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Abstract

Micro-lending has become a very effective way of enabling 

low income, disadvantaged people to establish small,

usually home based businesses which provide them with an 

income that often lifts them out of poverty. It is especially relevant

 in times of economic crisis. The classic model 

involves a group of disadvantaged people pooling their resources

thus providing capital to make loans to each of the group 

members. Additional capital may be supplied by “outside”

charitable grants from foundations, individuals or governments.

Individual responsibility and community pressure provide the

monitoring and accountability mechanism for guaranteeing the

return of loans from borrowers to the micro-lending organization.

Another form of micro-lending is the interest-free loan association,

an economic self-help institution rooted in ancient Biblical

precepts of Judaism, and the 12th century scholar Maimonides (Rabbi 

Moshe ben-Maimon) who considered the provision of interest free

personal loans to be the highest of twelve levels of charity. Individual responsibility, personal guarantors and computer technology enhance accountability. Many organized Jewish communities around the world enjoy the services of their local Hebrew Free Loan Association. 

This presentation describes both the above types of micro-lending nonprofit organizations, how they operate, and the types of people they serve. Emphasis is placed on the nature of the free loan associations, the international Hebrew free loan movement, and the potential of the free loan model for providing needy citizens in depressed neighborhoods and developing countries with economic self-help assistance. An analysis of the development of the Israel Free Loan Association (IFLA), which has loaned over $36 million, illustrates the concept, mechanics and tremendous helping potential of interest free loan work.

Introduction

Within the broad Jewish concept and practice of tzedaka (“charity”), the interest-free loan fund has a special role in helping needy individuals and families to supplement their income.  This article describes the literature concerning the historical Jewish roots of the free-loan concept and institution.  It specifically describes the work of the Israel Free Loan Association (IFLA), a nonprofit organization founded and operated primarily by Israeli volunteers, to provide new immigrants from the former Soviet Union, Eastern Europe and Ethiopia and other needy Israelis with interest-free loans to alleviate economic hardship during times of economic crisis.
The IFLA has provided $36 million in interest-free loans to nearly 20,000 immigrants and other Israelis since 1990, for such purposes as small businesses, emergency loans, health and education, university tuition, housing, adoptions and other needs.  Over 95% of the loans are repaid and then reissued (“rolled-over”) to new borrowers.  This paper explains the mechanics, uniqueness and importance of the Free-Loan concept and its applicability for other countries.

Interest-free loans can be provided by non-commercial associations as economic assistance to the low-income needy in a fair and pride-preserving manner that helps them integrate better in society without relying on handouts and charity.  The model may be particularly useful in depressed neighborhoods and developing countries.

The interest-free loan concept is an excellent example of the embodiment of Jewish civic and religious traditions into an explicit social service geared to the care of disadvantaged populations.  Free loan associations stem essentially from religious roots and motivation to copy godly traits and fulfill religious commandments, expressed in the form of this unique socio-economic nonprofit service (Jaffe, 1992).  

Anchored in Jewish religious law and societal tradition, the Hebrew free loan association represents a distinct trans-generational institution of Jewish communities that care about the welfare of their co-religionists. Through repayment of (interest-free) loans and re-issuance of payments into new loans, the result is a permanently revolving, indigenously-supported and administered self-help institution that has lasted for many generations in most large Jewish communities in North America, Europe, Israel, and other countries.  In many localities, "membership" (i.e. annual dues and donations) to the local Hebrew free loan association is a family tradition, religiously motivated, and often reflected by trans-generational family representation on the Board of trustees.  Another important feature of many free loan associations is that borrowers eventually tend to become donors and even Board members after they establish themselves in business and professional pursuits in later years.

Although the free loan concept is unique to the Jewish community, we believe that the model also has great relevance for non-Jewish communities, particularly in depressed neighborhoods where interest-free loans could revitalize private enterprise and disadvantaged individuals.

Gemilut Chasadim in the Jewish Sources

The institution of tzedaka (charity), including the concept of mutual aid (gemilut chasadim), has always existed among the Jewish people.  Many different charity associations operated both in the Land of Israel and in the Diaspora.  Some of them concentrated on a particular area of need, while others served as sources for general, undifferentiated financial assistance.  Among those with specific, focused objectives were: hachnasat kallah societies (providing dowries for poor brides), hachnasat orchim societies (providing shelter for the poor or homeless travelers), bikur cholim (visiting the sick) and funds and associations that provided free meals to the indigent.  General financial assistance was offered by charity funds and loan societies (Neipris, l978; Jaffe, l982).  The giving of outright cash grants is the major interpretation of tzedaka.

