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Abstract

Community Development Finance Institutions (CDFIs) are publicly funded organisations
that provide small loans to people in financially underserved areas of the UK. Policy makers
have repeatedly sought to understand and measure the performance of CDFIs to ensure
the efficient use of public funds, but have struggled to identify an appropriate way of doing
so. In this article, we empirically derive a framework which measures the performance of
CDFlIs through an analysis of their stakeholder relationships. Based on qualitative data
from 20 English CDFIs, we develop a typology of CDFIs according to three dimensions:
organisational structure, type of lending, and type of market served. Following on from this,
we derive several propositions that consider how these dimensions relate to the financial
and social performance of CDFIs, and provide the basis for a performance measurement
framework.
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Towards a Performance M easur ement Framework for
Community Development Finance Institutionsin the UK

Christoph Kneidingand Paul Tracéy

1. Introduction

Community Development Finance Institutions (CDFIs) are regarded aspalkey tool
for community regeneration and development in the UK (Policy ActiomT&al999;
Social Investment Task Force, 2000; Bank of England, 2000). By provididg aresl
related services to individuals and enterprises in deprived commurifigs tap a
market that has largely been ignored by mainstream financigutiens. CDFIs are
often seen as the developed world counterparts of microfinance insst{MFIs) that
operate in developing countries, and a key point of discussion has bedremihés
appropriate to use the same kinds of measures and techniques in botliscdntex
addition to the fact that CDFIs’ activities extend beyond microfteawe believe that
the differences between microfinance in developing and developed esuate very
significant, and that there is a need for a performance nesasuat framework that is
specific to developed economies. Our aim in this article is tmeathe factors that
underpin CDFI performance in the UK, taking into account both saaidifinancial
performance. For this purpose we use stakeholder theory, and link theomues

performance measurement to the stakeholder environment of CDFls.

To date, the CDFI movement has been considered as a rather honusgentty by
UK policy makers. Beginning in 1997, significant funds were directadatds the
sector to promote community development (e.g. via the so-called PHe@emiy. This
mirrored an earlier initiative in the US in 1994, when the Clintdmiaistration
established a well-endowed CDFI fund to promote the regeneraticonomunities
with low levels of economic activity and high levels of unemploytr{Benjamin et al.,
2004). Since the late 1990s the CDFI sector has grown rapidly idKhevith almost
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half of the 80 CDFIs currently operating established since 2004 ACR2B06).
Evaluations of their operations have generally painted a positive pmftuhe sector,
but the validity and reliability of these studies have been questiditeld, 2001; NEF,
2006; CDFA, 2006). Insufficient data availability and varying data guaihich are
partly a function of the relative newness of the sector, have pas@dular problems.
More fundamentally, two closely connected issues remain unsolMeclarfent ways of
measuring CDFI performance are not guided by a coherent ticabrationale; (2)
public bodies therefore have no proper guidelines to direct further fiotadhe sector.
Based on a qualitative research design, our paper uses a prEch to address these
Issues.

We argue that there is no single set of performance meashies can be applied to
the sector as a whole. Instead, we develop a performance measufeamework that
can be used as a tool to monitor the individual stakeholder relationshepstofCDFI.
Based on their stakeholder environments, we identify differentstypfe CDFIs
according to three dimensions: organisational structure, typadihtp (regarding loan
size and target group served), and whether the CDFI's primaung fe¢he client or the
funder market. We argue that it is essential to consider thesensimns and to
qualitatively describe the nature of the relationships that €Dfdve with their
stakeholders when establishing a performance measurement framelworthe
discussion section, we derive several propositions to illustratetinese factors might

affect the financial and social performance of CDFls.

Thus, the aim of this paper is not to define a set of performmapesures for the CDFI
sector, but to lay the foundation for a new way of thinking about Gi@gFbrmance.
Although the study only pertains to the UK, there are strong groondsipposing that

our framework may have relevance for community finance in ottereloped
countries. First, the CDFI sector in the UK is quite mature paved to other
industrialized countries. Second, the financial resources that have cheenelled
through the Phoenix Fund, and which are unparalleled in the European context, have
forced CDFls to consider carefully how they should account for fiv@ncial and

social performance. Third, the CDFI sector in the UK is oftganded as a role model

for other European countries and may therefore offer valuable isglgittfacilitate the

development of community finance elsewhere.



The article is structured as follows. In the next section \\erestakeholder theory to
performance measurement and outline a framework that conceuhizdink. In the

third section we detail our methods, and describe how the data wézetembland

analysed. Following an account of the results of our interviews ifotheh section, we

develop a preliminary framework for the measurement of CDFlopadnce that

incorporates both the social and financial aspects of performamedly Fwe consider

the implications of our study for practitioners, policy makensl academics, and
suggest directions for future research.

2. Stakeholder Theory and Performance M easurement in the Context of CDFIs

2.1. Main Theories

At the time when Eccles (1991) proclaimed a ‘performance measuterevolution’
and questioned the hegemony of financial data in corporate accountiagsystost
firms remained firmly reliant upon a single set of financiaasures to gauge their
performance. The situation has changed substantially since thtergamy firms and
other organisations seeking to account for non-financial dimensions ofrparfce in
addition to financial ones (Neely, 1999). At the same time, afgigni body of
scholarship, much of it rooted in stakeholder theory (Freeman, 1984), hasseuop
ways of including non-financial measures into analyses of caip@erformance. Most
notably, Clarkson (1995) advocated that corporate social performance could bednalys
and evaluated more effectively by using a framework based on dhagement of a
corporation’s relationships with its stakeholders. This led him tmel¢fie corporation
as a system comprising primary stakeholder groups, these béimgddas ‘persons or
groups that have, or claim, ownerships, rights, or interests in a cioopoend its
activities, past, present, or future’ (Clarkson, 1995: 106). Donaldsonrastbi (1995)
helped to structure the early discussions about the nature of stakektatienships by

introducing a taxonomy of normative, instrumental, and descriptive stakeholder types

Building on this work, Atkinson and Waterhouse (1997) extended the performance
measurement discussion from a managerial point of view, notinghthatystems used
by most firms to measure non-financial performance aregakg extensions of their
financial reporting systems. While this may or may not beapate for corporations,

for other organisational forms, most notably non-profit organisations dnat



characterised by their double (financial and social) or evple tffinancial, social and
environmental) bottom lines, this approach to performance measuresngenerally
deemed insufficient (Pearce, 2003). In order to capture the multidonehsature of
performance, Atkinson and Waterhouse (1997) focus their definition of perfice on
‘one output of strategic planning: senior management’s choice of theeraatd scope
of the contracts that it negotiates, both explicitly and impficwith its stakeholders’
(1997: 26). The performance measurement system, in turn, is the tayh#résation
uses to monitor these contractual relationships. Within their sthdyawthors only
consider for-profit organisations, but they point out that this does imot the

applicability of their work to organisations with multiple objectivé&hey distinguish
between environmental stakeholders that define the critical elerér@ company’s
competitive strategy, and process stakeholders that work within riieorement

defined by the external stakeholders.

