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Letter from the President

For more than 35 YE€Ars, the Winthrop Rockefeller Foundation has invested in our
nonprofit partners to help improve the lives of Arkansans. With them, we are engaged in the long-
term, complex, and essential work of helping people and places move from poverty to prosperity.
WRE is deeply grateful to our nonprofit partners who engage so thoughtfully with us in setting and

monitoring outcomes, learning from experiences, and grappling with tough questions and challenges.

‘We are often asked about what we are learning through our grantmaking, investments in nonprofit
capacity building, and mission- and program-related investments. This monograph is the first in a
series we have named Partners in Progress where we will share grantee stories and our collective lessons
learned. We are publishing these reports in the spirit and practice of transparency, which is a core
value of the Winthrop Rockefeller Foundation. We also want to document our grantmaking invest-
ments continuously to capture, reflect on, learn from, and adapt to the most eftective charitable invest-
ment process. Documentation allows all stakeholders, not just grantees, to reflect on their ability to

impact, influence, and leverage resources for positive change in Arkansas.

In the pages that follow, we tell the story of Southern Bancorp and WREF’s 25-year partnership.

‘We attempt to capture, share, and encourage conversation around some of the challenges and lessons
learned during our partnership. This is not a story that has a precise and clear ending, or universal
answers. Long-term strategic investing for positive change through grants, capacity building, and
mission-related investing is an ever-evolving process. It is our hope that sharing this journey will
reinforce the idea that it is philanthropy’s responsibility to understand how its investments are playing

out in homes, on the streets, and at the policy-making tables.

The Foundation will continue to engage deeply with grantees on defining, monitoring, and learning
from their progress and setbacks. Over time and with future monographs, we hope to create a
comprehensive map of the impact, lessons, and changing conditions in our state that will guide the

recalibration of the Foundation’s overall strategic direction, as appropriate.

As always, we welcome comments, questions, challenges, and wisdom from you regarding this report
and our ongoing work. We also welcome new partners as we strive to help people and places in

Arkansas move out of poverty. Contact me at swest@wrfoundation.org.

Sincerely,

ShereceY. West, Ph. D.

President and Chief Executive Officer
‘Winthrop Rockefeller Foundation



Letter from Southern Bancorp

The Winthrop Rockefeller Foundation, Governor Bill Clinton, and
other significant business, community, and philanthropic Arkansas leaders founded Southern Bancorp

in 1986 to provide access to capital to chronically under-served communities in rural Arkansas.

Southern Bancorp’s innovative partnership with the Winthrop Rockefeller Foundation has evolved
to meet new needs and challenges of rural development. The ability of this great partnership—the
Foundation and Southern—to adapt, grow, and reach deeper levels of impact is something I think

Governor Rockefeller would be very proud of.

This publication offers a thorough and candid perspective of Southern’s history. It is important to
note both successes and failures, as each leads to greater understanding. Our bottom line has and
always will be how best to build the communities and change the lives of those we serve. Successtul
community development depends on a willingness to adapt and retool when necessary. As 19th-
century Spanish philosopher George Santayana famously noted, “Those who cannot remember the
past are condemned to repeat it.” Lessons learned are a powerful and critical component of South-

ern’s long-term success.

The generous support and partnership offered by the Winthrop Rockefeller Foundation during the
last quarter century have enabled Southern’s social mission impact and financial performance to set
the gold standard for community banking in the United States. We believe that the three pillars of
our long-term mission—helping children graduate high school and go to college, advancing rural
economies so individuals and families can find work, and reducing the number of people living in
poverty—are critical in these challenging economic times, and we look forward to another quarter

century of partnership between the Foundation and Southern.

Sincerely,
Phillip Baldwin
President and CEO

Southern Bancorp



Executive Summary

PARTNERS IN PROGRESS

A Report for the Winthrop Rockefeller Foundation,Volume One Prepared by Frontline
Solutions, Inc. / Written by Kathryn Hodge Matchett, Marcus Littles, and Bianca C. Williams /
Photography by Cade Collister and Jamaica Woodyard Gilmer / Edited by Brian Baughan

Background and Methodology

Dedicated to bringing to life the vision of its founder, Winthrop Rockefeller, and transforming the
lives of all Arkansans, the Winthrop Rockefeller Foundation (WRF) has been committed to pro-
moting change for more than 35 years. By engendering systemic change in the areas of education,
economic development, and economic, racial, and social justice, WRF continues to use grantmaking

and other forms of strategic investments as tools for empowering local communities.

