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COMMUNITI' DEVELOPMENT FINANCIAL IN~lITUTIONS and 
COMMUNITI' REINVESTMENT ACT REFORM 

President Ointon is commited 10 making more credit available 10 unleash the private sector 
and creale jobs in all American communities, His push for rca] deficit reduction that will lower 
inlerest rates, his championing of tax incenti\'eS like increased expensing that reward small business 
investment, and his March 10 announcement of a deregula10ry initiative to reduce the credit crunch 
feU by small businesses are all iii part of that commitment Yet mo~ is needed to ensure thAt this 
commitment reaches communities where credit deprivation is particularly acute. 

Across. the countf}'. many rural and urban communities are starved for affordable credit. 
capitai. and basic banking services. Millions of Americans in low- and moderate-income 
neighborhoods have no bank where they can cash a check, borrow money to buy a home. or get a 
smaH loan to slart a business or keep one go log. 

During ihe campaign, then-candidate Clinton offered three apprcw:bes to help empower people 
and businesses in undersetved areas to join the economic mainstream: community development banks, 
reforming Community Reinvestment Act enforcement, and micro-enterprise Joan funds, Today the 
President announces fWO initiatives to begin impJement'ng those commitments, Building a network of 
community development banks and fmandal institutions (CDFls). induding micro-enterprise loan 
funds,. and moving to a performance-based Community Reinvestment Act (CRA) syslem that will 
focus on results rather than process and paperwork will catalyze: both communtties and the mainstrt.am 
banking seelor to ID\'est in people and businesses in Jow- and moderate-income neighborhoods. 

The!>e new approaches use tbe private sector to heJp communities grow from the bonom up -
with more opportunity. nol mort bureaucracy. 

I, GROWING THE CD BANK INDUSTRY: The l'Iesident's proposal calls for a 
Corrununjty Development Banking and Financial Institutions Fund that will invest in a national 
network of CD Banks and COFls which have a primary mission of community dcveJopment. 
lending, equity investment. and loan counseling services in distressed. underserved 
communities. The fund wiU promote the CDA industry by serving as an information 
clearinghouse and provide assistance to CDFJs in tnt form of capital. grants, deposits., or 
teclmlcai services, Capital assistante will serve: only as as seed capital that musl be matched 
with private funds. All types of new and existing CDAs will be eligible: for assistance., 
including ~ommunity development banks and credit uniom, micro-entcrprise and revolving 
Joan funds. minority-owned banks and community development corporations. With S382 
million over'; years, and a maximum of befWeen $2 and S5 million awarded per application. 
the Presjdent will meet his pledge of mating a network of 100 CD Banks and COFIs. 

2, REQUIRING PERFORMANCE NOT PAPERWORK FROM BANKS: 1..0...- and 
moderate-income communities and people will never have fun economic opportunity without 
the invol\,ement and in\'estmenl of major banks, The Communiry ReinVestment Act of 1977 
requires banks and tbrifts to meet the credit needs of the entire coPUnUIlity in which they do 
business. Yet, the curren! system has focused too much on documentation and not enough on 
lending performance, The President has requesteq the four bank regulators. by January 1. 
1994.10 issue new regulations for eRA enforcement tbat will grad¢: perfonnanc~ based upon 
actual lending ~ banking services to low- and moder.ue-income people. 
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PROBLEMS FACED BY CREDIT-DEPRIVED RURAL AND URBAN COMMUNITIES 

INADEQUATE BASIC BANKING SERVICES. Millions of poor Americans have no access to nor 
relationship with a bank, Without easy access to a checking or savings account. they om: forced to 
deal wid) cash-checking operations. Ibal charge an exorbitant fce for a simple service. Between 1977 
and 1989. the number of banks in low-income areas shrank by 10% relative to high-income areas~ 
Ihrif1 instJtutions in low-income and in mostly minority areas shrank by nearly one-third relative to 
population; and tbe number of loan and mortgage companie$ in low-income areas shrank by nearly 
half. At the same: time the numbers of these mainstream fInancial instihttions grew by 10 to 20% in 
more afflueol areas while the number of check~bing companies in Jow-income areas .more than 
tripled (going from .22 per 10.000 peepi' in low-inrome areas in 1977 to .73 in \989). 

