
Sustainable Community 
Development: 
What Works, What Doesn’t, 
and Why

Seeds of Growth

Published by the Consumer and Community Affairs Division September 2003

Profitwise
News and Views

Remarks by Federal Reserve Board Chairman 
Alan Greenspan  Page 2

Remarks by Federal Reserve Bank of Chicago
President and CEO Michael H. Moskow   Page 5

Conference Summary  Page 8

In this issue:

On March 27 and 28, 2003, the Federal

Reserve System’s Community Affairs and

Research Officers held the third biennial

Community Development Research

Conference. This issue of Profitwise News 

and Views provides a summary of the

Conference sessions and key findings 

of the papers presented. 



Profitwise News and Views welcomes story ideas, sug-

gestions, and letters from bankers, community organi-

zations and other subscribers. It is mailed (either elec-

tronically or via U.S. mail) at no charge to state member

banks, financial holding companies, bank holding com-

panies, government agencies, nonprofit organizations,

academics, and community economic development pro-

fessionals. You may subscribe by writing to:

Profitwise News and Views

Consumer and Community Affairs Division

Federal Reserve Bank of Chicago

230 S. LaSalle Street

Chicago, IL 60604-1413

CCA-PUBS@chi.frb.org

The material in Profitwise News and Views is not 

necessarily endorsed by, and does not necessarily 

represent views of the Board of Governors of the

Federal Reserve System or the Federal Reserve 

Bank of Chicago.

Advisor
Alicia Williams

Managing Editor
Michael V. Berry

Compliance Editor
Steven W. Kuehl

Research Editor
Sherrie Rhine

Economic Development Editor
Harry Pestine

Contributing Editor
Jeremiah Boyle

Production Coordinator
Kathleen Toledano

Production Associate
Mary Jo Cannistra

In Brief

The Federal Reserve Bank of Chicago Announces 
a New Research and Information Center

Recognizing the large and growing economic impact of immigrants in the United
States, the Consumer and Community Affairs (CCA) division of the Federal Reserve
Bank of Chicago announces the launch of the Center for the Study of Financial Access
for Immigrants.

As defined by the U.S. Census Bureau, the number of foreign-born population in the
United States is 32.5 million (March 2002 figures), approximately11.5 percent of the
U.S. population.  According to research conducted by the National Academy of Sciences,
immigrants add roughly $10 billion to the U.S. economy each year, an estimate that
excludes highly skilled labor and immigrant-owned small businesses. Immigrants con-
tribute to the U.S. economy in tax payments, by most estimates more than they consume
in aggregate public services and benefits. Many immigrants, due to barriers such as low
English language proficiency and cultural orientation that does not embrace formal
banking relationships, remain on the fringes of the U.S. financial system, and thereby
limit their prospects for long-term wealth accumulation and economic prosperity.

Community development professionals, government agency representatives and financial
institutions lead the research community in the emerging theme of “immigrant financial
access.” Most research on immigrant access has focused on the labor market, and
immigrant participation in formal financial institutions is a critical and largely unstudied
dimension of economic integration. A major goal of the Center is to provide a forum
where representatives of financial institutions, community development professionals and
researchers can interact and learn from one another. A second goal is to focus attention
on the issues surrounding immigrant financial access by drawing on the expertise of
national researchers. A third goal is to encourage future policy-oriented research that
builds on the experience of community development professionals, financial institutions
and government agencies. Finally, the Center is designed to identify partnerships and
information sharing arrangements that would be mutually beneficial for financial
institutions, community development professionals and the research communities in
addressing the issues surrounding financial access for new Americans.

Federal Reserve Bank of Chicago CCA staff will also conduct related original research,
document and raise awareness of proposals, policies and practices affecting immigrants,
and invite noted policy-makers, financial industry representatives, advocates, corporate
leaders, government officials, and others to share their views. The Community and
Economic Development Research and Information Center (CEDRIC) page on the Federal
Reserve Bank of Chicago’s website (www.chicagofed.org/cedric/index.cfm) will house the
research, articles and other information prepared and collected by the Center. A two-day
conference focusing on the research to date and policy-oriented topics will take place
April 15 and 16, 2004 at the Chicago Fed.

Visit the website of the Federal Reserve Bank of Chicago at:

Corrections for Profitwise
News and Views 2nd Q

In the Profitwise Winter 2003 edition, 

the Financial Institutions and Participation

in Individual Development Account

Programs article incorrectly listed the 

url address for Project Money$mart 

on page 17. The correct address is:

www.chicagofed.org/consumerinformation/

money$mart/agenda421.cfm.



Around the District

Iowa
Iowa Finance Authority and the Iowa Civil Rights
Commission to Increase Minority Homeownership

According to a recent University of Iowa study (Housing
and Community Development in Iowa 2000: Meeting
Challenges of the Next Decade), the homeownership rate
for minority households (in Iowa and nationally) is substan-
tially lower than among White households.

The Iowa Finance Authority and Iowa Civil Rights Commission
(ICRC) announced a program to double the number of minority
borrowers using FirstHome, the state’s affordable mortgage
financing program. The ICRC outreach effort, “Owning Your
Own Home: Everyone’s Dream Should be a Reality,” will
involve 30 public education sessions on fair housing and
home financing in communities throughout Iowa. 

For information about FirstHome, visit www.ifahome.com,
or call (800) 432-723. For information about ICRC, visit
www.state.ia.us/government/crc, or call (800) 457-4416.

Michigan
State Housing Authority Announces $7 Million 
to Help Homeless in Michigan 

More than 60,000 homeless people in Michigan will benefit
from over $7 million in grants awarded by the Michigan State
Housing Development Authority (MSHDA). A total of 204
organizations representing 60 areas serving all 83 Michigan
counties will share the 2003 funding, a combination of MSHDA
($4.4 million) and federal Emergency Shelter Grant (ESG)
formula funds ($2.6 million). The grants were awarded by
MSHDA through the "Continuum of Care" planning model.
The grants awarded will provide support for ongoing programs,
homelessness prevention activities, and supportive services.

For information, call (517) 373-1974, or visit 
www.michigan.gov/mshda.

Indiana
$80,000 Awarded to Nonprofits in Central Indiana

The Emmis Communications/Radio One Community Fund
announced monetary awards to three nonprofit organizations.
The fund was created with a joint $1 million commitment
from Emmis and Radio One in January 2001.

This year’s recipients are: Fathers and Families Resource
Center ($40,000), which provides financial literacy and
planning for young fathers and families; Family Service
Association ($30,000), which provides family asset building
services; and Girls Inc. of Indianapolis ($10,000), which
provides economic literacy training.

Nonprofit organizations interested in submitting requests
for funding should download the grant guidelines at
www.network-indiana.com, or www.agriamerica.com.

Illinois
Community Development Entities Receive Tax Credits

Bethel New Life and the Illinois Facilities Fund, received
$14 million in tax credit allocations under the New Markets
Tax Credit (NMTC) Program. The two organizations aim to
stimulate economic opportunity and job creation in low-
income communities. An additional seven CDEs with nation-
al service areas, including Illinois, received over $200 million
in tax credit allocations.

For information on the NMTC Program, see Economic
Development News & Views, Spring 2001, at
www.chicagofed.org/publications/economicdevnewsand-
views/2001/nvspring01.pdf. 

Wisconsin
Milwaukee Home Mortgage Lenders: “Mission
Accomplished”

New Opportunities for Homeownership in Milwaukee (NOHIM)
disbanded after 12 years of addressing home mortgage
lending issues in Milwaukee. NOHIM was originally created
to address the racial disparity in loan denial rates in
Milwaukee, which has consistently had one of the highest
levels of disparity among mortgage applicants nationwide.
NOHIM, a coalition of financial institutions and homebuyer
counseling agencies, made $263 million in loans to 4,653
applicants over 12 years, 80 percent of which went to
ethnic minorities.

For information on NOHIM, see Michele Derus’ June 4,
2003 article in the Milwaukee Journal Sentinel at
http://www.jsonline.com/homes/buy/jun03/145373.asp.



I t is a pleasure to join this group of dedicated researchers,
bankers, community leaders, and policymakers interested
in the worthwhile and challenging process of program

assessment.  Meaningful program review can be achieved
only through measurement and critical analysis.  Systematic
research of community economic development programs
has been limited. Accordingly, your challenge is to vastly
expand the information base. 

Measuring the Impact of Community Economic
Development Programs
The overarching objective of community economic devel-
opment and empowerment is to help underserved popula-
tions accumulate assets and improve their economic well-
being. Measuring the results of programs dedicated to
such goals is essential to maximizing the impact of these
programs and managing scarce resources. Meeting the
goals, particularly in areas and among populations where
biases and negative perceptions may have contributed to
market failures, helps people improve their financial
standing, regardless of their current economic status. 

For nearly four decades, numerous policies and programs
have been implemented with the intent of increasing
economic opportunity. They have used a variety of man-
agement and funding strategies, ranging from federal
government appropriations to debt and equity financing
from private sources. Nevertheless, despite the broad
spectrum of programs, the length of time they have been
in place, and the array of funding participants, empirical
research quantifying their impact is rare, regardless of
whether government agencies, nonprofit organizations,
or private entities sponsor the programs. The lack of
measurement is particularly regrettable for government-
sponsored programs, because quantifying their impact is
crucial to the legislative process. 

When a bill is proposed in Congress, the nature of the
problem and the factors presumed to be contributing to
that problem typically are explicitly stated. And generally
there is a projection of the outcomes that would indicate
success. This process of problem diagnosis, program justi-
fication, and projection of results, if fully embraced, pro-
vides a cost-benefit structure for assessing a program’s
value. The program can be judged worthwhile when the
data demonstrate that the benefits exceed the costs,
including the opportunity costs of any investment. 

Even with such a framework, conducting research on
community development and economic empowerment
programs can be challenging, in part because the effects
these programs intend to achieve are often quite difficult to
measure and may not become apparent for relatively long
periods of time. Initiatives aimed at complex economic and
social challenges that were decades in the making require,
more than likely, many years to achieve their goals. Unlike
the standards for macroeconomic performance, virtually no
specifically defined standards exist for monitoring the value
of social and economic improvement programs. 

For community development researchers, the challenge is to
develop parameters that can be used to objectively assess
the value of their programs. For example, the measures that
affordable housing organizations use could illustrate the
extent to which their programs have, or have not, increased
homeownership rates and property values, reduced crime,
improved school performance, or spurred new private-sector
investment in a disadvantaged neighborhood. 

Effective research must isolate the variables that best con-
vey the impact of a program, define the specific data that
must be collected, and develop a system for maintaining and
retrieving the data over time. In other words, the challenge is
to quantify the marginal effect of a program. The value of
such a system is clear. So too, however, is the complexity of

Measuring the Impact of Community
Economic Development Programs
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creating it. Consider, for example, the difficulty of measuring
the marginal impact of a financial education program. It
requires unique data collection techniques and unconven-
tional tracking systems to gauge the benefit to an individual
derived from making informed financial decisions that
resulted from that educational program. 

Socioeconomic Trends in Central Cities
The relative paucity of data and research on community
development programs has limited the ability to fully
demonstrate their impact and credibly differentiate those
that are successful from those that are ineffective.
Undeniably, impressive local community development ini-
tiatives have been undertaken, and individual testimonials
reveal advances in the economic well-being of many of
the beneficiaries. However, the absence of formal data
collection and research for the numerous neighborhood
revitalization efforts over the past several decades has
resulted in a reliance on mostly anecdotal reporting at a
neighborhood or individual level. Anecdotal information
is not without value. It offers clues to the construction
of a more formal statistical analysis. But, as I am sure all
of you have experienced, anecdotes can be selective and
can convey a false message of the success or failure of
a community development program. 

Given the lack of data demonstrating outcomes from new
initiatives, the inclination is to examine existing data to
identify trends in areas where community development
organizations have been a consistent presence for some

time. One hopes
that broad positive
trends that cannot
be understood fully
from conventional
market forces will
suggest the possibility
of community devel-
opment being at
least a partial expla-
nation of these
trends. Since most
community develop-
ment initiatives
focus on urban
areas, data on
socioeconomic

trends in central cities may offer some insight into the influ-
ence of local economic and social programs. For example,
Census statistics compiled for the State of the Cities data-
base of the Department of Housing and Urban Development
(HUD) show that increases in the rates of change in home-
ownership in central cities slightly exceeded the increases
in suburban communities between 1970 and 2000. 

The Federal Reserve Board’s 2001 Survey of Consumer
Finances concluded that between 1998 and 2001, families
in the lowest quintile of the income distribution increased
their rate of homeownership nearly 5 percent, saw their
median income grow more than 14 percent, and realized a
25 percent gain in their median net worth. 

Although these gains in homeownership rates in central
cities and the economic progress of lower-income families
are encouraging, other data covering a longer time frame
are less sanguine. In particular, HUD’s State of the Cities
database indicates that residents in central cities barely
increased their real median family income between 1969
and 1999, while families in suburban communities did
appreciably better. In addition, the poverty rate in central
cities, according to this database, increased 23 percent
during this thirty-year period, while it decreased 7 percent
in suburban areas. 

These seemingly contradictory data undermine efforts to
plan an appropriate course of action. The absence of
credible data clearly renders researchers unable to attribute
the gains to a particular program or the continued chal-
lenges to a particular failure. 

In weighing the implications of recent trends in data, it is
important to factor in the presence of changes in external
market influences. For example, advances in mortgage
underwriting and delivery systems have resulted in increased
availability of funding for homeownership. Community devel-
opment investors’ funding strategies have also changed
considerably over this thirty-year span. 

At the Federal Reserve, economists strive to identify the
appropriate variables for assessing the impact of regula-
tions, in particular the Community Reinvestment Act (CRA).
In addition to the research presented at this conference,
Federal Reserve economists have undertaken studies to
assess whether the CRA causes banks to provide a mortgage
subsidy and to determine the performance and profitability
of CRA-eligible loans. But the lack of broad data management
systems to identify and track the performance and prof-
itability of most CRA-eligible loans presents researchers
with a challenge, as does the need to focus on changes that
can truly be attributed to the CRA, rather than to changing
market forces. 

Information Gains in Community Development
While empirical research on specific community develop-
ment programs is limited, insights nonetheless have been
gained from experience over the past several decades.
Many community development corporations (CDCs) have
modified their strategies and their structures accordingly.
Most notably, CDCs have realized the necessity of diversi-
fying their funding sources and reducing their reliance on
government funding, which is vulnerable to the vagaries of

Effective research must isolate
the variables that best convey the
impact of a program, define the
specific data that must be collected,
and develop a system for maintain-
ing and retrieving the data over
time. In other words, the challenge
is to quantify the marginal effect
of a program.



shifting political priorities. In seeking to ensure continued
financial support for their programs, community develop-
ment leaders have expanded their range of financing and,
in the process, have gained a better understanding of the
risk tolerance and return requirements of their various
capital providers. 

In addition to diversifying funding sources, community
developers have also sought to broaden their financing
strategies. They once viewed debt as the primary, if not
the sole, vehicle available for capitalizing community
development efforts, but now recognize the vital role of
equity investment in helping communities withstand eco-
nomic downturns. New sources of equity—community
development venture capital funds and secondary markets
that securitize community development loan pools—have
become available to energize market forces in economically
distressed neighborhoods. 

Advances in technology have significantly improved the
identification and development of new financing strategies.
With increased information-processing capacity, loan port-
folio managers can better assess risk and monitor credit
performance. Additionally, the ever-increasing availability of
data facilitates the development of neighborhood profiles
that can be useful in understanding and tracking community
socioeconomic trends. For example, the cross-referencing
of data sets on mortgage lending patterns, business start-
ups, and employment figures against crime statistics and
property values can provide a valuable perspective. 

Benefits of Research
Many valuable lessons have been learned in community
development over the years. And the dissemination and
application of such lessons as they emerge are essential
to improving program effectiveness. Formal research can
accelerate the rate of such learning. Only through a com-
prehensive understanding of the outcomes of a program
can success be emulated and failures reduced. 

By consistently and reliably measuring outcomes, and thus
helping current and prospective investors better assess their
risks and predict their returns, community development
organizations can attract more funding. Such accountability
is crucial for any organization, regardless of its size. 

In addition to increasing funding options, research can
also increase the scope and scale of programs. As
effective strategies are identified, they can be replicated

and incorporated into efforts in other communities, as well
as by organizations seeking to develop programs to
address related issues. 

The Process of Measuring Outcomes
As I noted earlier, it is important to establish formal proce-
dures for program assessment. At the start of a program,
the nature of the problem should be identified, as well as
the presumptions of the various causes of that problem.
With a clearer understanding of the issues, policymakers
and community leaders are better able to devise a strategy
for overcoming the problem. Finally, a well-constructed
program must include a projection of its benefits to serve
as a benchmark for later evaluation. 

In conclusion, I want to emphasize the importance of the
role of the interpreter of the research.  Analysts must be
scrupulously honest in characterizing research results, or
their work becomes advocacy and is no longer research.
This objectivity is paramount because research findings
from previous efforts become the basis for subsequently
targeting scarce resources to their highest and best use.
Such objectivity requires great discipline and integrity on
the part of the researcher; it requires that researchers
resist any innate desire to characterize results in the most,
or least, favorable light possible. An understanding of the
findings, positive or negative, is the greatest contribution
of research. The failure of a program is not a research
failure; it is a source of information. And acknowledge-
ment of unadulterated research findings, regardless of
how disappointing, contributes to a foundation of knowl-
edge upon which future successes can be built.  I often say
at the end of a day that I learned a great deal. Unfortunately,
most of what I learned was that what I thought I knew at
the beginning of the day was false. 

