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New markets, stronger communities — 
why a community development tax credit makes sense 

• The nation's economy is booming — bul not everywhere. Many tirban and rural 

areas continue lo be held back by stubborn problems such as high iinemployinent and 

Lindereinployment, insufficient affordable housing, shortages of services stich as day-care 

and shopping centers and — perhaps mosl iinportanlly ~ by a chronic shortage of the 

private investment capital needed to stimulate and support community developmenl. 

Hard-pressed communi l ies need new tools. Investment capjtal_tendi In flriY '̂ ln\flrard — 

wheremoney js ^\XP7K(\\I acnimulaling — in fast-growing metropolitan areas, counties,— 

^TiBTegionj. Less fortunate places, particularly inner-city neighborhoods and low-income 

rtjral areasfhave comparatively few investment resources to call upon, and the resources 

they have are typically stretched thin. Although community development organizations 

such as community development corporations (CDCs), community development financial 

institutions (CDFIs), community development venture capital funds, micro lenders, and 

national and regional intermediaries have demonstrated their resourcefulness and skill in 

leveraging funds, unmet needs continue to outstrip available resources. 

• Targeted tax credits can create new markets. Tax credits offer an incentive for the 
private investment community to put more of its funds where the returns, measured in 
human capital as well as dollars, are likely to be greatest. Properly targeted, tax credits 
can stimulate whole industries and jump-start job growth. Two prime examples are the 
Low Income Housing Tax Credit (LIHTC) and the Com'munily Development Corporations 
Tax Credit (CDCTC) pilot program. The LIHTC has become the nation's main funding 
stimulus for affordable rental housing, generating 80,000-100,000 units annually and 
more than $1.8 billion annually in related wages. The CDCTC, although authorized only 
as a pilot program, has been used by some of the nation's most innovative CDCs to raise 
funds with which to encourage start-up businesses, help entrepreneurs get past the pitfalls 
of growth, and create the kinds of solid local jobs that, among other things, are a key to 
making the nation's welfare-to-work efforts effective. These success stories demonstrate 
that modest incentives at the federal level can yield high returns at the community level. 

• Tax credits -E market discipline = sustainable communi ty development. Because 
they act as incentives, not subsidies, tax credits do not artificially channel funds to places 
where the most crucial resources for community development — local commitment, 
5k4ik.^nd accougtabUky — may be lacking. Where those resources areTtI place UULdTe 
held back because local market opportunities are viewed as marginal by investors, tax 
credits can make the difference. And in helping to build strong networks of community 
investment organizations, tax credits contribute to sustainable economic development. 

• A communi ty development tax credit is a win-win proposit ion. Wilh the national 
economy strong. Congress and the President have an opportunity to use the tax code to 
level the playing field, promoting sustainable progress in areas that need a helping hand. 
Millions of Americans — and their communities — stand to benefit from this strategy. 
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The Case for a Commuinity 
Development Tax Credit 

All impoi l . i i i l key In tlic success nl sin,ill <in(l l.nt^c LnisiiK.'sscs is II.IVKIL; ,><CC'SS 

lo capil.il ,111(1 credit ( rcdil .ilonc is nol ihc .inswcr, Husiocssos niiist h.ivc' ('(iiiily 

( ,i|)il,il Ixd'oic tlu'v ,iic ( oiisi(lci('(l vi<il)l(' caiididaU's lor (l('l)l IIILKICIIIL;. I ; I ] I I I IV 

,1(1:, ,is ,1 I i i i l l i ' i ,ii;,iiiv,l 1111" v,iv;,u ii's of \ Uv markot |)l. i ic . . . (.onl IIIIMM I cfh x ts to 

( l iAclop the in.irkct', lor prixsitc ('(|iiily in\'('Stniciits \\'\\\ \)r rcwMidcd In' .in 

i i ino\Mlivc ,111(1 |)ro(iii("li\'(' hiisinoss community. 1 hh is ('s|)(.'ci,illy true in lowc'i-

i iKo inc conununities, u'lieit.' ihe \\'(.Myhl ol (.'X|),insi"v'i;' debt ol.iliq.itions on sni.ill 

tiMiis can sev(.'i(.'ly impede i;i()u4h prospecls , , B.irricrs slill impc.-de ihc tree 

flow (.)f capiUil ,111(1 peo|)le lo their most ))roduclive em()loymc'nl. In ihe small 

business se( lor, potenlml im|)(.'(limenls include: lack of market inlormation, 

(l i lf icii l l ies 111 ,issessin;; risk, high lr,insaclion costs for sm,ill l(),ins, .md, in rur,il 

