
DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 20220 

July 18, 1996 

MEMORANDUM FOR DEPUTY SECRETARY SUMMERS 

rnnOUGH UNDEIt SECRETARY HA WKE~ 
FROM: Kirsten S. Moy JL.~ ~ 

Director, CDFI tund .. 

SUBJECT: Evaluation ofCDFI Program 

Per your request at the July 12th Bureau Heads meeting, I would like to briefly describe 
the CDFI Fund's plans for evaluating theCDFI Program. 

Firslt of all, the Fund is mandated by statute to perform certain evaluations on at least an 
annual basis. For example, the Fund must review the overall progress of each recipient of 
Fund assistance in implementing its business plan at least annually. Recall that the Fund 
can provide loans, grants, deposits and equity investments to CDFls. A formal agreement 
between the Fund and each CDFI documents the terms and conditions of the assistance 
provided as well as specific performance goals, tailored to each recipient of Fund 
assistance, based on its business plan. Recipients are required to report quarterly as well 
as annually on their progress in meeting the. performance goals, which may represent 
financial outcomes as well as community impacts. 

Examples of financial outcomes to be evaluated include the performance of the CDFI's 
loan or investment portfolio, the financial health and degree of self-sustainability 
achiieved by the organization, the performance of the loan or equity investment provided 
by the CDFI Fund and the leverage ofCDFI Fund monies. 

Examples of community impacts to be evaluated by the Fund include results of the 
CDFI's activities to expand economic opportunity, facilitate revitalization, promote 
affordable housing, and provide increased financial services for residents or technical 
assistance to borrowers in ,the community. 

In addition, the Fund is required to conduct an annual evaluation of the overall activities 
of the Fund and the organizations assisted by it and submit a report of its findings to the 
President and the Congress riot later than 120 days after the end of its fiscal year. The 
Evaluations Staff of the IG's Office has offered to provide assistance to the Fund in 
conducting its first annual evaluation. 



-. 

With respect to more comprehensive evaluations, the Fund has had severa] exploratory 
conversations with foundations and other funding sources interested in the development 
ofthre CDFI industry. These discussions will continue as the Fund's design ofa longer 
term evaluation strategy evolves_ 

Please let me know if you would like any further information on the Fund's evaluation 
plans. 

/ 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 

SECRETARY OF THE TREASURY March 28, 1996 

The Honorab]e Bob ·Livingston 
U.S. Hou:se of Representatives 

Washington, D.C. 20515 


Dear Bob:: 

I am writi.ng to urge that you support the provisions of the Senate version of the continuing 
. resolution relating to the FY 1996 appropriation for the Community Development Financial 
Institutions (CDFI) Fund in the Conference Committee. The CDFI was created in 
accordance with Public Law 103-325 which passed the House 41O-12.and the Senate 
unanimously as a part of the Community Development and Regu]atory Improvement Act of 
1994. TIle $50 million provided in Title 1 by the Senate is the minimum needed to keep this 
new and i:nnovative initiative moving forward. 

The CDFI Fund offers an exciting new direction for locally-based, private sector driven 
community development, and is worthy of continued strong bipartisan support. The CDFI 
Fund use:s limited public resources to invest in and help build the capacity of the private 
sector to address the community development financing needs ofdistressed urban and rural 
communities. The Fund's initiatives will unleash large amounts of private capital, emphasize 
private sc:!Ctor market discipline. and take full advantage of private sector human talent, 
energy and creativity. Decisions about which specific projects and businesses to finance are 
left to the private sector. Over lime, these efforts can help address market inefficiencies 
which exist in distressed communities. restore healthy private market activity, promote 
entrepreneurship, revitalize· neighborhoods, gen~rate tax revenues, and empower local 
residents. CDFI will mean more private sector capital investment, more jobs, and more 
hope for economically distreSsed communities. 

Demand from the private sector for the CDFI Fund's initiatives have already dramatically 
exceeded expectations. For example. in resp6nse to the CDFI Fund's initial Notice of Funds 
Availability, the CDFI Fund has received 3]8 applications from existing CDFIs, proposed 
CDFIs, banks and thrifts from 47 states and the District of Columbia with requests for 
financial investments or incentives in excess of $)00 million. 

The House version of the bill would not directly appropriate any funds for FY 1996, but 
instead contains $25 million only in Title IV o(the bill. This funding is contingent on other 
actions, and would continue to impose a ceiling of 10 FfEs on the CDFI Fund. These 
limitations would prevent the Fund from effectively leveraging the significant private sector 
interest already evident. 

http:writi.ng
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In this context, the $50 million contained in the Senate version for FY 1996, which is merely 
the same level appropriated for FY 1995, is a modest'~mount. but it does keep the initiative 
moving forward. I urge that you suppon the Senate version of this bil1. 

Sincerely, 

Robert E. Rubin 



,. 


The Honorable Bob Livingston 
u.s. House of Representatives 
washington, D.C. 20515 
Bob 

The Honorable C.w. 8ill Young 
u.s. House of Representatives 
Washington, D.C. 20515 
Mr. Young 

The Honorable Jerry Lewis 
U.S. House of Representatives 
Washington, D.C. 20515 
Mr. Lewis 

The Honorable Harold Rogers 
U.S. House of Representatives 
washington, D.C. 20515 
Mr. Rogers 

The Honorable Frank R. Wolf 
u.s. House of Representatives 
Washington, D.C. 20515 
Frank 

The Honorable JLmLightfoot 
U.S. House of Representatives 
Washington, D.C. 20515 
Jim 

The Honorable JameB T. Walsh 
U. 8. House of Repr,esentatives 
Washington, D.C. .20515 
Mr. Walsh 

The Honorable John T. Myers 
U.S. House of Representatives 

Washington, D.C. 20515 . 

Mr. Myera 


\ 

The Honorable Ralph Regula 
U.S. House of Representatives 

IWashington, 	D.C. 20515 
Mr. Regula 

The Honorable John Edward Porter 
U.S. House of Representatives 

washington, D.C. 20515 

Mr •. Porter 


The Honorable Joe Skeen 
U.8. House of Representatives 

Washington, D.C. 20515 

Mr. Skeen 


The Honorable Barbara F. Vucanovich 
U.S. House of Representatives 

Washington, D.C. 20515 

Ms. Vucanovich 


The Honorable Sonny Callahan 
U.S. House of Representatives 

Washington, D.C. 20515 

Sonny 


The Honorable David R. Obey 
U.S. House of Representatives 

Washington, D.C. 20515 

Dave 




The Honorable Sidney R.Yates 
U.S. House of Repl:eSentatives 
washing~on, D.C. 20515
Mr. yatl" 

I 'The Honorable Tom Bevill 
U.S. House of Rep:t:'esentatives 
washing~on, D.C. 20515' 
Mr. Bevill 

I 
I 

The Honorable Cha:t::les Wilson 
U. S. House, of Repi~esentatives 
Washington, D.C. 20515 
Mr. Wilson . 

The Honorable W.G. Hefner 
U.S. House of Representatives 
Washington, D.C. 20515 
Mr. Hefner 

1 

I 
I 

I ' 


The Honorable Heni:y Bonilla 
U. s. Ho¥se of Repi:esentatives 
Washington, D.C. 20515 
Mr. Bonilla 

The Honorable Dan Miller 
u.s. Ho~se of Repi:esentatives 
Washington, D.C. 20515 
Mr. Milrr 

I 

I ' 


The Honorable Frank Riggs 
U.S. Ho~se of Repl:esentatives 
Washington, D.C. 20515 
Mr. Riggs 

I 
I 

The Honorable Louis Stokes 
u.s. House of Representatives 
Washington, D.C. 20515 
Louis 

The Honorable John P. Murtha 
U.S. House of Representatives 
Washington, D.C. 20515 
Mr. Murtha 

The Honorable Julian C. Dixon 
u.s. House of Representatives 
washington, D.C. 20515 
Mr. Dixon . 

The Honorable Alan B. Mollohan 
U.S. House of Representatives
Washington, D.C. '20515 
Mr. Mollohan 

The Honorable Ernest J. Ietook, Jr. 
U.S. House of Representatives 
Washington, D.C. 20515 
Mr. Istook 

The Honorable Jay Dickey 
U.S. House of Representatives 
washington, D.C. 20515 
Mr. Dickey 

The Honorable Roger Wicker 
u.s. House of Representatives 
washington, D.C. 20515 
Mr. Wicker 



The Honorable steny H. Hoyer The Honorable Nancy Pelosi 
U.S. Hotiee of Representatives U.S. House of Representatives 
wa8hing~on, D.C. 20515 washington, D.C. 20515 
steny I . Nancy 

The Honorable Nita K. Lowey 
U.S •. Hotise of Representatives 
washing~on, D.C. 20515 

Nita I . 
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DEPARTMENT OF THE TREASURY·· 
WASHINGTON, D.C. 

SECRETARY OF THE .TREASURY March 26, 1996 

The Hon·orable Patty Murray 
United States Senate 
Washing~on, D.C. 20510 

Dear Patty: 

I am writing to urge that you support the provisions of the Senate version of the continuing 
resolution relating to the FY 1996 appropriation for the Community Development Financial 
Institutions (CDFn Fund in the Conference Committee. The COFI was created in . 
accordance with Public Law 103-325 which passed the House 410-12 and the Senate 
unanimously as a part of the Community Development and Regulatory Improvement Act of 
1994. 1be $50 million provided in Title I by the Senate is the minimum' needed to keep this 
new and innovative initiative moving forward. 

The CDFI Fund offers an exciting new direction for locally-based, private sector driven 
community development, and is worthy of continued strong bipartisan support. The CDFI 
Fund uses limited public resources to invest in and help build the capacity of the private 
~ te, address the community development financing needs of distressed urban and rural 
communities. The Fund's initiatives will unleash Jarge amounts of private capital, emphasize 
private sector market discipline, and take full advantage of private sector human talent,. 
energy ~md creativity. Decisions about which specific projects and businesses to finance are 
left to the private sector. Over time, these efforts can help address market inefficiencies 
which exist in distressed communities, restore healthy private ~ket activity, promote 
entrepreneurship, revitalize neighborhoods, generate tax revenues, and empower local 
resident:;. CDFI will mean more private sector capital investment, more jobs, and more 
hope for economically distressed communities. 

"Demand from the private sector for the COFI Fund's initiatives have already dramatically 
exceeded expectations. For example, in response to the CDFI Fund's initial Notice of Funds 
Availability, the COFI Fund has received 318 applications frpm existing CDFIs, proposed 

. CDFIs, banks and thrifts from 47 states and the District of Columbia with requests for 
financial investments or incentives in excess of $300 million. 

The House version of the bill would not directly appropriate any funds for FY 1996, but 
instead contains $25 million only in Title IV of the bill. This funding is contingent on other 
actions, and would continue to impose a ceiling of 10 FrEs on the COFI Fund. These 
limitatiHns would prevent the Fund from effectively leveraging the significant private sector 
interest already evident. 
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In this co,ntext. the $50 million contained in the Senate version for FY 1996, which .is merely 
the same level appropriated for FY 1995, is a modest amount, but it does keep the initiative 
moving fbrward. I urge that you support the Senate version of this bill. 