In the quest to do good for our society’s most vulnerable
populations and communities — the objective compelling the
work of this group — we must embrace the challenge to
develop objective and quantifiable standards to assess
community development programs. Ultimately, such research
is the only means for determining whether we are making
advances in overcoming failures in distressed neighbor-
hoods and improving access to economic opportunities for
traditionally underserved populations. I applaud your efforts
and look forward to learning of your future progress.



On behalf of the Federal Reserve Banks and the
Board of Governors of the Federal Reserve System,
let me welcome you to the second day of our

Community Affairs Research Conference. As Alicia men-
tioned in her introduction, my grounding in the community
development arena extends back to the 1970s, when I
was the assistant secretary for policy development and
research at HUD. So I’m particularly pleased to have the
opportunity to discuss this crucial area today.

In reviewing the program for this conference, I thought
back to the efforts that we had at HUD 30 years ago and
felt that it might be helpful to touch briefly on some of the
extensive changes that have taken place in the economy,
our institutions and community development programs
over this period of time. I make no claims that my list is
comprehensive. But perhaps a bit of historical background
will be helpful in putting our efforts in perspective and in
charting new areas for research. 

First, one pervasive trend is the breakneck speed at which
technology and telecom capabilities have advanced. E-mail
started to get broad acceptance in the ‘80s and the Internet
in the ‘90s. This has changed everything from how we com-
municate with family and friends to how we find a mortgage. 

Second, the banking industry has gone through tremendous
consolidation. There were 13,787 separate charters in 1973,
compared with 8,223 today – a 40 percent reduction. The
industry also has evolved with regard to community devel-
opment programs. The Community Reinvestment Act was
not enacted until 1977. 

Third, our financial markets are much more efficient today.
They facilitate greater access to capital internationally
and within countries, and specifically in the housing
industry Fannie Mae became a for-profit, publicly traded
company in the early 1970s. Community development

financial institutions were started during this same period.
In addition, over the past 30 years we have seen the estab-
lishment of the CDFI Fund and significant growth in bank
community development programs throughout the country. 

Fourth, our population is much larger, much wealthier,
and much more diverse today, and female labor force
participation is much higher.  

Fifth, homeownership rates are higher – 67.9 percent in
2002, for example, versus 64.5 percent in 1973. 

Sixth, government housing assistance programs have made
a dramatic shift away from building housing for low-income
families to providing vouchers and rental assistance directly
to families so that they can seek housing most suitable to
their needs. 

And finally, there is a much more extensive network of
community development organizations to help low-income
families. For example, Neighborhood Housing Services
was just getting started in the early 1970s. 

As you can see from just a quick overview, there have
been enormous changes over the past 30 years or so, and
most of them have been quite positive. My personal view
is that the environment for community development pro-
grams is much more favorable today, and we have learned
a great deal from our past experience. 

Nevertheless, there still is a need for careful research on
economic and community development programs, and for
objective evaluation of their effectiveness. Along those
lines, I’d like to announce that the Chicago Fed is coordi-
nating a System-wide initiative to develop a web page for
research on financial education. We believe it will be an
important resource for those building or evaluating pro-
grams in this area. A press release on the initiative is
available here today.

Perspectives on Community Development
Remarks by Michael H. Moskow
President and CEO, Federal Reserve Bank of Chicago
Community Affairs Research Conference
Federal Reserve System
Washington, DC, March 28, 2003



Now I’d like to focus on three of the topics on our agenda
today that relate to the changes I discussed earlier: home-
ownership, community development financial institutions
and immigration.  

Homeownership
Let’s begin with homeownership, which is now at the highest
rate in the nation’s history. As we know, homeownership is
key to wealth accumulation among lower-income house-
holds, where the home is most likely the primary asset. But
the confluence of policies to promote homeownership, such
as tax incentives, CRA and other consumer regulations
designed to ensure wider access to credit, has given rise
to new issues. We now have high rates of foreclosure and
abandonment in some communities; we have a sub-prime
mortgage market, and so-called predatory lending.

High default and foreclosure rates have brought about
foreclosure intervention and loss mitigation initiatives, as
well as counseling programs to prepare families for the

rigors of homeown-
ership. Yesterday’s
presentations includ-
ed an analysis of
FHA’s loss mitigation
program, which has
apparently had posi-
tive effects for home-
owners, investors
and communities.

We also saw com-
pelling evidence of
the impact of home-
buyer counseling in
stemming delinquen-

cies and defaults. It is encouraging to see renewed efforts
by researchers and development oriented organizations
and agencies to better capture data relevant to evaluat-
ing community development programs and initiatives. Only
then can the outcomes be quantified and accurately
assessed. Still, I think we have room for improvement
regarding the quantity and quality of the data collected.

Community Development Financial Institutions
The second topic I want to address is community develop-
ment financial institutions (CDFIs).

One area we’ll be looking at today is the impact of CDFIs on
households and communities. Financial services, especially
easy access to financial services by low- and moderate-
income households, is an area of keen interest to the
Federal Reserve. 

The simple transaction account opens an array of opportu-
nities for previously unbanked households to build a banking
relationship and access competitive, mainstream financial
services. In turn, this can make it easier for households to
increase their net worth. 

CDFIs provide transaction accounts and other services in
low-income communities. But CDFIs also face pressures
relating to profitability, and must balance that against
their mission to serve inherently higher-risk borrowers
while providing vital, ancillary services. We’ll hear more
about this today.

Immigration
And finally, we will hear more about a topic that we at the
Chicago Fed have a particular interest in: immigration and
the financial assimilation of new Americans.

We have a more diverse nation today and immigration to
the United States is occurring at an unprecedented pace.
Research has shown that, in most cases, immigrants have
greatly benefited our nation and economy.

For example:

■ They generally have a high labor force participation rate, 

■ They have a high propensity to start new businesses
and be self-employed, 

■ They use relatively small amounts of public services and 
transfers, and 

■ They do not generally cause unemployment among 
native citizens. 

Recent history has shown that we must compete effectively
with other developed countries for skilled labor. One
implication is that we must take steps to assure the
smooth assimilation of immigrants financially, culturally
and otherwise, while we simultaneously address complex
security issues. As national immigration policy is shaped,
we must consider the needs and concerns of local and
regional stakeholders as well.

Business and civic leaders in Chicago and the surrounding
Midwest region are keenly interested in our immigration
policies. So is the Chicago Fed. In fact, we are in the midst
of establishing a research and outreach competency center
within the Bank to focus on, among other issues, the finan-
cial assimilation of immigrants in the region and the nation.

So, some of the questions we intend to address regarding
new Americans are: 

■ What contribution do new immigrants make to our cur-
rent living standards, worker productivity, and economic
growth?

It is encouraging to see renewed
efforts by researchers and develop-
ment oriented organizations and
agencies to better capture data
relevant to evaluating community
development programs and initia-
tives. Only then can the outcomes be
quantified and accurately assessed.



■ Who benefits and who is harmed (if any) by the arrival
of new immigrants? 

■ How can we promote the social and economic mobility
of immigrants and their families? 

We will aggressively pursue these issues and leverage our
efforts using a variety of partners and partnerships. So I’m
pleased to see that several of the presentations today will
touch on issues faced by immigrants seeking to establish
new business enterprises.

Conclusion
These issues and many others discussed over the course
of this 1-1/2 day conference will continue to drive research
and policy in the community development arena. I’d like to
thank you all for being here, and also thank those who did
so much to create what I think is a compelling conference.

In closing, let me leave with you a few ideas on factors that
continue to impact the community development field, under-
scoring the need for our best thinking and program design: 

■ As I said earlier, technological advances continue to
accelerate. Combined with globalization, they are
changing the landscape for community development
practitioners. 

■ And the banking industry will continue to consolidate,
impacting banks’ relationships with community develop-
ment organizations. 

■ Organizations, all with the best intentions, still compete
head-on for the same scarce resources; success in
future community development may hinge on enhanced
sharing of information and other key resources. 

In short, we must be vigilant, creative and efficient in the
way we conduct community development programs, learn
from our mistakes and successes, and be mindful of data
needs as an integral part of program development.

Thank you.



Sustainable Community
Development:
What Works, What Doesn’t, 
and Why

T he Community Affairs program of the Federal
Reserve System is an educational, informational,
and technical assistance function focused on

community development. The ultimate goal of
Community Affairs is to increase the flow of capital
and credit to historically underserved communities
and ensure fair access to credit and financial services.
This goal is consistent with the Federal Reserve’s
overall mission to promote price stability and sustainable
economic growth, as constraints on credit and capital
for other than economic reasons work against the 
Fed’s efforts.

On March 27 and 28, 2003, the Federal Reserve
System’s Community Affairs and Research Officers
hosted the third biennial Community Development
Research Conference, Seeds of Growth, Sustainable
Community Development: What Works, What Doesn’t,
and Why. 

The conference featured a distinguished group of
economists and scholars from the Federal Reserve
System, academia and major research institutions
discussing community economic development tools,
programs, and strategies. The conference focused on
techniques to foster sustainable economic development
within communities and measure the effectiveness 
of those efforts.

The importance of determining the efficacy of programs
is difficult to overstate, particularly in the current
economic environment and with budget deficits at
every level. Historically, a scarcity of hard data has
hindered efforts to analyze the effectiveness of com-
munity development programs. This conference shed
light on the complex tasks of data collection, variable
isolation and connecting cause and effect. The
Federal Reserve System is not alone in seeking to
quantify program effectiveness – the call for papers
elicited 75 proposals and 20 were selected for 
presentation.

The papers represent the latest work in the field
from academia, policy institutions, and the Federal
Reserve System. The presentations engendered lively
and informed discussions on sustainable community
development, insights on various economic conse-
quences and possible policy responses. This article
summarizes the researchers’ perspectives on what
works, what doesn’t, and why, and their insights on
the elements of sustainable community development.
The article is organized by session in the same
sequence as the actual conference agenda. The
papers in their entirety are available on the Federal
Reserve Bank of Chicago’s CEDRIC website at:
www.chicagofed.org/cedric/index.cfm.

Introduction



T he four papers presented in the first session focused
on counseling and financial education programs: pre-
purchase counseling, credit counseling, retirement

planning seminars, and the relationship of financial knowl-
edge to financial behaviors. Each of the papers finds that
increasing financial knowledge – whether through counseling,
teaching, or experience – improves both financial behav-
iors and financial performance.

The first paper by Abdighani Hirad and Peter Zorn,
Freddie Mac’s vice president of Housing Economics, 
A Little Knowledge is a Good Thing: Empirical
Evidence of the Effectiveness of Pre-Purchase
Homeownership Counseling, examines data gathered 
on 40,000 mortgages originated between 1993 and 1998
under Freddie Mac’s Affordable Gold program. Recipients 
of mortgages made under the Affordable Gold program 
are required to receive counseling, although it is up to the
lender to determine the type and source of counseling bor-
rowers receive. When an Affordable Gold loan is submitted
to Freddie Mac, the lender must record the organization
that provided the counseling (lender, nonprofit, government
agency, or “other”) and the type of counseling that was
provided (classroom, home study, individual counseling,
or “other”). 

The authors present empirical evidence that pre-purchase
counseling reduces the likelihood of 90-day delinquency.
The reduction in that default risk can be confidently attrib-
uted to the counseling. Although there is no significant
variation in the rate of risk reduction associated with specific
counseling providers,1 there is a wide variation in the rate of
risk reduction among different types of counseling.

On average, borrowers getting counseling are 19 percent
less likely to go into 90-day delinquency than borrowers
not receiving counseling, regardless of counseling type or
counseling provider, Hirad and Zorn find. Individual coun-
seling is the most effective and provides an estimated 34
percent reduction in 90-day delinquency rates. Classroom

and home study provide 26 and 21 percent risk mitigation,
respectively. Telephone counseling provides no statistically
significant reduction in delinquency rates (Figure 1).

Counseling and Intervention
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Figure 1 

Estimated Reduction in 90-Day Delinquency Rates
from Counseling

Note: Dark-shaded bars indicate delinquency rates that are statiscally

significant at the 10 percent level

-20
0

20

40
60

12
28

10

35
19

-20
0

20

40
60

11

36

8

34

-20
0

20

40
60

9 8

-20
0

20

40
60

-14

34
55

35 34

-20
0

20

40
60

38
23

11

36
21

-20
0

20

40
60

-3

26
37 42

26Classroom

Home 
Study

Individual

Telephone

Other

All Types

Percent Reduction in Ever 90-Day Delinquency

Gov’t. 
Agency

Lender Mortgage  
Insurer

Non-profit All  
Providers



Zorn, who presented the paper, noted that the study ignores
the possible effects of timing of delinquency. It may be that
counseling simply delays delinquency.

The authors conclude that counseling can play a crucial role in
expanding affordable homeownership opportunities. They raise
the possibility that counseling might have a larger impact if it
were limited to individual- or classroom-type counseling, and
they suggest that more recent data may show an even bigger
impact of counseling due to the increasing sophistication of the
counseling industry.

In The Impact of Credit Counseling on Subsequent
Borrower Credit Usage and Payment Behavior, authors
Gregory Elliehausen, E. Christopher Lundquist, and Michael
Staten, director of the Credit Research Center at Georgetown
University, find that credit counseling improves clients’ credit
profile and financial behavior. 

Michael Staten’s paper begins with an overview of the credit
counseling industry. The number of people seeking credit
counseling grew from 500,000 in 1991 to 2.5 million in 2001.
Some reasons offered for such rapid growth are increased
bankruptcy filings (875,000 declared bankruptcies in 1991; 1.5
million in 2001), and the now widely accepted use of counsel-
ing as part of the prescription for both bankruptcy reform and
anti-predatory lending legislative initiatives. 

At the same time, market
dynamics impact the
counseling industry. Fees
from debt management
plans (DMP),2 which until
recently produced enough
revenue to subsidize non-
DMP counseling, are
declining while new mar-
ket entrants are also
driving down the cost 
of counseling. 

The study tracked
14,000 clients who
received counseling
between April and

August of 1997 at one of five National Foundation for Credit
Counseling (NFCC) member organizations.3 A random sample
of 98,000 borrowers with credit reports in both 1997 and
2000 provided a comparison group of similar borrowers who
received no known counseling.4 The paper documents the
short-term and long-term impacts of credit counseling on
clients’ borrowing and payment behavior. The counseling was
provided by nonprofits for people who did not adopt a debt
management plan.

Each member of the counseled group had at least one 60-
to 90-minute individual session with a certified counselor.
Each session included a discussion of the family budget,

financial goals, and spending patterns. Each participant left
with a customized, written action plan.  Follow-up sessions
were held if needed.

Two credit bureau reports, one in June of 1997 and the other
in June of 2000, were obtained for each borrower in the coun-
seled group5 and a random sample of non-counseled borrowers
with similar characteristics from the same geographic area. The
authors compared the experiences of counseled and non-coun-
seled borrowers to borrowers having similar risk profiles at the
beginning of the period. 

The study found that borrowers who received financial counseling
in 1997 generally improved their overall credit profile – Empirica
risk score6 – over the next three years relative to non-counseled
borrowers who had similar credit profiles in 1997. These findings
stand, according to the authors, when correcting for self-selection
bias and holding constant other factors (job loss, divorce, etc.) that
may influence the performance of both groups over time.7

The impact was the greatest for borrowers who were least
credit-worthy at the start of the observation period. For coun-
seled borrowers in the lowest-scoring 10 percent of initial risk
scores, the average score improvement over the subsequent
three years for counseled borrowers equated to a 38 percent
reduction in the predicted likelihood of a bankruptcy or charge-
off. Improvement in the risk scores attributable to counseling
diminished for borrowers in higher initial score ranges.

Notably, the researchers observed that counseled borrowers
experienced improvements across a range of credit behaviors
relative to similar non-counseled buyers even when their risk
scores didn’t improve relative to the comparison group. The
authors note improvements among the counseled group in
several categories of credit utilization, including:

Number of accounts with positive balances (fewer)

Total debt

Non-mortgage debt

Credit card debt

Percentage utilization of bank card lines

Number of 30+ and 60+ day delinquencies.

Staten cautioned that the behavioral findings may apply only to
one-on-one counseling using the specific counseling protocol
used by NFCC member agencies.

In Financial Education and Retirement Savings, Robert Clark,
Ann McDermed, Kshama Sawant, and Madeleine d’Ambrosio
explore the impact of financial education seminars on individuals’
financial goals and behaviors. The rise of defined benefit
plans and the potentially lower benefits from Social Security
mean that individuals will have increasing responsibility for
their own retirement savings.

The analysis is based on a standard economic lifecycle model
of decision making: individuals start with retirement goals

“That all-important risk score that
determines not only whether
you’re going to get a loan,
but…the terms on which you’re
going to get the loan…That credit
score improved for the borrowers
that received counseling.” 

Michael Staten, Director of Credit Research,
Georgetown University



(when to retire, amount needed to retire) and make decisions
based on the present level of wealth and savings rate needed
to reach the goal. Individuals pay for retirement through
reduced consumption in the course of their working life.

The standard model assumes that individuals have an estimate
of their expected lifetime earnings and both a grasp of basic
financial mathematics and the risk-return trade-off among
investment choices. The authors question the validity of these
assumptions across the broad population.

The authors surveyed 633 participants in financial education
seminars conducted by the Consulting Services division of
Teachers Insurance and Annuity Association – College

Retirement Equities Fund
(TIAA-CREF) across the
country. The TIAA-CREF
consultants asked partici-
pants to complete a pre-
seminar survey dealing
with retirement age and
income goals and the
likelihood (in their view)
of achieving those goals.
Participants then took
part in a seminar designed
to provide financial infor-
mation that would assist
individuals in the retire-
ment planning process.

Following the seminar
and before the partici-
pants left the room,

another survey asking them to indicate changes in retirement
goals or changes in anticipated financial behaviors based on
information obtained in the seminar was completed. The find-
ings include:

Twelve percent of participants changed their retirement 
age goals.

