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INTRODUCTION 
 

Public policy has been and continues to be instrumental in the growth of capital markets. Similarly, public policy 
can be a critical force in the growth of the impact investing market, where traditional capital markets converge 
with social impact and outcomes. Government has the authority to create critical incentives, appropriate public 
dollars, establish regulatory frameworks, and can provide critical capital and guarantees. All of these levers 
directly or indirectly influence the behavior of capital providers, particularly investor behavior and confidence.  
 
The COVID-19 pandemic has highlighted stark disparities and inequities with respect to race, income, and 
geography. This broad societal recognition of the need for inclusive and equitable economic growth presents an 
opportunity to mobilize public and private financial resources to make lasting change in addressing the barriers 
faced by low-income communities, women, and communities of color. For these communities to thrive, access 
to capital is essential. Catalytic investment has the potential to mobilize traditional investment capital at scale 
to meet these crucial needs. 
 
Catalytic capital is a powerful tool in making transformative change. It can mitigate risk and seed new ideas, 
both of which can lead to foster greater participation from traditional capital investment. Catalytic capital is a 
critical component to scale impact investments that seek to achieve positive social and economic outcomes in 
addition to financial return. Aside from government sources, the primary provider of catalytic capital is private 
foundations. However, foundation resources alone are not a sufficient source of catalytic capital to scale the 
amount of investment needed to meet the capital needs of communities and organizations, for-profit and 
nonprofit, to improve social and economic outcomes. Meanwhile, the range of private and philanthropic 
investors able and willing to provide catalytic capital is limited and represent a small share of total investable 
assets. Many investors have fiduciary obligations or investment mandates that prevent them from providing this 
type of capital.  Further, there are inefficiencies with respect to knowledge, access, and transparency with 1

respect to catalytic capital.   2

 
The Sorenson Impact Center is pleased to present a series of White Papers covering federal policy ideas 
designed to unlock catalytic capital to scale the impact investing market and build market infrastructure. 
Catalytic capital is defined as investment capital that is patient, flexible, risk-tolerant, sometimes concessionary, 
and which enables either or both third-party traditional capital investment or follow-on investment that would 
not otherwise be possible.  While the impact investing market has grown in recent years, additional sources of 3

catalytic capital are needed to mobilize traditional return-seeking capital at scale to address the pressing social 
needs and promote inclusive economic growth in the U.S.  
 
 

 

1 (n.d.). Catalytic Capital - Tideline. Retrieved October 26, 2020, from Catalytic Capital 
2 (2020, October 19). What Investors Need to Know to Embrace Catalytic Capital. Retrieved October 26, 2020,  from What Investors Need to Know to Embrace 
Catalytic Capital 
3 Derived from MacArthur Foundation: Catalytic Capital Consortium 
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“Like traditional financial markets, impact investing needs enabling policies; standardized performance 
measurement and reporting systems; third party ratings and regulations; platforms to share market 
information and match capital with investments; educational programs to encourage impact investing; and 
easily accessible, transparent data to support investors in making disciplined investment decisions.” 
 
— US National Advisory Board on Impact Investing. Private Capital Public Good. 2014.  
 

 

https://tideline.com/wp-content/uploads/Tideline_Catalytic-Capital_Unlocking-More-Investment-and-Impact_March-2019.pdf
https://ssir.org/articles/entry/what_investors_need_to_know_to_embrace_catalytic_capital
https://ssir.org/articles/entry/what_investors_need_to_know_to_embrace_catalytic_capital
https://www.macfound.org/programs/catalytic-capital-consortium/


 
WHITE PAPERS INCLUDED IN THIS SERIES 

 
  

1. Unlocking Catalytic Capital: Federal Requirements for Outcomes-based Financing 
 

Federal statutes that authorize outcomes-based funding have not resulted in wide adoption of these 
funding models. Introducing a requirement for states to expend a percentage of new money in targeted 
funding areas can catalyze and scale investment to improve social outcomes, creating meaningful 
change. 
 
 
 

2. Unlocking Catalytic Capital: United States Domestic Investment Fund (USDIF)  
 

Existing federal efforts to direct public and private resources to small businesses and low-income 
communities face limitations in meeting the needs of underserved communities and populations. A new 
U.S. Domestic Investment Fund can address these limitations and promote greater and more resilient 
inclusive economic growth. The USDIF would be dedicated solely to providing public catalytic capital to 
enable scaling of private investment to address domestic social and economic development needs and 
national economic priorities. 
 