NO LOANS fOR SMALL BORROWERS. Mos' commercial lenders shun low-income 
communities: because small Joans have higher transaction costs and Jower profit margins, and require 
more labor and attention, if 001 more risk. A recent Federal Reserve Board study has shown that 
banks are the most importan1 source for neatly every fwaneia! product for small- and medium- sized 
business. A recent National SmaU Business United Survey found that banks are tile primary SOW'Ce of 
long-tenn capital for small businesses and the primary source of stan-up capital aside from persona1 
capital. Yet, a Woodstock Institute Study of Inc Chicago banking market found that large banks and 
banks located in the downtown area were more likely to lend in the suburbs and downtown area, wbile 
banks located in neighborhoods were more iikely to lend ur those neighborhoods, 

LACK Of EXPERTISE AMONG LENDERS. Lending in distressed communities, particularly for 
small business. can be complicated. It can require specialized underwriting exPertise and knowledge. 
credit products. subsidies., and secondary markets. 

LACK OF ACCESS TO TECHNICAL INFORMATION AMONG BORROWERS. Small 
businesses, particularly those in dislressed areas where commercial lenders act absent. often find no 
place to tum for essential counseling and information in the basics of small business management, 
including accounting, borrowing, managing. and repaying money, 

DISCRlMIf'ATlON AND REDUSING. The Home Mortgage Disclosure Act (HMDA) data for 
1990 showed substanlially higher Joao denial rates for minorities than for white apptkants, A 1m 
Federal Reserve Bank of Boston study found that black and HiSpanic applicants in Boston were 60% 
more likely to be fUmed down man white applicants with similar fmanciai. employment, and 
neighborhood characteristics, A recent General Accounting Office study revealed that tbe number of 
mortgage loans purchased by Fannie Mae and Freddie Mac: per homeowner declines as the percentage 
of minorities in the neighborhood increases. Anecdotal and other evidence suggests that the situation 
is even worse for commercia1 and consumer loans. A recent Woodstock Jnstitute study of business 
lending in the Chicago area found that two-thirds of all commercial loan dollars went to the more 
prosperous suburbs and that commercial loan dollars that remained in the city were highly 
concentrated in or near the central business district. 

SHORTAGE OF CREDIT AND CAPITAL. The uome. demand for cn:di' and capital in poor 
communities is therefore substantial The Treasury Department estimates that the unmet credit needs 
in Jow-income American communi1ies are on the order of SIS billion. In 100 maoy low- and 
moderate-income neighborhoods., loans are unavailable for even the most credit-worthy hOUSing and 
business purposes. Economic revitalization cannot take root in these communities Where good risks 
and sound businesses cannot gel loans. 



HIGHUGHTS OF COFI PROPOSAL 


CREATION OF F11ND/GOVER.:~ANCE. A Fund wiD be created to provide assistance '0 
community dC'Iclopmenl financial institUtions (CDFIs). A corporate board of directorS to establish 
poJicy will include the Secretaries of HVO. Treasury, Commerce, Agriculture. and the Administrator 
of the Small Business: Administration and individuals appointed by the President who collecljvely 
represent community groups and have expertise in community development lending and commercial 
banking, A CEO appointed by the board will manage the FWld. 

FUND A FULL RANGE OF COFI., All types of existing and new CORs will be eligible for 
.assistance. e.g.• Community Developmenl Banks., Community Development Credit Unions. Revolving 
Loan Funds, Micro-Loan Funds, Minority-owrted Banks. and Community DeveJopment Corporations. 
No sel aside of funds is allotted for anyone type of CDFI. ' 

MlSSION. To be eligible for assistance, a CDFJ must have a primary mission of lending to and 
developing an underserved target area or population that is low income or disadvantaged. All CDFl! 
must present a strategic plan in their application which cleMly states bow they will meet the economic 
development needs of their targeted communilies. 