In an effort to assess the progress the organization is making in these endeavors, and to gain insight
from best practices and persistent challenges, WREF has commissioned a series of publications to
examine some of the Foundation’s long-term investments. This series is titled Partners in Progress.
Volume One profiles Southern Bancorp, an institution that WREF has partnered with for 25 years.
With over $10.5 million invested in Southern Bancorp, the nation’s largest rural Community
Development Financial Institution, WRF has committed to Southern’s vision of creating and main-
taining a community development model that helps rebuild and transform rural communities in

Arkansas and Mississippi.

For this project, WRF engaged Frontline Solutions, a national research organization committed to
supporting organizational learning and development of philanthropic and nonprofit organizations.
Frontline acquired the assistance of Arkansas-based researcher Kathryn Hodge Matchett, a research
consultant and expert in international development, in order to understand fully the impact WRF’s

investments, and Southern’s work, are making in Arkansas.

Hodge Matchett gathered the data for this project through face-to-face and phone interviews with
past and present members of WRF and Southern; analyzing the Foundation’s reports and internal
documents; acquiring community responses and assessments through external books and archived
newspaper articles; and making site visits to locations where the physical impact of these invest-
ments could be seen and observed. In this report, Hodge Matchett discusses the best practices,
challenges, and lessons learned from Southern, in order to provide insight into the best strategies for

improving the opportunities and economic outcomes of Arkansas residents.



Here are some highlights from Hodge Matchett’s findings:

Best Practices

*Collaboration and community participation are crucial for making change
A collaborative approach to change has been significant for Southern Bancorp, as its partic-
ipatory and comprehensive model of community development requires the cooperation
and participation of, and collaboration with, residents, nonprofit affiliates, and financial and
educational institutions in the communities it serves. For Southern’s programming to have
a long-term impact, various members of these Arkansas communities must be on board and

dedicated to the mission.

*Turning research findings into action
WREF’s financial support for Southern’s research needs and for the staft to act on the
findings from that research have been a crucial part of Southern’s success. Frequently, grants
only provide enough support for the research to be completed, and do not take into
account the financial requirements of putting that research into action. This support has

enabled Southern to directly impact public policy at the state level.

Challenges

*Working through initial losses and institutional changes
Southern has faced challenges that are familiar to many institutions trying to make com-
munity change happen. Overcoming obstacles that may arise in the preliminary stages of
executing programming, such as initial losses or direction changes, and learning lessons from
these early challenges are crucial for becoming an anchor institution that can weather the
storm. Eventually, Southern was able to negotiate and bring together the varied approaches
and ideologies of the banking and nonprofit industries to establish a complex organization

that benefited from the best of both worlds.

*Documenting impact
Southern Bancorp found it somewhat difficult to document the direct impact its initiatives
have had on the communities served, particularly when it came to showing the impact
of long-term struggles for public policy change. Since much of the work completed by
Southern is initiated by long-term investments in communities, and is geared toward
systemic change (instead of short-term gains), documenting the results can be hard to do.
This sometimes makes it challenging for WREF to fully realize the impact its strategic

investments are making in Arkansas.



Lessons Learned

*Providing “patient capital” yields important returns
The long-standing support and patience that WREF has provided Southern have greatly
impacted not only the type of work Southern has been able to accomplish, but also how
the organization has been able to advance its institutional mission. Repeatedly, interviewees
pointed out that, without WRF’s long-term economic support, much of Southern’s
programming would have fallen by the wayside. Through economic downturns, shifting
political environments, organizational growing pains, and leadership transitions, WRF
stuck by supporting the vision of Southern. By investing in long-term policy and systemic
change, instead of short-term and cosmetic fixes, WRF helped Southern do what is best for
Arkansas residents. For Southern, it was important to receive WRF’s continued investment
and “patient capital” in order to allow a clear program model to emerge over time.
Engaging in this type of commitment can be risky business; Southern is grateful for the
confidence WREF has shown in this partnership, and in return shows its appreciation by

harnessing WRF’s resources to create real change in Arkansas.

*Social innovation and risk-taking are necessary for successes in community change
In addition to assuming the risks of engaging in long-term commitments with institutions,
WREF has continued to take bold action by supporting pioneering models of social inno-
vation and experimentation in relation to community engagement. However, funding
innovation is not a one-time investment; rather, it takes supporting an institution or an idea
long enough so that the organization can fully emerge after recovering from inevitable
failures. Combining banking and nonprofit organizations can be difficult to do eftectively,
and WREF provided consistent support for Southern throughout the complicated, yet
innovative, process. Southern’s theory of change was developed and honed over the course

of the 25 years in which WREF has been a supporting partner.



