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~n the past two weeks, you have signed into law bills ~stabIishing a nationwide network of 
community development financial institutions aOO repealing obsolete restrictions on bank 
branching. Substituting performance for paperwork in the administration of the Community 
Reinvestment Act,is your last outstanding campaign commitment in the banking arena. 
'''. I 
On September 26. after sevcrai months of interagency negotiations, the OCC -- with support and 
leadership from Secretary. Bentsen and Deputy Secretary Newman ~~ released for an abbreviated 
public comment period a revised proposed eRA regulation that wouJd fulfil1 this remaining 
commitment. The OCC issued the proposal jointly with the Federal Reserve Board. the FDlC. 
and tbe Office ofThrift Supervision. The revised proposal addresses Concerns raised by both 
banks and community groups that the initial proposal jointly released by tl).e agencies last . 
December was insufficiently flexible to accommodate the, real-world diversity of commubity 
needs and approaches to community lending. I 
Initial press accounts of the revised proposal-- shaped in 'considerable measure by the conduct of 
several Federal Reserve Board governors (see below) -- were leSs favorable than I had hoped. 
But the accounts were misleading: as the attached releases show, both the banking industry and . 
the community groups seem -- at least preliminarily -- to view the revised proposal as, on ,~ 
balance. both an improvement over the earlier version and a significant step forward from the 
status quo. When implemented. the proposed rule will significantly reduce the regulatory burden 
ofCRA for the overwhelming majority of America's banks and 'thrifts. It should also s.timulate 
higher levels of lending and financial services in distressed conirimnities.. 

. I 

, I 


The most controversial feature of the new proposal would require banks and thrins to submit to 
their regulators data on the race and gender of small business borrowers" (creating a limited 
exception to a Federal Reserve regulation that generally prohibits collecting this data). A 1989 
requirement for public disclosure -of residential mortgage loans)bY race. gender~ and borrower ." 
income has dramaticaHy heightened industry interest in mortgage lending in low income 
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communities. Many community; minority business, and civil rights groups view collection ~d 
release of similar data on small business lending as the next essential step to economic 
revitalization of distressed communities. Some large banking organizations, some bank 
regulatory agencies (including the aCC), and the Departments ofIthe Treasury, Justice, and 
Housing and Urban Development also support this requirement, believing the data will prove 
useful in monitoring compliance with federal fair lending statutes'. 
.. I 

The Federal Reserve Board voted 7~O to publish the new proposal. But Governors Lindsey, . 
La Ware and Phillips -- reflecting an institutional view to which the Fed has long adhered -- have 
been outspoken against colh;:cting race and gender data on small business loans. Chairman 
Greenspan,-Vice-Chaimlan Blinder, and Governor Kelly have expressed no view on the 
requirement. Governor Yellen has spoken in it~ support. 

Early press accounts suggest the Fed is positioning itself in some quarters as the banking 
industry's last bastion of defense against your administration. (See attached Forbes article). This 
posturing should strain the credulity of objective observers -- after all, the Fed is itself the. 
architect of the current eRA rule, the burdensomeness of which has long angered the banking 
industry. But, as we have seen on other issues, the Fed has tremendous ability to rally ar.ound it 
no~ only the banking industry but also large portions of the media, even in defense of 
qUe~lionable policy positions. . . I 
The OCC alone lacks the resources to match an aggressive effortlby the Fed to shape public 
opinion on the race and gender data issue. Accordingly, while it is early in the process, I am not 
sanguine about the OCC's ability to maintain the small business race and'gender data 
,requirement in the fin~l rule.! ". I . . 

The public comment period on the proposed rule will close November 21. I am cautiously 
optimistic that the agencies can promulgate a final rule by the end of this year or early in 1995. 

I wouldtbe pleased to answer any questions you or your staff maJ have regarding the substance 
or status of the proposed rule. 
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Why is the Federal Reserve Board going along 
with racial lending quotas on,banks' 

Politics as usUal 

Br Howard Banks 

l:s l.HE SEPTEMBER the Comptroller 
of the Currency and the Fedl:r.U Re· 
seT\'(: \\1Jl publish UH'ir latest propD.s:, 
als. to strengthen the Communit;, Re-
im·cstmem Act (eM). Critics of the 
act ha\'c always seen it...-..dC$pitc its 

" 
must di~dosc to the bank thc race, sex 
and even manu; starns of its o\\'Dcrs_ 
This would end an overt Fed policY of 
20 vears standmg that Nok regUl3­
uon should be race-, sex" and fell­
ginn-blind. lt afro. of (OU(1;e. flieS m 

benign ride-to ~ a dislUliscd form " the face of iots of other lav.'S that 
of government-directed capital alto­

. cation, If so, the new proposals. \\111 

make it more SQ. 

The high-minded intent of the act 
~md otthe new proposals is to require 
banks to m;lke m(;HC~ mony:se and 
small-business IOJom to women 
and members of "minorin··· emnil.": 
groups, especially if they Ih'1': in poor 
neighborhoods, 

If cn..clcd (as some \'ernon almost 
surdywill be), the ncwproposals will 
expJond m:ial lending quotas, For ex­
ample, each time a small business ask:; 
a bank for:i. loan ofup to S 1 million. it 

forbid people to inquire about s'ueh 
'matters, 'I 

Under the new rules, each time a 
,sm;lll firm (public companit'5 arc 'ex­
cmpt) needs to borrow. even a ri::la­
p\"ely small amolJnr to co"er a tempo­
rary cJosh shortage, the borrower triust 
list the race, gender and marital iHAruS 
of the firm's share~oldttS. Govern·· 

-ments r.m:ly hesitate: to impose addi­
tional ((}$tlypaperworkon i.ts citizens, 
.u;d these rules: guarantee miles and 
miles of addiuonaJ red t3pe. At lthe 
Fed's 1ut count. there W(~ outstand­
ing O\'(r 4 million such sinall I~. 

G:weroo lawrence Lmosey!O (he feo·s Washil1g1on boiIr(I(oom 
hP of prot.,.. mali ~ bim limit tha tlM'taCe.-

" 
plus well over 1 millkm commerci:tl 
reM estate loam t.hat would f;,Jj under 
the. new rules, plu$ ncar!y ;2 million 
farm loans. ' 

The propoied rule tis:s rune racial 
categories: American ind,ian/Aiaskao 
n<lO\'C~ Asian/PAcific isLander: bl.ack; 
Hispanic:; wh.iie~ Middle Eastcm~Ha. 
waiian (the\' want [0 be differentiated 

. from Asian/Pacinc islanders); multi· 
cultura.l~ and "other," Double the 
<aregories for male .1tld female, and 
multiply ;ig.aiD fOr'!:nanied or no!. 
Firms owned equally br males and 
females-as in the classic mom-and. 
pop operauon-\\ill be cJimed ~ 
"male," B.orrow1!fS- who answer in· 
eomctlr could face up to 30 years in 
jail and/or a fine ofup to 51 mlllion . 

Once the infonnarion is submitted 
to me banking rtgubrors, the rcgul>1- , 
tors will pore o"er it to m2k~ sure 
indl\'idual bank~ an: making their 
qUOtas ofloans to the targeted minor· 
ity groups. How \>oill the qUQfU be 
established: That will mostJ\' be de" 
termined by the guidelines issued to 
the ci\'iI. sen'ants examining the 
banlu--guidelirll::S that h3\'e }'<"t to be 
written, . 

