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Introduction

The use of racial preferences as a means to social, economic, and political justice is a
tested and contested issue in legislative, judicial, and administrative policymaking–as well
as politics, the media, business, advocacy, and other real-world corridors. Rhetoric is
sharp and heated about diversity, equity, and inclusion. Decisions ranging from voting
rights to education to lending are disputed in places as different as courtrooms and living
rooms. The risks and costs of conflicts and contests, as well as business and legal
liabilities, are expensive and problematic.

In this volatile context, governments, schools, employers, managers, businesses,
nonprofits, and others are making decisions and choices shaped by laws, regulations,
generally accepted practices, past experiences, discretion, judgments, common sense, and
ideologies.

Central to any theoretical discussion of the role of race in decision-making are the facts
about place, race, and CDFI lending in practice. CDFIs, someone once said, sound great in
practice but they will never work in theory.

Community Development Financial Institutions (CDFIs) as a group prioritize serving
people, communities, and places that have been under-financed historically and that are
facing one or more conditions of economic distress. Some, probably many, of these places
have been structurally and/or systemically underfinanced over time.3 In response, some

3 For example, The Color of Law (Rothstein, Richard. 2018. New York, NY: Liveright Publishing Corporation)
and The Color of Money (Baradaran, Mehrsa.2017. Cambridge, MA. Harvard University Press, Belknap
Press).
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CDFIs state explicit goals of providing financing in response to racial, ethnic, or other
discriminatory excuses for denying equal access to credit and other financial products
and services. All CDFIs exist to redress shortcomings in access to responsible financial
products and services, and most do that. What do the facts about CDFI financing tell us
about whether CDFIs should, or must, prioritize serving people of color or BIPOC (Black,
Indigenous, People of Color) communities and/or markets?

The Supreme Court’s June 2023 ruling on affirmative action in college admissions
(Students for Fair Admissions v. Harvard, 600 U.S. 181 (2023)) has raised concerns among
CDFI leaders and their partners that their financing strategies may be a target of future
legal action. They wonder whether CDFI efforts to prioritize lending to BIPOC people and
communities will result in lawsuits challenging the legality of their approaches. There is
also concern that the CDFI Fund in the U.S. Department of the Treasury will be a
target—either directly or indirectly. The CDFI Fund provides financing and related
resources to CDFIs to support their work.

At least one CDFI has been sued in a legal challenge that appears to be a test case of the
extension of race-focused decision-making to CDFIs. That challenge focuses on the CDFI’s
administration of a county program to provide grant funds, not loans, to small businesses
during COVID.4 (Many CDFIs participated in comparable grant programs during COVID
as public officials recognized that CDFIs work closely with local entrepreneurs, are
experienced at providing financing under conditions of economic distress, and were
well situated in 2020 and 2021 to distribute funds quickly.) The population of the
County named in the recent suit is more than 75% BIPOC and 98% of the low-income
(or otherwise economically distressed) census tracts in that county are majority-
minority tracts.

Questions About CDFI Strategies & Practices

CDFIs are private financial institutions with as much as forty-year track records of
successfully financing businesses, housing, nonprofits, consumers, and others in places,
and to benefit people who have been or are being under-financed and under-valued. A
recent study by the Federal Reserve Bank of New York puts their total assets (as an
industry) at about $450 billion among almost 1,500 CDFIs.5

At CDFI Friendly America,6 we are working to increase CDFI financing to under-financed
and under-valued people and places. For that reason, we focused this research on three

6 CDFI Friendly America LLC is an advisory firm simultaneously assisting places with limited access to
CDFI financing to increase CDFI financing in those places while making it easier and more cost-effective
for CDFIs to offer financing and related products in places outside of their primary markets.
(www.cdfifriendlyamerica.com)

5 Sizing the CDFI Market: Understanding Industry Growth, (Scott, Jacob et al., August 2023). The Federal
Reserve Bank of New York.

4 https://aaacdfi.org/blog/the-slippery-slope-of-a-conservative-courts-decision-on-affirmative-action/
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foundational questions to contextualize conversations about the role of race in CDFI
financing strategies:

● To what extent is there correlation between places in the U.S. with significant
economic distress and places that comprise primarily people of color?

