friend was an Englishman, and his companion, who was a Scotchman, pointed down the valley and said, ‘That has all been done by the banks,’ intimating his strong opinion that but for the banking system of Scotland (the cash credit) the development of agriculture would be in its infancy compared to what it is now.

That the use of two sureties garners little mention in story of cash credit’s genesis suggests that it was not the central novelty, and that the two-surety formula goes back further. Swift’s simultaneous use of an identical formula does too. Indeed, the notion of surety itself is ancient. A passage of the Book of Proverbs that was probably written before the Jews left Egypt warns (presumably out of bitter experience) that “A man is without sense who gives a guarantee and surrenders himself to another as surety.”

Swift, then, clearly drew on ambient ideas in arriving at his system for lending to the poor. His effort, though, appears to be the first on record that combined four elements that are central to much of modern microcredit: a charitable motive; the requirement of a regular repayment schedule to make thrift habitual; an approach that was individual rather than communal, in that banker was clearly better off than the banked; and an approach that was yet communal to the extent that it leveraged bonds between signers and cosigners to assure repayment. As well as anyone, Swift deserves the title of originator of microcredit. 

Charitable deposit-taking and lending in the British Isles

The economic transformation of Europe in the 18th and 19th centuries brought innovations in many aspects of the lives of the masses, including financial services. Like the Industrial Revolution itself, many of the innovations originated in the British Isles, the first territory convulsed by the Industrial Revolution. Perhaps never again will one small part of the world incubate so many innovations in financial services for poor people.

The industrial revolution created new pressures to aid the poor and new ways to do so. Mechanization depressed the prices of goods such as cloth and flour, throwing traditional artisans out of work. There arose a new class of factory workers who earned pittances next to their capitalist-employers’ fortunes. Enclosure of once-common lands accelerated the flight to towns and cities of erstwhile subsistence farmers. In the early 19th century, advances in sanitation and hygiene lowered the death rate and unleashed the population explosion that so worried Thomas Malthus. In England, the billowing of the ranks of the poor led the government to expand an Elizabethan welfare program called the Poor Laws. The rising cost of the policy and fear of unrest among the “lower orders” spurred a search among the elite for more constructive and long-lasting responses to poverty. In the realm of financial services, the experiments all began small, but several gained legal recognition and grew. 
Swift’s charitable loan system was effectively one of those experiments. As recounted, though Irish loan funds originated in the 1720s, before industrialization, they gained national significance in Ireland after the passage of a law in 1823 giving them legal standing. Within 20 years, they had reached a fifth of Irish families. But then twin disasters sent the Irish loan funds into a long decline. The great potato famine struck in 1846–48, killing a million people and sending an equal number overseas. And new legislation, perhaps pushed by conventional banks threatened by the high rates the funds paid on deposits, lowered the cap on their lending rates from 13.6 to 8.8 percent a year, which squeezed their earnings.

Friendly societies, mentioned before, were another vein of development, which the British government regulated—but never thwarted—through a succession of parliamentary acts beginning in 1793. The laws helped friendly societies mutate beyond their burial society roots into other varieties—a royal commission studying the matter in 1870s catalogued 13 distinct types.
 Some societies, for example, made loans out of funds accumulated. Others were “collecting societies” that helped people save. These would “send volunteer officers about to collect, as a labour of love, the pence and twopences which workmen receive, and which, without collectors to carry them into safety, they so often manage to fritter away.”
 A 1905 census of friendly societies found 30,000, with 14 million members and £50 million on hand.

One type of organization was treated by British law as a friendly society, yet was distinctive. Building societies, also called co-operative savings and loan associations, helped members buy land and houses. Members’ regular contributions built up a fund from which loans were made with interest; the profits were then divided among members. As mortgages, the loans were secured by collateral, the property whose purchase they financed. This aspect set building societies apart from most friendly societies, whose loans tended to rely on peer pressure and trust for security. By the same token, building societies probably formed among somewhat better-off people, those ready to join the propertied classes. The earliest reference to a building society occurs in 1795, in the city of Birmingham.

A final and important variety of financial service developed by the British was the savings bank. Some have traced the idea to writer Daniel Defoe. In addition to Robinson Crusoe, he wrote an Essay upon Projects, which in 1697 set forth many ideas for bettering society, including a “pension office” that would offer burial society–like insurance for old age and disability.
 The earliest institution on this model may have been formed in the German city of Brunswick in 1765, to serve craftsmen and servants; it was more certainly followed by others in Hamburg, Berne, and Geneva.
 These banks resembled modern savings banks to the extent that they took in money (rather than lending it out), and did so on an individual rather than communal basis.