Sincerely, 

4()~€,'{L,~ 
Robert E. Rubin 



iThe Honorable M.:trk O. Hatfield 
United States Sianate 
washihgton, D.C. 20510 
Senator Hatfield 

The Honorable Thad Cochran 
United States S4mate 
Washington, D.C.. 20510 
Thad 

The Honorable PE~te v. Domenlcl 
United states SEmate 
washi~gton, D.C. 20510 
Pete 

I 

The HJnorable Slade Gorton 
United States Seinate 
Washington, D.C. 20510 
Senator Gorton 

The Honorable' Connie Mack 
United States Senate 
washiqgton, D.C. 20510 
Connie 

I 

The Jnorabl. Ric"ard C. Shelby 
Unitedi States Senate 
Washin'gton, D.C. 20510 
Senator Shelby 

The Hohorable Judd Gregg 
Unitedl States Senate 
Washington, D.C. 20510 
Senator Gregg. 

The Honorable Ted Stevens 
United States Senate 
Washington, D.C. 20510 

. Senator Stevens 

The Honorable Arlen Specter 
United States Senate 
washington, D.C. 20510 
Arlen 

The Honorable Christopher S. Bond 
United States Senate 
Washington, D.C. 20510 
Kit 

The Honorable Mitch McConnell 
United States Senate 
washington, D.C. 20510 
Mitch 

The Honorable Conrad Burns 
United States senate 
washington, D.C. 20510 
Senator Burns 

The Honorable James M. Jeffords 
United States Senate 
washington, D.C. 20510 
Jim 

The Honorable Robert F. Bennett 
United States Senate 
Washington, D.C. 20510 
Bob 



J • ; 

I
The Honorable Een Nighthorse Campbell The Honorable Robert C. Byrd 
Unit~d states 5:enate United States senate 
washington, D'.C. 20510 washington, D.C. 20510 
senator campbell Senator Byrd 

I
The Honorable Daniel K. Inouye 
Unit~d States Senate 
washiJngton, D.C. 20510 
Senat'or Inouye 

The H~norable J. Bennett Johnston 
Unitetl States S.imate 
Washihgton, D.C. 20510 
Benne~t 

I 

The Honorable Dale Bumpers 
United States SE!nate , 
Washington, D.C.. 20510 
Dale 

The Honorable Telm Harkin 
United states SE.nate 
Washington, D.C. 20510 
Tom 

The H~norable Harry Reid 
United states Senate 
Washington, D.C. 20510 
Harry 

The Honorable He:C'b Kohl 
Unitedl States Seirlate 
Washington, D.C.' 20510 
Herb . 

The Honorable Ernest F. Hollings 
united States Senate 
washington, D.C. 20510 
Senator Hollings 

The Honorable Patrick J. Leahy 
United States Senate 
Washington, D.C. 20510 
Pat 

The Honorable Frank R. Lautenberg 
United States Senate 
Washington, D.C. 20510 
Frank 

The Honorable Barbara A. Mikulski 
United States Senate 
Washington, D.C. 20510 
Barbara 

The Honorable J. Robert Kerrey 
United States Senate 
Washington, D.C. 20510 
Bob 

The Honorable Patty Murray
united States senate 
Washington, D.C. 20510 
Patty 



May 5, 1996 

The las.t few weeks have been a critical time for the CDFI Fund, and I felt compelled to 
write to tell you not only what your unwavering commitment and support has meant to 
me and my staff (simply put, it has meant everything), but the impact of what you, as 
much as anyone, has wrought 

The passage of the recent budget bill, which gave the Fund $45 million of two-year 
money with no FTE caps, is transforming the perception and reality of the President's 
program from a one-time opportunity for a few organizations to get some money, to a 
multiple-year, multi-faceted co:rr..mu.tlity institution building initiative with the potential 
for enduring. . 

The additional $45 million allows the Fund to begin thinking about the design of a 
secondary market initiative, the components of a major program of technical assistance 
and ca.pacity building for the industry, the structure of a substantially revised Bank 
Enterprise Award Program, and a second round to be held at a time sufficiently far 
(though not too far) in the future to give new and emerging organizations the opportunity. 
to compete. The presence of money through September 30, 1997 gives the Fund a toehold 
in time; in the early stages of development of any program, .each additional year of 
operation increases the likelihood of survival and success immeasurably. And the lifting 
of the FTE cap alleviates one of the greatest worries I have had since becoming the 
director of the CDFI Fund: i.e., that the Fund would not have adequate and appropriate 
staff to operate in the informed, proactive, diligent and professional manner that 
charal:;terizes a first-rate investment organization, or any other organization ofquality. 

Your belief in the mission of the CDFI Fund, the sense of importance you accord to its 
activities and. your visible support gives us access to critical resources both within and 
outside ofTreasury that we would not otherwise receive. These resources are vital to the 
establishment and growth of the Fund and we would not be here, with an operational (if 
somewhat tortured) bank incentive program that has the potential to noticeably increase 
the amount of bank investment in CDFIs, a close-to-operational presidential awards 
program for microenterprise (with a video tape arui brochure -- more.on that later), the 
likely selection of CDFI awardees by the third week of June, and much brighter prospects 
for olUr funding and staffing in the future (not to mention for a new appropriations home), 
without your interest, attention and support. 

It hardly seems sufficient to end a letter like this with a thank you. I only hope you will 
know and believe how of a difference you have made for the Fund and the industry . 