● Is “place” a significant factor in that correlation—or lack of correlation. That is, do
the findings about correlation hold true across different metrics of place (i.e.,
national, state, county, metro, place, census tract)?

● How does actual CDFI financing relate to areas of economic distress and
majority-minority places?

The first two questions are focused on the extent to which economic distress and racial
demographics are correlated. CDFIs have long postulated that a correlation might reflect a
systemic issue–are differences in access to credit and related services a cause of economic
distress? The third question asks whether CDFIs are lending at higher or lower levels than
places’ racial composition—that is, are they favoring people and communities of color?

CDFI Friendly America started with the hypothesis that, for many but not all CDFIs,
serving economically distressed communities is essentially the same as serving BIPOC
communities, due to the longstanding and well-established correlation between
race/ethnicity, on the one hand, and income and wealth, on the other hand.

To better understand this correlation in the context of CDFI activity, CDFI Friendly
America requested and Tract Advisors completed—an analysis of the relationship
between economically distressed census tracts (i.e., low income, high poverty, and/or high
unemployment) and majority-minority tracts—tracts where more than 50 percent of the
population identifies as BIPOC.

For this analysis, Tract Advisors used CDFI Fund Investment Area (IA) census tracts to
represent economic distress7 and majority-minority census tracts to represent racial and
ethnic minority communities. This relationship is summarized at the city, county, metro
area, state, and national levels. See the Data and Methodology section for details on data
sources and calculation methods.

We start with a standard analysis using Pearson’s Correlation Coefficient. Beyond that
measure, there are two pragmatic ways to assess a geography’s relationship between

7 IAs are “an investment area defined in the Code of Federal Regulations at 12 C.F.R. §1805.201(b)(3)(ii), as
amended. A CDFI Investment Area is currently defined as a geographic unit (or contiguous geographic
units), such as a census tract, located within the United States, that meets at least one of the following
criteria: Has a population poverty rate of at least 20 percent; Has an unemployment rate 1.5 times the
national average; For a metropolitan area has a median family income (MFI) at or below 80 percent of
the greater of either the metropolitan or national metropolitan MFI; For a non-metropolitan area that has
an MFI at or below 80 percent of the greater of either the statewide or national non-metropolitan MFI; Is
wholly located within an Empowerment Zone or Enterprise Community; or Has a county population loss
greater than or equal to 10 percent between the two most recent census periods for Metro areas or five
percent over last five years for non-Metro areas.” (CDFI Investment Area Definition | Law Insider)
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economic distress and minority communities: (1) Compare the likelihood that minority
communities are economically distressed vs. non-minority communities; and (2) Compare
the share of all economically distressed communities that are minority vs. non-minority.
These two approaches offer different takeaways depending on the geography’s overall
share of population that is minority. The first comparison shows consistent disparity
across nearly all geographies, which confirms that minority communities are much more
likely to experience economic distress than non-minority communities. The second
comparison makes the case that, in some geographies, CDFIs have little choice but to work
in minority communities because they comprise such a large share of all economically
distressed communities.

Key Findings

The initial finding is that census tracts exhibiting economic distress are closely correlated
with majority-minority census tracts. Seventy-eight percent (78%) of majority-minority
census tracts in the U.S. are CDFI Fund IAs, 2.5 times the rate of non-majority-minority
tracts (31%). This disparity is consistent across all geographies, though the relationship is
stronger among cities, counties, and metro areas than at the state and national levels. And
in many geographies, at least 75% of all economically distressed tracts are
majority-minority.

Our key takeaway is that many CDFIs serve target markets where economically
distressed communities are almost entirely comprised of majority-minority
communities. By serving IA census tracts, CDFIs are serving low-income, high-poverty,
and/or high-unemployment
communities, which are mostly
minority communities. CDFIs
with a stated focus on racial and
ethnic minority communities
seem to be working there
because those are the areas
experiencing economic distress
in their target markets.