NON-FEDERAL MATCH. A minimum of 1 to 1 match for investment in insured depository CDFls 
wiD be required, For investmenl in other CDFIs, a match will be required but the amount is left the 
discretion of the Fund, Technical assistance to any CDFJ from the Fund will noi require a match. 

n'PES OF ASSISl'ANCE, The types of assistance provided by the Fund will include capilal and 
technical and training assistance. with the specific aUocations of types of assistance left to the 
discrelion of the Fund, 

CRITERIA FOR RECEIVING ASSISl'ANCL Three key criteria for receiving assistance from the 
Fund are: (1) Communit), RepreuntaUon -- the e:nent of community involvement in the CDR; (2) 
Community Lending -- the extent of community financing and lending that will resuit from federal 
support: (3) Promotion of Self-sustaining Institutions -- the likelihood of becoming self-sustaining, 

LIMITS ON ASSISTANCE. Each insured depository COFI can receive a maximum of $5 milJion in 
assislance. while assistance to other types of COFIs will be capped at $2 million per application. 

FUNDING. lbe initiative wiD be funded at 5382 million over four years or such greater $Urns as may 
be approprialed, which will enable the President to meet his goal of creating a network of 100 or mOre 
CD Banks and CDBs, In addltJon, the Fund will be authorized to incmporate private entities thai can 
receive contributions and investments from the pri,"'llt sector to support CDFIs. All private funds will 
be eniirely off of the federal budget. 

SAFETY AND SOUNDNESS, All insured depository CDR. art subject to the laws and regulatinns 
set forth by Congress and the banking regulators. No separate system Qf regulation or banking wiD be 
created. 

CLEARlSGHOUSE. The Fund wiD establish an information and service network in order to help 
CDFJs provide' community and economic developmenl assistance. 

ESTIMATED IMPACT. Accounting for the leveraging eapab~i.ty of-PDfJs. '(feasury conservatively 
estimates thaf between $2 and $2_5 biUion in new -credit :-vil1 be made available for low- and 
moderate- income communities and the initialive win create ~tween 40,000· and 80.000 new jobs. 

http:eapab~i.ty


TIlE COMMUNITY DEVELOPMENT BANKING INDUSTRY 

Many enterprising communities have come up with their own ways to flU the void in 
conununity development and banking services and serve as a caulysl for the economic revitalization of 
the communities (bey serve, A variety of promising alternatives are under way around the country. 

COMMUNIIT DEVELOPMENT BANKS (COils) are federally insured and regulated depository 
institutions thai exist specifically to provide capital to rebuild lower-income communities. South 
Short Bank in Chicago. Elk Horn Bank and Trust in Arkansas. and Community Capital Bank: in 
Brooklyn offer 11 comprehensive range of assisWla: to the communities they serve: Through for
profit and non-profit affiliates. they provide basic deposit, saving, checking. and consumer and 
mortga"ge lending services~ venture capital for small business. microenterprise loans; and technical 
assistance, They also develop rental and cooperative housing for low-income residents and 
commercial real estate for small businesses. Three such integrated. fuU-service community 
development bank holding companies have emerged OVer the last twenty years. 

COMMUNln' DEVELOPMENT CREDIT UNIONS (CDCUs) are regulated financial cooperatives 
owned and operated by lowtr-income persons to serve the deposit. cbeck~g, and smalJ 
(;oosumer loan needs of their members. A growing number of CDCUs 'Me making development loans 
for small bUsiness expansion and start-up. Uke COBs, COCUs can offer federal deposit insurance up 
to $100.000. Th¢ largest COCO is the Self-Help Credit Union in North Carolina. With mort than 
S4(} million in assets, it is second only in size to South Shore Bank among community lending 
institutions. Uke Shore Bank, Self-Help is: part of a larger holding tofnpany that includes 
independent. non-depository affiliates that provide venture capital, development loans, and teclmica1 
assitance. There are over 100 CDCUs across the nation. One the newest was chartered in South 
Central Los Angeles last November. 