Comptrolier Euge~ A. Lui;l\\;g, a 
Clinton appointee. bcticvt's the new 
rules v.iiJ gh~ him the power to levy 

heJ,vy cash penalties on 0(: 
fenders. E\'en if banks es­
cape cuh nnes, those that 
offend tbe bank examiners 
will find it difficult to get 
government permission to 

· mergc, bu~' other b:mk.s or 
c"en open:t new branch in a 
prOfitilble area or add 
new ATMS•. "­

How·did the Fedcrallk 
· servc, which is supposed (0' 

walch o\'crthe health ofthe 
banking s~'stem. get in­
voh:ed in this s.ociai engi­
neering: R.ductilnt!r, 

The Fed is bowing to 
polltic3..! reaJity, h has been 
threatened with Ie~isiation 

· to cnd its independence 
O\'er setting monetary poli. 
C\' bv Senator Donald \\'_ 
Riegie Ir. (D-Mil;h,), the 
soon·to'depart chairman 
ofthe Senate bank.ingcom­
mince, md by the noisy 
Reprc:stntao\'e Henry. B. 
GonzJJez ID-Te:.:.), the 



cha.inn.m of the: Ho~ banking com­
mince, In givtngground 01) the quota, 
lending issue, the Fed hopes to pia· 
cate those who would make it a K .. 

vant of CO()gK5S. 
Lawrence B. Lindsc~\ a Bush ap· . 

paimee, is the Fed governor pur in 
charge at formulating the Fed's pro,' 
porus by Chairman Alan Gn::c:t:5pan. 
He makes no sc(;ret of his distaSte for 
t1:em, Sav"S Lindsc,': .. R:nhcr than risk 
losin$ our mane!, Policy indcpen· 
dente. our choice, rightly, was obvi· 
ously to sacrifke eRA." . 

Probably the best that can be .said 
for the Federal Rcscrvt'$ role in 
drafting the proposed new rules is 
that the ... would have been much 
worse without Lindsev at the table. 
Lindsey lcd. for" exafl';ple; the Fed's 

, resistance to earlier proposals from 
'che Comptroller's office. which 
would have' imposed stria and bF 
zartc: formulas .on minoriry lending. 
One formula would have given banks 
points for each daUae lent-more: 
points .for f.avored minority groups, 
down to one lousy point per dollar 
lent to whire males. 

Why 'would any sensible banker 
rum down qu.Jified "minority" or 
female: loan applicantS~ Why would 
they pm up a chanc~ to make some 
moncy~ Proponents Ofquota Imding 
point to astudy by the JwstOn Federal 
~ser\'e Bank claiming to show racial 
bias in mortgage lending, But that 
study w.as deeply flawed { foRBES, fa 11. 
4. 1993),' '. 

Even Govc:mor Lind$(:v, ~ho saYS 

he is: liberal on social issues, agrUs 

thar you c.m 't prove much discrimina, 

tion bv this studv, He S'1\'S; "Mostlv 

[minority lending] could 'be a mane'r 

requiring M:mitivity training for Joan 


rd­
too hard and too fasHor the tas1ej01 
its excellent customer, Compaq ;om!Jute 

Intel.is pushing its Pentium 

A'conflict 
ofambiti.'U\.a 
:By,Christophc:r.Pa1mt:ri 

officcn..".,uch things as tcaching CompaQ CompiJ!erch~f Eckh3rd~PWffer 

them not to be PUt off by people who Lhhing out at JnteI. 

mss or speak differently," / 


, But. however reluctanrly. the Fed is .­
throwing Peter-and finaru;iaJ priva- IMAGINE, Jf 'lOU C\..."'. an auro world 
cy-to me congn::s51onai wolves. "It -where OM. Ford and Chrvslerart sim­
is vim.t.tllv ccnain:* saV5 Lindsei\ ply assemblers and marketers Ofvc:hi· 
"thilt o\~r time the -new rules, 'if' des while the engines and drive:trains 
adopted, ....iil expose identifiable cnJ· . arc made by a singir:, powerful suppli· 
dal finantiai dctaHs of s.mal! firms to 'cr, How, in su.;:h a world, would one 
competitors. employees. buyout spe- v-chide maker acruev/;; .,a substantial 
ciaHns or C\:cn to ex-spouses Kcking' edge when all were selling essentially 
to up their alimony." the same product and only the super-

UnderstMdably, he is unwilling to tidal elements differed? ' 
add that it opens me door to pol.itical 'The pe:r:son~l compu(u busincss is 
a!IO(~rion of c~pitJ.1. _ something: like thar these dars, and 

Corp.• the 58.8 billion c:hip· 
maker, is the single. powerful suppli· 
et: Its microprocessor designs provide 
th'e brains and are typlca1I~' the W!i!CSt 
single -cost clement in 90% of the PCs 
sOld in the world todav, 
jThis dO(sn't 'sit \'e~' wdl ....,th the 

companY that makes more: res than 
apy other, ~Houston's Si.2 billion 
(~es\ ComPlq ComputdCorp, Ae· 
(oraine:: to the Firul'1Itlal Tinw. the 
rliffeicncen~xplodcd Into the open It 

http:Intel.is
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October 5, 1994 

Me Eugene A. Ludwig 
Comptroller'ofthe Currency 
250 E Street, S. W. 
Mail Stop: 9·1 . 
Washington, D.C 20219 

Dear Gene: 
, . I' . 

I want to congratulate you on your recent effons regarding eRA In issuing new 
proposed eRA guidelines, the oee has addressed m.!.y of the concerns raised 
by banks ofall sizes and banks from across the country. Through the oec's . 
respous.iveness~ 1 teeilh:{t the most important dement lofeRA ~~ the need to 
ll1ak~ nedit available to :ow tnd.mJderate income eorhmunities - can now be 
Inet mvre effectively. These propO::':ed eRA guidelin~ emphasize performance' 
over p:ocess, innovative progra:n~, rciationships With :community groups; and 

community service. It is not an -easy task to achieve the goals ofCommunity 


vReinvestment without making compliance overly cumbersome: The proposal 

, represents a so;;-na balance between the two. 

, . 

LFM,d 

. ., 
, , . 

. ",', 
.. ... ' 
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Hugh L, McColl. Jr. 
ChnJrmun of the Hourd '. 

NationsBank " 

!'lutior.sBar.k Cot'flOflltion 
NlltionsBar.k Corpol1.lte Center 
;-';Cl 007·58·01 
ChnrlotfA). NC 28255 
704/:18!>.thl63 

&pt.ember 22, 19!M 

I 
Eugtme A. Ludwig I 

Comptroller of the Currency 

250 E Screet, SW 

W••hislgwn, DC 20219 


Dear Gene: 
, , . 


Thank you for sending the draft of the new eRA regulation. I 

approciate tho opportunity to react to the docuritent before its public 

release, Having reviewed the draft and discussed it with Cathy 

Bessunt, I want to commend you on an excelleIit product. It is dear 

that the concerns of the banking industry and Or community groups 


, have been heard, and that appropriate solution's have been hammered 

out, l' 
Given thc·nature of community development, I agree with the effort 

to 'preserve examiner discretion. Community ~eeds and fmancial • 

institution responses must be evaluated withiri their individual 


, " context, Having said that, it is clear that the ert"ectiveness of this 

approach will depend on the level of training and expertise among the 

<lxamining staff. It remains import-ant to us ~ achieve consistency 

across regulatorY agencies, across regions of the United States. and 

among individual examinerS. I am confident that this can be 

accom~1is~e~ given due attention. I', 

You Can expect that NationsBank will be supportive of the proposal 

upon ~ts release.', .
,I'.' 
PI(lag~ do not hesitate to call Cathv or me if we may be of assistance, 

Kindest ~ersonal regards. ". I 
Sincerely, I . , 

, ~ , 

" -
J 
I 



. . 

ill 
Bank of America 

Donald A:"Mullen& 
t}lecv!wt> VlCe Preruoert 

• 

'. 

September 28, 1994 

Eugene Ludwig 

Office of the Comptroller of the Currency 

250 E Street, SW 

Washington, D.C. 20219
. . 

, . 
Dear Gene: 

, , I thought you would be interested in the attached story that ran in the San 
. Francisco Chronicle on the revised Community Reitivestment Act regulations. As the 

story reflects. we believe the new revision appears t6strike a workable compromise 
, while stili retaigmg its focus on performance over process. We look forward to 

commenting on the·proposal in more detail in coming weeks, 

. . The OCC and other regulaiory agencies are to Jcongratulated for the 
. . . I ' 

tremendous investment of time and resources they have made toward developing 
more effective CRA standards.. I., 

. ~ 

Ex~cutiv President ,; 
Corporate Community Development 

'. 