The roots and ethos of these institutions are deeply embedded in Jewish religious tradition and sources.  In this article we will deal less with the issue of tzedaka or charity in general, but with gemilut chasadim specifically.  In Jewish tradition the general meaning of gemilut chasadim refers to an act of benevolence toward one's fellow man, for which neither remuneration nor recompense is expected (Eisenstein, l9l7).  Most often, gemilut chasadim refers specifically to interest-free loans.  The subject is first dealt with in the Torah.  Interpretations of these concepts later appear in the Mishna and the Gemara, in Maimonides and many other commentaries, all of which expanded upon the discussion regarding the essence of gemilut chasadim, its objectives, and ways of implementing it.  We shall cite some of the Jewish sources that deal with gemilut chasadim in its general meaning; i.e., deeds of kindness and assistance to one's fellow man, and with gemilut chasadim in the sense of an interest-free loan, - a social institution which developed to operationalize the principles of not embarrassing the recipient and of observing the prohibition of taking interest from fellow Jews.

Gemilut Chasadim in its General Sense

According to the sources, gemilut chasadim includes a number of precepts whose ultimate purpose is to assist one's fellow men and women to the greatest extent possible in any circumstance where help might be required.  The sources attest to the fact that gemilut chasadim is one of the fundamental precepts of Judaism.  Thus, for example, in the words of Simon the Righteous:  "The world is based on three things:  the Torah, divine service (prayer), and gemilut chasadim" (Ethics of the Fathers, Ch. 1).  Simon the Righteous considered gemilut chasadim to be on par with the supreme values of Torah study and service in the Temple, and considered it one of the foundations of the universe that constitute the very reason for human existence.  The importance of gemilut chasadim is mentioned also in other sources:  "The sages attributed three characteristics to the people of Israel:  mercy, modesty, and gemilut chasadim" (Talmud, Yebamot, p. 79).  Also, the sages taught that "The Torah begins with gemilut chasadim and ends with gemilut chasadim" (Talmud, Sota p. l4).

Jewish sources emphasize doing kindness and gemilut chasadim in contrast to other commonly-accepted values such as the study of Torah and bringing sacrifices during the Temple period.  For example: "Rabbi Hanina the son of Teradyon said to the son of Parta [when they were both arrested by the Roman authorities]:  "How fortunate you are, for you will be saved from death because you occupied yourself with the study of Torah and with gemilut chasadim while I will not be saved because I occupied myself exclusively with the study of Torah" (Yalkut Am loez, 77:l7); Rabbi Yohanan was wont to say:  "Gemilut chasadim is more precious than charity and the study of Torah" (Jerusalem Talmud, Pe'ah, p. 8l).  Likewise, "Gemilut chasadim is greater than the Temple sacrifices, as it is written: 'For I have desired benevolence and not sacrifices.'" (Yalkut Shimoni commentary on Hosea [l762], 60).

Gemilut Chasadim As Interest-Free Loans

The sources distinguish between gemilut chasadim as an interest-free loan (of money or goods) and charity.  They place gemilut chasadim on a higher plane than charity for many different reasons.  These include educational-rehabilitative reasons, egalitarian reasons, and humani​tarian reasons.

The rehabilitative value of a loan versus charity is expressed in Maimoni​des:  "There are eight progressive levels of charity. The highest, of which there is none greater, is supporting a person instead of giving him a gift or providing a loan or making him a partner or finding him a job to support him so that he will not have to turn to other people [for charity]" (Maimonides, Mishneh Torah: Zeraim, Laws of Gifts to the Poor, l0:7). Thus, a loan is more worthwhile to the giver than receiving charity: [the merit of] gemilut chasadim is eternal, while [the merit of] charity lasts for only three generations, as it says:  'The benevolence of the Lord is eternal and His justice is unto the sons of sons.'  From here we learn that gemilut chasadim is greater than charity" (Yalkut Tehilim, 56, 859).

Other sages also noted the educational element of loans, and stated that the precept of lending must be practiced toward everyone. This did not apply, however, when the would-be borrower was known to be frivolous and careless with someone else's money, or if the loan would abet immoral practices. 

The Principal of Not Embarrassing the Recipient

Gemilut Chasadim as a loan is distinguished by the fact that the recipient is spared embarrassment.  In his book on tzedaka among the Jewish people, Bergman (l944) cites the Sefer Chasidim regarding the importance of preserving the poor person's sense of self-respect:  "The religious duty of giving loans is a stronger and greater obligation than the mitzvah of giving charity.  For if someone's penury has become revealed and known among people, and he has to publicly ask for charity of them, his distress and suffering is not as great as that of a person who has not yet been reduced to this ignominy and who fears to enter this state.  If he will have the small help of a loan so that he can find a little relief, perhaps he will never need to come asking (for charity).  Then, when God will mercifully grant him financial ease, he will pay his creditors and live from the rest" (Sefer Hachinuch, Precept 66).  Bergman cites quotations from the Jewish sages that indicate the importance of preserving the poor man's sense of self-respect:  For example, "The Holy One Blessed be  He commanded giving gifts and loans to the poor, and by right one should not give the poor a loan, but should give him a gift, but the Torah knew that sometimes the poor man is ashamed to receive a gift, and would rather have a loan, as is granted by one rich man to another, who is not ashamed to take it.  So the poor person will not be ashamed to take a loan, and will say:  I will work and labor until I pay back my debt" (Sefer Chasidim, 9).  And: "Sometimes a loan is better than a gift:  Reuben the Righteous asked Simon to lend him some money. Immediately Simon came and said to him:  'I am giving this to you as a gift.'  From then on, Reuben was embarrassed and ashamed to request a loan of Simon.  We find that it would have been better if he had not given it to him" (Sefer Chasidim).  And to quote Maimonides: "We were commanded to lend to the poor person in order to lighten his burden and make it easier for him.  This is the strongest commandment and the most obligatory of all the precepts dealing with charity, because for someone who must expose himself and be shamed to ask of other people, there is no distress like that of a person who is trying to hide his penury and who needs help but who fears being exposed and shamed." (Hilchot Harambam, Maimonides, Precept l97.)

