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ssues/Motivation 

a Small business access to credit is an important 

component of economic recovery, allowing for 

sustainable small business ownership, job creation, 

and neighborhood vitality. 

a " . . . i f southeast Michigan is going to move to a more 

innovative economy, [it] must restore the structures 

and resources necessary for a robust 

entrepreneurial eco-system." 

-NEI 



Our Case Study of Detroit 

• Examine the financial infrastructure in the core city 

of Detroit, compared to three surrounding counties. 

Our measures of financial Infrastructure 

• Bank branch presence/access, across census tracts 

• Loans to businesses across census tracts 



The Data Analysis 

• Demographic characteristics 

• The banking infrastructure 

The Regression Analysis 

• What explains the banking infrastructure in the Detroit Area 

• Residual gap analysis 

The Implications/ Qual i tat ive: Interviews and Focus groups 

Outline 



This page 5 is a table that gives a snapshot of some demographic and descriptive characteristics of Detroit and the 
surrounding counties. If we just zoom in the City of Detroit, note that the city of Detroit is fairly large. We are looking at an 
area of over 140 square mile. The City of Detroit has over 70 percent African American population. Most of those tracts, in 
fact as you can see here, close to 90 percent of the tracts are low-to moderate income. There is a sizable number of 
household occupied units with no vehicle in LMI in Detroit. This is consistent with the view that LMI residents in inner city neighborhoods may be less mobile, and this makes proximity to institutions that much more relevant for these particular markets. 



The Banking Infrastructure 

Branch Openings and Closings 
This page 6 includes a pair of line graphs. The first one displays bank branch openings and closings from 1994-2010 in Detroit MSA three 

Counties (Macomb, Wayne, Lapeer) The second graph is a presentation of bank branch openings and closings from 1995-2010 in the City 

of Detroit. True to the concerns expressed by observers, there have been instances of bank branch closings. If we look at the red line for 

the 3 surrounding counties of Detroit, we note that banks closings incidences have accelerated during the more recent period starting 

around 2002, and this has been particularly true in 2007 recession. If we compare the vertical axis on these two figures, contrary to what 

one would expect, most of the branch closings occurred not in the city of Detroit. You have here on average 2 to 4 banks closing on a 

yearly basis, compared to 20 to 30 banks closing outside the City of Detroit. This trend holds true even if we adjust for the size of 

population (not shown on a table here). Part of this explanation is that (As you see, there are fewer branch to start in the city of Detroit 

over the whole period that we are looking at here. 

In as much as bank branch closes, branches were being opened…We confirm concurrent activities in bank openings over the period, a fact which is particular true outside the city of Detroit (non LMI neighborhoods). As we can note, bank openings were relatively steady, averaging 30 branches a year from 1995 to 2002. Although the trend in branch opening were on a secular decline starting in 2003 as you can see in the figure for the surrounding counties of the City of Detroit. From 2003 to 2010, we note however a possibly secular decline in bank branch opening. Source of data: We imputed branch openings and closings for the area based on data from the FDIC SOD. 