,ir(Ms, spcci,il challeng(-s ,issocialC'd with gcogra|)hic dislances from lenders ,incl 

potential m. i rket .s jone p.iilicular b.irriei — a[.)p,irc'nl dis|)arities in ,icc(^ss to 

"••̂  c r r r f t r to?"minor i l y -owncd husinesses — raises disUirbing (:|U(,'slions. To the 

exlenl lhal markel p,ulici|i,ints discriminate, consciously or unconsciously, ctedi l 

does r io i f l c iw lo ils m'osi i)rofilal)le uses and the distr ibi i l ion of ou lpul is 

dislortecL In ihe cniL-Costsarc higher, less real output is produced, and the 

distr ibution of oulpul is distorted , , . We need lo make further progress in 

CStablislimgJiUSineSS re la t ionsh ips b e t w e e n ' h e f inTmrial spry i res spc lnTanHjT ie 

rapidly growirig-riuii ibor of ni inori ly and wnmen ovi'nr^d hiininessp'-i ' 

— federal Reserve Board Chairman Alan Greenspan, March 7 999' 

• The nation's economy Is booming — 
but not everywhere. 

Nine years into an unprecedented period of economic expansion, the U.S. economy seems 

to be in great shape. The unemployment rate nationwide, at 4.4 percent, is approaching its 

lowest level in three decades. Inflation appears to be staying under control. High-tech start­

ups and upstart Internet enterprises are creating millionaires virtually overnight. But it isn't 

strictly true (despite what President Kennedy used to say) that a rising tide lifts all boats. 

Much of the tidal surge has been taking place in a relatively small number of economic 
and geographical sectors. Private venlure capital investmenl, for instance, rose 24 percent 
in 1998, ta$14.3 billion. But technology-based companies accounted for 76 percent of the 
total. And most of those ckjJIarsJowed to a few urban/sujjurHan areas. About 50 percent of 
the venlure capital invested during the fourth quarter of 1998 went to just two regions — 
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Maine 
IS a 

p l a c e , b u t n-s also a larg,^ly 

rural state where convc.'niional investmenf 

capital can he hard to come hy 

That's where Coastal Enterprises, Inc 

(Cf;l) comes in, 

Uased in Iho scacoasl -town of Wiscasset, 

Cni is a private non-profit community develop­

ment corporation (CDC) wi l l i a 21 -year record 

of service as a community investment catalyst, 

creating opportunihes to link Mainers' strong 

entrepreneurial traditions with venture capital 

and lechnical assistance. 

As ils name suggests, CLI initially focused 

on the needs of Maine's coastal communilies, 

where the three-cenluries-old fishing industry 

could no longer be relied 

on to provide employment 

and sustain local econo­

mies. Today CEI operates 

statewide — and, through 

Cf/ Developmenl Services, 

has even "gone global," 

providing assistance to a 

number of Eastern Euro­

pean communities seeking 

to develop sustainable, 

self-reliant economies. 

More than money 
CEI has participated in 

over $200 million of eco­
nomic development fi­
nancing, benefitting 1,000 
businesses, social services 
and housing projects; has 
creaied or sustained 
10,000 jobs; and has counseled over 8,000 
small businesses. With a staff of 60 (and 20 
AmeriCorps participants), CEI is able to pro­
vide in-depth technical and capital assistance 
in the development of such areas as housing 
and child care, the natural resources induslry, 
business financing, employment and self-
employment for people with low incomes and 
women in business. CEI bultresses its invest­
ment initiatives with results-oriented research 

and policy rlevt^lopment work on topics such as 

the social return on investment, welfare-to-

work, microenterprises, sustainable natural 

resources and telecommunications. 

Capital connections 
CEI has also established Coastal Ventures 

Limited Partnership (CVLP), Maine's first scxrially 

responsible venture capital fund, which seeks to 

\connect investors' eciuity capital wilh businesses 

/offering socially beneficial products and ser­

vices. Cuddledown of Maine, a calaiog store 

nationally known for its |5rcmium-qualily bed-

and-balh merchandise, used CVLP financing lo 

triple its manufacturing capacity while main­

taining its c:ommitmenl to creating qualily jobs 

wi lh above-average wages and benefits. 