Proper savings banks for ordinary folks, which allowed deposits to be taken in or out at any time, appeared in England around 1800. And they began as a charitable venture. Philosopher Jeremy Bentham had in 1797 called for the formation of “frugality banks” to cultivate thrift among the poor. He criticized the main alternative, friendly societies, on many grounds. They were liable to overestimate the contributions needed to cover the promised burial benefits; or underestimate, resulting in bankruptcy. They were prone to disagreement, dissolution, and embezzlement. They gathered at public houses, which often required them to spend and imbibe in exchange for meeting on the premises. “Choosing a tippling-house for a school of frugality, would be like choosing a brothel for a school of continence.”
 Within ten years, the equally influential Malthus concurred in an edition of his Essay on the Principle of Population. He pointed to savings banks as a way to encourage thrift and self-sacrifice among the poor, which would induce them to better their material lot, delay marriage, and have fewer children. “It would probably be essential to the success of any plan of this kind, that the laborer should be able to draw out his money whenever he wanted it, and have the most perfect liberty of disposing of it in every respect as he pleased.”
 Sure that he could get his money it out, the depositor would be more ready to put it in.

As intellectual giants inked ideas, others acted. In 1798, Priscilla Wakefield—a reader of Bentham, a grand-daughter of the Barclay, and the one heroine in this history—started a Benefit Club in Tottenham, north of London. It accepted tiny increments of savings from poor children.
 Anticipating Stuart Rutherford by 200 years (see chapter 2), she noted that “It is well known to those who are conversant with the affairs of the labouring classes, that it is much easier for them to spare a small sum at stated periods, than to lay down what is sufficient…at once.”
 Her diaries reveal sentiments that would probably be familiar to later pioneers of financial services for the poor: the frustration of persuading others of her vision before it is realized, and the pride of making the case through success.
 She expanded the operation to adults in 1801, with several wealthy individuals guaranteeing the safety of deposits. The Benefit Bank took deposits as small as a shilling and paid 5 percent on complete pounds accumulated.
 The first depositor in this, arguably the first savings bank, was “an orphan girl of fourteen, who placed two pounds in it, which she had earned in very small sums, and saved in the Benefit Club.”

But it was in Scotland that savings banks first took off, thanks to parallel efforts of a minister, Henry Duncan, and the son of a banker in Edinburgh, a Mr. J.H. Forbes. Banks on Duncan’s plan had elaborate rules for memberships, savings amounts, and interest rates, contortions intended to make the banks legal “friendly societies” under the 1793 law. The Edinburgh model was more streamlined and eventually prevailed, ironically thanks in part to Duncan’s fervent advocacy for a new Scottish law to put savings banks on firm legal ground.
 The Scottish savings banks paid interest, which they earned by putting their deposits in conventional banks. After spreading across Scotland, savings banks, like cash credit, moved south. The Edinburgh Review wrote in 1815:

We are happy to understand that Savings Banks are spreading rapidly through Scotland; and we expect soon to hear the like good tidings from England, where such an institution is of still greater importance. It would be difficult, we fear, to convince either the people or their rulers, that such an event is of far more importance, and far more likely to increase the happiness and even the greatness of the nation, than the most brilliant sum of its arms, or the most stupendous improvements of its trade or its agriculture.—And yet we are persuaded that it is so.

Coming shortly after the British victory at Waterloo, that was an impressive claim.
Within the United Kingdom (including Northern Ireland), the number of savings banks climbed steadily, peaking at 645 in 1861, at which time they held 1.6 million accounts.
 And savings banks went global almost as fast as microfinance today: by 1820, seeds had propagated and bloomed in the Netherlands, France, Germany, Switzerland, the United States, and Australia.
 In Germany, municipal governments became particularly active as guarantors for savings banks (sparkassen); by 1900, they backed most of the 2,685 in operation.

For the servants and laborers who used these banks, the prospect of saving to pay for a wedding, say, rather than borrowing for it, must have been attractive, for it eliminated the stress of debt. But if savings banks reduced the danger of debt entrapment, they put a new risk in its place: what if fraud or incompetence at the bank stole the modest, hard-earned sums away? Private savings banks therefore had their critics too. One constructive remedy, first proposed in 1807 by a British Member of parliament, and finally pushed through in 1861 by Chancellor of the Exchequer William Gladstone, was for the post office to accept savings. The post office was already in the money transfer business, handling millions of small orders a year. Its 2,000 branches gave it vast reach. And its official status would earn the trust of depositors. The British postal savings system succeeded as envisioned. It reached a million accounts in 1869, 2 million in 1880, and 10 million in 1906. Many of the private savings banks shut down, though the survivors grew enough to stabilize the tally of accounts at private institutions. Gladstone, whose career included four stints as Prime Minister, would list the savings banks system as one of his greatest achievements.
 Today, postal savings banks too are a global phenomenon (see chapter 4).

