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While Community Development Financial Institutions (CDFIs) are mandated fo serve low-income
communities, this alone has not been sufficient to ensure CDFIl lending reaches info communities of

color. This brief documents disparities in CDFI reach info communities of color, as well as disparities

in capitalization of CDFls by minority leadership. In short, minority-led CDFIs are disproportionately
undercapitalized relative to their representation in the industry as a whole and relative to the needs of
the communities they serve. Increasing private, philanthropic, and public investments in CDFIs with strong
tfrack records of serving borrowers and communities of color is a critical strategy to opening pathways for
economic opportunity.

Racial disparities in CDFI bank mortgage lending in Mississippi

Analysis of Home Mortgage Disclosure Act (HMDA) data provides a glimpse into who is being served

by CDFls, particularly in assessing whether they are reaching borrowers of color with wealth building
opportunities such as homeownership. Stark examples are evident in Mississippi, where so much of the
state qualifies geographically as low-income, and nearly 40% of Mississippi’s population is Black. Using
2019 HMDA mortgage lending data, HOPE found that among the 27 CDFI banks in Mississippi engaged
in mortgage lending in the state, 71% of mortgage loans went to white borrowers while only 13% went to
Black borrowers.™ This is lower than the statewide rate of mortgage originations in 2019 to Black borrowers
at 17%.2 By contrast, Hope Credit Union made 83% of its mortgage loans to Black borrowers. As such,
racial disparities along economic lines also provide important context. In Mississippi, 55% of households
statewide are liquid asset poor, but for Black households the rate is 72% and 42% for white households.?
In ferms of median household income, statewide it is $45,792, but for Black households it is $31,067 and
for white households, it is $57,191.4

Similarly, in Louisiana, collectively all 14 CDFI banks reporting HMDA information made 15% of their
mortgage loans fo Black borrowers in 2019. However, when Liberty Bank, a minority depository institution,
which made 76% of its mortgage loans to Black borrowers, is excluded from the analysis, the percentage of
mortgage loans fo Black borrowers by CDFl banks in Louisiona drops to 9%.



Racial disparities in CDFI capitalization

Despite minority-led and minority-serving CDFls’ deeper reach info communities of color, they are
historically undercapitalized compared to their white counter parts. To understand the asset gap between
white-led and minority-led CDFIs, HOPE analyzed data from CDFI Fund awardees between from 2003 to
2017.% In that analysis, HOPE found, during that 15-year span, the median asset size of white-owned CDFI
Fund awardees has persistently been at least twice the median asset size of minority-owned CDFI Fund
awardees.® In some years, it was three fimes as high.

Racial disparities in bank-infused capital

Examining the data from CDFI Fund awardees for FY 2017, HOPE analyzed trends of capital held by CDFls
that came from banks.® Based on an analysis of 315 CDFI Fund awardees, white CDFI Fund awardees
held, on average, $32 million of bank-infused capital, compared to an average of §9.6 million for minority
CDFls. Increasing investments to minority CDFI Fund awardees to the same level of bank-infused capital
investments as white CDFIs would yield $2.7 billion in capital, a more than a three-fold increase in bank-
infused capitalization. See Table 1.

Table 1: Amount of Bank-Infused Capital Held by FY 2017 CDFI Fund Awardees, by Race

Oﬁgg'rfg’i Number of CDFI | ‘F"Lr? dDF' Bank % of Total Bank |,
P | Fund Awardees Capital Held Capital Held 9
Type Awardees
White 207 66% $6,707,892,512 89% $32,405,278
Minority 84 27% $810,261,573 1% $9,645,971
Unknown 24 8% $- - S -
Total CDFI
Fund 315 100% $7,518,154,085 100% $23,867,156
Awardees

These data from 2017 are more than a mere snapshot in time. Rather, the data reflect, in part, an
accumulation of bank capital over time. For CDFls, capital begets capital - having equity enhances a
CDFI's ability to attract additional capital. Additionally, CDFls typically keep bank capital on their books
for several years. Consequently, CDFIs who enjoyed longer and greater access to bank capital have
leveraged this advantage over time, substanftially growing their balance sheets in the process.

A glimpse of this tfrend is evident in this data, both in the aggregate and in an anecdotal example. In FY
2003, the earliest year of data available, 207 white CDFI Fund awardees held over $1 billion of bank-infused
capital, while 73 minority CDFI Fund awardees held just about $67 million in bank-infused capital. By 2017,
these numbers were over $6 billion and $810 million, respectively. In an anecdotal example, one white CDFI
fund awardee reported to the CDFI Fund every year from 2003 to 2017, each year showing the amount of
bank-infused capital on its books at time of reporting. In 2003, this amount was $750,000, and by 2017, it
was $35 million.
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Racial Disparities in Tax Credit Allocations

Unfortunately, similar patterns of racial inequity arise in the New Markets Tax Credit Program exist as well.
As one example, the percentage of NMTC allocations going to minority-owned or minority-controlled

CDEs shows great need for improvement. From 2012 to 2019, the percentage in terms of dollar amount of
allocations provided to minority Community Development Entities (CDEs), has ranged from 5% in 2014 o

a peak of 16% in 2017.° To put these numbers in context, at the peak in 2017, minority CDEs received $576
million dollars while white-led CDEs received over $3 billion. The outcomes of which communities benefit
from NMTC investments are shaped in many ways by the development entities that receive the allocations
and make decisions about which projects to fund.

Increasing investments in minority CDFIs can close this gap

Given these persistent disparities in the CDFI asset gaps, disparities in bank-infused capital info

CDFls, and the track record of minority-led CDFI in serving communities of color, it is imperative to
incentivize investments into CDFls that are "minority lending institutions,” as defined by the Consolidated
Appropriations Act of 2021.

A "minority lending institution” is a CDFl where a maijority of both the number
and dollar volume of arm’s-length, on-balance sheet financial products of the
CDFI are directed at minorities or majority minority census tracts or equivalents;
and is (1) an MDI as defined by FDIC or NCUA or (2) meets other standards of
accountability to minority populations as determined by the Fund.'®

While this definition was created in the context of directing a historic $1.75 billion appropriation for CDFI
Fund Awards fo minority-lending institutions, its framework is applicable for other public and private
investment opportunities. For example, in its proposed modernization of the Community Reinvestment
Act, the Federal Reserve and other banking regulators can incentivize investments not just into CDFls
and MDIs generally, but those that also meet the definition of *minority lending institutions. Likewise, as
U.S.Treasury seeks fo implement the $9 billion Emergency Capital Investment Program, also created by
the Consolidated Appropriations Act of 2021, it can prioritize awards to entities meeting this definition. It
may also have additional applications in other CDFI Fund programs, such as the New Market Tax Credit
program. As an unprecedented $5 billion NMTC allocation is considered, it the U.S. Treasury could draw
on the definition to increase funding for minority CDEs fo ultimately ensure a more equitable distribution
of these resources, partficularly in communities of color.!' Given the significance of minority CDFls in
meeting the needs of people, businesses owned by people of color, and diverse communities, ensuring an
equitable flow of resources to these institutions is critical for an inclusive recovery.
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