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The many paths to a more
inclusive financial system:

The value of community development
financial institutions (CDFISs)
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Fostering a more
inclusive economy

CDFls across the nation work daily to create economic opportunity
and improve local quality of life.?

Community development financial institutions (CDFIs) have a mission
to provide fair, responsible financing to people, organizations, and 1 4 7 0 +
places not reached by mainstream banking.! The more than 1,470 ']

CDFls as of July 2023

Their lending supports small and medium-size businesses, facilitates
home ownership, finances climate change solutions, builds
community facilities (like schools, grocery stores, and health care
centers), and so much more. In addition to providing capital, CDFIs
offer clients a suite of services, from financial education to business
coaching, that increases their potential and builds wealth.

$222B

Total Assets Managed

OWN IT!

AND\YORKERQ'NNEDGRDCE.RH STORE

CDFlI clients, from left: RYSE Youth Center - Rosa Garcia, Criolite + Gem City Market
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CDFI facts and figures

Over the past 30 years, the CDFl industry has become a critical part of the nation’s financial infrastructure. Both public entities and private
businesses invest in CDFIs, and the return on that support—both financial and otherwise—is notable.

Investment leverage Recycle capital Accessible financing for all°
CDFlIs leverage $8 in private sector As loans are repaid, CDFls recycle
investment for each the money back into the community
0, 0,
$1in public funding.2 through new borrowers.* 61% 83%
Racially and Low-income’
ethnically
diverse persons®
ﬁﬁﬁ! \
28% 47%

Rural® Women’

Note: OFN member figures.

Meeting communities where they are: Raza Development Fund case study

Raza Development Fund is a CDFl with a passion for serving the nation'’s Latino community.'® It works in 38 states with an array of services
designed around local needs, with results that are as inspiring as they are far reaching.

+ Directly invested more than $1.3B and leveraging $6.0B + Providing 704 small business loans to owners that are 68% Latino/

 Creating 64,000+ quality education seats a/x and 75% racially and ethnically diverse persons

- Constructing or rehabbing 28,000+ lower-income housing units  Supportinglocal nonprofits with $3.2M in grants

- Grantees report increased capacity (77%), used funds to secure

- Funding health care facilities that serve 300,000+ patients - : o
additional support (66%), and improved sustainability (57%)

Regardless of scale, RDF and other CDFls center their strategy around a high-touch approach. While that is costly in terms of staffing and
time, it offers a disproportionately high return on investment via relationship building. By viewing clients as long-term partners, financial
transactions are anything but transactional. For CDFlIs, this reflects the notion that capital's power and privilege can be channeled to uplift
the communities they serve.

Lend locally and coordinate nationally: Opportunity Finance Network case study

The expanding reach of CDFlIs is, at least in part, due to regional and national coordination. One example is the Opportunity Finance
Network (OFN), a CDFI coalition whose members originated $9.2B in lending across rural, urban, and Native communities between 2017
and 2021. Those investments have supported neighborhoods, businesses, and essential community infrastructure across the nation.

2,000+ 374,000+ 1.3M+ 312,000+

Community facilities Businesses and microenterprises Jobs Housing units
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Research is a pillar of financial inclusion

The CDFI industry's visibility has grown tremendously as
governments, philanthropic foundations, banks, and companies

have worked with CDFIs to help communities withstand and recover

from the pandemic’s economic fallout. This new awareness brought
a capital infusion and underscored the need for high-quality,
standardized research on CDFls. One advantage of CDFls is their
ability to offer programs and services that are adaptive to local
needs. But because no two CDFls are alike, it can be difficult to
understand the true extent of their impact.

Improving the industry’s research, data collection, and evaluation
infrastructure may help strengthen its value proposition. To help
steer a CDFl research agenda, Deloitte, Raza Development Fund,

and Opportunity Finance Network published Five research priorities

for CDFls: Advancing financial inclusion through evidence-based
practice. A high level summary of the areas of focus recommended
by the report is provided on the following pages.