./J.A~ .~ 1f~-..~ 
~~~ 

http:co:rr..mu


1500 PENNSYL.vANIA. AVENUE, N.W. 
WASHINGTC)N. D.C. 20220 

OFFICIAL. BUSINESS 



;... '. -I '.. <' 
~ ,. 94-137094 

DEPARTMENT OF THE TREASURY 
WASHINGTON'. 

I ;tenON 
UNDER SECRETARY 

August 16, 1994 

MEMORANDUM TO SECRETARY BENTSEN 

FROM: Frank Newma~ ~ ~~rL/ 
Under Secr~ry ~~-Domestic Finance 

SUBJECT: Memorandum to the President on CDFI Legislation 

ACTION FORCING EVENT: 

The attached memorandum to the President outlines actions we are 
taki~g "to make the Presid~nt's CDFI program operational ~s soon 
as possible. It also provides a status report on the 
appropriations process and provides' information on the selection 
of the Fund Administrator. 

Recommendation: 

I T!,a6~~n the attached letter. 

~r~ree Disagree Let's Discuss 
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DEPARTMENT OF 	THE TREASURY 
WASHINGTON, D.C. 

i 	 August 17, 1994 
SECRETARY OF THE TREASURY 

MEMORANDUM FOR THE PRESIDENT 


FROM: Lloyd Bentsen 


SUBJEC'l': 	 Implementation of the Community Development 
Banking Act 

The purpose of this memorandum is to outline the actions we are 
taking to make the community development financial institutions 
(CDFI) program operational as soon as possible. As you know, 
the leg'islation passed both houses of Congress with extremely 
strong bipartisan support (410 to 12 in the House, unanimous 
consent in the Senate), after an extensive interagency effort led 
by Treasury. It is anticipated that the bill will be ready for 
your signature in early September. . 

Your budget requests funding of $500 million over 4 years, $125' 
million of which is to be spent in the ,first year. The FY 95 
Senate VA-HUD Appropriations bill contains budget authority for 
the $125 million; the House Appropriations bill provides no 
funding. The House/Senate conference is scheduled to take up the 
funding issue as early as Wednesday, August 17. The conferees 
will also have to address final funding levels for the -program 
sponsored by Congressman, Flake based on the Bank Enterprise Act. 
The CDFI bill allows for one-third of the total money to go 
toward Congressman Flake's program. 

The legislation also contains several other noteworthy titles 
unrelated to CDFIs, including reduction in regulatory burdens for 
banks, :;ecuritization of small business loans; improvements in 
detecthm of money laundering I and prevention of abusive second
mortgagl:! practices. Many of these provisions will also require 
Treasur:{ involvement, but this memo concentrates on the main 
program you initiated: community development banking. 

The CDF:r Fund will be run by an Administrator, to be appointed by 
you, with Senate confirmation~ In addition, there will be an 
Advisory Board consisting of representatives of key Executive 
Branch Departments, including Treasury, plus 9 members of the 
public appointed by you. In anticipation of passage, we started 
the search, in coordination with Presidential Personnel, for 
candidates for the key position of Administrator, as well as 
potential Advisory Board members, with emphasis on strong 
backgrounds in community development and banking. Working with 
Veroniccl Biggins, we 'plan to. have recommendations for you to 
consider for the Administrator within the next few weeks. 



In addition, the bill provides for ~, special trans~tion role for 
Treasury to start many of the administrative functions, including 
hiring limited staff, before the Administrator is confirmed. The 
Fund i:; also required to establish Elll,d publish standards for 
applications 'for funding in accordance with specified criteria. 
We plan to set this process in motion immediately, so that the 
prograyn can get off to a running start once the Administrator is 
officially on board. We hope our efforts will allow the Fund, 
with the Administrator in place, to begin processing applications 
and act:ual;Ly start investing in community development financial 
institutions within the coming fiscal year. 

\ 

2 

I 
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WASHINGTON, D.C. 20220 
I 

MEMORANDUM FOR SECRETARY SUMMERS 

THROUGH: 	Gary Gensler 

Under Secretary 

Domestic Finance 


FROM: 	 Michael S. Barr 

Deputy Assistant Secretary 

Community Development Policy 


Melissa Schroder . I 

Community Development Policy 

SUBJECT: 	 CRA Study 

ACTION FORCING EVENT: 

. Attached are copies of the various documents that will be included in the Treasury-CRA report. 
They indude: the prefaces to the report from both you and the President, and the four transmittal 

. letters to Speaker Hastert, President Pro Tempore Thurmond, Senator Daeschle, and 
Representative Gephardt. 

RECOl\1:MENDATION: . 

That you sign th,;1th~ers/-, '~<'Y7"-" . ~{Lf-! '1 {([1
;V?1gree ~i~a~c:r - ~Let's Discuss . 

ATTACHMENTS: 	 Tab A: Your preface for the Treasury CRA report. 

Tab B: Preface from the President for the Treasury CRA report. 

Tab C: Transmittal Letters to Senators Thurmond and Daeschle, 


. Speaker Hastert, and Rep. Gephardt. 
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SECRETA~Y 

DEPARTM.ENT OF THE TREASURY 

WASHINGTON, D.C. 


OF THE TREASURY 

PREFACE 

The Gramm-Leach-Bliley Act of 1999 called on Treasury to study the extent to which adequate 
services are being provided as intended by the Community Reinvestment Act (CRA) of 1977 as 
aresultof the changes pennitted by the Gramm-Leach-Bliley Act. Congress requested that 
Treasury submit a"baseline report" this spring, followed by a final report within two years of the 
law's ena.ctment. This report fulfills the first part of this Congressional mandate. 

In completing this report, we engaged the assistance of Robert E. Litan, Vice President and 
Director of the Economic Studies Program at The Brookings Institution., Mr. Litan assembled a 
team ofe:xperts including Nicolas Retsinas, Director of the Joint Center for Housing Studies, 
Harvard University, and Eric Belsky, Executive Director of the Joint Center for Housing Studies, 
Harvard University and Susan White Haag; Treasury Department staff guided the study, and 
several offices participated in its [mal composition. " 

, ' , 

This report provides a sound analytical framework to assess tmancial institution perfonnance 
under CRA, and suggests important areas for further research. ,I am indebted to Mr. Litari and 
his team for their valuable contribution to this critical area of research. ' 

eRA iS';1 central element of the regulatory framework for 'financial institutions, and a core 
,component ofthe legal framework under which the private sector is increasmg expanding access 
to capital As this report explains, home mortgage lending has expanded dramatically to 
previously underserved communities. Small business and cOnunuirity development lending are 
at significarit levels. Coinmunity development investments are helping to strengthen local 
commmuties across the country. And there is evidence that more Ari:J.ericans are gaining access 

, to basic financial services. But much more needs to be done. 

To fully-realize the opportunities afforded by modernizing our financial system, we must remain 
focused on assuring that the financial service industry evolves in a way that continues to enhance 
its accei)sibility and utility for all Americans. 

Sincereiy,' ' 

~j·t_.j/lvV~ 
Lawrence H. Summers 



/ 

Statement of William Jefferson Clinton 

'Ensuring that all Americans have,an opportunity to share in our nation's economic prosperity has 
been at the core ofmy Administration's domestic agenda. We have made progress, but there is 
much more that we can do to extend the benefits ofthe vibrant American economy, including 
our innovative fmancial markets, to all Americans .... 

. . . 

The Community Reinvestment Act (CRA) is central to that goal. Early in my Administration, I 
asked the: federal banking regulators to revise the regulations implementing eRA to focus on the 
performance of banks and thrifts in serving the. credit needs of their local communities. Since 
1993, banks and thrifts under CRAhave ,made weU·over $600 billion in home mortgage, small 
business" and community development loans for low- and moderate-income neighborhoods and 
borrowers. Today, credit is more widely available than ever before fOF Americans who wish to 
borrow to buy a house, or start a business. 

The fmancial modernization legislation that I signed into law last fall allows the integration of 
banking, insurance and securities industries. Consumers should benefit from enhanced . 

. competi1ion and innovative products and services. As part ofmodernizing these banking laws, 
the. financial modernization legislation requires that a bank have a satisfactory CRA rating prior 
to expanding into these newly authorized lines ofbusiness.. 

As we modernize our financial system, we must remain watchful to ensure that it works for all 
Americans. The Treasury Department's baseline report on CRA will serve as a useful guidepost 
iri assessing progress made thus far and what remains to be done. The report will also provide a .. 
benchmark against which to assess changes in access to credit and financial services as the 
industry continues to evolve in the years ahead. 

William Jefferson Clinton 
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EXECUTIVE SUMMARY 


IIi. November 1999, President Clinton signed into law the Financial Modernization 

Act (FMA)!. perhaps the most sweeping revision to this nation's financial laws of the post': 

.War era• .A.mong other things, the FMA directed the TreasUry Department to prepare within 

two years ofthe law's passage a report on the Act's impact on the provision of adequate services 

. as intended by the Community Reinvestment Act of 1977 (CRA). As part ofthis requirement, 

the FMA also directed the Department to prepare a "baseline" report on the impact of the CRA 

against which to measure any subsequent changes resulting from the FMA. This report fulfills 

the "baseline" requirement. 

The eRA established an obligation on the part of federally insured depository institutions to 

I meet the credit needs of the local commUnities they serve, including low and. moderate-income 

·1· neighborhoods.· An inadequate record under CRA may be grounds for denying' or conditioning· 

an application to merge with or acquire another depository institution! Public release ofCRA 

examinations and ratings since 1990 also gives CRA-covered lenders additional incentives to 

provide cn:dit to credit-worthy individuals and businesses. 

, . Under the most recent CRA regulations, banks and savings institutions with asse(s.of $250 

million or ·!hore are graded on their CRA compliance according to a three-part test. This test 

evalUates actual performance In lending, investing and services to'the community including, for 

,the purposes ofthls report, low-and moderate-income ("LMI") borrowers, and borrowers 

(individuals or businesses) located in LMI areas (collectively referred to here as "underserved 

borrowers"). 

http:asse(s.of
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To establish the baseline, this report reviews the legislative and regulatory history of the 


pRA, describes its purposes, and discusses the economic rationales for the Act. The report also 

I 
bontains basleline information on lending levels in 1998: CRA-regulated depository institutions 
I .... . 

land their affiliates made $184 billion in home mortgage, small business and communitY 

Idevelopment loans to underserved borrowers in 1998. The report provides quantitath{e measures 
I ' 
loi recent trends in t?e provision of cr.edit and banking services to LMI communities and 

Iborrowers. The purpose of reviewing these trends and past efforts to account for them - is to 

Ihelpprovid,;: context for the next phase of this study, which ~vili focus on the impact that 
I 

Ifinancial modernization may have on the provision of financial services asintended by the CRA .. 
I . 

This report also reviews past efforts to analyze the impact of CRA on lending patterns arid 

other banking services. The repoit closes with recommendations for the de~ign of the broader 

study of th~~ FMA's impact on meetfng the pUrposes ofthe CRA .. 

Table ES-l provides a current baseline against which future changes in CRA-related 

financial sl!rvices1may be assessed~ It is important to note that the years leading up to 1998· 

reflect an lillusual period. These years saw a vigorouS economic expansion fueled by low 

mortgage interest rates, an unusually rapid pace of mortgage-finance innovation, newCRA 

regulations, the enactrnentof affordable housing goals for the government-sponsored enterprises, 

and increased enforcement of fair housing and equal credit laws. Comparisons of future trends· 

to recent trends, therefore, should include appropriate controls for economic conditions and 

regulatory activity. 
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Table ES-1: Key CRA Facts For 1998 

. Mortgage Lending 
I Residential mortgage lending (Originations and Refinances) by eRA
· covered lenders to underserved borrowers .' . $135 billion 

Home purchas.e loans to underserved borrowers,' as a share of all mortgage 
originations for home purchases by eRA-covered Lenders 

32% 

Home refinance originations to underserved borrowers, as a share of all 
· home refinance originations by eRA-covered lenders 

25% 

Numbers of mortgages (originations and refmances) extended to 
underserved borrowers by eRA-covered lenders 

1.7 million 

Small Billsiness Lending 
Volume of small business lending to underserved borrowers by reporting 
eRA-covered lenders (Billions)* 

$33' billion 

i 

Share of small business lending by reporting eRA-covered lenders going 