The Banking Infrastructure 

Bank Branches, by Census Tract Income, 201 0 

Page 7 is a map showing the bank branches by Census 
tracts’ income category, for the year 2010 in the Detroit 
MSA three counties, including the City of Detroit. This is 
simply a visual representation of bank branch over the 
area in 2010, I have here overlay the branches over the 
census tracts, which are color coded according to their 
income level-- relative to the whole 6 county MSA. Blue 
indicate low income, moderate income is (green), middle 
income is (yellow), upper income is (pink). I also have 
outlined the Core city of Detroit in Red. As you can see 
the majority of the Census Tract in the core city are low 
to moderate income, The Tract in the surrounding 3 
counties are to a larger extent, middle to upper income. 
The dots represent the bank branches. There are clearly 
more dots density around this ring outside the City of 
Detroit. These images don’t change when you look at 
branches per capital basis. When we looked at these 
distributions over time (not shown here), we note that the 
number of bank branches were relatively stable, averaging 
just around 1000 branches for the Detroit 3 county area 
that we are studying. It was interesting to note that 3 
county surrounding areas did experience an increase in 
the total number of bank branches from 2002 to 2005, over 
their numbers in the 1990s. Although, we did see a reversal 
in this upward trend, starting in 2007, with the financial 
crisis. During that time going as far back as in 1994, which 
we are analyzing for the City of Detroit, we noted either little 
activities or small declines in the total number of bank 
branches in the City of Detroit. These 2 trends reflect 
increased disparity between the city of Detroit and its surrounding counties. In sum, what we observe thus far is that in spite of what one may first think, the number of banks in the Detroit MSA have experienced an increase compared to the 1990s. This hold true in absolute and in per capital terms. The recent recession period coincides with a decline in the number of banks in the MSA, more bank closing and slower openings. Low-income MSAs in the Core City of Detroit have had a relatively low presence of banks and a more secular trend in terms of decline in the number of bank branches, even as bank branches were increasing in non LMI areas outside the Central City. 

Source: Authors' calculations based on data from US Census 
2000, and FDIC 



The Banking Infrastructure 

Bank Branches, by Number of Businesses, 201 0 

City of Detroit and Surrounding 3 counties (populated places) 

Here in page 8 is a map showing the bank branches by Census tracts’ number 
of businesses category, for the year 2010 in the Detroit MSA three counties, 
including the City of Detroit. Here we are looking at the landscape of small 
business (with 500 employees or less) for the area that we are studying. If we 
expand our view of the area to the surrounding 3 counties and look at the 
business landscape, we can see that the tracts in the outside core city of Detroit 
have the largest number of businesses. It is also interesting to look at the layout 
of the City of Detroit in terms of the number of businesses in the census tract. 
The tracts are color coded in terms of the relative density of businesses in the 
tracts. The blue represent tracts that have the lowest number of number of 
businesses (77 or less). Green are census tracts with more than 77 up to 121 
business. Yellow are census tracts with more than 121 up to 201 businesses. 
The pink are tracts with the largest number of businesses (with over 200 
businesses). You can see a lot more pink tracts in the surrounding counties than 
we see in the City of Detroit. (The figure does not change if we look at business 
per capita). 



The Banking Infrastructure 

Bank Access, 1 994, 2005, 2007, 2010 

This page 9 is a map showing the bank branches by Census tracts’ bank access measure category, for the year 
2010 in the Detroit MSA three counties, including the City of Detroit, which delineated in red. Each dot 
represents the location of a bank branch. The Census tracts are color coded based on bank access within 5 
miles radius measure. Blue are census tracts with the lowest quartile of bank access measure. Green are census 
tracts with 2nd lowest quartile bank access measure. Yellow are census tracts with 3rd quartile bank access 
measure. Pink are census tracts with highest quartile bank access measure. As you can imagine, the use of a bank branch is not limited to those within your Census tract. You can have a bank literally across the street, and you technically have access to it. So we expand our measure of bank to incorporate that fact, as represented in this map in page 9. We follow previous research and measure the distance of each branch to the census tract centroid using the Haversine Formula. Then we take all the branches within alternative distances, 1, 5, 25 miles of the centroid, respectively, and we calculate the branch access measure as you see it on the screen. Here I am reported how census tract fall in the distribution of that measure in quartile. So here you can see where the places are that have more or less access within 5 miles. As explained above, the tracts in blue and green are at the lower quartile of the distribution that means they have relatively fewer banks within 5 mile radius compared to the tract in yellow and pink. If you press the play button in this page, you will see a successive number of pictures that show that Census tracts position in that distribution for 1994, 2005, 2007 and 2010. It appears that for the city of Detroit more tracts are in the blue in 2010, compared to earlier. This is consistent with what I just mentioned that even as the reminder of the counties were having some increases in branches, we were seeing a stagnation and even decline in the City of Detroit in terms of bank branch. Note: the bank access measure is given in the page 9. Census tract is denoted as i, n is number of branches within (5) miles radius of the centroid of the cesus tract i, Di,k is the distance of branch k to the centroid of the census tracts i. 

