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The Case Against the CDFI Fund

Congress Should End This Form of Corporate
Weltare

By NORBERT J. MICHEL AND JEROME FAMULARO

ack in March, President Trump issued an . consists of various discretionary grant programs.*
executive order targeting, among other things, . Essentially, the CDFI Fund is a corporate welfare program
the Treasury’s Community Development . forreal estate developers, and it should be eliminated.

Financial Institutions (CDFI) Fund, calling for
its elimination “to the maximum extent consistent with

applicable law.” The CDFI Fund, founded in 1994, provides BASICS OF THE CDFI FUND

tax credits, grants, and bonds to eligible institutions, The Riegle Community Development and Regulatory
including banks and nonprofits. The administration has Improvement Act of 1994 established the legal definition
received bipartisan pushback for issuing the executive order, of CDFIs and created the CDFI Fund, an independent
with CDFI Fund proponents claiming that small businesses government corporation.’ The CDFI Fund was then
and low-income communities would suffer a blow in the reorganized as part of the US Treasury in a 1995 budget
CDFI Fund’s absence.’ reconciliation bill, though it retained its original name.®
More recently, the White House’s discretionary budget As of September 2024, there were 1,426 CDFlIs, including
request outlined a net $191 million cut to the discretionary both for-profit depository institutions and nonprofit
funding for the CDFI Fund (Table 1).? In 2023, the CDFI Fund institutions.” In short, the CDFI Fund provides tax credits,
represented a budget cost of $2.1 billion per year. Of this grants, and bonds to various types of eligible entities.
total, 81 percent of funding ($1.7 billion) can be attributed These entities, in turn, act as intermediaries for funds to be
to a tax credit program, while the remaining $391 million disbursed to pay for services (including general business
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Table 1
2026 presidential budget request changes to CDFI Fund

Program cuts (detail)

$324,000,000
($290,854,000)

Current Services
Program Cuts

Program Increases (Rural Financial

Assistance Program) $100,000,000

Net Program Changes ($190,854,000)

FY 2026 Presidential Budget Request $133,146,000

Source: Department of the Treasury Community Development Financial
Institutions Fund Congressional Budget Justification FY 2026.

Notes: Numbers in parentheses are cuts. “Administration Cuts” refers to the
reduction of full-time-equivalent staff by 12.

expenses) and to subsidize development projects through
grants and loans. According to the US Department of the
Treasury, the mission of the CDFI Fund is to “expand
economic opportunity for underserved people and
communities by supporting the growth and capacity of

a national network of community development lenders,
investors, and financial service providers.”®

By far, the largest component of the CDFI Fund is the
New Markets Tax Credit (NMTC), which, in recent years,
has totaled over $1.5 billion annually.9 The NMTC was
established by the Community Renewal Tax Relief Act of
2000 and provides tax credits to Community Development
Entities (CDEs), which serve as tax credit intermediaries
to investors.’® CDEs are very similar to CDFIs, and many
organizations are cross-certified; strictly speaking,
however, they are not the same thing, because the CDE
designation specifically refers to NMTC intermediaries,
while the CDFI designation refers to financial institutions
that are eligible for other CDFI Fund programs (primarily
grants)."” The NMTC was set to expire at the end of 2025,
but Congress has permanently extended it."

The CDFI Fund issues several types of grants. In recent
years, the typical annual grant cost to the budget was
around $400 million, with costs in 2021 and 2022 being
noticeable exceptions because of COVID-19 relief funds. In
2021, a total of $1.25 billion’s worth of grants was issued
to 859 CDFIs as part of the CDFI Rapid Response Program
(RRP).” In 2022, the CDFI Equitable Response Program
(ERP) disbursed $1.74 billion in grants to 601 CDFIs." In

CDFI Program ($186,000,000)

Healthy Food Financing Initiative ($24,000,000)
Economic Mobility Corp ($2,000,000)

Bank Enterprise Award Program ($40,000,000)
Native American CDFIl Assistance ($28,000,000)

Program

($9,000,000)
($1,854,000)
($290,854,000)

Small Dollar Loan Program
Administration Cuts

Total Program Cuts

total, 988 CDFIs received funding from at least one of these
two COVID-era programs, and 472 CDFIs received funding
from both RRP and ERP. As Figure 1 demonstrates, aside from
these two years, the grants generally make up less than
25 percent of the total CDFI Fund budget impact.