SOUTHERN BANCORP: Revitalizing the Rural South

by the Winthrop Rockefeller Founda-
tion in 1986 and is currently the nation’s largest rural Community Development Finance Institu-
tion (CDFI).! The success and longevity of Southern’s programming can be attributed to the
organization’s dedication to a community development model that is participatory, comprehensive,
and long term. Southern is like other banking institutions because it provides the expected menu
of financial services. Yet, its model is unique because it also has a targeted focus on helping rural
communities in Arkansas and Mississippi transform themselves. Southern can be described as a bank
with values, which are articulated in the organization’s stated mission to “improve education,

increase employment, and reduce poverty.”

In its early years, Southern immersed itself in program construction and processes that would
immediately address the most important issues the organization observed in its target communities.
However, these strategies often lacked the necessary focus on long-term and sustainable change.
After fifteen years of investing in rural communities, Southern took an honest, hard look at the
impact of its work, and what it discovered led to a courageous decision to transform its approach

to rural community development.

This profile explores the evolution of Southern’s innovative rural community development model
and the impact it is having in Arkansas and Mississippi. The opportunities and challenges unique to a
rural CDFI are highlighted, bringing to light the complexity of rebuilding distressed communities.
Furthermore, it describes the lessons learned in a 25-year partnership between WREF and one of its

long-standing grantees.

The research for this profile looked specifically at the history and impact of Southern’s work on
the state of Arkansas. The methodology was relatively straightforward and consisted of the follow-
ing: data analysis and document review of Southern Bancorp and WREF internal documents;
review of community strategic plans and notes; reading and summarizing independent impact
evaluation conducted on Southern’s work; Internet research; literature review; and interviewing

key informants among Southern staft members, board members, and community constituents.



WRF’s investment is also highly valued by Southern because
it helps fill a void in rural development funding. Though
20 percent of Americans live in rural areas, less than

%

OF U.S. GRANTMAKING FOUNDATIONS ALLOCATE
MONEY FOR RURAL DEVELOPMENT.

THE INVESTMENT: A Risky Investment and a Fruitful Partnership

In the early 19805, WREF was searching for a meaningful investment opportunity and
exploring the idea of creating a self-sustaining organization to serve the people of Arkansas. At the
same time, then-Governor Bill Clinton was looking for a way to increase economic opportunity in
the Delta. It was in 1986 that WREF and Governor Clinton combined forces to announce a new
finance institution modeled on Chicago’s South Shore Bank (ShoreBank), an urban CDFI. The goal
was to provide rural Arkansans with much-needed access to capital to buy homes, get an education,

and build businesses.

As the initial primary investor, WREF provided funds to cover the development expenses required to
establish a CDFI in Arkansas and jump-start program-related investments® (PRIs) through stock
purchases.> Over the years, WRF has made non-stock PRIs and purchased additional stock up to
the legal limit.* In addition to these investments, WRF has awarded multiple grants to Southern’s
nonprofit affiliates and, in 2009, transterred its regular banking services to Southern as part of an

overall effort to advance its community development objectives in all aspects of business operations.
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In total, WREF has invested $10,556,065 in Southern over the years. Instead of expecting a financial
return in the form of dividends, WREF requested a social return on its investment—the develop-

ment of rural Arkansas communities and real change in the lives of Arkansans.

WRF’s investment in Southern was indeed a risky investment for a foundation to make. A bank by
its nature is highly leveraged and at risk of failing if not managed well. In the mid-1980s the CDFI
was an unproven concept, and this type of equity investment was new for a foundation. According
to WREF President and CEO Dr. Sherece West, the initial investment was a “stretch” in that it repre-
sented a large percentage of WRF’s available funds.> And, though the model seemed like a brilliant

idea, no one knew if it would work in rural Arkansas.

There are a few particularly noteworthy aspects of WREF’s investment in Southern. First, the Foun-
dation was willing to forgo a financial return on its investment, enabling Southern to reinvest those
dollars in its community development work. Second, WRF and Southern have taken steps to ensure
a long-term partnership. Having a stable funder in WREF has afforded Southern the luxury of time
to better understand how to help revitalize rural communities. These insights have influenced the
way in which Southern engages with a community, the services and products it provides, and the
construction and transformation of its own internal structure. Furthermore, WRF’s investment is
also highly valued by Southern because it helps fill a void in rural development funding. Though

20 percent of Americans live in rural areas, less than 1 percent of U.S. grantmaking foundations

allocate money for rural development.®

Southern decided to focus deeply on a few counties, setting
three 20-year goals for each: 50 percent reduction in poverty;
50 percent increase in the high school graduation rate; and

5(0)%

INCREASE IN EMPLOYMENT.