Sank 01 America National Trust and Savings ASSoc181iOfl 
BQ~ 37000 San FOlnclsco, California 94137 415/953·3172 
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S.F. Ouonicle SepL 27. 1991 


Bank Regulators 

Seek eRA·Ref()rm 

New rules' proPosed for 1996 
..-­ r 

. COMMUNITY REINVESTMENT ACT REFORMS 



" 

, , 

, 

, ' 



P.21'2 


NEWS 
AMJIllICAN 

~N PVBIJCIU!L.\'l1~ 112DC._""A_.N.W•• W~l)C 2OOl6 (:ZIZ)&I.WOOII 

September 20, 1994 

CONTACl': Vqini.l Stafford 
(202) 66H4<i5 

STATEMENT BY THE AMElUCAN BANKERS ASSOCIAnON 

ON THE NEW COMMUNITY l!.l!INVBSTMllN AC'r PROPOSAL 


AlIA lw 1011, believed that the CoIlllllWlity l!.ci.nvestlllCllt Act'5 reguia,toIy 
ft1mewotk lICeds fO be 6xcd. It is cncounsin, that the regu1atctS heW the Concerns 
_ dc:aW:ei in oUr cxtC.1lsive comment lettu 011 the December proposal, 2.Ilei made: ~ 
~Ut but then: arc niIl, .ome Ba,... ' , , 

• The reguia,tort wisely eUminated the 60 pcrce.at102.ll-to:dc:posit r.llio and the 
~ requirem.ent {or a ~ good. Joan mix..• 

• The 'Slntep' plan' option has been improved aild is more workable for banb 
ofall sizes. Specifically, .provUion for ron/identiality lw b.... ><ide<! md the 

, 	 time ~ fOl' plan5 lw been cmode<!. 
, 

• W. are plwed to .c.: th.t the market share WI: carries less weight in the revised 
pri:>poW. Tb<re is no jusrl6catiOll for .....mjng that a bUl.il;', share of marUt ' 
IIbould be ideDtial_ its cmire' community. N.. pnctic:aI maa:cr, tl!c marker 

, share WI: may tend to llisullf'll8' the types oftpcc:ial products and scM<:a thu 
many banb haVe found bighly ma:essful in serving low- aild modmtc-incomc: 


, DeiJbborboods. In,.ddi1ion, we bdicve Wt the POWltial for credit alloc:atiOlI by 

,<nml.acrs niIl exists. ' . 


• It is disappointiog that the day .ftu the President sigued legWaiioll to 
. signlliandy reduce bUl.k papawod.; the rcgu1atcn prop_ IICW reponing burdens 

in the form of race aild geDder on small business aild wm lOUIS. Sud. rCponinJ 
is lIot appropriate under the CoIIIIIlWIity l!.ci.nVCl1JllCllf Act, wbkh'dium banb 
and thrifts to serve all their martct'l, indudlolllow- .... d moclemc-Ioonmc...... ' 
IW:c aild gender are addrcne<! undc:r separate ta..... Fw:thc:tmorc, because banb 
2.Ild thtiib comprise I ... th2.Il halfof the Jendlog market, this provWon will not . 
help the government iWCS$ the 'availability ofcredit ,<:toSS market seJlllCDI3. , '. 

We will collt!.O.ue to look at the derails of this compleJi; proposal; however. the real 
stOry may wdI be in the a:.ininll ofmminers aild their iruplemenation of thC5C 
provisi<>.., -", 


till 
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TO:Compt. of Currency, frank Vaneo 
COURTESY Of ELLIOTT fRIEDER. PR NEWSWIRE MEMBER 'SERVICES. 800~S2j-4424 
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XBAA COMH.ENI)S Ltn::I'JIr.[G-LXNll5U-HOV'E FOR PROPOSW 
S'rREAHLXN'ED ellA EDMS FOil C~'l'!T nANXS 

/AD'ntJ:;CE/ WASH.tN<lrON, Sapt. 26 /PlUtcw_iro/ -- Indcpcndcu.t Bankers: 
A:.ulOciatloD of J\m.w;"i~ (IBAA) £uK:uti.VQ" V:icc rz:osJ.dcut Jtcll Guenther 
cb.arllctez:ized the rcw!lsed CRA p.t:'<'lpOsal "all an cseelleut effort. by tho ­
aqew;ics to bala.nce the ciu::v.:le.rU;IJ of tho bankin9, indo.atry aDd co=aunity 
gz:ouplf. " 

Guenther noted tbat "the requ.l.ators' :!IocOlld attempt to rC£orm tho. 
toughest aDd ¢(tllUtost r<t9'Ulatory nut i.n 'the com:p1i8.DOe ar.senal indeed 
sbou.1d bavo the eUoot o£ lII:J n ;mizi.Dq "0 callpl.1an.ce burd.ca of tbOU1Ullld$ 
01., riammnity h&nJcs vb.:J.le sUmnlati.l1q improved ~1ty lendin9 
pext'oI"'Mnce... Gueat..be%: applauded the at.raam.l:1uod ex....ination. prQpOsal 
tor. c ...........1nUy baolr;. of Ius tha:l $250 mlllOD, without. axbitrary 
l1'O:1:l111!tt'ioal bcnob::u::un:k. like a 60"' 1oaD-to-dopQtl!i.t teat. "'1'hia l.evcl 
.hoUl.4 .be $500 .m:U110l1i, at l<:laat for hol4.1aq ~i.0$." ha notod. 

Gu.outhor aqua t.htulkcd. tbo tI~ bi-parti.alU.l IJrQUp3 of Senatora aud 
Cilnqrca8porso.ns feu: 'tho!:r tloppoJ;'t of a Ib06D.1nqful t.'.l..e.t:ed ay4ttlm that. 
~iJ:ea that. tho boavieat .:tequlato.1::y ~ fall. on C<'JD1!!!Un:i.t.y ba.:o.k.a.. 
He a.d.t:Iad. that avon with the waloomed ~ed11Ced paperwork. the '£act ::ceuus.iaa 
that "the branc.hc:J Qf laroe multi-state hanka .i.ll alaioat ruwer face a 
l\.an.d$-un CRA e.a:.aa. wbile the community bauk will tln~o thia unpleaaant 
~eal. at. leaat cvc.:tY l6 ~ths." 

no p:cposal i.e uot without Llaw.. l:BAA. DQ't.O.* that tba aqe:o.clc. 
have electod'tO te:t.1n eII..£~t ~si~ that.' ha.ve' qtt6I1Uon.a.ble 
.at:a.tuUlZy baai.e. tn a.dd.1tiOll. tho now r.ac;e and qc.nd.ar data collection 
~ta for small b'wlineaa and f'a.t::III loan• .fil.rO <U.a.tutb1nq aad a1ao 
havtJ qaeatioc.abl.e at.atutot:y bAsia. " 

'rho IBAA ill the <ml.y national. trG40 uaool.att.ea wh1eh, cs:cl.tud,vely 
.:tetproaorata the int61::'01lttl of . tho n.o.tion's ~ity hanktJ. .. , 

-0- $/2'19./1030 
!l /eomAC':: Kenneth Gu.uthox. Diane Calley or Karen !t!homa. cf tho 
XDdepeuclent ~I)rS Asaoc1.at!on of ~:i.ca. 2:0Z-6!St-8l.l.1./ 

co: IGd.epQ;ud.t;mt BankOJ:'a.Aaaoc:iaUon of AIaori,ca 
S~: District o.f COlmab1A 
:IN: FIll 

3"0": 
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S'tA1'EHEN'1' BY JOE BELEW, PRESIDENT, CONStlMER BANKERS ASSOCU%ION, 
ON CRA REFORM PROPOSAL 

S~'l'LE, Sept. 26 IPRN_~wire/ -- Tbo followiJlq is a stat~t by 
Joe BeleW, pre:lidont, Consumer Bankers Aasociation, on eRA a reform 
proposal: 

~Tb.e latest proposed reform of the Co..!!!,"nity·Reinves~t Act will 
increase the disclosure requirements and raise the burd10 for successful 
bank compliance with CRA. Yet, the proposal. reJ!llponWl to many of the 
conoerns eKPreasod by lenders aimed at making commnnity reinvestment, 
more measurable and the goala more aolliovable, a:o.d. it. appear. to be a 
vast impz:ovemoIat over tho firat proposal iaauod last Doccmber. He 
applaud the aqcmciea for makiaq aach hoa.clway Ua the dU:f'1.cult task of 
red.uc:1Dg una.oc:o.sary burdens 011 fiDaDc1.al 1.oatitutiona ..-Mle IDakiug eRA 
• more meaningful maaaare of performance. 