Cooperation on the Continent

In continental Europe in the first half of the 19th century—the milieu that incubated the egalitarian revolutions of 1848 and the radical ideas of Karl Marx—there was much thinking and experimentation around ways to put bits of capital in the hands of the laboring classes. France, Germany, and other nations had analogs to friendly societies and imported the building society and the savings bank. But the most important development in financial services for the poor, the credit cooperative, was more indigenous. Although it too could claim British intellectual roots, it was more intensely communal than anything that flourished in the British Isles, perhaps because farming villages in what is now Germany were themselves more tight-knit. Perhaps that is also why this continental innovation became the ancestor to the experiments a century later in group-based credit in South Asia, another region of tightly knit villages.
The intellectual father of the credit cooperative movement was a religious and prolific German writer named Victor Aimé Huber. Born in 1800, Huber attended a Swiss school from age six to sixteen, during which time the Welsh industrialist Robert Owen once visited to talk about his experiments in cooperation. As manager and part owner of a factory mill in New Lanark, Scotland, Owen and his fellow investors, including Jeremy Bentham, had reduced the profit they extracted from the enterprise in order to leave funds for the company to spend “on the education of the children and the improvement of the workpeople at New Lanark and for the general improvement of the conditions of the persons employed in manufactures.” This emphasis on the moral responsibility of the capitalist made Owen a founder of socialism (and foreshadowed Muhammad Yunus on “social business”).
 Others would extend Owen’s ideas to starting cooperatives stores, most notably in the English town of Rochdale in 1844. These made workers not just deserving beneficiaries of capitalist charity but capitalists themselves. Members of the Rochdale cooperative store contributed small amounts of their own money to build up the equity base. The store bought goods in bulk to lower the price, retailed them, then distributed any profits to members.

Influenced by his early encounter with Owen and later travels in England, Huber came to the idea of a cooperative that would pool capital not to purchase goods, but to lend back to members. He began advocating the idea in writing by the late 1840s. The first practical realization came in Belgium, in 1848, but it was in Germany that the idea really took. Donald Tucker, a perceptive historian of the cooperative movement, wrote in 1922 that it was perhaps “inevitable that Germany should become the cradle of the cooperative .banking movement.” The population was large and dense; class lines were sharply drawn; people lived concentrated in villages of a hundred or more inhabitants. “Not only did Germans know to what social class they belonged, but outside of the great cities each German had also a definite place within a local group.” These dense and strong social structures were perhaps the dominant source of individual identity and status—as distinct from the individualist values of advanced consumer societies—and they provided a foundation for a way of giving credit through groups of interdependent borrowers.
 Much the same might be said of Asian societies built on irrigated rice, including today’s Bangladesh.

However inevitable, the rise of credit cooperatives in Germany had its visionary heroes. As usual in this history, they came from affluent backgrounds and sought energetically for practical remedies to the suffering they saw around them. The first was Franz Hermann Schulze-Delitzsch. He spent a brief time as a member of parliament in the late 1840s, but the contention was fierce between the forces of liberal democracy and autocracy and his enemies (on the side of autocracy) eventually drove him out of any employment. In 1850, with memories fresh from the famine winter of 1846–47, he founded his first credit cooperative, in the Saxon town of his birth, Delitzsch. He copied a two-tiered English structure he apparently learned about through Huber: wealthy, honorary members bolstered a loan fund that lent to poorer members. But the loans were not repaid, the rich members lost their money, and the thing fell apart.

As it happened, two friends of Schulze-Delitzsch, a Dr. Bernhardt and a tailor by the name of Bauerman, founded a credit cooperative at the same time in nearby Eilenburg, which differed in excluding the upper class of benefactors as members. Funds came from two sources: the poor members’ own, regular and modest contributions to share capital, which gave them democratic ownership and control of the cooperative; and loans taken from wealthy outside individuals or institutions, for which all members accepted full liability. In theory, if 90 percent of borrowers defaulted and disappeared, and even if the remaining 10 percent had never borrowed from the cooperative and owned tiny shares of it, the outside creditors could go after that remaining 10 percent for the full amounts of the original loans. Schulze-Delitzsch would later advocate this strong liability as necessary to attract outside capital, and many Germans accepted it. Out of the capital so obtained, the Eilienburg cooperative lent to individual members on the Scottish cash credit system, in the sense that two neighbors typically cosigned with a borrower. By 1852, the Eilenburg cooperative had 586 members and had made 717 small loans. Two years later, it had borrowed from external supporters 26 times its own share capital. That degree of leverage Schulze-Delitzsch later judged too high, but it demonstrated the credibility the cooperative had quickly earned among benefactors. Schulze-Delitzsch learned copied and promoted this model. The core innovation—drawing in benefactors only as creditors, and that via the power of joint liability—was the germ of global cooperative movement. It is also the kernel of modern group-oriented microfinance. “Your own selves and characters must create your credit,” Schulze-Delitzsch wrote, “and your collective liability will require you to choose your associates carefully, and to insist that they maintain regular, sober and industrious habits, making them worthy of credit.”