to underserved borrowers 

20% 

Community Development Lending and Investments 
Volume of community development lending by eRA-covered lenders $16 billion 

• Volume ofcommunity development investments by eRA-covered lenders N/A 
Depository Services 
Percentage, ofAmerican families with some type of transaction account at afinanciat ~institution .. . 90.5% 

.. .* Reporting InstItutIons for small busmess loans are those WIth $250 million or more 10 assets and those of any asset 
isize owned by a holding cOIijpany with $1 billion or more in assets. . . 

The balance of this Executive Summary reviews some of the key findings ofthe report. 

CRA-Eligible Lending Activity
I . 

, In assessing a financial institution's performance under the eRA, regulators currently assign 
. . . 

a 50 percent weighting to lending performance, compared to a 25 percent weighting each for 

investment and services performance. Eligible lending generally includes home mortgage, home 

improvement; small business and cornniunity development lending. Single-family mortgage 

I originations constitute by far the largest portion of credit provided by fmancial institutions to 

low-to~moderate income borrowers and communities that is evaluated under the eRA. 

Regulators consider overall lending volumes, geographic distribution, borrower characteristics 

and the innovation and flexibility shown in meeting underserved community lending needs .. In 
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~ddition, evidence ofdiscriminatory or other illegal credit practices adversely affects the 

I ' ' 
~egulators' evaluation ofa bank's performance. 

Principal Findings About eRA-Related Mortgage Lending 
• ! ' , 

The findings about mortgage lending reported here are based on the data that lenders disclose 

l;mder the Home Mortgage Disclosure Act (HMDA). As important as these data are, they have a 
I • • • 

~uniber ofwell':'recognized limitation~ that are discusse'd in the text and appendices of the report. 
i ' , 

I ' ' 
Because the data between these two years is most comparable, we focus on the period from 1993 , 

L1998. The following facts and trends in mortgage lending to ;'un4erserved borrowers" - those 

Jurchasing homes in LMI areas or those with low-to-moderate incomes - are: noteworthy. 

. il 

CRA-eli~~ble mortgage lending has increased sharply. Mortgage originations - both for 

both home purchase and refmance of single family properties - to underserved borrowers rose 

I ' , ' 
<;iramatically overthe 1990s. Between 1993 and 1998, depository institutions covered by CRA 
I ' ' 
~d their affilliates made $467 billion in mortgage loans to un.derserved borrowers. Of this total 

lount, $187 billion flowed to LMI areas,$277 billion to LMI borrowers purchasing or ' 

JefmanCing homes outside these areas, and $3 billion to other LMI loans. In 1998, the latest year 

I ' , , • ,
for which data are available, the total amount ofinortgage lending by CRA-regulated institutions 

Lunderserve:d borrowers stood at $135 billion, up from $75 billion in 1993 --:- an 80 percent ' 
' , " . . . .Iincrease. " 

The increase in the dollar volume of mortgage credit to underservedborrowers has been ' 

matched by a substantial increase in the number ofloans extended (Chart ES-l); In 1993, CRA

!overed depository institutions and thei; affiliates made 1.2,million loans to underserved 

I 
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borrowers. 'By 1998, the number of such loans had risen to over 1.7 million - a gain of 45 

bercent. In contrast, the'home ~ortgage market as a whole for covered institutions grew more 
. ' 


, 
 . ' 
/
slowly - by 27 percent in number of loans and 57 percent in dollar volume .. 

Chart ES-1: CRA-Eligible Lending Increased Significantly Between 1993 and 19981 

, , eRA Lenders and Affiliates 
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~ource; Joint Center for Housing Studies of Harvard University, Tabulations of Borrower Qatabase 

Loan originations to underserved borrowers by eRA-covered institutions have grown 

more rapidly than originations to middle and high-income (Mill) borrowers in MHI areas. 

Loans to underserved borrowers increased by 43 percent, compared to 4 percent for loans to 

MHI borrowers in MHI areas. As a result ofthe large increase in mortgage lending to 

underserve:dborrowers as compared to the market as a whole, the share of total mortgage 

originations by depository institutions and their affiliates reported under the Home Mortgage 

1 The analysis of loan originations described in the body and appendices of the report is based on 
a restricted set of HMDA records that had complete inforrtll'ition for borrower race, borrower 
income, MSA code, on loans of at least $15,000 or more (where the loan amount is not more 
than 5 times borrower income). We drop these restrictions when compiling aggregate eRA 
lending, whether counts of loans or loan amounts, in order to provide a c()mplete account of 
lending that has taken place. 
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I 
Disclosure Act (.H1VIDA) going to CRA-eligible borrowers rose from 25 percent in 1993 to 28 
.I. . . 
percent in 1998 (Chart ES-2). 
i 

1 . . 
Chart ES·2: Loans to Underserved Borrowers as a Share of All Lending Grew 1993 to 1998 

'eRA Lenders and Affiliates 
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I 

Lending has increased even more rapidly for underserved minority borrowers, whose share . 

"" fftOtallending by CRA-covered institutions to underserved borrowers increased from 20 percent 

"in 1993 to 26 percent in 1998. FHA-insured lendinghas contributed to this trend. Between 1993I . . ". i 

Fd 1998, the share of loans to underserved minority borrowers made by CRA-covered lenders 

.rthout government insurance or guarantees rose from 17 percent to 20 percent, while the share 
I. . . . '. . . 
pfFHA-insured loans to underserved minority borrowers grew even faster, from 20 percent to 35 
I . 

I . 
percent.. 


I Loans to underserved borrowers increased most for LMI borrowers purchasing or 


~efinancing homes' in MHI areas, jumping from 16 percent ofmortgage originations in 1993 to 

19 percent in 1998 among all lenders among institutions covered by the CRA (Chart ES-3). 
. . , 

lendingto a11borrowers regardless ofiDcome in LMI areas grew from 8 to 9 percent of 
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briginations over the same period for institutions covered by the Act. 

I 

Chart E:S-3: Loans to LMI Borrowers in MHI Neighborhoods Drove Growth in Lending to 
. . . Underserved Borrowers ., . . . 

eRA Lenders and Affiliates 
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Source: Joint Center for Housing Studies ofHarvard University, Tabulations of Borrower Database 

Lending to underserved borrowers grew faster than other categories of lending for both home 
. . 

purchases ,rnd refinances. In fact, refmances ofmortgages held by LMI owners iIi LMI 

· communities were up substantially iIi 1998 over 1993, while the market for refmancing homes 

· owned by MHI borrowers in MHI areas was down 10 percent. 

Primarily due to the growth in "subprime" lending, lending to underserved borrowers 

increased even among institutions not covered by the CRA, but CRA-covered lenders 

remain the dominant originators of loans to underserved borrowers. Institutions covered by 

·CRA and their affiliates lost some market share of originations to underserved borrowers to 

institutions that are not covered by CRA, such as independent mortgage and finance companies 

(Chart ES-4), but remained responsible for 63 percent of lending to such borrowers. 



Chart ES-4: eRA-covered Lender and Affiliate Market Share of Lending to Underserved Borrowers 
. . Fell Slightly 1993-98 
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Most of the growth in lending to underserved borrowers among lenders not covered by 

Ithe ~ct has b~en due to the expanding activities of lenders specializing in "subprime loans" 

1- those to borrowers with impaired credit histories - an~ in loans collateralized by 

r 
imanufactur'edhomes. Indeed, independent mortgage companies, as discussed below, lost 

I . ' " .' ' 
imarket shart! in other types of loans to underserved borrowers. ,Subprime lenders accounted for a 

:full two-thirds of the growth in loans to underserved borrowers by institutions not covered by 

ICRA, but only 15 percent of the growth in loans to un~served borroweTS by CRA-covered . 

iinstitutions ~md their affiliates. Banks.and thrifts have. traditionally shied away from specializing 
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in subprime and manufactured home lending because such loans may be riskier and demand 

larger set-asides for reserves against credit losses. Instead, banks and thrifts have focused on 

"prime lending" to borrowers without impaired credit histories. Prime lending still accounts for 

Ithe greatest,share (91 percent) of both horne purcliase and refinance loans originated ~n the 

IUnited States, even after s;veral years of explosive growth of subprime lending: 

Depository institutions covered by the eRA and their affiliates gained market share in 

I 
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Iprime lending to underserved borrowers from lenders not covered by the Act that 
I ... • 

Ispecialize illl prime lending (Chart ES-S). In 1993, institutions covered by the CRA and their 
I . . . .. 
laffiliates accounted for 66 percent ofthe loans to underserved'borrowers originated by prime 

lending specialists, By 1998 they had increased that share. to 71 percent . 

. Chart ES-~i: Between 1993 and 1998, eRA Lenders and Affiliates Gained Market Share in Prime 
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Source: Joint Center for Housing Studies of Harvard University, Tabulations of Borrower Database 

Although some of this gain is due to acquisitions of non-depository lenders, this trend 

nonetheless suggeSts that CRA probably helped to increase prime lending to CRA-eligible 

borrowers. Furthermore, by·helping banks and thrifts discover that lending to CRA-eligib1e 

borrowers·c:an be profitable, the CRA may have had a positive "demonstration effect" on lenders 

not covered by the Act, and thus indirectly increased lending by these institutions as welL 

The fact that both lenders covered and'not covered by the CRA recorded gah;ts in· 

'. mortgage lending to underserved borrowers from 1993.to 1998 suggests that CRA and a 

. variety ofother factors. have helped to expand mortgage credit to underserved borrowers 

over the 1~190s. These other factors include: . 
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I -The strong economy andrelatively modest interest rates of the 1990s (which have 

:stimulated mortgage demand across the board and especially for marginal mortgage loan r . . 
'applicants, such as LMI families); 

- Faster growth in incomes of black families relative to white families during the 1993-98 

,period, which has enabled proportionally more black families to qualify for mortgage credit; 
I '. 
I  Advances in risk management and more rapid mortgage product innovation by lenders, 

in part spurred by the CRA, that have improved the capacity of the industry to reach out to LMI 

borrowers and areas in a way that is.consistent with safe· and sound lending; 

. . . 

- Enactment of affordable and underserved area goals for the GSEs and refonns in the' 

Federal Hou.sing Administration (FHA) loan guarantee program that have enabled it to reach 

more CRA-:'~ligible borrowers; 

- Stepped up enforcement of fair housing and equal credit laws; 

I. .-Dh;closureunder HMDA ofmortgage rejection rate llfonnation by race and income, 
, 

which has drawn public, regulatory and judicial attention to the provision of mortgage credit to . 

. minority areas and borrowers; and 

. '. 
- Intensified merger activity among depositories, which has increased incentives for these 

lenders to take CRA perfonnance seriously. 

The absolute levels of- and recent changes in -" CRA mortgage lending vary widely 

among metropolitan areas throughout the United States, underscoring the importance of . 

examining the CRA in the c~ntext of other factors that influence mortgage credit flows. 

F or example, although on average, the number of mortgage originations to underserved 

. borrowers in metropolitan areas across the country was up by 43 percent betwe~n 1993 and 

I 
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11998, there were 54 metrp areas where it expanded by 90 percent or more. At the other extreme, 

'in 22 metro areas, the number of originations to underserved borrowers contracted. These 

.jlanations also appear when o~efoc~es on the share of all originationsto underserv~d borrowers 

made by CRA lenders and thelr affilIates between 1993 and 1998 (Chart ES-6). Fbr Instance, 

although the share of CRA lenders' originations to underserved borrowers was up about 3 

,percentage points nationally, the share declined in 30 metro areas, and increased by more than 7 

/percentage points in 43 metro areas .. 

I 

Among metropolitan areas with at least 10,000 loan originations to underservedborrowers in 

1998, Nashville (9 percentage points), Houston (8 percentage points) and Memphis (8 percentage 

points) had the largest gains in portfolio share. Phoenix (-4 percentage points), Orange County (

4 percentage points) and~San Diego (-S percentage points) had the largest drops (See Appendix 

Table C-14 for data on the 391argest MSAs). The difference in lending patterns across MSAs is 

undoubtedly related, in part, to a series of factors oilier than the CRA, such as variations in 