 
 

3. Unlocking Catalytic Capital: Community Reinvestment Act (CRA) 
 

The Community Reinvestment Act has the potential to increase bank provision and facilitation of 
catalytic capital in support of low- and moderate-income communities. This proposal explores ways in 
which CRA could expand the pool of catalytic capital providers and enhance LMI community investment 
readiness. We discuss the limitations of CRA, including the ratings and evaluations process, regulatory 
consensus, and additional incentives outside of the CRA. 
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Sorenson Impact Center is an applied academic think-and-do tank focused on solving social problems through 
the use of data, evidence, and innovation. Housed at the University of Utah David Eccles School of Business, the 
Center works with public, nonprofit, and private sector stakeholders across the globe to develop and implement 
outcomes-driven solutions to problems. The staff includes experts in data science, finance, policy, investment, 
and storytelling. In addition, the Center maintains a robust student program, developing the talents of 60 
graduate and undergraduate students from diverse disciplines. The Center works with partners to marshal 
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UNLOCKING CATALYTIC CAPITAL: 
U.S. DOMESTIC INVESTMENT FUND (USDIF) 
 
 
Existing federal efforts to direct public and private resources to small businesses and low-income 
communities face limitations in meeting the needs of underserved communities and populations. A new 
U.S. Domestic Investment Fund can address these limitations and promote greater and more resilient 
inclusive economic growth. The USDIF would be dedicated solely to providing public catalytic capital to 
enable scaling of private investment to address domestic social and economic development needs and 
national economic priorities.  
 
 

 
 

OVERVIEW 
 

The Covid-19 pandemic has highlighted the vulnerability of the small business sectors as well as 
structural inequities that disproportionately impact women and communities of color with respect to 
access of capital, good paying jobs, healthcare, and housing. A robust recovery effort that addresses the 
short- and long-term resiliency of our economy and communities will require investment from both public 
and private sectors. While current examples of the federal government using public funds to catalyze 
additional private sector investments exist, these examples have not adequately addressed system-wide 
vulnerabilities and inequities that have been highlighted through the Covid-19 pandemic. A broader and 
more flexible strategy with respect to the financing tools employed and the communities, organizations 
and populations that are served will better leverage public resources to catalyze private investment in 
support of equitable job creation and a resilient economic and social infrastructure, including supporting 
strategic industries.  
 
Within an economic development framework that is aligned with national economic priorities, the need 
for capital investment to address these inequities at scale will require the two largest sources of liquidity: 
public resources and traditional capital markets. Public-private partnerships that enlist public resources 
to leverage private capital investment in public good offer a potentially promising strategy, with examples 
of public-private partnership models that already exist to address social, environmental, and economic 
needs of communities. Examples include state infrastructure banks, Small Business Administration (SBA) 
loans, Small Business Investment Companies (SBICs), the Community Development Financial Institutions 
(CDFI) Fund, the Development Finance Corporation (DFC), and the former State Small Business Credit 
Initiative (SSBCI). In addition, federal resources have been instrumental in supporting globally recognized 
societal and technological advances through public-private partnerships. For example, Google, the most 
used search engine in the world, is the product of two Stanford graduate students’ academic research in 
1996.1 The project, first dubbed BackRub, began testing with partial funds from the National Science 
Foundation (NSF). Today, the company is worth nearly $1 trillion.2 
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CATALYTIC CAPITAL 
Investment capital that is patient, flexible, risk-tolerant, and sometimes concessionary. Catalytic capital 
enables either or both third-party traditional capital investment or follow-on investment that would not 
otherwise be possible. 
 

 



 
 

 
 

EXISTING FEDERAL AGENCIES 

 
SBA and Small Business Investment Companies 
The SBA is primarily a loan guarantee program for private sector loans to small businesses that are a 
for-profit business, do business in the U.S., have invested equity and have exhausted other conventional 
avenues for capital, and are classified as small according to the industry guidelines established by the 
SBA. The SBA also administers and provides loan capital (debentures and discount debentures) to Small 
Business Investment Companies (SBICs). An SBIC is a privately owned and managed investment fund 
that is licensed and regulated by the SBA. An SBIC uses privately raised capital and SBA guaranteed loans 
to invest debt and equity into eligible small businesses. For every dollar of private capital raised by an 
SBIC, the SBA will provide up to $2 of capital with a cap of $175 million. An SBIC is required to adhere to 
investment criteria regarding the business that qualifies for investment, and is allowed to make equity, 
equity-like, and debt investments. An SBIC may not invest in project financing and may not invest more 
than 10 percent in a single business.  
 