The Prohibition Against the Taking of Interest

The precept of lending without interest as a form of gemilut chasadim is related to the prohibition against taking interest, which serves to protect the poor person.  The Hebrew word neshech itself (usury) which derives from neshicha (biting) indicates wounding and suffering, and reflects the extent to which the Jews considered usury to be the ultimate immorality.  It was during their exile in Babylon and later Assyria and Europe that some Jews became moneylenders for profit among non-Jews, as their assigned social role in society by decree of the ruling powers who used this as a method of discrimination and debasement.

In contrast to the Code of Hammurabi - which fixes interest rates for every type of loan, whether monetary or food - the Torah (Exodus 22:24; Leviticus 25:35-37; Deuteronomy 23: 20-21) absolutely prohibits the taking of any interest whatsoever from fellow Jews, neither from poor people, nor for commercial purposes.  The severity of this prohibition is first stressed by the prophet Ezekiel (l8), who lists it as no less grave a transgression than adultery or murder.  He who lends money for interest is one of the evil-doers listed in Proverbs (28:8), and he who refrains from doing so is listed among the righteous (Psalms l5:5). Someone who calls in a debt is mentioned with disapprobation several times in the Scriptures (Samuel I, 22:2; Kings II 4:1; Isaiah 50:1).   Taking usury from anyone is in direct contradiction to the dictates of the Torah.

The literature of the sages during post-Talmud (Tanaitic and Amoraitic) periods deals extensively with the laws of interest, expands their definition, and emphasizes their conceptual aspects and their severity, and brings many examples in every generation where the Sages fought against the taking of interest.  According to the Mishna, interest mentioned in the Torah refers to simple, direct interest.  The Tanaim expanded this prohibi​tion to include any form of benefit:  "He who lends his fellow-man money should not live rent-free in his home and may not rent from him at a lower rate, for this is interest."  Likewise, it was prohibited to exploit the labor of the borrower, for this might appear like interest.  The Sages emphasized the severity of taking interest and equated it with murder and apostasy. They also stressed the economic dangers of paying interest and the resultant, inevitable deterioration of the borrower.  They compared the "bite" of interest to the bite of a snake, for in both cases the victim is oblivious to it until it is too late.  Thus they said that it is better for a person to sell his daughter into servitude than to become involved with interest payments (The Hebrew Encyclopedia, "Interest" l978; also see The Hebrew Encyclopedia, "Charity and Philanthropy," l976).  German Jews also considered lending money with interest to be sinful, predicting that whoever lent his money or cheated with weights or measures or merchan​dise would eventually lose his property, and his children would rebel and become dependent on charity.  The reason given for this prohibition against the taking of interest is that in lending to his fellow man, the latter is rehabilitated at no loss to the lender.  Moreover, it is an obligation to deal benevolently and without remuneration with one's fellow man who is in trouble, and therefore, whoever is able to earn a living should not take interest.

From all of this we learn that the fundamentals of tzedaka in general, and of gemilut chasadim as an interest-free loan, are deeply rooted in the Jewish sources, in the Torah and commentaries.  As the citations from the sources attest, the lending of money is considered of much greater merit than charity as a gift.  We see that charity is considered inferior also because it is in the category of a "hit and run" operation.  In other words, giving - minus any rehabilitative result - is sometimes more harmful than beneficial.  Lending is often far superior in that it necessi​tates greater personal and often professional involvement; reflects a true desire to help; has greater educational and rehabilitative significance for the recipient and does not shame him.

This commandment of interest-free lending has been a guiding light to the establishment and opera​tion of free-loan associations both in the past and in the present in all countries where Jews live and especially in Israel.

While free loan associations originally lent money, according to Ungar (l988) the idea of interest-free loan associations for goods and products became increasingly popular in the Orthodox neighborhoods of Jerusalem and other towns.  The free loan associations for goods specialize greatly and many of the goods that they lend out are related to items needed for Jewish holidays, ritual occasions, and family celebrations.

Aside from "Yad Sarah," an Israeli nonprofit national association for lending medical equipment, most of the free loan associations are un​known outside their immediate neighborhoods and they are publicized by word-of-mouth.  Most of these societies do not seek publicity, for fear of over-subscription and limited resources.

