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Introduction

There is growing documentation on the emergence of new local and regional investment funds throughout Canada, the US and Europe. Most of this documentation is largely descriptive, providing information on the nature of these new sources of capital: their objectives, eligibility criteria, etc. These funds fall under several broad headings and are based, in many cases, on new partnerships between the state, the private sector, the labor movement and the so-called social economy. They range from regional development funds to private risk or venture capital, with many hybrid varieties in-between. Public and private funds can themselves be broken down to reveal many instruments with different profitability and eligibility criteria. Funds also target different sectors and/or regions and localities.

Of particular interest, is the growing focus on the social economy, especially in Quebec, where it now receives a political legitimacy not currently found elsewhere. (Neamtan,1997) While, indeed, the social economy is not new, it is more commonly associated with the cooperative sector and more recently with the third sector. In Quebec, a distinction is now made between the new and the old social economy. While both refer to asociational activity, the new social economy is based on the broader conceptualization of “embeddedness”, in which social utility displaces purely economic criteria of profitability, in which economic activity reflects and responds to the needs of the community in which it is situated. Definitional debates are far from settled, as new actors now occupying critical roles on the political stage compete for resources. This rather simplistic way to put it, in fact, misrepresents what has become, in a short period of time, a fertile ground for competing ideologies.

In this discussion on new financial instruments, a short introductory comment on the social economy is necessary since it puts into sharp relief the struggle between what is interpreted by some as decentralized neo-liberalism, and, therefore, the cooptation of communities by a market driven economic development strategy and those who resist this. In fact, the situation is far more complex, more interesting and more hopeful, in my view. As Bob Jessop tells us, many new initiatives are, in fact, hybrid forms of economic organization making it difficult to draw immediate conclusions regarding the form that these structures take. (Jessop,1994) In the case of the social economy in Quebec, what we are witnessing, in fact, is a radical departure in both political and economic decision making as new social actors, previously marginalized, now occupy key roles.

The Social Economy - Quebec

Quebec’s “actually existing social economy” must be discussed from several perspectives: its origins; the ideological divisions which have emerged, as competing claims define political strategies; and from the standpoint of emergent state structures, which serve to institutionalize the activities of community based organizations. This currently involves a new engagement on the part of the state as it encroaches upon and begins to contain the work of these organizations in new state structures. Still, it is too soon to draw firm conclusions. It is more accurate, I believe, to interpret these ongoing changes as a process of negotiation, one which is highly significant given the presence of social actors previously excluded from the political stage. The language of politics has changed as new voices challenge prevailing doctrine and public discourse.

Not merely job creation but sustainable jobs; not merely entrepreneurship but social entrepreneurship with broad socio-economic objectives; not merely business development but an integrated strategy of community economic development that is both territorially based and socially rooted; not merely the transfer of social service jobs from a ravaged public sector but new service jobs in the social sector which provide dignity, decent wages and affordability to service workers and service users; not only new financial intermediaries and instruments to issue loans and/or equity investment, but an integrated model of financial intervention which respects the underlying objectives of the social economy; not the management of poverty and the ghettoization of precarious work, but a new framework to develop democratic alternative models of economic organisation. This is the language of the social economy in Quebec.

State/economy relations in Quebec have been unique in the last thirty years. The nationalist agenda has contributed significantly to the development of a Quebec economic model of concertation
. Despite its mitigated success, the strategic partnerships established between labor, business and the state continue to shape the decision making process in Quebec. The overriding commitment to deficit reduction and retrenchment of the public sector which certainly also characterizes Quebec, has not undermined this relationship.

The emergence of over 230 new financial instruments in Quebec can only be understood within this context,as is the new role played by the social economy
 (Levesque,Mendell,Van Kemenade,1997). Some suggest that what distinguishes this current period and the widespread support for the social economy from the previous thirty years, is a return to a conservative, retrograde past of church/state/family structures governing Quebec society as the “community” is now celebrated. This is a cynical and inaccurate reading of the situation, which, for example, misses the important collaboration of the labour movement and populist sector
. In fact, the legacy of the social economy rests on the militancy of social movements and community organisations especially in the last twenty years, as they were forced to move beyond social mobilisation and intervention to creative new forms of economic organisation. It is this creativity which the Quebec state has now seized upon. However, it is true that the critical force which compelled the Quebec state to recognize the social economy, was not the recognition of successful economic initiatives.

In the spring of 1995, thousands of women marched to Quebec City from across the province calling upon the Quebec government to invest in the social infrastructure of the province, those non-market goods and services essential to support a society burdened with increasing poverty and unemployment. This is a larger issue today as growing numbers of the poor and the unemployed are excluded from active economic life calling for new networks of support, provided largely by women. Investing in the social infrastructure, therefore, implies the validation of this work with dignity and decent wages; it implies the validation of social objectives in a world dominated by economic imperatives. This march had the widespread support of Quebec society, forcing the state to respond immediately to the growing number of women living in poverty. Women’s organizations and community groups were subsequently invited to present their position to two high level meetings in Quebec: a preliminary gathering of business, labor and government leaders (March 1996), followed by a socio-economic summit (October 1996) which introduced the social economy as a key area of public concern. The Quebec government established a working group, “le Chantier d’économie sociale” for a two year period to develop the social economy, led by a highly skilled and dedicated community activist, with a long history in community economic development
. That this was unexpected explains the extensive debates around the definition of the social economy which overtook the agenda. Since that time, many projects have received financial support, among them cooperatives and non-profits, including a growing and contreversial domestic sector
. The short history of the social economy, as it emerges at the end of the 20th century in Quebec, is now extensively documented in a variety of academic journals, government publications, the popular press, etc. (Levesque et Malo,1992; Favreau et Saucier,1966; Comeau et Boucher,1996; Comité d’orien​tation et de concertation sur l’économie sociale,1996; Task Force on the Social Economy,1996; Levesque,1997; Laville, 1996; Levesque and Ninacs, 1997).

