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Credit Supply Gap in Indian Country

* Native Communities have historically had:
* Greater distance to financial institutions
* Scarcity of mainstream financial institutions

* Limited access to credit

* Consequently,
* Higher incidence of thin files
* Lower credit scores
* Higher number of unbanked households
* Less financial security

Native Community Development Financial Institutions (NCDFIs) have
emerged as a key solution to the credit supply gap
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Methodology - Timeline

*2021: Listening sessions with NCDFIs
*2022: One-on-one interviews (1 hour)
* Conducted by Oweesta
* Invited all certified NCDFIs and subset of emerging NCDFIs
*46 NCDFIs participated
*Helped us design the quantitative survey instrument

*2023: Quantitative survey
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Methodology — Quantitative Survey

Invited 73 NCDFIs: All certified and several emerging NCDFIs

Final sample: 49 NCDFIs
* 39 certified (75% of all certified NCDFIs)
* 10 emerging
* Focus on loan funds

Survey took approximately 1 hour

Wide range of information
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Diversity of NCDFIs

operate as non-profit organizations
are independent

headquartered on reservations
located in urban areas

report to at least one credit bureau

use one of two main loan service systems:
The Exceptional Assistant (TEA)
DownHome Loan manager
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NCDFI Spatial Distribution
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Pacific 31
Mountain 22
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West South Central 8
East North Central 8

South Atlantic 2

New England 2

Mid-Atlantic 2
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Distribution of Number of Employees
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Distribution of Number of Loan Clients
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Distribution of NCDFI Portfolio Size
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Loan Amount Distributions by Loan Type

Business Loans Amounts

Consumer Loans Amounts
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Strategic Goals

0 10 20 30 40 50 60 70 80
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Native entrepreneurship

Investment in Native communities
Financial inclusion in Native communities
Equitable lending practices

Housing market in Native communities
Self-determination

Relief from predatory lenders

Stronger workforce in Native communities
Financial education for Native youth

Cultural tourism
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Loan Products

O 10 20 30 40 50 60 70 80 90 100
| | | | 1 | 1 | |

Micro loans 73

Consumer loans 69

Business loans 65

Home improvement loans 39

Real estate loans 29

Mortgage loans 29

Multi-family loans 6
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Development Services
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Business TA 84

Credit counseling or financial education 82

Homeownership counseling and TA 49

Other 16

Commercial real estate TA 16

Rent reporting ] 2

@

CENTER FOR
INDIAN COUNTRY
DEVELOPMENT

14
— ﬁ'lnlmlmm [rr——




Assessing Creditworthiness

* Conventional lenders rely on hard data (e.g., credit scores)
* Credit scores might be missing or unreliable signals 1n Indian Country

* Thus, NCDFIs adopt a comprehensive approach to credit evaluation
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The NCDFI Approach to Credit Evaluation

Relationship lending
* Repeated borrow-lender interaction
Trust-building
Shared community values
Cultural alignment

Soft information
* Client’s character score
* Client’s commitment to business
* Consumer-permissioned data
* Measures of consumer resilience
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Information NCDFlIs use to Assess Repayment
Prospects

O 10 20 30 40 50 60 70 80 90 100
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Income 96

Payment history on previous loan 80

Client's character 78

Credit score 67

Client's commitment to business 67

Client's engagement with lender 61

Financial literacy class attendance 43

Other 35

None of these | 0
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Loan Risk Management

* NCDFIs attempt to help everyone
*  Work with client to get them loan ready
* Refer clients to partner organizations if necessary

* 11% did not reject any loan applicants in the past year
* 61% turned down some but less than 10% of applicants
* 28% rejected at least 10%

* NCDFIs rely on non-punitive measures
* Action if loan is 30-90 days delinquent:
* 80% send a notice to the borrower
* 72% conduct a phone interview
* 28% conduct an in-person interview
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Length of Time Loans Remain Delinquent

Less than 1 day ] 2

Between 1 and it
14 days 28

Between 15 and A
30 days 28

More than 30

days 4

Time a loan is delinguent before action
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Biggest Challenges

0 10 20 30 40 50 60 70 80

Scarce capital 52

Hiring staff 52

Donor lack of awareness 39

Client lack of awareness 37

Infrastructure 28

Geographic location 26

Funder requirements 24

Retaining staff 13

Other 7
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Correlogram of NCDFI Challenges
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Top Sources of Operational Funds
O 10 20 30 40 oS50 60 70 80

CDFI Fund | 63
Nonregulated financial institutions | 30

Federal government | 30
National foundations | 26
Community foundations | 26
Regional foundations | 20
Tribal government [______] 15
Social impact investment group [ 115
State government [__] 13
Other [ 11
Private/individual investor [___] 9
Regulated financial institutions [__17
State foundations [] 2
@&