The correlation coefficients for
IA qualification and majority-
minority population vary by
geography, with large cities (at
least 500,000 residents) having
the strongest coefficient at 0.58 (vs. 0.47 for all cities), followed by major metro areas (at
least one million residents) at 0.52. Nationwide, the correlation coefficient is 0.43. These
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coefficients are in the range of moderate positive relationship (0.30 to 0.70) based on
commonly accepted Pearson’s correlation coefficient scales.8

Economic distress and majority-minority population are much less strongly correlated in
rural areas, where the coefficient is 0.27 (weak positive relationship). This reflects the fact
that a much larger share of non-majority-minority tracts are economically distressed in
rural areas compared with urban areas. Table 1 shows correlation coefficients for
relevant geographies.

Our finding based on CDFI lending reported to the CDFI Fund from 2005 through 2021
finds that CDFI lending in economically distressed, majority-minority tracts is
proportional to the share of economically distressed tracts that are majority-minority.
Stated differently, CDFI lending in low-income tracts has gone to majority-minority tracts
as we would expect, given the high share of low-income tracts that are majority-minority.
Only a handful of cities, counties, and metro areas show disproportionately high lending
volume to majority-minority tracts.

Results by Geography

NATIONWIDE

● Table 2 shows that 53% of all IA tracts are majority-minority, which is notably
larger than the 31% share of all US tracts that are majority-minority.

● More telling is that 78% of majority-minority tracts are IA tracts, 2.5 times the rate
of non-majority-minority tracts (31%).

● The national share of CDFI lending dollars in IA tracts going to majority-minority
tracts from 2005-2021 is 56%, only three percentage points higher than the share of
IA tracts that are majority-minority.

8 https://link.springer.com/content/pdf/10.1057/jt.2009.5.pdf
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○ This suggests CDFIs are serving minority communities in similar
proportions based on their mission of supporting economic growth and
economic opportunities to reduce economic distress. In other words, in the
aggregate, CDFIs are not closing a disproportionately high or low amount of
IA tract lending in minority communities.

● Table 3 shows that urban areas, especially major metro areas (at least one million
residents), have a much larger share of IA tracts that are majority-minority.
Meanwhile, majority-minority tracts in minor metro areas (fewer than one million
residents) and micropolitan areas9 show the highest rates of economic distress.

○ 70% and 39% of major and minor metro area IA tracts are
majority-minority, respectively; these rates are much higher than the 25%
and 19% shares for micropolitan regions and rural counties (i.e., rural
areas).

○ Minor metro and micropolitan areas show larger shares of
majority-minority tracts qualifying as IA (89% and 83%) compared with
major metro areas and rural counties (75% and 72%).

● The share of CDFI lending in IA tracts going to majority-minority tracts from
2005-2021 is proportional to the share of IA tracts that are majority-minority in
major (75% vs. 70%) and minor (43% vs. 39%) metro areas.

○ The share of CDFI lending dollars in IA tracts going to majority-minority
tracts is disproportionately high; however, compared with the tract
distribution in rural areas: 43% vs. 25% in micropolitan areas, and 33% vs.
19% in rural counties.

9 The definition for micropolitan areas is available at
ttps://www.census.gov/programs-surveys/metro-micro/about.html.
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CITIES

Table A-1 (Appendix) shows the relationship between economic distress and minority
communities for the 20 largest US cities. In most of the 20 largest US cities, minority
communities, and economically distressed communities are essentially the same.
majority-minority tracts are much more likely to qualify as IA tracts than
non-majority-minority tracts across all cities, with Chicago (94% vs. 14%), Dallas (90% vs.
7%), Houston (83% vs. 5%), and San Antonio (75% vs. 5%) showing the greatest disparity.
The percentage of IA tracts that are majority-minority exceeds 75% in all 10 of the nation’s
largest cities: New York (85%), Los Angeles (93%), Chicago (94%), Houston (98%),
Phoenix (77%), Philadelphia (76%), San Antonio (99%), San Diego (83%), Dallas (97%), and
San Jose (100%).

Maps 1 and 2 illustrate the spatial
distribution of tracts that are IAs and/or
majority-minority populations in
Chicago and Dallas, respectively. Blue
tracts qualify as IAs and are
majority-minority, while the orange
tracts are majority-white IAs, and green
tracts are majority-minority non-IAs.
Both maps show how challenging it is for
CDFIs to finance activity in
non-majority-minority IAs tracts.