'~ID particular, we were grat:i..fied that the ao-ca.1.l.cd. 'market share 
teat' DO lODger is a pra:a.incnt part o£ tho l~ng teat. The increased 
attention to cammnnity dovolopmont will alao greatly ~rove tbo valuo· 
of .• C1tA ~natiOQ to tho c ........... nitiea that eRA :i.. intended to aorvo. 

~A1thoQqb many isauea raised by CHA's comments were addressed in 
thia proposal', we rem.a.i..n concor:ned. about the inadequate attention p'aid' 
to tha quality and: unilo%:lll.ity of ezmninatiooa. Changinq roqaircmcnts, 
and the flczibility accorded aznminers in tho new propo~al.. will require 
a sophisticated and ozperiencod eZgmt nation staff. CBA urges that 
increased resources bo·doyotod to CRA ~acr training to enaare tbo 
saccoss of tho reform. 

~CBA wil.l be cDImIDBIIting in detail. on thi.s proposal., and encouraging' 
others to do the SamD. But the a9~ciea have· uuqueatioDabl.y coma a long 
way from where they began, and the final. outcome may result in a'more 
moauinqf"ul and valuable process f"or aU concez:-nod. ~ 

-0- 9/28/94 
o /COw.rAC'l': Fr;t.tz Elmendorf of tho cons1Dll8r Bankers Association, 

206-287-4l24 or 206-287-4084/, 
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An Open Letter To Those Interested 

In Fair And Equal Access To Credit 


September 27. 1994 

Dear Friends and Colleagues: 

Yesterday, the bank regulatory agencies released for commenl a final 
proposal on bow to best reform the current system for assessing a 
lender's community reinvestment performance. The proposed reforms 
are substantial. Their ultimate goal is to move the CRA evaluation 
process from one of measuring a lender's marketing and public relations 
efforts, to actually measuri.ng their lending performance. A secondary 
goal of tbis effort bas been to reduce Ihe so-called'paperwork burden', 

'alleged to have been created by the CRA and other bank regulations. 
These reforms have received bipartisan support in Congress, in the 
lending industry, and from community activists and leaders. 

The reforms, as proposed, do go a long way toward moving the 
regulatory CRA assessment system toward a more. ·performance-based 
one. 'Lenders must now pass a 'Lending Test' in order to receive a 
'Satisfactory' CRA rating, CRA ratings are considered by the regulator 
whelT a lender files an application to expand, acquire, merge or do some 
other activity. . 

We are urging you to read our attached comments and the proposed 
. regulations and to weigh in on this matter within the next 45 days 
(contact NCRC for more information). The opportunity. tQ.increase fair 
and equal access to credit for traditionally underserved people -- low- . 
income, minorities, and women -- has never been greater. We need your 
input on tbis matter and we would appreciate hearing from you. 

Thank you in advance for any and all considerations and we welCome 

the opportUnity to respond to·any other information requests, or 

comments which you may have .. 


Sincerely, 

John E. Taylor -,
President & CEO . 

cc! Lee Cross, CCM<1 ._, 


http:measuri.ng
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REINVESTMENT .C0All]10N 
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Overview of the Revised eRA Reg 

PREEACE 

The Community Reinvestffient Act (eRA) refonn process began in July. 1993 when President 
Clinton called for both the funding of community development banks and CRA Reform, This 
past week. the President signed the Community Development Financial Institutions Bm. 
which creates a mechanism for giving community development financial institulions (CDFIs) 
ovcr $300 million in grant fund" 

Today, September 26th, the back regulators released the new and fin.1 version of proposed 
CRA regulatory'reforms, The first version was released in December, 1993, Community 
groups responded to the December proposed refonns in greater numbers than at any othe~, 
time in the history of bank regulatory requests for comment., We are now ncar the'final St'.lgc 
in this critical process, The refonns propOsed herein willshape the quality, context, and 
am'ount of community reinvestment lending throughout th~ remainder of this century. 

NCRC is urging all of its member organizations and friends to weigh io on this 'vital and far 
reaching process. Please let NCRC know your views on these reform matters, an~ Jet the 
regulators know them as well. 1}le deadline for comment is in mid-November (call NCRC for 
the precise date and list of addresses for ~ regulatory agencies). 

OVERVIEW 

Both'the December. 1993 and the September, 1994 versions of the proposed regulatory 
reforms suggest moving the basis for eRA evaluations from one of marketing and public 
relations campaigns t9 a system based on performance. specifically ~eoding, ' 

Three tests are established for lenders with assets over $250 million: )ending, investment 
and services {branching. etc). Smaller banks have a lesser test for their examination and 
eRA rating. Big banks can also opt out of the three tests in favor of a "strategic, p'lan'" also 
called a community plan, which is a forward commitment to serve specific community credil 
needs. " 

One of the greatest flaws in the" December proposal centered around the lack of race and 
gender bas:;:d reporting for smaU business lQans. The current proposed refonns attempt to fix 
this slightly by calling for the reponing of small business lending by race and gender, .; 
However, this information is specifically not used as the basis for their eRA rating. The data 
is merely reponed. . 

; . " . . 
Another major flaw was that a lender could fail theJending ponion of its exam, do a great job 
o,n the servic~ and investment teSt and receive an ove~i paSsing CRA grade. NCRC 
specifically argued that no lender should receive an overaU passinz"grade without first 
passing the lending test. This has been specifically addressed in the current proposed 
reforms. r-:~ tender can now pass' a. eRA eXam without first passing the'lending test. There 
are several other improvements in the current refonns and these are addressed in some detail 
below. ' . '­
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Unfnnunaldy, there arl! also several area. ... in the currently pmpt)scd fern'rms where the 
t,;ommunity pcrspct:liv\! has heen weakened, Most notahly IS the dwpping of the market 
share tc.<;1 as the hm.;is for measuring an individual knder's perrormance_ Thil'i procedure 
calico fur comparing the percenlage uf the market !.hal alender had captured in" pnor 
ncighhorhunds versus upper· income ndghtmrlmods. This mca..~uring mClhnd ha.<.; l1een 
dropped in favor of'a less effective, more convoluted, mnre subjective mCtLo;uring symcnL 

On;; overall (;rilidsm of lhe current version of the reforms is that it calls for a more suhicctivc ' 
.cxi.1minatinn pmc'c:>s. in whic,h the individual examiner is called upon to rcpcalctlJy on mme 
analysis anu make more judgment calls. History has shown thal such analyses and 
judgments arc rarely made in favor or community groufls. 

Finally. the lwiginal pr~)pnsa( contained a streamlined process of cvaluaulln for small hank::­
lhal we hclievl.!d was a de facto exemplion for these institutions. The standards for 
a~scssing small banks. rather than heing strengthened, have heen weakened even further in 
the new reg. 

What thllllws is a more detailed description of specifil.! arca.<; in the reforms that NCRC staff 
have identified as 'positive u,'dvunces or arcas of concern, This is hy no means the final ' 
commcnt from NCRC. 'In fact. we win await comments frnm (~ur members. analysis by 
NCRC's LegisJative and Regulatory Committee. Executive Commillcc. and Board of 
Directors hcfore compiling our (..'tmcensus comment... on the revised rule, Please ,do not 
hcsluuc to call or write us with comments and questions, 

, 

roSITIYE CHANGES 

Small Business Data By ~ And Gender .. 
Among the rusitive changes, the agencies have accepted NCRC's dCllIand that small 
businc5s lending data· he·disclosed by race and gender, Such data is absolutely esscmial tn 
improve access to capital to women- and minority·owned businesses and is a ma.ior viclory, 

. However. the data djsclo~cd under the proposal wili be of limited use (it only includcs­
aggregate data) and wiU not be uS,cd in the assessment of a bank's small husiness lending. 