In fact, events have moved too quickly for a systematic evaluation of the social economy. A great deal of time was spent mired in lengthy definitional debates. Today, barely one year after the political recognition of the social economy, many groups, in particular, women’s organizations which were at the forefront of this struggle, now feel they have lost their voice as their achievements have been coopted by the state and compliant community organizations. Women’s organizations are challenging the direction of the social economy as they reclaim the political and economic space they have ceded. It is here that deep ideological differences are being waged, sharply dividing women’s groups engaged in the social economy from other actors involved.

This debate, however, misses a fundamental and radical change which is occurring. Not only are previously marginalized social groups now visible as they contest, through practice, the dominant paradigm and establish new structures and criteria for economic development, the Quebec state is also playing a new role as a partner in social change, different from its previous and familiar role as a partner in Quebec Inc., which had already set it apart in the heady days of neo-liberalism. While the social economy appears to its detractors as a facsimile of Quebec Inc., this is misleading. Indeed, the social economy brings together the state, business and labor; however, the driving force was and continues to be the community sector, which has not simply joined this select club of experienced negotiators, but, without exaggeration, has turned its practice on its head. Community organizations with an impressive record of mobilization and economic revitalization, are demonstrating another way of doing business. The negotiations under way in the social economy, as it defines itself politically and in practice, are based upon principles which fundamentally oppose the predominance of economic over social objectives. While it is certainly true that Quebec Inc. remained committed to an industrial strategy within a sea of neo-liberalism, its recognition of the need to steer an economy was predicated on the objective to create a competitive environment. Social issues were residual to this agenda which failed to avoid the increase in poverty, unemployment and social exclusion which characterizes Quebec society today. It increasingly fell to social movements and to community groups to look for alternatives to resolve this situation. It is these alternatives which have become the basis for the social economy in Quebec today.

For the time being, a snapshot cannot describe the social economy - neither its actors, its location in political structures in Quebec, nor its economic organization. It remains a moving target, subject to extensive negotiation and experimentation, made more complex and difficult by the continuous changes in the structure of public administration in Quebec. Bureaucracies appear and disappear, their structures transformed or absorbed by new political formations at a dizzying pace. A new politics of containment may be emerging in Quebec, which will certainly impact heavily on the autonomy of the social economy as it has evolved. This presents a new struggle. As Quebec moves quickly towards regionalization and decentralization, new structures are stepping in to participate in the work of the “already existing social economy”. Whether the incipient model of negotiation will continue or whether it will be replaced by a new regime of regionalized statism remains to be seen. The debates are only beginning
.

Credit Driven Economic Development Strategy

We now return to the main issue of this chapter which seeks to examine more specifically the role of finance in local and regional economic development. The social economy context in Quebec is especially relevant here, since new economic strategies involve the creation of new instruments, especially credit. Given the limitations of capital markets for economic development, the need for alternative forms of finance has become acute as capital increasingly flows into speculative markets and away from long-term investment. It is quite striking to observe the rapid growth of these financial instruments in the recent period and the overwhelming consensus around what appears to be a credit driven economic development strategy at the local and regional level. Even at the supranational level of the European Community, the establishment of a regional development fund is on the agenda
 (Elliott,1996, p.19).

Despite the abyssmal record of twenty years of neo-liberal economic strategy, the commitment to market-led economic recovery remains. Witness the uncompromising commitment to deficit reduction, privatization and deregulation of financial markets. This celebration of the market economy denies blatant contradictions in practice, as countries embark on a series of interventionist practices engaging the state more directly than its post-war role demanded. As it abandons its role to regulate the economy, the state now enters into direct relations with economic actors involving massive transfers of resources from the public sector into a privatized development strategy in which the state is a participant. And these new forms of intervention or participation are seldom acknowledged as such. Instead they are presented as part of a new business promotion or market based strategy in which the state must play an enabling role. At the local and regional level in Quebec, and, I believe elsewhere as well, these new forms are, in fact, highly interventionist and have conferred critical decision making powers to the partners involved.

The prevailing view holds that local and regional economic revitalization depends critically on the availability of capital for the promotion of small and medium sized enterprises. This is particularly true for cities hard hit by economic decline. Capital is also needed to promote the highly competitive new economy. The availability of capital is, therefore, dependent on non‑market means: the supply of investment capital (both debt and equity instruments) has, indeed, been significantly increased by the establishment of new institutions and instruments to develop markets
. In many cases, the participants are institutionalized investors (in Quebec, the Caisses de dépot et placement, Fonds de solidarités, among others)
 expecting high rates of return. This is especially true for investments in the new economy. Often the same actors are found at the local or community level in collaboration with the state.

In this paper, I wish to situate the growth of so-called alternative investment funds at the local level in this environment.These funds are also complex and reflect a variety of institutional arrangements, sources of capital and eligibility criteria. What is common to all these new financial instruments is the significant role they have come to play in the shift from demand management to supply side policies, as states increasingly abandoned a Keynesian policy regime in favour of market based strategies.

That these strategies have not produced expected results in more than twenty years, is beginning to provoke a reconsideration of the fundamental premises underlying market strategies, namely the unavoidable need for state intervention to prevent social and economic collapse. Driven by ideology, there was, until very recently, little opportunity for debate. Short term crisis management characterized this period rather than any attempts to consider an appropriate policy shift in a rapidly transforming world economy.

The growing number of new financial instruments, while in many respects a counter-movement to this strategy, continues largely to focus on the need to spur an entrepreneurial class by creating new sources of capital. Small and medium size business development drives this agenda, involving a transfer of public resources from social spending to business promotion. Despite numerous documented failures, new costly programs are introduced. The number of bankruptcies throughout the 1980’s and 90’s is a travesty
 (Ottawa,1994; MacDonald,1997, p.B3).

The Principles and Realities of Markets

An extensive study of approximately 230 new financial instruments in Quebec, the majority of which were established afer 1983, reveals the widespread use of investment funds as a new policy instrument to revitalize the economy at regional and local levels. What is interesting from our perspective is the absence of market logic to explain the emergence of these funds. While the virtues of the free market are acclaimed and justify savage cuts in social spending, these financial instruments, in fact, involve direct contributions by different levels of government in partnership with other social actors, including business, financial institutions, labor unions and in some instances, community organizations, to create markets, where they otherwise would not exist. Although the principles of the free market are consistently violated in these negotiated arrangements, political discourse reinforces a commitment to the market economy.

