November 7, 1994

MEMORANDUM FOR THE PRESIDENT

THROUGH: GENE SPERLING
FROM: Paul Weinstein
SUBJECT: Economic impact of Community Devclopment

Banking and Financial Institutions Act

Passage of the "Community Development Banking and Financial Institutions Act of
1994" (CDBF1 Act) fulfilied your campaign commitment to support the creation of a network
of community development banks. Along with reform of the Community Reinvestment Act
(CRA) and the Empowerment Zone/Enterprise Community Initiative, the CDBFI Act serves
as the foundation for your economic development strategy for low-income communitics.

Per your request, we asked the Treasury Depariment to analyze the economic impact
of Community Development Banking and Financial Institutions Act of 1994, which you
signed last month. In addition, please find attached a Boston Globe editorial that praiscs this
law which will suppon the “so-called tugboat lenders of economic revitalization.”

Currently, the community development financial institution {CDFT) industry is
capitalized with approximately $700 million and has extended more than $2 billion in loans.
The $500 million CDBFI Act will greatly expand the capacity of the CDFI industry and will:

) Create approximately $5 billion in new credit for economically distressed
commuoities -~ This number is calculated based on the non-federal matching
requirement in the CDBFI Act (1:1), the leverage ratios for insured and
uninsured CDFIs, and the leveraging effccts of the Flake Credit Assessment
provisions which are targeted towards investment and support of CDFIs.

® Provide financial and technical support for as many as 75 pew insured
community development banks —- The combination of the equity investment
and technical assistance grants by the CDFI Fund and the matching investment
by traditional lenders yiclds a total investment of $346 miilion in insured
CDFIls (Community Development Banks and Credit Unions). Assuming $4 to
$5 million required to capitalize a new institution, this investment could create
+ as many as 75 new insured CDFls:



Support as many as 916 new well-capitalized community development
corporations and over 4,000 community development loan funds — There
are two sources of investment in these institutions, from the CDFI Fund and
from traditional lenders, The CDFI Fund divides its uninsured CDFI
investment (with traditional lender match) among larger community supported
CDCs (stast-up capital needs of about $500,000); smaller CDCs (start-up
capital necds of about $100,000); and CDLFs (start-up capital nceds of perhaps
$25,000 in sced money). Traditional lenders invest in larger bank-supported
CDCs (start~up capital needs of about $2 million), smaller CDCs (start~up
needs of about $750,000) and CDLFs (sced moncy neceds of about $25,000).
Applying these assumptions to the assumed jnvestment totals suggests the
investment in uninsured institutions could yield as many as 916 CDCs, with
seed moncy for more than 4,000 loan funds.

Support nearly 40,000 in new loans 1o Individuals and small businesses -~
- Under the leveraging assumptions, the investment in insured CDFls allows
them to extend additional credit of $3.08 billion. With loan sizes ranging from
$25,000 to $1 million and an average loan size of about $200,000~-$300,000,
based on data from HUD Profiles, insured CDFIs will make nearly 10,300 new
loans. The investment in uninsured institutions by the CDFI Fund and by
traditional lendcers aliows them to exiend additional credit of about $600
million. Assume, as indicated in HUD Profiles that community~supported
CDCs make loans averaging about $25,000 bank~supported CDCs makce loans
averaging about $150,000, and CDLFs make loans averaging about $40,00.
Then the investment in uninsured institutions could yield as many as 10,700
new CDC loans and 3,700 ncw CDLF loans. Combincd with the 15,000 new
loans cxpected to be generated through the Flake Assessment Credit Program,
Treasury cstimates 39,700 ncw loans supported under the CDBFI Act.



° Result in 150,000 new full-time jobs in low—{ncome communities —— An
" increase in the credit availability is assumed to support new full-time jobs at
the average rate of approximately $30,000 in salary and benefits for onc year.
Thus, a $5 billion increase could mean 150,600 new jobs (each lasting one
year).
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