In the refined model of Schulze-Delitzsch’s “people’s bank,” loans were usually made for three to six months—in theory only for investment in members’ businesses. “Never borrow for consumption, as is frequently the case with wage-earners who render themselves liable to default,” Schulze-Delitzsch admonished; no doubt some members did just that anyway, given the fungibility of money.
 At any rate, once fired by his initial success, Schulze-Delitzsch became an “economic missionary,” the Muhammad Yunus of his era. “[H]is striking personality, his convincing eloquence, his invincible faith in his own cause, and his truly contagious enthusiasm made him an almost ideal propagandist,” according to the Englishman Henry Wolff, who through his own writings did more than anyone to spread credit cooperation beyond Germany.
 People’s banks proliferated across Germany over the next several decades, and into other countries. Russia, for example, had 3,300 people’s banks by 1913.

Another German, Friedrich Wilhelm Raiffeisen, also left a strong imprint on credit cooperation. He also began experimenting in the 1850s, but did not settle on a model until 1864, giving him ample time to learn from Schulze-Delitzsch’s success. While Schulze-Delitzsch geared his cooperative to urban workers and shopkeepers, Raiffeisen worked with poorer farmers. From his point of view, the Schulze-Delitzsch requirement that members buy shares excluded the truly poor; and while the 3–6 month loan periods may have suited shopkeepers whose inventory turned over quickly, they were ill-matched to the annual rhythm of the harvest and the gestation of livestock investment. So Raiffeisen’s cooperatives did not make people pay anything to join. All capital was borrowed from outsiders through the assurance of joint liability. Still, members were to deposit savings even as they repaid their loans, so that the cooperatives could eventually free themselves from outside credit. The terms of loans to members could extend to two years or more. A final difference, in conception: Raiffeisen founded his cooperatives on what he saw as fraternal love among Christians (with at least implied resentment of the typically Jewish moneylenders). An important purpose for him was moral uplift.

Raiffeisen’s “village banks,” as they were sometimes called in English, spread slowly at first, not taking off until 1880. But by 1913, there were 16,927 rural village banks, against (in 1915) 980 of Schulze-Delitczsch’s urban people’s banks.
 Raiffeisen’s variant also dominated in the spread of the co-operative movement to the rest of Europe, the Americas, and Asia.

One hot controversy within the international credit cooperation movements was over the merits and demerits of the unlimited liability of members for the debts of their peers. Several foreign adaptations of the German systems rejected unlimited liability. In Italy, a Jewish banker named Luigi Luzatti started his Banca Populare sitting at a table on a sidewalk in Milan in 1866. His people’s banks were organized as cooperatively owned joint-stock companies, meaning that members’ responsibility for losses on lending operations were capped at whatever capital they paid in. In principle, this limitation on liability of shareholders made it easier to attract share capital but harder to attract creditors, since the latter could only go after the bank, not its member-owners, in the event of default. In practice, Luzatti succeeded not only in launching his own bank but in inspiring hundreds of others on the Italian peninsula. The legal change also made his banks more like conventional banks, with the persisting, crucial difference that cash-credit–type joint liability allowed the bank to take character as collateral.
 The approach that spread in North America in the early twentieth century from the work of Quebecois Alphonse Desjardin was also joint-stock.
 Meanwhile, cooperatives were introduced in Britain and Ireland, but never took off.
 Perhaps cultural differences lay at the root of these mutations and failures. People in more individualistic cultures may hesitate more to accept full liability for the debts of others.