Those with relatively low expected retirement ages were
more likely to raise their retirement age.

Twenty-eight percent changed their retirement income goal.

Thirty-seven percent of those with desired income replace-
ment rates of 65 percent or less raised their target.

Forty-one percent planned to establish a supplemental
pension plan.

Forty-three percent of those who already had a supplemental
retirement plan planned to increase contributions to supple-
mental plans.

One-third of participants intend to alter their investment
allocation between equities and bonds.

“Financial education does, in fact, cause individuals to rethink

their retirement goals and to change or to plan to alter their
savings and investment behavior. Most people making changes
in their retirement goals tend to raise their retirement age,
increase their desired income level, and increase their savings
rates. Women are more likely than men to make changes
across all of those dimensions,” stated Clark. A follow-up paper
focusing on gender differences in this research will be available
on the TIAA-CREF website in the near future. 

The analysis indicates that new information provided in the
seminar caused participants to alter their retirement age and
income goals and behavior, making them more consistent with
economic expectations. The authors call for expanded financial
education programs based on their analysis and the trend toward
more self-directed retirement plans.

Financial education tends to alter investment behavior and
increase retirement savings.  These changes should enhance
retirement income security and potentially influence public policy
regarding social security and employee pension plans.

The final paper of the session, Patterns of Financial Behaviors:
Implications for Community Educators and Policy Makers,
by Jeanne Hogarth, Marianne Hilgert, and Sondra Beverly, was
“motivated by our desire to help community educators ‘triage’
clients,” according to Hogarth, a Consumer and Community
Affairs program director for the Federal Reserve Board.

“You’ve heard that credit counseling is effective, but we all know
that it’s very costly to do one-on-one counseling. Seminars are
effective and less costly, but some people don’t do as well in
the group setting. Some people may benefit from simply giving
them a brochure. So the question is: how do we cut those
slices – how do we triage clients to make the most effective
and optimal use of our resources?” Hogarth stated.

The paper delivers a thorough overview of the literature on
financial behavior, financial education, and financial knowledge
of individuals and households, summarizing evidence on financial
knowledge, the relationship between knowledge and behavior,
and the effects of financial education on behavior. Unlike previ-
ous research, this study directly tests the assumption that edu-
cation increases knowledge, which in turn affects behavior.

The study uses data gathered in November and December 2001
through the University of Michigan Survey of Consumers. The
consumers in the survey were asked what financial products they
own. They were asked about their financial management prac-
tices – bill paying, savings, and investing. They were also asked
questions designed to determine their financial knowledge, how
they learned about financial management, and how they would
prefer to learn in the future.

Using the responses to the financial management and financial
product ownership questions, the authors sorted the respon-
dents into “high-middle-low” performance categories in each of
three financial behavior categories: cash flow management,
savings, and investment. The results of that sorting are shown
in Table 1.

“The implication, then, is that if a
person receives new information or
they change their priorities, they
might alter their retirement decisions
and their behavior. How do individ-
uals process new information and
use it to determine their retirement
goals and savings behavior?” 

Robert Clark, Professor of Business Management 
and Economics, North Carolina State University



Among the findings: about two-thirds of respondents were
adept at cash-flow management (88 percent pay their bills on
time), about one-third had good savings behaviors, and about
one-fifth had good investment behaviors (45 percent said they
had a 401(k)). At the low end of the behavior measures, about 
2 out of 5 respondents don’t invest or save for retirement or
long-term goals.

Hogarth highlighted three specific categories:

Superstars – the 10 percent of respondents who are 
“high” in every category.

Take the Next Step — the biggest group at 34 percent who
are reasonably adept at cash flow management, but need
help in organizing a savings and investment plan.

Need All the Basics – the 11 percent of respondents who
are “low” in everything and who need basic, remedial work.

The study also includes a multivariate analysis to determine
what characteristics were shared among those ranked “high” 
in the financial behavior categories. Variables in the analysis
included: financial knowledge, financial learning experiences,
measures of economic stability, motivation, and a cross-section
of socioeconomic and demographic characteristics.

The analysis revealed that only two variables were consistently
significant across the cash management, savings, and investing
behaviors: financial knowledge and learning method. The knowl-
edge effect was the largest for cash-flow measures.

Hogarth noted the correlation between certain demographic
characteristics and the need for basic financial education.
Young, single female heads-of-household who are either Black
or Hispanic tend to need basic financial education, are less
likely to be homeowners, have credit cards, set goals, or read
about money management.

Respondents who said they learned from personal experience
and family and friends were more likely to have high scores on
cash-flow management, savings, and investment, although the
largest effect for these learning experience variables occurred
with savings. The authors asked about learning preferences.
Households with more financial education needs preferred
learning by video. They are less likely to prefer Internet [deliv-
ery] and seminars. Households with less financial education
needs prefer learning on their own. They like media, brochures,
and videos. They are less likely to attend seminars. 

The authors conclude that first, financial knowledge and financial
learning experiences are significant. One probable way to increase
financial knowledge is to gain financial education, although the
authors acknowledge that causality may flow either way. 

Second, the study concludes that the necessary scope and
methods for delivering financial education vary with the recipi-
ent.  There are various topics for financial education and various
learning needs within each topic. Resources and delivery tech-
niques need to be matched with learners. There is no “box of
curricula that you can just pick up and use.”

Concluding her remarks, Hogarth emphasized the importance
of placing financial education in the highest context:  “I think it
is worth reiterating that financially secure families are, in fact,
an appropriate goal for policymakers, community educators,
practitioners, and researchers. Besides contributing to [an]
effective, efficient market place…stable, secure families con-
tribute to a stable, secure community, state, and nation.”

Table 1 

Patterns of Behaviors by Type of Financial 
Education (FE) Needed

Financial Behavior Score Levels 
Type of  Cash Saving Investment Num.

FE Needed Flow Obs.

Superstars – None

High High High 104

Back to Basics – Cash flow or Saving

Low High High 2
Medium High High 22

High Low High 4
High Medium High 43

Kick it up a Notch – Investment

High High Low 29
High High Medium 140

Cash and Capital – Cash flow & Investment

Low High Low 2
Low High Medium 4

Medium High Low 3
Medium High Medium 30

Take the Next Step – Saving & Investment

High Low Low 75
High Low Medium 30
High Medium Low 95
High Medium Medium 141

Need it All – General (all 3 topics)

Low Medium High 1
Medium Low Low 54
Medium Low Medium 24
Medium Low High 3
Medium Medium Low 33
Medium Medium Medium 45
Medium Medium Medium 10

Need All the Basics – Basic (all 3 topics)

Low Low Low 63
Low Low Medium 11
Low Medium Low 16
Low Medium Medium 20



1 “The differentials we see in the marginal effects come from the mix of

counseling administered by each provider, not from statistically significant

differences in administering any given type of counseling” (A. Hirad and 

P. Zorn, 2003, “A Little Knowledge is a Good Thing: Empirical Evidence

of the Effectiveness of Pre-Purchase Homeownership Counseling” 

page 15).

2 A Debt Management Plan is an individualized financial consolidation

program through sponsoring agencies (either for-profit or nonprofit)

established to pay down debt and repair credit histories.

3 The member organizations were Consumer Credit Counseling

Services offices in the cities of Atlanta, San Francisco, Phoenix, Dallas,

and Farmington Hills, Michigan.

4 Similar borrowers were identified as those borrowers who had credit

reports in both 1997 and 2000, resided in the same three-digit zip

codes as the counseled group, whose names did not appear on the list

of clients counseled by the participating counseling agencies, and

whose Empirica score (see endnote v) value fell within the same range

as observed in the group of counseling recipients.

5 Each client signed a release consenting to use of his or her deper-

sonalized data for research purposes. The credit bureau matched client

names to credit reports and stripped all personally identifiable informa-

tion prior to releasing data to the research team.

6 The Empirica risk score is a proprietary score used by Trans Union as

an overall measure of a borrower’s predicted likelihood of delinquency or

default (similar to the Fair Issac and Company scores). A lower Empirica

score corresponds to a higher predicted frequency of charge off/repos-

session/bankruptcy; a higher Empirica score corresponds to a lower

predicted frequency of charge-off/repossession/bankruptcy over the 

following 24 months.

7 Borrowers who choose to seek counseling help may be more motivated

to take corrective steps to improve their credit profile.

Notes



The four papers in the second session explore the impacts
and benefits of housing programs on neighborhood 
development. 

The first paper in this session, by Rex LaMore, Susan
Cocciarelli, Jose Gomez, John Melcher, John Metzger,
Faron Supanich-Goldner, and Matt Syal, Organizational

Capacity and Housing Production: A Study of Nonprofit
Organizations in Michigan, explores the organizational
capacity/productivity link among nonprofit housing devel-
opment groups in Michigan. 

“A critical question in community development is how best
to organize, fund, and otherwise support affordable housing
development by nonprofit organizations,” said John
Metzger, Ph.D., assistant professor of geography, Michigan
State University, who, along with Jose Gomez, Ph.D., spe-
cialist, Center for Urban Affairs, Michigan State University,
presented the paper. “The purpose of our research was to
identify relationships that might exist between the compo-
nents of organizational capacity and the efficient production
of affordable housing.”

The research team developed a questionnaire designed to
create an organizational profile of nonprofit housing organ-
izations in five different regions of Michigan.1 The questionnaire
was organized into nine sections: community assessment
and participation activities, financial packaging skills, con-
struction management skills, project management skills,
homeownership programs, organizational administration
and development, professional development activities, 
linkages to educational institutions, and public policy and
housing advocacy skills.

Surveys were obtained from 37 organizations in the 5
regions of Michigan. Nine Habitat for Humanity groups
were included (at least one in each region) to permit com-
parisons by type of organization. All of the groups were

nonprofit housing organizations; many were involved in
related community building activities.

The 37 groups in this study produced a total of 4,385
housing units over a 32-year span: 34 percent were multi-
family rehabilitation units, 29 percent were multifamily new
construction units, 19 percent were single-family rehabili-
tation units, and the remaining 18 percent single-family
were new construction units.

Fifteen of the 37 organizations account for 92 percent of
the total production in the survey. Less than half of the
organizations reported having produced more than 50 housing
units in their entire organizational history. While production
from the organizations surveyed averaged ten units per year,
the median production per year was three housing units –
again, reflecting the concentration of production volume
among a small segment of the groups.2 The organizations
involved in multi-unit construction and rehabilitation aver-
aged 241 units each, nearly 10 times the number of units
produced by single housing unit developers.

The study also analyzes on-time and on-budget efficiency.
The organizations averaged 72 percent on-budget per-
formance and 58 percent on-time performance for a com-
bined overall efficiency score of 64 percent. The 20 organ-
izations reporting above-average performance in both cat-
egories are considered “high-proficiency,” while the remain-
ing groups, performing at or below the average in one or
both categories, are classified as “low-efficiency.”

The authors build on the five components of capacity model
developed by Glickman and Servon3 to quantify the organi-
zational capacity of each group and to assign a capacity
index score to each group in the survey. The capacity index
score is simplified into the following equation:

Housing and Neighborhood
Development

CAPoverall = ƒ {Cpol + Cnet + Cres + Cprg + Corg}/5
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Resource capacity (CRES) reflects an organization’s
ability to attract, manage, and maintain funding.

Organizational capacity (CORG) refers to the capability
of a group’s internal operations.

Programmatic capacity (CPRG) measures the types of
services offered.

Networking capacity (CNET) reflects the organization’s
ability to work with other institutions.

Political capacity (CPOL) is the ability to credibly 
represent and advocate for its residents.

The surveys generated index scores for the five components
of capacity. The annual average of units produced is calcu-
lated as a production measure, and the comparative on-
time performance and under-budget performance of each
group are calculated as efficiency measures. Comparisons
are drawn between high- and low-production organizations,
high- and low-capacity organizations, and high- and low-
efficiency organizations. Those comparisons are summa-
rized in the following table.

The authors conclude that while the characteristics of
high-capacity and high-productivity groups are positively
correlated, high-efficiency and high-capacity do not coin-
cide. These findings suggest that increasing capacity will
increase productivity, but increasing efficiency is likely
more dependent on factors such as the funding and
regulatory environment.

Based on the survey, increasing capacity requires further
technical assistance and training, specifically in construc-
tion management, board development, human resource
management, and financial management. 

The paper concludes that nonprofit producers likely do not
have the capacity to meet demand for affordable housing
in their communities. The authors suggest the need for
further refinement of the Glickman and Sevron model,4

and they call for further research into both the maximum
productivity attainable by nonprofit housing development

groups and communities’ sustainable “carrying capacity”
for nonprofit housing groups. Finally, further research and
analysis needs to balance housing productivity goals with
community building goals.

In the next paper, Neighborhood Externality Risk and the
Homeownership Status of Properties, Christian Hilber, an
economist at Fannie Mae, begins with the observation that
homeownership rates are extremely low in many inner-city
neighborhoods and distressed places. While the overall
national homeownership rate is about 68 percent, many
inner city neighborhoods’ homeownership rates are below
50 percent with extreme cases like West Philadelphia as
low as 12 percent.

Research has linked low homeownership rates to lower
investment in social capital,5 bad environments for raising
children,6 low quality schools in densely populated neighbor-
hoods,7 and decaying housing stock.8 These are character-
istics of many inner-city communities, and many inner-city
communities also have low homeownership rates. This
research explores the characteristics that affect home-
ownership rates in inner cities.

Low homeownership rates in inner cities may result from a
preference of center-city residents to rent rather than own
their dwelling. Other noted characteristics are: “sorting” —
elderly households move nearer to services for the elderly,
young households move to good school districts, and other
logical trends, or location specificity – higher costs and the
need for land use efficiencies in densely populated areas
may generate demand for more rental units. While noting
that the housing literature demonstrates the impact of
children on the housing tenure choice, Hilber finds that the
sorting and location characteristics fail to fully explain the
low homeownership rates in inner cities.

Hilber explains that uncertain neighborhood conditions
and, as a consequence, uncertainty about property values
negatively affect the likelihood that a housing unit is owner-
occupied. His proposition is based on a portfolio diversifi-
cation argument: “Single owner occupiers have to pay a
risk premium that increases with neighborhood uncertainty.”
Since homebuyers avoid risky neighborhoods, and lenders
cannot fully price and thus avoid risky neighborhoods, that
uncertainty negatively affects homeownership rates.

Hilber gathered data from the American Housing Study, a
panel study including 55,000 repeatedly evaluated housing
units, to measure neighborhood externalities including: junk,
litter, and trash; street noise; neighborhood noise; and
crime. He developed neighborhood externality risk measures
based on the standard deviation of the four conditions as
perceived by residents or as assessed by interviewers.
The purpose was to test the hypothesis that externality risk
negatively affects the probability that a specific housing
unit is owner-occupied.

Table 1 

Efficiency Measures

High Capacity .74 8.2

Low Capacity .53 2.2

High Productivity 7.1 9.5

Low Productivity .57 1.2

High Efficiency .63 7.4

Low Efficiency .67 2.9

Overall Capacity
(CAP Overall)

Average Annual 
Production



Neighborhoods in the study exhibited a random variation
in these risk measures rather than a steady improvement
or decline. “There are bad neighborhoods that have a high
level of externalities but they are pretty much stable,”
Hilber said. “And there are very good neighborhoods that
have some variation in their neighborhood externalities.
So it’s not uniformly distributed.”

The author then analyzes four risk measures to assess
the degree to which each measure could shed light on
whether or not a housing unit is owner-occupied. The risk
measures include: neighborhood externalities risk meas-
ures, neighborhood externality levels (to control for the
possibility that the level rather than the variation affects
the homeownership status of properties), demographic
variables, and housing type variables. 

All four risk measures have a negative effect on the likeli-
hood that the housing unit is owner-occupied, and they
are statistically significant at the 1 percent level.  Hilber
notes that the results are also quantitatively meaningful.
Increasing the measure for junk and litter by one standard
deviation reduces the likelihood of homeownership by
about 5 percent. The other three quantitative effects are
smaller but still quite meaningful.  Hilber concludes that
one can explain low homeownership rates by demographic
factors, location characteristics, the housing structure/
composition of these places, and finally by neighborhood
uncertainty.

Estimating the External Effects of Subsidized Housing
Investment on Property Values, by Ingrid Gould Ellen,
Michael Schill, Amy Ellen Schwartz, and Ioan Voicu, takes
advantage of the unique opportunities presented by the cre-
ation of thousands of housing units under New York City’s
Ten Year Housing Plan. Here, the authors explore whether
housing investments generate benefits to the surrounding
community as measured by increases in property values.

The authors found that by reducing neighborhood uncer-
tainty – specifically by removing a “disamenity” such as a
vacant lot or an abandoned, boarded-up building – subsi-
dized housing development can have positive spillover
effects for other neighborhood properties. 

In the face of the “conventional wisdom” that subsidized
housing accelerates neighborhood decline, these authors
have five hypotheses on why subsidized housing invest-
ment may generate positive external effects:

1. Creation of new housing often involves the removal of
a “disamenity” – a vacant lot or abandoned building. 

2. Physical condition effect: “A nice, physically attractive
new home might raise the value of surrounding properties.”

3. Demonstration effect: “Successful investments in new
housing beget more housing investment.”

4. Population growth effect: “The increase in population

from the new housing may increase street traffic,
improve neighborhood safety levels, and increase
demand for other commercial development.”

5. Population mix effect: “All of these effects can be
heightened by the particular mix of the characteristics of
the inhabitants. In particular, higher income residents
may be viewed by some as more desirable neighbors.
Many people have posited that homeowners have
stronger incentives to be ‘good’ neighbors and invest in
their homes, so homeownership properties may deliver
more positive spillovers.” 