Identify primary operational
strategies and tools

CDFls use a mix of strategies and tools to foster community and
economic development. But there is little research on how these
approaches advance sustainable community and economic systems
transformation. As a result of the industry’s growth, development,
and evolution, CDFIs and their stakeholders have had to make
many complex decisions and balance trade-offs about their work.
Documenting and examining their operational strategies and
tools may provide better understanding about the place of

CDFls in the inclusive finance ecosystem.

CDFI client: Young Aspiring Americans for Social & Political Activism
(YAASPA)

Outline historical lessons
and current trends

The CDFI industry emerged out of grassroots advocacy for financial
inclusion and federal regulation that requires large financial
institutions to provide banking services to low- and moderate-
income communities. This ground-up and top-down history
suggests CDFIs may be vulnerable to shifting stakeholder trends and
priorities. Such complexity emphasizes the need for further research
on the industry’s history and evolution, as well as current trends.

Standardize impact measurement and evaluation processes

CDFls understand impact measurement and evaluation are

critical for long-term success. But in some cases, CDFIs may have
insufficient resources to conduct assessments and evaluations
requested by funders and stakeholders. In the process of navigating
multiple stakeholders, there may be a lack of understanding

on what to measure and by whose standards the metrics should

be benchmarked.

Within the industry, terms such as “impact measurement,” “impact
management,” and “program evaluation” have multiple definitions
and are often used interchangeably. It is worth considering whether
researchers should create a CDFI-specific evaluation process and
terminology. Any such system should be centered on bias-free
evaluation processes that incorporate the voices of CDFls and their
clients. To generate support for this area, there may be a need to
highlight the value of impact measurement and evaluation to CDFIs
themselves, educate CDFI stakeholders about these processes, and
increase funding resources for these activities.
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Individual and organizational stakeholders for CDFIs

CDFls, clients,
and communities

Universities and
research institutions

Government
agencies

Social impact
investors

&

Philanthropic
foundations

AR

Businesses offering
financial products

Encourage funding that bolsters capacity and sustainability

Operating on limited budgets, CDFIs face organizational,
programmatic, political, and network capacity constraints.
More than 75% of CDFIs are nonprofits and thus receive
support from various levels of government, businesses that
fund social impact activities, and philanthropic foundations."

Across the nonprofit sector, resources for general capacity
building are scarce, and existing support sources are largely
focused on specific programs. While there's been a trend in
recent years toward more flexible grants and capital, there may
be benefits to outlining an evidence-based funding framework
to build CDFI capacity.

Improve the industry’s data quality and scope of coverage

Good research requires data, but data collection can be
prohibitively expensive. Increasing access to existing data sources
may remove some barriers. However, existing CDFl data sources
have major limitations. Very few datasets cover all or even the
majority of the CDFI loan fund sector. And unfortunately, even with
better access, data quality isa concern. Existing analyses using these
databases often arrive at counterintuitive findings.

Many CDFls already collect data from marketing interviews, focus
groups, and surveys. But the data are not necessarily structured
to support formal analysis. CDFls and their stakeholders may thus
benefit from improved, standardized, and more accessible data.
While making these improvements is logistically and technically
challenging, one option is the use of data collaborations that reach
across various stakeholder groups.
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CDFlI client: Kristy's Early Childhood Development Center
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Building community with
the help of research and data

As central actors in sustainable community development, CDFls have Recommended areas of focus:
not received a level of attention commensurate with their role. Better
research, data collection, and evaluations are a starting point. Such /I Operational strategies and tools

activities require a level of resources not available to all CDFls, but
they are vital to the creation of a more inclusive economic system.

2 Historical lessons and current trends
Deloitte, Raza Development Fund, and Opportunity Finance
Network’s proposed research agenda centers on five areas of
focus for CDFIs and their communities. Because when CDFIs thrive, 3
more communities and individuals across rural, urban, and Native
communities have an opportunity to participate in and help grow 4 Capacity building funding models
5

Standardizing evaluation processes

the US economy. Maintaining or increasing the growth trajectory of
CDFlIs helps bolster the nation'’s inclusive finance ecosystem. And
regardless of industry and sector, such efforts offer a potentially high
return on investment.

Improved data quality and scope

CDFI client: Bridgette Bennett and staff, Bennett Law Center
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