One instance of the spread of credit cooperation deserves special mention. In 1904, seeking ways to quell unrest and following a recommendation of the Indian Famine Commission, the British government of India enacted a law to support credit cooperatives. It offered three-year interest-free (thus subsidized) loans to the cooperatives in order to start them, on the condition that founding members bring an equal sum to the table in savings.
 As in Ireland in 1834, the enabling law led to an explosion of activity. One important figure in the story is William Gourlay, a top British official in the state of Bengal—modern-day Bangladesh. To prepare for his duties as registrar of credit cooperatives in Bengal, Gourlay visit and studied cooperatives in Europe for a month.
 In 1906, he put the principles of cooperative credit in his own words, giving us a conceptual bridge from German innovations in the 1850s to the microcredit that would surface in the Bengal territory in 1970s:

In Germany [a system for providing services] has been found in Co-operative Credit Societies, and in India an attempt is being made to create a similar organization. This system aims at capitalizing the honesty of the villages….We want, therefore, to teach the people to amalgamate this village credit and jointly borrow a sum sufficient to meet the needs of the whole village. The capitalist does not know which cultivator is good for [5 rupees] and which for [100 rupees].It is the villagers alone who have all the information.

…

A man is not tempted to spend…more than he can afford when he has to run the gauntlet of public opinion, and the village will not lend him more than he can repay when they realize their joint responsibility.

By 1946, just before independence, Indian cooperatives had a recorded 9 million members.
 But for all their apparent growth, the groups did not always work as intended. Henry Wolff, who had done much bring about the 1904 Act, in 1927 bemoaned the “dry rot” of high default rates and corrupt local administration.
 In Burma, also part of British India, the system peaked above 4,000 cooperatives around 1925. There, a government report worried that “societies were being registered too easily,…loans…were being made too easily [and] repayments have become slack.” Sure enough, the Burmese system collapsed into a mound of bad debts just before the Depression. A 1929 investigative report, as summarized recently by Australian economist Sean Turnell, concluded that “‘excessive leniency’ was the order of the day. Worse, ‘fictitious figures’, ‘paper adjustments’ and the granting of new loans so that defaulters could pretend to repay old ones, were measures commonly resorted too…[S]uch practices ‘could not have persisted and reached the dimensions it did unless connived by everyone concerned’.”
 In retrospect, the weakness of the Indian cooperative program grew out of the corruption of the colonial arrangement. Partly out of fear of unrest, the government worked harder to push subsidized credit than to hold the conveyors accountable for businesslike performance. (It would not be the last Indian government to behave this way: see Chapter 4.) Meanwhile, buried resentment fomented, and cultural distance obscured, the subversion of the program’s intent. Nevertheless, the idea that one could help the poor with loans remained.
Small Loans for Profit in the United States

Americans were quick to copy European innovations in finance. The Massachusetts legislature chartered the first American savings bank, in Boston, in 1816.
 The first building society started up in Philadelphia in 1836.
 American friendly societies also formed over the 19th century under obscure names such as “The Ancient Order of Hibernians” and “The Improved Order of Red Men.”
 Early in the 20th century, serious efforts were made to introduce two more models, one based on the European credit cooperatives, the other on the more individual approaches of the British Isles. One grew steadily and the institutions it spawned thrive to this day; the other soared spectacularly and then disappeared just as fast—a pair of trajectories that once again point to how evolving national characteristics shape the uptake of financial services for the masses.

Americans encountered credit cooperatives several times in the 19th century, but did not embrace them. In 1864, German-immigrant followers of Schulze-Delitzsch started a cooperative in New York City that was meant to provide credit, among other services. In Massachusetts, state senator Josiah Quincy introduced a bill in 1870 to give cooperatives legal standing, after learning about cooperation from his uncle, who had translated writings of Schulze-Delitzsch into English. Quincy’s motion failed after it was decided that such organizations could be set up under current law. But they never were. In 1907, William Gourlay accompanied Edward Filene, the Bostonian entrepreneur who invented the bargain basement, on a long tour through Bengal, which allowed Gourlay to inspect the new cooperative banks and show them to Filene.
 Filene later visited President Theodore Roosevelt to advocate a similar system for the U.S.-controlled Philippines, and followed up with copies of Gourlay’s writings. But he did not propose it for the United States proper.