Aside from these two large, one-time programs, most
of the grants to CDFIs are smaller and are awarded
through the Capital Magnet Fund (CMF) program and the
Financial Assistance (FA) program. In 2024, $246 million
was disbursed through the CMF program, primarily for
affordable housing developments, while $150 million was
disbursed through the FA program, primarily to enhance
CDFI balance sheets. Separately, various other CDFI Fund
grant programs disbursed a total of $150 million to CDFIs
in 2024. The CDFI Fund grant program generally has less
impact on the budget than the NMTC, but during the
COVID-19 pandemic, grant spending ballooned into the
billions. Table 2 provides recent budget data on CDFI Fund
grant programs; Table 3 provides descriptions of those
programs; and Figure 2 provides a graphic depiction of the

CDFI Fund’s grant and tax credit mechanisms.”

OVERLAPPING MISSIONS

Research shows that the CDFIs do lend primarily
to underserved markets, including low-income and
minority borrowers in distressed areas.'® However,
research demonstrating a direct link between the CDFI

Fund (or CDFIs) and expanded economic opportunity


https://home.treasury.gov/system/files/266/10.-CDFI-Fund-FY-2026-CJ.pdf
https://home.treasury.gov/system/files/266/10.-CDFI-Fund-FY-2026-CJ.pdf

Figure 1
Total CDFI Fund budgetary impact by year
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Sources: Table Data—Market Yield on US Treasury Securities at 7-Year Constant Maturity, Quoted on an Investment Basis; and US Department of the
Treasury, Community Development Financial Institutions Fund Searchable Awards Database.

Note: “Total Grants” includes the following awards: BEA, CDFI-ERP, CDFI-FA, CDFI-RRP, CDFI-TA, CMF, DF-FA, FEC, HFFI-FA, NACA Combined FA/TA
(Historic), NACA-FA, NACA-TA, and SDL. “NMTC forgone revenue” is an estimate of the present value of 7 years of tax credits amounting to 39 percent of
the NMTC allotted credit using 7-year federal borrowing rates.

Table 2
CDFI Fund grant programs (annual) CDFI Fund grant programs (COVID-19 recovery only)

Program
Amount -
CDFlI- Rapid Response 2021

$1,246,881,467

Capital Magnet Fund $246,385,000 RRP Program ’ only
CDFI-FA  Financial Assistance $150,020,000%* CDFI- Equitable 2022
) ERP Recovery Program $1,738,718,246 only
BEA Bank Enterprise Award $40,075,069
CDFI-TA  Technical Assistance $36,301,000% CDFI Fund Small Dollar Loan program
. . I Year | SDL Grant Amount
HFFI-FA H(.ealthy. Food Flnan0|ng Initiative $24,000,000% -
(Financial Assistance) 2021 $10,836,729
Native American CDFI Assistance * 2022 $11,410,759
NACA-FA (Financial Assistance) $23,622,500
2024 $17,999,987
Disability Funds (Financial
DF-FA Assistanyce) ( $6,475,000* Source: CDFI Fund Awards Database.
: - : Note: In some cases, 2023 and 2024 data are pooled. For all
NACA-TA Natlve.Amerlce.m CDFI Assistance $1,860,500* programs in the main table, pooled datapoints (marked with
(Technical Assistance) asterisks) are half the 2023 and 2024 sum total.


https://fred.stlouisfed.org/data/GS7
https://www.cdfifund.gov/awards/state-awards

Table 3

CDFI grant program descriptions

Capital Magnet
Fund

Financial
Assistance

Bank Enterprise
Award

Technical
Assistance

Healthy Food
Financing
Initiative

Native American
CDFI Assistance

Disability Funds

Small Dollar

Finances affordable housing and community revitalization efforts and low-income individuals, households, and
communities.