Research on Free Loan Associations in Jerusalem

To casual observers, free loan activity is often thought of as a universal service for all segments of the population.  In contrast to these expecta​tions, however, research findings (Jaffe, 1994) on 68 Jerusalem free loan associations showed that most are generally operated by religious people and primarily serve the religious sectors.  Research showed that 76% of the founders and volunteer staff of free loan associations are orthodox religious people, the majority haredim (ultra-Orthodox), and 87% of those benefiting from the loans are also religious, most of them haredim (Jaffe, 1992).  The services provided are rarely publicized.  Despite the finding that 52% of the free loans associations asserted that they provide assistance to all applicants, the fact is that the great majority of associations are publicized by “word of mouth,” attesting to the fact that the community sector most served is almost exclusively religious since the information about their existence is likely to reach only the ears of those who are “in the network”.  This fact limits the extent to which the free loan associations contribute to the broad population, since secular groups in Israel have not developed this service to any significant degree.

Jaffe (1994) found that, typically, the free loan association has a familial-personal rather than an organizational-bureaucratic character.  His findings show that the majority of those who established and operate the associations are families or individuals, and the majority of the societies are located in private homes.  The bulk of their funding is private, 57% provided entirely or partially by the founders.  The government is not involved either in the funding, operation, nor the supervision of most of the associations; the majority is not even registered as “nonprofit” organizations despite the fact that this would accord them certification as recognized fundraising organizations and provide both them and their contribu​tors with tax exemptions.  Most associations that participated in the survey were established within the last two decades.  Very few of them engage in fundraising outside the family.

Jaffe’s research also demonstrated that the guidelines for granting loans were typically informal and lacked institutionalization and bureaucracy.  This is reflected by the fact that the loan agreements generally lack legal validity.  The findings show that only about half of the free loan associa​tions have a constitution and about 86% have no apparatus for appeal. Likewise, it appears that there are generally no clear criteria regarding eligibility for receiving a loan, and loans are granted on the basis of "first come, first served" in 55% of the associations.  These facts all further testify to the absence of institutionalization.

The absence of bureaucracy is expressed in the fact that in half of the free loan associations all that is required of the applicants is to fill out a simple application form, for 17% an oral promise is sufficient, and only 3% require income or other documentation.  The basic guidelines are convenient and flexible, and the forms are easily filled out by the applicants and do not require documents and other information, thus making the service easily available.  In half of the free loan associations a loan is given to the applicants immediately upon application, and in 91% there is hardly any limit to the number of repeated applications. The informality is reflected in the fact that the most common sanction in the case of default is an attempt to locate the borrower and to put moral pressure on him; only 2% of the loan associations resort to legal pro​cedures.  Additionally, 67% asserted that they are “flexible” about the pre-determined repayment schedule.

The flexibility and the absence of formality are presumably related to the religious motif and the relatively low amount of the loans.  Comparative analysis by Bergman (l944) show that in Europe, loans from Jewish free loan associations were given primarily for needs that centered on work, establishing oneself commercially or professionally, and for study.  In the United States and Canada loans are also given for such purposes as setting up a business, the purchase of a home, immigrant absorption, and for study (Tennenbaum, 1993).  These purposes necessitate significant sums.  In Israel, however, the findings in Jaffe’s survey show the size of the average loan (for 72% of the free loan associations) to be between $l00 and $300.  This is a relatively small amount, of negligible rehabili​tative value - but perhaps enough to get one through a small crisis.

The picture that emerged from the survey by Jaffe is that in Jerusalem today there are hundreds of small free loan associations of very limited financial scope.  In the United States and in Canada, on the other hand, there are 76 community free loan associations; their scope is estimated to be in millions of dollars and the loans they grant are relatively high and help to rehabilitate the borrower.  For example, the San Francisco, New York and Los Angeles Hebrew Free Loan Associations each have millions of dollars circulating in interest-free loans. Most of their funding comes from local Jewish Federations.  The International Association, based in the United States, meets annually to exchange information and ideas (the International Association of Hebrew Free Loans, 2003; Krasner, l988; Norman, l986; Siegel, 2002).

The separatist nature of most Israeli free loan associations and the primary motivation of the founder families is not conducive to establish​ing an umbrella organization like that in the United States, as a central body that would share the activities of the associations and maintain contact with similar institutions abroad.  Only one Israeli free-loan, the Israel Free Loan Association, is a member the international roof association, but it is the largest independent interest free loan association in the world in scope and resources.

The Israel Free Loan Association (IFLA)

The Israel Free Loan Association was founded by a small group of seven volunteers in 1990 and is an example of a modern, national, non-political free loan association.  The founders were ordinary Israeli citizens who witnessed the mass immigration of more than a million Russians and many Ethiopian Jews (85,000) to Israel within less than five years.  They wanted to be directly and personally involved in helping these immigrants, without duplicating government activity or responsibility.  Their bias was to provide economic aid, but not charity.  The founders did not want to sit by and just watch the immigrants arriving on television, but wanted to be part of the absorption process.

The philosophy of the founder, Prof. Eliezer Jaffe, was that life itself is basically a loan from God which eventually has to be returned.  He believes that this special loan of life itself should be used to provide "interest" - to make the world a better place by doing good deeds without thought of personal reward.  Thus, the founders of the IFLA adopted the tradition of Moses Maimonides, the 12th century Jewish philosopher, scientist and religious sage, who taught that interest-free loans was the most constructive way to help people in need and the highest form of charity.