As stated earlier, Quebec presents a particular case, especially over the last thirty years in which the state has joined business and labor in restructuring the Quebec economy in fundamental ways. In fact, Quebec state enterprise, notably Hydro Quebec, is a model for the private sector. One has to look further to justify the privatization of state enterprise. Likewise the Caisse de dépôt et placement, public sector pension funds and the Movements Desjardins, Quebec’s century old credit cooperative, both of which are highly profitable and participate actively in the market economy. Still, the rhetoric of the market prevails in Quebec as well, where the population has endured severe cutbacks to the public sector in the name of deficit reduction. Quebec clearly presents a picture of the prevailing contradiction between the rhetoric and practice of the state and economic agents.

It has long been recognized that the market economy requires the appropriate enabling institutions and framework to function. Even throughout the reckless 1980’s, the heavy hand of the state was present as a process of reregulation accompanied the deregulation of markets. But this was a marked departure from known practice; oblique and targeted intervention replaced a set of norms and principles governing market economies. The public was, of course, duped into believing that the virtues of the market would reverse the inefficiencies of a bloated state apparatus which had curbed economic performance and productivity. Instead, a blind faith in the market drove governments into chaotic crisis management to prevent an economic free fall.

At the same time, new alliances were being formed and old ones renewed and revitalized between the state, labour and business. In Quebec, as stated previously, the nationalist question provided a key incentive. Elsewhere, cooperation was sought to avoid social calamity; one needs to recall only a few examples such as Chrysler in Detroit or the city of New York in the 1980’s. In all cases, whether a response to crisis or a commitment to a larger objective as in the case of Quebec, the practice of market development contradicted the political rhetoric which rationalized a new social order. Markets must be steered, guided, accomodated. This was never articulated. Instead the neoliberal commitment to business development provided the necessary rationale for accomodation while simultaneously hitting the public sector. What went wrong?

The mitigated results of this strategy to promote enterprise development, create employment opportunities and revive the market economy, must be evaluated in the context of a failed political agenda. Not only is the market not operative in this case, where partnerships between the private, public and community sector determine the supply of capital, enterprises are considered individually, disembedded from the socio-economic context in which they exist or will exist. In other words, the principles of the market are applied outside the reality of markets which are part of an institutional setting that not only establishes the conditions for success or failure, but clearly and most obviously includes potential consumers. Effective demand is totally ignored in this flawed model of economic development.

This is made worse by the further contradiction of deregulated financial markets. Short-term speculative investment has distorted local capital markets unable to generate long-term investment funds. New corporatist arrangements to accumulate the necessary capital for business development are filling this gap. In this deregulated environment, however, these new instruments are forced, in most instances, to offer high rates of return to compete with international financial markets, thereby largely favouring enterprises in the new economy. The result is a surplus of local and regional capital which is not invested in the productive economy. Clearly, this must be distinguished from an integrated industrial strategy: In this privatized development strategy any commitment to the public good is limited to the identification of the public good with a viable enterprise culture.

Deconstructing Finance - The New Picture

There are several distinctions to be drawn in considering new financial instruments. First, and most signficantly, risk capital targeting small and medium size business with high expected rates of return must be differentiated from funds serving what we may broadly call the social economy
. However, even in the social economy, the critical question is whether we are speaking of “alternatives” at all, when referring to local finance. In other words, is the growing availability of capital at the local level merely supply-side economic policy writ small, or does this source of capital provide new and significant opportunities for communities and localities to engage in autonomous economic development strategies? I think the answer is twice yes.

The complexity and variability of new financial instruments makes it difficult to draw definitive conclusions. However, it is possible to use the extensive documentation currently available to construct various classifications which distinguish these funds according to several criteria as the basis for some preliminary theoretical and strategic analysis.

In order to do this, at least three questions must be raised. First, what is the role these financial instruments play in the global economy? Second, are these funds part of a clear policy agenda at the local and regional level? Third, do these funds offer the potential for a democratic and autonomous economic development strategy at the local level?

Bearing in mind the reservations raised above, there are many funds which we may consider “alternative” within this complex situation. These range from micro-lending (loan circles inspired by the Grameen Bank in Bangladesh) to new investment instruments located in communities (which include community banks in the U.S. such as the South Shore Bank of Chicago or community loan funds such as the Montreal Community Loan Association as well as labour solidarity funds increasingly involved in the social economy, etc.) which play a decisive role in the allocation of their investment capital and, more critically, in establishing the socio-economic criteria for lending and/or investing. In these cases, something different is going on. Community organisations have become partners in several economic development initiatives in which they have not only challenged economic development strategies effectively, but have fought for new structures of democratic governance both within the organisations which act as partners and within the overarching institutional framework which governs these partnerships. In still other cases, autonomous investment funds have emerged to serve a growing marginalized and excluded population. Such funds work closely with local organisations but are available to a wider community. These funds are neither spatially nor sectorally defined; they respond to the needs of those prevented from actively participating in economic life and are often ineligible for community-based lending programs as well.

The Montreal Community Loan Association (MCLA), established in 1990, was the first such local investment fund in Canada and has inspired the establishment of a variety of alternative investment funds throughout the country. Most recently, the Chantier d’économie sociale established a social economy fund in Quebec (December 1997) which reflects the principles and objectives of the MCLA. This fund hopes to raise $23 million in investment capital to serve the social economy
.

