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The recent outbreak of violence in Baltimore points once again to the problem of breaking 

the grip of poverty that has plagued many U.S. cities for 50 years.  One painful lesson is 

that violence does not foster economic development. The torching of a CVS pharmacy and 

the Southern Baptist Church’s center for low-income residents under construction in 

Baltimore dramatically demonstrate that violence frustrates development.  

 

Local economic development in Baltimore can be addressed through two strategies -- 

attract already established firms to relocate in the area or help local residents start their 

own businesses. The first strategy is appealing because it offers promise of increasing local 

employment, payrolls, spending, and tax revenues. For instance, a Wal-Mart neighborhood 

market with its heavy emphasis on groceries and a pharmacy could work in the targeted 

area for the company itself and area residents. Often, however, public officials must deliver 

economic incentives to lure a company to the local area even though there are no 

assurances that later on the company will not re-locate elsewhere for a better package of 

incentives or be forced to close.  

 

The second strategy offers greater promise that start-up businesses will remain in the area 

when local residents are the driving force behind those firms. For example, the 

development of a consumer cooperative to purchase and deliver groceries at reduced prices 

to coop members could work in a targeted area. However, start-ups cannot match the scale 

of the improvements that locating established firms bring to the local economy. Further, 

more than half of all start-up companies fail in the first five years. 

 

Even so, with the right support such as recruitment and training of employees, site location 

and plant layout, and legal services, it is possible to lower the startup failure rate. What is 

required is a single institution that can provide direct and inexpensive access to the 

assistance a startup needs.  

 

Banks do not see themselves in that role. Banks protect themselves from defaults on their 

loans that arise from start-up failures by requiring start-ups to refinance their loans well 

before they collapse into failure or by seizing the assets that secured those loans after they 

fail. Business failures on the part of commercial loan customers mean that banks suffer the 

loss of the accounts that those customers would have maintained in those banks had they 
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been successful. The loss of any funds in those accounts lowers the bank’s limit on its loan 

portfolio. This limit is defined as the bank’s excess reserves (accountholder funds on 

deposit minus reserves as required by the Federal Reserve). Thus, failed businesses 

operating with borrowed funds from a bank in effect reduce a bank’s ability to make loans 

to other customers through the credit-creation process and thereby reduce the profits the 

bank could earn from additional loans. 

 

To protect the limit on its loan portfolio, a bank must find new customers willing to open 

their accounts with the bank. Sometimes it boosts the rate of interest it pays for new 

deposits especially for new accounts with large opening balances.      

 

When local ministers with a strong commitment to development understand the role of 

their deposits in banking operations, they can become more effective in that development 

by acting together. Simply put, the more funds a bank’s depositors keep in their accounts, 

the more loans and profits the bank can make.  

 

An alliance of ministers in Baltimore, each with a checking account that holds the 

congregation’s funds and the accounts of any school or other organization operating with 

its sponsorship would approach several local banks at the same time and invite them to 

compete for those accounts. The bank with the best plan for local economic development 

focusing on startup businesses in the targeted area would be rewarded with the accounts of 

the alliance members. There is absolutely no risk to alliance members provided their funds 

are kept in FDIC insured accounts. 

 

Any successful bank development plan would have to include the following.  

• A commitment to prepare detailed business plans for whatever new enterprises are 

needed in the targeted area as specified in an agreement with the alliance.  

• A pledge to provide the business services/expertise a start-up needs or refer that start-up 

to others in the area willing to offer the required help. The cost of providing those services 

would be paid initially by the bank with the understanding that the bank would be 

reimbursed by including those costs in any loan it makes to a start-up enterprise.  

• An agreement with the alliance as to conditions under which the bank is obligated to 

approve or refuse funding for a start-up.  

• In the agreement with the alliance, a set of benchmarks specifying the performance of the 

bank in terms of number of start-ups launched, jobs and payrolls created, success/failure 

rates.  

• Finally, an understanding that the bank has five years to meet those performance 

benchmarks or risk losing the alliance’s accounts.  

 

The Southern Baptist Church in Baltimore provides a model for a ministerial alliance to 

build on. Development takes time, lots of time, and time takes patience. Who better to 

instill patience in local residents than their own ministers?   
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