THE DRIVE: The Evolution of a Community Development Model

A cold winter day 1M 2004 found Phil Baldwin driving through the Arkansas
Delta on one of his biweekly visits to the town of Helena.” The Southern Bancorp President and
CEO was feeling good about the investments the organization had made since its inception. At the
time, Southern had provided over $1 billion in loans to create thousands of jobs in rural Arkansas
and Mississippi. But as Baldwin drove into town, satisfaction gave way to sadness as he was greeted
by the all-too-familiar empty streets, dilapidated houses, and shuttered storefronts, all reminders that
Helena had not yet been revived as the vibrant, bustling river town it once was. In fact, he noticed
for the first time that the town looked worse than it did the year before. “The Drive,” as this story
is now referred to at Southern, was a powerful moment of clarity that caused the organization to

change its course.

Baldwin realized during “The Drive” that Southern’s goal of providing capital to three-quarters of
Arkansas was an “inch-deep, mile-wide” approach. Southern Senior Vice President Ben Steinberg
explains, “Making a loan in one community and another two counties away was not achieving
social impact. It was not changing trajectories. Communities were still spiraling down. Providing
access to capital was only part of the solution. We decided to look at all the constraints to commu-

nity development.”®

Southern and the Walton Family Foundation subsequently entered into an intensive yearlong
study to determine how to make a significant positive impact in rural Arkansas. A review of 295
published articles on community development projects in the Delta revealed that 90 percent had
never been implemented and, of the 10 percent that had been, 90 percent had failed. According
to Baldwin, “The two primary reasons for failure were short-term funding and the project being

299

conducted by outsiders leaving behind a piece of paper no one believed in.

The study also underscored the complexity of community development. A community cannot
attract business without a skilled workforce, which a failed education system cannot produce. Lack
of employment opportunities leads to an out-migration of the population. A dwindling population
leaves no market to support retail and service providers. Southern and the Walton Family Founda-
tion concluded that all of these interconnected factors must be addressed simultaneously. According
to Baldwin, “When asked the age-old question, “Which comes first, the chicken or the egg?” we

answer ‘Both.” 10

Following this study, Southern’s mission of providing access to capital to under-served rural
communities expanded to a more comprehensive mission of revitalizing rural economies, which
required an “inch-wide, mile-deep” approach. As a result, Southern decided to focus deeply on a
few counties, setting three 20-year goals for each: 50 percent reduction in poverty; 50 percent
increase in the high school graduation rate; and 50 percent increase in employment. A new
geographic focus concentrated Southern’s community development efforts within a 50-mile radius
of its bank branches.To reach these three 20-year goals, Southern facilitates a participatory strategic

planning process through which a broad spectrum of residents—teachers, business owners,

11
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government officials, health care providers—came together to produce and implement five-year
strategic plans that address five pillars of community development: economic development,

education, health care, housing, and leadership development.

Southern’s ability to provide loans and grants, and to leverage funds from other sources, helps it
play a key role in turning strategic plan goals into reality. One such success is the investment in
Arkansas’s first “24/7” childcare facility, established in the Clark County Industrial Park. The facility
was funded through a combination of a $690,000 grant from the U.S. Department of Health and
Human Services, a $300,000 USDA grant for loan funds, and private financing. Southern also
provided substantial technical assistance to help launch the center, which today serves more than
100 children, employs more than 20 people, and offers a strong recruitment and retention tool

for businesses.

Another creatively financed program investment is the Boys & Girls Club of Phillips County, which
was built through the combination of a donated facility, $500,000 raised from individuals and busi-
nesses, and $240,000 from Southern’s Delta Bridge Project, funded by the Walton Family Founda-
tion. According to Southern Bancorp Capital Partners Chair Brian Miller, “The next generation of
leaders in Phillips County is being raised right now in our Boys & Girls Club.”!" Southern also
leveraged federal dollars to help finance Helena-West Helena’s Southern Place Apartments, which is
tully occupied with low-income residents transitioning into home ownership. Southern Place is one

example of the 175 affordable rental housing units Southern has helped build or renovate.

These examples of Southern’s work illustrate the organization’s community development model
and how it plays out in communities. Essentially, Southern changed strategic directions and, as
demonstrated in the Phillips County example and others, the institution has implemented a
community development and change model characterized by: 1) deeper engagement in fewer rural
communities, 2) long-term strategic plans informed by local stakeholders, and 3) the leveraging of
investments with federal monies. These characteristics, while not novel, are unique in the extent to
which they have been scaled in the rural context. WRF’s investments in Southern over nearly a
quarter century have been more than mere grants to an institution; they have been investments in
an emerging model for providing economic opportunities for low-income Arkansans, particularly

in rural communities.