When applying this system of performance measurement, one neaadetstand the
importance that is attributed to the individual stakeholders byangmanagement
team, and to ‘get inside the heads’ of managers (Jones et al., ROi7jespect to this
guestion of ‘who or what really counts’ to organisations, Mitchedll.ef1997) provided
much needed clarity through their theory of stakeholder identificatohsalience. In
this typology the three principal determinants of salience — p@iverability of the
stakeholder group to bring about outcomes that it desires, despstanes), legitimacy
(the extent to which the stakeholder group’s relationship with tigangsation is
socially accepted and expected), and urgency (the degree to whictakeholder
group’s claim is time sensitive and of critical importarecéhie organisation) — combine
linearly to produce seven different types of stakeholder groups,vatitia predicted
level of salience for managers of the organisation in question. lpafher we combine
Mitchell et al.’s (1997) typology with insights from Atkinson ané@Mfhouse (1997) in
order to develop a performance measurement framework designe@none these
stakeholder relationships in the context of CDFls.

2.2. Community Development Financein the UK
In the UK, CDFIs have emerged in the past ten years to addrassiél exclusion and
problems with access to finance for enterprises (NEF, 2006)ndptinis time policy

support for the sector resulted in significant public funding to emsertending CDFIs



through (a) the Phoenix Fund, a development fund to promote innovative ways of
supporting enterprise in deprived areas; (b) the establishmertteofCommunity
Development Finance Association (CDFA), the trade associati@béts; and (c) the
Community Investment Tax Relief (CITR), a scheme that elag®s investment in
disadvantaged communities by giving tax relief to investors whk basinesses and
other enterprises in less advantaged areas by investing adiedrCDFIs. According

to the CDFA, by 2005, CDFIs had financed over 18,000 businesses and pleeyple;
claim to have created 11,000 jobs and sustained another 88,000, while tiee fina
provided has helped to lever £285 million of funds from other sources (CDFA, 2005).

The structure of CDFIs in developed countries is far from homogeRougxample, in
the US, in contrast to the UK, CDFIs have been able to attaege¢ funds from
religious institutions and private individuals (Pinsky, 2001). Theréss @gisagreement
within and between countries about their role and effectiveness cititatang
community development (Affleck and Mellor, 2006). However, there iseige
agreement that CDFIs are independent financial institutions tbatdpr capital and
support to enable individuals or organisations to develop and createh wealt
disadvantaged communities and/or under-served markets (Derban 20G8). The
financial products and services that CDFIs provide are not usaafljlable from
mainstream lenders and financiers. Many CDFIs augment thams lwith a range of
counselling and educational services that increase their bog’osgemomic capacities

and potential (Benjamin et al., 2004).

A key feature of CDFls is the so-called double bottom line, i.er #im to achieve
financial and social returns on investment (Derban et al., 2005). However, this concept
is not unproblematic. Two issues have been particularly contestet.\iith respect to
financial returns, should performance measurement focus on the texédmth a given
CDFl is financially sustainable (i.e., generates enough revieoneinterest payments

to cover its operating costs and grow its loan programme), or spetioimance be
measured by the extent to which it is successful in attraetibgrnal funding from
government, foundations, and other sources? Second, with respect torsicrad,

what is social performance (Clarkson, 1995), and how can sociaigdie measured in

a valid and reliable way (Sinha, 2006; Tulchin, 2003)? The issue ot peciarmance

is particularly complex because (1) some kinds of social outcome, e.g., inmanogeto



an individual's quality of life or a community’s standard of livinge arot easily
amenable to quantification, and (2) CDFIs operate in a diverge @incommunities,
and the kinds of social issues that they seek to address theddtere differ
substantially (Woller, 2006).

More generally, little is known about the interaction between therfathat underpin
financial and social measures of performanhde.order to establish a performance
measurement framework for CDFIs it is necessary to destrése interactions. Only
then, we suggest, will it be possible to determine if the performarede CDFIs should
be measured according to the same criteria, or if the measures used shoulthgentont
upon the nature of a given CDFI and the market in which it opedatéise with the
arguments of Atkinson and Waterhouse (1997), in this article we igéméifcriteria for
measuring performance by analysing the ways in which CDfiésact with their
stakeholders. Subsequently, we establish propositions that seek am dxplv these
interactions affect the financial and social dimensions of CDRbpeance. This is
especially important because, as with non-profit organisations moeelliy there is
little scholarship that considers how performance measuremght be theorized. This
article therefore has the following research objectives:

(1) To develop a typology for classifying different types of CDFls;

(2) to develop a preliminary framework for gauging CDFI performance that

incorporates both social and financial measures and that is able to account

for the diversity within the CDFI movement.

3. Methods

3.1. Data Collection

Data on 20 English CDFlIs were collected in spring 2007 via seuoatsred interviews
(see Table 1 in the Appendix). Credit unions and bigger national organssatich as
Charity Bank or Triodos Bank were not included in the sample, asghksigucture of
a banking institution, staff size, as well as their turnover volume dot allow for a

meaningful comparison against the majority of CDFIs that adopeda structures of

® The only empirical approach towards measuringpirformance of CDFIs in the UK focussed on their
loan repayment rates, implicitly assuming this ® & ‘good’ performance measure (Derban et al.,
2005). While we appreciate the importance of thémgure, we do think it might yield a slanted vidw o
factors influencing performance and accordinglytalisthe empirical results towards a purely finahci
interpretation of performance.