In 1990, the IFLA was registered as a nonprofit organization at the Ministry of the Interior, tax deduction status was obtained from the Ministry of Finance, and soon $20,000 was raised in Israel and abroad.  “Friends” organizations were established in the U.S.A., England and Canada, and by 2002 a total of $13 million was raised from foundations and private donors throughout Israel and worldwide.

In the early stage, only Russian and Ethiopian immigrants received loans.  As new donors were found, new categories of recipients were included, such as large families (with 4 or more children), single parents, university students, young couples, persons adopting a child from abroad, and victims of terror.  Also, a “general” fund was created to provide any needy person or family with emergency loans for a large variety of special situations. Another loan category was created to help parents of severely handicapped children who are living at home.  This category is critical for many struggling Israeli parents with a severely crippled or ill, homebound child (e.g. children with muscular dystrophy, birth deformation, brain damage, retardation, cancer, paralysis, etc.).  These parents need loans for such purposes as renovating their apartment to allow the child to navigate the home (ramps, widening corridors, for purchasing electronic wheelchairs, special orthopedic equipment), special educational equipment.  The loans are also used for tutorial help, and to subsidize transportation of the child. 

The Board, composed of the seven volunteer founders and others, meets once a month to review all applications that come in during the month, and approves nearly 300 new loans each month.  The seven paid staff includes a Russian, American and British immigrant, and veteran Israelis. The Board is of the same mix. All instructions regarding eligibility criteria and loan procedures are provided in Hebrew, Amharic and Russian, in writing and verbally by staff at the IFLA office in Jerusalem.  Applicants are required to have a steady income at least just above the poverty line, have two employed guarantors, and to supply a standing bank order to cover the number of monthly paybacks mutually agreed upon with the applicant (between l0 to 35 payments).  Loans are tied to the U.S. dollar, but are interest-free. Minimal overhead is deducted from donations due to special overhead grants received for this purpose mostly to cover bank charges and exchange rate losses. 

Grants come from foundations, private donors, legacies, and fundraising in Israel and abroad.  Loan repayments are "rolled over" perpetually for reissue when they are paid back.  For example, a $100,000 grant, divided into average 12 month loans of $2,000 provides 50 loans. When repayments are rolled over during 10 years the total "helping value" is 500 loans amounting to $1,000,000, or ten times the original grant.  This is a unique feature of free-loan funds (Israel Free Loan Association, 2003).  New grants of several million dollars each have dramatically enlarged the loan fund.  For example, in 2003 the IFLA used a major grant to create a new interest-free loan category for "people in economic need due to the war and the economic depression". This basically allows the IFLA to help any Israeli with low income in economic need.

Board members serve as a volunteer Review Committee and approve applications for all loans, two guarantors are required, and applicant’s statement of the projected use of the loans are required as part of the application procedure.  All loan transactions, follow-up and files are computerized and tailor-made data bases for loaners and donors have been created for the IFLA.  Reports on donations, loans made, payments returned and funds currently available can all be found through the computer. Major donors receive annual reports of loans made from “their” named loan fund account.

The smallest loans are $2,000 and largest loans (for small businesses) are $15,000. New loan categories are added when donors are found to provide funding.  The Chairman and other volunteers concentrate on fundraising, and have been successful in attracting private donors and family foundations in Israel and abroad.  Not one cent of funding has been received from government sources. Nearly 95% of all loans are repaid without fault, and delinquent loans result in court claims against the guarantors.  In some cases the legal department staff of the IFLA goes to court to reclaim loans outstanding plus court costs. The IFLA does not take interest although the court automatically awards it. Fraud (e.g. forged documentation) is immediately referred to the police.

Today the Israel Free Loan Association (IFLA) is a highly regarded national nonprofit organization.  The Association has received the prestigious President of Israel Award for Outstanding Volunteer Organization, the Mayor of Jerusalem Citation for Outstanding Nonprofit Activity and the Ministry of Immigrant Absorption Award for Assistance to Immigrants. In 1990 the IFLA was paying rent for use of a one-room office which was permanently overcrowded and totally lacking in privacy.  Two years later, it was located to it present modern office, paying a symbolic $4 monthly rent to a donor couple who purchased the premises specifically for the use of the Association.

Named Loan Funds

The bulk of funding to the IFLA has come from named loan funds solicited by the IFLA or at the initiative of various donors and foundations. On many occasions private donors have requested the IFLA to admin​ister “their” loans in Israel, thus expanding an existing category of loans or creating a new category.  