Putting tax credits to work 
In its role as a "critical link" to a better life 

for Maine people, CEI utilizes a wide range of 

investment tools. One of 20 CDCs selected to 

participate in the 1993 CDC tax credit pilot 

Coastal Enterprises, Inc., works withTirms such as New England 800, 
a custom inbound call center, to create good jobs with benefits. 

program, C:EI raised $2 million in grants and 

loans from KeyBank Corp., using the funds to 

underwrite a revolving loan fund which has 

helped finamce more lhan 20 businesses that 

provide some 600 jobs. 

CEI's hrsl-hand experience with tax credits 

illustrates fiow they can be used lo channel 

investment capital in ways that yield high re­

turns — in innovative, sustainable community 

development. 



California's Silicon Vallev and New England''- high-tech cnrr'if\r^n-J^it\t,M M\ 

lo the greater New York, Los Angeles/Orange County, and Washington, DC, metropolitan 

areas^Only 5.7 percent ol all venlure capital invpsiments wppj to the South Cpnlra| 

Soumwesl, and Notthwest regions comhined.' Notably, all three regions have significant 

lower-incnr-np typically rural populations. 

We're paying a ()rice for allowing the tide to lift some boats so much more than others. 

The already-affluent may be becoming more so, bul millions of Ainericans are losingground, 

relatively speaking, and the gap has widened during the 1990s. The top 20 percent of U.S. 

households look in half of the national iticome in 1997; the olher 80 percenl divided the 

other half. Income disparities are slark: in New York the richest 20 percent, with average 

incomes of $132,.390 in 1997, were more lhan 19 limes as wealthy as the bottom 20 

percenl, who had average incomes of $6,787. Tor the lowest ihree-fifths of the populalion, 

income levels after adjusting for infialion remain below where they were in 1989.' 

And the employment situation, which seems so upbeat nationally, is distinctly downbeat 
for many Americans. Forexample, while Hispanic males have the greatest labor participation 
rate (79.6 percent, compared to 75.8 percenl for while males and 68.7 percent for black 
males), Hispanic families have the highest poverty rate (27 percent, compared to 26.4 

percent for African Ainerican families and 8.5 percent for white families)." This problem 

people working hard bul unable to escape poverty — is aggravated by lack of access to 
financial services and capital, manifesting itself in lack of housing and community facility 

lopments in low-income Latino and African American communities."'" 

For many rural areas, the current economic boom is a distant echo. The ten poorest 
counties in the U.S. are rural, with_goverty rates in some cases exceeding 60_p£rcent.'' In 

^Appaladi ia, where the Appalachian Regional Commission considers a county "distressed" 
if uriemploymenl and poverty rates are~?5-pef€eoLhi£her than the national average, there 

re 97 iuchcount ies in 1998, conipared j o 9 0 in 1 9 ' ) ? ^ n d the South today has been 
described as^TaTe of two economies, oneTising and one falling." Jobs, mostly high-tech, 
are being created at record rates along the lnterstate_8f|_comd^ Richmond, VA, 

and Greensboro, NC, but wher iyou leave 1-85 and fan out along the secondary roads, you 
discover that in the same^rea at tTie same time more than 200,000 lower-skill apparel and 
textile-manufacturing jobs have been lost.* 

• Hard-pressed communities need new tools. 

These are problems that an economic boom alone isn't likely to resolve. Investment capital 
tends to flow toward where il is already accumulating — in fast-growing metropolitan areas, 

_ counties, and regionsj-ess fortunate places, notably inner-city neighborhoods and low-
' i i icutne rural areasTTiave coinparatively few investment resources to call upon, and the 
j^sources they have are more likely lo be stretched thin. 

This is not to suggest, however, that the entrepreneunal spirit is lacking in such places. 
There is abundant evidence that it's alive and well.'' And the importance of small businesses 
in building healthier communities would be hard to exag^;erate. Hie nat ion'sj j^mil l inn n r r ^ 

J)u.sinpssps prndii££d_an^sljrna^ 64 percent of the 2.5 million"new7oErcreated in 1996 
' "Ml l f " ' " ' ' I' • " 



community development tax credit ? 

• V\'[ial w i l l he the impact of the t.ix credits 

It's eslinuHed that the tax credit will channel $6 

billion ill new equity investment ca/,)/(a/ (o low- jnd 

modcrate-mcome rural and urban communities 

over the next 5 years. With venture capital invest­

ment nationwide estimated at about $U billion in 

1998, the tax credit represents a sii^nificant increase 

in investment in undersen/ed areas. 