Encouragement or Direct Lending By Banks 
The agencies have also incorporated into the new rule NCRC',s rccommendatiun tha\1,.hanks 
be prohihited from "buying" a good eRA rating through investments in intermcdiaric.... NCRC 
waN concerned that this would allow banks to neglect their eRA obligation to directly lend in 
low-income communities. 'Under the new proposaJ. banks must rcceivc,a "satisfaclory" mling 
on the lending test to receive an overall eRA rating llf "satisfactory,", 
"Safe Harbors" Eliminated ' 
NCRC also vigorously opposed the inclusion in the original proposal of languagc that 
provided "safe harbors" in the application process for banks with "satisfactory" or better eRA 
ratings, This language hat; been eliminated from ~~ new rulc. . 

. 
Community Devdopment Addressed 
In the Decemher proposal, NCRC was concerned that the regulation.did nOlsuffidcnliy 
encDurage banks to meet the specialized and high priority credil needs' of low- and rn{)dcrale~ 
incume cornmunitie.s through community developmenllcnding and selVicc,~, Under the 

.revised icgulatl0n, community development lending is now elevated in importance, treated a...'i ~~, 
a p~ncipa1 component in the tending test. In addlti~n. the agenCIes explicitly require a credit 

\ 

\ 
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, 

POSITIVE CHANGES (Cont.) 

needs assessment of communities ~~ not required in the December proposal ~- and put 
particular cmphas~s on multifamily housing, a critical need in low-income neighborhoods. 
, ' 

Strategic Phm Clarified 
, Based on suggestions from NCRC, dlc agencies included' in tile December proposal an 
, nplidnal form of eRA evaluation in which hanks and,community organi7-<Itions could jointly 

create a lending plan to meet the credit needs uf ·iow- and mO!..lcralc~jncomc ncighhorhood.s. 
However, lhc·"stratcgic plan" option did not require meaningfuJ participation of community 
groups and was vague in many areas. Under the revised regulations, the agencies have 
toughened the language on community participation and provided more'specific criteria for 
evaluation of banks under the strategic plan. 

Lending Discrimination Standard Tough~ned 
The Deccmher proposal substantIally weakened the hurden of proof required by the agencies 
to penalize an institution for discriminatory le,nding practices: The revi~d regulation, iqiinc 
with NCRC's comments, Ilas restored the tougher language in the existing regulation. 

Lending By Affiliates Of Banks Is Covered 
, Under'the December proposal instilUlions ~ouid have selectively included the loans of 

affiliates (e.g. mortgage companies) under the lending test. However, the agencies have 
tightened up the rules in lhis area, prohibiting banks from selectively reporting the loans of an 
affiliate, More importantly, if the agencies dctennine that a bank's affiliale lending is integral 
to'the bank's operation and husiness they may consider the affiliate's lending whether or not (J 

bank wanted 10 report these loans, This will subject 'some" affiliate mortgage banks to CRA. 
, setting an important precedent for extending eRA to mortgage banks, '. 

, . , 
'. AREAS OF CONCERN 

. , 

The Market-Share Test Is Replaced With An Ambiguous Standard 
Under the original lending test proposed by the agencie..'\. banks would have been,primarily 
evaluated by comparing their market-share in jow~ and moderate~income areas to their 
market~share in upper-income neighborhoods. Banks with a Jower market share in their low­
income neighborhoods than in their upper~incorile areas would have received a poor CRb, 
rating. NCRC, which originally proposed the market·share test, strongly supported thC"'tcsl 
because it provided a clear standard to assess compliance with the CRA. encouraged 
competition between lenders to expand market share in low~ and ';"oderalcwincom~ areas, and 
would have increased lending in distresse:ct areas, 

, 
However: under the new proposal. the agencies have replaced lhe market~sharc: teSt with a 
series of quantitative and qualitative criteria whose interpretation requires a high degree of 
discretion and judgment by individual b'ank examiners. Rather than using the market-sh:lfC 
test, examiners will primarily assess a' bank's lending performance through a two-step 
process. Pirst, the regulators will examine a lendcr's;geographlc distribution of loans, thc 
characteristics of the borrowers (race is not a factor), the number and amount 'of community 

" dcvciopmenl roans. and the use of flexible or innovative lending practices. Second. to 
determine a" bank's eRA rating on die lending test. examiners win evaluate these indicators 
in the context of six factors: 1) demographic data about the community, 2) community need 
and characteristics, 3) the institution's capaciiy and constraints, 4) the bank's product 
offerings,and business strategy. 5) prior performance of the instilution. and (i) the' 

,------------------~----------~---------
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.. AREAS QfCONCERN IConl,) \ 
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.. perrorma.nce of similarly~siluated lenders, By weighing these diverse criteria and factors. an 

examiner will then ~ward a final eRA rating on the lending t~SL 


This new proposed lending tesH::lcady places considerable judgment and responsibility in the 

'hands of examiners, and lacks the dearer standards and goals that characterized the 

originally proposed m~u-ke(-s:harc lest. in ad~ition, the proposed lending test appears in many 

rcspeCL<;: h) resemble the existing regulation, which is wide1y acknowledged as subjective 

and lacking clcar pcrfonnance goals.' , 


Race Is Not Considered In,A Bank's Evaluation 

Under the revised regulation (and original proposal) race plays no role in assessing a bank's 

performance in the lending test. despite the fact that study after study shows that min,9rity 

com'munities and Individuals face widespread discrimination by the lending industry. in 

NCRC's comments [0' the regu'latory agencies on the qecember propo'sal, we said lhat no 

reform should go forward without the indusion of race in the assessment of a bank'~ 


performance. We continue to believe that the indusion of. race in assessing a lender's 

. ricrformance is critical to truc eRA refonn. . 

Small Banks Still Exempt 

In the original proposal. the agencies proposed a "streamlined" tes"t for small banks under 

$250 millioo in assets (74% of all banks), In NCRC's comments, we argued that the 

s~reamlincd te."it was inadequate and amounted to a de facto exemption for small banks. 

However. instead of lowering the limit for eligib!e banks and strengthening the standards, lhe 

agencies bave responded to the pressure of the small banking lobby and weakened the 

requirements, even .furtheL' 
, 
Le$ Emphasis On LOcating Branches In Low-Income Areas _ 

(n the' December proposal. retail banks would have been assessed u.nder the service test 

primarily on the basis of the ~rcentage of its' branches located in or readily accessible to low­

and moderate~income geographies. However. the revi~d reg'ulations back away from an 

emphasis on locating branches in low-income areas, and now considers branches equally with 

hanking services offered by a bank, In addition, the revised rule now appears to treat A TMs 

the same as "brick and mortar" branches. ~ 


Significant Loss or Data . 

While the revised regulation cans for the disclosure of data not included in the December 

proposal, most noticeably small business data by race and gender. it also substantially 

reduces dala dlsciosure in other areas. Most,importantly. data on the applications and • 

denials of smaJl business loans by census tract, small business lending by the size of the d 


busincss, and consumer data (which is now optionally reported) will not be reported, 

. . , 

A.Bank's Service Area May Exclude Low-Income Neighborhoods 

Under the December proposal. a bank's service area had to be broad enough to include jow­

and moderate-income areas and could not arbitrarily exclude sU9h areas. However, in th~ , 


. revised proposal, a bank's sc;.rvice area is no longer required to include low- and moderate-. 

income neighborh90ds, and the standard that banks nor "arbitrarily exclude" such areas has 

been quaii_fied. In addition, the agencies win not consider "loan production" offices of a bank-:. 