Program size: For the fiscal year October 1, 2017 to September 30, 2018, the SBIC program reported 
1,151 financings, for a total of $5.5 billion (65 percent debt, 20 percent equity and 16 percent debt with 
equity features).  

 
Impact to LMI Communities: Only 27 percent of the capital was provided in Low and Moderate Income 
(LMI) areas.4 

 
Demographic Information: in 2019 only 3 percent of 7(a) loans, the SBA’s primary lending program, went 
to Black Americans, while 49 percent went to White Americans. SBA loans also disproportionately benefit 
men, 72 percent of 7(a) loans went to male-owned businesses while 14 percent went to businesses 
where women had more than 50 percent ownership, and 14 percent went to businesses where women 
represented 50 percent ownership or less.5 
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  In these examples, it has often been the government's allocation 
of “catalytic capital” that made the public-private partnership 
transformative. While the SBA and CDFI Fund provide capital to 
support small businesses and CDFIs, there are limitations with 
respect to the needs and the communities served and the types of 
financial products that they are able to offer.3 These limitations 
highlight the need for an organization that supplements these 
existing federal efforts, catalyzes private investment with a more 
diverse set of financial tools, and targets underserved populations 
and communities. This proposal explores the merits of 
establishing a U.S. Domestic Investment Fund (USDIF) to fill these 
gaps through an inclusive development mission aligned with 
national economic policy priorities; a focus on low income 
communities, women, and people of color; greater flexibility in the 
financial tools it can provide; a broader range of organizations and
projects it can support; and an explicit purpose to provide 
catalytic capital intended to leverage additional private capital to 
fulfil its mission.  

     
Driving Robust COVID-19 Recovery  
 
The current crisis showcases a deep 
and growing need for catalytic capital 
to drive equitable economic recovery, 
growth, and resiliency. While the 
CARES Act provided a foundation for 
crisis response, we believe the 
proposed long-term solution of the 
creation of a U.S. Domestic Investment 
Fund, which leverages private 
resources alongside public dollars, can 
create transformative change for a 
more inclusive, economically resilient 
and secure American economy.  

 



CDFI Fund 
The CDFI Fund provides capital, capacity building and training to CDFIs through a number of programs: 
the Bank Enterprise Award, Capital Magnet Fund, CDFI Bond Guarantee Program, CDFI program, Native 
Initiatives and the New Markets Tax Credit program. Through these programs, the CDFI Fund provides 
grants, debt from the Federal Financing Bank, and financial assistance and technical assistance awards 
to local CDFIs nationwide.6 In FY 2017, nearly 75 percent of local CDFI lending portfolio was targeted to 
low-income families, high poverty communities and underserved populations, exceeding the statutory 
requirement of 60 percent. In 2017, the largest number of loans by banks and credit unions was for 
consumer lending, while loan funds and venture funds focused on business and microenterprise loans. 
Banks, credit union and loan funds received the majority of CDFI capital in the form of loans and the 
majority of CDFI capital for venture firms was in the form of equity. Eighty percent of awardee loans went 
to Metropolitan Statistical Areas (MSAs) while 20 percent were in non-MSAs.7 

 
DFC 
The Development Finance Corporation, formerly the Overseas Private Investment Corporation (OPIC), was 
established in 2018 by the passage of the Better Utilization of Investments Leading to Development 
(BUILD) Act.8 DFC is an international development bank that provides capital across sectors in developing 
countries, as well as investments in small business and women entrepreneurs in developing countries. 
The DFC provides equity and support to investment funds and directly into projects, direct loans and 
guarantees, political risk insurance, feasibility and technical assistance support.9 In May of 2020, an 
Executive Order authorized the DFC, through the Defense Production Act (DPA), to reshore domestic 
production of resources needed to combat the Covid-19 pandemic and to strengthen domestic supply 
chains.10 

 

 

 

 

 