• Elow wi l l the funds goneraled hy Ihe l.ix credit 

be invested ^ A network of privaie communi ty 

developmenl organizations wi l l bu i ld on existing 

efforts lo provide credit, equily, and technical assis­

tance to businesses which create jobs, products and ' 

services that benefit the communi ly . Operating 

wi lh in broad overall guidelines, communi ty devel­

opmenl organizations wi l l make their own determi­

nations regarding h o w best to use funds to p romoie 

new business start-ups and suppon existing, job-

creating businesses of all sizes, from micro-enter­

prises to major firms, f o r example, ihey could 

choose to suppon inner-city shopping centers, 

manufacturing firms w i lh 5 pr 500 employees, relail 

stores, services providers, telecommunications and 

olher technology firms, small business incubator 

arrangements, co-op marketing initiatives, and es­

sential communi ty facilities such as child-care cen­

ters, health centers and senior centers. 

• What kinds of organizatiohs will be involved 

in investing these funds? /Entities eligible lo use 

allocated lax credits lo generate investment capital 

include communily developmenl corporations 

(CDCs), communily development financial instilu­

tions (CDFIs), venlure capital funds, micro enter­

prise developmenl organizations, regional and na­

tional intermediaries, secondary markel institutions, 

and olher communily developmenl organizalions. 

• How can we be confident lhal this kind of 

targeted tax credit will work? Targeted tax credits 

have already been used effectively to promoie and 

sustain communily development. The Low Income 

Housing Tax Credit (ilHTC), initially enacted in 

7 986, has spurred the construction and rehabilila­

tion of nearly 1 million apartments dedicated lo 

low-income tenants at restricted rents. Although 

the tax credit represents less than 3% ofall federal 

tax expenditures for housing (paling in comparison 

to homeowners' mortgage deductions), it has be­

come the nation's single most important stimulus 

for affordable rental housing, generating 80,000 -

100,000 units annually and more lhan $1.8 billion 

each year in related wages. Although much smaller 

in scope, the Communily Development Corpora-

lion Tax Credit (CDCTC) pilot program, enacted in 

1993, has been used effectively by a number of 

CDCs to suppon business development, job retrain­

ing in a local industry downsizing situation, financ­

ing of a key local enterprise as it took steps to adapt 

and grow by shifting product lines, creation of re­

volving loan funds capable of stepping in and pro­

viding crucial shon-term financing assislance for 

growing businesses, and leveraging of addilional 

investments in the contmunity. 

' • How does communily development compare 

with other kinds of investment? Hard-pressed 

inner-city neighborhoods and poverty-plagued rural 

areas don't change overnight. Investing in commu­

nity development means, by definition, getting in 

for the long haul, nol the quick hit. So it may lack 

the allure of, say, betting on a high-lech, high-pro­

file stan-up lhal generates a lot of buzz. Bul the 

nation's more than 2,000 community developmenl 

organizalions have long since demonstrated lhal 

patience, skill, and sheer stubbornness can be pow­

erful change agents. Rooted in the communilies 

they serve, accountable to the people who live 

there, they've learned how to combine human and 

financial capital. Community developmenl is an 

inveslnienl in the nation's future. Who stands lo 

benefit from a community developmenl lax credit? 

We all do. 



(,ind viitually all of the net new |obs ,i(lded to Ihe (^conomy); accounted loi 67 percent of 

all first-time |olis and l.wsic skills Ir.iining; and lined a larger |)ro|3orli()n of younger workers, 

older workers, women and workers preferring to work part-time.'" 

The work elhic, too, is ,iliv( 
people making the transilion fr 
To illustrate, UPS found that c 
Philadelphia air hub quit in the 
Sprinl reports lhal only 1 5 pcrc 

ire finding, for ex.iinple, th.it mosl 
iv.jilrongly commit led to succeeding, 
former welfare recipients lured at its 

pared to <i not mai r,\te of 40 percent, and 

we new-hires at its Kansas Cily c all cenler 

left in the first 1 2 weeks, comp,ired with ,i n<)rm,il tjuil rate of 70 percent." 

The policy problem facing the nation, as the Small Business Administration has noted, 

is nol that there's a shortage of enterprises poised lo grow or people willing to work. The 

problem is that "the rapidly growing firms that are generating most of the employment are 

not geUing an adequate supply ol equity capital to inainiain a healthy"debt-equity ratio." 

^ ^ t h o r woFtiyrtfit^y're starved for oxygen. I he obvious solution is lo increase the flow. 

Small, community-building 
businesses are starved for 
the oxygen of equity capital 
The obvious solution is to 
increase the flow. 