Still, we are walking on quicksand; the ground is very murky as too much experimentation and strategic fragmentation seem to be replacing consolidation and coalition building. I use this peculiar turn of phrase deliberately since this fragmentation cannot be blamed on ignorance; rather, a situation of separate experiences, often territorially limited and disconnected both from the larger political context as well as from similar experiences elsewhere, has paradoxically generated surplus capital which may actually undo the entire project. Moreover, fragmentation allows for negotiation with the state to finance individual initiatives. Not only does this create a competitive environment which may undermine solidarity, but it may transform these initiatives into a new set of government programs, subject to the vulnerability all state programs face today. The success of these alternative instruments and their salutary objectives rests on the continuous affirmation of these objectives and a commitment to build coalitions and democratically based institutional structures.

The Liberalization of Financial Markets: The Politics of Globalization

We live in a global economy in which the power of the nation state has considerably weakened; the national market is no longer the most relevant strategic economic space. Or so it is maintained.

The literature on globalisation is an epitaph for the nation state. It laments and eulogizes national governments now powerless in the face of global economic forces. Much of the prognosis, is, in fact, self-fulfilling, as national governments renounce their fiscal and social responsibilities and engage in a process of devolution and decentralization domestically and vie for political and economic space in the global economy. This is, however, occurring in an uneven manner, which, in my view, means that discussions around globalisation have to be carefully nuanced and any notion of inevitability, rejected. Just as the contradictions between 19th century liberalism and laissez-faire have not been recognized by advocates of the free market economy, the role of the state in the globalisation process remains ignored. If we might borrow from Karl Polanyi, globalisation is being planned; planning is not
 (Polanyi,1944). In other words, the agenda has been set; however, the mechanisms have not, resulting in a series of what appear to be hit and miss short term strategies in domestic economies, while the way is being paved at the international level to create new institutions to manage the global economy, with the active participation and compliance of nation states
 (Clarke,1997; Clarke and Barlow,1997).

The nation state has not disappeared, as is frequently suggested. Not only does it remain politically significant today, it is actively pursuing policies of integration into the global economy, be it appropriate measures for international capital mobility, or as a participant in a new dialogue among states as they negotiate a new international framework for trade and cooperation
 (Jessop,1994; Bienefeld,1996; Epstein,1996; Helleiner,1995; Group of Lisbon, 1996).

While the popular focus is on the global information economy, “the nerve centre of the global economy is, in fact, global finance” (Petrella,1996; Group of Lisbon,1996). International financial markets have created a global casino for short-term speculative capital flows, displacing long-term capital investment with little benefit for the real economy (Helleiner,1994;1996). The liberalization of financial markets has spawned an international rentier class capable of generating currency misalignments, interest rate fluctuations and widespread social dislocation. Rarely is it acknowledged, moreover, that financial deregulation has, in fact, depended heavily on state support, state encouragement and intervention, much as it did in the 1920’s and l930’s, prior to the collapse of international financial markets (Polanyi, 1944). Then as now, financial liberalization was spearheaded by forces at domestic, regional and systemic levels. It is a politically driven project, complete with implementation and enforcement structures (Epstein,1994). All countries are constrained by the need to maintain investor confidence and require an established political structure in which creditors and debtors operate.

Nor is sufficient notice taken of significant expressions of opposition. The currency crisis in 1992 and the temporary re-instatement of capital controls in several European countries were the first signs of backlash, re-regulation and resistance to financial liberalization
. The June 1997 meetings in Amsterdam to consolidate principles and practices outlined in Maastricht and to move ahead with European monetary union, also met with opposition. While insufficient to reverse this process, it generated debate on the social impact of financial deregulation and an abandonment of fiscal policy. The election of the socialists in France returned social issues to the agenda for monetary union. The so-called stability pact remains fragile as worsening social conditions threaten a commitment based on yielding policy autonomy to monetary targets.

While the OECD prepares the way for a global agreement on investment, in its sub-committees, it calls for new strategies to combat growing unemployment and social exclusion. Among its proposals outlined in a recent publication, Reconciling Economy and Society, the OECD goes so far as to call for a new economic paradigm to resist the “cultural hegemony (enjoyed) by a world economy... legitimized by economic theory” (Sauvage, 1996, p.20). More recently, the OECD co-hosted a conference and workshops on the social economy in Quebec in which it explored the social economy in its many dimensions in Canada, the U.S. and Europe. The labour movement, community organisations and native communities participated in this event demonstrating the active engagement of these movements in shifting perception of the social economy away from a narrow sectoral interpretation towards economic democracy which challenges the dominant paradigm through practice (OECD,1997).

The most recent and explicit counter-movement to globalization is the 1997 annual report of the World Bank. In The State in a Changing World. The World Development Report, the World Bank argues for the “reinvigoration of public institutions”. Make no mistake, this is largely in recognition of the vital role states actually play in economic development.

An ‘effective’ state is the cornerstone of successful economies; without it, economic and social development is impossible... Good government is not a luxury (but) a vital necessity for development (Denny, 1997, p.19).

In its dramatic volte face, the World Bank concludes that the key role for government is to invest in basic services and infrastructure, provide a social safety net, protect the environment and establish a legal foundation. For Joseph Stiglitz, chief economist for the World Bank, “The state is essential for putting in place the appropriate institutional foundations for markets” (Denny, 1997, p.19). Here is the rub. Globalization is an agenda driven by financial markets. As a process, it is destroying the market system. The ideological tidal wave of the 1980’s provided the rationale for clearing away state structures and institutions which impeded capital flows. A fundamentalist commitment to free markets transferred fiscal policy to bond rating agencies which basically blackmailed those governments attempting to introduce any. What was sorely missed, and is now recognized by the World Bank, is how markets actually operate. Globalization is not about markets; it is about superseding and circumventing institutional barriers which include those essential for the market to function. Globalization is a political agenda “dominated by the needs and demands of big business... based on rootless capital... At some point, politicians will have to decide which is the higher priority. At the moment, most of them are making the wrong choice”
 (Atkinson, 1997, p.19; Pfaff, 1998, p.6).