Source: Authors' calculation 

Based on FDIC 



The Banking Infrastructure 

CRA Loan Amounts, 201 0 

City of Detroit and Surrounding Three Counties (populated places) 

Another way that we 
are thinking of financial 
service infrastructure, in 
addition to the brick and 
mortar or the physical 
presence, we are looking 
at indicator of actual 
lending activities that are manifest in the communities. Here in Page 10 is a map depicting the bank branches by Census tracts’ CRA loan amounts (in thousands) category, for the year 2010 in the Detroit MSA three counties, including the City of Detroit. As you can see in the picture, a higher amount loans are mostly given to businesses outside the city of Detroit. (Those pictures are similar if you condition on business density). So here if we look at CRA loan to business, and we look or color code the Census tracts by various levels of lending to business amount that took place in 2010, with blue have the lowest amounts and pink the highest, we can see that most of the tracts in the City of Detroit are on the “blue” side of the distribution. You can note the difference when we consider the surrounding counties. For The tracts there, the majority are pink or yellow. In other words, they are relatively very few census tracts in the City of Detroit that are on the high end of the receiving side in terms of the amount of loans to businesses. (Those pictures are similar if you condition on business density and size). Note on CRA loan to business data: This is not a perfect measure of lending activities by all mean. The CRA small business lending data measure cumulative small business lending by large reporting institutions. The CRA is advantageous in that it is aggregated at the census tract level. One potential disadvantage is that the large institutions may not maintain a significant presence in small business lending. Even so, it might still be a good signal of credit from banks in Detroit, since most of the banks that are present are large national institutions. 



W h a t Explains the Banking Infrastructure in the Detroi t A r e a 

a A regression analysis of the determinants of financial 

"infrastructure" as defined. 

• Recession (cyclical factors) 

• Population per square mile in the census tract 

• Number of businesses per capita 

• Moving average of deposit in a census tract (i.e., saving) 

• Various housing characteristics (home value, etc.) 

• Median household income in the census tract 

• Average education level of adults in the census tract 

• Percentage of African-Americans in the census tract 



The descriptive data supports the idea that there may be strong differences 

in banking infrastructures, in terms of branch presence, access, and lending 

to businesses activities, in a Census tract, depending on whether it is the 

Core city of Detroit, or low to moderate income communities, which for the 
city of Detroit, are also heavily minority communities. We proceeded to test what we are seeing in the pictures in a bit more robust manner, we develop a simple model of the determinants of financial service infrastructure, to test whether having a businesses in the City of Detroit or and being in a low income or minority community could mean that you might be disproportionately served in terms of having less access to a banking infrastructure. We control for a number of characteristics including a time dummy (to control for cyclical factors), we control for population density, business density, housing characteristics including home value and vacancy rate, deposits, and income. We did some regression estimates of these variables on the various measures of infrastructure that we defined. Here in Page 12 is a table where I am showing just one of the results of our regression analysis. Here is just one result for branch per capita. A positive sign of the coefficient estimates signal a positive association between the variable and bank infrastructure. A negative sign suggest a negative association. This is an OLS estimate of Branch per 10,000 people. We can see that bank branch is positively associated with more business per capita in the tract, more people, in the tract. It is positively associated with tracts with higher home values, and tracts with more savings/deposits. Tracts with higher percentages of African Americans, holding income and these other characteristics constant, have less bank branch. (The results are somewhat consistent when I use other measures of banking infrastructure, the bank access within 5 miles, and the loans to businesses in the census tracts). 

1 



What Explains the Banking Infrastructure in the Detroit Area 

• Residual G a p Analysis 

• Are low-income and minority neighborhoods 

disproportionately served by fewer banks within their 

vicinity, and do they have disproportionately less loans to 

business? 