In cities where the share of IA tracts that
are majority-minority is similar to the
share that are non-majority-minority,
such as Indianapolis (55%/45%) and
Columbus, OH (57%/43%), the
percentage of majority-minority tracts
that are IA tracts (91% and 94%) is far
higher than the share of
non-majority-minority tracts (48% in
both cities). The similar shares of IA
tracts that are majority-minority vs.
non-majority-minority are illustrated in
Map 3, which shows the same tract
information as Maps 1 and 2, but for
Indianapolis.
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COUNTIES & METRO AREAS

While a handful of CDFIs consistently
serve a widely dispersed national target
area—and a somewhat larger group of
CDFIs serves multiple states as part of
regional strategies—most CDFIs serve
one or more cities, counties, and/or
metro areas. From 2005-2021, 48% of
CDFI loans and 39% of dollars loaned
went to borrowers, businesses, and
development projects located in major
metro areas where at least 70% of IA
tracts are majority-minority. This finding
suggests that CDFIs serving metro areas
are serving minority populations
because the overwhelming majority of
eligible CDFI Fund IA census tracts are
majority-minority.

Tables A-2 and A-3 (both in the Appendix)
show results for the 20 largest counties
and metro areas.

● Overall, the share of IA tracts that are
majority-minority among counties
and metro areas tends to track
closely with their respective cities,
with some notable exceptions (e.g.,
Dallas).

● The share of majority-minority tracts
that are IA tracts tends to be quite a
bit lower in some metro areas,
however: the Washington (DC), Los
Angeles, and Atlanta metro areas
have notably lower shares than their
core cities, which reflects their higher
concentration of more prosperous
minority suburban communities.
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STATES & TERRITORIES

Even CDFIs working at the state level, in some cases, are likely to serve majority-minority
communities because of the relationship between minority communities and economic
distress (see Table A-4 in the Appendix).

● Majority-minority tracts are much more likely to qualify as IA tracts than
non-majority-minority tracts across all states (except Hawaii and Vermont). Over
90% of majority-minority tracts are IA tracts in 27 out of the 52 (52%) areas
comprising US states, DC, and Puerto Rico.

● In California and Texas, 80% of IA tracts statewide are majority-minority; in New
Jersey, the share is 75% and Maryland’s share is 70%.

● In Pennsylvania and Ohio, where the shares of IA tracts that are majority-minority
are lower (39% and 35%, respectively), the share of majority-minority tracts that
are IA tracts compared to non majority-minority tracts shows dramatic disparity
(93% vs. 26% and 93% vs. 36%, respectively).

CDFI Lending Activity

We also compared the percentage of CDFI IA lending (by dollars) in majority-minority
tracts with the percentage of CDFI IA tracts that are majority-minority. The previously
cited Tables (A-1 through A-4) show the difference between these two percentages, with
positive differences reflecting geographies where the percentage of IA lending in minority
communities is higher than the percentage of IA tracts that are minority communities. In
geographies where the share of IA lending in majority-minority tracts exceeds the share
of IA tracts that are majority-minority, one might infer that CDFIs are closing a
disproportionately high share of lending in minority communities; vice versa for
geographies where IA lending is lower than the share of IA tracts that are
majority-minority.

● Only a handful of the nation’s larger cities show disproportionately high lending in
minority communities: Jacksonville, Seattle, Las Vegas, Mesa (AZ), Colorado
Springs, and Louisville.

● In some cities, CDFI IA lending in minority communities is disproportionately low:
Columbus (OH), Virginia Beach, Minneapolis, Tulsa, Arlington (TX), New Orleans,
and Cleveland.

The analysis of CDFI lending activity is difficult to draw conclusions from because data
limitations make it impossible for us to determine which CDFIs are lending in various
geographies. CDFI Friendly America and Tract Advisors intend to create custom analyses
of individual CDFIs’ relative lending in economically distressed, minority communities,
where possible.
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Opportunities for Further Research

The goal for this research was to better understand the extent to which economically
distressed areas correlate with minority communities and the proportionate share of
CDFI financing in these communities. Underlying this goal is an interest in learning the
context with which to evaluate long-standing CDFI assumptions and strategies in response
to economic distress, economic inequities, and economic injustice.