COMMUNln' DEVELOPME:>. CORPQRATIONS (CDCs). Over 1000 CDCs have been created 
by civic and community groups. local or Slate dt::velopmenl autborities. and banks to provide small 
business or mlcro-enterprise Jending. large community development projects, or affordable housing. 
Their sources of capital and loans include other banks, ftdetai small business and hoUSing programs, 
10caJ corporations and foundatJons. and major national assistance corporations sudl as USC or 
Enlerprise. 

COMMUNITI' DEVELOPMENT LOAN FUNDS (COUs). Score, of CDUs, both for-profrt and 
non-profit. aggregate capital and contributJons from so<:ially conscious banks. investors. and 
foundations to provide equity. bridge loans, or below-market fmancing for affordable housing, 
revitalization of retail stortS. or small businesses in distressed communities, 

COMMU~ln' DEVELOPMEr-.. INTERMEDIARIES. A number of state and loca}.guvemmeots, 
conununity groups. and flllancial consortia provide specialized services that link communities. CDBs. 
and CDFls to mainstream banking, credit. capital, and government insurance and subsidy programs 
and secondary markets. These intermediaries underwrite, guarantee, or repackage loans to credit.... 
worthy busint:sses and individuals in distressed areas. 

COMMUNln' REINVESTME~' BY MAINSTREAM BANKS, Several mainstream commercial 
banks and rhIitts have: begun to i.ncrease their activities in dislICssed communties. Some have formed 
Joan consortia, loan Joss reserve funds, and community lending networks; others provide capital. loam. 
or contributions 10 the community development institutions described above. . . .. 
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SUCCESS STORIES: CD BANKS AND CDFls MAKING A DIFFERENCE 

HARLEM'S BEN" JERRY'S ICE CREAM FRA'ICHISE -- AN EMPLOYER TO 
THE HOMELESS: In 1982, Joseph Holland, , graduate of Harvard Law School, gave up a 
lucrative law practice to return to Harlem and belp the bomeless. He founded the Harlem 
Ark of Freedom, a non-profit community organization which operates a bomeless sbelter for 
men. In 1992, Holland wanted to start a business in Harlem -- an ice cream store -- but 
because big banks were wary, he could not secure capital for the start up costs. New York's 
Community Capital Bank of Brooklyn, a community development bank which provides 
development loans to new ventures that create jobs and affordable housing in underservcd 
neighborhoods, stepped in an gave Holland's idea, chance. With the belp of a $100,000 
construction loan from Community Capital, Holland launched a partnership venture between 
Ben & Jerry's and the Harlem Ark of Freedom. The result is the first Ben & Jerry's franchise 
to be: established in a low-income community. And most of its employees are homeless men. 
Located on West 125th street, in the heart of Harlem's commetci,1 and cultural corridor, the 
lO-person ice cream shop employs 8 residents of the HARKHom. shelter for men and it 
donates much of its profits to the shelter. 

RURAL EASTERN NORTH CAROUNA'S WOSCO -- A WORKER OWNED 
SEWING COMPANY: The Workers Owned Sewing Company (WOSCO) is located in 
Bertie County, a low-income rural area in Eastern North Carolina. When the company 
staned, Its business came primarily from COntracts with other apparel companies for their 
overflow work. This type of business proved sporadic, unprediCUlble, and highly competitive, 
operating on very thin margins. In 1985, WOSCO was in trouble. In order to survive tbe 
company needed grow and by-pass middlemen to bid directly to retailers. But they needed 
credit for necessary marerials and supplies. A small, local bank had helped WOSCO manage 
its business with a $10,000 line of credit. This sm.lIline of credit was cur off, however, 
when a large regional bank acquired the local bank. WOSCO's President, 1lDl Bazemore, 
turned to the Center for Community Self-Hell'. Self-Help's credit union and ventures fund 
gave WOSCO a $50,000 loan and assistance in marketing, financial management and business 
planning. Today, WOSCO's 80 working women are all proud owners of the second largest 
private employer in Bertie county_ WOSCO has secured contracts With Sears and K-Mart 
and sales arc increasing. Each year the company has been able to distribute profits back to 
its owner-workers. 