economic conditions,home ownership levels, housing stock supply, household income levels, 

,and other d~:mographic factors. As a result, statistical analysis that attempts to sort out the 

significance of each of these factors, along with CRA, would be highly desirable. 
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Chart ES-6:CRA Lender and Affiliate Loan Origination Shares to Underserved Borrowers Varied 
Across Individual MSAs 
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35+-__________~____~~~~~~--------------~ 

. 1993·1998 Change In Origination Share to Underserved Borrowers 

Source: Joint Center for Housing Studies of Harvard University, Tabulations of Borrower Database 
I . 

The rapid growth in lending to underserved borrowers by eRA-covered lenders, coupled 

rth their inl;r~asing ~hare of the market for prime loans to underserved borrowers, suggest that 
<. ~ . 

~e eRA has contributed to the recent increase in mortgage lending t~ such borrowers. This and 
., 

') . ' . 

bther evidence reviewed in this report, on balance, is consistent with the view that eRA has 

I 
encouraged lending to underserved borrowers. Prior studies have not quantified this link, nor
I, . . 
does this report. ' 

·1· · Principal Findings About eRA-Related Small Business Lending 

. Large depository institutions were not required to collect small business lending data until 

1996, and even now only about two-thirds of the aggregate volume of small business lending 
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~rovided by banks and thrifts is reported, since smaller institutions are exempt from this . 

rorting requirement. . In addition, other financial insti~tions - such as finance companies": that 

provide loans for small business are not required toreport such activities at all. Because of these 
I 

. factors, the available, small business lending data cover less than half the tOtal volume· of loan 
! . 

I . .' . . 

priginatioris. Furthermore; because financhll institutions currently cannot,ingeneral, collect 
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,information on the race of ovvners of small businesses, it is difficult to know the extent to which 

I . 
business credit needs of credit-worthy minorities are being adequately met by CRA-covered . 
I .' . . 
aepositories (or other financial institutionS). . 

With these data limitations in mind, this report finds that lending by CRA-covered 

institutions to small businesses in LMI areas was relatively stable between 1996 and 1998-in 
..1' .' '. ... .. 

~xcessof$32 billion annually (Chart ES-7).· Because overall lending to small businesses rose· 

I 
modestly over this period, the proportion of those loans extended to businesses in LMI areas 

hec1ined slightly, from approximately·21 percent in 1996to 20 percent in 1998. ' .. 
! .. . 

CRA-reporting institutions also provided loans to businesses with revenues of less than $1 

million that are located in MID areas. In 1998, this latter type of lending to underserved
I' ..

I ... . . 

borrowers a(:counted for $61 billion, or almost double the total for all small business lending in . 

I' .
. low and moderate-income areas. Combining lending in both LMI and MID areas, CRA
I .' . 

reporting institutions increased their small business lending to uilderserved borrowers from $81 
I . . 

, 

Ibillion in 1996 to $94 billion in 1998~ Total small business lending to undetserved borrowers . 

accounted felr 58 percent of the' dollar volume, and 67 percent of the number of loans, ofCRA

..• ~eporting lenders' total small business lending in 1998 (up from 55 percent of the dollar volume 

'and 61 perce:nt of the number ofloans in 1997). 

I· As additional information about small business lending becomes available, itmay be possible 

I . , . . 
. Ito draw conclusions about the impact ofthe CRA on small business lending duririg this or earlier 

I . '. 
Ipenods. 
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I Chart ES-7 : Small Business Lending in LMI Areas by Reporting CRA-covered Lenders was Stable 

Between 1996 and 1998 
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. CommunitY Development Lending
I . 

I. C°llllnUDity development lending is considered in CRA exantinati~ns and defined by current 

regulatIOns tofuclude loans that have commumty development as a pnmary purpose. Loans for 

iffordable housing rehabilitation and construction, loans to financial intermediaries such as' 
. I .' 

community development financial institutions (CDFIs) or local lending consortia, and loans to 
I ' .' 
, . ( 

local nonprofit organizations that serve low-to~moderate in'come housing or other commUnity 

J. . 
development needs may all be included if they have not otherwise been reported under FrMDA 

t' CRA small business loan data. As with small business loans, only I,!,ge depository .. 

institutions are required to report, and even then the only obligation is to report the aggregate 

volume of such lending and not its destination, by type of borrower or location. 

Based on the current definitions, community development lending bY.CRA-covered 

. institutions totaled nearly $16 billion in 1998, down somewhat from the high of $19 billion in 
I" .' ' . 
I' , . . 

1997,andfrcm $18 billion in 1996. Average loan sizes ranged from $542,000 to $745,000. As 

with small business lending, this reporting requirement became effective in 1996, so there is 
. .I . ffi" d d l' b d' .'msu ICIent ata to raw conc USlons a out tren s over tune. 

I 

I 
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eRA-Eligible Investment A,ctivity 

In assessing eRA performance, regulators assign 25 percent weighting to a fmancial 

institution's qualified investment activity. Eligible investments, grants or deposits may be in a, 

variety of community development intermediaries such as CDFIs, community development 

corporations CCDCs"), low.:income or community development credit unions, Neighborhood 

Housing Ser~ices, and a wide variety of other community programs.· Such investments are 
. . 

valuable in their own right, and -also facilitate the provision of credit by depository institutions by 

bolstering these local institutions, which have critical market knowiedge and expertise. These 

institutions can partner with banks and thrifts to originate loans, share risk, or provide essential 

services such as homebuyer counseling, thus. enhancing the performance of bank and thrift loans. 

More importantly, these investments also enhance the stability of the neighborhoods in which 

banks and thrifts lend, further bolstering loan performance. Other eligible investing activities 

·1' include amounts invested iri Small Business Investment Companies (to the extent such . 

. investments serve a community development purpose), purchases of syndications in Low
., ' ' 

Income Housing Tax Credits, or investments that promote community development for LMI 

populations or LMI neighborhoods. 

Currently, no data reporting is required under CRA in connection with these activities, 

although regulators record an institution's· qualified investments in the Performance Evaluation 

of each baIilc charter and each state ofa multi-state charter. To date, no compilation is available 

to serve as a "baseline." Nonetheless, there is some evidence (hat the CRA has been an 

important vehicle for facilitating the growth of these institutions - together with support from the 

federal gowrnment, foundations and state governments for CDFIs and other community-based 
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rrganizations. As one indication of investment activity, according to data collected by the 

Comptroller of the Currency, during the 1993-98 period, national banks invested in one ty}?e of 

community development - investments permitted under "Part 24" authority - seven times as 

LUCh in re~ dollars as they had in the previous 28 years.' . . 

I 
~RA-Eligiblle Services Activity 

The extent to which depository institutions provide services to underserved populations also 

~eceives a 25 percent weighting in the regulators' evaluation of compliance with regulations 

Juder the Act. This includes consideration of both the distribution of banking offices and the 
1 .., . 

. , . 

range of retail produc~s and services available at these locations. Furthermore, access to 

I . 
1epository services may be an important link to credit access by facilitating the, ability to manage 

" ~ , 

Household finances, accumulate savings, and enhance creditworthiness. Account ownership may 

lso facilitate cross-selling by financial institutions of loan products to depositors. Researc~
! . 

i ~ 

suggests that the provision of depository services helps to reinforce access to credit. Holding 

e~onOmiC and demographic factors constant, low-income families with deposit accounts h~ve 
ieen found to be significantly more likely to ovm financial product~ such as credit cards, home 

mortgages and auto loans. . 

I Of the few studies that have been done on depository services, several contain findings that 

are relevant for purposes of this report. During the 1975-95 period, for example,banking offices 
I . . . 

bbcame more evenly distributed on a per-capita basis across neighborhoods of different income 
I· '. '.' , 

l~vels,'suggesting that LMI communitieswere 'not being significantly disadvantaged. In addition, 

Jefraction of the population with some form of transaction (or"'banking'') account has been . I, . . , , . 
rising, from 84 percent in 1992 to over 90 percent in 1998. The share ofthe "unbanked" may' 
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Idecline in future years, as more financial institutions begin to offer electronically-based account 

, Iproducts and other alternative delivery systems for LM! individuals, which are encouraged by 

,Ithe eRA regulations.'" , ' . ' 

The CRA.. Services test also c.onsiders community development services, such as those that 

promote credit availability or affordable housing or the provision of technical assistance to other 

organizations working to meet the credit' needs of LMI communities and borrowers. ,To our 

knowledge, no compilations of'tb:ese activities exist; attempting to establish a "baseline" of these 

activities would require additional field research, at a minimum. 

Rema~ing Credit Market Imperfections 
. . . . 

The evidence suggests that CRA has contributed to increased lending to tulderserved 

~ 

borrowers, but there are indications ofcontinuing imperfections in credit markets for LMI 

,borrowers, especially minorities, as well as for some small businesses in LM! neighborhoods. 

So-called "matched pair studies," which attempt to control for economic and demographic 

factors in actual tests of the behavior of loan officers, have revealed instances of discrimination 

against minorities when applying for mortgages and searching for homes, although the national 

incidence of the problem is unknown. Findings of racial discrimination derived from statistical 

studies ofmortgage denials remain contested, but raise important questions about continuing 

market failures. 

As for small business, there is suggestive _evidence that the credit needs of firins in LM! 

ar~ are not being met as fully as those businesses located in middle and upper-income ,areas. 

. Other studies suggest that minority borrowers are less successful than whites at obtaining small 

business loans after controlling for the amount ofpersonal equity invested and the borrower's 
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education level. More research needs to be done to determine whether, and to what extent, the 

6ifferencesin the supply of credit to businesses in different areas is due to differenc. es in demand , . 

.hr the effects of imperfections in credit markets. 

Recommendations for Studying the Impact of Financial Modernization on eRA Goals 

It will be difficult even two years from now to isolate the impact of the FMA on eRA-related 

:financial services from the many other forces that also affect these patterns. Nonetheless, several 

possible research approaches may help shed some light on'the issue. 
I . 

One approach is to conduct case studies of financial institutions most likely to take advantage 

ofthe new fulancial holding company structures authorized by the FMA, These case studies· 

dould be used to impr~ve understanding of how the companies 'most likely to use these new . 
. , . 

i "" < • ~ " 

~tructures would viewtheir obligations, organizational capacities, and organizational constraints 

freaching out to underserved borrowers after taking advantage of the new powers authorized by 

the FMA. Another indicator may be the extent to which eRA-covered insured depositories elect 

t6 have the lend~ng; investment and services of their non-bank fin~cialholding company 
I . . . . . 

affiliates considered during a eRA evaluation. This information could be supplemented by 
! . . " 

iliterviews with community groups, business leaders, and regulators to obtain their views ofhow' . 
. . "I. 

the FMA will influence eRA lending. 

I Existing diversified financial holding companies include unitary thrifts (which have long had 

activity powers even more extensive than those authorized by the FMA), It is therefore also 
! . 

.J,orth examining whether their mortgage lending patterns in 1993 and 1998 differed from those 

If th fi 'al . . . . ,
o 0 er lnanel Institutions. 
I 
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. Further research is also warranted into the metropolitan area variations in mortgage lending 