Industrial and Provident Societies (IPS), Charities or Limited @ames, and that are

staffed with a very small team of employees.

Interviews were conducted with the loan fund manager of each G@fe,in some
cases was also the CEO of the institution. The average intelased slightly more
than one hour and consisted of two parts. Initially, a topic guide wastasscquire
information about the history of the institution as well as igkedtolders. Prepared
index cards were shown to the interviewee to represent the €BtBKeholders; where
necessary these were adjusted to the specific context ofstitetion during the course
of the interview. At the end of the first part of the interviehese records were

presented to the respondent to verify the set of stakeholders for the institution.

The second part of the interview aimed to identify the underlyingreans used by the
interviewee in order to ascribe meaning to each stakeholderw@kislone by utilizing
the repertory grid technique, which is based on George Kelly’sopal constructs
theory (Kelly, 1955). The technique has its origin in clinical cognipisgchology, but
has also been applied by a number of economists (e.g., Reger s, R8I96; Hisrich
and Jankowicz, 1990). The interviewee is asked to compare three eldmemir case
three of the institution’s stakeholders), and specify how awydirthese stakeholders
are alike and thereby different from the tHirth this way, bipolar dimensions used by
the respondent to differentiate among the particular stakeholdeeseleited. Thus,
researcher-imposed structure on subject-cognition was minimied. procedure
continued until it became obvious that no other constructs could bectliom the
interviewee. Finally, three constructs were supplied byirkerviewer, which were
based on the salience dimensions defined by Mitchell et al. (1997):
+ The stakeholder’'s claims are powerful vs. the stakeholder's clammsnot
powerful (dimension of power)
+ The stakeholder's claims are legitimate vs. the stakeholddaisng are
illegitimate (dimension of legitimacy)
« The stakeholder’s claims are urgent vs. the stakeholder’'s ciagnsot urgent

(dimension of urgency)

* This is referred to the “minimum context form” ednstruct elicitation as opposed to the “full comte
form” in which the interviewee is asked to seleghikar pairs out of the whole set of elements
(Fransella and Bannister, 1977, p. 14-15).
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Informants were then asked to rate all stakeholders on g@dive-scale based on the
dimensions they named, with the extreme of the scales beprgsemted by the
opposite constructs. For example, ‘1’ indicated best match for thegemiepole, and
‘5’ for the opposite pole. If none of the construct’'s poles are pradom ‘3’ is used
(see Figure 1 in the Appendix for an example of a completed grid). In twe® whsee a
loan fund had ceased to operate, we stopped at the second steprddlyises, focused
on the reasons for the closure and how they were connected toakehadter

environment of the institution.

3.2. Data Analysis

The interviews were tape-recorded, and a detailed transcripiercempiled for each
participating institution. The average length of the typescripg @@ pages. Digital
recordings of the interviews were retained for consultatioe@sned. Additionally, the
repertory grids that were defined during the course of the interwiems compiled by
the interviewer on the basis of the tape recordings and therte@\ve the interviewee
for completion. The interviewees were sent the repertory gtldnswo working days
so that the discussion was fresh in his/her mind. Eighteen compégedary grids
were received in total (as detailed in Section 3.1., two repagtay were not compiled

as in these cases the loan funds had ceased to operate).
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Figure 2: Fully Specified CDFI Stakeholder Map.

For the purpose of our analysis, we adopted Atkinson and Waterhouse’s (1997

definition of performance measurement as a tool to monitor stakeheldéonships.
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Based on a review of existing typologies of organisational stakeholde&r{pf, 2002)

we identified in afirst step a total of eight distinct stakeholders (see Figure 2).

According to the typology of Atkinson and Waterhouse (1997), stakeholdarbe

broken down into process stakeholders (employees, board, and cooperating)partne

and environmental stakeholders (policy makers, clients, local commtumgers, and

private investors). There is a clear separation betweendailrees of funds (policy

makers, funders, and private investors), and the use of funds (cleemslocal

community) for environmental stakeholders. In the following part of $eiction, we

briefly describe each stakeholder:

Employeesof a CDFI includethe CEO of the organisation, the loan fund
manager, loan officers and back office support. In smaller organisations 8f 2 or
employees, this separation is obviously diluted, as the CEO maaeisas a
loan officer, while back office duties are allocated equallyh® rtemaining
employees.

Although theBoardtypically does not appear in existing stakeholder typologies,
it was distinguished by many respondents. Similar to most nort-profi
organisations, the board comprises unpaid volunteers that gendrally &
strong attachment to the organisation’s mission and feel comnuottdd good’

in their local community.

CDFlIs often work closely withCooperating Partnerdike business support
agencies, business advisers, or commercial banks that refas ¢bethem. In
that sense they occupy a supplier role for the CDFI, as tlweydprthem with
potential borrowers.

Policy Makersset the policy framework for the operations of CDFIs, either
through the control of critical resources (Pfeffer and Salad&k8), or through
powers attributed by law. Examples of the former group are tgoRal
Development Agencies that since 2006 control the funds flowing intseitter,
private investors like Charitable Foundations and banks that supportcertai
institutions financially. The latter group can be exemplified by Eireancial
Services Authority (FSA), which regulates all providers péficial services in
the UK. As most interviewees considered policy making to go handchohwih
funding, we included this stakeholder to represent fund allocation.

The Funderscomprise public sector organisations that act as a sour@pitélc
for the CDFI.



« Unlike FundersPrivate Investorfiave a private sector background. They invest
in the CDFI either by loans on preferential rates (in the oad®nks) or by
donations (mostly as part of their CSR activity). Sporadicalhgividual
members of the local community may also act as private investors.

+ Clientsof the CDFI include individuals as well as micro, small and/odiom
enterprises that are normally located in the geographic dred e served by
the institutiort In the case of business lending, most CDFIs require supporting
evidence from clients to show their inability to obtain a regular bzark (e.g., a
written rejection of a loan application by a bank).

« CDFIs differ from mainstream financial institutions, as thelivate specialized
knowledge about thdocal communitiesin which they do business. Local
communities are included as stakeholders because they saixigeas for the
creation of the CDFI, which justifies the assumption of an intptiontract
relationship between CDFI and community (for a critical view loa role of

‘communities’ in the stakeholder framework cf. Donaldson and Preston, 1995).