Provides financing capital, loan loss reserves, capital reserves, or operations. Recipient is required to match
its FA award dollar-for-dollar with non-federal funds of the same type as the award itself.

Provides monetary awards to banks/thrifts that have successfully demonstrated an increase in their
investments in census tracts with >30% of residents having incomes less than the national poverty level and
1.5x the national unemployment rate and helps banks/thrifts offset some of their risk and meet capital ratio
requirements.

Provides affordable financial products and services to low-income communities and families.

Provides funding to eligible organizations that are working to plan or develop a food retail outlet or food supply
chain business model that will improve access to staple and perishable foods in underserved areas through
Supplemental Nutrition Assistance Program—eligible food retailers.

Provides financial and technical assistance to CDFls serving Native American, Native Alaskan, and Native
Hawaiian communities.

Provides technical and financial assistance to CDFls that fund projects to help individuals with disabilities.

Provides grants for loan loss reserves and technical assistance to enable CDFls to establish and maintain

Loan

Rapid Response
Program

Equitable
Recovery
Program

Source: cdfifund.gov.

for underserved people and communities is extremely
limited—if it exists at all. Critics further charge that
many projects for “community development” encourage
developer rent-seeking for projects that evidence suggests
would have been undertaken anyway."” Critics also point
out that most geographic locations, not just low-income
areas, are eligible for CDFI Fund dollars or tax credits
and that a wide range of government programs already
exist to bolster low-income borrowing and community
development.'®

Supporters claim that tax credits and grants are
necessary to enhance the financial sector’s ability to spur
community development. However, even the CDFI Fund’s
own research has not demonstrated any improvement
in neighborhood conditions as a result of “concentrated
and sustained” CDFI lending."” Furthermore, as Table 4

shows, many other government programs exist with the

$1.73 billion in grants to 604 CDFls in 2022.

small dollar loan programs in order to help unbanked/underbanked populations build credit, access capital,
and access the mainstream financial system.

$1.25 billion in COVID-19 relief funds to 863 CDFls in 2021.

same type of mission as the CDFI Fund, resulting in many
redundant programs, all designed to improve low-income
neighborhoods.

One example of a government program intended for
similar purposes as the CDFI Fund is the Opportunity Zones
initiative, which, incidentally, Congress made permanent
in 2025.%° Like many similar programs, the primary
beneficiaries of Opportunity Zones are wealthy households,
and the jobs related to these projects typically flow to people
from outside the community.” Moreover, according to a
2014 Government Accountability Office report, 62 percent of
NMTC projects between 2010 and 2012 received additional
federal, state, or local government assistance, while
33 percent received additional federal funding (tax credits,
tax-exempt bonds, grants, or loans).?

Separately, the Community Reinvestment Act (CRA) of

1977 requires federal banking regulators to encourage banks


https://www.cdfifund.gov/

Figure 2
CDFI Fund’s grant and tax credit mechanisms
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to “help meet the credit needs of the local communities

in which they are chartered consistent with the safe and
sound operation of such institutions.”®® The CRA forces
depository institutions to engage in low- and moderate-
income household and area lending, pushing many banks
to invest in CDFIs for the express purpose of satisfying their
obligations under the CRA. Thus, the CRA overlaps with

the CDFI Fund’s agenda in a way that leads to more banks
investing in CDFIs than likely would otherwise. Therefore,
even if Congress eliminated the CDFI Fund, other legislative
mandates would still require lending in low-income/
underserved areas. In either case, it is a mistake to strong-
arm investment into preferred markets or areas, regardless
of whether the government is using carrots (i.e., the CDFI

Fund) or sticks (i.e., the CRA).