BEVERLY ROSS IN MINERAL SPRINGS OHIO -- A MICRO-LOA!'; SUCCESS 
STORY: Beverly Ross, a single parent, is a sole owner of Lakeview Stables in Mineral 
Springs, Ohio, a popuJar tourist area in Tuscarawa County, Beverly worked for Lakeview 
Stables to support her family before luck and hard work made it possible for her to pur~ 
the stables. After a year of operation. she reatized she had undercapitalized her venture and 
had to turn customers away because she didn't have enough horses or equipment to SCIve 
them. Because of 3 divorce, she did not have a stable credit history and literally no finanCing 
options. She turned to a Microloan program sponsored by tbe Athens Small Business Center. 
There, she received inrensive help in completing a business plan and loan package. She was 
given a $5780 loan to purchase eqUipment and horses and to provide working capital for 
operation. The loan was made just in time fp! this year's summer'trade ....- an business is 
booming. ' 
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HIGHLIGHTS OF COMMUNITY REISVESTMENT ACT REFORM 

r The Community Reinvestment Act (CRA), enacted in 1977, requires banks and thrifts 
to help meet 1he: credit needs of the communities in which tbey do business. In recent years, 
this statute has corne to play an increasingly impon3m role in making credit opportunities 
available to. underser\'cd communities, both urban and rural. across America. 

But despite its successes, the Community Reinvestment Act's true potential remains 
umeaHzcd. Its implementation has focused too much On documentation and not enough on 
actual lending performance. Banks complain about excessive paperwork and inconsistent 
implementation of the law. Community groups complain that their communities remain 
unserved, and that eRA evaluations often fail to reflect actual community reinvestment 
activities. 

By giving our banks and thrifts clearer guidance as to how the regularory agencies will 
evaluate perf9rmance under the Community Reinvestment Act, we can reduct: the need for 
meaningless documentation. By focusing that guidance on the provision of rcal Investments 
and services l we can increase support to communities that need it. 

Therefore, the President is requesting the banking regulators - t)le Office of the 
Comptroller of the Currency, the Office of Thrift Supervision, the Federal Reserve Board, the 
Federal Deposit Insurance Corporation -- to take the following actions: 

• 	 Reform CRA Enforcement by January 1, 1994 -- In consultation with the 
banking industry, the thrift industry, congressiona11eaders, and community 
groups across the country, work together to reform CRA enforcement system 
by developing new regulations and procedures that replace paperwork and 
uncertainty with greater performance, clarity and objectivity; 

• 	 Train a Corps of CRA Examiners -- Develop a weU-trained corps of regulators 
who specialize in eRA examiniations; 

• 	 Implement More ElTective Sanctions -- Institute more effective sanctions 
against banks and thrifts with consistently poor performance; 

• 	 Develop More Objective, Performance-Based CRA Assessment Standard, 
-- Reform CRA standards to focus on more objective) performance-based 
criteria that will minimize the compliance burden on financial institutions while 
stimulating improved CRA petformance. These new standards might 
appropriately focus on time types of ""mmunity reinvestment activities: (1) 
Lending to low- and moderate-income individuals and neighborhoods, small 
businesses) and small finns: (2) in.....estments in low- and moderate-income 
neighborhoods; (3) provision of banking services to residents of low- and 
moderate-income neighborhoods. 