MEETING A CRITICAL NEED  

While these programs fill certain needs, they are not specifically addressing a critical need to foster an 
inclusive, resilient recovery and long term equitable growth. The SBA programs provide capital solely to 
qualifying small business or investment companies that invest in qualifying for-profit small business, but 
there are no criteria within the definition of “qualifying” that address investments in LMI areas, or 
businesses owned by women or people of color. Additionally, the SBA is based on a traditional and 
inflexible banking system that is ill-equipped to serve the unbanked due to its heavy reliance on collateral 
and good personal credit, qualifiers that are not always easily achieved for SMEs.11 The CDFI Fund does 
have a focus on LMI areas, but provides capital solely to regulated CDFIs. Both the SBA and CDFI Fund 
predominantly provide capital in the form of debt, either through loan guarantees or guaranteed low 
interest loans, with only a small portion of CDFI capital provided as equity. The DFC has a development 
mission internationally and provides capital in a variety of instruments (equity, debt, guarantees) to a 
broader range of investment vehicles, but its domestic authorizations apply only to address the supply 
chain disruptions due to the Covid-19 pandemic and are subject to a two-year time limit.12  
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PROPOSED POLICY 
We propose the creation of a U.S. Domestic Investment Fund (USDIF) dedicated solely to providing public 
catalytic capital to enable scaling of private investment to address domestic social and economic 
development needs and priorities. 
 

 
 
The mission of the USDIF would be to provide domestic catalytic capital to facilitate private investment in 
an inclusive economic development framework and aligned with national economic policy priorities. 
Importantly, the USDIF would not replicate the activities of the private market but would provide capital 
not otherwise available. USDIF capital would incentivize private investment that otherwise would not have 
been possible without public catalytic capital.  
 
 
The USDIF Fills Critical Gaps 
The USDIF fills critical gaps that are not addressed by other other federal organizations including the 
Small Business Administration (SBA), the Community Development Financial Institutions (CDFI) Fund, 
and The U.S. International Development Finance Corporation (DFC).  
 

● An explicit domestic development mission, aligned with national economic policy priorities, with 
requirements for inclusive and equitable asset allocation with respect to geography, need, and 
populations. 

● Provision of catalytic capital specifically intended to leverage additional private capital through a 
broader range of financial instruments to provide flexibility to meet the needs of communities.  

● A sufficient business line for grant programs, which are currently unavailable to traditionally 
underserved businesses and entrepreneurs.  

○ While the SBA and CDFI Fund both have grant programs, they allocate only a small 
percentage of their budget to these programs: In FY 2019 the CDFI Fund spent about 
3.2% of its budget on technical assistance (TA) grants, and the SBA spent about 3.3% of 
its budget on EIDL grants.13 

● Greater flexibility to provide capital to project financing and other projects and fulfil future project 
financing gaps. 

● Broader eligibility of authorized investment instruments and organizations (for-profit and 
nonprofit). The USDIF would provide capital with a broader development mission to include, 
impact investment funds, intermediary organizations, and local government jurisdictions seeking 
to raise private capital for local investment. 

○ The SBA and CDFI primarily seek to address the needs of qualifying small business and 
local CDFIs. 

● An investment strategy that would become sustainable over time. 
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Comparison of SBA, CDFI Fund and the Proposed USDIF 
 

 
 
 
Investment Framework 
Operationalizing the USDIF’s mission requires an investment framework that clearly identifies which 
investments would qualify as catalytic capital and which projects and organizations would be eligible to 
apply to the USDIF for funding. In blended finance transactions or capital structures, consideration and 
preference will be given to first-loss investments, subordination, and guarantees. These could include 
equity and equity-like investments, subordinated debt, longer-term financial instruments, recoverable and 
non-recoverable grants, as well as limited and partial guarantees and other insurance products designed 
to facilitate private sector investment into impact investment. To address immediate emergency and 
crisis needs, the USDIF could be authorized to expedite direct capital investment into intermediary 
organizations, providing rapid liquidity relief to organizations that serve the most vulnerable segments of 
our society, including low and middle income communities and the small business sector.  
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  SBA  CDFI Fund  Proposed USDIF 

Development 
Mission 

none  none  Inclusive economic development 
mission aligned with national 
economic policy priorities 

Range of 
Products and 
Tools 

Small business loan 
guarantees, loans to 
SBICs, small grant 
program 

Grants, debt, 
financial and 
technical 
assistance, small 
proportion as equity 

Equity and equity-like investments, 
subordinated debt, longer-term 
financial instruments, recoverable and 
non-recoverable grants, limited and 
partial guarantees and other insurance 
products  
 

Range of 
eligible 
organizations 
and projects 

For profit small 
businesses 

CDFIs  Intermediary organizations, local 
investment funds and Special Purpose 
vehicles that invest in low-income 
communities and communities of 
color; Local government or community 
organizations to support local 
public-private partnerships. 

