The Capital Absorption Capacity of Places

A FUNCTIONAL FRAMEWORK

OVERVIEW

In 2010, the philanthropic collaborative Living Cities
(www.livingcities.org) launched the Integration Initiative,
an effort to transform the systems that shape the lives

of low income people in five U.S. metropolitan regions:
Baltimore, Cleveland, Detroit, Minneapolis-St. Paul and
Newark.

In the course of developing the Integration Initiative,

the Living Cities team was repeatedly struck by gaps in
what we have begun to refer to as “capital absorption
capacity” — the ability of communities to make effective
use of different forms of capital to provide needed goods
and services to underserved communities. As a result of
this experience, Living Cities is sponsoring research meant
to illuminate the political, social, cultural, and financial
elements that create capital absorption capacity. Our focus
is not on the supply of capital, although an adequate supply
of capital is clearly fundamental. Nor are we focused
specifically on the nature of, and ways to build, investment
intermediaries that meet certain criteria of scale and
sectoral reach. Instead, we are looking at how
communities themselves deploy investment and create an
environment that puts dollars to work on behalf of low

income people.

Our goal is to build a new framework for understanding
capital absorption capacity. The framework assumes that
many stakeholders — from intermediaries to community
groups to public agencies to the mainstream investment
community — are required to make community investment
possible. These stakeholders interact with each other and
with the policy and regulatory environment in places to
create an ecosystem for capital absorption. We believe that
understanding the overall ecosystem (the interplay of the
actors and functions that produces an environment for

community investment) in a particular community is just as
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important as identifying the specific actors that are present

or absent in that community.

What follows is our current draft framework for analyzing
the capital absorption capacity of specific places. Think

about how this framework applies in your community, and
what actions you might take to make the functions and the

ecosystem more robust.

DEFINING COMMUNITY INVESTMENT

For the purpose of analyzing capital absorption capacity,
we define community investment (CI) as the application
of capital to achieve targeted outcomes for underserved
communities and to build equitable and sustainable cities

(see box below).

We need to answer the question: How do communities
successfully take investment capital and apply it to community

development purposes?

Community Investment Issues and Sectors

Access to financial services
Affordable housing

Arts and culture

Business development
Economic development
Education

Energy efficiency

Health and wellness

Public safety
Transit-oriented development
Urban regeneration
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COMMUNITY INVESTMENT AS A SET OF FUNCTIONS

The following core functions are required to absorb capital by local, regional, or national actors; institutions not
and make effective community investment. conventionally understood as community investors may

be best placed to achieve specific goals. Further, there is
These functions do not predetermine what a successful potential for new technologies or innovative collaborations
community investment ecosystem looks like or the specific  to deliver functions more effectively.
actors involved. Certain functions may be best performed

Innovation Management and Monitoring

Learn and apply the lessons of Cl to create durable Mar_lage portfolio to ensure financial and
networks that can strengthen CI practice and carry it social performance.
through to new areas. » Loan servicing

+ ldentify and explore emerging needs/fields « Portfolio management

» Create new products » Workouts and problem solving
» Build platforms for ongoing collaboration « Data collection and evaluation
+ |dentify and attack barriers + Social impact monitoring

» Organizational capacity building

Pipeline
Generate and close deals that contribute to defined
community goals.
» Spot opportunities
Broker deals, assemble deal team
Predevelopment and development
Leverage public resources

Assemble capital, including identification and
blending of sources

Structure and underwrite deals

Align deals with vision and goals

Enabling Environment Vision and Legitimacy

Build the policy and support tools that allow Ensure that investment meets recognized
community investment to take place. community needs, and is done with the support of

. . community actors.
« Set and influence policy and regulatory :
environment + Define needs

Apply and enforce policies and regulations * Engage with community

Generate and provide data » Convene stakeholders; “table-setting

. . . o » Determine priorities
Provide subsidy, first loss money, and training

Ensure availability of diverse and capable actors
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