That could be an all but impossible task, how­
ever, if direct connections had to be made between 
each and every small business and each and every 
potential private equity investor. Relatively few 
institutional or individual investors have strong links 

Jo inner-cilynieighborhoods or rufaTregions. Bank 

mergers may EiaveTixacerbated this problem by, in 

many cases, removing decision-making from local 

managers.^'' Without some means of efficiently 

channeling private investments to communities in 

need, the oxygen flow would be unlikely to im­

prove. And Alan Greenspan's admonition to "make further progress in establishing business 

relationships between the financial services sector and the rapidly growing number of 

minority- and women-owned businesses" would remain unaddressed.^1-.. 

Fortunately, however, a nationwide network of community development organizations 

is already in place.^&lter still, many of these organizations (five of which are highlighted in 

this report) have long~>o4varied experience in leveraging financial resources for the 

betterment of the communitie^vv^iere they work:'^ 

These organizations take various fornaS: Community development corporations (CDCs), 
which originated in the 1960s, are locally-^ased, locally-controlled, non-profit entities 
(sometimes with for-profit affi|iftfes) dedicated to improving the well-being of the lower-
income areas they serve. There are now more than 2,^00,CDCs in the U.S. Many have 
focused on producing affordable housing; they have built m d r e ^ a n 500,000 units and 
account for more than a third of all affordable housing n a t i o n w i ^ e ^ CDCs have also 
become heavily involved in supporting job-creating local businesses, ancKliave developed 
a solid capacity to undertake community development in partnership with thd~^rivate sector, 
even while remaining community-based and controlled."^' 
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Capital 
Is scarce 

In the 

Delta 
and the fruits of an extended bull market have 

yielded little benefit for the nation's poorest 

region," says Bill Bynum, President of Enter­

prise Corporat ion of the Delta (ECD), based 

in Jackson, MS. 

Bynum is talking hard fads, hut he isn't just 

wringing his hands. He's searching full-time for 

more sources of investment capital to deploy 

across a region whose human as well as eco­

nomic potential, he believes, has been greatly 

undervalued. 

Tola! businesses assisted 
Minority-owned 
Female-owned 

Financing commitmenis: 
ECD 

, Leveraged (non-ECD) 
Jobs impacted 
Annual sales Impact 
Loan losses 

A t t a c k i n g o b s t a c l e s 

A private, tax-exempt 
business development and 
finance organization, ECD 
works lo strengthen the 
economy and improve the 
quality of life for a tri-statc 
region covering 58 urban 
and rural counties along 
the Mississippi River in 
western Mississippi, east­
ern Arkansas and north­
eastern Louisiana. ECD 
fulfills its mission by pro­
viding financial and tech-
fi lcal assistance to companies and entrepre­
neurs in the region, and forging strategic part­
nerships with private, public and non-profit 
sector organizations committed to developing 
the region's human and economic assets. 

ECD cleady faces a major challenge. The 
Delta's 1990 Census numbers tell part of the 
story. The high-school dropout rate was 44.3%, 
almost twice the national level of 24.8%. The 
rate of households below the poverty level was 
27.9%, more than twice the nalionaMate of 
1 3%. Median household income was $16,583, 
about hair ihe halioiTaTrate of $30,056. These 
disadvantages, coupled wilh out-migration, 
scarcity of resources and racial disparities, 
represent huge obstacles to regional economic 
developmenl. 

PROGRESS MARKERS 

What ECD's investment programs 
have accomplished, 1994-7998 

A g g r e s s i v e f i n a n c i n g 

But ECD, which went into business in 

1994, has made inroads. In its first five years, 

the organi;?alion has provided financing and 

technical assislance lo 633 firms, resulting in 

5,252 jobs. And, to aUraa more venture capi­

tal from individual as well as institutional inves­

tors, ECD has established ECD Investments 

(ECDl), a limited liability company. 

Wi th an impressively diversified portfolio 

ranging from furniture manufaciurers lo retire­

ment comrnunities, ECD has a five-year strat­

egy calling for aggressive financing and techni­

cal assistance that will generate 37,500 jobs, 

increasing job creation in the region by 33%. 

It's a region, Bynum believes, whose people 

are ready to become full partners in the na­

tion's economic progress — and to return high 

dividends on regional investments. 

What they need is more capital — whether 

to facilitate promising 

business start-ups or 

help an enterprise 

grow to meet increas­

ing demand for its 

products and services. 

ECD stands ready to 

back up investment? 

with the technical as­

sistance that can assure 

their success, but funds 

have to flow to make 

the formula work. 