,"a staffed banking facility that provides lending related serVices such a... loan 1nfonnalion and, 

applications" wheri assessing a bank's service ar~a.
H 
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AREAS OF CONCERN (Coot! 
, 

. EnforCement Sanctions Against Poor Performers Could Be Weakened 
in the December proposal. the agencies stated that enforcement sanctions. such as cea,c and 
desist orders and fines. would be used against banks with "substantial noncompliance" 
ratings. Sinc~ only 27 lenders received a "substantial noncompliance" in 1993, NCRC urged 

.in our comments that sanctions also be used against banks with "needs to improve" ,ratings. 
However, the revised rule does not extend the sanctions against "needs to improve." Even 
more troubling, the agencies are hinling that the enforcement sanctions may not be included in 
the-rule at alt 

" 

, 


. . 
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SeptenJber 26. 1994 

PRESS RELEASE 

GUARDED PRAISE FOR REVISEI) CRA 
PROPOSAL - FEDERAL RESERVE ,CRITICIZEIJ AS 
WEAKI.JNK 

Cmwa: 'Jt1Im GIImbo<I. &ea.crtw DI1'tI.ctoT. Gr«nIin1ng 
. CcaUrkm, (415) 552·3152; /t1Jbm GtWdiI, GmmIl . 
CoI.fAul, Gtt!tmlinIng CbaUdon, (415) 431·7430. 

!'be Gn=lIning Coalition, whole IIlCIIIbenhip inc"" the 
Black aIIII msPanic Chambers of Commerce of CaHforula, offered 
jumIed praise for !be tI':Viaed CBA proposal. ' 

'l'he moalmponaal. propoa.d CBA reviI!on is the inolulion of 
race and gender dala for smaI1 buline.a kIaIIs of IIIldc< ... I1IIlJlmi 
dollars, 1hiJ is a kI!y to: a) a compreb"IIIIM: pcrformance-l!ued 
anaIysls of comme<dal bini< lending; b) mimI)' and innc:z.dIy 
CCOIIOIIIie doveIopment and lmlcr-dl)' job opparIIIDiticI; WId c} I'IItune 
bank II1U!IIc plans as proposod in the revised CBA 'reforms. 

Compll'Qlb' Ludwig is to be applauded for bls efforts in !be 
faa> of FederallWorve opposiIion. (See Coalition', May 19. 1994 . 
New Ymi nmu l1li. 'Wbo', Afraid of AIaa Green..? Why. Mr. 
Prcsidclll, i> the Pederal a-ve in ClI.a.tge of Mlnority WId lilIIrl-cl1y 
llI:onomic lleYelopmmt'I ADd, Why is the Fedc:al Raetve Opposed to 
Minomy 1l1lslneu LoaII.I?") 

. Other _ of lmproYemcmleqllelll:d by the Coalltkm WId 
contained in the revised ptoposal inollldc::' 

minimizing the poImIial for 'sal\I harbors';' 
inIurisIg the dilnlflwu:e of """" diac:dmination in .; 
CMIIuating an insCitulion', CRA 11IIing;, . 

. teI!,1IiriDg an institution to haw a '&aIWactory' leadlng 
mlOIIIin onIer 10 _ an gym!! 'sad'faclory" 11IIing; 
inc:Ieuin&the inpuI of c:ommuni1y poops in the c:reaIIon 
of bank 'mm"'4!k: plans"; WId 
lnInaslng the ailDifican<:c of creatiw and ~ 
!aiding and community development JII'O,jcdI. 

http:ntx~l.qp
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Iobn Gamboa; !be &.ecudve D!recU>r of !be Oroenlining 
Coalition. said; . 

"'Ibe pro-<:omIlIIIIl CRA mIakma, particularly lboJe U 10 
all» daIa fur bulineu loaDi, &Ie aIIZibu1ablc '" CompUOIlcr 
Ludwlg',leadenbIp. Weft II nor fur the opposilloG of the ' 
l'ed=IIl!mcm: Ibao tcgnIatjonS cauId have bcco. 
'ouIIIIindirIc'. Due '" PoderallWem oppIIIilion led by 
CIIaimwI Oroen"P"", the CRA proposala merit a 'Needs 10 

, ~ Improve. ~. 
, , 

( 

"'Ibe future kIey 10 CRA U III cffecIive iIWn1mI:nI. In inncr-dly 
CC<IIIIlIIIl.: ~wiIllUm, nor an the,apec:iflct of thit 

, mviIed psopotal. but an IIIe IUbjectIve c:ommJtment of ilia 
n:plaImy IIId en1'otccmeaIll"lrJea, pudrn"rly !be Foderal 
Raerve lIId,the llcparImatt of I1dt1ce at meqcr time. " 

WlDla WlllIe, l'Jaideat of !be eailmrrua Black Chambers of,
eomllll!l'CO saI.cI: 

'Today. leIIlhan one paceaI of all bank b1J$lniN low &Ie 
made 10 African-AlIIeIicins: WlIh full d!JcIGIImO !be vaIumoo of 
low 10 mlnori\y-owncdbuoinaa cauId IripIc wiIhin five 
yean. Comptroller Ludwig'slUppOrt fur iIIJIer.dty ~ 
cIeve10pnIeat will empower millOdtia IIId help \II nIib the 
iDncr ciIlc3.," 

0rtcIIsia Lopez of !be Ca1Ifa
Commezce saJd: 

, 

mia Hispanic Cbamber1 of 
, 

. 
" 

"Collectim of buuneu loaII daIa will do fur minority busi_ 
what HMDA daIa coIlecIion has doae fur IIome leMing - help 
""JIOIO IIId eIlmiMtc ,..ulning. CompIm\lef Ludwig is 10 be 
applauded for b11I£adcnb1p, partIcuW:Iy In the _1Clt of " 
sIIOng opposllIon IIId paaaivil)' by PDIC. • " 

" 
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U.S. Small Business 
Administration 

SB~ 	 NEWS RELEASE 

SBA Number: 	 For more Information, 
For release: 	 94-68 contact: 

Septemb~r 26, 1994 Mike Stamler . 
(202) 205-6740., 

STATEMENT BY 

ERSKINE B, BOWLES 


ADMINISTRATOR 

SMALL BUSINESS ADMINISTRATION 


WASHINGTON . On Friday, Eugene, A. Ludwig, Comptroller of the 


Currency, signed a revised proposal to refoDm the way the 


. Comptroller's Off'ice administers the Community Reinvestment Act. 


This re'form is' important for America's small business conmunities. 

and, particularly' the, small and economically disadvantaged business 

owners seeking lending assistance: 

. 
The revised proposal issued today would e"stablish a framework for,­

assessing bank petformance that includes many of the same elements as 
, " 	 . . 

the earlier (December) proposal. Most impo~tantly for small 

businesses, it would replace paperwork and process with performance­

based-tests for assessing bank compliance. 

I commend the Comptroller for his inclusionary process that . . 
allowed thousands of comments from our constituents before this reform 

proposal took fi'nal shape., I truly believe this reform successfully 

balances the Pre'sidents' two goals of stimulating community 

reinvestment and limiting regulatory burden for financial 

institutions. 

.. 

- -more-­

Printed on Recycled Paper 



In addi~ion. ~he·U.S. Small Bus~ness Administration will 

ir:tplemeno;: th.e eRA reportif,l9 requirem-encs for race .and gender- data for 
all SBA lenders, including those that ar~ not depository ins'titutions. 

We will make the data available to,the public, thereby advising the . . 
public qn the improvements in this area of lending . 

.. 
The revised proposal will be published in the Federal Register~ 

The' Office of the Comptroller of the CU·rrency and the other regul~tors 
will seek 'public; comment on the revisions for 45 days after the date 
of publicat.ion~ 

#Ii# 
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THE WHITE HOUSE 

WASHINGTON 

May 6, 1994 

MEMORANDUM FOR BOB RUBIN 

FROM: PAUL DIMOND, ELLEN SEIDMAN, PAUL WEINSTEIN 

SUBJECT: CRA REGULATIONS 

Gene Ludwig bas'done a first-rate job in keeping industry and the community/civil rights groups on 
the same page. Indications are that there are trade-offs on the last details of the regs that will be supported 
by all sides. The linchpin of these tradeoffs is the ~IoD of lofOlmalloo OQ small business loaDS !!lIb 
respect to race and gender. much as HMDA now requites for home mortgages, Gene believes he must 
have White House support to overcome the Fed's resistance and complete eRA reform in an expeditious 
manner, 

The Fed has raised three concerns about the collection of this data: it may lead to "balkanization" of 
credit by race and SCXj it may lead potential borrowers to lie about their ownership or otherwise obtain 
figureheads to put on their boards; and it might lead to unnecessary paperwork. These concerns are not 
supported hy the actual facts., 

.Eir.st, the experience with thc- HMDA disclosure is that it revealed market niches tbat were not being 
served. Many regulated (and unregulated) financial institutions -- and Fannie Mac -- moved 
entrepreneurially to fill these gaps, on a safe and sound basis. The disclosure of home mortgage information 
has been a triumph for markets and free enterprise, and it poses no threat of <"'Tcdit aUocatjon by race. Data 
on small business lending will lead to the same result: disclosure of market niches that some regulated and 
unregulated financial institutions wiU move to fill. 