While mechanisms have emerged to coordinate global markets, the growing number of counter-movements to globalization demonstrate the capacity of nation states to act. The total loss of national policy autonomy is overstated. The capacity of national governments to implement monetary and fiscal policies has indeed been severely weakened in a world where domestic interest rates respond to the dictates of international capital. Economic policy is ultimately governed by financial markets in London, Tokyo or New York. Still, new strategies are emerging. The large number of new financial instruments we observe in Quebec, are certainly part of a counter-movement to promote markets. They have emerged to create a domestic pool of long-term capital. While counter-movements remains uncoordinated and politically fragmented, varying regionally within countries as well as between countries,they are increasingly becoming part of the current policy framework to resist market forces
.

This represents another take, so to speak, on the primarily supply side orientation of these investment funds. As a new developmental strategy, it withdraws a substantial proportion of available capital from the international market to reorient it into long-term growth opportunities. In the case of Quebec, not only is the state intervening as an active partner, it has also introduced a variety of attractive fiscal advantages to attract investment into both high and low yield equity and debt instruments. In these latter cases, lower rates of return are compensated by socio-economic, non-market incentives.

Counter-Movements in Practice: Alternative Investment Funds

In a recent article, Robert Pollin applies Albert Hirschman’s concepts of exit and voice to an analysis of financial institutions. He contrasts capital market based financial systems with bank based systems, to evaluate the impact of financial deregulation on different countries and to propose the means to bring financial markets under democratic control. Pollin’s analysis is extremely useful. The contrast between exit dominated capital market based systems which respond only to market signals and voice dominated bank based systems in which capital is dedicated and meets the needs of industry and economic development, provides a useful analytical framework both to understand the catastrophic results of financial deregulation in the US and the UK and to build a viable program to democratize local finance within the interstices of capitalism (Pollin, 1995; Schor and Marglin, 1993).

It is in this context that I wish now to consider alternative investment funds to evaluate their potential for bringing local finance under democratic control. In particular, I refer to community based funds, although I do not exclude the numerous new investment instruments which fall under the broad heading of social investment.

So-called alternative investment funds are referred to in a variety of ways as social funds, ethical investment, community development loan funds, labour solidarity funds, among others. The field of ethical investment is itself broad. In the more conventional sense, it represents various portfolios selected by those wishing to invest in corporations which have successfully undergone a social audit and satisfy established ethical criteria. In Canada, the first social investment mutual fund appeared in 1986. By 1995, the number of social investors grew to 90,000, controlling assets of $2.2 billion. This excludes the ethical funds controlled by churches, union pension funds and private trusts (Ellman, 1996, p.vi). Today, ethical investment also includes investment in local socio-economic initiatives.

Institutions engaged in social investing include credit unions such as Van City Credit Cooperative in British Columbia, the Movement Desjardins in Quebec, among others. They also include a variety of community or alternative banks such as the South Shore Bank in Chicago or Triodos in the Netherlands and a growing number of community development loan funds such as the Montreal Community Loan Association or the Institute for Community Economics in New Hampshire and loan circles or peer lending organizations based on the Grameen Bank in Bangladesh.

Alternative investment funds are, in some cases, members of large associations. In the US, approximately 50 community loan funds belong to the National Association of Community Capital in Philadelphia. This association provides services, resources and loans to member funds. The US banking system is also bound by the Community Reinvestment Act (1977) which obliges commercial banks to invest in communities. Although the enforcement mechanisms are weak, its symbolic presence has now forced a review of its compliance procedures and inspired the creation of the Canadian Community Reinvestment Coalition which has mobilized individuals and organisations across Canada to press for the introduction of similar legislation in the Bank Act revisions in l997.

Several networks have emerged in the recent period as well. The International Association of Investors in the Social Economy is a large international network of alternative investment organizations based in Brussels. It holds annual conferences which are co-sponsored by many organizations involved in social investment. The New Economics Foundation in London is an important source of information on alternative investment initiatives in the U.K. The European Commission’s DG V and XXIII, which are concerned with the social economy, participate in these networks and co-sponsor conferences and exchanges.

In Canada, a variety of networks are being formed at national, provincial and local levels. The Social Investment Organisation in Toronto is Canada’s ethical investment network and includes community lending organizations. A Community Economic Development Network was established in Ontario. This group is concerned with all aspects of community economic development, including finance. Community economic development corporations in Montreal have recently formed a network and are exploring ways to coordinate the fragmented financial environment in which they work. Recently, a community economic development corporation (CDEC- NDG/Cote des Neiges) and a community loan fund in Montreal (Montreal Community Loan Fund) found one way by establishing the first local social fund to meet the needs of the community, free of any constraints imposed by institutional funds
. This is an important example of removing capital from the constraints of state funding which imply a variety of norms that are often difficult to meet and restore a clientelist approach which the community investment movement has fought against.

A very important initiative by the Montreal Community Loan Association will hopefully enshrine the fundamental principles which govern alternative investment strategies into the community investment movement in Canada. For two consecutive years, the MCLA has organised a national conference of community loan funds. This new dialogue between practitioners has become the basis for a national coalition committed to the democratization of capital as investment capital is increasingly invested in initiatives which meet socio-economic objectives as defined by communities themselves.

Examples of such activity grow almost too rapidly to document. They range from what are truly radical departures for financial institutions, to new partnerships between the labour movement and community organisations. Recently, a $4.6 million social housing fund (Fonds d’investissement de Montréal - FIM) was created through a partnership between major banks, the private sector, government, and the labour movement. Over 800 units of cooperative housing and low rental units are planned for this year. This is the initiative of influential individuals with a long history of community activism. Community organisations will surely be involved in the distribution of these funds.

A Quebec university faculty union has recently agreed to invest in the Montreal Community Loan Association (MCLA). As well, the union is currently negotiating with a local community economic development corporation (CDEC Centre-Sud) to establish two investment instruments: an independent loan fund based in the community, as well as an additional fund in partnership with the MCLA, similar to the one described earlier. The Confederation of National Trade Unions, Quebec’s second largest labour union, has established a labour solidarity fund, Fondaction, targeting only the social economy; in other words, cooperatives, non-profit organisations, community enterprises, etc. Fondaction how joins the Fonds de solidarité des travailleurs (euses) de Québec, the first labour solidarity fund established in 1983 by the Quebec Federation of Labour. While the Fonds de solidarité largely behaves as a traditional venture or risk capital instrument, it has shifted a great deal of economic power to the labour movement and its success ($2 billion in assets) has permitted the fund to diversify and create low return instruments for small investments as well.