Pivotal figures in the final, successful arrival of credit cooperation in North America were the Canadian Alphonse Desjardins and the American Pierre Jay, both of whom learned much about European cooperatives from the writings of Henry Wolff. Desjardin was atypical of the visionary founders in this history in that he grew up poor; he was typical in that he devoted years of his life to an obsession that many of his associates must have thought benighted. He founded his first joint-stock cooperative, a caisse populaire, outside of Quebec in 1901. Its first deposit was 10 cents. Within six years, it had made $200,000 in loans without losing a penny. By 1914, 150 caisses populaires had been started in Canada. Meanwhile, Pierre Jay, a Massachusetts banking regulator who descended from the first U.S. Supreme Court Chief Justice John Jay, became hooked on cooperation after he stumbled upon a book by Wolff in a public library in 1906. He soon learned of Desjardin’s work, then collaborated with him to finally get enabling legislation through the Massachusetts legislature. In time, Filene joined and even led the U.S. credit cooperative cause, motivated by his own progressive passion—he gave his employees paid holidays, free medical care, and a savings and loan association—and his desire as a Jew to put the lie to anti-Semitic slurs about usury. U.S. credit unions—typically called that instead of “cooperatives” to emphasize the formal democratic governance that become necessary when groups expand from a few dozen to a few hundred—boasted 2.8 million members by 1940.
 Today in the United States, credit unions are found at many large employers, including the federal government, and have some 90 million people.
 But perhaps because of America’s affluence and individualism, the group-based approach to lending never became as prevalent in the United States as it did in Germany. Credit unions may be jointly governed by their members but they serve the members individually.
Another effort that seems to embody a more individualistic American style harked back to Scottish cash credit. In 1910 a lawyer in Norfolk, Virginia, named Arthur Morris founded and an unusual kind of for-profit bank. Under the “Morris Plan of Industrial Banking,” which his bank naturally implemented, a person producing two sureties (or “co-makers”) could borrow a sum as small as $100 and repay it in weekly installments over the course of a year. The interest rate worked out to 17 percent per annum, making the Morris Plan an attractive alternative to loan sharks, who were seen as a major social menace.
 After Morris’s enterprise had obviously succeeded, a former associate named David Stein sued, claiming that Morris’s Plan was in fact Stein’s. Ironically, by forcing evidence into the courtroom, the paternity dispute exposed the European roots of the Plan. The judge ruled against Stein, concluding that even if one could patent such financial services, the ideas predated Stein—here citing Wolff’s writings submitted into the record.
 A pair of co-signers and weekly repayments were not new ideas.
The Morris system demonstrated again the explosive power that can be released by combining such established ingredients with business savvy. It also demonstrated the controversy inherent in for-profit lending to the poor. By 1931, Morris had built an empire: 109 banks in 142 cities making $220 million in loans per year. At one of the larger banks, “co-maker” loans averaged $183 in 1925, rising to $271 in 1939. Dividing a representative figure of $200 per loan into $220 million in total lending suggests that Morris banks served a million borrowers.
 Industrial banks unaffiliated with but modeled on the Morris Plan also sprang up. Yet across the northern border, Desjardins decried the Morris banks as nothing “but a huge money-making concern devised to insure to the promoters a good business proposition, at the expense of the public.”
 That remark that could slip unremarked into modern debates. Muhammad Yunus, for example, has defined “microfinance” to exclude for-profit, investor-owned lending.
 For Desjardins, as for Yunus, turning a profit for outside investors, as distinct from member-owners, extinguished the soul of the small loan business.

But Morris plowed ahead. His banks worked with retailers to provide installment credit, becoming for a time the country’s largest source of consumer credit.
 Morris’s success helped provoke mainline commercial banks into direct competition. In 1928, after prodding from the Russell Sage Foundation, New York’s attorney general succeeded in driving the loan sharks out of business. But people still needed credit, so the attorney general pleaded with leading banks to adopt the proven small loan business model. National City Bank of New York, the country’s largest bank and ancestor of Citigroup, heeded the call and started a midtown Manhattan office offering loans of $50–1,000 to salaried workers.
 The move created a sensation. “500 Workers Seek City Bank’s Loans,” ran a New York Times headline after opening day.

But in the years after World War II, Morris’s Plan—if not the banks themselves—fell victim to the country’s rising affluence. Today, most Americans no longer need to bind their peers into joint liability to obtain credit, and so they don’t.

Learning from history

Behind every paragraph of this history lie a thousand lost stories, of individuals who pondered, doubted, experimented with, evangelized about, or used particular financial services. But if many stories are lost, a handful of lessons can still be learned, about what to expect from financial services for the masses and how to support them.

First, rich and poor alike want access to ways to save, borrow, and insure. They find ways, however rudimentary, whether through cooperation or charity, to meet the need. And as societies have changed, so have the available services. 

Second, if the need for services is a constant, the ascribed purpose is not. Swift wanted his loans invested in productive uses. Priscilla Wakefield wanted to teach savers thrift, so they would not dissipate their earnings in gin. Schultz-Delitzsch was galled by famine. Raiffeisen’s vision of the cooperatives was imbued with a strong dose of Christian fellowship. Gourlay saw the chief problem as helping people surmount major expenditures without falling into slavery to moneylending landowners. In Medieval Italy, Carcano saw the problem of usury through an anti-Semitic lens, as others have since. Most of these figures saw some part of the truth and perhaps none saw all of it. In general, poor people shoulder many concerns and struggle creatively to make the most of what they have to achieve them. New financial services give them new options in this multipronged pursuit. The second lesson, then, is about the danger of ideology when it comes to understanding how those served use the services.