Key Components of Southern’s Community Development Model

Supplementing Southern’s “inch-wide, mile-deep” approach to investing capital in rural commu -
nities is its dedication to three components of the organization’s community development model:
a participatory process that engages a broad spectrum of the community, a comprehensive approach
that addresses the interconnected factors of community development, and a sustainable funding
mechanism. Southern believes that a long-term focus on these three practices is critical to sustain-

ing community development.



Southern’s engagement of people from all sectors of the community in creating and implementing
a shared vision and goals is built on the principle that it is the people themselves who best under-
stand their strengths, needs, and aspirations. Because participatory development is driven and
“owned” by the community, it tends to be a long-term endeavor, as opposed to a short-term fix
by an outsider. A participatory process builds capacity by strengthening partnerships, capitalizing on
individual and organizational skills, and fostering community pride and hope. Dr. Wesley Kluck,
chair of the Clark County strategic planning steering committee, credits the participatory strategic
planning process with “turning what was our biggest weakness, divisiveness and lack of unity,

into our biggest strength, unity and a common purpose for our county.” Kluck adds that the
unified vision and the committee structure created through the strategic planning process enable

the county to respond quickly to new economic development opportunities as they arise.'?

Another key component of Southern’s model is its comprehensive approach to community
development. WREF believes its three investment areas—education, economic development, and
economic, racial, and social justice—are highly interdependent, with education the catalyst for the

other two areas. Similarly, Southern recognizes that it must invest in the five pillars of community

development simultaneously because the health of each sector depends on the vitality of the others.

‘When transformation in one sector influences change in the others, there is a synergy that would

not exist if each area were addressed in isolation.

A final aspect of Southern’s community development model that must be emphasized is its unique
funding mechanism. Short-term infusions of capital or time-specific grants provide temporary
boosts to the local economy but are no replacement for generating capital and credit from within
the community, or for attracting capital from outside the community."® The ability of Southern’s
nonprofit affiliates to provide grants and below-market-rate loans, combined with the capacity of
its bank to provide market-rate loans, makes it an invaluable resource in a community. Southern’s
unique financing ability, coupled with its capacity to mobilize resources from within the commu-
nity and to leverage funds from external sources, births a rare and powerful sustainable community
development funding mechanism. Southern Senior Vice President Ben Steinberg predicts,

“Southern’s model will become a national model for a new type of philanthropy.”

13
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THE IMPACT: Southern’s Imprint on Rural Arkansas

Southern’s community development model, e outpue of its work,
and the impact it is having on lives and communities are evident in the two connected roles the
organization plays: that of direct provider of asset-building services and public policy advocate. The

following are brief descriptions of these roles with examples.

Direct Provider of Asset-Building Services

Many low-income communities lack access to credit because most financial institutions find it too
costly to service them. Southern specializes in providing credit to these “unbanked” individuals and

communities.

¢ In 2008, Southern made 4,018 loans, of which 56 percent were for less than $10,000. These small
loans, which help rural residents start small businesses, repair homes, purchase transportation,
and access health care, are key to reinvigorating rural economies.To date, Southern has made

$2.3 billion in loans in high-poverty areas.'*

Southern’s Asset Builders Program helps low-income families acquire homes, small businesses, and
higher education. Clients receive economic skills training and one-on-one counseling, and save
money through matched savings accounts, such as Individual Development Accounts (IDAs).!?

To date, 610 asset purchases have been started or completed, and clients have saved $1.98 million
through their own deposits and matching funds. Southern has also opened 651 children’s matched

savings accounts to help families save for college education.'

Southern partnered with WREF to support the promotion of a state-level Earned Income Tax
Credit (EITC) and the launch of three pilot Volunteer Income Tax Assistance (VITA) sites.
Southern is working to secure funding to develop and sustain proven VITA site models throughout
the state, which could result in low-income Arkansans netting $104 million annually in additional

income.

Southern’s nonprofit loan fund, Southern Bancorp Capital Partners (SBCP), has made over
$55 million in small business loans and helped secure nearly $6 million in loans and grants from

other sources for business development and education.

Tawana Dunlap was a single mother sleeping on family members’ couches when she learned of the
availability of childcare assistance for students in Southern’s Career Pathways Program. Today,
Dunlap, who has also taken advantage of Southern’s other asset-building services, is a proud
Registered Nurse. “It really feels good to have my own vehicle, my own home to come to, my own
stuff in my house—and I own my own couch!” Dunlap explains. “You never know what kind of
help someone needs and is afraid to ask for. To get someone who knows how to open doors for
you and allow you to walk in them with your head up...” Her voice trails oft as she fights tears.