This represents a radical departure from conventional investment behaviour and from state led development finance. In the former, the supply of investment capital responds to expected rates of return; the demand for investment capital depends, of course, on the rate of interest. The important lesson of Keynesian economics is the role that expectations plays in investment behaviour, severely limiting the link between rates of interest and investment decisions. Investment patterns have changed dramatically throughout the 1980’s and 1990’s, as speculative investment has overrun productive long-term investment. In fact, there barely exists any long-term investment market without extraordinary rates of return. And so what we are describing as we explore community-based alternative investment funds, is not an attempt to restore equilibrium in capital markets, but rather to reconstruct a segment of this market entirely.

In a significant way, this moves beyond Keynes who also taught us that the reason for disequilibria in capital markets is that savers who provide the supply of investment capital are not the same persons who borrow and invest this capital. In the case of community-based investment, this may not be true. If indeed the framework for investment is democratized so that community investment is an integrated activity, the market for investment capital ceases to be one delineated by distinct spheres of demand and supply. Rates of return remain signficant; however, these are negotiated and include social as well as economic profitability. This extends Pollin’s important distinction between exit dominated capital market based systems and voice dominated bank based systems even further, by demonstating the capacity to democratize capital within community based lending practices.

New Entrepreneurial Cities or Democratizing Finance?

In a recent article, Bob Jessop writes about the emergence of the entrepreneurial city and the new institutions and modes of regulation or governance to promote its development (Jessop,1996). With reference to the UK experience, Jessop observes an overwhelming consensus regarding endogenous local development initiatives, a “bootstrap strategy”, which is not necessarily neo-liberal. It can be neo-corporatist, neo-statist or even community based. As noted above, there are several coexisting structures of governance associated with this strategy in Quebec. Common to all, however, is their ultimate reliance on the market. They also depend in a very significant manner on what Jessop refers to as a new public meta narrative which resonates with personal experience. The need to revive urban economies is widely supported; that this can only be achieved through new structures is, as well. This provides the legitimation for new institutional arrangements and practices.

For example, Quebec has designated a Minister for Montreal for the first time. As well, the provincial government has created a regional development council for the city; these councils have existed for over twenty years throughout the regions of the province. This is a clear example of Jessop’s entrepreneurial city arising out of a new political discourse.

If the city is now viewed as the site for wealth creation, it must, therefore, encourage the development of an entrepreneurial culture. And so the proliferation of funds and programmes to promote small and medium sized enterprises. However, this new strategy cannot be implemented in an uncoordinated manner. As noted earlier, in its effort to encourage this entrepreneurial cuIture, the Quebec government created a financial assistance program to its peril. It has similarly introduced financial assistance to support so-called “autonomous workers”, a euphemism for the unemployed, who are eligible for micro enterprise funding. This represents more than another assistance program. A recent study revealed that over 50% of new jobs created are in the category of “self-employment”. The entrepreneurial city of the future is a divided city: the global city as described by Saskia Sassen and imagined by those engaged in a new group, Montreal International, which is promoting investment in the new economy, and the city of scattered, disconnected small enterprises existing precariously and deprived of the coordination available to those industries situated in the global city
 (Sassen, 1994; Forces, 1997).

In sharp contrast are the various community organizations which now have access to investment capital for their neighborhoods. While the risks are equally high, in many ways they are reduced, as community organizations are equipping themselves to integrate local finance into overall community socio‑economic development strategies. This is markedly different from the “de‑linked” funding opportunities provided to potential self-employed entrepreneurs.

Increasingly, community economic development has become an accepted strategy to reverse economic decline in low income neighborhoods. Moreover, the availability of investment capital in community organizations, has, in significant ways, contributed to a shift from their previous role as managers and dispensers of state services and programmes, to agents of socio-economic transformation
. Indeed, these organizations are part of the meta narrative Jessop refers to and have embraced the concept of the entrepreneurial city to a large extent, as they are also engaged in business development, but always within a social framework that reflects the lives, experiences and capacities of their communities. These organisations are shaped by their own history of community activism and social intervention. They have struggled to bring this to bear on their local economies.

Local community organizations now carry a heavy and seemingly impossible burden. National and regional governments have delegated an enormous responsibility to these organizations to resolve problems they created and could not resolve. This raises several concerns.

In the early phases, as these organizations began to assume the obligations to revive local economies, create job opportunities, actively engage in training and social intervention, they risked compromising their history of opposition and militancy to become small bureaucracies detached from their community base. This continues to be debated within groups: how to mobilize this new capacity for democratic economic development based on collective engagement is an ongoing struggle. Increased visibility has also increased their vulnerability. This is nowhere clearer than in Quebec where community groups have become participants in key public policy debates.

The democratic coalitions between community economic development organizations, between these organisations and the labour movement and community loan funds, as is occuring already in a few examples we cited earlier, are moving beyond these debates to establish a pool of shared financial resources and expertise as well as a strong common political voice. As these become more widespread, we may be witnessing the emergence of a community based economic development strategy which will not be vulnerable to government whims of restructuring or policy reorientation. In this case, the availability of local finance will play a vital role as it comes under democratic control and responds to the socio-economic needs of communities. Opportunities to increase the availability of capital will emerge if these coalitions begin to apply pressure on governments and institutionalized investors such as pension funds to reallocate a proportion of their capital to community organizations. There appears to be movement in this direction.