We are interested in additional approaches to these topics. These might include:

(1) Comparisons of places where CDFIs have provided capital to those where CDFIs
have not provided financing (or have provided very little financing). CDFIs can better
understand whether access to credit is a problem in the places and markets they are
serving or are considering serving. As stewards of private and public resources, they
have a responsibility to ensure that their scarce resources are deployed in practice in
ways that align with their work in theory. Given our finding that there is a correlation
between place and race in economically distressed places, CDFIs can explore whether
their work uses or should use racial preferences, and

(2) Analyses of individual CDFIs’ lending in the context of economic distress, race and
other factors of discrimination, and lending trends involving both CDFIs and
mainstream financial institutions.

Individual CDFI analyses would help CDFIs, investors, funders, and policymakers
understand (among other things) the extent to which CDFI lending service areas’
economically distressed tracts are also majority-minority tracts. We would like to
compare each CDFI’s share of lending in economically distressed, majority-minority tracts
to their service area’s share of tracts to calculate proportional lending ratios. Similar to
this paper’s findings, we expect that many CDFIs operating in the context of CDFI Fund
rules are likely to concentrate lending in majority-minority tracts since those tracts
comprise such a dominant share of all economically distressed tracts. This would reflect
the broader fact that economic distress disproportionately affects BIPOC people and
places as a result of historic, structural, and systemic financial inequities.

We believe this approach might benefit from similar analyses of credit provision by
mainstream (non-CDFI) financial institutions in CDFI Fund Qualified IAs. That approach
might be useful for the implementation of the Community Reinvestment Act (CRA), as well.

Conclusion

CDFI lending targets are determined in large part by CDFI Fund IAs, which are defined by
economic distress. This analysis—which we believe is the first to use IAs as the basis for
analysis in this way—found that majority-minority census tracts are much more likely to
be IAs than other census tracts and that IAs are, as a result, disproportionately more likely
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to be majority-minority. Therefore, CDFI lending—regardless of CDFIs’ stated goals—is
more likely to benefit BIPOC people and communities than other people and places.

Methodology and Data Sources

METHODOLOGY

This paper used tract-level data from the CDFI Fund to calculate the percentage of
majority-minority tracts that are IA tracts by city, county, metro area, state, and the
nation. Conversely, our analysis also calculated the percentage of IA tracts that are
majority-minority tracts for the same geographies. The latter analysis produces less
consistent results since it is heavily dependent upon a geography’s share of tracts that are
majority-minority; however, in many geographies, economically distressed tracts are
almost exclusively majority-minority tracts.

We then calculated the percentage of CDFI IA lending (in dollars) that has been made in
majority-minority tracts from 2005-2021. This percentage is compared to the share of IA
tracts that are majority-minority, resulting in the % Point Diff - IA/MM Lending and Tracts
column in Tables A-1 through A-4.

DATA SOURCES

CDFI Fund IA tracts (source: CDFI Fund list of IA tracts based on 2011-2015 ACS data):
Indicates the extent to which Census tracts have either high poverty, low-income, and/or
high unemployment by meeting at least one of the following criteria: (1) has a population
poverty rate of at least 20 percent; (2) or has an unemployment rate of at least 1.5 times
the national average; (3) or for a metropolitan area has a median family income (MFI) at
or below 80 percent of the greater of either the metropolitan MFI or national
metropolitan MFI; (4) or for a non-metropolitan area that has a MFI at or below 80
percent of the greater of either the statewide non-metropolitan MFI or national
non-metropolitan MFI; (5) or is wholly located within an Empowerment Zone or
Enterprise Community; (6) or has a county population loss greater than or equal to ten
percent for Metro areas or five percent for Non-Metro areas.

Percentage of Census tracts with majority-minority populations (source: CDFI Fund list
of Equitable Recovery Program-Eligible Geographies from the ERP Funding Application):
majority-minority is defined as a census tract in which at least 50% of the population
self-identifies as a member of one or more racial or ethnic minority population(s),
including: American Indian or Alaska Native; Asian; Black or African American; Hispanic
or Latino; Native Hawaiian or Other Pacific Islander; Some Other Race. Definitions for the
first five of the six terms listed may be found in the 1997 Office of Management and
Budget (OMB) Standards on Race and Ethnicity. A definition for “Some Other Race” may
be found in the American Community Survey and Puerto Rico Community Survey 2015
Subject Definitions.
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