Local government [] 2
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Top Sources of Lending Funds

O 10 20 30 40 50 60 70 80
I l 1 | l |

CDFI Fund | 67
Nonregulated financial institutions | 43
Federal government | 26
National foundations | 22
Social impact investment group | 20

Private/individual investor | 17

Community foundations | 17
Tribal government [__1 13
Regional foundations [___113
State government [ 9
Regulated financial institutions [___1 9
State foundations [__] 7
Other 17
Local government | 0 @
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4 NCDFI Clusters
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NCDFI Mean Characteristics by Cluster

Full-time employees (number)

Loan clients (number) 30.8 177.1 763 212.2
Portfolio size ($1000s) 3,873 13,025 11,185 3,139
On reservation 0 0.5 0.5 0.9
In urban area 0.9 0.3 0 0.1
Independent 1 0.8 0.3 0.7
Age 13.2 27.1 14.3 12.8
Number in cluster 11 8 4 21
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Insights from Cluster Analysis

Product focus varies by cluster

* Established: mortgage, home improvement loans, not home ownership counseling
* High Volume, Next Stage: consumer loans

* Next Stage: microloans, technical assistance

* Urban: credit counseling required less likely

Risk strategies reflect maturity
* Established:
less likely to reject/escalate delinquent loans

rely more on soft information to assess risk
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Insights from Cluster Analysis (cont’d)

Perceived successes differ
* Next Stage: offering product variety

» Established: fostering economic activity and financial literacy

Challenges reflect stage of development
* Next Stage: infrastructure and regulatory barriers
* Established: fewer issues with client awareness

* High Volume: general (un)awareness about NCDFIs
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Concluding Thoughts

NCDFI loan funds industry exhibits considerable diversity
 However, there are also some fundamental commonalities

* Key challenge — insufficient access to capital

NCDFTI services and activities are broad and far-reaching
* Supporting success in one area likely to support success in another area
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Thank you and stay connected

@ (@CenterForIndianCountryDevelopment

9 (@CenterForIndianCountryDevelopment

0 (@FedIndianCenter

9 minneapolisfed.org/indiancountry/contact-cicd
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Background: Our Path to NCDFIs

Consumer Credit on American Indian Reservations

* Many consumers with no or very limited credit experience

* Key predictor of credit outcomes: racial composition, not location vis-a-vis a reservation

Neighborhood Characteristics and Bankcard Credit in Indian Country: Evidence from
Individual-Level Credit Bureau Records

* Bankcard credit limits lower in areas with a high share of Al residents B g

* Evidence consistent with redlining

Community Development Financial Institutions and Individuals’ Credit Risk in Indian Country
* NCDFI, not NNCDFI, presence boosts residents’ credit scores

* Importance of cultural fit
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https://doi.org/10.1016/j.ecosys.2015.01.005
https://doi.org/10.1057/s41294-018-0064-6
https://doi.org/10.1057/s41294-018-0064-6
https://doi.org/10.1080/00213624.2022.2020584

Background (cont’d)

Beyond Conventional Models: L.ending by Native Community Development Financial
InStitutionS Beyond Conventional Models: Lending

* Quantitative study of 11 NCDFIs Franca iitutons.
» Key findings - NCDFIs
* provide a variety of products across loan categories
* support borrowers in varied circumstances
* productively combine hard info (e.g., credit scores) with soft info
(e.g., character score, client engagement)
When the Lender Extends a Helping Hand S
* Observational study, quantitative analysis, causal inference ;"d"ﬂ'o';i';ﬁ,’ 7/
* Key findings: "
 Client counseling reduces risk of loan failure
(esp. for consumers with limited credit histories)
Personalized coaching more effective than group training
Intensity of borrower exposure to counseling important
Effectiveness of counseling = possessing a credit score 2
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https://www.minneapolisfed.org/-/media/assets/papers/cicdwp/2022/cicd-wp-2022-02.pdf
https://www.minneapolisfed.org/-/media/assets/papers/cicdwp/2022/cicd-wp-2022-02.pdf

Background (cont’d)

Fostering Financial Inclusion by Ensuring Cultural Fit: The Case of the NCDFI
Industry

* Qualitative study based on in-depth interviews of leaders of 36 NCDFIs
* Key findings:
* Holistic lending practices used to bridge credit gaps in Native communities
* Tailored financial products and services address unique community needs with
flexible lending solutions
* Success includes financial metrics and community impact, reflecting holistic
empowerment
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