to underserved borrowers. One potentially useful exercise would be to explore, through formal 

statistical methods, the caqses of census-tract variation in mortgage lending to these borrowers, 

\-vith strong controls for metropolitan area characteristics and a view toward isolating the 

.p~tentialimpact ofthe CRA from other possible factors contributing to this variation. These 

factors include differences inlocal economic conditions, demographic compositions oflocal 

populations, and the structure of local housing and mortgage markets. 

At least three other important trends in the banking industry - indeed, the financial serVices 

industry more broadly defined ~ appear to be influencing flows of credit to individuals and smrul 

businesses in Uy[[ and minority areas and to minority o\vned businesses: .the use of credit scoring 
. . . '" . 

technologi,~s, credit card lending, and consolidation of the banking industry. The closing section 

. ~ 

of the report briefly discusses these forces, but suggests that more research will be required to 

provide more precise estimates of the direction and magnitude ofthe impacts of each of these 

developments. Additional information not now reported under the HMDA or CRA - in 
, , 

\particular, data relating to fees and interest rates - also would allow for a better understanding of. 

lithe access of underserved borrowers to credit and how lending to them affects their communities. 

\ Finally, the FMA requires the Federal Reserve Board to study the profitability, delinquency 
II . 
iiilld default rates of CRA lending. Therefore, we touch on that subject onlybriefly here. In this 

I . 
area, it is not1eworthy that through 1998, the charge-off rates for mortgage loans were low and 

\ '. .' . 

generally stable: despite the dramatic increase in mortgage lending to underserved borrowers 
I 

during the 1993~98 period documented in this report The. survey that the Federal Reserve is 
. \ ' . '. . 

. . . . 

conducting to meet the FMA requirement may provide financial institutions' views ofthe 
I ' 
I . . 

r~lative profitability ofCRA·related lending. This survey information will ~eed to be compared 
I 
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with other evidence about the costs and benefits of the CRA. '.Any costs associated with the CRA 

must be weighed against the benefits of the Act in addressing failures in the credit markets for 

I underserved populations and prompting institutions to discover and exploit profitable 
I' . 

'opportunities they might have otherwise overlooked. 
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THE SECRETARY OF THE TREASURY 

Attached is a letter I sent to Chairman Jim 
Leach explaining our opposition to H.R. 1362, 
which cripple"s the CRA and undermines the 
safety and soundness of our banking institutions. 
In the letter I explained that if this bill 
were passed in its present form,"" I would 
recommend you veto the bill. 

, I·· .," :1.' 



DEPARTMENT OF THE TREASURY 
. WASHINGTON, D.C. 

SECRETARY OF THE TREASURY 

February 21, 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: SECRETARY ROBERT E. RUBIN tL iJt--
I 

SUBJECT: COMMUNITY DEVELOPMENT LENDING I 

{ 

I thought you would be interested in the attached article, which highlights the success of 
community development lending under the Community Reinvestment Act (CRA). As you 
know, we have been fighting congressional attempts to eviscerate CRA, so far successfully. 
To get out the good word, we have distributed this article widely, . to the press, Members of 
Congress and interested groups. 

I also wanted to let you know that the CDFI Fund is thriving in its new home in Treasury. I 
recently opened the Fund's first Advisory Board meeting, and the level of excitement was 
high.. Morec,ver, response to the Fund's first call for applications has been outstanding, with 
requests from mainstream financial institutions and community development funds 
outstripping available resources by roughly 10 to 1. We have some exciting new initiatives 
coming on, including establishing, at your direction, Presidential Awards for microlending. I 
think we have a real opportunity to take your community development initiatives to scale 
over the next five years. .. 

I will be dis<,~ussing these issues tomorrow at the Comptroller of the Currency's community 
development conference, as well as announcing the details of the brownfields tax incentive 
~t you caliled for in your State of the Union address. I think this, incentive holds out real 

. prospects for helping to get abandoned, contaminated industrial sites productive again .. 
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GiVing Credit; ': ", 

Mortgage Lending 
To Minorilties;Shows 
A Sharp 1994 Increase' 

'Regulators and the Market:' 
. Both 'Fhel Trend, as Do ' 

Low-Inc.:ome Loan Plans 
, " 

Buying Wii:h Nothing Do~ 

By JC)HN R. WILKE 
Staff Rt!porte'I' of ''rim WAU. ST:IlEEr JOV'IUIAt. 

From the South Bronx to the SubUl'bl! of 
I.Ds Angeles. moirtgige lenders are making 
loans to blacks ~Hispanics as never 

, before., 	 ' 
!be surge in credit is being fueled by 

tough fair-lending enforcement. federal 
community-inveStment ~ tba~ ellCOlll'" 
age such loans l,lDd tequired publiC disclo
sure of every lIiortgage leDder's loans by 
race and incorne. And another. reason: ' 
"U's good bUS:lneSs," says Karen Weg
mann exeeuti'('e vice president at W~ 
Fugo'~' in California. "We're making 
money. 	 trikin' " 

The rise in lending is most s g m 
hard-hit iDner"dty and rural areas, heav-

Uy populated b); minorities, tbat long were 

underserved by banks and mortgage com

panics.Indeed., in many cities, low-income 

and minority bonPwers can now fInd 

mortgage credit onletter terms ~ afDu

, ent whites, Federal Reserve officials say'. 
. The targeting of these I:lorrowers IS 

cbanging the makeup of the mortgage 
market:. A Wall Street Journal computer 
analysis of mil~ons of mortgages from the 
latest data available shows tbat home-Ioan 
approvals to biadcs soared more than 38% 
in 1994 from 1993, while approvals of loans 
to whites rose' just under 12%. lDan ap
provals for HU.Panics rose steeply as well, 

. by 31%, with approvals for Asians up 17%. 
. "It's a ne'i' day," says John Taylor, a 

, longtime banJe critic who heads the N~
tiona! COmmUnity Reinvestment coali
tion; "Five years ago, most banks didn:t 
take the contDimity-lending laws sen
ously," be says. ''Today there's more 
lending in'low-income urban and rural 
communities than ever before." , 

Part of the reason is .Ute wave of 
Much of the new wave of lending is attakeovers in the banking industry. Regula-' 

below'inarltet. terms, off~riDg low closingtors whose approval is need.ed for mergers coSts, low down payrrients or relaxed stan· are taking a harder line on, banks' and dards for sudl things as a bolTower'ssavings-and-loans' perfonnance under the credit rating, income and level of debt. AnCommunity Reinvesunent Act, a law that unpUblished survey by the Federal Rerequires them to lend in every :comm~ty serve found such programs proliferating inwhere they take deposits. A ,weak lending almost every city, inany offering as muchrecord can slow or even derail a deal, while as a one-percentage-point break: on intera strong one can speed approval and head est rates or on the "points" charged at the , off protests by'Community gro~. , < 

dosing. Tbe programs may become evenIn recent months, some eye-poppmg ,more 'common because, of ·newly revisedcOmmunity-lending commitments have 
CRA rules UDder Wbidl baaIm' lending

'I I I records will be measured in part by com! 
I 

~ppr,vc;tls ~qar parison with ~ peers', 
< "We're going to see banks offering 

cheap money to buy martetsbare in 
low'income areas, espedaJ)y after they 
r.eaJize tbat under the. new rules, CRA 

. ,ratings depeDd on jt." ~cts ~tberinp.< 

Bessant. a senior vice president at Na~ 
tionsBank COrp,. of Cbarlotte, N.C. . . 

< 

<This acquisition-minded "~rre
< gionaI" bank bas itself begun offermg one 
of the country's most aggressive low.' 
income-loan programs. Working through a 

. 	Boston nonprofit hOusing group, ~lI:tions
Bank is making available S500 ~n of,been made by banks that are In the merger' hOme loans in four SoutheaStern cities tomarket. For example, WelisFargo Ie Co•• < • 

as many as 10.000 borrowers with no need.wilich is taking over california rival First to rome up with any down payment at all,
Interstate BancorP. prorilised $45 billion nor to pay any closiDg costs. .for lower-iru:ome and smaU-business Ij>ans 

< 

. While sucb programs help people whO over 10 years. 	 . .' otherwise migbt have DO hope of owning a . Market forces have aiso, helped. With' home, they may also distort the marke~ .slower growth in the demand (or large and discouraging lending by others f:bat aren t
middle-size mortgages, lower-income bor

< 

re8dy to subsidize loans so heavily - ~d. rowers of all races emerged as a source of ironically, squeezing traditional iMer-clty . new bus:iDess toward the < end of 1994. < lenders. Boston Bank of Commerce, a .
"Bankers d.i.scovered tbat the community· black-owned institution serving the Massalending laws were a blessing in disguise," chusetts city's ailing Roxbury and Mattasays Karen Shaw Petrou of ISD Shaw Inc., pan neigbborboods, was virtually knockeda Washington consulting fum. "It's the out of the mortgage martet by a flood ofonJy part, of. the market showing robust cheap credit in the past two years from
groWth rigbt DOW." • ; Fleet Bank. Bank of Boston and other bigLenders' new fOcus on: minority and . banks tbat bad been criticized over their low·income borrowers comes even as con- , community lending. .. ' gressional Republicans seek to exempt ''There's lots more credit on the street. many banks and S&:Ls from the COmmu- . and in.the short term. that's good for thenity ReiDvesUDent Act. Its critics call tbe community," says RoDa1d Homer, Boston1977 law a heavy-banded affirnultive< Bank of COmmerce's chief executive. "But action program. But Democratic Rep. Jo it burt our bank. and over the long tenn.seph Kennedy of Massachusetts. a l~ng you have to ask how long these big banks
time advocate of more minority lending. 

< < 

are going to remain bere when the regulasays the latest numbers "dearly show that torstalte the pressureoff."he says • CRA worts," < 

Who .Gets What 
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The below-mattet loan pi'ograms also 
raise the sensitive issue of fairness_ "In 
some cases. it is now cheaper to get a home 
loan in the inner city than in the suburbs ... 
says Lawrence Linruiey. the Fed governor 
who oversees community lending. The new 
programs "have not only leveled the play
ing field but begurl to go in the other 
direction." he says. as big lenders aggres
sively move into the inner city to demon
strate to their regulators that they are 
complying with fair·lending laws. 

Mr. Lindsey malces clear that he wel
comes the new and easier credit flowing . 
into the inner city. something federal 
regulators have bei~n seelci.ng for years. 
Butultiinately. hes.ays. "we want to end 
up as a society where all people are treated' 
equally when applying for credit" 

Another concern is that aggressive low
income loan programs may produce mort
gages that go sour at a higher rate thaD 
other home loans. Many of these loans are 
too new to make sa a judgment. bow
ever. and data are l:onfiictlng. 

Many lenders say their low-income 
loans so far are performingas wen as other 
I , Some evidence suggests that lower

.me borrowers often go to great lengths 
meet a mortgagt: payment But Federal 

.iome Loan Mortgilge Corp. raised a red 
flag on low-Qown-p;a.yment loans last sum

~:tI~ ~~~~~~td:fa~' 
Freddie Mac. as lhe company is called. 

payment, what happens if the furnace 
blows?" 

Easing loan terms worries Mr. Lindsey. 
~ F~ governor. He warns that "tinker
mg WIth underwriting standards could 
~te more social problems than it solves 
if the result is that more families de
fault" 

.Bruce Marks. who runs the nonprofit 
~elg~borhood Assistance Corp. in Boston. 
dismiSSes such concerns. He says that 
people who obtain homes through his pro
gram get extensive support and post-pur
chase counseling to stay on top of their 
~mana:s. By badgering lenders about their 
umer-elty performance. Mr. Marks. has 
heJped line up commitments for a buge 
!ower-income loaD pool of S850 mill1on. 
iDc.l~ NationsBank's program. His 
group fmds and "qualifies" the borrowers 
W!Jo then get loans from banks cooperatmi 
With the nonprofit group_ 
RatiDgs RIse 

!'S banks get involved in such programs 
to .unpress regulators. their CommUnity 
~lDvestment Act ratings have been ris

.	mg- A General Accounting Office survey 
shows that "outstanding" 'ratings have 

Rising App"ov~1 Rates 
, I, ,I I I I 

.~wt;::;8pp~riie:;.,r~;~:~;{~ 

~;:s;::::::::::~'i~~;,s~~:,"~~.i~~e~ 


more than doubled in four years. while 
"needs to improve" ratings have dropped 
by'more than half. 

Part of this is simply "grade inflation." 
contends Robert Gnaizda. director of a San 

. Francisco advocacy group called the 
Greenlining Institute. In addition. banks 
faced with a weak CRA rating often bring 
in legal counsel to appeal such a decision. 
"Very often you can tum the regulators 
around. particularly as you move up the 
chain of command in an agenCy," says an 
attorney who has helped banks boost their 
ratings. "It·s a very subjective process. 
and there's inconsistency among the dif
ferent examiners." 

But Federal Reserve regulators say the 
better ratings clearly do reflect' improved 
lending performance. and the reports that 
lenders have to file bear this out Under the 