There are overlaps and inter-relations between differentisillays. For instance, it
may be hard to separate the policy makers from the fundersunakéng by a
governmental organisation like a Regional Development Agency is rggula
accompanied by regulations and reporting requirements that afiectinternal
processes of the CDFI. Equally, clients are usually path@flocal community and
therefore represent a sub-group of this stakeholder. As such, stakersiideld be
viewed from a functional perspective; individuals or organisationsocaopy more
than one stakeholder role. Interestingly, only one of the institutiociaded in the
study had developed a stakeholder map similar to the one detailed abbad,made a
systematic attempt to determine the importance of its stakeboldevertheless, all
interviewees were open to this approach and were willing to applystakeholder

framework to their institutional environment.

In a second stepve conducted a content analysis (Holsti, 1969) to identify the main
themes that dominated the relationships within different groups dflsilders. Three
distinct topics emerged, each related to one or more of the stdeelyobups that were
identified earlier:

® This does not have to be the case. There are €@f¢és that cover their market by target group, byg.
focussing on social enterprises or women.
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« The organisational structure of the CDFI
« The type of lending (i.e. loan size and target group of lending)

« The orientation of the CDFI towards the “client market” or the “funder market”

In thethird step we used Multidimensional Scaling (MDS) for analysing the teper
grids that were established (Bell, 1997). This is a widely appdeuahique for this kind
of data and is included in most statistical packages (in our wasesed the SPSS
ALSCAL module). MDS enables the mapping of construct variables tivithelement
variables and represents these mappings in spatial terms. Taecdidbetween the
stakeholders (elements) and their attributes (constructs) showclosely they are
related to one another. Therefore, the attributes closest statkeholders are those that

have the most relevance from the point of view of the respondent.

Fransella and Bannister (1977) note that the use of MDS in comunatith the
repertory grid approach is relatively uncommon. This may be detatélifficulties in
interpretation. In assessing the extent to which elements andumssire associated,
the distance between co-ordinates is considered. A perfect associationregult in an
exact match of co-ordinate pairs. However, it is the resedctiiscretion how close
data points have to be in order to be deemed associated. For slis vea decided to
control our results through both correlation analysis (which allowgousxplore
relationships among the characteristics being studied) and clasédysis (which
enables the researcher to explore meaningful groupings thatwettist a data set).
This procedure was also proposed by Fransella and Bannister (1977) intmrde

reappraise one’s conclusions.

In the following section, the empirical findings are reportedie@ithe constraints of
space and the complexities of individual cases, we have had teldiiv@ when
presenting the data. Nevertheless, we consider that the datatpdeseipport the
arguments posited in a constructive manner. The results of thesstidgported in two
parts. In the first part, we use our stakeholder analysis to deaela@y of classifying
CDFIs along three key dimensions. In doing so we highlight tha¢ keconsiderable
variance within the CDFI sector. In the second part, we use this clagsifitatievelop
a preliminary framework for measuring the performance of ED#hich seeks to

account for the social and financial aspects of performance.
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4. A Stakeholder-based Classification of CDFIs

The content analysis generated three major dimensions which gov€DF#s
relationship with its respective stakeholders, and are therefgrevien it comes to
performance measurement. First, it is important to account $oronganisational
structure, i.e. if it is a pure CDFI or if the CDFI is emfded in an enterprise agency.
Second, one has to distinguish between different types of CDFI lendinghe loan
sizes it extends and the target groups it serves. Third, CDFés idi their orientation
towards the market they serve. While some are focused on thenchekdt and see the
funder market as a means to achieve their aims, others are focused on the fuketer mar
and see the client market as a means to achieve their aithg. following subsections,
we discuss the three dimensions in detail and relate them tortlesmonding group of

stakeholders.

4.1. Process Stakeholders: Organisational Structure

The content analysis revealed a clear divide between CDFlsuthaolely extending
loans and CDFIs that are embedded in an enterprise agency. Thensditetions are
full service agencies that act as one-stop-shops for business devalgpmees. Their
activities comprise a wide array of non-financial servides training, consultancy and
advisory services, marketing assistance, information, technologyogevent and
transfer, and business linkage promotion. A distinction is sometinaeke between
‘operational’ and ‘strategic’ business development services. OQgaahtservices are
needed for day-to-day operations, such as information and communications
management of accounts and tax records, and compliance with labsuarawother
regulations. Strategic services, on the other hand, are used hyteharise to address
medium- and long-term issues in order to improve the performance entirise, its
access to markets, and its ability to compete (ILO, 2001). Thepas&iagencies we
interviewed had already been operating for several yeaevem decades and had
incorporated loan finance as an additional product into their portfalie €DFls, by
contrast, do not provide any kind of business development services, butfoatie

solely on extending loans to certain target groups.

GTR is an example of a CDFI that is embedded in an enterpgsecy. The

organisation has been operating for over 20 years, and provides skillophegnt
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programmes as well as consultancy services for small and Inismesses in the local
area. The loan fund manager, a retired bank clerk with 30 yeargefience in the
commercial bank world, took a clear stance on the relevances @1 within the

agency:

If 'm being honest with you, the scenario is: first and foremost, evair
enterprise agency, and secondly we’re an enterprise agency with duledn
So, yes, we're a CDFI and we're following the remits that are available
through that. But in a way — in simple terms — we’re an enterprise agleaty
has got a loan fund and we haven't got that many other whistles and bells and
things associated with ourselves as a CDFI.

(Loan fund manager, GTR)

Similarly, the loan fund manager of ADQ, which is also an entergency with a 25-
year-history, illustrated how essential the loan fund was to the agencyéiops:

If we [the loan fund] were to cease straight and tomorrow, ADQ would cope.
What ADQ actually does is business training and advice (), whichtes aui
big section of our company ( ). And ( ) the loan fund is just an added product
that we can offer.