Between 1987 and 2000, New York City invested more
than $5 billion to renovate more than 100,000 occupied
housing units and create 66,000 new, affordable housing
units. Of the 66,000 new units, 22,000 were new con-
struction and the other 44,000 were created through gut
rehabilitation of formerly vacant buildings. This study
focuses on the 66,000 units of new housing produced
under New York City’s Ten Year Plan, “The largest munici-
pally supported housing production program in the history
of the U.S.”

The study uses a host of data including a database of
294,000 property transactions in the city from 1980 to
1999, data on the property characteristics of each of those
properties, and data on the location and characteristics of
the 66,000 new units created under the Ten Year Plan.
The data allowed the research team to estimate a difference-
in-difference model, “And we think the results are fairly
persuasive,” according to Ingrid Gould Ellen, an assistant
professor of Urban Planning and Public Policy at New York
University’s Wagner Graduate School of Public Service.

For every assisted housing unit that was built under the
Plan, the research team drew a 2,000-foot ring around
that project. They compared the prices of properties that
sold within the ring with prices of comparable properties
that sold outside the ring. They then compared that differ-
ence before and after the construction of the assisted
housing, allowing those impacts to vary with both distance
(from the project) and time. Finally, the analysis controlled
for the structural characteristics of the housing units.

The results of the analysis are striking. For the “average”
project – 250 units, 50 percent of which are in multifamily
rental buildings – while the initial price differential for
properties located adjacent to the project was 28 percent,
it fell to about 13 percent after project completion, and
the effect gets bigger over time, perhaps as people begin
moving into the new units. The impacts are smaller for
smaller projects.

The study also reveals larger impacts for projects with
fewer units in multifamily rental buildings. “This is not to
say that rental housing has the smaller spillover effect,”
cautioned Ioan Voicu, Furman fellow at the Center for



Real Estate and Urban Policy of New York University.
“There is almost a perfect overlap between rental housing
and multifamily housing in our data, so we could not sepa-
rately estimate the impacts of rental and multifamily housing.”

In sum, creation of subsidized housing in New York
appears to have increased the value of surrounding prop-
erties. These effects appear to be larger for larger projects
and properties closer to the project site, and they persist
over time. The effect for multifamily rental housing is less
pronounced. 

The next question was whether neighborhood characteristics
affected the spillover effects. “The average project (250
units) seems to have a greater impact in more distressed
neighborhoods,” according to Voicu. “But, it is also true
looking at the first row in Table 2, that a small number of
units have a smaller impact in more distressed neighbor-

hoods. Building a few units on one block when surround-
ing blocks are filled with blight will probably make little
difference.”

Most of the effect is felt at the start of the project, sug-
gesting that much of the effect may be due to the removal
of the original “disamenity,” or that the market immediately
incorporates people’s expectations. There are also larger
impacts following completion of larger projects.

This research suggests that subsidized housing can signif-
icantly benefit low-income neighborhoods, though it is
unclear whether housing investment in stable neighborhoods
would have similar impact in the absence of some blight
being removed. The research also finds that some public
costs of housing investments can be recouped through
increased property tax revenue. And finally, the authors
suggest that, “We might want to steer small projects to
neighborhoods that are doing okay, because the smaller
projects won’t have the desired effects in the more dis-
tressed neighborhoods.”

In the fourth and final paper of the session, Charles
Capone, Jr., a senior analyst in the Microeconomic and
Financial Studies division of the Congressional Budget
Office (CBO), and Albert Metz, a principal analyst for the
CBO, investigate Mortgage Default and Default
Resolutions: Their Impact on Communities.

Credit flows are vital to community development. An array
of programs attest to the federal government’s pursuit of
community development through increased credit flow:
Community Reinvestment Act, Federal Housing
Administration (FHA) and Small Business Administration
loan guarantees, Federal Home Loan Bank Affordable
Housing Program, HUD, Community Development
Financial Institution, empowerment zones (EZ), and
Section 8 funds.

A home purchase is inherently risky.  It involves taking a
highly leveraged financial position in an illiquid asset and
covering high transaction costs that are only recovered
over an extended period of appreciation in the asset.
These risks can and do sometimes result in real losses.
A foreclosure is more than a loss just to the homeowner;
the lender (and/or guarantor) and community location of
the home also experience losses. 

Capone and Metz raise three “unasked questions:”

■ What rate of default and foreclosure is too high? How
far can we really push the envelope of homeownership
before it truly becomes a net loss rather than a net gain
to households?

■ What rate of foreclosure destabilizes a neighborhood? 

■ How much financial risk is appropriate to ask of low-
and moderate-income households when we encourage
them to become homeowners? Who explains the risks
to them?

A number of risk mitigation tools came about in the
1990s. Homebuyer counseling and education programs,
automated underwriting, early intervention servicing, and
post-default intervention and loss mitigation programs
have all helped reduce risk for lenders. 

In 1991, Fannie Mae initiated a loss mitigation strategy on
the basic premise that it is in everyone’s best interest to

Project Scale

50 units
250 units
500 units

Start Impact

11.7
13.7
16.3

Completion Impact

-1.5
2.1
5.7

Table 3

Impact of “Average” Project Start and Completion
by Number of Units Started and Completed 
% Change in Gap Between Prices In Ring and Outside

Project Scale

50 units
250 units

High-Income
Submarket Impact

14.3
10.6

Low-Income
Submarket Impact

6.7
13.7

Table 2

Impact of Average Project in Low-Income and 
High-Income Neighborhoods 
% Change in Value



avoid foreclosure, so there must be a provision for negoti-
ations between borrowers and lenders. While this strategy
was a novel addition to the home mortgage market in 1991,
Capone pointed out that, “Actually, these kinds of interven-
tions have always been done in the commercial real estate
market because there’s always lots of money on the table
if one of those loans goes bad.” 

When lenders’ priorities shifted from payment collection to
negotiating workouts, foreclosures dropped dramatically.
The lenders who engaged in negotiated workouts found
that most borrowers in 90-day default only need temporary
help. Most have the willingness and ability to continue
homeownership. So now, Capone said, “More than half of
all [of Fannie Mae’s] loans that 12 years ago would have
gone to foreclosure, don’t.”

Capone and Metz analyze data gathered on all FHA-
insured borrowers with a 90-day default reported between
1998 and mid-2002, who were unable to cure the default
on their own. The FHA loss mitigation program allows
three ways9 for a borrower in default to stay in the home:
a special forbearance with extended repayment plan, a
loan modification that capitalizes some arrearages and
refinances the property, or a partial claim10 that is unique
to the HUD’s FHA program. For those borrowers with a
90-day default, the home retention rate rose from 22.5
percent in 1998 to 85 percent in 2002.

The authors explore each of the factors that could influence
foreclosure and affect actual outcomes. The research esti-
mated the probability that the home retention outcome
would change with each of the following factors:

■ Year of default

■ Gender of primary borrower

■ Marital status

■ Race

■ Underserved area

■ Mortgage type

■ Payment-to-income ratio

■ House price growth

■ Interest rates

■ Mortgage age

■ Initial loan-to-value ratio

■ Unemployment rate

■ Loan purpose

■ Property value

The study finds that the FHA loss mitigation program itself
is the most important influence on the success rate of
people keeping their homes. Other than that, house price
appreciation has the most significant ongoing influence on
success probabilities.

The paper also shows smaller, measurable influences. Blacks,
for instance, have a marginally higher probability of success
(6 percent) than other non-white homeowners. Factors
that portend a marginally lower probability of success include
low-valued properties11 (5 percent), unmarried homeowners
(5 percent), graduated payment mortgage (10 percent),
and HUD-defined underserved areas (4 percent).

To emphasize the point that having the loss mitigation 
program itself is fundamental, the researchers, “…threw
everything into the mix and asked, ‘Who’s the least likely to
keep their home?’” Capone said that the least likely “person”
to get a successful loan workout would be an unmarried
or separated white person with a low-priced home in an
underserved area and a high payment-to-income ratio (64
percent success probability). “If we gave the same person
as above a graduated payment mortgage, we can knock
their probability of successfully keeping their home in a
workout down under 50 percent to a 49 percent success
probability,” Capone said.

The discussant, Wyman Winston, deputy director of the
Portland Development Commission, argued that, while
the Michigan study did an excellent job of describing the
contributions of Michigan CDCs, and of answering the
questions it poses, his question was more direct: “What 
will it take to solve America’s housing crisis?”

Winston identified five key issues that relate to Glickman
and Servon’s five components of organizational capacity: 

■ The market economy – Affordable housing is, in part, a
function of our economy. There has not been an honest
debate as to whether or not affordable housing is valu-
able in our society. 

■ The political, economic disparity – Winners and losers
are inherent in the market economy. Those disparities
show up in housing, wages, and income. The housing
problems of this nation cannot be solved through housing.
The fundamental solution for housing is centered upon
issues of wages and incomes.

■ CDC inefficiency – The private sector is boycotting
affordable housing and, by default, CDCs have been left
to fill that vacuum. The fact is they simply do not have
the ability to achieve the national goals of affordable
housing for all American citizens. 

■ The CDC cartel – The CDC cartel is a political alliance
among affordable housing practitioners resulting in
some of the highest per unit prices and some of the
most inefficient operating costs. 



■ The network – Policymakers, practitioners, and those
who finance affordable housing development are not
having an honest discussion about solutions. So, what
has been created is a segregated market in which the
private sector, for the most part, is not involved in the
production, management, and maintenance of the afford-
able housing that’s being produced.

Winston noted the relatively small number of housing units
being produced by Michigan CDCs, and expressed his
concerns over the fundamental weaknesses in the afford-
able housing development system. Winston drew on his
personal experience with the Wisconsin Housing and
Economic Development Authority (WHEDA) to confirm
Christian Hilber’s findings on neighborhood externality

risks. Winston, a former director of Emerging Markets for
WHEDA, highlighted the Lindsey Heights project in
Milwaukee, a 40-square block, subdivision-type project
that tried to address issues of low property values and low
homeownership rates in central Milwaukee.

In spite of millions of dollars of investment by WHEDA,
the success of the project hinged on organizing block
clubs, regular volunteer clean-up campaigns, and a push
to get the city to help neighborhoods in clean-up efforts.
This approach ultimately led to success at Lindsey
Heights, where units are exhibiting price appreciation.
Winston’s Lindsey Heights experience seemed to affirm
the findings of the third paper regarding external effects
of subsidized housing.

Notes

1 The Detroit metropolitan area, including Wayne, Oakland, and

McComb counties – a large urban region; the Lansing area,
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9 The FHA also allows a pre-foreclosure sale in which the FHA will

cover the losses on the sale – a loss mitigation option for borrowers
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10 In a “partial claim” the FHA will pay all the arrearages to the
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Partnerships

The papers in this session explore the utility of the
partnership model to affect sustainable community
development.  Although the presenters employed no

standard definition of “partnership,” a set of common char-
acteristics runs through their papers, including cooperation
between private entities, the public sector, and local residents.
Successful partnerships share common goals, decision
making, responsibilities, and power.  Similarly, the concept
of “community development” defines itself in the papers
with characteristics that include improving the quality of life
for the people who live in communities facing social and
economic challenges. The four papers in this section explore
various real-world partnership models and their effective-
ness in promoting sustainable community development.

The paper by Mark Tranel and Kay Gasen, Community
Partnerships: A Sustainable Resource for Nongovernmental
Organizations, begins with a discussion of a fundamental
shift in bringing about community development initiatives.
The industry has largely moved from a typical process of
confronting public and private organizations to demand
redress, to seeking partnerships and cooperation with
organizations that can make a difference. A decrease in
federal funding for community development over many 
federal programs has increased the tendency for groups to
turn to institutions in a position to serve as active, engaged
partners and to precipitate change in partnership with local
residents and organizations.

The authors note that community partnership is a term
used commonly “by government at all levels,” but that the
concept is more recent to the community development
field.  Further, the term has been used to define a wide
cross-section of community activities from physical improve-
ments to social services to web-based information sources.
Tranel and Gasen cite several other studies and sources

that emphasize the importance of capacity among all partners
in a community development partnership. Not least is com-
munity capacity, the active involvement of local groups and
individuals to define needs and remedies. Without local
participation and decision making, there is not a true part-
nership, and the local community becomes simply a “recipient
of goods and services.”

Capacity is further broken out by the authors as social or
community capacity and organizational capacity. The
Rockefeller Institute (1997) defines four attributes of
social capacity as:

■ Attachment/identification – stronger identification with
the neighborhood than the city as a whole

■ Neighboring – relationship with neighbors, supportive,
friendly, or not

■ Organizational/associational infrastructure – number and
influence of community organizations and degree to
which residents perceive them as effective

■ Political/civic engagement – voter registration, turnout, or
membership in lobbying or advocacy organizations.

Organizational capacity refers to the ability to take respon-
sibility and manage key aspects of the partnership’s objectives.
Without well-defined and meaningful roles for the local
partner, the authors maintain, “There is no assurance that
[the partnership] is representative of shared interests or
that there is any capacity for sustainability.”

The paper outlines community development partnerships in
two St. Louis neighborhoods, Forest Park Southeast and
Old North St. Louis. The central institutional partner in Forest
Park Southeast was the Washington University Medical
Center, which had formed a redevelopment corporation
(MCRC) in the 1970s to respond to decay in its surrounding
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neighborhood and to secure land to expand the facility.
The partnership was able to achieve several key goals, but
its efforts were hampered due to a fragmented, 30-mem-
ber neighborhood advisory group. The group was selected
entirely by MCRC, an aspect questioned by some local
organizations and individuals, and also lacked formal power,
serving in an advisory capacity only. Every community part-
nership has some unique characteristics, but that the key
institutional partner inhabits the redevelopment area almost
certainly impacted the partnership’s achievements despite
capacity issues among (other) local partners. The orienta-
tion toward goals and away from relationship and capacity
building, however, has ramifications for the ability of the
community to sustain and replicate its success.

The Old North St. Louis neighborhood has a long history
of relationship and capacity building. The Old North St.
Louis Restoration Group helped foster two partnerships in
the community analyzed by Tranel and Gasen. In response
to neighborhood blight, the group became a nonprofit
housing developer in the 1990s. In 2001, they formed
their first partnership with an outside institution, the Regional
Housing and Community Development Alliance (RHCDA),
to redevelop housing and offer related services. In 2000,
the Restoration Group partnered with the University of
Missouri, St. Louis, and received a HUD Community Outreach
Partnership Center grant to enhance historical assets and
address environmental hazards. In essence, both partner-
ships have focused more on relationship and capacity
building than was the case in Forest Park. While there is a
strong sense of community involvement, support, and trust,
there is also frustration because physical improvements
have not proceeded at a pace consistent with early 
expectations.

The authors contend that the partnerships in Forest Park
Southeast and Old North St. Louis highlight challenges
“that are likely to be typical of community/institutional
partnerships.” Among them, when large, well-funded insti-
tutions control or appear to control the agenda in a com-
munity partnership, and further if they control or are the
sole recipient of funding for the initiative, it can impact the
partnership’s success. Also, ensuring that neighborhood
representation is representative of the whole community
is a difficult task.

The paper by Jason Bram, Jesse Edgerton, Yigal Gelb,
Andrew Haughwout, David Lagakos, Margaret McConnell,
and James Orr, Neighborhood Revitalization in New York
City in the 1990s, uses neighborhood data to characterize
the changes in a variety of economic and social categories
in New York City over the 1990s, with a special focus on
low- to moderate-income neighborhoods. In general, the
data shows that conditions improved in New York during
the 1990s. These improvements included progress in

housing quality and a reduction in crime. The biggest
gains occurred in the poorest ten communities. As a
result, by the end of the decade, there was a more uniform
distribution of the quality of housing.

The paper then explores the relative roles of economic
gains and public policies in driving these social outcomes.
Using a variety of statistical techniques, the paper attempts
to disentangle the influences of neighborhood resident
characteristics, community organizations, local industry
trends, and targeted public policies on neighborhood improve-
ment. The paper finds that community development corpo-
rations and private lending were key in the implementation
of New York’s housing program. The crucial aspect to
neighborhood revitalization is investment, which occurs in
amounts that in part reflect greater anticipated returns
resulting from property upgrades. The upgrades include
improvements to private property and those brought about
by the public sector, such as street and other infrastruc-
ture upgrades. The revitalization improved neighborhoods
directly, but also had a positive spillover effect by giving
rise to further investment.

Elise Bright’s paper, Making Business a Partner in
Redeveloping Abandoned Central City Property: Is
Profit a Realistic Possibility?, explores the possibilities 
of a “win–win” partnership between local governments and
the private sector derived from putting vacant abandoned
property back into productive use.  By undertaking this
type of partnership, the operative premise is that local
governments gain tax revenue and the private sector 
profits by bringing unused buildings into productive use.

Bright spent a decade studying the devastating effects
of property tax policies on low-income neighborhoods and
searching for ways to profitably redevelop abandoned
property in central cities and rural America. More than
one-half million properties sit vacant nationwide, she dis-
covered. These properties blight neighborhoods and dis-
courage lending and investment. Bright points out that of
the more than one-half million tax delinquent properties
located in many American central cities, most are owned
by local governments. In economic development terms,
these parcels have positive aspects: they have a central
location, good access to transportation, close proximity to
large labor pools, and low cost. They are a government-
owned resource and partnering with the private sector to
return them to productive use should be a priority. Yet, she
finds that successful partnerships are the rare exception.

Bright’s work discloses that there is little data kept by
local governments on the costs and benefits of redeveloping
abandoned property within their jurisdictions. Many local
governments contacted did not have good records of
property owned.