, Home Mortgage Disclosure Act. or HMDA. 
each lender must file an annual breakdown 
of its mortgage-loan applications by race. 
sex and several other categories. and state 
the outcome of each application. One thing 
these numbers show. Fed Chairman Alan 
Greensp;an said last week. is that new 
home loans to lower-income households of 
all races expanded at more than twice the 
rate of lending to higher-income families. 

Specifically. the Journal analysis of the 
HMDA . numbers shows that lending to 
blacks rose more than 30% in 1994 in every 
f.iYpe of census tract. from mostly black to 
mostly white. although the latter kind 
showed the greatest increase. And lenders 
reached further down the income ladder. 
granting mortgageS to blacks with lower 
famUy incomes. on average. than in 1993. 

Raw fIgureS that exclude government
backed lOans such as those guaranteed by 
the Veterans Administration show lending 
up even more sharply: Mortgage loans 
granted soared 54.7'7'0 for blacks in 1994 
from 1993. compared with a 15.7'7'0 rise for 
whites. . 

Although the Community Reinvest-

some loss experience higher than in the 
general market" on affordable-loan pro:
grams. Ms. Bessaritsays. She believes that 
a modestly higher loss rate is acceptable if 
it is also predictable. so that mortgages 
can be priced properly when repackaged as 
securities. 
AssessiDg rusks 

.ass:'~~:'=en=;o:n~~ . =ic£J, 
An applicant may have a spotty creditCulritM"t·;\,.~ 65.9 .47.6 38.4 

,'~::~r:n~~~~~:vern;t~~lv:I~~:~ '.=g~:~\ .
income. and while anyone of these flaws .c •. , , iii link:' 65.5 A8:1 36.4may be acceptable. two or more could spen m..' . -trouble. A!s low-income lending becomes a 'iYiijj,miiilillQ!B!l~Fit,~'-~'~":7-~~~~:n~;;~:

.'.~ 

........Rl1:." 83.6 ;66.0 2&,6
larger part of the ma.rket. "we have to 0WrtamtPark,:: ',. 
learn where the line is between a stretch ,,_ ...: •..., 

..and a bad deal." sbe says. ;;-~~~'._'~.'_":;;... '-:':~::---=-=~~___.;.;;: 
Mr. Homer (if Boston Bank of Com- ClXMtp;;;';·'.,.• 100.0 '79.3 26.2 

:!;~w ~~ 	 ii:j;;;;t.:;;?;~':-~Q'95~.9O-~-:t-~.-~n:~~~~q=~ri'~~ 8=~~"~:;.. •···76.4 

.. 

25.6 
if a person can't cover closing costs or .WOrtIiinoton;'.,;:y~ ~; 

doesn't have allY savings for a down ·CJfIit;:~'::';;".·;;J; 
':~ , 

'.;:::;.:::'.... ..;."-=6~9.3~~""";"--;;::::'::_~~• '55.9 24,1
titJl8:RcickrArt!·; 

DiiIy·ratLL'0; n.5o/";J38:0%:~1D3.7%~
Atlanta.'.. .'.......,: ...• . 
tliale:0waeII~ .... 39.0 ·25.8 51.0 

. Auldlag;.:.,. 
Dallas " .. 
iillCA;;;;_~It::::.... ... ,-.~85:-.4-:---::':-=--~"--:':':"~, .60:5 41.3
SouIbfieIIt,/Wca:: 

.' ~..:~IIIt':::,,:;;;t~.·~;:.,,:;;":,-=75:-:.4~~-=-=-..;:3IIIdII=" ~;53.8 40.0 
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ment Act doesn't explicitly mention race. 
the HMDA repcirtsproVide a yardstick for 
measuring institutions' fair·lending ef
forts each year. And the reports are avail
able to activists as well as to regulators: 
Since 1990, lel:lders have had to make 
HMDA figures public, not merely report 
them to reguJa1:ors~ 

Tougb fair-lending enforcement by the 
Justice DepartJinent has also helped. spur 
minority lending, with the department 
bringing six stICh cases in the past three 
years, after more than a decade With no 
significant actions. "There's no question 
that enforcement is tougher today," says 
Andrew 8andJ(!r, an attorney with Skad
den. Arps. Slate, Meagher & Flom. Most 
cases target banks, but lenders that aren't 
required to comply With CRA are under 
scrutiny as wekl. be says. 

The Journal analysis of the 1994 home
mortgage numbers shows that lenders still 
rejected a muck1 higher percentage of black 
applicants than of whites - 31.2% vs. 
16.n%. Thus. tbe greater number of loans 
made mostly reflected a surge in the 
number of applications taken. 

The gap in rejection rates narrowed. a 
little in 1994 as the black denial rate stayed 
virtually uncbanged while the white denial 
rate rose. The black denial rate was down 
from more thaill349"o in 1992. The data don't 
track applicants' borrowing histOries. debt 
levels or othl~r issues' of credit-worthi- . 
ness. 

A few institutions that did more lending 
to blacks made most such loans to families 
liVing in hes.vUy white census tracts, 
where averagt! income is higher. Bank of 
America FSB., an Oregon-based unit of 
BankAmerica Corp., had the third-highest 
number of home loans to blacks. making 
nearty twice a'S many in 1994 as in 1993. Yet' 
98.9'fo of. them were to blacks liVing in 
largely white '~us tracts . 

.On the CEO's Desk 

By contrast. Countrywide Funding 
Corp. reached aggressively into the inner 
City. even though it is a nonbank lender 
and thus isn't subject to the CRA. Its 1994 
home loans to blacks more than quadru
pled. More than 42% of them were made in 
census tracts that were at least 25% 
blac.k.. 

Countrywide also sharply narrowed. the 
gap between its rejection rate for black 
and for white mortgage applicants. Angelo 
Mozilo. its chief executive, says be re
solved. to do this after HMDA numbers 
were ftrSt published four years llgl) show' 
ing Countrywide turning down black appli
cants at four times the rate of whites. He 
ordered. loan Officers wbo bad doubts abOut 
approVing a mortgage for a low-income. 
minority applicant to send the me to him. 

, He says he reViewed. 200 such applications 
in 1994. approVing about 10%. 

"That sent a message to the rank and 
file that we were serious abOut turning this 
around," Mr. Mozilo says. But to do so, he 
adds. ;'lenders have had to stretch the 
rules a bit." 

The new push in minority lending 
comes as fed.eral housing funds and com· 
munity-development . grants .are being 
slashed. by the Republican-controUed. Con
gress. Mr. Taylor of the community-invest· 
ment coalition says this makes continued. 
progress by the private sector Vital if the 
renewal of poor inher-c.ity and rural com· 
munities is to continue. "There is still so 
much more to be done." he says. 
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THE WHITE HOUSE THE PRESIDENT HAS SEEN 
~/::;.v(q~WASHINGTON 

~~ ·.l:· tArt} 
MEMORANDUM FOR THE P IDENT: ({l(LV V!>~ 

FROM: 	 TODD STERN17651 

HELEN HOWELL 


SUBJECT: 	 Recent Information Items 

We are forwaJrding the following recent information items: . 

(A) 	 Rubin note on community development lending. Upbeat note attaching Feb. 13 
WSJ article on success of community development lending under the Community 
Reinvestment Act. R~bin says that the CDFI Fund is thriving in its new home at 

reasury, and response to the Fund's first call. for applications has been outstanding, 
with re:quests outstripping available resources by 10 to 1: "We have some exciting 
new initiatives coming on, including ...Presidential Awards for microlendin . I think 
we have a real opportumty to e our communit develo ment initiatives to scale 
ov~e next lve years. I Note the WSJ article The article states that regu ators 
Whose approval is needed for mergers are taking a harder line on banks' and S&Ls' 
performance under the CRA, which requires them to lend in every community where 
they take deposits. A weak lending record can slow or even derail a deal. r

I 

(B) 	 Lake response on river blindness. A December NIT article said the U.S. "refused 
to contribute" to efforts to eradicate river blindness in Western Africa. In fact, 
USAID has funded a global eradication effort since 1974 and hopes disease can be 
destroyed by 2002. U.S. decision not to fund the West Africa prograJrn mirrors that 

~ of othe:r major donors to the global effort. AID will lend technical support to the 

~ \ . West Africa program, but carino! fund it because of AID's austere budget. . 


'~.!Q...-J«:;) Congressional notes. Markey -- thanks you for the "magnificent" telecom signing 
. ~ '",- ~ceremony" for the e.lectronic pen, and for highlightin.g children's tv and V:-chip. Asks 

"' to meet with you before you see entertainment leaders and such a meeting has been " 
scheduled for Wednesday, February 28; Nunn -- thanks you for your recent note and 
the enc:losed cross-word puzzle. "Mother has now moved from Perry to Atlanta in an 
assisted care home, so she will love this puzzle completed by our nation's leader;" 
Leahy .note and family photo -- thanks you for your holiday greeting. "We want to 
send you our very best for 1996 as well as a photo of all the family celebrating our 
son Mark and Kristine's wedding at our tree farm in Vermont last summer." 

';. 

The Honorable Robert Rubin 
Department of ,the Treasury 

VIA SPECIAL MESSENGER 
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SECRETARY OF THE TREASUFlY 

February 21, 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: SECRETARY ROBERT E. RUBIN fL ilL- ' 
j 

SUBJECT: COMMUNITY DEVELOPMENT LENDING 

I thought YOll would be interested in the attached article, which highlights the success of 
community development lending under the Community Reinvestment Act (CRA).' As you 
know, we have been fighting congressional attempts to eviscerate CRA, so far successfully. 
To get out the good word, we have distributed this article widely, to the press, Members of 
Congress and interested, groups. 

I also wanted to let you kno~ that the CDFI Fund is thriving in its new home in Treasury. I 
recently opened the Fund's first Advisory Board meeting, and the level of excitement was 
high. Moreover, response to the Fund's fust call for applications has been outstanding, with 
requests from mainstream financial institutions and community development funds 
outstripping available resources by roughly 10 to 1. We have some exciting new initiatives 
coming on, including establishing, at your direction, Presidential Awards for microlending. I 
think we havc~ a real opportunity to take your community development initiatives to scale 
over the next five years. 

I will be discussing these issues tomorrow at the Comptroller of the Currency's community 
, development 'conference, as well as announcing the details of the brown fields tax incentive 
that you called for in your State of the Union address. I think this incentive holds out real , 
pros~ts for helping to get abandoned, contaminated industrial sites productive again. 
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Giving Credit 
Mortgage Lending 
To Minorities Shows 
ASharp 1!l94 Increase 

.Regulators and. the Market 
Both Fuel Trend, as Do 
Low-Income Loan Plans 

Buying With Notrung Down 

By JOHN R. WILKE 
SUifI Reporter o/-I'm:: W AU. S'I1\EET JOtmNAL 

, From the South Bronx to the suburb~ of 
UlS Angeles. mortgage I~nde~ are making 
'loans to blacks and Hispamcs as never 
before.·. -, f led b' The surge in credit is bemg ue y 
touJrh fair-lending enforcement. federal 
community-invefibnent rules that en!XIUl'
age such loans and required public disclo
'sure of every ml:lrtgage lender's loans by 
race and income. And another reason: 
"It's good busiues;;." sa~ Karen Weg
mann. executive VIce presIdent at W~11s 
Fargo Bank in {:aJifomia. "We're making 
money." ' , "":w ' 

The rise in lending is most s.........ng 10 
hard-hit inner-city and rural areas. heav-

Uy populated by minorities. that long were 
underserved by banks and mortgage com
panies. Indeed. in many cities. low-income 
and minority bonpwers can now fwd 
mortgage credit on!fetter tenns ~ afflu
ent whites. Fedl!ral Reserve officials saY.' 

The targeting of these borrowers IS 
changing the Inakeup of the mortgage 
market. A Wall Street Journal computer 
analysis of millions of mortgages from the 
latest data available shows that home-loan 
approvals to bliLcks soared more than 380/0 
in '1994 from 1993. while approvals of loans 
to whites rose just under 12%. Loan ap
provals for Hispanics rose st~plY as well. 
by 31%. with atlprovals ror Asians up 11"10. 

"U's a new day." says John Taylor. a 
longtime bank critic who heads the N~
tiona! Community Reinvestment ~
tion. "Five years ago. most banks dldn,t 
take the corrl\"nunity-Iending laws sen
ously." he SB.YS. "Today there's more 
lending in low-income urban and.rural 
communities than ever before." 

Part of the reason is' the' wave of 
takeovers in the banking industry. Regula-' 
tors whose approval is needed for mergers 
are taking a harder line on banks' and 
savings-and-loans' performance under. the 
Community Reinvestment Act. a law t~at 
requires them to lend in every community 
where they take deposits, A weak lending 
record can slow or even derail a deal. while 
a strong one can speed approval and head 
off protests by community groups. . 

In recentmontlIS. some eye-poppwg 
community-lending commibn~nts have· 

been made by banks that are in the merger 
market. For example, Wells Fargo & Co., 
which is taking over caJ.ifomia rival. First 
Interstate BancorP. promised $45 billion 
for lower-income and small·business loans 
over 10 years. 

Market forees have also belped. With 
slower growth in the demand for large and 
middle-size mortgages. lower-income bor
rowers of all races emerged as a source of 
new business toward the end of 1994. 
"Bankers diScovered that the community
lending laws were a blessing in disguise," 
says Karen Shaw Petrou of ISD'Shaw Inc., 
a Washington consulting fIrm. "It's the 
only part of the market sbowing robust 
growth right now." 

Lenders' new focus on minority and 
low-income borrowers comes even as con- . 
gressional Republicans seek to exempt 
many banks and S&Ls from the Commu
nity Reinvestment Act. Its critics call the 
1977 law a heavy-banded affumative
action program. But Democratic Rep. Jo
seph Kennedy of Massachusetts. a long
time advocate of more minority lendlng, 
says the latest numbers "clearly show that 
CRA works." 

Much of the new wave of lending is at 