Third, it is far more common to copy ideas in finance than to invent them. Most of the techniques of today’s microfinance, such as sureties and high-frequency repayments, go back millennia. It is natural to see the heroes of microfinance as inventors. It is more accurate to appreciate that microfinance success stories (like most invention successes, actually) involve observing, borrowing, thinking, tinkering, creating, publicizing, and propagating—sometimes all by the same person, sometimes not. Perhaps the rarest heroes in the history of finance for the masses are those who actually bought it to the masses en masse, who found ways to operate on a large scale, thanks to vision, leadership, management ability, and attention to bottom-line practicalities. Whether or not they sought profit, they were good business people, a perspective to which we will return in Chapter 5.

A fourth lesson is about the role of government. Most of the historical success stories are of private initiatives. The British postal savings bank system appears to be an important exception, showing that sometimes government agencies can be made to operate in business-like ways.
 But some of its modern imitators in developing countries have problems, as savings of illiterate clients disappear in the hands of corrupt clerks.
 Without suggesting that postal savings is hopeless in poor countries, it appears that governments have generally done better by legalizing and regulating private initiatives than by pursuing public ones. The Irish loan funds, the British friendly societies, and the Scottish savings banks thrived after laws formalized their status.
 Morris succeeded in part because he prevailed on U.S. state governments to grant his unusual banks legal charters by stretching existing rules or enacting new ones.
 Of course, sometimes the political winds blew against such financial institutions, leading the legislative hand to quash. Legal changes in Ireland brought down the movement there; in Germany, the “Iron Chancellor” Otto von Bismarck fought less successfully to contain the grass roots cooperative movement, which he saw as threateningly independent.

Another lesson from history explains why much of the history was forgotten: national economic success is the natural, happy enemy of financial services for the poor. Thus the generation of Americans who participated in the microfinance revolution beginning in the 1970s never crossed paths with “industrial banking.” Similarly did affluence bring the ultimate end to Irish loans system in the 1960s and force the American credit unions and German cooperatives to turn into more-conventional banks.

Meanwhile, if history makes obvious that economic success affects the use of financial services, its verdict on the opposite direction of causation—on whether delivering financial services to the poor reduces their poverty—is muted. As Thomas Dichter, a long-time practitioner and evaluator of microfinance, has pointed out, no country that is today rich got that way through tiny loans or tiny savings accounts for families with tiny incomes.
 The robustly developed Irish loan funds of the 1840s were helpless against the onslaught of the Great Famine. Only broad industrialization consigned famine in Ireland to the history books. This does not mean that today’s microfinance does no good—we just concluded that the need for such services is universal—but it does suggest that microfinance is rarely transformational. Fundamentally, the kind of economic transformation that ends poverty involves combining labor and capital in ways that tend not to happen within poor households. 

It would be overly dire in reviewing microfinance’s past to invoke Santayana’s warning that those who do not learn from history are doomed to repeat it. The new microfinance practitioners may have largely forgotten the history, but they have taken inspiration from the past more than they realize (as we will see in Chapter 4) and repeated the successes at least as much as any failures. A fairer caution is that the historical amnesia has fostered a simplistic popular understanding of modern microfinance, as a novel solution to poverty that bypasses government. More accurately: it is ancient in lineage; it is more likely to be eclipsed by affluence than to cause it; and government has an important facilitating role in bringing it to the masses.
� Sheridan (1787), 233–34, sic.


� Piesse (1841), 9.


� Additional legislation followed in 1836 and 1838.


� Hollis and Sweetman (1997, 1998a, 1998b); Hollis (2002).


� Johnson (1781), 428. In Johnson’s own (17[xx]) dictionary, “catchpoll,” is a derogatory term for a sheriff’s deputy, typically one who pursues debtors.


� Diaries of Priscilla Wakefield, extract courtesy of Janine McVeagh, biographer of Wakefield, Rawene, Hokianga, New Zealand. See “Diary Entries from 1798 on First Savings Bank,” blog post, j.mp/3Aw4HB.


� Seibel (2005), 6.


� Rutherford (2000), 32–43; Armendáriz de Aghion and Morduch (2005), 59–68.


� Rutherford (2000), 31, attributes this term to Fritz Bouman.


� Ibid., 43–56.


� Seibel (2005). [Kennedy FA review of Bernstein?]


� Cary et al. (1950), 336.


� Cohen (1992), 207–10; [Pollux, Onomasticon 8 144].


� Brabrook (1898), 43–44.