Focus on 
Underserved 
Populations 
and 
Communities 

3% of 7(a) loans went 
to black americans; 
14% to more than 50% 
women owned and 
14% to less than 50% 
women owned; 27% 
of SBIC capital went 
to LMI communities. 

75% of local CDFI 
lending portfolios 
were targeted to 
LMI communities 

Explicit focus on LMI communities, 
communities and people of color and 
women. 

Distribution 
channels 

Traditional banking 
system 

 Local CDFIs  Direct to recipients 



 
 

Implementation Support 
Often local communities and organizations lack the technical capacity to explore the feasibility or 
implement economic development projects. The USDIF should carve out capital in the form of technical 
assistance grants alongside investments to support and build capacity in communities and organizations 
throughout the implementation process. In addition, to ensure the broadest potential impact, we 
recommend that both nonprofit and for-profit entities be eligible for investment, as long as the mission of 
the organization or its investments align with the inclusive economic development mission of the USDIF. 
 
 
Qualifying Criteria 
Applications for capital from the USDIF would include the following requirements: 

● Demonstration that the requested investment aligns with the current development priorities of the 
USDIF and that the investment can be expected to result in progress towards a domestic 
development goal and improved social outcomes; 

● Rigorous impact measurement: The USDIF could promote the standardization of measurement 
by selecting which measurement frameworks and performance indicators would be acceptable; 

● Ability to comply with data and reporting requirements: Data collection and analysis capacity and 
details regarding reporting/sharing; 

● Financial due-diligence: Data driven analysis and evidence that demonstrates a likelihood of 
return of principal (and interest) when applicable. 
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  The investment framework should also provide 
guidance on which projects and organizations would 
be eligible for USDIF funding. The USDIF would not 
invest directly in companies, entrepreneurs, or 
nonprofit organizations, and the investments would 
be subject to size limitations.14 Qualifying 
organizations and projects could include: 
 

● Intermediary organizations and local 
investment funds that invest in low-income 
communities and communities of color, 
and/or small and medium sized (SME) 
companies;  

● Special purpose vehicles, and vehicles that 
aggregate and pool capital for investment 
that direct capital in low income 
communities and/or invest in inclusive and 
equitable economic growth;  

● Local government or community 
organizations to support local public-private 
partnerships that leverage additional private 
capital for specific project financing that 
seeks to improve social and economic 
outcomes.  

 
INVESTMENT EXAMPLE 
One example of an investment from USDIF might be a 
first loss capital position in a local impact debt or 
venture fund (a loan or venture fund with a focus on 
improving social and economic outcomes for 
historically marginalized populations).  
 
The local fund has identified underinvested 
opportunities in communities of color that have been 
adversely impacted by the pandemic, especially with 
respect to small businesses owned by women and 
people of color. The investment could be in the form 
of a grant, equity, or subordinated debt. Having 
secured a first loss position from USDIF, or increasing 
its existing first loss capital, the local fund is able to 
raise additional private capital to invest into 
communities of color.  
 
The application for investment would include the 
necessary requirements for data capacity and impact 
measurement. The application would include all the 
due diligence requirements needed to assess whether 
the investment would be repaid (with or without a 
return) within the required timeframe. 

 



While it would be attractive to require a minimum leverage threshold to be eligible for funding (i.e., every 
dollar of USDIF investment requested must leverage an additional $3–5 in private investment), this 
requirement would be difficult to verify and monitor and would be susceptible to “gaming.” A leverage 
threshold might also incentivise transactions that achieve leverage but have less social impact. 
 
 
Asset Allocation 
The USDIF would be required to allocate assets in an equitable manner, consistent with other federal 
programs. For example, several federal formula funding statutes use the percent of poverty as a means 
of allocating funding among the states. There are also external databases, such as the Opportunity 
Atlas,15 that could be used as part of an asset allocation formula to ensure equitable access to capital 
with respect to geography and need. In addition, a set aside for minimum asset allocation for investments 
that specifically benefit women and people of color could be considered. 
 