WHO BENEFITS?

Despite claiming to help fund projects in low-income areas,
the CDFI Fund has mainly benefited financial institutions,
which are able to stack tax credits or grants from the CDFI
Fund on top of other sources of public funding for the same
projects. Furthermore, projects in virtually all congressional
districts have census tracts that are eligible for CDFI Fund
money. Indeed, nearly half of US census tracts are eligible for
NMTC alone.** CDFI Fund grants are politically popular on
both sides of the aisle, since they can be used to divert federal
funds to local constituencies, whether urban or rural. While
the White House’s budget proposal suggests cutting the
CDFI Fund grant program as it currently exists and diverting
funds to primarily rural recipients, Congress seems unlikely

to eliminate the CDFI Fund. On one hand, it is very easy to


https://www.cdfifund.gov/sites/cdfi/files/documents/mcde-module-1-program-overview-revised.pdf

Table 4

Community development and affordable housing subsidies that overlap with the CDFI Fund’s mission

Housing Choice Voucher Program (Section 8)

HUD Public Housing Program

Low-Income Housing Tax Credit (LIHTC)

Community Reinvestment Act (CRA)

HOME Investment Partnerships Program

Community Development Block Grants (CDBGs)

Government-Sponsored Entities (GSE) Affordable
Housing Goals (Fannie Mae & Freddie Mac)

FHLB Affordable Housing Program

USDA Rural Development Programs

EPA Brownfields Program

Economic Development Administration Grants

FTA TOD Programs (Transit-Oriented Development)

Tax Cuts and Jobs Act Opportunity Zones

Small Business Administration Programs

Treasury’s State Small Business Credit Initiative

Minority Business Development Agency Programs

Federal Reserve’s Community Development
Function

AmeriCorps VISTA Economic Opportunity Programs

Source: Program websites.

Provides rental subsidies to low-income households to access private-
market housing. One of the largest federal housing assistance programs.

Owns and operates subsidized rental housing units for very low-income
families, the elderly, and people with disabilities.

The largest source of new affordable rental housing in the US, offering tax
credits to private developers.

Requires banks to meet the credit needs of low- and moderate-income
communities, incentivizing billions in loans and investments.

Major federal block grant program to states and cities for affordable
housing creation and preservation.

Flexible funding for housing, infrastructure, and economic development in
lower-income communities.

Mandates a portion of GSE financing to support low- and moderate-income
housing markets. Influences capital availability system-wide.

Grants and below-market loans from the Federal Home Loan Banks to
support affordable housing production.

Provides housing and infrastructure support in rural America, including
direct loans and rental assistance.

Supports the cleanup and reuse of contaminated properties, aiding local
housing and development.

Provides regional grants to spur job creation and infrastructure, often
complementary to housing efforts.

Supports planning and development around transit systems to create
walkable, mixed-use communities.

Encourages private investment in distressed areas via capital gains tax
deferral and exclusion.

Supports small business growth through capital access and technical
assistance, key to community vitality.

Supports state programs that expand access to capital for small
businesses.

Promotes the growth of minority-owned businesses through funding and
capacity-building.

Provides research, convening, and partnership-building in support of
equitable community development.

Places national service volunteers to develop anti-poverty and community
development programs.

expand the grant program for any “emergency” needs, as
was seen during the COVID-19 pandemic. On the other hand,
grant programs can be used to effectively bolster the support
of institutions and beneficiaries, as well as reward political
allies and preferred groups.