Major donors receive an annual report of loans made from their loan fund at the IFLA which tells how many loans were made, how much money remains to be repaid, and the amount available for new loans. Donors often dedicate a loan fund in the name of a loved one or friends. These perpetual funds are an excellent way to remember and be remembered, and many people have chosen to open an interest free loan account in their own name at the IFLA. Others created a fund through their Will. Named loan funds have been created to honor the birthday of close friends, a special anniversary, a wedding or bar/bat mitzvah. We currently have 150 named loan funds. This is a very important, Jewish way to help people share a simcha (celebration) with those less fortunate and it allows the IFLA to meet the mounting requests and waiting list for loans. Named loan funds require a minimum grant of $5,000, but the threshold for major donors is between $18,000 to $36,000 and more. Several named funds were created with million dollar gifts or more. Personalized loan application cards are printed for named Funds with wording that the donor wants to print at the top of the card. The IFLA especially seeks funding for general loans for anyone in need in addition to designated "categories" of need. 

Starting New Loan Programs: Ethiopian Home Loans

The Ethiopian Home Loan Program started with a small amount of funding and grew into a multi-million dollar program. In late 1990, IFLA began loaning Ethiopian immigrants the money needed for down payments to purchase permanent housing.  Affordable rental housing was, and still is, scarce, but the Israel government, through the Ministry of Housing, instituted a package of housing mortgages and grants for Ethiopians.  Ethiopian immigrants still living in absorption facilities -- absorption centers, hotels, and caravans -- can receive 98% of the purchase price of a home in a combination of reduced-interest mortgages and outright grants.  The Ministry believes that it would “be good for new immigrants to have to contribute something”, namely the remaining 2% (or an average of $2,500) for the down payment on their home.  Also, the Ethiopian immigrant has to pay approximately another 1% in lawyer’s fees, title registration and bank fees.  Immigrants living in absorption centers and dependent on minimal monthly stipends from the Jewish Agency are not able to save the $2,000-$3,000 needed to purchase permanent housing.  Unlike other immigrants, Ethiopians came with no savings or resources.  Ethiopian immigrants cannot use the government’s financing without themselves providing 2% towards purchase of housing.

In order to “bridge the gap”, the IFLA secured a start-up grant of $200,000 from the now disbanded American Association for Ethiopian Jews (AAEJ), and started the “2% home loan program”.  With donations from other private donors and foundations, it quickly developed into a significant program that offers a flat $2,500 interest-free loan to any Ethiopian family living in an absorption facility that is purchasing permanent housing through the government’s 98% program.  More than half of the 49,000 Ethiopians in Israel still live in absorption facilities.

However, even the economically “strong” members of the Ethiopian community are not able to move out of absorption institutions and into normal living situations without IFLA’s home loans.  This loan program began with six families moving from temporary housing in Safed to Netivot.  Three more families followed, and directors of absorption centers throughout Israel then began asking IFLA to help families move to permanent housing.  They realized that, without this supplemental program, the Ethiopians could not take advantage of the government’s 98% financing.  Today, the requests have become a deluge and include loans for home repairs and housing in general.

IFLA has provided loans to over 1,200 Ethiopian families, nearly half of those purchasing homes since September 1991, for a total of $3 million. The IFLA “2% program” was cited in a recent Ministry of Housing report as a vital component in enabling Ethiopian immigrants to become independent of absorption facilities.  Without the IFLA loans, Ethiopian immigrants would not be able to obtain the government’s 98% financ​ing.  They would not be able to move away from dependency on absorption facilities in any significant numbers.  The “2% program” has proved very successful and is growing every day.

In order to qualify for both government financing and the IFLA loan, the Ethiopian immigrant must currently live in an absorption center, converted hotel absorption facility, immigrant hostel or in a caravan.  IFLA assists those families in understanding the purchase process and in determining their ability to pay back both the government mortgage and the IFLA loan.  The IFLA loan program charges no administrative fee for their management of the program.  Each qualified family receives a flat interest-free loan of $2,500.  Payments begin one month after the home is purchased.  Loans are not given unless the applicant has a signed contract to purchase permanent housing and has two employed guarantors.  The recipients can pay in monthly installments of up to 36 months and provide the IFLA post-dated, pre-signed checks.  If financial problems arise during repayment, due to divorce, unemployment, death, etc., repayment schedules can be altered. Since Ethiopians have an especially hard time finding guarantors (as opposed to Russian immigrants) the IFLA sought and found several donors who established high risk named funds that are used to serve Ethiopians that only have one guarantor.

The home loan program is designed to be flexible regarding repayment terms, but it is therefore considered somewhat “high-risk”.  At this time, the percentage of successful repayments is approximately 95 percent.  The IFLA does not cancel delinquent loans, but turns to the guarantors for payment.  When necessary, the IFLA turns to the Court through its lawyer.  Even in these cases, it only requests repayment of the loan, plus court fees, but not interest or other penalties.  This is a very important, helpful program to many struggling Ethiopian immigrants.

Examples of Ethiopian Home Loan Recipients:

The typical applicant for an IFLA $2,500 housing loan is a married Ethiopian who lives in an absorption center.  He came to Israel three or more years ago and has been living in the absorption center since arrival.  He is married with three children.  He is employed in a factory or in a paraprofessional administrative capacity.  His wife usually is not employed outside the home.  They have saved perhaps $300, if at all.  They say that they would not be able to move to permanent housing without the $2,500 loan.