 
Governance and Oversight 
To ensure good governance and coordination with other federal agencies and spending, the governance 
structure for the USDIF would include: 
 
 

● An investment committee (public officials and private sector investment expertise) that 
authorizes specific investments and manages the assets of the USDIF to optimize social and 
economic impact as well as financial sustainability. The committee would be tasked with aligning 
the USDIF to national economic policy priorities, using data driven decision making to: 

○ Identify areas of need and opportunity 
○ Measure the amount of private capital catalyzed 
○ Measure job creation, equitable access and social impact 
○ Estimate return on investments and for the Fund overall 

● An Interagency Council to coordinate the activities of the USDIF with other agencies.The USDIF 
would work alongside existing government programs including the Small Business 
Administration (SBA) and the U.S. Department of Housing and Urban Development (HUD) to 
supplement activities by attracting additional private co-investment to support positive social and 
economic outcomes, and: 

● A Community Advisory committee, consisting of a diverse group of community leaders, to 
identify the areas of greatest need and to ensure coordination with local efforts. This committee 
would also set priorities in terms of issue areas for projects and other financing that is issue area 
specific (early childhood, criminal justice, homelessness, etc.) 

● Congressional Oversight: Congress could be responsible for nominating some of the individuals 
to the Community Advisory committee. 
 

 
An annual audit by the appropriate agency Inspector General should be required to ensure the 
investments and activities of the USDIF align with the statute and intent. The USDIF investments could be 
evaluated according to indicators that are linked to economic development, inclusion, reduction of the 
wealth gap, and poverty reduction. These could be further developed through rulemaking. The USDIF 
would be required to report data regarding the impact and financial return on its investments. This will 
also contribute to building better data collection and transparency in the impact investing marketplace. 
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POTENTIAL TO UNLOCK CATALYTIC CAPITAL 
 
The mission of the USDIF is to provide catalytic capital within an inclusive development framework 
aligned with national economic policy priorities. In addition, it could incentivize additional subordinated 
investments through the provision of first loss capital and/or insurance and partial guarantees. While it is 
difficult to precisely estimate the amount of private investment that every dollar of catalytic capital would 
incentivize, we can look to examples of existing public dollars that have a track record of catalyzing 
private investment. 
 
EXAMPLES OF PUBLIC DOLLARS CATALYZING PRIVATE INVESTMENT 
 

 
Since an investment goal of the USDIF would be to become sustainable over time through the recycling of 
loan repayments and gains, the ability of the USDIF to provide catalytic capital would, theoretically, be 
ongoing. If managed such that the Fund grows over time, the amount of catalytic capital that would be 
unlocked would also grow, helping to achieve scale. Further, one of the barriers often cited regarding the 
availability and access to catalytic capital has been inefficiencies with respect to information and 
knowledge regarding the types of catalytic capital that are available and who is providing capital.19 
Information gathered through the activities of the Fund and made public through a transparent reporting 
process would enhance the growth of, and access to, not only public catalytic capital, but capital provided 
by foundations and other entities. 
 
 
 

POLICY IMPLEMENTATION 
 
Congress has historically established entities similar to the USDIF, such as the DFC, CDFI Loan Fund, and 
SSBCI. Given the impact of the Covid-19 pandemic on the small business sector, nonprofit sector, low 
income communities, and communities of color, the timing could be right to gain momentum for public 
funding that incentivizes additional private sector capital investment. The existing health, economic, and 
social crises have positioned the case for strong public support of economic stabilization, growth, and 
resiliency. While public-private partnerships resonate with members of both parties, concerns regarding 
“corporate welfare” or increasing social spending (a “hand out”) should be addressed. Mitigating these 
concerns are the economic development focus (with an inclusive lens), the combination of public and 
private dollars, and the intent to achieve sustainability through a revolving asset mix (repayment will fund 
new investments). Additionally, research surrounding the “shutting out” of businesses owned by people of 
color from accessing financing may mitigate concerns by emphasizing how the USDIF would play a role 
in leveling accessibility to financing. Further, in an effort to achieve economic resiliency in growth 
throughout the U.S. we argue that the USDIF would support agendas related to national economic 
security. The magnitude of need, and the directive to invest in low income communities and communities 
of color may also mitigate arguments that the government should fund these needs alone, rather than 
employing a public-private partnership model.20 
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$1 : $3–4 
   