(Loan Fund Manager, ADQ)

Pure CDFIs, in contrast, naturally take a very different stémeards the provision of
additional non-financial services for their clients. GHT is &Cibat provides loans for
businesses as well as personal finance. It is a relativelygyiostitution that was set up
as an initiative of several local and regional bodies. When talkibgut the
organisation’s purpose, its CEO highlighted that GHT is not inedest pursuing
activities that are out with its core mission:

We’'re not interested in delivering business support. We get askdd all
sorts of things, because we’re quite good at delivery. But we're mielsested
in fulfilling our mission and the people who are gonna be interested in that,
and we bring them in.

(CEO, GHT)

These different views reflect a noteworthy discrepancy in te tiwvat CDFIs manage
their relationships with their process stakeholders, particulaely employees and their
cooperating partners. In some cases, the employees of entageisges are not only
involved in managing the loan fund, but also execute tasks that atedrétathe
enterprise agency, such as holding seminars or helping to develop bptamsss hey
tend to see themselves as part of the enterprise agency, amartnot ghe loan fund.
Based on the interviews, this can lead to a very different unddnstp of what
constitutes the mission of the organisation. While the employgag®iCDFIs in many

13



cases show strong commitment to providing loans to specifict tqrgeps, the mission
of employees from enterprise agencies tends to focus on the sugpaernall
businesses. Loan finance is seen by them as only one alternglfiveawvider product

range.

Furthermore, enterprise agencies have the possibility to subssdise their CDFIs via
income streams that are generated through business developrmasasséris allows
them greater freedom in choosing their target market asasdhe social or financial
aims they want to achieve, as external funding can at leady fee substituted
internally. Consequently, one might assume that the relevance @r$uisdconsidered
lower in enterprise agencies compared to pure CDFIs, whiclfublyedependent on

external sources of finance.

Another difference lies in the way cooperating partners areipect While enterprise
agencies have the opportunity to ‘hatch’ their future borrowers, pgdFdsheed to rely
on a well-functioning network of cooperating partners that haee ctipability of

supplying them with investment-ready clients. Pure CDFIs tbexdfave to take an
active stance in managing their relationships with cooperatiriggra in order to hold
up a constant deal flow over time. This does not mean that enteggesicies can do
without their cooperating partners (in fact, they play a vital fmlall of the enterprise
agencies that we interviewed); nevertheless in situations wherestpply of

investment-ready clients deteriorates, it can at least partly betstdabtnternally.

4.2. Environmental Stakeholders

4.2.1. Clients: Type of Lending

When the interviewees were asked to describe the relationshiphddewith their
clients, it became clear that there are two main issaesrging these relationships.
First, three loan types need to be treated separatetsore loans, microloans, and
SME loans. Second, the target group that is served by the C&®Jsl plvital role for the

nature of the relationship with clients.

With regard to the loan types, personal loans are usually notrtitgire 1,000 pounds
and are intended for various purposes like household expenses, ‘back to work’

expenditures, or personal debt consolidation. In the case of business heaass ta
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broad taxonomic consent within the CDFI sector that microloanghase up to a
maximum of 10,000 pounds, while SME loans cover funding needs that lie between
10,000 and 50,000 pounds. The main difference between these loan types, thaugh, doe
not lie in the amount that is lent, but in the nature of the relatipngith the borrower.

One CEO reported that his CDFI had been moving away from microémehfocusing
instead upon SME loans. His justification for this strategy was as follows:

Micro enterprise lending is really up to [a loan amount of] about 10,000
[pounds]. () It's more about people who think: I would like to work for
myself. They’re not really thinking about building a business; they thiokta
how can | create through trading opportunities an income for myself? And
they’re one person bands in the main. And they're very high risk, agd the
generally need an enormous amount of business support to go alongside the
lending, which is why we’ve chosen to come out of it.

(CEO, SWQ)

A similar argument was also made by the CEO of SFP, a @ldF| that has been
operating for around 10 years. He reasoned the move from the microltiae SME
loan segment by referring to the different costs involved:

We've moved away from the 1,000 to 10,000 [pound segment], because we
can’t make that pay on our model, it's too costly. We made loans from 10,000-
50,000 [pounds] with our original mission of local jobs for local people being
paramount.

(CEO, SFP)

Thus a crucial decision for a given CDFI is the target ntdahe it chooses to focus on,
as this has important implications for the nature of the relatipsshith its clients as
well as the costs involved in the lending process. As is shownhie Pathere are two
dimensions through which the different target markets can be deksdhleecomplexity
of the credit assessment process, and the nature of the busippsg.dn the case of
personal loans, the credit assessment process tends to be quiteagdiak,usually
based on very simple formal criteria such as the applicant’s paggtcode area, or
income. By contrast, decisions about microloans and SME loans seel lba the
evaluation of business plans that describe the purpose of a given busintkeshe
intended use of the loan, which makes the whole process more conmplexme-

consuming.

While personal loans are not connected to any additional supporthefyehave been
approved, CDFIs are expected to provide business support to the recipients

microloans and SME loans for the duration of the repayment peribdy giiemselves
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or through cooperating partners. More generally, microloan cliesqgsiire more
intensive support than SME loan clients. This is mainly due to thetlat the
businesses of microloan clients tend to be start-ups and typiealéylass experience
than SME loan businesses. As explained earlier, business supportas issue for
pure CDFIs; their main purpose is to identify adequate cooperadirtigers in order to

make their clients investment-ready.

Table 2: Nature of Credit Assessment and Business Support according to loan size.

Credit Assessment Business Support
Per sonal loans Simple n/a
Microloans Complex high
SME loans Complex moderate

Another issue that dominates CDFIs’ relationships with clienthe different target
groups that they serve. The institutions in the study differ i floeus on specific
client groups, the unifying theme being to help overcome financtig®n. While all
have clear geographic restrictions in their lending activiiresstly as a result of the
conditions placed on CDFIs by donors), some also confine their borroavisgetific
target groups like women, ethnic minorities and disabled people. Qibsescertain
exigencies towards the types of businesses that can be lenbyesgpulating that the
businesses which receive funds must make an identifiable local tingrabave a
specific ethical cause. This influences the way in which cliargsdealt with, as each
target group has specific needs that need to be met. TDFisfloa manager, for
example, emphasised the varying risk perceptions of men and wehsntaking up
loans:

There is a very great difference in dealing with women. Because tsaul
90% of the time the advisor team has to convince a woman to apply for more
than they were initially going to do. Whereas the opposite is truedar who
always want the maximum [loan amount] available.