Second, although there is always the possibility of fronting or otherwise lying about ownership to 
make the statistics look good) there is considerably less incentive to do so here !han in allocating scarce 
license (e.g., FCC, SSBIC). The stakes are not high enough in any Single loan for borrower or lender in the 
small business loan: there are many sources, there is not a limited pool. and there is potential for expanding 
rather than allocating credit when all sources are considered. Moreover, several instances of ttmiscoding" of 
HMDA data by lenders have been publicized and banks properly called to account: analysis of disclosed 
information provides a furt_her delerrent to such misconduct 

1il01ll,);, the paperwork burden of small business loans is minuscule compared to that already 
required by horne mortgage disclosure because there are so many fewer small business loan requests, 
Indeed. the trade-offs that Gene is orchestrating include gr~ offsetting reductions in paperwork; and the 
major hanks have already signalled to Gene that they arc willing to accept the proposed trade-offs for this 
reason~ as well, 

Gene's proposed tradeoffs are the key to delivering a eRA reform that will garner the support of 
community groups, the banking industry, and Congress, We UC9mmeud full White House support for 
Gene in pushing this baH lnto the end zone. 

cc: Carol Ra,<;:co 



THE WHITE HOUSE 


WASHINGTON 


July 15, 1993 

MEMORANDUM FOR: 	 THE HONORABLE EUGENE ALLAN Ltll)Wl:G 
COMPTROLLER OF THE CIlRRENCY 

THE HONORABLE ANDREW C. HOVE 
ACTING CHAIRPERSON 
FEDERAL DEPOSIT INSURANCE CORPORATION 

THE HONORABLE ALAN GREENSPAN 
CHAIR, BOARD OF GOVERNORS 
FEDERAL RESERVE SYSTEM 

THE HONORABLE JONATHAN PIECHTER 
ACTING DIRECTOR 
OFFICE OF THRIFT SUPERVISION 

The community Reinvestment Act ("CRA-), enacted in 1977, 
requires banks and thrifts to help meet the credit needs of 
the communities in which they do business. In recent years; 
the statute has come to play an increasingly important role in 
making credit opportunities available to underserved communities 
both urban and rural, across America. 

Despite its successes, I believe the CRA's full potential 
remains unrealized~ Its implementation has focused too 
much on documentation and process, and not enouqh on actual 
performance. 'Banke complain about excessive paperwork and 
inconsistent implementation of the law. Community groups 
complain that their communities remain unserved, and the CRA 
evaluations often fail to reflect actual oommunity reinvestment 
activities. 

We can do better. By g1v1ng our banks and thrifts clearer 
guidance as to how the regulatory aqenoles will evaluate CRA 
performance, we can eliminate much meaningless documentation 
and improve consistency in CRA enforcement. By focusing that 
guidance on the provision of real investment and services, we 
can increase support to communities that need it. 
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CRA evaluations cannot be totally objective. A system 
too inflexible to recognize the real differences among the 
circumstances in which our banks and thrifts operate would 
poorly serve both our financial system and our communities. 
The system we have today leaves great room for improvement - ­
improvement that would serve both communities and financial 
institutions. 

Accordingly, I am writing to make four requests. First, I 
ask your agencies -- in close consultation with the bankinq
industry, the thrift industry, congressional leaders, and 
community groups across the country -- to work together to 
reform the eRA enforcement system by developing new regulations 
and procedures that replace paperwork and uncertainty with 
greater performance, clarity, and objectivity. Second, I 
ask that you seek to complete this effort by January 1, 1994. 
Third; that you develop a well-trained corps of regulators 
who specialize in CRA examinations. Finally, I ask that, in 
undertaking this effort, you work to promote consistency and 
even-handedness, improve public CRA performance evaluations, 
institute more effective sanctions against banks and thrifts 
with consistently poor performance, and, most signifioantly, 
develop and set forth more objective, p~formanee-based, 
eRA assessment standards that minimize the compliance burden 
on financial institutions while stimulatinq improved CRA 
performance. The new standards might appropriately focus 
on three types of community reinvestment activities in both 
urban and rural areas: 

Lending to low- and moderate-income indivi4uals and 
neighborhoods, small businesses, and small farms; 

Investments in low- and moderate-income neighborhoods; 

Provi~ion of banking services to residents of low- and 
moderate-income neighborhoods. 

By refocusing the CRA enforcement system in this manner, 
I believe we can reduce confusion and uncertainty in CRA 
evaluations, increase access to lending and bankinq services 
and recapture the true spirit and purpose of the community 
Reinvestment Act. 
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THE: WHliE HOUSE 

WASHINGTON 

June 26, 1993 

MEMORANDUM FOR HOWARD PASTER, LORRAINE MILLER AND PAUL CAREY 
BRUCE REED AND 'GENE SPERUNG 

FROM: PAUL DIMOND 

SUBJECT: CDFIICRA, -- NEXT STEPS 

I, BACKGROUND, 

A, House, Chainnan Gonzales has agreed to sponsor our CDFI bill (and will support 
our initiative to strengthen eRA by regulation). Representatives Waters and Rush have 
agreed to enthusiastically support both Our CDFI bin and our initiative to refonn eRA by 
rcgulaHon. Representative flake, subject to his meeting on Wednesday with Frank Newman 
and Gene Ludwig to discuss the process of reforming eRA by regulation, has agreed to defcr 
10 our CRA regulator), r.fonn process (rather than to press for CRA legislation) and to 
suppa" OUf CDFI bitl. Representatives Kennedy, Kanjorski, Frank, and Shumer are lined up 
to support both our CDFI and CRA proposals, 

The Subcommittee Chairs are enthusiastic about holding hearings, and the Chairman is 
prepared 10 have a mark-Up at full committee, In addition, Kelsey Meek, Staff Director of 
House Banking, has raised the possibility of a full Committee hearings to fast-track passage. 

B. Senate. Chairman Riegle is prepared to sponsor our CDFI initiative and will be 
holding a hearing before the Banking Committee on July 15, 

C. Constituency Groups. The Ad Hoc Community Reinvestment Coalition, the 
National Community Reinvestment Coalition, the National NeighborhOod Coalition, the 
Consumer's Union and Consumer's Federation, ONE, ACORN, National Congress for 
Communi1y Economic Development, Center for Community Change, major CDFf players all 
across the country. the regulators and GSEs, and even major banking interests (including 
Credit Unions, as wen as some major Banks) aU support these first two steps in the 
President's long-term, two-stage community reinvestment initiative. 

II. TRANSMISSION OF BILL. 

A. Congress. We need to touch base with the leadership in the Senate and the House 
concerning transmission of the bill on Thursday. In the House~ we should also touch base 
again with Mfume to let him know where we are and develop and implement a strategy for 



initiating discussions with selected Republicans (e.g., Leach, Ridge, Roukema, Shays). In the 
Senate, we should also touch base again with Senators Mikulski, Sarbanes. Dodd, Bradley, 
Boxer and Moseley-Braun and develop a strategy for initiating discussions with selected 
Republicans (e.g., D'Amato, Bond, leffords, O>hen, Chaffee, Danforth, Hatch, Hatfield, Mack, 
Domenici Pressler, Specter). 

We also need to consider how to prepare interested members for questions and their own 
releases (e.g., con BilVCRA reform summary or talking points, as well as copies of section­
by-section analy5is~ the CDR Bm, and the President's letter to the regulators on eRA 
reform). 