$1 : $8 
   

$1 : $4 

Estimated $1 of DFC investment 
catalyzed $3–$4 of private sector 
investment16 

  $1 of State Small Business Credit 
Initiative (SSBCI) capital leveraged 
$8 of private sector investment17 
(see SSBCI case study, page 9) 

  A multiple of $4.1 of private sector 
capital for every $1 of development 
funding offered to development and 
philanthropic funders through 
blended finance18 



 
Authorizing a new agency, however, might be difficult. One option is to house the USDIF within an existing 
agency, such as the Department of the Treasury or the Commerce Department. The State Small Business 
Credit Initiative (SSBCI) is housed at Treasury, however funding is allocated to states and not directly to 
projects. If the USDIF were placed in the Commerce Department, it might make sense to house it within 
the Department’s Economic Development Agency. While it might be preferable to establish the USDIF as 
an independent agency, one possibility is to establish the USDIF initially as a task force within one of 
these agencies as a recovery tool, and redirect unspent CARES Act funding or new recovery funding to 
support its initial activities and investments. This would allow time to get the USDIF off the ground quickly 
and the Task Force could develop the infrastructure needed to sustain an ongoing domestic development 
investment fund. However, identifying upcoming reauthorizations might be the most expedient strategy 
for implementation.  
 
One rationale for creating a separate agency, rather than expanding the mandate of existing 
organizations, is that it is often difficult to change behavior of existing bureaucracies and cultures 
towards a new mission. 
 
The USDIF will work alongside existing programs such as the SBA and CDFI Fund, to provide additional 
avenues of capital for historically marginalized individuals, as well as the systems that support them. If 
consolidation were an option, we would argue that the SBA and CDFI programs could come under the 
umbrella of the USDIF; however, since that is likely not feasible (especially with respect to the SBA), we 
recommend a coordination function to collaborate with the activities of the SBA and CDFI Fund, as 
outlined previously. Another option to consider is to consolidate the CDFI Fund under the USDIF within the 
Department of Treasury. 
 
 
Potential Funding Opportunities 
Initial funding for the USDIF could include a combination of recovery funding (both additional or unspent), 
new appropriation, reallocation of existing appropriation, and/or issuance of a 30-year U.S. Treasury 
Social and Economic Resiliency Bond.  
 

 
 
To the extent that obligated balances are not used by the end of their available term, they might be a 
source of funding along with the unobligated balance. The USDIF, as an ongoing Fund should be 
authorized for at least 15–20 years, in order to pursue its long-term mission and achieve sustainability. 
Because capital would be predominantly in the form of investment, sustainability of the USDIF could be 
achieved through a combination of a smaller ongoing appropriation and return of principal and interest.  
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  For instance, data from the Balances of Budget Authority Budget for FY 2020 shows that over $1 
trillion in unspent, unobligated balances were carried over from 2019 to 2020 by federal agencies, 
supporting the idea of reallocating existing funding. Additionally, at the end of 2020 the Department 
of Commerce held $10,188 million in obligated unexpended funds and $8,519 million in unobligated 
unexpended funds, and the Department of Treasury held $60,730 million in obligated unexpended 
funds and $302,529 million in unobligated unexpended funds.21  



CASE STUDIES

The following are examples of organizations that have similar missions and functions as the proposed 
USDIF. 
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  01   Bank of North Dakota 

The Bank of North Dakota (BND) was established in 1919 with $2 million in capital from the sale 
of state bonds, and an operating policy stating that the Bank shall be “helpful to and to assist in 
the development of state and national banks and other financial institutions and public 
corporations within the state and not, in any manner, to destroy or to be harmful to existing 
financial institutions.”22 At the end of 2019, BND had $7.2 billion in total assets and $169 million 
in annual income.23 BND offers loans, bank services, and student loans and refinancing options. 
Over the last ten years, the amount of lending per capita by small community banks (those under 
$1 billion in assets) in North Dakota has averaged about $12,000, compared to $9,000 in South 
Dakota and $3,000 nationally; additionally, North Dakota community banks averaged 49 percent 
more lending for small businesses over the last decade than those in South Dakota and 434 
percent more than the national average.24 
 

 