“I appreciate what Southern has done for me throughout the years. If they can help anyone who



IN 2008, SOUTHERN MADE 4,018 LOANS, OF WHICH

56%

were for less than $10,000. These small loans, which help
rural residents start small businesses, repair homes, pur-
chase transportation, and access health care, are key to
reinvigorating rural economies.
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gets in hardship...1it’s the best investment anyone can make.”"” It is a value that CEO Phil Baldwin
and the Southern community share with Dunlap. Says Baldwin, “The ultimate goal is human

dignity.” 18

Public Policy Advocate

Andrea Dobson, WRF’s Chief Financial Officer, counts her Foundation’s support of Southern’s
policy research and coalition-building efforts among its proudest contributions to addressing poverty
in Arkansas.’ Southern’s public policy program increases the impact of its mission beyond direct
service and touches the lives of low-income Arkansans throughout the state. “Some organizations
conduct policy research to shape thinking,” explains Dr. Karama Neal, Interim Director of Southern
Good Faith Fund (SGFF), a Southern affiliate that includes public policy among its activities. “Others

work to pass legislation. Southern does both.”?

Southern achieved its first policy victory in 1999 as the lead advocate for Act 1217, which created
the Family Savings Initiative and established Arkansas’s IDA program, which is funded by the state at
$1.7 million per year. A 2006 research survey on the eftectiveness of the IDA program found that,
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in addition to having a significant impact on asset accumulation among low-income households,
the program encourages sustained savings, increases the use of traditional banking services, and pro-
motes greater economic self-sufticiency. More than half of the survey participants who had received
public assistance when they enrolled in the program no longer received such assistance when they
graduated.?! Another successful coalition-building effort led by Southern against predatory lending
triggered a government response that resulted in the last payday lender in Arkansas closing shop in
July 2009. Payday lenders, who charge exorbitant interest rates of 400—500 percent, had been

taking more than $45 million annually from Arkansas households.??

Southern also directly influences public policy at the state level by demonstrating how successtul
programs can be scaled for broad impact. Southern’s Career Pathways Program (CPP) provided the
model for the Arkansas Career Pathways Program, a cooperative initiative of the Arkansas Department
of Higher Education and the Arkansas Department of Workforce Services. Since 2005, $44 million
in funding has been secured for the program, which now serves students in 25 two-year colleges. The
statewide CPP program is an education policy success that has significant economic implications. In
a 2009 speech, President Obama stated that jobs requiring at least an associate’s degree are projected
to grow twice as fast as jobs requiring no college experience. “We will not fill those jobs—or even

keep those jobs here in America—without the training offered by community colleges.”

In addition to effecting policy at the state level, Southern has influenced federal policy. President
Clinton’s creation of the Community Development Finance Institutions Fund in 1994 was a direct
result of his experience partnering with WRF on the Southern banking model. The CDFI Fund
expands the capacity of financial institutions to provide credit, capital, and financial services to
under-served populations. Since its creation, the CDFI Fund has awarded $1.11 billion to commu-
nity development organizations and financial institutions. In FY 2007, the nation’s CDFIs leveraged
$621 million with private investments, financed more than 4,000 affordable housing units, and capi-

talized businesses that created or maintained nearly 30,000 full-time equivalent jobs.?
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THE HARD ROAD: Challenges Southern Has Faced Over the Years

The impact that S()U.thern has been able to have in rural communities has not
been without mistakes and roadblocks. The following are a few of the challenges that Southern has

faced during its existence.

The Early Years: False Starts and Errors

The establishment and early development of Southern presented a plethora of challenges, many of
which are outlined in Richard Taub’s book Doing Development in Arkansas. According to the author,
the initial challenge of raising more than $12 million, purchasing a bank, and establishing a complex
organization was no small feat and one for which the initial investors should be commended.
However, the early days were filled with mistakes and disappointments, including high loan losses;
the collapse of Southern Ventures, a venture capital arm of Southern; and a failed housing project.
Southern’s history also includes painful stories of previously healthy businesses becoming over-
extended and failing once credit was provided to them. Taub lays out a laundry list of causes for the
failures, including a lack of coordination between the bank and nonprofit affiliates; an inability to
create partnerships and leverage resources; inadequate financial and human resources for the scale
of the problem; and the appointment of a staft of Chicago “outsiders” who did not connect

with the community.?