� Wilken (2003), 39.


� Ibid., 31–47.


� [“Friendly Societies,” Encyclopedia Britannica, 11th ed., vol. 11, 217–23]; Brabrook (1898), 43–44.


� Menning (1993); Toaff (2004).


� I.e., “ease their need and pain.” Jordan (1959), 266–67; Jordan (1962), 142.


� Lawson (1850), 421.	


� Chambers (1830), 344.	


� Wolff (1896), 65–66.


� Lawson (1850), 421.


� Wolff (1896), 66, quoting one Mr. Fowler.


� Proverbs 11:15, [New English Bible], 686, 675.


� Hollis and Sweetman (1997, 1998a, 1998b); Hollis (2002).


� [“Friendly Societies,” Encyclopedia Britannica, 11th ed., vol. 11, 220].


� Wolff (1896), 31.


� [“Friendly Societies,” Encyclopedia Britannica, 11th ed., vol. 11, 217–23].


� [“Building Societies,” Encyclopedia Britannica, 11th ed., vol. 4, 766]


� Defoe (1697).


� [“Savings Banks,” Encyclopedia Britannica, 11th ed., vol. 24, 243]


� Keyes (1876), 16.


� Bentham (1843 [1797]), 410–23.


� Malthus (1809 [1807]), 474–75.


� Janine McVeagh, biographer of Wakefield, New Zealnd, e-mail to author, November 10, 2009.


� Wakefield (1801), 145.


� Wakefield, op. cit. note � NOTEREF _Ref277775652 \h �Error! Bookmark not defined.�.


� Horne (1947), 26.


� Wakefield (1805), 210.


� Horne (1947), ch. III.


� Edinburgh Review, June–October 1815, 146.


� Ibid., 388–89.


� Ibid., 89–91; Keyes (1876); Tilly (1994), 305; Townsend (1878), 44.


� Steinwand (2001), 54.


� Horne (1947), ch. IX, 388–92.


� Yunus (2010).


� Tucker (1922), 12–14, 20.	


� Ibid., 17–18.


� Ibid., 45–48.


� Ibid., 45–48; Herrick and Ingalls (1914), 272–74.


� Quote from ibid., 272.


� Wolff (1896), 75.


� Tucker (1922), 231.


� Wolff (1896), 115–18.


� Moody and Fite (1971), 9–13. 


� Steinwand (2001), 57.


� Tucker (1992), 211–21.


� Ibid., 234.


� Ireland from Guinnane (1994).


� [Wolff (192[8]), xx]


� [Wolff (192[8]), xx]


� Gourlay (1906), 217–18.


� Armendáriz de Aghion and Morduch (2005), 69.


� Wolff (1927), [xx]. See also Rutherford (2009), 27–28.


� Turnell (2005), 17–19.


� Keyes (1876), 38–40.


� Dexter (1900), 41–69.


� [“Friendly Societies,” Encyclopedia Britannica, 11th ed., vol. 11, 217–23].


� Filene (1907), 20–31.


� Moody and Fite (1971), 16–17, 26–30.


� Ibid, 18–52, 359.


� WOCCU (2009).


� Interest rate from Fisher (1929). Role of foundation from [Carruthers, Guinnane, and Lee 2005].


� [Universal Savings Corporation v. Morris Plan Company of New York et al., The Federal Reporter 234, September–October 1916, St. Paul: West Publishing, 382–86.] The link between the European examples, especially Scottish cash credit, and the Morris Plan is not certain but seems very likely. In his history, Herzog (1928, 13) intimates the link; and Stein claimed to have first developed the system in 1898, five years after the publication of Wolff’s People’s Banks, which Stein and Morris, as they pondered how to bring credit to the masses, would almost certainly have read.


� Saulnier (1940), 87.


� Moody and Fite (1971), 64.


� See Clinton Global Initiative panel discussion, September 28, 2010, j.mp/dWhuM9.


� Mushinski and Phillips (2008).


� Cleveland and Huertas (1985), 118–21.


� May 5, 1928.


� Today, the Bank Rakyat Indonesia’s (BRI’s) unit desas system is an even better example of a public agency operating like a private one. Indeed, a private Indonesian bank substantially inspired BRI’s initiative. See chapter 4.


� World Bank and ING Bank (2006), vol. II, 7.


� Hollis and Sweetman (2001), 297–303; [1911 Britannica on Friendly Societies, 218–21]; Horne (1947), ch. III.


� Herzog (1928). 


� Hollis and Sweetman (2001), 303–05; Tucker (1922), 92.


� Hollis (2002), 13; Seibel (2005), 3–4.


� Dichter (2007).





PAGE  
21