To determine whether a “win-win” partnership could exist,
Bright studied five properties that were redeveloped in
Dallas/Ft. Worth. She notes that a lot of public incentives
were offered in most of these five projects (e.g., tax abate-
ments, infrastructure cost sharing, development fee rebate
incentives, Section 108 loans, historic landmark tax credits,
enterprise zone tax exemptions, and brownfields assis-
tance).  She also tried to determine whether the projects
actually made a profit for private investors. Utilizing mostly
public documents, Bright computed the average return on
investment for these projects and determined that they
ranged from 5.6 percent to 25 percent, with most falling
between 15 percent and 25 percent.1 Bright tried to deter-
mine whether the projects were profitable from a tax revenue
versus cost standpoint. A fiscal impact analysis showed
that for the residential downtown projects, the tax revenues
generated equaled or slightly exceeded the public costs
before, but not after, tax abatements. The public housing
project did show a loss, but the loss was small considering
the project pays no property taxes.

Only one project showed a profit from a tax revenue
standpoint, mainly because the city didn’t provide any
incentives to the developer. However, the developer pulled
out of the project due to profitability issues on his part.
Despite the profit to the city, Bright characterizes it as an
unsuccessful project due to the breakdown in the partner-
ship. Finally, the author tried to estimate the nondirect
money measures of success, and points to one project
that generated significant new employment and sales tax
revenues. Due to qualitative and secondary benefits, the
overall cost-benefit picture of these projects was better
than it first appeared.

Bright’s paper makes the following conclusions. First,
due to the obvious benefits, development of neighborhood
businesses that hire local residents should be strongly
encouraged.  Second, public sector incentives must be 
tailored to fit the private sector’s needs, without giving too
much away. Public officials should analyze the need for
incentives closely. Third, the public sector should consider
longer-term benefits when formulating partnership proposals,
not just tax revenue. Bright asserts that public and private
gain is a realistic result of partnerships to redevelop aban-
doned property, but the structure of the partnership is key
to success.

The author made three closing points in her presentation.
First, Bright stressed the need to develop better method-
ology for evaluating project-driven economic impacts,
particularly qualitative, employment, and indirect financial
impacts from urban redevelopment. Second, she urged
creativity and far-sighted thinking by local governments
and broader use of tools such as tax waivers, city services,
and low-interest financing, plus assistance with brown-
fields issues and realistic property value assessments.

Finally, Bright concluded that sustainable community
development on a large scale will require creativity on the
federal level as well. Bright recommended less focus on
enterprise zones and tax relief, and more attention to
developing incentives to foster public-private redevelop-
ment partnerships. Past federal programs such as loan
guarantees, highway funding, and home mortgage deduc-
tions have subsidized middle- and upper-income suburban
development. More targeted programs, Bright maintained,
are needed to level the playing field, reduce lender risk,
and increase profit potential for neighborhood redevelopment.

In Corporate Civic Investment Funds: New Models for
Community Development Finance?, Amy L.W. Hosier,
Artem Gonopolskiy, Carolyn McCarthy, Sonya
Ravindranath, and Elizabeth Drapa, explore the emerging
role of privately funded, often for-profit, community devel-
opment investment organizations. The authors assert that
the community development sector has evolved from 
a focus on federally funded and managed housing and
urban renewal programs to a decentralized system in
which numerous entities function alone and in partner-
ships to address a wide range of community and economic
development issues. The authors contend that although a
federal funding and oversight role remains for some types
of assistance, the federal government is now just one of
many stakeholders in the system. Today, each stakeholder
brings to the community development field varying foci,
investment criteria, processes, and resources. This evolu-
tion has generated additional actors to the community
development sector, and their operations increasingly
provide high-level prototypes and catalysts for expanded
community investment.  

The authors examine the evolving roles of hybrid for-profit/
nonprofit entities and for-profit funds that channel private
resources directly to community development initiatives.
Specifically, the authors look at the roles and impact of
corporate civic investment funds and their subsidiaries,
including the spectrum of organizational types investing in
community development, and recent investment perform-
ance. In examining corporate civic funds, the paper draws on
case studies and evidence from other types of corporate
civic alliances to provide a preliminary assessment of cor-
porate funds and partnerships and their impact. Because
most of these funds are relatively new (established in the
mid- to late-1990s), performance information is limited.
However, results so far indicate that corporate civic funds
can provide financing (debt, equity, and near equity) based
on sound investment criteria as well as mainstream per-
spectives, financial and social criteria, and resources that
bridge for-profit and traditionally nonprofit approaches to
community development.

They conclude that corporate civic funds and alliances
have been most successful in identifying sector-specific



needs and opportunities that support small businesses,
helping retain and expand existing businesses, and creat-
ing job opportunities with advancement potential for the
local labor force. Experience with corporate civic investment
funds demonstrates that reliable market information and
business assistance are critical in developing successful
strategies, maintaining investment performance, and sus-
taining subsequent rounds of funding.  Further, in the case
of for-profit funds, financial returns are often below-market,
but also offer social returns that are difficult to quantify.
Even so, where the funds are building more competitive
business environments through their cumulative invest-

ments and providing
evidence of other
social returns, they
have sustained
themselves and
acquired successive
rounds of funding.
Partnerships are
essential to the suc-
cess of corporate
civic strategies,
especially in sup-
portive initiatives
such as developing
business infrastruc-

ture, recruiting employees, and upgrading the environment
of distressed areas. Finally, and most importantly, corpo-
rate civic funds and alliances provide a level of leadership
and visibility that can facilitate the flow of private funds
to and management and advisory support for local com-
munity development initiatives.

The discussant for this session was Ken Wade, director
of the Neighborhood Reinvestment Corporation, Boston.
Wade opened by stating that Neighborhood Reinvestment
clearly believes in utilizing the partnership model, whereby
the private sector, public sector, and local residents are
collectively represented in one organization. This model
has proved successful over time as an effective way to
address community development issues.

Wade agreed with Tranel and Gasen’s paper that frequently
the challenge in any community process is making that
process broad enough to encompass and represent all
the stakeholders. Wade offered some insights behind the
challenges to involving a broad spectrum of stakeholders
and stated that often these challenges are manifested in
issues involving race, ethnicity, income, age, and newcomers
versus established residents. Regularly, communities are
divisively split along these lines. In order to overcome these
challenges, it is crucial that a process be designed to
include all stakeholders. In doing so, the process will be
perceived as valid by the community and one that stake-
holders can then invest in to achieve the desired outcome.  

Wade found interesting the study by Bram et al. of New
York City in the 1990s because the paper documents
positive neighborhood changes despite income levels
remaining the same. The discussant pointed out that a
major challenge to the paper is that the study occurred
during one of the most significant economic expansions in
New York City in the past four decades. If this economic
expansion has now ended, there will be much more difficult
times ahead. Additionally, Wade stated that it would have
been helpful if the authors had also studied metropolitan
areas that were not as robust as New York City. For exam-
ple, the study could have contrasted its New York City find-
ings with data from upstate New York – an area that hasn’t
seen such vigorous economic activity.

Concurring with author Bright regarding the positive eco-
nomic impact derived from putting vacant abandoned
property back into productive use, Wade agreed that the
proper focus should not just simply be on removing a
disamenity/negative value from the community while
providing the private sector with a profit. Rather, the proper
focus should be on the public sector’s broader mission and
the common benefits derived from being involved with
this effort. Wade pointed out that a significant limitation
of Bright’s approach is the enormous amount of
resources required to purchase abandoned property.
Further, the practicality of a costly program is questionable
in the current serious deficit environment faced by local
and state governments. Wade sees the new markets tax
credits as a possible untapped resource that could poten-
tially be brought to bear on the funding problem faced by
Bright’s approach.  

Wade made several points regarding the paper by Hosier
et al. that discusses the relatively new phenomena of com-
munity development venture capital (CDVC) funds. Wade
stated that CDVCs help to address a number of different
challenges faced by the community development arena,
including: mitigating risk, access to underserved markets,
serving as an aggregator by taking smaller transactions
and bundling them in a manner that better accesses capital
markets, and serving as a provider of gap financing rather
than venture capital. Wade sees these roles as very impor-
tant and ones that CDVCs will end up playing.  

As Wade envisions the future of CDVCs, he sees challenges.
First and foremost is that CDVCs are focusing on the
relatively uncharted economic development sector.
Consequently, unlike their affordable housing brethren,
CDVCs do not benefit from an existing track record.
This makes it more complicated and difficult to achieve
the same level of success with CDVC funding as has
already been achieved with affordable housing. Further,
in their formative years, the CDVC funds have needed to
demonstrate early positive results, and henceforth have
been fairly restrictive in terms of underwriting criteria.

Experience with corporate civic
investment funds demonstrates that
reliable market information and
business assistance are critical in
developing successful strategies,
maintaining investment perform-
ance, and sustaining subsequent
rounds of funding.



Such cautious underwriting has caused CDVCs to suffer
criticism from community groups that the funds are actually
more conservative than mainstream financial institutions.
Wade agreed and wondered if the stellar performance of
many funds has caused CDVCs to essentially miss the
market that many people hope they will serve.  He pointed
out that if CDVCs end up with risk characteristics that are
better than local banks, it begs the question of whether the
fund is far enough out on the risk curve.  He summed up
by saying that if the funds are doing better than the banks,
then they are not focused on the right niche – not that the

fund should experience significant losses – but most of
these funds were created to serve a niche that banks could
not serve.

Wade concluded the session by stating that the partnership
model is clearly here to stay, but quickly added that it is not
a panacea. The dynamic nature of the partnership model is
both its strength and weakness. He cautioned that problems
arise when individual partners begin pursuing their own self-
interest. In these situations, the partnership model can
actually constrain the forward progress of the community. 

Notes

1 One was not included in the profitability calculation due to the

lack of applicable data; however, the developer stated that the

project was not profitable.     



W here do community development financial institu-
tions (CDFIs) fit into the idea of development
finance, particularly in lower income communities?”

That’s the question posed by Lehn Benjamin, Julia Sass
Rubin, and Sean Zielenbach in their paper, Community
Development Financial Institutions: Current Issues and
Future Prospects. 

The paper begins with a brief survey of the history of com-
munity-based financial institutions, from the black-owned
banks of the 19th and early 20th centuries to low-income
community credit unions and the explosive growth of CDFIs
after the 1995 creation of the CDFI Fund. Today, there are
635 CDFIs, most of which are unregulated, nonprofit
organizations,1 including: 71 banks, thrifts, and bank hold-
ing companies; 119 credit unions; 20 venture capital
funds; and 425 loan funds (includes housing, business,
and facility funds). 

The whole reason behind the CDFI movement is the 
historical lack of access to affordable credit and investment
capital in lower-income communities. The number of certified
CDFIs tripled between 1996 and 2003. This is an increas-
ingly large segment of the development finance industry.
“So what exactly is the role of these groups?” asked Sean
Zielenbach, research director at the Housing Research
Foundation, who presented the paper.

The authors identify and illustrate three general approach-
es CDFIs take in identifying and serving their markets.
Although some CDFIs emphasize one approach more than
others, most CDFIs probably have elements of each of
these approaches. 

The first is a “community-controlled capital” model that
developed in response to the practice of redlining.2 In this
model, CDFIs function as an alternative to conventional
lenders, keeping money in the community and recycling 
it in the form of loans.

The second and most prevalent approach is one that com-
plements conventional lenders, helping them reach deeper
into underserved, lower-income markets. Zielenbach high-
lighted multibank CDCs, Neighborhood Housing Services
(NHS), Local Initiatives Support Corporation (LISC), and
Boston Community Capital to illustrate this approach. In
this role, CDFIs both mitigate risks and develop the market
for conventional lenders.

The third approach is the niche market model. In this model,
CDFIs serve markets that are just too costly for the conven-
tional lenders to serve efficiently. Micro-enterprise funds and
unsecured working capital loans for nonprofits are examples.

CDFIs and Conventional Institutions
The paper asks the questions, “What differentiates CDFIs
from conventional institutions?” There is anecdotal evidence
of CDFIs serving harder to serve markets or unbankable
borrowers. But it’s not really known how much deeper
CDFIs go into those markets than conventional institutions
do. What really differentiates CDFI products and borrowers
from those of conventional banks?

The authors cite two recent studies that try to answer
these questions. The Woodstock Institute found that 80 to
90 percent of community development banks’ loans go to
lower-income markets, compared to about 40 to 50 per-
cent of similarly-sized community banks. A CDFI Fund study
found that CDFI financial performance is worse than that
of their conventional peers, perhaps owing to their serving
a presumably higher risk market. “But we don’t know how
high a risk,” Zielenbach emphasized.

The role of the CDFIs in community revitalization is dictated,
at least in part, by what markets banks can realistically serve.
Zielenbach and his co-authors assert that the combination
of credit scoring and Community Reinvestment Act (CRA)
pressures have moved banks deeper into some markets:
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“About ten years ago it was difficult for banks to pro-
vide mortgages to individuals making 80 percent of
area median income. You now have some cases
where banks are making loans to individuals making
50 percent of area median income.”

Even as banks move deeper into some underserved mar-
kets, it is not clear that they serve heretofore underserved
individuals as well as or better than CDFIs. It is also not
clear if banks’ extension into these markets has the
“spillover” benefits that CDFIs provide. This all seems to
beg two questions: Are there intrinsic benefits to the CDFI
model? And what is the real impact of CDFIs, anyway?

In order to better analyze the impact of CDFIs and measure
those impacts, CDFIs need to first define their goals and
desired impacts better. “Too many organizations are simply
saying that their mission is ‘to reduce poverty throughout
Chicago,’ or ‘promoting economic development in western
Michigan,’” Zielenbach said. He highlighted the Englewood
neighborhood on the south side of Chicago, which he
called a “basket case,” in spite of $43 million in residential
and small business lending by conventional, CRA-regulated
financial institutions in 2000 alone. “Clearly,” Zielenbach
concluded, “there is a lot more to neighborhood develop-
ment than simple financing.”

Another impediment to thorough analysis of CDFI impact
is figuring out what’s reasonable to measure and being
realistic about causality. While most organizations cite
numbers of housing units created, jobs created, or jobs

retained, the authors
are emphatic that
these are really, at
best, indirect impacts
of CDFI activities.
“For the most part,
CDFIs have
assumed a direct
causality between
the financing that
they provide and the
creation of these

outputs, counting both their own and their borrowers’
activities, and ignoring other contributing factors . . . 
they themselves are not real estate developers or large
employers. They do not build projects, but instead help 
to finance them.”

The authors propose a few different ways of assessing
impact. First, there is the level where CDFIs directly affect
borrowers, projects, and organizational growth and devel-
opment. How many clients now have any account with a
regulated financial institution? Would the project be com-
pleted as quickly, efficiently, or cost-effectively without the
CDFI? Can the CDFI provide a value added service that

contributes to organizational development beyond the
financing? These are important, but micro-level CDFI impacts.

What also needs to be accounted for are the impacts that
projects financed by the CDFI have in the broader com-
munity. These are important indirect impacts. Zielenbach
illustrated the point with a senior center, financed through
the CDFI that, in addition to providing housing units, also
provides a recreational opportunity for seniors in the commu-
nity. “This can help build a community; it can help stabilize a
community,” Zielenbach said. “Is it directly tied to the CDFI’s
financing? No. Is it an indirect outcome? Yes.”

Finally, the authors assert that the “bigger issue” in
assessing CDFIs is their role in financial system develop-
ment. How do CDFIs bring in other lenders? How do they
help conventional lenders change the way they serve more
customers? Are they helping to attract additional private
capital to the market?

The paper concludes with questions about the cost, scale,
and capital needed to sustain CDFIs, leading the reader
to ponder how sustainable the CDFI model is. Zielenbach
summarized those questions: “Probably 85 percent of
CDFIs are not self-sufficient because they provide a range
of services in addition to their financing. How do we pay
for that? Too many CDFIs are tiny. Should we be thinking
about mergers and consolidation in the CDFI industry?
Can CDFI loans be standardized and securitized?”

The authors also look to the future. It’s clear that CDFIs
are not going to be able to turn around distressed neighbor-
hoods or ensure adequate access to capital and credit by
themselves. “CDFIs are a means to an end. We tend to
look at them, as with all public policy efforts, as ends in
and of themselves,” Zielenbach concluded. “What is the
role of conventional lenders and investors? The role of
CDFIs? The role of the public sector? Obviously there’s
some subsidy that’s going to be needed to create local
infrastructures and make communities something in
which financing makes sense. Where’s the public sector
here; where’s the government? These are issues we
need to think about.”

In the next paper, Job Creation in California’s Enterprise
Zones: A Comparison Utilizing A Propensity Score
Matching Model, Susanne O’Keefe, assistant professor of
Economics at California State University, Sacramento, finds
that California’s Enterprise Zone program raised employment
2 to 3 percent per year.

California’s Enterprise Zone program, established in 1985
and currently including 39 zones, uses hiring tax credits,
machinery tax credits, net operating loss carry-forward, and
net interest deductions for lenders to promote employment
and economic growth in the distressed areas designated
as enterprise zones. 

“CDFIs are a means to an end. We
tend to look at them, as with all
public policy efforts, as ends in
and of themselves”
Sean Zielenbach, Research Director, 
Housing Research Foundation



The study focuses on the job creation aspect of the
Enterprise Zone program. “What we would like to learn
is, what would have happened in those enterprise zones
if the program did not exist, which, of course, is an impos-
sible question to answer,” O’Keefe pointed out. “The best
we can do is to try to control for characteristics of the
zone by finding areas that are most similar to enterprise
zones before the program began. I used the propensity
score matching model to find areas most similar to
enterprise zones.”

O’Keefe developed a propensity score matching model by
which she determined the probability of every census tract
in California becoming an enterprise zone based on the
observed characteristics of those tracts that did become

enterprise zones. She then matched zones to tracts with
the closest propensity score that lay outside the zone but
within the same county. Table 1 shows the results of this
matching exercise.