CDFI Fund grant programs benefit entire institutions rather

than specific project recipients, so it can be difficult to analyze
their impact. However, since the NMTC program directly
funds individual projects, it can be more informative to
investigate NMTC-backed projects.?® As a 2014 report from the
late Senator Tom Coburn documented, many of these projects

would be best described as corporate welfare.?®



One example from the report is the NMTC allocation to
help fund an expansion of the Atlanta Aquarium’s now-
closed AT&T Dolphin Tales exhibit. A total of $40 million in
NMTC allotments was secured by Imagine Downtown, Inc.
(now Atlanta Emerging Markets, Inc.), a CDE fully owned by
Invest Atlanta, the official economic development authority
for the City of Atlanta. According to the president of
Imagine Downtown, the tax credit was unnecessary as this
development would have happened anyway. The tax credit
was subsequently sold to Wells Fargo and SunTrust banks.*

Another questionable funding choice was the NMTC-
financed St. Louis Trolley, which received $43 million in
federal funding, including $15 million from the NMTC. The
projected total cost of the project was $43 million, almost fully
covered by federal funding.?® However, the total escalated
to $51 million, putting area taxpayers on the hook for the
remainder.?” The project has turned out to be a boondoggle,
falling far short of expected revenue and costing $160.58 per
passenger, making it much cheaper to hire Uber Black rides
for passengers rather than continue the service.*

In 2018, Vidalia Denim received $18.5 million from the
NMTC for the construction of a manufacturing facility in
Vidalia, Louisiana, with Chase Bank as the NMTC investor.*!
The company also received an $8 million grant from the
City of Vidalia, a $25 million US Department of Agriculture
Business and Industry Guaranteed loan from Jefferson
Financial Federal Credit Union to purchase, renovate, and
equip the textile facility, and a $5 million Small Business
Administration loan from Greater Nevada Credit Union.*
As of February 2025, the company faces public auction as it
owes $32.5 million in principal, interest, and late charges to
the previously mentioned credit unions.*®

These stories represent just a few examples; the NMTC
Coalition, a lobbying organization, lists NMTC-funded
projects and provides information about program costs,
NMTC allocations, and “impact” metrics, such as construction
and full-time-equivalent jobs arising from the projects.**

In recent years, the largest single project type has been
manufacturing, representing nearly one-third of all NMTC
allocation funds between 2022 and 2024. The second largest
category is health care, representing nearly 19 percent of
NMTC funding. The remaining half consists of nonprofit hubs,
municipal facilities, schools, mixed-use developments, food

and shelter, arts and culture, and other categories. Figure 3

contains a breakdown of NMTC allocations by project type,
and Table 5 shows more project examples.

As our Cato colleagues have stated, tax credit programs
receive support from Republicans by virtue of their status as
tax cuts, and they receive support from Democrats because
they act as welfare.*® In much the same way, the NMTC, the
largest budgetary component of the CDFI Fund, receives
minimal pushback from legislators of either political
party. Tax credits such as these have diverse coalitions of
beneficiary supporters, ranging from political action groups
to financial institutions, developers, and other for-profit
firms. However, they also often subsidize projects that
would have been undertaken anyway.

Some proponents claim that NMTC-financed projects
increase tax revenues more than the NMTC incurs forgone
revenue, packaging the claim as the NMTC delivering a strong
“return on investment” to taxpayer dollars.*® But this line of
thinking falls flat when considering the two possible situations
that can arise from an NMTC-financed project: If the project
was going to be undertaken anyway (such as in the case of the
Atlanta Aquarium), the tax credit produces a net reduction in
tax revenue. On the flip side, if the project appears unprofitable
to unsubsidized investors, it is likely to be unprofitable and
could become a net drain on public funds (potentially on local

coffers, such as in the case of the St. Louis Trolley).

CONCLUSION

With a litany of existing government programs intended
specifically for community development purposes, the CDFI
Fund is unnecessary by virtue of its redundancy. Moreover,
many of the development projects funded through the CDFI
Fund would occur even in the absence of government support.
While it would be wise to cut CDFI Fund grant programs and
let the NMTC expire, it would be even better to eliminate
the CDFI Fund entirely, such that it cannot be massively
expanded under guise of emergency. Private investors
are better stewards of their own money than Treasury
bureaucrats, and fiscal responsibility should be sought by
cutting spending, not gambling on developments with public
funds. Finally, if Congress views taxes as a hindrance to
investment, then it should lower taxes in general.