(Loan Fund Manager, TDF)

4.2.2. Clientsand Funders: Market Focus

The analysis of the repertory grid data through multidimensional scaling X stiz®led
us to map stakeholders and the constructs that were named by the interviespedisi
terms based on two dimensions. We found one dimension to be constanhditoug

most of the repertory grids, namely the divide between the envirdahstakeholders
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according to their role as fund absorbing or fund allocating entity (of Fadgire 2). We

labelled the former “client market”, and the latter “funderrkef. One interviewee

commented that serving these two markets simultaneously would goseamnental

challenge for any grant-funded organisation. On the one hand, the otigaissa
mission is aimed at lending to a specific client group; on the b#ued, public funds

are often tied to conditions that restrict their usage. Thus aatepiestion for CDFIs
is: which of these markets constitutes its core mission and iglthé mechanism for
achieving this mission? One loan fund manager summarized thimntélein the

following way:

Unfortunately, one of the drawbacks with any grant-supported organisation is
that in an ideal world is that what would happen is that we would perceive a
need and decide how we wanted to address that need, and then approach the
funders asking them to fund us. The reality is that we get to hear thaighe
new funder or there is funds available and the criteria that the funeé¢nses
can adapt or we can use to support our key aims.

(CEO, EAS)

As described above, we included three constructs into the repertdsytigat captured
the three dimensions which constitute a stakeholder’s salience — pegiemacy, and
urgency (Mitchell et al., 1997). With the help of the MDS procedurewere able to
graphically relate these constructs to particular stakehageups, and thereby
understand the prioritisation of stakeholders by each individual CDRlsdessing the
extent to which elements and constructs are associated, thaceisbetween
coordinates is considered. A perfect association would result in @&t enatch of
coordinate pairs. This analysis revealed two types of CDFighwdiffered primarily in
the way they perceived the two market sides they prioritiseleVdhe group of CDFls
had a clear focus on the client market, the other group either Hadrdarus on the
funder market or did not exhibit any clear focus at all, i.e. Wnene “lost” between the

two markets.

GHT is a typical example of a CDFI that is clearly foclsa the client market, which
is nicely illustrated by the MDS evaluation of its repertgrg (see Figures 1 and 4 in
the Appendix). Dimension 2 clearly represents the client maukelr market divide,
while Dimension 1 depicts the nature of the aims that the indivitkiedisolders pursue
(i.e., social vs. financial aims). In this specific case, dleallcommunity is seen as part
of the funder market, because it was understood by the interviewlee eadllectivity of

any organisations or individuals from the local area that are faignmvolved in the
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CDFI, but not the recipients of loans. All three salience constaretlosest to the
clients, indicating a clear focus on this market, which is edétenced by the following
quotation from its CEO:

And because of our background — the way that we operate is like a private-
sector organisation, we’re driven in a private-sector manner — so we are
uniquely harsh with our donors. | will say to them things like: | will tade
this grant unless you do x, v, z.

(CEO, GHT)

HED’s repertory grid evaluation (see Figure 5), by contrast, aieva different
perception of funder and client market. Dimension 1 represents thefferenli market
sides, while Dimension 2 could be interpreted as the abstraabhdbe individual
stakeholders, ranging from very abstract (local commurotyety tangible (voluntary
directors). In the case of Figure 4, the salience construetallacentred around the
funder group, indicating the priority of that market for the CDElldan fund manager,
a former bank clerk with 25 years of commercial bank experiermdjrims this
interpretation when describing the motivation for addressing specific glieaps:

| think [we] have effectively been driven by what money was avagaloldor
what purpose by the government. And because that pot of money was available
then it happens. And therefore policies were made and driven, totally kecaus
the money could be achieved; if you meet these criteria and if ydikeattis
those policies are adopted and therefore that slant has been put on it.

(Loan Fund Manager, HED)

Returning to the question of client and funder market focus, we coritiatene group
of CDFIs sees its mission in serving a specific client mawkddressing the funder
market is the purpose to achieve this mission. The remaining giaupsn, see their
mission in accessing available funds from the funder marketessldg the client

market is therefore the purpose in order to obtain these funds.

5. Towards a Perfor mance M easurement Framework for CDFIs

According to Atkinson and Waterhouse (1997), the notion of primary and segondar
performance measures is central in the development any rparfoe measurement
framework. In the case of CDFls, primary performance measaneselated to the
double bottom line; i.e., its financial and social returns. Typicahgtes for financial
returns are measures like its operational self-sufficighey how well costs can be
covered through operating revenues), or its portfolio yield (i.egrib®s loan portfolio’s
ability to generate financial revenue from interest, fees and canomsy. Social returns
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refer, for instance, to the number of jobs created or sustained thiendjng activities,
or the target group focus, measured by the number of clients tbaglkie a specific
target group in relation to the total number of clients (for a #tmat framework on
social returns cf. Navajas et al., 2000).

What the organisation expects or gives to each stakeholder groupdweeaits primary
objectives are its secondary objectiyaskinson and Waterhouse, 1997). The basis for
identifying these secondary objectives lies in the way tlakebblder relationships are
managed by the CDFI. Success is created by monitoring and imgupegformance on
the secondary objectives, which should therefore be the focus of theisatgm’s
performance measurement. As Atkinson and Waterhouse (1997) note, ‘improving
organisational performance by monitoring financial performance f.eprimary
performance measure] is as useless as trying to imprq@ts seam’s performance by
only reporting the scores of its games.” The focus of attemiemds to be on the
secondary objectives. As noted above, there are three main dimenkichsdescribe
the ways in which a CDFI interacts with its stakeholderstqiprganisational structure
(related to process stakeholders); (i) loan type and target gemap{iii) client vs.
funder market focus (both related to environmental stakeholders).e Tares the
underlying dimensions of the secondary objectives, or the drivers ajriperice.
Figure 3 illustrates this relationship between drivers and measures ofpaarta.