That's why ECD is 

among many l ike-

minded organizations 

strongly committed to the concept of a com­

munity development tax crediL Where a 

potential investor is poised to make the right 

move, a ta>: credit can make the difference 

between aciJon and hesitation — and in the 

Delta, as in the stock market, that difference 

can be crucial. 

"The key thing to keep in mind," Bynum 

says, "is, yes, the Delta may have had more 

than its share; of problems, historically speaking 

but the 
possibilities 

are enormous.' 

633 
262 
345 

$19.1 million 
$34.8 million 

: 5,25^, 
$201 million 

Mil tier 3% 
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Community development fin.incial inslilulions (CDFIs) combine principles of social and 
economic justice wi lh solid Ixisiness performance, borrowing mon(>y from investors and 
lending it to finance housing construction and renovation, business slari-u(is and exjjansions, 
and essential cominunity services. In addition to CDCs, CDFIs include community 
developfneni loan funds, community development credit unions, micioenterprise funds, and 
communilydevelopment venture capital funds. National, regional, and local intermediaries 
channel investments and technici l sup[)orl lo community devel()()ment organic',itions. 

These organizations rely on a wide variety of public and priv,ile funding sources, working 
closely with federal, regional, slate, and munici|)al agencies, banks, businesses, philanthro­
pies, and olher entities. As public/private partnerships, they have skillfully used public funds 
at modest levels to leverage substanlial privaie investmenl, building broad-based alliances, 
nurturing long-term relationships among slakeliolders, and bringing the best thinking from 
both public and privaie sectors to bear on community revitalization. They are, in many 
instances, a community's most vital resource, its most effective agents of change. 

• A community development tax credit 
can worii wonders. 

Tax credits offer an infe^ntive for the private investineni community lo put'more of its funds 
where the returns, measu'red nol only in dollars but also in development of human capital, 
are likely to be greatest. Prbperly targeted, tax credits can stimulate whole industries and 
support sustainable job growth. , " 

The Low Income Housing Tax Credit (LIHTC), initially enacted as part of the Tax Reform 
Act of 1986 and made permanent in 1993, ,h'as been notably effective in engaging the 
private sector in community-building. The~tax credit has increased the tiation's supply of 
affordable housing by neady 1 million^ufiits. IiHias become the main funding stimulus for 
affordable rental housing, generating/'feach year, 8 0 m o to 100,000 units plus an estimated 
70,000 jobs, more than $1.8 billi^n''in wages, and upw^r.^s of $700 million in tax revenues.'^ 

In 1993, Congress authorized a Community Developrhent Corporations Tax Credit 
(CDCTC) demonstration,^ogram, administered by the DepartrVtent of Housing and Urban 
Development (HUD), Which selected 20 CDCs across the n a t i o n ^ participants, with each 
CDC eligible to receive up to $2 million in private-sector investinents encouraged by 
favorable tax treatment. The pilot program became effective in mi^'v1994. Since then, 
participants have raised about $20 million via the tax crediL Funds have been used to 
support business start-ups, provide small-scale infusions of capital to help entfepreneurs get 
past thip'pitfalls of growth, and underwrite essential community improvementVojects that 
lay the foundation for sustainable growth. 

The CDCTC pilot program has also been a highly us(;ful learning experience forHie 
'participants. Those that have not yet raised significant amounts using the tax credit have 
identified a number of barriers that needed to be addressed, ranging fro.m increasing their 
own marketing activities to forming the kinds of limited partnerships that can attract investors 
and obtaining clear, timely direction from the Inlernal Revenue Service in order to be able 
to precisely quantify the tax advantages of investing in community development. 
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Looking 
for exapioles 

to follow? 
Look to 

Newark. 

0/ 

Yes, Newark. Anyone who's vi l l skepti(.,il ot 

the jDOwer of community (^loveliVmenl should 

consider a trip to New jersey, to sye what New 

Communi ty Corporat ion (NCC) vias accoiu 

plished in gritty inner-city neighboNioods iKal 

were all but destroyed by the riots of 19j67, 

Talk about great oaks from little acWns, The 

acorn, in this case, was a church lysiVnent, a 

fefuge from the riots where parisli^ioners hud­

dled with their parish priest, ypilliam finder, 

and had their failh tested. 

Build a new communily'cjut of the asl")es of 

ilhe old? In an era when iKose who could were 

jabandoning the citiesylt seemed impossible. 