The challenge for WREF during those tough times was finding the patience and conviction to stick
with the partnership. WRF CFO Andrea Dobson recalls, “The board did some real soul searching.”’?
A program officer once asked, “What happened to the idea that this was an experiment with lots of
unknown parameters and opportunities to learn? It is now perceived as a business that is expected
to automatically succeed, and people are unreasonably impatient with false starts and errors. This 1s

about learning.”?°

Today’s Challenges

A turning point came in 1996, when the bank was taken over by local Arkansas managers who
began forming partnerships and leveraging resources, both critical to the development of local
economies. Over time a new model evolved that addressed many of the problems of the early days.
However, the complex and dynamic nature of community development ensures that Southern will

always face challenges. What follows are three challenges the organization faces today:

Providing Capital to Under-Served Groups

Increasing lending to under-served groups like African Americans and low-income individuals has
been an objective since Southern’s inception, and is crucial to accomplishing WRF’s aims for racial,
economic, and social justice. However, lending to these under-served groups has never reached
levels that Southern or WREF seek due to the inherent challenges of lending in a distressed market
and the lack of preparedness of some individuals to manage a loan. Recognizing the need to build

capacity, Southern is looking for innovative ways to augment its financial education, technical



support, and training services to reach these under-served groups over time without incurring

financial losses.

Managing a Hybrid Organization

The combination of for-profit and nonprofit elements introduces a cross-cultural dynamic to
Southern’s team: nonprofit employees tend to be passionate and driven by the organization’s
mission, while bank staffers tend to be more numbers-oriented and concerned about the bottom
line. The diversity of perspectives and backgrounds enhances learning and spawns more creative
and successtul solutions. However, at times there can be tension between a philanthropic goal and
the bank’s bottom line, and the staffs of the bank and nonprofit affiliates have had to learn to recog-
nize when an idea presents a good opportunity to work together and when it poses a threat. Phil

Baldwin says his biggest challenge is “keeping the nonprofits running like nonprofits and the bank

k)

working like a bank™—a lesson the organization learned in the early days when it nearly collapsed

due to management’s failure to make this distinction.?’

Building Hope in Historically “Hopeless” Places

SBCP President Joe Black has devoted some reflection to how difficult it is to provide access to
economic opportunity in communities that have been historically marginalized. “There is a
psycho-social component of poverty that breeds distrust. The distrust, cynicism, and lack of hope
make the social aspect of community development more daunting than the economic aspect,” says
Black.? “In much of the South, where agricultural economies thrived on the exploitative labor of
African Americans, the lingering effects of oppression heavily shape the social aspect of community

development.”

Southern aspires to espouse a brand of community development that brings together diverse groups
of people to develop and implement a unified vision that has the power to change mindsets and
build hope. Phil Baldwin recounts numerous stories in which he can point to a tangible role that
Southern’s work had in “building hope.” However, the history of social and economic isolation
and marginalization in many of the communities that Southern reaches has left a legacy that poses

a continual challenge for the organization.
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THE LESSONS: Reflections from a Long Journey

Southern Bancorp is not only an important organization in the state of Arkansas, but an anchor insti-
tution. This chapter has documented and recounted numerous ways in which Southern provided
access to economic opportunity for rural communities. Examples range from the Boys & Girls Club
of Phillips County to the compelling story of Tawana Dunlap. WREF and Southern have learned a
lot over the course of their 25-year partnership, about the hard work of empowering low-income

communities and about how funders partner with local organizations.

Four particular lessons stand out:

1.'laking the Right Risk Will Yield Rewards

Perhaps the most important lesson WREF has learned from the Southern “experiment” is
that taking the risk to pioneer a new model of philanthropy can pay oft. WREF invested in
an idea. Southern was entrepreneurial in its planning and growth over the years, and WREF

continued to support the emergence of an institution and a model. The risk produced a

SOUTHERN BANCORP IS A

*1.1B

BANK—the nation’s largest and most profitable rural develop-
ment bank and the second-largest CDFI, with 45 locations in
Arkansas and Mississippi, more than 250 employees, two
nonprofit affiliates, and a community development model that
continues to make an impact.



tremendous return on investment—empowering individuals and communities to build
roads out of poverty. “It is easy to get on a moving train,” explains SBCP President Joe
Black. “It is harder to start a train from a complete stop. That is what WRF did.”?

The story of WRF and Southern should encourage philanthropy to continue to support
tested ideas while recognizing the crucial importance of continually supporting and

nurturing emerging ideas and institutions. This usually requires risk.