| DRIVERS | |  MEASURES |
: i 'fi Financial Performance i
i Organisational | ' :
! Structure | ! :
1 ! ' e.ga i
! | 1| + Operational Self-Sufficiency | !
| | '« Portfalic Yield |
, ' 1| - Bad Debt Ratia :
| L g ] ¥
i Loan Type & ' | < ! i
i Target Group ! | : i
| [ | |
! ' ; Social Performance !
: | | e :
i Market L o jx g;ﬁ:w |
! Orientation | i| « Target group focus i
! | . ¥

_____________________________________________

Figure 3: A Framework for Performance Measurement of CDFIs.
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At the outset of the analysis (see Figure 2) we defined thrtenddi groups of
stakeholders, namely process stakeholders (employees, board, andatoogpper
partners), as well as environmental stakeholders. The latter grasipdivided into
source of funds (funders, private investors, and policy makers), anafuseds
(clients, and local community). The three drivers of stakeholder mansegehat we
have identified cover each of these groups. In accordance with &mg@é884) we posit
that systematic managerial attention to stakeholder intesestitical to the success of a
firm. Neglecting the needs and demands of one of these groupsauliitd a significant
loss of legitimacy, and — in the longer term — failure of thd=CProcess stakeholders
and environmental stakeholders (the latter ones in their roles aalfocation and fund
absorption) act as the three main pillars that support any €BEtivity. The implicit
and explicit contractual relationships with these entities havebé managed
simultaneously in order to ensure a balance within the stakelsygtem. Therefore,

we state in our first proposition:

P1. A CDFI has to manage its relationships with all three stakehofteups
concurrently to excel in social and financial terms. Losing the supportdrenof these

groups is likely to result in the failure of an institution over the medium term.

The drivers of performance that we have identified will probabBteeio the financial
or social nature of a CDFI's performance. With regard t@msgtional structure, our
results indicate that CDFIs embedded in an enterprise agemzy to be the
beneficiaries of cross-subsidising within the agency. This @&y to a softer stance
regarding financial viability compared to pure CDFIs that ddpsolely on their
lending activities. Our data support this conjecture, assuminghthanterest rates that
are charged serve as an indicator: Within our sample, the threesatgans that charge
the highest interest rates were pure CDFIs. Furthermore,nalysés has shown that
CDFI employees of enterprise agencies tend to see thekriwa more holistic way
compared to their counterparts from pure CDFIs. Enterprise finarregarded as one
element within a wider range of products, which might also contrioutesofter stance

towards sustainability. This leads us to our second proposition:
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P2: CDFlIs that are embedded in an enterprise agency will exhibit higvels of
social performance than pure CDFIs. Pure CDFIs, in turn, will exhibghbr

indicators of financial performance.

The picture becomes more complicated when it comes to the lamarsizthe target
market that is served, respectively. Specific target marleges connected to
corresponding measures of social performance. A CDFI thatgsting its activities at
supporting women’s entrepreneurship should be measured along diffe@at s
performance indicators than a CDFI that supports entrepreneurstimn wvthe
cooperative movement. Equally, borrowers in rural areas might cacepletely
different obstacles compared to their counterparts who live in urbamese Social
outputs are therefore highly target-group specific, which makeshbveking across

different institutions extremely difficult.

With regard to the loan size, though, a general assumption towardsciél
performance can be made which is purely based on cost considet#migs been
described above, the credit assessment process in the caseotdans and SME loans
is comparably complex, as it is based on a business plan which thenrue, is
evaluated by a loan panel. Consequently, the relationship betweertdisisdand total
loan size will be less favourable in the case of microloans. Fortne, businesses
receiving microloans tend to have no track record as they aa#lyustart-ups, whereas
businesses receiving SME loans tend to have some business expdtienthus easier
for a CDFI to assess the risk profile of the latter group coadpsr the former group.
Based on these considerations, we derive our third proposition:

P3: A CDFI's financial performance will be higher if it operatestire SME loan

segment compared to operating in the microloan segment.

Consequently, financial performance indicators should take loan sipeadcount. It
does not seem appropriate to compare financial indicators of auntinstithat extends

microloans with an average of 5,000 pounds to an SME lender whose average loa

®1t is acknowledged that most probably there wél & correlation between target group and loan size,
which might make it difficult to treat these twontnsions completely independently from each other.
Furthermore, we do not take into account pers@radihg because of its differing methodology, which
has been detailed above.
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20,000 pounds. If a CDFI covers loans of different sizes, it is advisabldit the loan

portfolio according to loan size, and assess their financial performancatsgpar

We believe that the most important driver of performance is also the ong th@tnost
difficult to measure, namely the market orientation of the ICDRon-profit

organisations, like their counterparts from the private sector, neadd&rstand the
market they are serving and not only react to the remits thatvailable through public
funding. It is only when the clients become the focus of institutiatiahtion that their
needs are liable to be understood. This will allow for a long-téraegy that involves
serving a specific market as opposed to a ‘patchwork’ strategyoitizses mainly on
the public funds that are available at a particular point in tinksarly, this does not
allow for the ‘systematic attention’ to stakeholder interebizt Freeman (1984)

regarded as essential for organisational success. This leads us to our finalipnopos

P4:. CDFIs that focus on the client market will exhibit higher finah@nd social

performance indicators compared to CDFIs that are focused on the funder market.

Using the repertory grid technique, we have proposed a stratsgynelé to assess
whether a CDFI is focused on the client market or the funder makkbough the
process of acquiring these data was rather cumbersome, bdipgoai framework to
help identify (1) CDFlIs that are liable to survive in the longnteand (2) CDFls that
are liable to achieve the greatest social impact, we belomwe study makes a
substantive contribution and has the potential to help policy makergnmsaxthe
efficient use of limited public funds.

6. Conclusions

Applying a stakeholder approach towards performance measuremerDfds @ the

UK has allowed us to develop some important insights into the relajobstween the
factors that underpin performance and the concept of the double bottomeinée

aim of achieving financial and social returns. Based on tretebblder environments,
we identified different ways of classifying CDFI performea according to three
dimensions: organisational structure, the type of lending they pursdi¢heir focus on
the client or the funder market. In advancing our argument we hasemnied four

propositions. To excel in social and financial terms, a given GQiKEIto manage its

22



relationships with all three stakeholder groups (i.e. process stdkefiolse of funds,
and source of funds) concurrently. Second, CDFls that are embeddeckeimeaprise
agency will exhibit higher indicators of social performanantpure CDFIs. Third, a
CDFI's financial performance will be higher if it operatasthie SME loan segment as
compared to operating in the microloan segment. Finally, €Bfalt focus on the client
market will exhibit higher financial and social performance iattics compared to

CDFIs that focus on the funder market.