Growth in the enterprise zones was then compared to
growth in the matched areas. The study finds employment
growth of 22.7 percent in enterprise zones (342,377 new
jobs) as compared to 14.6 percent employment growth in
“matched” census tracts between 1992 and 1999.

Using firm level data from the California Employment
Development Department that provided employment and
payroll at each firm between 1992 and 1999, the study
compares the aggregated data for enterprise zone census

tracts to matched tracts. The study also compared employ-
ment growth at firms located within enterprise zones for
firms that are observed for two consecutive years – the
firm level analysis.

From this analysis, O’Keefe concluded, “Employment in
the enterprise zones grew more quickly than the matched
areas. Monthly earnings and number of firms grew more
quickly in the matched areas than in the enterprise zones.
Because there is a tax incentive for hiring workers for
around $8 an hour, there could be an incentive to create
more relatively low-wage jobs as compared to high-wage
jobs, slowing monthly earnings growth. But, when the
regression analysis is done, the earnings and number of
firms findings are not statistically significant.” 

So the study concludes that both the census tract and
establishment level analyses support the finding that, while
enterprise zone designation does not significantly affect
the number of firms or average earnings, zone designation
does raise employment by 2 to 3 percent each year.

Julia Sass Rubin and Gregory M. Stankiewicz provide a
legislative history of the New Markets initiatives that
places the initiatives in the historical context of federal
community development initiatives of the last half of the
20th century as well as the philosophical context of the
Clinton and Bush administrations. Their paper, Evaluating
the Impact of Federal Community Economic Development
Policies on Targeted Populations: The Case of the New
Markets Initiatives of 2000 raises concerns about the ini-
tiatives’ prospects for success.

The Clinton administration created the New Markets pro-
grams in 1998, and Congress passed the programs in an
agreement between President Bill Clinton and Speaker of
the House Dennis Hastert in 2000. In spite of three tours
of distressed areas that were reminiscent of the tours
taken by Lyndon Johnson and Robert Kennedy 40 years
earlier, President Clinton insisted that the New Markets
initiatives were not designed for poverty alleviation. 

Instead, the program was “sold” as a non-inflationary, pro-
growth program. “The program is based on the assumption
that investors need a little extra incentive. It’s not a question
of discrimination or bad deal flow, but these are just deals
that need a little extra push,” according to Rubin, a post-
doctoral fellow at the Taubman Center for Public Policy at
Brown University. “That’s what the New Markets Tax Credit
(NMTC) and the New Markets Venture Capital (NMVC)
programs are designed to do.”

The NMVC program is modeled on the Small Business
Administration’s (SBA) previous experiences in community
development investments and venture capital programs.
Rubin and Stankiewicz detail the elements of the program
including the SBA’s certification process for NMVC company
designation and the matching grants and loans, 80 percent
of which must be used to invest in low-income communities.

Median Income
Unemployment
College Grads

Enterprise
Zone Tracts

$26, 284
11.1%
13.8%

Matched
Census Tracts 

$22,550
9.8%
14%

All California
Tracts

$38,671
6.9%

23.5%

Table 1

Similarity of Zones & Matches

Employment

Monthly Earnings

EZ Match

EZ Match

1992-1999 

22.7%
14.6%
21.3%
26.3%

Increase

342,377
52,268

273
439

Table 2

Growth in Employment, Earnings, and Number of
Firms Between 1992 & 1999



The authors note that the program was eliminated in the
fiscal 2003 budget and that proponents may not be able
to revive it in the current political and budgetary climate.

Even if the program could be revived, however, the authors
are concerned about the mismatch of sources and uses of
funds in the program.

“By utilizing debt to fund mostly equity investments, the
NMVC program duplicates the mismatch between sources
and uses of capital that had led to financial problems for
most of the participants in the federal Small Business and
Specialized Small Business Investment Company pro-
grams . . .  although the five year interest deferment pro-
vided by the SBA is helpful, it still is unlikely that a NMVC
company could invest its capital in equity and then exit
those investments quickly and profitably enough to pay
back its loan to the SBA.” 

The paper also details the NMTC program. Modeled on
the Low-Income Housing Tax Credit program, the NMTC
investors in certified community development entities (CDEs)
will receive a 39 percent tax credit over seven years for
their investments, 85 percent of which must be made in
low-income communities.

As with the venture capital initiative, the authors find rea-
sons to be concerned about the efficacy of the tax credit
portion of the New Markets programs. First, the program’s
general economic development objective is ambiguous
and the CDE’s ability to raise capital quickly is more heavily
weighted than community impact in the application process.
This leads the authors to wonder whether the resulting
investments will supplant rather than supplement investments
that would have been made with or without the program’s
incentives. 

Secondly, the NMTC program allows “double-dipping” with
most federal and state programs according to the authors.3

The authors are also concerned that the NMTC program
may encourage a “race to the bottom” in raising capital.

The CDEs have used the NMTC selection process to
demonstrate their ability to raise capital, using letters of
intent from potential investors. These letters are nonbinding,
allowing investors to withhold funding until a review of spe-
cific deals is conducted. Under these situations, preference
would go to the most lucrative deals instead of those that
would have the greatest community development impact.

Rubin and Stankiewicz also warn readers about unrealistically
high expectations with regard to program impacts. They
also believe that, while business equity is what is most
needed in new markets, it is the least likely to get funded
through the NMTC program while commercial real estate
deals are more likely to get funded under the program. 

Finally, the program faces the double threat of additional
funding cuts due to growing federal budget deficits and a

reduction in demand for credits due to the elimination of
“double” taxation of corporate dividends.

In closing her remarks, Rubin proposed potential program
modifications that would help address these concerns.
Those proposals include allowing more near-equity and
debt investing and increasing the weighting for community
development objectives in the application processes. She
also proposed eliminating “double-dipping” opportunities
and encouraging more equity investments by addressing
issues related to the seven-year minimum holding period
for equity investments. Finally, and perhaps most impor-
tantly, she wants the program to encourage investment
that supplements rather than supplants investments that
likely would have happened anyway, specifically by limiting
organizations’ ability to invest in related entities. 

Paul Pryde, president of Washington, DC-based Capital
Access Corporation, was the discussant for this panel.
Noting that next year will mark the 40th anniversary of the
War on Poverty, Pryde identified two shifts in the way the
federal government has attempted to alleviate the effects
or causes of unemployment and low incomes. The first
shift went from the original direct provision of services by
the federal government to an economic development
approach – “creating the capacity to produce among low-
income residents and making low-income communities
more viable places to live and work,” Pryde said.

The second shift was away from economic development to
market-oriented solutions, which leads to the present day.
Under the market-oriented approach, “we have a variety of
ways that government tries to use its taxing, regulatory,
and spending authority to change the way that private
lenders, investors, and citizens make decisions,” Pryde said.
“Each one of the papers we have discussed this morning
represents a somewhat different approach to government’s
use of its powers to influence private decision-making.”

Pryde applauded O’Keefe’s paper on the California enter-
prise zones for showing, in a way that has not been done
before, that enterprise zones work to increase employment.
But why they work is still not known. “Some data suggest
that young, small firms are a large generator of new jobs.
Yet, in the early years, these same firms have very little tax
liability and have very little capacity to use tax credits or
any type of tax incentives. So you would suspect that,”
Pryde asserted, “to the extent that these are the firms that
are creating jobs in California’s enterprise zones, firm-level
tax credits and deductions don’t work very well.” He suggests
that, “perhaps the incentives that work best are those that
get money into firms so that they can expand.”

Pryde noted some of the same challenges for CDFIs that
were covered in the Benjamin, Rubin, and Zielenbach paper.
While highlighting the demographic changes that will be
driving more commercial banks toward serving nontraditional



markets, Pryde also noted that competition would come
increasingly from nonbank financial service providers. “If
you look at trends in the banking industry, in every credit
market in which banks compete, they’re losing market
share – mortgages, consumer credit, and so forth – and
they’re losing it to specialty lenders – specialty finance
companies and diversified financial services companies,”
he said. “So as CDFIs look out for competition, don’t look
just at banks. You have to look at other organizations that
are increasingly going to look at these markets that CDFIs
have historically served.”

In addressing questions of scale for CDFIs, Pryde empha-
sized the need for CDFIs to adopt financial information
technologies that have made it possible for commercial
lenders to better serve historically underserved markets.
As an example, Pryde pointed to securitization. “Securitization
has made it possible for anybody to get a credit card and
anybody to get a mortgage loan. Those are the most secu-
ritized assets in the country,” Pryde said. “Securitization
means pooling loans and selling bonds backed by those
loans to investors. And because of the advances in securi-
tization, mortgage credit and consumer credit is available
to almost anybody. My belief is that the same technology
can be used to make credit more widely available to low-
income communities. There are challenges associated with
it, but I think it is definitely a promising technique.”

Pryde then turned his attention to the NMTC, agreeing
with Rubin and Stankiewicz that not much is known about
how the credits will work. But he took issue with the notion
that the $15 billion allocation is a thin incentive. Based on
the SBA’s highest default rate in the last 20 years of 10
to 12 percent, Pryde believed that if the tax credits were
used as a credit support mechanism, they could leverage
$150 billion in new lending.

Pryde concluded his remarks suggesting that the problem
of getting capital flowing to underserved markets has been
turned on its head. “There seems to be a willingness to
invest, but we’ve got challenges in getting the money to
the borrowers who need the money,” he said. “We have to
ask ourselves, what really are the limits of private markets’
ability to serve low-income communities. Because of the
advances in financial information and technology,” he assert-
ed, “the private sector can serve markets that, 30 years
ago, they weren’t interested in and couldn’t efficiently serve.”

“So,” he concluded, “the problem we face is not a financial
problem. It’s an intellectual problem. How do we use our
creativity to figure out what the solutions are to a challenge
that we have faced for the last decade or more?”

1 “A little less than 30 percent are regulated financial institutions,

and probably only 15 percent of all CDFIs are for-profit institu-

tions.”

2 “The CRA sought to eliminate the more insidious practice of

redlining, in which bankers refused to lend in certain geographic

markets because of the perception of high risk in those communi-

ties. (The term “redlining” resulted from certain bankers’ demarca-

tion of high-risk neighborhoods by stark red lines on city maps.)

Contributing factors to high-risk perceptions included large num-

bers of racial and ethnic minorities and high poverty and unem-

ployment rates” (Benjamin, Rubin, and Zielenbach, 2003, p. 4).

3 “The seventh largest recipient, which received $110 million is an

organization called Advantage Capital, a certified capital company

which, in nine states, is eligible to receive 100 percent subsidy for

making investments,” Rubin said. “So in those states, they would

now receive 139 percent subsidy for their investments. It’s hard to

argue that this money is actually inducing them to make new

investments.”

Notes



It has been more than 25 years since Congress passed
the Community Reinvestment Act (CRA). Since enact-
ment of the CRA, policymakers and community develop-

ment practitioners have sought to measure the impact of
the CRA. The papers presented in this session shed light
on the effects of the CRA on lending and credit access.

The paper by Federal Reserve Board economists Robert B.
Avery, Paul S. Calem, and Glenn B. Canner, The Effects of
the Community Reinvestment Act on Local Communities,
addresses questions about the effects of the CRA on local
communities. To estimate the marginal effects of the CRA,
the analysis compares economic circumstances in census
tracts with incomes just above and just below the low-
income threshold designated by the act. The analysis
measures changes in neighborhood outcomes between
1990 and 2000.

Since its inception, the CRA has focused on measuring the
activity of lending institutions in the lower-income census
tracts of their market areas. Lower-income census tracts
are defined by regulators as those with median family
income below 80 percent of the median income of a region,
such as the Metropolitan Statistical Area (MSA) or the non-
metropolitan portion of a state. Importantly, the classification
of the census tract by its relative income only occurs once
per decade, following the release of census data. At that
point, all parties have a clear understanding of which cen-
sus tracts are going to be the focus of attention when CRA
assessments are made. Canner et al. designed their study
to rely on this long-standing focus of the CRA.  

Canner discussed four additional points regarding the CRA
that were directly relevant to the paper’s line of research.
First, the CRA regulations were overhauled in 1995 to
make the process more quantitative and performance-orient-
ed. There are now three specific performance tests for

large banking institutions (lending, investment, and service).
Second, the regulations specify four categories for per-
formance ratings (outstanding, satisfactory, needs to
improve, and substantial noncompliance) and the analysis
makes use of these ratings. Third, since 1995 the regula-
tions broadened the focus of CRA assessments to include
lower-income borrowers, not just lower-income neighbor-
hoods, and the research accounts for this broader focus.
Finally, the research focuses on home lending activity as
a primary measure of CRA activity.

Canner noted previous research on the effects of the CRA
primarily focused on performance and profitability of CRA-
related lending activities and changes in lending volume as
a consequence of the law. The weight of the evidence 
suggests that CRA-related lending is generally profitable.
There also is some limited evidence that the CRA has
resulted in the extension of additional credit. Despite previ-
ous findings, Canner argued that there has been very little
research conducted on the effects of the CRA on local
communities.

When the researchers explored ways to test the potential
effects of the CRA on local communities, they devised
three.  The first view is that banking institutions may satisfy
CRA provisions through their ordinary course of business.
In this case, there is neither a necessary expectation for
any change in lending activities associated with the CRA
per se nor any effects of the law on local communities. The
second view is that banking institutions may respond with
intensive marketing and outreach activities to try to acquire
more borrowers in lower-income neighborhoods, but not
change the pricing or underwriting standards. Here, higher
market share may be achieved and the institution’s per-
formance may appear better for CRA evaluation purposes;
however, these activities will not necessarily result in higher
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lending levels or have an effect on the community if the
institution hasn’t lowered prices or used more flexible
underwriting. The third view is that banking institutions
may respond by reducing prices and/or adopting more
flexible underwriting. Lending increases in targeted neigh-
borhoods and perhaps some positive changes in the
neighborhood’s circumstances, such as homeownership
rates, median home values, and vacancy rates, would be
expected.

When designing the tests to determine the effects of the
CRA on local communities, Canner et al. faced significant
challenges. The first was to assess the marginal effect of
the law, which was difficult because there is no way to
observe what would have happened in the absence of the
law. The second challenge was to distinguish any effects of
the CRA on neighborhood outcomes from other market and
regulatory driven changes. In particular, technological
advances over the last decade affect the ability of lower-

income families to
obtain credit.  There
has been a substan-
tial growth in sub-
prime lending open-
ing up new opportuni-
ties for borrowers.
Another potential
effect on lower-
income communities
has been the estab-
lishment of affordable
housing goals for
both Fannie Mae and
Freddie Mac.  And
finally, a greater focus

on fair lending may result in regulatory overlap to the extent
that predominantly minority neighborhoods tend to be
lower-income neighborhoods.

To address these challenges, Canner et al. conducted two
empirical tests.  Both of the approaches make use of the
CRA income threshold definition for lower-income census
tracts (i.e., those tracts where the median family income
falls below 80 percent of MSA median income).  The first
test, referred to as the “changes analysis,” provided evi-
dence on the potential impact of the CRA on changes in
neighborhood outcomes during the 1990s.  For this test,
the paper compares changes in outcomes for two cohorts
of census tracts.  The first group, the CRA eligible cohort,
is just below the CRA eligibility threshold.  The second
group, the not-CRA eligible cohort, is just above the
threshold.  The paper asserts that its test is quite close to a
natural experiment, and co-author Avery employs the
metaphor of a horse race to put the paper’s empirical tests
in perspective. The horse race starts with the initial conditions

in each group of census tracts in 1990, and the winner is
the cohort that comes out ahead, in terms of changes in
neighborhood outcomes, by 2000. For this test, census
tracts were placed in one of two groups, based on their
1990 relative income, and this categorization was fixed for
the period of the study (i.e., 1990-2000). Lending in any of
the census tracts below the income threshold counts
toward meeting CRA obligations while lending in the tracts
above does not.  By design, the authors selected two
groups of census tracts that as of 1990 should have been
similar by most measures. However, because initial condi-
tions in the two groups of census tracts may have differed
slightly, regression techniques were used to adjust for initial
differences.  The final step in the changes analysis was to
determine if any outcome differences observed were relat-
ed to several different measures of CRA activity employed
during the test.  

The second test was referred to as the “levels analysis,”
intended to reveal the cumulative effect of the CRA on
conditions in local communities. This test was undertaken
out of concern that the CRA may have caused banking
institutions to change their behavior in the period shortly
after enactment and that the changes analysis, which
focuses only on the decade of the 1990s, may not reveal
such an effect.  The levels analysis used regression tech-
niques to relate the neighborhood outcomes in 2000 to
indicators of CRA eligibility for individual tracts as of 1980
or 1990.  Here, the sample is census tracts in the 70 per-
cent to 90 percent relative income range as of 2000.  This
group of census tracts has considerable homogeneity with
respect to prior years CRA eligibility.  

The measures used for neighborhood outcomes for the
changes analysis were: changes in the homeownership
rate, number of owner-occupied units, vacancy rate, median
home value, and crime index.  Canner stated that if the CRA
leads to an increase in lending, the first three measures are
the most likely to be favorably affected by such lending.
However, expectations for positive changes in median home
value and crime rates are less clear, and any changes
would be considered a secondary effect. The levels analysis
employed the same measures, except for the number of
owner-occupied units.  

The paper concludes that the results of the two tests for
the effects of the CRA are mixed and difficult to interpret.
On the one hand, CRA eligible tracts had more favorable
changes for the decade of the 1990s in terms of home-
ownership, owner occupied units, and vacancies, than
would have been predicted using the not-CRA eligible
cohort.  Moreover, the market share of institutions rated
outstanding was higher in the CRA eligible cohort than in
others – suggesting a CRA effect. The paper’s findings
regarding homeownership and growth in the number of

When designing the tests to
determine the effects of the CRA
on local communities, Canner et al.
faced significant challenges. The
first was to assess the marginal
effect of the law, which was difficult
because there is no way to observe
what would have happened in the
absence of the law.



owner-occupied units are not conclusive.  Moreover, CRA-
eligible tracts fared worse than would have been predicted
with regard to home values and crime.

