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Economic Recovery for Low-Income Communities
Community Development Financial Institutions 

Approximately 1,000 Community Development Financial Institutions (CDFIs) operating across the United States provide much-needed financial services to low-income communities and customers. CDFIs are public purpose institutions that combine private market discipline with public missions, and are committed to identifying market gaps and delivering financial products and services to people and communities not adequately served by mainstream financial institutions or more predatory alternative lenders. CDFIs finance small businesses, homeownership, affordable rental housing, childcare facilities, charter schools, as well as other financial services. Over the past 30 years, the opportunity finance industry has provided more than $23 billion in financing that would not otherwise have happened in markets that conventional finance would not otherwise reach. CDFIs use capital to leverage social, economic, and political change by giving economically underserved people and communities the opportunity to enter the economic mainstream.

CDFIs are experts at the prudent use of scarce public funds, which they use to provide financing to emerging domestic markets. They are able to lend successfully in these markets in part because CDFIs build their borrowers’ capacity by combining financing with technical assistance such as homeownership, counseling, entrepreneurial training, and financial literacy education. 
Through fiscal year-end 2006, Members of the Opportunity Finance Network have generated or maintained 206,600 jobs, 555,000 housing units, and 5,900 community facility projects in urban, rural, and Native communities in all 50 states. In fiscal year-end 2006 alone, CDFIs provided more than 11,400 consumers with alternatives to payday loans, and enabled more than 138,000 low-income individuals to open their first bank account.

The Need

“We are running out of money. The requests are coming in faster than we can process. Our usual funders have pulled back. Banks are leaving many reasonable deals on the table and walking away.” 

Anonymous Respondent Comments
 CDFI Market Conditions Survey
Opportunity Finance Network, September 2008

As the impact of America’s economic crisis worsens, the need to provide critical investment in our most vulnerable communities grows. In a recent survey conducted by Opportunity Finance Network on current market conditions, 50.7 percent of respondents reported an increase in loan applications and 48.5 reported a decrease in competition for deals. This information suggests that demand has increased for the particular kind of financing that CDFIs are uniquely positioned to provide. In the current financial markets turmoil, many CDFIs are encountering a significant contraction of capital support. In order to provide economic recovery for our nation’s low-income communities through the creation of jobs, affordable housing preservation, and needed community facilities, CDFIs need an immediate infusion of capital to expand these services to our nation’s poorest areas and citizens.

CDFI Fund Programs: $250 Million
Congress should provide $250 million for additional 2008 CDFI Fund program awards to enable the CDFI Fund to make immediate, additional financial, technical assistance, and other awards to highly qualified CDFIs via applications that were submitted in the last round of awards and received less funding than requested or were not funded. In each annual competition for CDFI Fund award dollars, applicants ask for, and can deploy, nearly five times the amount of dollars available. Any remaining funds would be directed to a special funding round or allocated to future funding rounds as determined by the CDFI Fund. In order to expedite the release of funds, the cap on awards will need to be lifted for this special funding
 and the matching fund requirement should be waived in order to expedite the rapid deployment of community development dollars in the distressed communities CDFIs serve. Additional administrative funds need to be provided to implement the program.

Liquidity Enhancement Initiative: $150 Million
The statute that authorizes the CDFI Fund contains a section that allows the CDFI Fund to award appropriated funds as grants to community development organizations to purchase loans or enhance the liquidity of CDFIs (see 12 U.S.C. § 4712, Capitalization assistance to enhance liquidity). Funds have never been appropriated to carry out this provision. 

The CDFI industry urges Congress to fund the already established liquidity enhancement initiative through the U.S. Treasury Department’s Community Development Financial Institutions Fund (CDFI Fund) to provide a vital infusion of capital for CDFIs. 

Congress should appropriate $150 million to begin the program. This effort will be administered by the CDFI Fund in conjunction with entities that have experience in implementing strategies to increase CDFIs’ liquidity and stabilize lending activities for new and existing loan portfolios. The CDFI Fund will make funding available based on meritorious proposals; in addition, the program will be measurable, with mechanisms to monitor and evaluate effectiveness and impact. 
Depending on the results of the first funding efforts, this program to support the liquidity needs of community development organizations can be expanded in future fiscal years. Given current need to stabilize the economy, two legislative corrections are needed: (1) delete the matching funds requirement; and (2) permit the use of cooperative agreements for services procurement. Additional administrative funds need to be provided to implement the program.

Housing Trust Fund & Capital Magnet Fund: $500 Million
In order to stimulate the economy in our most distressed neighborhoods, Congress should fund both the Housing Trust Fund and Capital Magnet Fund immediately. Housing production, rehabilitation of foreclosed homes, and preservation of affordable housing is essential. This will provide construction jobs; small business stability through materials purchased for production; and will provide needed financing for projects that are currently stalled due to the tightening of the credit market. This country is already facing a rental crisis for affordable housing and this need is going to continue to grow as more and more families lose their homes. 
The Housing Trust Fund and Capital Magnet Fund were included in the Housing Economic Recovery Act of 2008, which requires Fannie Mae and Freddie Mac to contribute 4.2 basis points for each dollar of new business. The two funds do not receive full funding until 2012 with the funds available through grants at the beginning of 2013. The need is now and Congress should allocate $500 million to the two funds: 65 percent going to the National Housing Trust Fund ($325 million) and 35 percent going to the Capital Magnet Fund ($175 million). Two percent of funding should be directed to implementation.

New Markets Tax Credit: $1.5 Billion Allocation
Congress should provide $1.5 billion in additional 2008 NMTC Allocation Authority to enable the CDFI Fund to make additional allocation awards to highly qualified NMTC Allocation Applications that were submitted in the last round of funding and did not receive an allocation.

Small Business Technical Assistance Program: $100 Million 

Congress should create a small business technical assistance grant program to be housed at the CDFI Fund. Grants should be awarded for use by a certified CDFI to provide financial literacy training and loan-related technical assistance to small business owners. The grants could also be used for small business workouts, training, and coaching for new and existing CDFI small business borrowers, as well as new business start-up support. Not only are CDFIs receiving a record number of requests for small business loans, but small businesses are also seeking advice on financial restructuring. It is critical that small businesses receive correct information and have access to the full range of community financing tools. There is a growing need for sound, case-by-case financial strategies to keep local small businesses running as the financial crisis continues and CDFIs are well positioned to fill this business gap. Administrative funds should be included to implement the new program and the CDFI Fund should promulgate regulations within 90 days of enactment. The CDFI Fund should ensure that the needs of low-income and underserved rural areas receive proportionate funding from the program.

About Opportunity Finance Network: Opportunity Finance Network, the national network of more than 160 financial institutions creates growth that is good for communities, investors, individuals, and the economy. Its members include CDFIs and other opportunity finance institutions that work just outside the margins of conventional finance to bring those markets into the economic mainstream and to help the economic mainstream flow into those markets. CDFI financing has resulted in significant numbers of new jobs, jobs preserved, quality, affordable housing units, and new commercial and community facility space in all 50 states. Over the past 30 years, the Opportunity Finance industry has provided more than $23 billion in financing that would not otherwise have happened in markets that conventional finance would not otherwise reach. 
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� Per CDFI Fund regulations, the Fund may not provide more than $5 million, in the aggregate, in financial and technical assistance to an Awardee and its Affiliates during any three-year period. (§ 1805.402 Assistance limits)
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