6.1. Implications

Our study has a number of implications for actors involved in the Giddement.
Most importantly, practitioners from the CDFI sector often complabout the
multitude of demands that they face from different actors. fidradwork that we have
proposed could be used by individual CDFIs to map the organisation’s stakstaoide
prioritise their claims. Furthermore, the framework might helpeframe discussions
about the double bottom line of CDFIs. The question of which objectivesial ®r
financial — CDFIs should prioritise, and whether both sets of objeatave$e reached
simultaneously, has been the source of much discussion and debate.alysis an
suggests shifting the focus away from a fixed set of messaral instead adopting a
contingency approach in which different measures are used &s asferent types of
CDFI. When there is clarity about the factors that underpin thsrpsance of a
particular CDFI, one can then begin to discus the measures. Our poyosi which

are certainly open to critical discussion — might serve to guide this process.

Policy makers are interested in identifying CDFIs that jsklic funds in the most
efficient way. As stated in the introduction, recent funding policiebe UK gave the
impression that the sector was seen as a rather homogenedubloalicy makers.
Peer groups of CDFIs could be created using the three dimendmm#ied in this
article to enable more appropriate comparison. After identifyibg-I€ that perform
within each peer group, their lending activities should not be resirio exhaustive
rules and regulations (one loan fund manager reported that his funderhga a
detailed list defining the characteristics of financiallyleded persons). Rather, they
should be supported with sufficient capital to achieve scale (Ratahd Moy, 2004)
and be given the opportunity to operate for some years with a minohuestrictions

on their lending activities.
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From an academic point of view, we believe that this paper matkeoeetical as well
as a methodological contribution. First, the approach towards performance mmeagure
presented could be valuable for the analysis of any non-profit organisa social
enterprise. It highlights ‘who or what really matters’ to the CDFIs -thérahe focus is
on the funder market or the client market. From a methodologicapgeive, the
repertory grid technique delivered new insights into the motivationsoafprofit
entrepreneurs. We believe that our methodological approach has wideahitipfi
within the third sector as many non-profit organisations facéutmdamental challenge

of serving two markets —i.e., clients and funders.

6.2. Directionsfor Future Research

There are two main limitations to our analysis. First, we didtaké into account
possible interactions between stakeholders (Neville and Menguc, 2006ha]jdrgy of
stakeholders that we have defined are in fact interconnected and &t iotsolation.
One example is Community Investment Tax Relief (CITR), Winas been designed by
policy makers to attract private investment to the community ldenent finance
sector. These stakeholder interactions add a new layer of cotypterur analysis and

suggest many avenues for future research.

A second limitation is the fact that there might be problematefaction between the
factors that underpin performance that we have identified. A cestairacteristic of
one driver might predispose the characteristic of the other drevedstherefore weaken
our propositions, which assumed that each driver is independent. Withimmuleswe
did not find any statistically significant correlatiénsvhich might also be due to the
rather small sample size. Further research will be reqtereghin more insights into

possible interdependencies betwen drivers.

Finally, our analysis has focused on the CDFI market in the tUkould be interesting
to see if the framework that we have established can be tegliéar comparable
institutions in other European countries. Additionally, it might be pts<d test our
propositions empirically through the collection of quantitative datas Maould

" Based on a Chi2-Test of independence.
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represent an important step in developing our preliminary findings angenuine

performance measurement framework for CDFIs.
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Appendix

Table 1: Summary of the Cases.

Gross loan | Lending Type | Embedded in
Name Year founded | portfolio (in | (b=business, | enterprise
pounds) p=personal) agency
GHT 2003 600,000 b/p no
JAI 2001 650,000 b/p no
HED 2003 186,000 b yes
GTR 2002 1,372,000 b yes
SWQ 2002 1,000,000 b no
MBD 2000 360,000 p no
WSD 2005 390,000 b no
GVvC* 1983 n/a b yes
ODE 1998 700,000 b no
ISD 1992 270,000 b no
ADQ 2004 740,000 b yes
DFR 1997 1,500 b/p yes
LPO 2004 20,000 b yes
RWE 2005 130,000 b/p no
EAS 2005 580,000 b/p no
SFP 1997 2,200,000 b no
ASL* 2005 n/a b/p yes
BCV 1986 460,000 b yes
TDF 1987 1,166,000 b yes
HBY 2004 643,000 b/p no

* ceased operating as CDFI.




Pole 1 Customers Local Employees | Private Policy Coop. Donors Voluntary Pole 5
Comniy Investors Makers Pariners Direciors
We are experienced 2 3 1 2 2 3 2 2 Wi are not so expen-
with their needs enced with theit needs
Close to uz 3 4 1 3 4 3 2 1 Diistant from us
Chrtwrard-looking 5 4 ] 3 3 ] 3 4 Trowrard-looking
perspective perspectie
Interested in financial ] 3 Trterested i ethical
retum retum
Hawe knowledge on 2 2 2 4 4 3 3 3 Hawe knowledge on
roirro-level raacko-lewvel
Ilission-dimen 2 3 1 Results-drven
Ilotivated by the “hig 5 3 3 2 2 3 1 2 Tulotrvated by the
atter” ‘single case”
Corerdt themsebes to 5 4 ] 4 4 3 3 1 Herve their own
our agenda agenda
Know what financial 4 4 1 3 3 2 2 1 Harve no grasp of what
eXClSIon mgans financial e xelusion
means
We hive frecuent 1 4 1 2 3 4 3 1 We have intermattent
contart with therm contact with thern
Their clairs are 1 4 1 2 2 4 2 2 Their clairns are not
powerfl powerful
Thetr clairms are 1 ] 1 2 3 4 2 1 Thetr clairns are not
legitirate legitimate
Their clairs are 1 3 1 3 3 4 3 2 Their clairas are not
urgent urgent
Figure 1: Example of a completed Repertory Grid (GHT).
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Figure 4: MDS plot of GHT.
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