Residual Gap Analysis 

Branch per Capita Differences Across Neighborhoods 

We look at the residuals from the models to get an idea of the extent of “residual” gap between what the model is predicting should be the values for the 

measures of banking infrastructure and what the average actual values are. This simple exercise can help pinpoint potential areas where they might be 

some disparity in access to financial services. In particular, we are going to look at whether low-income and minority neighborhood may be 

disproportionately served based on the standards established by our model. The residual differences are from an OLS estimation of predicted branch 

density per population, compared to actual branch density, correcting for differences in branch density explained by differences in population density, 

business density, housing characteristics including home value and vacancy rate, deposits, education and income. A negative residual reflects that the 

PREDICTED value is HIGHER THAN ACTUAL BY THESE STANDARDS. Here in page 14 is a table that shows the results. Here the residuals for the bank 

branches per capita model are negative for the City of Detroit, whether it is low income or high income neighborhoods. Census tracts with a majority of 

African Americans have a negative residual, in the City of Detroit, as well as outside the City of Detroit. 



Residual Gap Analysis 

Branch per 1 00 Business Differences Across Neighborhoods 

The same result holds true if we look at banks branch per businesses model. What you can see here the residuals are negative for the City of 

Detroit, whether it is low income or high income neighborhoods. Census tracts with a majority of African Americans have a negative residual, in 

the City of Detroit, as well as outside the City of Detroit. 
The residual differences are from an econometric OLS estimation of predicted branch density per business, compared to actual branch 
density, correcting for differences in branch density explained by differences in population density, business density, housing characteristics 
including home value and vacancy rate, deposits, and income. 



Residual Gap Analysis 

Loan to Business Differences Across Neighborhoods 

Again if we can look at the residual differences for loan to businesses model and compare the predicted and actual. For loan to business in low 

income communities, the residual is negative for low income tracts in the City of Detroit and outside the City of Detroit 3 surrounding counties. 



Summary 

• Confirm Bank openings/closings, but fewer activities 
in the City of Detroit 

• Less physical banking/financial infrastructure 

• Less lending to businesses 

• Potential disparities in lower-income and minority-
neighborhoods 



Implications 

• Making a Case for the City of Detroit 

• "When people want to start a business, they 

tend to go to the edges of the city, not the 

city. Suburbanites will not shop in Detroit, 

whereas Detroiters will shop in the suburbs. 

The market is bigger therefore a half a mile 

north of the city, rather than in the city". 



Implications 

• The Tightening of Credit 

• Business owners expressed frustration. At financial crisis, 

banks arbitrarily close lines of credits to individuals and 

to nonprofits, regardless of track record of payment. 

Financial institutions have closed lines of credit, with no 

explanations. People say that credit is more difficult for 

them now, irrespective of their payment history. 



Implications 

• Serving Low- and Moderate-Income Minority 

Communities 

• There was a general sense, at least with African-

American small business owners, and some Hispanic 

business owners, that they did not bother asking for 

credit to banks, even those who have been in business 

for a while. They did not believe they would get it 

"because they are in Detroit" one said. 



Implications 

• The Importance of Reinforced Relationships.... 

• Some experts say that small businesses had a better 
relationship with community banks. But they are virtually non
existent in the City of Detroit now. "Newcomer bankers" may 
not have the full understanding of the specific opportunities 
to be had in the area", one said. 

• Even if the bank manager said, "I am the man." A business 
owner said, she found out that he wasn't. "The decision was 
made at the headquarter, and it was not sensitive to the 
reality of the potential of my business." 



Implications 

• Address the Needs of Small businesses/ and Identify 

"Untapped" Potential in Inner-Cities9 Neighborhoods 

• People want to know "what to expect in bank credit from 

the perspective of the Community Reinvestment Act". 



Implications 

• The Residual Differences 

• Business owners identified other major impediments /costs 

for businesses particularly in the City of Detroit 

• Bureaucracy 

• Population loss 

• Housing market 

• Other costs of doing business . . . . crime 

• The public education in the City of Detroit 