Canner pointed out that much more study on the effects
of the CRA is planned, as it may be that some of the
paper’s results reflect the nature of the specific tests
employed by the study.  For example, it is quite possible
that banks don’t focus only on tracts below 80 percent of
the median income, but rather target their activities to a
broader area.  And this broader area may have some
tracts both below and above the 80 percent threshold.
Moreover, banks may focus more heavily on lower-income
borrowers to facilitate program design and implementation.  

Canner stated that several aspects of the paper’s research
need expansion, as there are different channels through
which the CRA may influence communities.  Although the
current research focused on home lending, further study
should assess the effects of the CRA on small business,
community development, and purchase mortgage lending.   

In What Makes CRA Agreements Work? A Study of
Lender Responses to CRA Agreements, Raphael W.
Bostic and Breck L. Robinson examine whether lenders
actually change their behavior after entering into CRA
agreements. Bostic began by stating that the CRA has
two enforcement mechanisms that provide incentives for
lenders to pay attention to the act.  The first is the public
release of institutions’ CRA ratings, and the second is the
regulatory application (a formal procedure allowing banks
to undertake mergers, expansion, new branch establish-
ment and a variety of other actions) process wherein the
regulator must consider a lender’s CRA rating. If lenders
don’t consider the CRA, it can be particularly costly –
mostly in terms of lost time regarding applications for
mergers. Bankers have a motivation to respond to the
incentives and objectives set forth in the CRA.  Because
of this motivation, bankers have taken affirmative steps to
demonstrate their commitment to CRA principles.  This
research looks at one of these steps, which is the CRA
agreement.  

Bostic defined a CRA agreement as a pledge that a bank
makes to extend financial services to a targeted, typically
under-invested community. Usually, financial institutions will
enter into a formal agreement with a particular community-
based organization (CBO).  However, the recent trend has
been for banks to proactively and voluntarily extend pledges
to lend at certain levels to communities.  Here, Bostic refer-
enced Wells Fargo’s pledge to invest $100 billion over the
next ten years in low-income communities in California.
Although these are types of CRA agreements, they are less
formal.  The typical agreement contains a commitment not
only for lending, but also to provide additional services, such

as mortgage counseling, small business technical assistance,
or a pledge to open additional bank branches or extend
hours.  Further, other types of commitments can include a
minority hiring pledge or the establishment of a review com-
mittee within a target community.  These agreements began
showing up almost immediately after the CRA was passed,
but real growth in the number of agreements did not come
until the late 1980s and early 1990s.  Bostic stated that
there have been well over 300 agreements since the
CRA’s enactment.  

This research is part of a broader agenda that attempts to
measure and quantify the effects of CRA agreements
upon lending markets.  This paper asks the direct question
of whether CRA agreements change the lending behavior
of the institutions that actually enter into them. A secondary
question is: if changes are observed in lending behavior,
what characteristics of the agreements are capable of
having the most impact? To answer these two questions,
the authors identified institutions that entered into agree-
ments and then tracked the results of those agreements
to determine if lending increased or decreased.  

In order to conduct the analysis, the authors needed to
obtain three types of information. First, the bank’s structure
needed to be identified and followed through subsequent
mergers (as 90 percent of the subject banks underwent at
least one merger) to accurately attribute the lending to the
source of the agreement.  Second, the research required
specifics of each agreement, such as commencement
dates, time in force, and geography covered.  Finally,
information on lending activity was also required.  

The paper’s findings paint a cautiously optimistic picture
suggesting that lenders increase their targeted lending
when agreements come into force and that the increased
lending persists even after the term of the agreement.
Additionally, the authors find that mortgage counseling and
technical assistance are key components of effective
agreements.  The authors include a caveat that their
results are preliminary and the analysis currently lacks the
incorporation of time, which is a particularly important con-
sideration given that overall lending increased during the
time period covered by the study.

Jonathan Zinman, a research economist from the Federal
Reserve Bank of New York, was the discussant.  In addi-
tion to formerly having been a community development
practitioner, Zinman also has written on the impact of the
CRA, focusing on the effects of small business lending.  

Zinman highlighted three themes in his comments.  First,
he felt the research in this session asks the right ques-
tions.  The marginal value of research on the CRA, finan-
cial markets, and access to capital is extraordinarily high.
This is true, both from a pure academic as well as a policy



and practitioner perspective, simply because empirically
very little is known about these markets, how they really
work, and what optimal policies and optimal interventions
really look like.  Second, the social sciences, and econom-
ics in particular, are young sciences and practitioners are
just beginning to appreciate and learn to apply methodolo-
gies to estimate the causal relationships that are the focus
of the research presented.  If there is only one take away
point for practitioners, it is that they need to adopt a
“buyer beware” approach when trying to employ academic
or applied policy research to their own operations.  Finally,
Zinman argued that economists are just beginning to
appreciate the most fundamentally important and interest-
ing questions in this area.  

Commenting on the papers, Zinman focused on their
respective models and methodology – the means to identify
the causal effects of the CRA on outcomes of interest –
rather than their specific results.  He emphasized the need
to identify and establish the causal relationships asserted
by the papers as being accurate.

In commenting on the paper by Bostic and Robinson,
Zinman noted that it precisely documents an association
between CRA agreements and increased CRA lending, for
a subset of agreements.  What the paper does not do, at
this stage, is establish a causal link between CRA agree-
ments and the types of lending that the CRA seeks to
advance.  Zinman’s comments focused generally on the role
of agreements and trying to estimate the causal link, as
opposed to the specific best practices.  Zinman also offered
comments relative to specific refinements to the model that
he believes would produce estimates of the causal role of
CRA agreements on the outcomes of interest.  

What needs to be known and estimated is whether CRA
lending actually responds to CRA agreements per se.
What is a concern, as noted by the paper, is that CRA
agreements are not randomly assigned and can’t be studied
in the fashion of a clinical trial.  Rather, they occur in the
real world and are endogenous – certain banks select or
decide to have CRA agreements and what needs to be
considered is whether the banks that decide to be a party
to an agreement are different from banks that don’t elect
to sign CRA agreements.  A specific item of concern is
that banks only make commitments when it is relatively
inexpensive for them to do so.  If it is believed that banks
are profit maximizing and savvy – ideas that economists
hold dear – then banks are going to be more likely to
enter into CRA agreements for lending that they were
going to do anyway.  Therefore, the challenge here is to
test and control for whether an observed association
between CRA agreements and lending is actually the
result of the agreements or just lending the banks would
have done anyway.  

To deal with this selection problem, two different approaches
could be taken.  First, a researcher could attempt to identify
some other reason for forming an agreement, something
peculiar to observed communities and banks that makes it
more likely to have agreements and where that likelihood
is going to be plausibly not related to any underlying condi-
tions of credit supply or demand.  The second approach
would be to control for the lending that banks that enter
into agreements would have done anyway.

Zinman suggested strategies that Bostic and Robinson
could follow for identifying causal effects.  One is to use
statistical matching techniques to compare ex-ante (pre-
agreement) lending with post-agreement lending.  The
other strategy is to measure community capacity to explain
the likelihood of there being an agreement in the first
place.  This approach involves determining why some
communities have denser, richer, more capable networks
of community groups that are more likely to effectively

broker and monitor an agreement than other communities.
Zinman asserted that the entire explanation for differences
between communities relates to underlying conditions of
supply and demand within credit markets.

Regarding the paper by Canner et al., Zinman characterized
the changes analysis as very sensible, comparing outcomes
in tracts that are essentially identical, except for falling just
above or below the relevant income threshold, but felt the
levels analysis needed further thought.  

Across Time

Late 1970s enactment
and implementation

Late 1980s/early
1990s modifications
(include HMDA)

Mid-1990s rewrite of
CRA regulations

Across Banks

Size

Local examiner behavior

Merger and acquisition
propensities

Ex-ante presence in
LMI areas

Across Targeted
Loan Types and
Beneficiaries

Home mortgages

Small business

In LMI areas

To LMI borrowers

Community capacity
•Monitoring
•Loan production

Table 1

Variation that Can/Should Be Used to Estimate 
the Causal Effects of CRA



Zinman opined that there is tremendous potential to make
strides in analyzing the CRA.  In particular, there is much
variation and institutional richness in the CRA and com-
plexity breeds opportunity in academic research.  Table 1
illustrates the different types of CRA incentives and policy
changes in institutions that Zinman argued should be
taken into account.  

Zinman closed by underscoring the importance of under-
standing the underlying economics and microstructure of
these targeted markets and by providing two cautionary
tales from the papers.

First, mitigating market failures does not necessarily imply
that bank profits will increase.  The CRA could improve the
functioning of LMI markets and the welfare of society as a
whole, without necessarily improving conditions for banks.

Second, lending behavior and even outcomes can
change even if the CRA doesn’t induce banks to change
the way they do business.  If this is true, then contrary to
Canner et al., the CRA might well work without banks
needing to change the way that they do business.  If
banks’ underwriting policies depend in part on property
values or expectations about property values, and on the
perceived probability that other lenders will lend in a given
neighborhood, then banks could increase their lending with-
out changing policies or practices.  



International and 
Cultural Dimensions

The paper by Maude Toussaint-Comeau and Robin
Newberger of the Federal Reserve Bank of Chicago
and Art Rolnick, Jason Schmidt, and Ron Feldman of

the Federal Reserve Bank of Minneapolis, Credit Availability
in the Minneapolis-St. Paul Hmong Community, seeks
to develop a better understanding of immigrant/refugee
small business financing. The Hmong are immigrants from
Laos and other Southeast Asian countries who settled in
the United States in the late 1970s as political refugees
following the Vietnam War. There are approximately
170,000 Hmong living in the United States today. The
largest concentration lives in Minnesota, part of the Ninth
Federal Reserve District covered by the Federal Reserve
Bank of Minneapolis, and Wisconsin, which encompasses
part of the Seventh District covered by the Federal Reserve
Bank of Chicago, and part of the eastern portion of the
Ninth District.

Rolnick provided the introduction to the presentation of
this paper. He mentioned the congressional mandate 
set forth in the CRA for the Federal Reserve System to
ensure that commercial banks meet the credit needs of
their communities. An economist would question the term
“credit needs,” and would probably instead ask whether
credit markets are working, or whether there is market
failure.  If there is a market failure, the economist would
like to understand it and try to develop corrective policies.
Possible reasons for credit market failures include asym-
metric information, where borrowers and lenders have
unequal information.  This is a major issue among small
businesses.  Discrimination (racial/ethnic, age, etc.) is
another major issue that can lead to credit market failure.
The motivation for the study was to obtain a better under-
standing of credit markets, within a community at higher
risk for market failure and associated effects.  

The authors chose to study the Hmong for two primary
reasons.  First, being a relatively recent refugee group,
the Hmong are more likely to suffer from both cultural and
economic disadvantages.  Cultural disadvantages include
a formerly rustic lifestyle and little familiarity with formal
borrowing and lending.  Rolnick stated that the Hmong
“don’t even have words for bank or loan.”  The Hmong also
clearly come with economic disadvantages, arriving in the
country as refugees – not as immigrants seeking out the
economic advantages of living in the United States. The
Hmong are an emerging and growing small business sector
in the Twin Cities that have not been studied previously.
The authors sought to understand credit markets and how
they might work in low-income, distressed areas.  As a
recent immigrant refugee group making economic progress,
evidenced by their growing business sector, the Hmong
offered a promising case study.

The methodology for the paper was based on a more elabo-
rate survey instrument developed by the University of Chicago
and the Federal Reserve Bank of Chicago for their data
collection in Hispanic and Black neighborhoods in Chicago.1

Aside from the current paper by Toussaint-Comeau et al.,
Paul Huck, Sherrie Rhine, Robert Townsend, and Philip Bond
used the data gathered with this instrument in a previous
study, A Comparison of Small Business Finance in Two
Chicago Minority Neighborhoods, to measure credit
access from both formal and informal sources.

For the Hmong study, the original survey tool was translat-
ed into Hmong. A Hmong advisory group that provided
insights on potential cultural and language problems
reviewed the survey. Several issues were identified and
worked out through this process.  Rolnick stated that “it
was very important to work with the community; this was 
a lesson that came out of the Chicago experience.”
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The surveyors (the Wilder Institute) compiled a list of all
the Hmong businesses they could find, locating 170
establishments, and obtained 121 responses, for a
response rate of 71 percent.  Rolnick attributed the very
high response rate to working closely with Hmong com-
munity leaders and promoting the survey on Hmong cable
television stations.  A comparison group was also estab-
lished that identified 220 non-Hmong businesses within
the same geographic area, namely the central cities of
Minneapolis and St. Paul.  The latter group provided 131
responses for a 61 percent response rate.  Ninety percent
of the respondents in the comparison group were White-
owned businesses.  Therefore, the researchers controlled
for geography and race in considering differences regarding
the availability of financial resources, especially credit.  After
obtaining the survey results, the researchers followed up
with Hmong community members and local bankers to
verify their accuracy.  Post-survey focus groups were
presented with the results to determine what important
aspects, such as experiences and insights, might not
have been captured by the survey.

Rolnick stated that the major finding of the study was that
“Hmong entrepreneurs in the Twin Cities appear to have
well-developed access to the banking sector.”  He added
that the finding was a bit of a surprise, because of all of
the factors that the Hmong appeared to have going
against them.  

Toussaint-Comeau, the lead investigator of the joint
Minneapolis/Chicago project, provided more details regard-
ing the paper’s analysis. First, she noted the reasons for
the focus on access to credit by start-up businesses.

Toussaint-Comeau explained that in the paper, they meas-
ure access to credit both in terms of the relative propensi-
ty of the Hmong to make use of start-up financing from
various sources, in particular from banks, and in terms of
the relative size of the loan that they were able to obtain
from a bank.  The paper also seeks to establish what may
have worked to explain the relative success of the Hmong
in the Minneapolis/St. Paul market.  

According to the survey results, the businesses were con-
centrated in retail and personal service industries, for both
groups.  The Hmong, however, were less likely to have
capital-intensive businesses, such as construction.  Also,
Hmong businesses had fewer years in operation.  The survey
revealed that, on average, Hmong businesses were in
operation less than four years, as compared to more than
11 years for the White businesses. She noted that the
paper’s comparison of Hmong- and (more established,
predominantly) White-owned businesses if anything should
have biased the results toward finding more disparity in
credit access. That no systematic disparity was found in
the Hmong use of credit confirms (the paper’s assertion
of) the Hmong’s success in accessing credit at start-up.  

The Hmong in the survey were younger and somewhat
more educated than the surveyed Whites, and proficient
in English. Toussaint-Comeau added that results from
national census surveys, as well as results from a local
corresponding Hmong household survey that was also
conducted in Minneapolis/St. Paul, do not show similarly
high levels of educational attainment and English profi-
ciency for the Hmong as a population overall. For example,
the corresponding Hmong household survey showed that
close to 30 percent of the Hmong had not attended
school anywhere.  Toussaint-Comeau explained that this
finding underscores the fact that the group of Hmong
entrepreneurs in Minneapolis/St. Paul may in fact be a
very special group of immigrants.  In terms of access to
credit, the English language skills of the Hmong, she
noted, may have made it easier to bridge cultural barriers
to formal business credit relationships.  Also, the high
educational attainment of the Hmong entrepreneurs
could have sent positive signals to the credit market as
to the potential performance of their firms.  

The paper looked to the sources of financing and dis-
cussed the initial financial capital structure of the busi-
nesses.  As expected, the majority of business owners
made use of their personal savings.  However, the Hmong
were more likely to use personal savings and used a high-
er proportion of their savings.  The paper also found that
the use of informal, external sources of financing, such as
loans and gifts from relatives and friends, were fairly
common among both Hmong and White businesses; 46
percent of owners in both groups used informal sources.
The focus of the paper was the use of formal bank loans.
The authors find that about a quarter of the businesses
obtained a formal bank loan. The paper considers the
empirical relationship between bank funding and ethnicity,
controlling for industry type, human capital, and demo-
graphic characteristics, and did not find a significant statisti-
cal difference between Hmong and White businesses.  Also,
both Hmong and Whites had similar self-reported perceptions
of reasons for credit denial.  In other words, the Hmong were
not any more likely than Whites to report perceived discrimi-
nation as the reason for having been denied credit.  

From a community development perspective, based on the
focus group discussion, the authors learned that a proac-
tive approach by banks to serve the Hmong community
may also have played a crucial role.  For example, feed-
back from focus groups underscored the importance of
banking practices that exhibited cultural sensitivity.  All
the banks that participated in the focus groups and had
a presence in the Hmong community employed a Hmong
lending officer.  The issue of underwriting flexibility was
unanimously viewed as being very important to facilitating
a lending process that helped serve the Hmong market.
For example, banks modified their traditional underwriting



criteria when calculating loan-to-income ratios by consid-
ering the income of the entire family, since many of the
Hmong businesses are family-owned and managed.  The
banks also provided counseling to promote understanding
of the lending process.  

Overall, understanding how other ethnic groups are assimi-
lating financially is an important subject for future research.
The authors caution that their study is time and place spe-
cific.  For example, they don’t know the experience of firms
that did not survive.  Similarly, the authors outline additional
questions regarding the experiences of businesses after the
start-up phase for consideration in future studies.  However,
as Toussaint-Comeau stated, the goal of the research was
to develop a better understanding of immigrant small busi-
nesses.  This research provided insights about some of the
factors that may help immigrant ethnic businesses access
the credit market.

