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Abstract

A Deeper Dive into Community Development Finance: CDFI Tools, PRIs, and Blended Capital
for Equitable Growth examines the critical role that Community Development Financial
Institutions (CDFIs) play in advancing inclusive economic development in communities
historically excluded from mainstream finance. Drawing on national data and practitioner
experience, the article dispels common misconceptions about CDFIs as high-risk lenders,
demonstrating instead that they are among the most disciplined and effective institutions in
impact finance—combining strong repayment performance with deep community trust and
measurable social outcomes.

The article explores how catalytic tools such as Program-Related Investments (PRIs),
Community Reinvestment Act (CRA) notes, and blended finance structures enable CDFTIs to
deploy patient, flexible capital at scale. It outlines how foundations, banks, and mission-aligned
investors can leverage these instruments to preserve capital, reduce risk, and multiply impact
across affordable housing, small business development, healthcare, education, and community
facilities. Through practical examples and a case study of catalytic philanthropy supporting a
low-income credit union, the article argues that the path forward is not to reinvent community
finance, but to expand and replicate proven models that align capital with justice, opportunity,
and long-term community resilience.

Introduction

Community Development Financial Institutions (CDFIs) occupy a unique and essential role in
the U.S. financial system. They exist precisely where traditional banking falls short—serving
“weak markets,” including rural communities, distressed urban neighborhoods, and communities
of Color that have long been excluded from mainstream capital.' In an era of widening inequality
and a need to refocus on inclusive economic growth, CDFIs offer a proven, scalable model for
aligning capital with justice, opportunity, and community resilience.

At their core, CDFIs are mission-driven lenders. They operate much like banks—underwriting
loans, managing risk, and expecting repayment—but they are structured primarily as nonprofit
institutions guided by a broader theory of change. That theory is simple but powerful: build trust,
pair capital with coaching, and achieve repayment to recycle capital back into the community. i
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Across the country, more than 1,000 CDFIs deliver financing for small businesses, affordable
housing, healthcare facilities, schools, and community-serving.iil In the Philadelphia region
alone, there are roughly 11 active CDFIs, many of which have decades-long track records of
impact and financial discipline.'

The Role and Strength of CDFIs

CDFIs are often misunderstood as risky or concessionary. In reality, they are among the most
disciplined and reliable institutions in impact finance. While structured as nonprofits, they
function with the rigor of regulated financial institutions. Many CDFIs maintain repayment rates
near 99 percent, and a growing number hold investment-grade ratings, reflecting strong balance
sheets, diversified portfolios, and prudent risk management."

What differentiates CDFIs is not a willingness to accept loss, but an ability to underwrite
differently. They evaluate borrowers through a relational lens—considering character,
community context, and long-term viability alongside traditional metrics. Importantly, CDFIs
rarely lend capital alone. They pair financing with financial education, business advisory services
(a/k/a technical assistance), coaching, and capacity building, which significantly increase
borrower success and loan performance."' Most of these services are offered at no cost to the loan
applicant.

Historically, the CDFI movement draws inspiration from traditions of economic justice and
nonviolence, including the philosophies of Mahatma Gandhi and Dr. Martin Luther King Jr.
Scholars and practitioners have linked this lineage to a focus on dignity, equity, and systemic
change within community finance."" From this lineage emerge three enduring pillars:

e Justice — addressing structural inequities in access to capital
e Program Development — building practical solutions rooted in community need
e Policy Change — shaping systems that sustain equitable investment

CDFIs are not merely lenders; they are institutions of trust embedded within the communities
they serve.

Program-Related Investments (PRIs): A Bridge Between Grants and Markets

One of the most powerful tools supporting CDFIs is the Program-Related Investment (PRI). PRIs
are below-market investments—typically made by foundations—that seek to advance charitable
purposes while preserving capital. Vil

Unlike grants, PRIs are expected to be repaid. Unlike traditional investments, they accept lower
financial returns in exchange for deeper social impact. Most PRIs are structured as fixed-income
instruments, offering 1—4 percent annual returns over five to ten years.™
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PRIs allow foundations and mission-aligned investors to preserve principal, generate modest
returns, recycle capital into future community investments, and achieve double- or triple-bottom-
line outcomes.

In practice, PRIs often function as patient capital, giving CDFIs the flexibility to finance projects
that traditional commercial lenders deem too risky or too small. They are particularly effective in
financing affordable housing, early-stage small businesses, childcare centers, health clinics, and
community schools.*

CRA Notes and Below-Market Capital

Closely related to PRIs are Community Reinvestment Act (CRA) notes, which allow banks to
meet regulatory obligations while supporting community development. These notes are typically
structured as five- to ten-year, subordinated, below-market fixed-interest loans, providing stable
capital to CDFIs at reduced cost.*

For CDFIs, CRA capital serves as a reliable funding source that strengthens lending capacity.
For banks, CRA notes offer regulatory compliance, low credit risk exposure, and positive
community impact.

Together, PRIs and CRA notes form the backbone of CDFI balance sheets, enabling long-term
planning and sustained lending in underserved markets. X

Structuring and Managing PRIs

Investors engaging in PRI activity face a key decision: invest directly or through an
intermediary.

Some foundations and institutions invest directly into a specific CDFI or project. This approach
offers greater control and alignment to desired outcomes and impact but requires internal
underwriting expertise, external credit analysis, and ongoing monitoring and reporting.

Alternatively, investors can deploy PRIs through intermediaries that aggregate capital across
multiple CDFIs. Intermediaries handle due diligence, compliance, reporting, and portfolio
diversification, reducing administrative burden and spreading risk.*i

Types of PRI Investments
There are two dominant PRI strategies in community development finance.
e Direct project investing, which ties capital to a specific initiative—such as a health
center, housing development, or community facility—carries project-level risk.

e CDFI loan investments, which place capital into a CDFI’s general loan fund, diversifying
exposure across the institution’s portfolio rather than a single borrower. Historically, this
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has proven to be an exceptionally safe structure given the strong performance of well-
managed CDFIs.*

Blended Finance: Multiplying Impact

CDFIs rarely rely on a single form of capital. Instead, they assemble blended financing stacks
that combine grants, PRIs, CRA notes, and market-rate loans. Grants play a critical catalytic role
by absorbing early risk, funding operating capacity, capitalizing loan loss reserves, and reducing
the overall level of debt in a project, which, in turn, supports project cash flow and reduces the
total cost of a project.*"

Through blended finance, CDFIs have financed supermarkets in food deserts, affordable and
workforce housing, charter and community schools, and federally qualified health centers, as
well as small business lending.*"!

Case Study: A Low-Income Credit Union

A compelling example of catalytic capital at work is the launch of a low-income-designated
credit union supported by unrestricted philanthropic grants, including those from MacKenzie
Scott. Such grants have been widely documented as catalytic equity, enabling rapid balance-
sheet growth and expanded lending and low-cost depository services in underserved
communities. Vi

Why CDFIs Matter Now
As impact investing continues to mature, CDFIs represent one of the most effective and
underutilized vehicles for channeling capital into communities. They combine strong financial

performance, proven social outcomes, deep community trust, and flexible capital structures.

The opportunity ahead is not to reinvent community finance—but to scale what already works,
using PRIs, CRA notes, and blended capital to align investment with justice and opportunity.
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