Questions Raised

The issues discussed in this chapter leave us with more questions than answers and do not yet, in my view, permit definitive conclusions. This is by no means a pessimistic observation; rather a cautionary view which recognizes simultaneously the important potential created by the availability of capital to community based organisations for establishing and consolidating new democratic economic practice and their vulnerability, given the risks associated with experimentation. This fear, which certainly applies to all new initiatives, is particularly acute here because of the rapid pace with which new investment capital is emerging and because of the largely uncritical manner in which this is occuring. The most poignant example of this is the recent adoption by the Micro Credit Summit in Washington (February 1996) of a resolution to eliminate poverty for one million of the poorest through the widespread introduction of micro credit, principally peer lending
. That the World Bank has fully embraced this adds to this concern. A panacea for the end of the century! This is not about the democratization of capital, which cannot succed without appropriate enabling policy environments, without an appropriate politics.

The title of a recent conference organized by INAISE, “The Role of Investors in the Social Economy in the Struggle Against Exclusion” is revealing. What is the role of these alternative funds? Are they but institutions devolved to the local level to promote business development? Or, as the title of the INAISE conference suggests, are they oriented and equipped to respond to the growing problems of poverty and exclusion in their localities? Once again, I believe the answer is yes to both these questions.

First, let’s return to the basic distinctions we made earlier between alternative investment funds and the variety of regional and sectoral financial instruments we identified in this chapter. Alternative investment may forego competitive market rates of return as social benefit is key factor in the estimate of returns on such investment. In fact, this may be the single most important objective. Second, as we move into the local social economy, we are speaking primarily of debt not equity investments. In many cases, we are speaking of micro credit.

As social exclusion is increasingly recognized as the principal problem confronting governments, the interest in these alternative investment funds grows. Governments at all levels are turning to what would previously have been seen as social experiments at the margins. Once again, it is too soon to render a verdict. However, the growing participation of governments in alternative or community based initiatives is new and represents an important oppportunity to negotiate new arrangements.The ongoing struggles within community organisations in Quebec to distinguish this relationship from local corporatist business development strategies, has already had an impact,even if it remains tenuous at the moment. This struggle cannot let up; the temptation to receive state funding by groups struggling for resources in the familiar form of programs, will undo the transformation which is already occuring in relations between the state and the popular or community sector. This is no small victory as an ongoing process of negotiations is challenging both clientelist and corporatist approaches of the past. Community organisations have a legacy; it is these organisations which have created the economic initiatives that are now interesting to the public. As new partners come forward, they meet with unexpected obstacles. The democratic structures on which these community organisations are based are, in most cases, non‑negotiable. Moreover, their model of governance is imposed on their new partners. This transformative process is challenging prevailing power structures.
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Notes

� 	Often referred to as Quebec Inc., partnership between strategic actors - labor, business and government - has characterized the economic development model in Quebec. In the 1980’s, this partnership supported the adoption of an industrial strategy to develop sectoral “clusters” (les grappes industrielles). This period also marked the creation of the Forum pour l’emploi, in which these actors collaborated in a job creation strategy at both the regional and national level. This experience provides a legacy for economic development strategies in Quebec.


� 	Two hundred and eighty-four new investment funds were surveyed for which complete information was found for 231.


� 	The labor unions have held numerous debates on the social economy. The Confederation of National Trade Unions was the first to explore this issue which it referred to as “l’économie solidaire”, inspired by the work of Jean-Louis LaVille in France and by the growing interest in the third sector. In fact, these debates were critical to expanding the definition of the social economy beyond a sectoral basis to a larger and more conceptual interpretation that examined the organization of economic life. There have been numerous conferences in Quebec in which community activists and labor have participated. This dialogue continues, not without tensions, this is true, but it certainly reflects a new openness to coalition building and collaborative strategies which are not a throw back to the conservative church based appeals to community.


� 	Nancy Neamtan, President of the Chantier d’économie sociale, is also the Director of RESO, one of the first generation of community economic development corporations established by the Quebec government in the mid�1980’s. She has been a critical voice in the community economic development movement which is now receiving the widespread support of the Quebec government as it decentralizes and devolves increasing responsibility onto the community sector. This process continues to evolve. Nancy Neamtan’s role has been pivotal in maintaining the objectives of the social economy as expressed in the position paper presented by community organizations to the Socio�economic Summit in October 1996.


� 	The objective was to create 1000 jobs in the first year. Since this, of course, coincides with massive layoffs in the public sector and the growing burden placed on families, especially women, as care givers in this new environment of depleted social services and health care provision, there was a great concern that these jobs would simply replace those lost in the public sector, with low�wage precarious jobs, not to mention the critical issue of skills. The Chantier continues to reassure its critics that this is not the case. Indeed, several cooperatives have been established providing affordable services and good working conditions. The debates continue.


� 	The Quebec government has recently created centers for local development throughout the regions (CLDs - centre local de développement) as well as local employment centers (CLEs - centre local d’emploi). Their functions will overlap with those being carried out currently by the community economic development corporations (CDECs). In some cases, the CDECs will perform these functions as they are folded (partially) into a CLD, for example. To make matters more confusing, the CLDs and CLEs are each the creation of two separate ministries. While assurances are given that the structures of these centres will be democratic and include broad community participation, they represent an overhaul of what already exists and what, many claim, works effectively. And so the question of the role of the state in these regional formations.


� 	Jacques Santer, president of the European Commission and Lamberto Dini, president of the European Council, announced that the Commission would consider the issuing of Union bonds to co-finance Trans-European Networks (TENS) to revitalize the European economy. These would not be considered as debt for member states. Rather, the TENS would assist small and medium�sized business in the regions. This is an example of the growing support for financially led industrial strategies within an overall neo-liberal context.


� 	In Quebec, there is currently $3.1 billion in risk capital with approximately 284 funds. Approximately 1/2 of this risk capital is currently invested (1996).


� 	The Caisses de dépot et placement are public sector pension funds; the Fonds de solidarités des travailleurs et travailleuses du Québec is a labor solidarity fund esta�blished in 1983 by the Quebec Federation of Labour, Quebec’s largest labor union.