But thanks lo "faith, brope, and leverage" 

.Father (now Msgr/f Linder shrewdly 

ipuls i l — NCC/tias prevailed. And 

Then some. 

ington Po^t reported in a March 1999, 

|)rofilc', I'aihill,irk found that iniK.'r-city resi-

(l(.'nls will use their buying power to reward 

businesses ihat nicct iheir needs. The long-hekl 

belief ih.it inner cilies arc ,1 had investment risk 

IS slowly giving w,iy to the discover^that in the 

right h.inds they re|)ri'Sent real (H/portunity. 

P a r t n e r i n g w i l h P f ^ r t t e n l i a l 

NCC ( loesn>^ave to speculate aliOLiI 

wh(^thcr a (>rmmunity cl(.'velopmenl lax credit 

would LK^FI) attract more capital. I ho org,inizat-

ioiU<H)k p.irt in the 1993 CDC lax credit pilot 

wigrani , partneringwith Prudenlial Insurance, 

which purchased $2 million in tax credits. That 

kind of funding has helped advance NCC 

projects such as converting an abandoned 

Borden Milk plant inlo a home for New Com-

munity Technologies, which builds pre-fab 

panels for local housing projecis, employing 

inner-city people who are making the transi­

tion from welfare to work. Prudenlial, based in 

Newark and committed lo social investment, 

stands ready lo partner with NCC again. 

Does a community development tax credit 

make sense? Look to Newark. 

Mhre Retailers Are Sold on Cities 
Commui i i ty commilment 

I Novyihe nation's largest commu­

in i ty de j^ lopment corporation, NCC is ; 

tougbr to capture in numbers alone. • 

Buyconsider: 3,100 apartments and jj 

tQwn houses in 18 complexes. Day ̂  

i re centers caring for more than 700 ̂  

children. More than 1,500 employees 

providing services to 35,000 people ' 

daily — helping them get high-school 

diplomas, learn job skills, get to and 

from work or the Pathmark supermar­

ket that NCC persuaded to locate in a 

neighborhood that hadn't had a mar­

ket for 25 years. Or to the New Com­

munity Neighborhood Center, proud 

symbol of an entire community's 

commitment to itself. 

Today policymakers and the me­

dia look to NCC and Newark as a 

case study of what can be accom­

plished with the right mix of capital 

and human resources. As the Wash-

Siraltgu 

'Mu*dtitarr'$ ffiufn' 

Ml irriaN rttatlrrt: 

• Mon urhan «qr* i 
H u n r u f ^ a uAti^b*n 
Onr« M tnlMn' llw IAC 
10p»fMM 0«»<K»"'^ 

• W h w w H M b r 

' MTtft*! ttw 1410 

prrlomtn 

Tliey Say Hicrc's Mdiicy Tlicre Mier Al! 
f^UirHAicA PuTCMia 

NEWAJtK 

I orata H (iu* tMr'% bopowoiahM] 
JLaaainl vaid » 9 * U wwnurtaUF. 
w t an irrmj td laal (uod MJUI awl t 
•raaD pamJ drlrvrr) Uorr apchurtil br 
• lwa(Ln< tupcnnirttt 

It la tkr trpt of iVvdopmnt Mifni-
• In (ubuitu [fall r (wari 

NCC's Bill Under was profiled in a recent Washingion Post 
accounl of inner-cily Newark's progress. The headlines tell tho 
story — par< of it, anyway. There's more lhan money al work. 
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With these obstacles addressed, the stage has been set to make broadly effective use of 
a community development lax credit. Indeed, a recent analysis of the pilot program by The 
Broo ings InslituUon concluded that "a federal tax credit targeted towa d [communi y 
development] aCv.t .es can be an important tool for drawing private investment into 
low-mcome commun.fes. The timing is right. The ground-level network of stronP 
organizations that can make effective use of a tax credit exists. The private sector haf 
demonstrated a wi ingness to participate. And the neighborhoods themselves are ready 
with many now able to sustain development over the long term.'"' 