B. Constituency Groups. We need to give a heads-up to the major constituency 
groups (and provide them with similar back-up materials). 

m. PRESIDENTIAL ANNOUNCEMENT AND/OR EVENTS. 

The optimum kick-off would be a brief ceremony at the White House on Thursday 
with Ihe President announcing the transmission of the CDFI Bin to Congress and his request 
to the regulators to strengthen eRA through regulatory reform. Such a brief event would 
provide an opportunity to thank the key members of Congress and the constituency groups 
and to build support for the bill. Marcia Hale advised me late Tuesday evening that the 
Presidenlls schedule was already 100 packed with events to pennit even a brief announcement 
on Thursday. 

If such an event is not possible given the press of other activities on Thursday. you 
may wish to consider, among other approaches, {a) a White House ceremony within ten days 
after the President's return from his G-7 trip to honor. reward. and encourage the memberS 
and constituency groups) (b) selected regional press events (e.g., a presidential teleconference 
in LA, Chicago, New York, Baltimore, Vermont-Maine) to highlight key supporters from 
Congress, the constituency groups, and the business community and (c), in coordination with 
the DNe, a broader outreach strategy with diverse constituencies that both prepares for and 
builds off of the hearings in the Senate and House. 

The full committee Hearings (on lull' 15 with Senate Banking and, probably, with 
House Banking shortly thereafter) provide opportunities for ful1 Administration, constituency 
group, and media suppon, Secretaries Bentsen, Brown, Cisneros, and/or Espy (and SBA 
Director Boles) can be made available to carry the message and theme of our community 
reinvestment initiative. H would also be appropriate to explain how our Micro-enterprise, 
relief of credit crunch and fair lending initiatives also flesh out the basic economic message 
of CRA/CDFI: multiply relatively small levels of public support with private dollars to 
stimulate substantial investment where it can make the most difference for economic growth ­
- locally, in communities, small businesses and entrepreneurs all across the country. 
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DRAFT 6/21/93 

Proposed Presidential Statement on the CRA 

The Community Reinvestment Act, enacted in 1977, requires banks and thrifts to 

help meet the credit needs of the communities in which they do business. In recent years . . 
this statute bas come to play an increasingly important role in making credit opportunities 

available to underserved communities. both urban and rural, across America. America's 

banks, thrifts, community groups, and the four federal regulatory agencies -- the Office of the 

Comptroller of the Currency, the Federal Deposit Insurance Corporation, the Board of 

Governors of the Federal Reserve System, and the Office of Thrift Supervision -- can all 

take pride in the businesses and housing that have come into being through the Community 

Reinvesanent Act in recent years. 

But despite its successes, the Community Reinvestment Act's tIUe potential remains 

Wlfealized. Its implementation depends too much on documentation. not enough on actual 

performance. Under the guise of community reinvestment, we have been actually 

encouraging the greatest invesonents in paperwork. These paperwork requirements aid 

neither our financial institutions nor our communities. 

Meanwhile, across the counuy. many rural and urban communities badly need credit, 

capital and banking services. And millions of Americans in low- and moderate-income 

neighborhoods bave no convenient bank or thrift branch where they can cash cbecks, borrow 

money to-buy a home, or get a small loan to start a business or keep one going. Banks 

complain about excessive paperwork and inconsistent application of the law. Community 

groups complain that CRA ratings are inflated, that in many cases they do not reflect actual 
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perfonnance. and !hat ""'ir communities remain underserved. 

We can and must do better. By giving our banks and thrifts clearer guidance as to 

how the regulatory ageneies will evaluate performaIlte under the Community Reinvestment 

Act. We can reduce the need for meaningless documentation. By focusing that guidance on 

the ptovision of real investments and services. we can increase support to communities that 

need it. 

Accordingly. I am today asking our bank and thrift regulatory agencies - in 

consultation with the banking industry. the thrift industry. and community groups across the 

country - to reform their enforcement of "'" Community Reinvestment by developing new 

regulations and procedures that replace paperwork with performance. In making this 

substitution. the regulators must improve their examination processes to promote consistency 

and even-handedness. enhance publie CRA performance ""alW!.tions, institull: tougher 

enforcement sanctions against banks and thrifts with consistently poor performaru:e. and, most 

significantly, develop and set forth performance.based CRA assessment standards. This 

will be a complex and sensitive task, but I believe it must be done and I am confident our 

regulators can do it. It is my hope that they will finish"'" job by March 1, 1994. 

The new CRA assessment standards <:a!IllOt be completelY objective. The 

circumstances and communities in which our banks and thrifts operate vary widely. A 

system too infiexible to recognize those difference. would poorly serve both our financial 

system and our communities. 
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But between. rigidly objective CRA assessment sySImi and tile SYSImi we have today 

lies great rOOm for improvement •• improvement that would serve both communities and 

finanei.l institutions. As tIley reexamine tile CRA enforcement system, I ask the regulators 

to focus on four types of community reinvestment: the provision of credit to low- and 

moder.u:·income iadividuals and neigbborboods; investments in low- and moderau:-income 

neighborhoods and community revitalization; lending to small business.s and farms; and the 

provision of banking serVices to residents of tltose neighborhoods. In each of the.. areas, the 

regulatorS must look not to what the banks and thrifts say. not to tlte meetings tIley hold or 

the pledges they make, but to the loans they make, the credit they eXU:nd. the services they 

provide, and tile neighborhoods they serve. By moving to an assessment system built on 

these sorts of perfonnance--oriented guidelines. we can both recluce confusion and uncertainty 

in eRA evaluations and increase access to Jending and banking services, That would be 

government regulation at its best, and would c'pMe the true spirit and puzpose of the 

Community Reinvestment Act. 
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Proposed Presidential Statement on the eRA 

The Community Reinve.s:tment Act, enacted in 1977t requires hanks and thrifts 
I 

to help meet the credit needs of the communities in which they do business. In recent 

years j this statute has come to play an increasingly important role in making credit 

opportunities available to unclenerved communIties, both urban and rura1~ across America. 

America's banks, thrifts, community groups. and the four fede-ral regu};"tory agencies - the 

Office of the Comptroller of the Currency, the Federal Deposit Insurance Corporation, the 

Board 01 Governors of ,he Federal Reserve SyStem, and the Office of Thrift Supervision ­

can aU take pride in the businesses and housing that have come into being through the 

Comnluniry Reinvestment Act in recent years, 

But desp,ite its successes, the Community Reinvestment Act's true potential 

remains unrealized'! Iu implementation depends tOO much on documentation, not enough 

on att-..lal performance. Under the guise of .community reinvestment, we have been, 

actually encouraging the greatest investments in paperwork, These paperwork 

requirements aid neither O1!r financial institutions not our communities, 

Meanwhile, across the country, many rural and urbUl communities badly need. 

credit j capinl and b-anking services, And millions of Americans in 10"11.1'- and moderate-­

income neighborhoods have no convtniem bank or thrift branch where they can cash 

checks. borrow money to buy t home, or get a small loan to start a business or keep one 



gomg. Bank$ complain aboUt exce$$iVf paperwork and inconsistent application of [he law. 

Community group, compbin tim: CRA ... tings ore inlbt«!, that in many cam they do not 

reflect actual performance. and that their communities remain underserved. 

W. can and must do bet,er. By giving our bank, and thrift, clearer guidance as 

to how the regulatory agencies will evaluate performance under the Community 

Reinvestment Act) We ean reduce the need for meaningless documttltation. By focusing 

that guidance on the provision of real investments and services, 'We can incr~e SUppOrt to 

communities that need. it. 

Accordingly, I am today asking our bank and thrift regulatory agencies - in 

coosulution with th~ banking inciUtry, tbe thrift industry! and community groups ~CYOSS 

the country - to begin a process of substituting penorM.l1nGe for paperwork in their 

implementation of the Community Reinvestment Aa. In making this substitution) I am 

looking: to the regulators to set forth performance-based assessment standards. to improve 
, 

their examination processes to promote consistency and even.handedness. to enhance public 
, 

performance evalU2tions, and to institute tougher enforcement sanctions apinst banks and 

thrifts with consistently poor eRA performance. 