� 	A study published by the federal government in 1994 on small and medium size business development in Canada, revealed a bankruptcy rate of approximately 75%. Moreover, it expressed serious concern with the lack of investment capital for projects in the $50,000 to $500,000 range, thus reinforcing already existing inequities in capital markets and financial institutions. Venture capital, at the time of the report, was limited to lower risk, high return investment. Recently, Quebec launched a program to provide such capital. Guaranteed loans of $50,000 would be provided to launch small business in Quebec. While there has been debate on the exact number of failures, they are numerous. In a very recent study, the federal government revealed that despite low rates of inflation, low interest rates and the highest rate of growth in production in three years, 8507 individuals and 1196 enterprises declared bankruptcy in April 1997. On average, 1000 enterprises per month have declared bankruptcy since 1995.


� 	As noted earlier, there are currently many competing definitions of the social economy. In our study on financial instruments, we did not limit our concept of the social economy sectorally nor territorially. Rather, we considered all funds which were constrained by socio-economic criteria to be part of the social economy. In other words, the investment decisions were not dictated purely by profit considerations.


� 	The Social Economy Fund (Fonds de développement de l’économie sociale) was launched on November 21, 1997. Its objective to raise $23 million within 5 years includes $4 million from the Quebec government and $19 million from the private sector. It has already raised $3 million from large foundations, banks, business and the federation of credit unions in addition to the $ 4 million from government.


� 	I refer here to the statement made by Polanyi in The Great Transformation that “Laissez-faire was planned; planning was not” following his analysis of a series of legislative acts and government interventions to install the self-regulating market economy. This marked the beginning of a history of interventions both to permit the market to function and countermovements to prevent the social catastrophe which a free market economy would produce. The evidence was already there to demonstrate the social, economic and political havoc of such a strategy. The collapse of international financial markets in the 1920’s buried this project forever, in Polanyi’s view. He celebrated the defeat of fascism and the establishment of the post-war welfare state. Polanyi could no more predict the re-emergence of a free market agenda in the 1970’s than those of us unable to comprehend the legitimacy it has assumed, despite the record. Like the 19th century, globalisation now requires a framework of “planning” to forestall disaster. Indeed, conditions have radically changed with the revolution in communications technology. Still, governments are behaving as they did in the last century when the changes were equally dramatic, if not moreso. The difference, of course, is that out of the ashes of liberalism emerged a social contract. Today, this is seen as the source of economic decline and is severely under attack. Although, as we point out elsewhere in this chapter, there are cracks.


� 	The OECD is currently negotiating the Multilateral Agreement on Investment (MAI), which, if implemented, will constitute a global investment treaty that will prevent governments from introducing investment policy as a means to promote social, economic and environmental objectives. This agreement represents a charter of rights and freedoms for corporations only, guaranteed by national governments in the interest of transnational investment. There is little awareness of this agreement; the MAI has been negotiated in camera.


� 	On institution building, the new role of the World Trade Organisation and the Multilateral Agreement on Investment demonstrate the compliance of nation states to reduce their power as they transfer decisions to transnational corporations.


� 	The ill-fated Tobin Tax on speculation was another attempt to discipline capital mobility. Despite its relatively painless bite into speculative profits, it was not taken seriously.


� 	William Pfaff’s new year’s resolution is to “rethink the deregulation fad”. This, in and of itself, is astonishing for those familiar with Pfaff’s views. In his analysis of the Asian financial crisis at the end of the year, Pfaff writes “As 1998 begins, one may hope that we have learned something from 1997’s Asian economic crisis. The systematic deregulation of the global economy - an aim still energetically pursued by the major international economic institutions, as well as by the U.S. Government - is explosively dangerous. What has happened in Asia demonstrates that this program produces a globalization of crises, as well as of trade.” Pfaff goes on to observe that only China has escaped. He also refers to earlier crises precipated by deregulation, in particular, the collapse of the savings and loan associations in the U.S. in the 1980’s. It is rather ironic that the World Bank report cites the “dazzling growth” of East Asia as it makes it case for increased state intervention without noting how the social structures of these countries are being torn apart by their participation as players in global finance. This situation is being read differently, of course, by free market advocates. Instead of looking to the role of financial markets, and the need for capital controls, they now celebrate the near collapse of Asian economies due to an outdated “crony capitalism” and the urgent need to deregulate!


� 	The most recent addition to this list is the policy of the Labour Party in the UK which is proposing the creation of regional development funds.


� 	The CDEC (Corporation pour le développement économique communautaire) is located in the districts of NDG (Notre-Dame-de-Grâce) and Côte-des-Neiges in Montreal. It is one of eight such community economic development corporations in the city of Montreal. These are funded largely by the provincial government. As stated earlier, the current policy to decentralize the provincial government has created new regional bodies (CLDs and CLEs) which may alter the functions of the CDECs. This partnership between the Montreal Community Loan Association and the CDEC NDG/Cote des Neiges is the first agreement between a community based loan fund and a CDEC.


� 	Montreal International is an association of prominent business leaders brought together to promote Montreal as a global city. This association is currently establish�ing an investment fund as well, to add to the many incentives already available.


� 	In Quebec,there is great concern that this may be reversed once the new regional structures (CLDs and CLEs) are in place. Although these may be integrated into existing organizations, there is concern that they will return to fragmented service provision. Entrepreneurial promotion will be separated from employment issues. The community development organizations greatest achievements lie in their capacity to provide an integrated approach. We appear to be returning to a clientelist approach, which community organizations fought against.


� 	The Microcredit Summit was held in Washington in February 1997. The purpose of this summit was “to launch a global movement to reach 100 million of the world’s poorest families, especially the women of those families, with credit for self-employment and other financial and business services, by the year 2005”. The inspiration for this summit is the success of the Grameen Bank and other peer lending organizations throughout the world. The objectives of this summit are unrealistic for a number of reasons, not the least of which is little consideration for the larger policy environment. Nor does it adequately distinguish the urban from the rural poor or the poor from the industrialized and non-industrialized world. Still, the numerous participants, including world leaders, points to the interest in micro-credit and the support which will be forthcoming from governments, multilateral agencies and bilateral donor agencies. It also corresponds with a shift in World Bank strategy towards what they are calling capillary lending, in which funds will be given directly to micro-credit organizations bypassing governments.