  02    Business Development Bank of Canada (BDC)25 (Fiscal Year 2019 in Review)  
BDC is Canada’s bank established to support entrepreneurs, created in 1944.26 BDC offers 
financing through business loans, venture capital, growth & transition capital, growth equity, and 
intellectual property-backed financing, as well as advisory services. BDC works with 62,000 
entrepreneurs across Canada, has committed $36.5 billion exclusively to business owners, and 
has a 94 percent satisfaction rate. BDC has total assets of $30.7 billion. BDC's primary public 
policy mandate is to support Canadian entrepreneurship, giving particular consideration to the 
needs of SMEs. A research report from 2019 conducted by Statistics Canada’s Economic 
Analysis Division in collaboration with BDC compared the performance of SMEs that received 
financing and advisory services from BDC with that of similar businesses that were not BDC 
clients, from 2008–2015. Results showed that after one year, businesses who were also clients 
of BDC reported the following in comparison to non-BDC clients:27  
 

Higher revenue growth 
  

businesses who received both financing and advisory services were 9.3 percentage points 
higher, only financing was 8.0 percentage points higher, only advisory services was 7.7 
percentage points higher; 
 
Higher employment growth 

 
employment growth of client firms was 4.3 percentage points higher than that of 
non-clients one year after clients received both BDC financing and advisory services;, and  
 
Greater survival rates 

 
advisory services only was 11 percentage points, financing and advisory services was 8 
percentage points higher, only financing was 7 percentage points higher. 

 
 

 

https://www.bdc.ca/en/documents/annualreport/bdc-annual-report-2019.pdf


 
 
Suggested Citation: Dubno, J., Brimley, P., Clarke, K., Nicholson, A. (2020). Unlocking Catalytic Capital: U.S. Domestic Investment Fund 
(USDIF). [White paper]. 
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  03    FMO - Dutch Entrepreneurial Bank28 
FMO is the Dutch Entrepreneurial Bank, founded in 1970. FMO offers loans and syndications, 
private equity, guarantees and trade finance, and technical assistance. FMO is a public-private 
partnership, with 51 percent of the shares held by the Dutch State and 49 percent held by 
commercial banks, trade unions, and other members of the private sector. As of 2019, almost €3 
billion was invested in developing countries as a result of FMO’s activities; €1.7 billion on FMO’s 
own books, €297 million using public funds, and FMO mobilized €868 million from third 
parties29. FMO holds $9.411 million in total assets, and $3.1 million in shareholder’s equity.30 In 
2019, FMO’s investments supported an estimated 646,000 direct and indirect jobs (2018: 
615,000), invested a total of €798 million in reducing inequalities (2018: €958 million), exceeding 
the target of €790 million, and increased the number of SME loans in outstanding loan portfolios 
of FMO clients to 1.4 million (2018: 1.3 million).31 Despite its success, FMO has identified 
specific challenges they face including increasing the risk of tax avoidance by financing the 
agribusiness sector, funding projects linked to sectors with a bad reputation (e.g. mining in 
western Africa), splitting financial commitments between non-renewables and the energy 
transition, reducing their own profits by scaling up private investment, distorting commercial 
debt markets versus attracting private investment, and shares falling into questionable hands.32 
Despite these challenges, FMO has had successes.  

 

  04    State Small Business Credit Initiative (SSBCI), U.S. Department of Treasury33 
Established by the Small Business Jobs Act of 2010 and terminated in 2017, the State Small 
Business Credit Initiative (SSBCI) provided nearly $1.5 billion to support financing for small 
businesses through state agencies.34 SSBCI programs included capital access, loan guarantees, 
collateral support, loan participation, and venture capital. Between 2012 and 2015, the SSBCI 
supported 16,919 small business loans and investments ($8.4 billion in new capital). 42 percent 
went to small businesses located in low- or moderate-income census tracts, and 80 percent 
went to businesses with ten or fewer employees. 190,400 projected jobs were created or 
retained (63,891 created, 126,509 retained) within two years of loan or investment closing, as 
reported by businesses, and states reported $8.02 in new financing for every dollar of SSBCI 
funding expended. 

 

  05    State Infrastructure Bank Pilot Program 
The State Infrastructure Bank (SIB) Pilot Program was established by Section 350 of the 
National Highway System Designation Act of 1995 through U.S. Department of Transportation. 
The SIB program is a revolving fund mechanism for financing a wide variety of highway and 
transit projects through loans and credit enhancement.35 As of September 2001, 32 States 
(including Puerto Rico) have entered into 245 loan agreements with a dollar value of over $2.8 
billion. As of March 31, 2011 federal capitalization is $661,437,612 total with federal funds 
requiring an 80–20 federal/non-federal match from the participating state.  
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