The authors would like to thank Christian Kruse and Grace

Beatty for their assistance on this project.



Figure 3

Share of NMTC allocation by project type (totals from 2022 to 2024)
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Source: NMTC Progress Reports: 2023, 2024, and 2025.
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Service Sector, Youth and Families, Grocery Stores and Fresh Food, Incubator, Science, Research, Technology, Hotels and Tourism, and Information

Technology.

Table 5

NMTC project examples

Project name Location Year . . Investor | Description
amount created

Brown Precision
South Alabama

East Jordan
Foundry

Whole Foods
Distribution
Center

WMATA New
Carrollton Rail
Yard

Continental Tire

Coca-Cola
Bottling United
East

Atmore, AL

Elmira, Ml

Chicago, IL

New
Carrollton,
MD

Norfolk, NE

Tifton, GA

2016

2017

2017

2017

2018

2020

$6,192,113

$34,215,000

$23,660,000

$4,900,000

$9,300,000

$32,350,000

“amyy

Nonprofit Hub 6. 59%

362

150

20

240

Unknown

PNC

Unknown

Unknown

US Bank

Truist

/Manufacturing 32.02%

/Heath Care 18.53%

New manufacturing facility performing machining
for aerospace and medical industries.

New facility and equipment for metal casting
facility producing infrastructure systems.

Midwest distribution facility for Whole Foods
serving stores in US and Canada.

New parking garage and bus loop, and transit-
oriented development (below-market housing,
condominiums, retail and office buildings).

Expansion of rubber mixing operations at
Continental Tire’s industrial hose plant, providing
rubber for industrial hoses and whitewall car
tires.

Coca-Cola United distribution center opening
expedited due to NMTC funding.


https://nmtccoalition.org//wp-content/uploads/2023_progress_report.pdf
https://nmtccoalition.org//wp-content/uploads/2024-NMTC-Progress-Report.pdf
https://nmtccoalition.org/progress-report/

Table 5 (continued)

NMTC project examples

Project name Location Year b Lhre L Description
amount created

Birds Eye Peas

MAC Trailer

Urban Market
Exchange

Duval County Armory
Redevelopment

Delta Millworks

Family Health
Services of Darke
County, Inc.

Austin Habitat for
Humanity—
Persimmon Point
Project

Hawaii Farming

Hollingsworth
Rehabiliation

Waseca, MN

Mount
Pleasant, Ml

Chicago, IL

Jacksonville,
FL

Wimberley,
X

Greenville,
OH

Austin, TX

Kamuela, HI

Dearborn, Ml

2021 $30,000,000

2022 $8,000,000

2023 $656,566

2023 $1,817,677

2024 $24,500,000

2024 $11,000,000

2024 $6,000,000

2024 $11,250,000

2024 $23,250,000

Source: Projects—New Markets Tax Credit Coalition.

Net job
loss

60

3

188

50

16

30

18

200

US Bank

PNC

US Bank

US Bank

Truist

Chase

US Bank

Capital
One

US Bank

Vegetable processing facility and equipment.
Facility would have ceased operations without
NMTC financing.

Acquired and equipped facility for building
trailers.

Startup offering consulting and legal services,
co-working spaces for artists, specialty and
venue spaces for training, residential
apartments, retail shops, and office services.

Entrepreneurship center operated by the
borrower that provides temporary co-working
and events space, a shared commercial
kitchen, and workforce development
consulting and training services to the local
community.

75K sq. ft. facility producing wood products.

Expansion of main health center.

Kickstart initial phase of development for
apartments and townhouses to be sold to
families earning up to 80% of local median
income.

A new facility including solar-powered lettuce
greenhouse and associated packhouse.

Acquired and rehabilitated building to serve
as headquarters for business that provides
auto parts and services to dealerships.


https://nmtccoalition.org/projects/
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