1. Daniel is 40 years old and was born in Wogera, a northern section of Gondar province in Ethiopia.  In 1988, he left Ethiopia for Sudan and arrived in Israel more than a year later in 1989.  He and his wife and four children (two born in Israel) were placed in an absorption center in Kiryat Gat where they have lived for the past three years.  Finally, with the help of government financing and the IFLA 2% loan, Daniel and his wife Fitige have bought a four room apartment for their family in Kiryat Gat.  He is a factory worker at the fence factory in Kiryat Gat.  They say they are very happy to be there.

2. David A. is 28 years old, married but hasn’t any children yet.  He was born in Ganya.  His father left to fight on the side of the rebel army and David was left as the breadwinner of the family.  He couldn’t go to school, but instead worked as a shepherd to support his mother and seven brothers and sisters.  He says he was successful at keeping the family together and got married in Ethiopia, but people started leaving the village, so he, too, trekked with his family to Sudan.  David stresses the pressure of living in the absorption center in Kiryat Gat, where they have lived until this month.  David works in a factory in Kiryat Gat.  With the 2% loan, he and his wife were able to purchase a three room apartment in Kiryat Malachi.

3. Solomon S. is 32 years old and has a wife, Tesehala and two children --  Binyamin age 3½ and Jonathan, age 2.  He and his wife came to Israel via Sudan in 1984 on Operation Moses.  They were placed in Ofakim and then in the absorption center in Lod.  They were from Ambober village in Ethiopia.  He left for Sudan with his wife, his mother, his brother who survived; but his infant son (their first child), his uncle and several cousins died on the way.  The family waited 1½ years in Sudan before they were taken out on Operation Moses.  Solomon is in the Israeli army now, and finishes his three years next month.  He was trained as a tank technician and is going to continue working for the army.  He has bought a 3½ room apartment in Lod at a very low price of $60,000.  It was owned by Amidar, the government housing authority, and therefore sold at a low price; he feels he was very lucky to get an apartment in Lod.  Solomon speaks some English, and told us that he had to get a mortgage, an army loan and the IFLA loan to be able to afford to buy his own home.  His wife is at home, taking care of the children.

The Small Business Loan Fund

Another important category of interest-free loans was created initially to help economic integration of new immigrants in Israel.  After the initial period of integration had passed for new immigrants in Israel, a new phenomenon was detected.  Many of the immigrants were interested in establishing or expanding small businesses to improve their employment situation and put to gainful use the skills, trades or entrepreneurial abilities that they had developed prior to their arrival in Israel.  They were, however, limited in the scope of their activities by their lack of financial resources and the prohibitive cost of finance through the regular banking channels or the gray market.  It was clear to the IFLA Board that the development of small businesses would provide places of employment for skilled craftsmen and artisans, and enable new immigrants to work with pride.  To this end private donor and foundation funds were collected for interest-free Small Business Loans and in 1992 this new category was opened.
Immigrants who have been in the country up to 5 years (and in the case of Ethiopians 10 years) are eligible to apply for these loans.  The business has to have been operational for at least six months and has to meet the legal formalities and documentation of a business.  The applicant submits an application explaining the purpose of the loan, the financial record for the previous six months of operation, a six month trading forecast, and quotations for equipment to be purchased or other planned outlays.  Applications are reviewed by a committee of volunteer experts including seasoned businessmen, accountants and other qualified professionals.  Loans, which are up to a maximum of $15,000, are granted for repayment periods of 30 months.  The repayments are linked to the dollar without any additional linkage or interest.  The IFLA requires two to four guarantors as security for the loan, and depending on the size of the loan, a lien on the purchased equipment.

In the late 1990's the war and economic recession made the IFLA focus on loans to reduce unemployment and save jobs. There is no doubt that the economic crisis in Israel cannot be solved solely by cutting government spending, and that the weakest link in the government's program is the lack of jobs.  In 2003 over 11% of the labor force is unemployed, businesses are closing for lack of capital to purchase stock, pay rent, and keep employees producing goods and services. Single parents, army veterans, new immigrants and other struggling Israelis are unable to obtain or use bank loans for starting small businesses because they are not eligible, cannot handle the high interest rates or do not have enough up-front capital of their own. The Israel Free Loan Association has loaned out over $8 million for business loans since 1990 and our experience clearly shows that our business loans create many jobs, keep people off of welfare, maintain their self-respect and build our economy. Job creation and maintenance is the key to economic independence, and the IFLA is very keen on greatly expanding this type of loan program as much as possible and seeks to establish a major small business loan program. It is a special and timely way to make a practical and personal involvement in the lives of Israelis and Israeli society today. 

Since the inception of this category in 1992 over 800 loans have been granted amounting to $8.2 million.  The repayment default rate is under 5%. Such loans have enabled the recipients to improve their earning ability, offer places of employment to other immigrants and feel a renewed pride in their own success.  In the light of the demand for such loans and the realization of its contribution to the economy of the country generally, this loan category has been extended to include immigrants from any country of origin.  Several major donors have provided grants to the IFLA for small business loans to Israeli artisans and other applicants.