2. Patient Capital + Social Innovation Can Produce Anchor Institutions

Southern credits WRF’s 25-year partnership with giving it the freedom to learn, grow,

and evolve. The mistakes during the early years led to a different management style, and
the realization that its efforts were not revitalizing communities led to a dramatic change
in how it approached community development. Continuing to support Southern during
difficult periods required WREF to have what Southern Vice President Dominik Mjartan
calls “patient capital.”? It also required maintaining that Southern stay the course of
experimenting and testing unproven strategies, which allowed space for learning and
innovation. WREF had the courage to invest patient capital, and Southern was a good
steward of this investment by bringing a dogged persistence and commitment to innovative

strategies that would best serve low-income rural Arkansas communities.

3. “Io Research or Not to Research” Is an Important Strategic Question

There is often a necessary tension within philanthropy around supporting research. In
some cases, foundations will over-invest in research at the expense of providing sufficient
resources for organizations to do their work. In other cases, foundations undervalue the
importance of research and instead funnel their resources to ideas or institutions that lack
empirical or qualitative research to support their theory of change. The tension between
these two (extreme) schools of thought is palpable and even constructive. WRF has not by
any means mastered the perfect balance. However, the story of WRF’s partnership with
Southern validates the necessity for this tension. WRF invested in Southern Bancorp to
research and plan in addition to supporting it to implement and “do.” Most organizations

need support for both processes to be maximally effective in serving their constituency.

4. Rural Models Must Be Supported Long Enough to Test Their Effectiveness

Generally, there is a scarcity of rural development models that have received sustainable
resources from philanthropy in order to develop sound best practices and models that are
proven effective in the rural context. Funders such as the National Rural Funders Collabo-
rative, Foundation for the Mid South, Fund for Appalachian Ohio, and WREF are just a few
examples of philanthropic entities that are either charged to invest in rural communities or
whose geographic area comprises mostly rural communities. It is vital that these founda-
tions, as well as others, invest in promising models over the long term so the field has more
models to reference. Similarly, it is also important for philanthropy to invest in document-

ing the current models that have proven to be effective, such as Southern Bancorp.
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THE DRIVE CONTINUES: The Road Ahead to Economic Opportunity for
All Arkansans

Twenty-five years and several reincarnations later, southern
Bancorp is a $1.1 billion bank—the nation’s largest and most profitable rural development bank
and the second-largest CDFI,’! with 45 locations in Arkansas and Mississippi, more than 250
employees, two nonprofit affiliates, and a community development model that continues to make an
impact. Profits from the bank are funneled into the affiliates, whose services can be easily accessed
by community members in the bank lobbies. Southern Bancorp Capital Partners (SBCP), a South-
ern affiliate, specializes in comprehensive community development activities and community devel-
opment lending. Another affiliate, the nonprofit Southern Good Faith Fund (SGFF), provides

low-income residents with a range of asset-building services.

Today, when Phil Baldwin drives into Helena-West Helena, he sees a community transforming
itself. In the town center, abandoned buildings have been razed, a park is being created, and histori-
cal structures are undergoing renovation. A few blocks away, students in suits shake the principal’s
hand as they leave KIPP, one of the highest-performing schools in the state. Across town, black and
white, young and old are utilizing the new 45,000-square-foot Delta Area Health Education

Center, the largest construction project in the county in a decade.

And statistics are changing. In a county with a teen birth rate more than double the national rate,
there have been no teen pregnancies among the 500 members of the Boys & Girls Club of Phillips
County since its opening in 2006.%2 One hundred percent of KIPP graduates are going to

college, compared to the county’s average college enrollment rate of 10 percent. The high school
graduation rate in Phillips County increased by 16.3 percent between 2003 and 2007, compared
to a 2 percent increase statewide, with Southern’s investment in the public school system receiving

credit for the sharp increase.?

Yet there is still much work to be done. During that 2003—2007 period, Phillips County saw an
increase in out-migration, a drop in per capita income, and a decline in employment growth.
Southern remains focused on reversing these negative trends, and in ten years Helena-West Helena
will have produced a critical mass of college graduates predisposed to returning to and investing in
their hometowns. Casey Perry, a senior at KIPP, is on his way to the University of Arkansas or
Auburn to study industrial engineering. On the subject of returning home, Perry says, “I believe

I will come back. I should give someone else a chance.”? Phil Baldwin believes that to attract kids
like Perry, Southern must help rural counties achieve the three 20-year goals: 50 percent reduction
in poverty, 50 percent increase in high school graduates, and 50 percent increase in employment.
Southern is committed to it. Baldwin has devoted his life to it. “On my tombstone, I want it to be

written that we accomplished this.”
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