In Human Capital and the Development of Financial
Institutions: Evidence from Thailand, Anna Paulson of the
Federal Reserve Bank of Chicago discusses some of the

challenges and
opportunities that
confront community
development initia-
tives in developing
countries.  Paulson’s
paper focuses on
how human capital
impacts the develop-
ment of financial
institutions.
Education and finan-
cial development
have both been iden-
tified as key engines
of economic growth
and progress; how-
ever, very little is
known about how
they interact with
one another.
Paulson has attempt-

ed to shed light on this interaction and asserts that principles
identified and lessons learned from abroad can have
utility and application to community development in the
United States.  

The paper seeks to answer two questions.  First, how does
education influence locally run financial institutions in a
developing country?  And second, what are the implica-
tions of the findings for sustainable community develop-
ment?  Paulson addresses these questions by looking at
how policies of 161 village banks in Thailand are shaped

by the education of the local villagers and the people who
run the banks.  

Data for the paper was obtained from a survey conducted
in Thailand in May 1997, a few months before the Thai
financial crisis of July 1997.  Data was gathered from
2,880 households in 192 villages.  The villages were
evenly divided between the poorest part of Thailand in the
northeast and the more developed central region, provid-
ing the opportunity to explore the impact of village banks
in more versus less developed areas.  Data was also gath-
ered from all the financial institutions operating in the vil-
lage.  There were 161 financial institutions, and interviews
were conducted with the management committee of all of
them.  Paulson pointed out that these are not always
“bricks and mortar” banks, but are organizations centered
on people.  “They don’t necessarily have a physical pres-
ence,” explained Paulson. “Instead, the people running the
bank get together on a monthly basis to conduct business,
such as gathering savings deposits, making loans, and
sometimes investing in other activities.”  These are grass-
roots indigenous organizations run by and for the villagers.
Most are not promoted by a particular aid or other non-
government organization.  They are developed by and for
the villagers.  

Household characteristics indicate that villages with a
bank tend to have slightly more educated residents than
those without a bank.  However, median annual income in
the villages without a bank is higher ($2,153) than villages
with a bank ($1,784), and similarly median household
wealth is higher in villages without a bank ($23,585) than
villages with a bank ($19,154).  As these are agricultural
villages, most wealth is held as land.  While it may seem
counterintuitive that villages with banks would have lower
incomes and wealth than villages without them, village
banks are community development tools and would logically
be established in relatively poor villages. Characteristics of
village banks indicated that 42 percent offered savings
accounts and 73 percent make loans.  The person who man-
ages the bank tends to be more educated than the typical
villager and is usually male (65 percent of bank managers).  

The village banks tend to have peculiar policies that make
them somewhat inflexible and formulaic.  For example, in
many banks, all loans originated throughout the year must
be repaid on December 31, and the same amount of interest
must be repaid – regardless of when the loan was made.
For instance, a loan of 1,000 baht (or about $40) that is
made on January 1 will require a repayment of 1,200 baht,
as will a loan of 1,000 baht that was made on July 1.
Clearly, the person who borrows on July 1 pays a higher
interest rate.  Additionally, village banks and other financial
institutions often have very simple contracts that seem to
rule out some transactions on an ad hoc basis.  In one

So what does this mean for
sustainable community develop-
ment? “In the context of
Thailand,” Paulson explained,
“this means that it is education
of everybody that is fundamental.
We couldn’t make these banks
or the financial system more
efficient by just educating a few
people to run the bank. Here,
the village as a whole needs 
to be educated.”



Thai village bank, for example, all loans must be in multi-
ples of 1,000 baht.  Likewise, savings transactions often
have similarly stringent features, requiring savings amounts,
for example, to be a multiple of 100 baht.  Further, about
57 percent of banks require their members to save and 33
percent dictate a minimum monthly savings level.  Another
45 percent allow for some flexibility in savings levels, how-
ever, the savings amount must be evenly divisible by 50.
Seventy-seven percent of banks require a single lump-
sum repayment of both principal and interest, eschewing
any borrower installment payments.  

Despite rigid policies, these village banks are associated
with some very good outcomes. Other researchers using
the same data have found that participation in a village bank
increases asset accumulation, reduces credit constraints
in agriculture, and reduces the villagers’ reliance on money
lenders as a source of credit (village banks are a lower
cost alternative to money lenders).2  However, these rigidi-
ties still limit the effectiveness of village banks, particularly
given the agricultural environment in which they exist.
Incomes fluctuate with the vicissitudes of the weather – if
the rains come, there is a bountiful rice harvest and lots of
money; however, lack of rain will dry up the crops and the
income.  Accordingly, a mandated monthly savings rate as
a condition to bank participation presents a potential
challenge to those with a fluctuating income.   

The study indicates that the rigid policies are largely
unaffected by the education level of the money manager.
Therefore, these findings argue against technical assis-
tance and training targeted to money mangers as a way
to increase the efficiency of village banks.  The study
indicates that policies are less rigid when villagers have
very low or very high levels of education, and policies are
more rigid at intermediate levels of education.  It is important
to realize that these village banks are self-governed and
self-policed.  The village money manager is in a position of
great trust, having access to the accumulated savings of
the village, in an environment lacking any governmental
oversight, regulation, or insurance.  Herein lies a great chal-
lenge to the villagers – how do they police the money
manager?  Paulson argues that the villagers’ answer to
this challenge is what underlies the rigid policies. In
essence, it is much easier for them to determine if the
deposit records are accurate when there are only 25
savers and they each must save 100 baht.  These
unbending policies are the pragmatic response of less
educated villagers to the necessity of policing a better
educated money manager, in an environment devoid of
government oversight.  

Another alternative would be to offer governmental legal
and regulatory oversight, but for such small banks operat-
ing in disbursed villages throughout the country, the infra-
structure would be very expensive and impractical.  There

are some analogies to issues surrounding predatory lend-
ing in the United States.  Due to deposit insurance and
regulatory oversight, there is no concern that U.S. banks
will take deposits; however, with predatory lending, legal
and regulatory oversight are sometimes unclear.  “It’s hard
to define predatory lending and difficult to find the cul-
prits,” explained Paulson referring to predatory lenders, “so
the lesson from this study is that financial education for
everyone may be the way to control predatory lending
practices.”  

The final point is that sustainable community develop-
ment, whether in Thailand or the United States, depends
on a careful match of program design with the available
educational, organizational, and legal infrastructure.  In
this case, the Thai village banks offer a nice example of
organizations that may look strange at the beginning, but
these small banks have confronted their difficult environ-
ment and constructed policies to deal with the realities of
limited education and limited legal infrastructure. 

In her work-in-progress, Policies Promoting Micro-
enterprises: What Works? What Does Not Work? And
Why?, Cecilia Giusti outlines successes and difficulties
of some of the programs currently available to promote
microenterprises in the Texas/Mexico border region. The
paper concentrates on isolated unincorporated areas
called colonias in the Laredo area, and will be one of the
products of an ongoing research/outreach colonias pro-
gram developed by the Center for Housing and Urban
Development from Texas A&M University. The paper will
present the programs designed for disadvantaged minori-
ties and women-owned microbusinesses, and attempt to
identify what is and isn’t working, and why.  Guisti also
expects to provide suggestions regarding best practices. 

Marty Levine of Shorebank Advisory Services was the
discussant.  Levine sought out common themes from the
papers presented in this session to draw broader infer-
ences about increasing community investment in the
United States.  Levine stated that he was struck by the
degree to which he did find common themes among the
papers.  He then drew a parallel between the diverse inter-
national communities and the domestic themes he hears
from practitioners in different local communities, asserting
that domestic communities present a distinct, but not so
different, set of cultural diversities. The papers illustrate a
convergence between research findings and the everyday
experience of community investment practitioners.  

Levine commented on these common themes. First, he
stated that among the challenges in reaching underserved
communities is convincing the people that they can take
advantage of banking services. Levine was struck in partic-
ular by the statistic that 23 percent of all the Hmong small
business owners in Minneapolis/St. Paul hadn’t even tried
to apply for a loan or addressed the issue of a banking



relationship because they expected to be turned down.3

Levine observed that clearly “[T]here is still an enormous
amount of self-selection out of the process.”  

Another common theme was the lack, among people who
do not have prior banking relationships, of knowledge and
understanding needed to foment a successful banking
relationship.  Levine cited Giusti’s paper on colonias, which
noted that many potential entrepreneurs didn’t understand
that a business plan was a basic part of beginning a lending
relationship.

A third general theme was that lenders’ policies do matter,
meaning there are ways to reach out to underserved
communities and bring unbanked people into banking
relationships. For instance, the successful outreach into
the Hmong community stood in stark contrast to the very
limited outreach in the colonias, a portrait of a community
that had not yet found its way or, alternatively, to which
few financial institutions had found their way.

Levine observed in the Thailand example that it seemed
as though the banks had moved to potential clients –
but in reality, the banks grew from within communities.
However, despite being local members of the community,
the banks’ managers were operating under a set of prac-
tices that, in some cases, discouraged potential customers.

Levine closed with his thoughts on how lenders might
develop practices to promote sustainable community
development.  First a community lending program must
be designed with a mandate of profitability.  “Any institution
that enters a business expecting to lose money will 

no doubt succeed [in losing money],” cautioned Levine,
“so there needs to be an expectation of profitability and
a commitment to stick with that goal, just as would be
expected upon entering any other sort of business.”
Second, management should be realistic about front-end
investments that are necessary to reach under-served
communities and at the same time diligent in managing
those exceptional costs. A third principle is the critical
nature of tailoring a product to the borrower. The small
business loan terms needed to serve the colonias might
not work in the Hmong community (and certainly would not
in Thailand). Likewise, small business lending looks much
different from other community lending, and vastly different
from micro-lending – where the delivery system, the under-
writing, and the monitoring need careful planning.

With outreach is the need for borrower education. Whether
it is information about available products, underwriting
standards, product suitability, or simply how to become
qualified over time, Levine sees education as the key to
success.  Levine cited the benefits that the movement
toward borrower education has brought the housing industry
over the past decade and the positive impact that it has
had on homeownership in the United States.

Levine’s final point was that getting senior management of
financial institutions on board is critical.  Entry into a new
market is a significant undertaking and must be both con-
sistent with the institution’s overall business strategy and
supported by management.  

1 These surveys were conducted during the mid-1990s under the

direction of Richard Taub, Marta Tienda, and Robert Townsend

through the Center for the Study of Urban Inequality, University of

Chicago, and were cosponsored by the Federal Reserve Bank of

Chicago (Bond and Townsend, 1996; and Huck et al. 1999).  See

www.chicagofed.org/cedric/community_surveys_and_data/index.

cfm for more information.   

2 Joseph P. Kaboski and Robert M. Townsend, 2000,  “An

Evaluation of Village-level Microfinance Institutions,” University of

Chicago, mimeo.  

3 Maude Toussaint-Comeau and Robin Newberger, 2003, “Credit

Availability in the Minneapolis-St. Paul Hmong Community,” paper

presented at Seeds of Growth, Sustainable Community

Development: What Works, What Doesn’t, and Why, Federal

Reserve Bank of Chicago conference, p. 17.

Notes



This year’s research conference made significant inroads
into measuring the effectiveness of community development
programs, strategies and tools.  Authors Hirad, Zorn,
Elliehausen, Lundquist, and Staten presented results
indicating that financial education and counseling has a
favorable impact on consumer financial behaviors.  Their
work shows that after appropriate, targeted counseling,
consumers tend to save more, default less and reevaluate
their investment goals.  

Research into housing issues showed that control of litter,
abandoned buildings, and other symptoms of blight positively
affects rates of homeownership in communities. Programs
such as foreclosure intervention serve to promote neighbor-
hood stability.  Housing development similarly improves com-
munities. However, it was noted that community–based
organizations cannot meet demand at this time.  

On community development partnerships, the paper by
Tranel and Gasen concludes that partnerships can suc-
ceed given well-defined and balanced roles for each part-
ner. Presence of a dominant partner (e.g., as recipient of
funds) can undermine the partnership. The research of
Bright identified an opportunity to redevelop publicly owned
but dilapidated buildings obtained through tax foreclosures
and other means in partnership with private enterprise.   

Some conference papers examined public policy’s role in
neighborhood development.  CDFIs, Enterprise Zones and
other government interventions have facilitated community
development in low- and moderate-income communities
directly and with some ancillary benefits.  Questions arise
concerning scale, cost and capital needs for sustainability.
The design and orientation of government programs may
also steer funds away from intended (type) projects or to
projects that do not require subsidy.  

Research examining the various ways that CRA and CRA
agreements impact communities suggested that lending to

underserved communities increases as a result of CRA and
CRA agreements.  Moreover, technical assistance and
credit counseling were found to be key components in
making CRA agreements more effective.  

In the international and ethnic areas, research revealed
that cultural affinity, underwriting flexibility and counseling
favorably impacted lending in ethnic communities.
Toussaint-Comeau and Newberger explored these
ideas in their paper examining Hmong entrepreneurs in St.
Paul, Minnesota, and their efforts to finance their busi-
nesses.  Another important characteristic of effective
community development lending, whether in the U.S. or
abroad, is program design that takes into account the
educational, organizational and legal infrastructure of the
country or region where the lending is taking place.
Paulson examined community development banks in
Thailand, where, at least in remote rural areas, a carefully
adapted banking system pervades.  The virtual lack of a
(bank) regulatory infrastructure in these areas, and no
resources to create one, has given rise to a simple, but
rigid system of saving and financing.  It is a system that all
parties understand, however, and as such is sustainable
and amenable to oversight by the village as a whole.

The research showed the potential for carefully constructed
strategies and tools to increase credit and services to
low- and moderate-income populations.  While there is
no universal model, and some techniques are more labor
intensive than others, these findings set the stage for others to
build on.  Further, carefully orchestrated research, built
upon these and similar findings measuring effectiveness of
community development programs and strategies, will
inform policy makers, lenders, and community development
practitioners to help put available resources to their most
efficient use.

Jeremiah P. Boyle is a community affairs director in the
Consumer and Community Affairs division of the Federal
Reserve Bank of Chicago. Mr. Boyle provides technical
assistance to financial institutions and community groups to
promote community and economic development. Prior to join-
ing the Fed, he was an Assistant Commissioner of Planning
and Development for the City of Chicago. Mr. Boyle holds
an M.B.A. from North Park University, a Master of Urban and
Regional Planning degree and a B.A. in Political Science from
the University of Illinois at Urbana Champaign.

Steven W. Kuehl is the consumer regulations director for
the Consumer and Community Affairs division of the
Federal Reserve Bank of Chicago.  Mr. Kuehl served as a
senior examiner with the Federal Reserve Bank of Chicago,
and later managed a technical advisory service program tar-
geted to banks in the Seventh Federal Reserve District.
Prior to joining the Fed, he was an examiner for the Office
of Thrift Supervision. Mr. Kuehl earned a B.S. in Finance
and Economics from Carroll College, and a Juris Doctor
degree from Chicago Kent College of Law. 

Conclusion

Conference summary written by:



Wall Street Without Walls
Atlanta, GA
October 8, 2003

The Federal Reserve Bank of Atlanta, in partnership with
Wall Street Without Walls (WSWW), will host a free training
session on how community-based development organiza-
tions can access capital markets. Financial experts from
Wall Street and the institutional marketplace will provide
insight, technical expertise, and specific tools to access a
broader base of investors. 

For information, contact Jennifer Grier, Federal Reserve
Bank of Atlanta, (404) 498-7374, or visit www.wall-
streetwithoutwalls.com/.

Governor’s Housing Conference
Louisville, KY
October 9-10, 2003

The Kentucky Housing Corp.’s annual conference will fea-
ture speakers, Thomas M. Menino, mayor of Boston; Bob
Edwards, host of Morning Edition on National Public Radio;
and Liz Murray, author and subject of the film Homeless 
to Harvard. 

For information, visit www.kyhousing.org, or call (502)
564-7630. 

Brownfields 2003: Growing A Greener America 
Portland, OR
October 27-29, 2003 

Brownfields 2003 builds upon past successes and contin-
ues to offer up-to-date and stimulating information for
brownfields practitioners from throughout the United
States and overseas. Every stakeholder involved with
brownfields redevelopment—bankers, planners, developers,
government officials and community representatives, to
name a few—should plan to attend this conference. 

Conference registration is FREE. For information, visit
www.brownfields2003.org.

EDFS Annual Loan Fund “How To” Training
Conference
New Orleans, LA
October 27-28, 2003

The Economic Development Finance Service is the only
national organization for small business development loan
fund professionals and policy makers with a rural perspec-
tive. The “How To” Training Conference will cover a wide
range of issues useful for both new and experienced loan
fund professionals. 

For information, contact Bill Amt at (202) 624-8467, 
or at bamt@nado.org, or at www.nado.org/edfs. 

An Informed Discussion of the Financial Access 
for Immigrants
Hilton Milwaukee City Center
October 30, 2003 

A panel of experts will address issues and opportunities
surrounding the financial access of immigrants. Topics
include: serving the financial needs of immigrant populations,
the USA Patriot Act impact on immigrant issues, legal
services to immigrants, documentation issues surrounding
the IRS, the matricula card, and financial access as a tool
to stem poverty and welfare dependence. 

For registration and information visit
www.chicagofed.org/newsandevents/conferences/
index.cfm, or call (312) 322-2832.

Big Ideas for Small Business
Cincinnati, OH
November 7, 2003

A conference for small business owners and entrepreneurs
designed to spark new thinking about opportunities for
success in a changing economy. Sponsored by the Federal
Reserve Bank of Cleveland with additional sponsors TBA. 

For information, contact Jeff Gatica at (513) 455-4281,
or at jgatica@clev.frb.org. 

Calendar of Events

4th Quarter 2003
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