Sample Biographies of Business-Loan Recipients:

1. Andrei R. is 53 years old and immigrated from Moscow.  Andrei established a publishing business specializing in producing books in Russian on Israeli and Jewish history, Judaism and Zionism.  In order to expand the business, to publish a Russian newspaper based on translations of the Hebrew press, Andrei received a loan to purchase a special laser printer and color scanner.  This venture enables other new immigrants to be in touch with the local scene and integrate more rapidly in Israeli society.

2. Ya'akov E. is a 36 year old immigrant from Siberia.  Ya'akov is a blind psychiatrist who has developed special techniques for the treatment of certain addictions.  Apart from treating patients he also trains other psychiatrists and he needed special equipment, suitable for use by a blind person, for the preparation of material for his students and patients.  The loan that he received enabled him to buy computerized equipment to facilitate the development of his professional work.

3. Shoshana M. was born in Australia and immigrated to Israel with her family.  Shoshana studied art and began work as a commercial artist.  She received a commission involving the preparation of pictures for the tourist trade in commercial quantities.  The IFLA loan enabled her to accept the commission and finance the preparatory work.

4. Zena A. immigrated from the Gondar region in Ethiopia.  Soon after her arrival, she felt that the specific cosmetic needs of Ethiopian women were not being catered for in Israel.  She therefore trained and qualified as an Afro hairdresser and opened her own beauty salon specializing in treatments for women with Afro hair.  She then wanted to expand the services provided and offer bridal dresses and preparations specifically for the women in the Ethiopian community.  Zena’s loan from the IFLA enabled her to fulfill this dream and she now operates a successful business in Tel Aviv, catering to a very satisfied Ethiopian and general Israeli clientele.

5. Yuri K. and M. Bikolov both immigrated in 1993 from Moscow.  They met in Israel when they worked as hired employees for a fish nursery in the North.  During the course of time they showed professional skills in the rearing of tropical fish and eventually bought the fish nursery as a joint venture between them.  Their initial success provided them with the impetus to expand and the IFLA loan they obtained enabled them to rent a shop from which they could market their fish, both to other shops and to private individuals.  They have now established a wide reputation for quality, unique products.

Summary and Conclusions

Interest-free loan funds are important institutions with great social value, but their operation and use are limited to a relatively small segment of the population, while there are many Israelis who need these services. Economic conditions in Israel, the many government cutbacks in social services, and the growing numbers of people experiencing economic difficulties suggest to us that interest-free loan associations could serve as a unique means of social assistance and development.

We believe that the free loan model has relevancy for depressed neighborhoods in western as well as developing countries.  A con​sortium of local economic interests, such as businesses, private philanthropists, banks, foundations and community funds, could provide the capital for establishing a large revolving loan fund in these communities - without interest and with reasonable pay-back arrangements.  Government funds might also be attracted to this type of nonprofit service, which might be used to promote creation of local employment and businesses, as well as to serve individuals in temporary need (Salamon, l987; Oleck, l980; Kramer, l984).

I hope that this article will make some contribution in disclosing the economic and social potential of free loan associations and bring them to the attention of the general public and especially to social and economic planners.

Since many social workers provide brokerage as a central part of their work (Jaffe, l975), they must be aware of the gamut of institutions and services that can help their clients.  Free loan associations constitute a welcome area of volunteer and community activity characterized by individual initiative on behalf of one's fellow man.  In addition to being an important economic resource, the free loan association constitutes an instrument of supplementary income for many middle class families struggling with "how to finish the month."  This population is also treated by social workers in various service delivery frameworks, and referrals to free loan associations can be very helpful in times of economic crises.

Social workers must not only make do with information and referrals available to municipal and national services; they should also be well acquainted with the network of nonprofit indigenous services operated by "the man on the street," and be able to direct clients to any source that can help them in time of distress.  There is no doubt that the net-work of free loan associations in Israel constitutes a part of these resources.

For many people at risk, interest-free loans can play an important role in self-help and rehabilitation, without stigma and creating dependency. Professionals must be able, however, to clearly differentiate between a client's need for public welfare aid and the potential for self-help through the free loan system.

The free loan model described in this paper has great potential for advancing a special kind of care based on a coalition of the self-help and philanthropic sectors in society. Philanthropic foundations and individuals may find the free loan concept compatible with their need for innovative, catalytic use of funding, perpetuation of service after initial investment, relating to economic need by helping people help themselves rather than by providing charity, and working in partnership with nonprofit and volunteer free loan associations.

Ideally, I would like to see the establishment of an extensive "free-loan movement" in many other countries, including sharing of knowledge, skills, concepts and technology developed for this special new area of economic assistance to persons temporarily in need.  I think that there is a need and fertile ground for creating such a network because of my basic belief that many people would, given the opportunity, rather help themselves and pay back loans, than depend on long-term charity as a way of life.  This refers, however, primarily to people with prospects of basic income or acquiring skills to pay back loans and not to people impoverished by structural and chronic economic disability regarding which government and national social policy must be held responsible.
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