II IS imporlanl to note whal lax credits are no(. They are nol subsidies. Because ihey act 
only as investment incentives, lax credits do not artificially channel public or private funds 
to places where the mos, crucial prerequisites for communily development - loc 
commitment, skills, accountability, and Irack records - may be lacking or',n short supp y 
Tax credits alone cannol spur investment where the necessary infrastructure is missing Bu, 
what they can do is help level the economic playing field. Where local resources a e tron 
ax credits can ma e a critical difference, attracting inveslors who might otherwise shy away 

from investing in the future of lower-income communities. ^ ^ 

A coinmunity developmenl lax credit, in short, represents a sound investment for the 
nation, whether from an economic or social perspective. In Alan Greenspan's terminology 
. means more real output and better distribution of output. In the language of social change 
-t means improving the prospects for sustainable community development. And for the 
people at the front lines - the millions of lower-income Americans trying to start or grow 
businesses, provide needed services, or earn a living wage in a job with decent benefks -

Sourci 
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6 USDA, Economic Research Service, Rural Developmenl Perspea.ves, lanuary'l 999 
7. Pockets of Decay Are Plaguing the Soull,," Wall SUee, Journal, March 6 1998 ' 
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Rural America 
Is rV7M 
espe 

hard-pressed 
for Rive .̂i™ef]!t 
capital, and 

the challenge is probably nowhere greater lhan 

in Ihe areas where the Rural Development & 

Finance Corporat ion (RDFC) is at work: the 

™5_a«*r>5'alcmg^he U,S.-Mexico border, 

j^atiy£_,American l a n d ^ and largely African-

\merican'rural commyp^ties in the Southeast. 

"Along Wilh Appalachia, these areas account for 

I virtually all o f the nation's 500 persistently poor 

I counties, described by Agriculture Department 

I economists as "those sections of the country 

S where the trajectory of poverty and economic 

depression has historically headed downward." 

No one living in these areas likes being 

trapped in that kind of trajectory. No one likes 

living in colonias settlements lacking basic 

amenities such as adequate roads, sanitary 

water and sewer systems, and decent housing. 

No one likes living with the uncertainty and 

the often brutal conditions of low-wage sea­

sonal jobs and the 50%-and-up real unemploy­

ment rates typical of persistently poor counties. 

No one wants to live withoui being able to 

glimpse signs of change, without hope of being 

able to make things better. 

i 
'^'Everything great starts small 

Making things better is RDFC's mission. 
Based in San Antonio, the private, non-proht 
RDFC started out in 1977 as the.National Rural 
Development & Finance Corp.; in 1994, 
"national" was dropped as the organization 
redirected itself, in effect deciding to focus on 
the toughest cases. Currently, with a staff of 10 
and an annual operating budget that hasn't yet 
broken the million-dollar mark, RDFC is obvi­
ously among the nation's smaller financial 
intermediaries. But to CFO Gloria Guerrero, 
small IS OK: "It's how everything great starts." 

RDFC points, for example, to the 500 units 
of affordable housing — homes now owned by 

lower-incorne families — that it has financed in 

colonijs setiilements. Policymakers and practi­

tioners often think of housing and economic 

flevelopment as different activities. Guerrero 

points out that housing is economic develop­

ment — generating jobs, adding value to the 

community, and showing skeptics that when 

you stick with i l , you can get something done. 

Adding financial muscle 
With an $8 million loan fund, RDFC has 

been able to supply some financial muscle to 

micro-enterprises that offer the potential to 

create real change and new opportunities. 

For example, RDFC provided a $290,000 

loan a few years ago to help a south Texas 

entrepreneur. Dr. ChaHes Taylor, move ahead 

with plans to process kenaf, a natural fiber that, 

among olher things, can substitute for cellulose 

in the production of newspnnl and paper. 

Kenaf is fast-growing, needs little water, and 

doesn't require massive applications of fertiliz­

ers and pesticides, so it's environment-friendly. 

Today Kenaf Paper is planning a $130-mill ion 

newsprinlmil l , and Kenaf Industries is develop­

ing other applications. The two enterprises 

have generated 40 jobs thus far; if all goes well 

they'll creale another 500 or so in the near 

future. RDFC's modest start-up investment is 

beginning to yield high dividends in value-

added manufacturing and non-seasonal jobs 

that pay a living wage. 

Shaping a future that works 
A participiant in the CDC tax credit pilot 

program enacted in 1993, RDFC discovered 
that the program had limited applicability to 
RDFC's service areas, largely because the tax 
credit and the investments that could be f i­
nanced through il weren't sufficient to attract 
investors. But Guerrero remains convinced that 
lax credits can be used effectively to promote 
community development as long as the credits 
are large enough and long-lasting enough to 
meet investors' needs. 

Guerrero envisions using such a credit to 
build a multi-slate venlure capital fund to 
underwrite business developmenl offenng 
viable alternatives to regions long in need of an 
economic boost. "Despite the enormous obsta­
cles we face," she says, "we can shape a future 
that works — and tax credits have a major role 
to play in it." 
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