below-market tenns. offering low clOSing 
costs, low down payments or relaxed stan
dards for such things as a borrower's 
credit rating. income and level of debt. An 
unpublished survey by the Federal Re
serve found such programs proliferating in 
almost every city, many offering as much 
as a one-percentage-point break on inter
est rates or on the ~'POints" charged at the . 

, closing. The programs may become even 
.more common because of newly revised 
CRA rules under wtlich banks' lending
records will be measured in part by com. 
parison with their peers', . 

"We're going to see banks offering 

cheap money to buy market share in 

low-income areas, especially after they 

realize that under the. new rules, CRA 


. ratings depend on .it." ~cts ~therinp. 
Bessant. a senior vice president at Na
tionsBank Corp,., of Charlotte. N.C.' . 

This acquisition-minded "superre
gional" bank has itself begun offering one 
of the country's most aggressive low-' 
income-loan programs. Working thro~gh a 
Boston nonprofit housing group, Nations
Bank is making available S500 ~i.on of 
home loans in four Southeastern Cities to 
as many as 10.000 borrowers with no need 
to Come up with any down payment at all. 
nor to pay any closing costs. .

While such programs help people who 
otherwise might have DO hope of owning a 
home. they may also distort the marke~ 
discouraging lending by others that aren t 
ready to subsidize loans S? .heavi,ly - ~d, 
ironically, squeezing traditional mner-clty 
lenders. Boston Bank of Commerce. a 
black~wned institution serving the Massa
chusetts city's ailing Roxbury and Matta
pan neighborhoods. was virtually knocked 
out of the mortgage market by a flood of 
cheap credit in the past two years fro!l1 
Fleet Bank. Bank of Boston and other bl,g 
banks that bad been criticized over thell' 
community lending. 

"There's lots more credit on the street. 
and in the short term. that's good for the 
community." says Ronald Home~. ~ton 
Bank of Commerce's chief executive. But 
it hurt our bank. and over the long term. 
you have to ask how long these big banks 
are going to remain here when the regula
tors take the pressure· off. ,. he says. , 
Who Gets What 
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The ,below-market loan programs also 
raise the sensitive u;sue of fairness. "In 
some qJ.SeS. It is now I:beaperto get a home 
loan in the inner city than in the suburbs ... 
says Lawrence LindSey. the Fed governor 
who oversees community lending. The new 
programs "have not only leveled the play
ing field but begun, to go in the other 
direction," he says, :15 big lenders aggres
sively move into the iMer city to demon
strate to their regtuators that they are 
complYing with fair-lending laws. 

Mr. Lindsey malces clear that he wei· 
comes the new and easier credit flowing 
into the inner dty. something federal 
reguJators have beim seeking' for years. 
Butultimately. he says, "we want to end 
up as a sodety wheI"! all people are treated' 
equaUy when applying for credit" 

Another concern is that aggressive low· 
income loan programs may produce mort· 
gages that go sour at a higher rate, than 
other home loans. :r.'1any of these loans are 
too new to make such a judgment. how· 
ever. and data are eonflicUng. 

Many lenders say their low·income 
loans so far are perfOrming as weD as other 
I 	 . Some evidence suggests that lower

.me borrowers (Iften go to great lengths 
meet a mortg"agl~ payment But Federal 

.iome Loan Mortg'age Corp~ raised. a red 
flag on low-down'payment loans last sum
mer, quietly telliliJg bankers that it was 
beginning to see higher rates of default 
Freddie Mac. as the company is called, 
buys mortgages and repicta.ges them into 
securities. 

And 'NationsBank' is "starting to see 
some loss experif~oce higher than io the 
general market" on affordable-loan pro
grams. Ms. Bessan~says. She believes that 
a modestly higher'loss rate is acceptable if 
it is also predictable, so that mortgages 
can be priced properly when repackaged as 
securities. 
Assessing Risks 

Ms. Bessant says banks need to learn to 
assess risks in ll)w·income underwriting. 
An ,applicant m:1Y have a spotty credit 
history or be ablE~ to make only a low down 
payment or may lnave a high level of debt to 
income, and while anyone of these flaws 
may be acceptable, two or more could spell 
trouble. A!> low-income lending becomes a 
larger part of the martet, "we have to 
learn where the line is between a stretch 
and a bad deal," she says. 

Mr. Homer of, Boston Bank of Com-CJXAtta!tL\~ " 100,0 .' 79.3 26.2 .. 
merce. the iMer-city bank. adds, "You Dallas;,"'·"",,,,,; <, 

have to ask the fundamental question that ,BiIIUvI",Jiltgt;; 95.9 >\ 76.4 
ira person C3l1't cover closing costs or :WOrthin0t:9n;~i ')j 
doesn't have any saVings for a down ::()~<:,/;;,,;i;:f\;i.'; 

,~~~~~~=-~~
~~'~~ 69,3 <:;.55.9 ,,24.1,' 

.~~-~~;~~,~'~~,~; 

payment, what llappens if the furnace 
blows?" 

Easing Joan terms worries Mr.lJndsey, 
~e F~ governor. He warns that "tinker
mg WIth underwriting standards could 
~te more social problems than it solves 
if the result is that more families de
fault" 

Bruce Marks, who runs the nonprofit 
N.eig~borhood A!isistance Corp. in Boston, 
dismISSes such concerns. He says that 
people who obtain homes through his pro
gram get extensive support and post.pur
chase counseling to stay on top of their 
rmanc~. By badgering lenders about their 
mner'elty perfOrniance.' Mr. 'Marks, bas 
helped line up commitments for a huge 
~ower-income loan pool of S850 milllon 
including NationsBank's progfam. HiS 
group fmds and "qualifies" the borrowers 
who then get loans from banks cooperatinli 
with the nonprofit group. 
RatIngs,ruse 
~banks get involved in such programs 

to .lmPress regulators. their Community 
~1Dvestment Act ratings have been ris
mg. A General Accounting Office survey 
sbows that "outstanding" 'ratings have 

RiSing Approv~1 R~tbs 
I, I I I I I ' 

-

85.4,60.5 ~ 41.3 
" 

::;53.8 ;,; 

65.9 ,47.6 

" 

38.4 ,: 

, , , ' , 

more than doubled in four years, while 
"needs to improve" ratings have dropped 
by more than half. 

Part of this is simply "grade inflation. " 
contends Robert Gna.izda. director of a San 

. Francisco advocacy group called the 
Greenlining Institute. In addition, banks 
faced with a weak CRA rating often bring 
in legal counsel to appeal such a decision. 
"Very often you can turn the regulators 
around, particularly as you move up the 
chain of command in an agency." says an 
attorney who has helped banks boost their 
ratings. "It's a very subjective process, 
and there's inconsistency among the dif· 
ferent examiners." 

But Federal Reserve regulators say the 
better ratings clearly do reflect improved 
lending performance, and the reports that 
lenders have to file bear this out Under the 

. Home Mortgage Disclosure Act. or HMDA. 
each lender must file an annual breakdown 
of its mortgage-loan applications by race, 
sex and several other categories. and state 
the outcome of each application. One thing 
these numbers show, Fed Chairman Alan 
GI"eenSpan said .last week, is that new 
home loans to lower-income households of 
all races expanded at more than twice the 
rate of lending to higher-income families. 

Specifically, the Journal analysis of the 
HMDA numbers shows that lending to 
blacks rose more than 30% in 1994 in every 
type of census tract. from mostly black to 
mostly. White, 'although the latter kind 
showed the greatest increase. And lenders 
reached further down the income ladder, 
granting mortgages to blacks with lower 
family incomes. on average. than in 1993. 

Raw f~ that exclude government
backed loans such as those guaranteed by 
the Veterans Administration show lending 
up even more sharply: Mortgage loans 
gIanted soared 54.7% for blacks in 1994 
from 1993, compared with a 15.1"!0 rise for 
whites. . 
~ Although. the Community Reinvest
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ment Act doesn't explicitly mention race, 
the HMDA reports provide a yardstick for 
measuring institutions" fair-lending ef
forts each year. And the reports are avail
able to activists as well as to regulators: 
Since 1990. lenders have had to mall:e 
HMDA figures public. not merely report 
them to reguta.l:Alrs; 

Tougb fair-lCmding enforcement by the 
Justice Departrilent has also helped spur 
minority lendblg. With the department 
bringing six stich cases in the past three 
years. after m<lre than a decade With no 
significant actions. "There's no question 
that enforcement is tougher today," says 
Andrew Sandler, an attorney with Skad
den, Alps. Slate. Meagher & F1om. Most 
cases target baJilks, but lenders that aren't 
required to comply With CRA are under 
scrutiny as well, he says. 

The Journal analysis of the 1994 home
mortgage numbers shows that lenders still 
rejected a much higher percentage of black 
applicants than of whites - 31.2% vs. 
16.71%_ Thus, tbe greater number of loans 
made mostly reflected a surge in the 
number of appl.ications taken. 

The gap in rejection rates narrowed a 
little in 1994 as the black denial rate stayed 
virtually unchanged while the white denial 
rate rose. The blaclt denial rate was down 
from more thal134% in 1992. The data don't 
track applicants' borrowing histOries. debt 
levels or othE!r issues' of credit-worthi
ness. 

Afew institutions that did more lending 
to blacks made most such loans to families 
Jiving. in heavily white census tracts. 
where avera.gl! income is higher; Bank of 
America FSB,. an Oregon-based unit of 
BankAmerica Corp., had the third-highest 
number of home loans to blacks. making 
nearly twice a:i many in 1994 as in 1993. Yet 
98.9% of thenl were to blacks living in 
largely white census tra~ts. 
On the CEO's Desk 

By contrast, CountrYWide Funding 
Corp. reached aggressively into the inner 
city, even though it is a nonbank lender 
and thus isn't subject to the CRA. Its 1994 
home loans to blacks more than quadru
pled. More than 42% of them were made in 
census tracts that were at least 25% 
black. 

Countrywide also sharply narrowed the 
gap between its rejection rate for black 
and for white mortgage applicants. Angelo 
Mozilo, its chief executive. says he re
solved to do this after HMDA numbers 
were fU'St published four years 3gl) show· 
ing Countrywide turning down black appli
cants at four times the nite of whites. He 
ordered loan officers who had doubts abOut 
approving a mortgage. for a low-income, 
minority applicant to send the file to him. 
He says he reviewed 200 such applications 
in 1994. approving about 70%. 

"That sent a message to the rank and 
file that we were serious about turning this 
around," Mr. Momo says. But to do so, he 
adds. "lenders have had to stretch the 
rules a bit." 

The new push in minority lending 
.	comes as federal hOUSing funds and com· 
munity-development . grants are being 
slashed by the Republican-controUed Con· 
gress. Mr. Taylor of the community-invest· 
ment coaUtion says this malI:es continued 
progress by the private sector vital if the 
renewal of poor inner-city and rural com· 
munities is to continue. "There is still so . 

L much more to be done," he says. 

http:avera.gl
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'The Secretary of the Treasury 

February 28, 1996 

NOTE FOR KIRSTEN MOY' 
MICHAEL BARR 

F~ROM: BOB RUBIN 

Please see attached 'comments 
from the President. 

A'ttachment 
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THE TREASURY 1)---/5'//37 
WASHINGTON 

September 29, 1995 

. INFORMATION 

MEKORANDUK FOR DEPUTY SECRETARY 

FROM: Under Secretary Hawke 

SUBJECT: CRA Lending Volume 

siffi~~~~ 

Attached please find three articles t at may address your 
question on how much lending can be attrib ted to CRA. In the 
American Banker piece FRB Governor Larry indsey attributes 
(incorrect.ly) CRA as delivering $4 billiop. to $6 billion a year 
to low-income areas. His figures are most likely based on the 
conclusio1'1ls from the National Community einvestment Coalition 
study showing CRA commitments since 197. There is very little 
informaticln· available directly on this subj ect other than the 
NCRC study. 

I have also attac your view information from the 
Federal Financial stitutions ination Council which collects 
data covered by e Home Mortgage Disclosure Act. Although not . 
specifically a tributable to CRA, these data may serve as a close 
proxy. 
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..' ~,he Deputy Secretary of the Treasury 

October 5, 1995 

secretary Robert Rubin 

Bob, 

Jerry has sent me the available 
stuff on how much money-CRA has 
channelled. It makes no real 
attempt to find what the incremental 
effect of CRA is, or whether banks 
can earn a return on what is genuinely 
incremental. 

Larry 

Room 3326. 622-1080 
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MEMQRAND.ll'M 

To: .JUoyd Bentsen 

O~ne Ludwig ~ 
cc: ]l?nmk Newmm 

Re: Comrmnity Reinves~nt Act Refonn . 

Date: ..irne 23, 1994 

The key issue that has emerged in completing the regulatory refonn of the 
Commtmity Reinvestment Act is the collection and public disclosure of race and gender
based data for small and rnediwn-sized business lending. Home mortgage lenders are 
currently required to collect and report sueh data for residential real estate loans. 

As you might guess, this is a controversial subject. The fault lines in the 
controversy are not surprising. Banks' and Republicans in Congress tend to disfavor 
collection and disclosure of such data The eurrent Federal Reserve Board has, to date, 
also opposed collection and disclosure. On the other hand, Democrats and community 
groups tend to favor collection and disclosure. The FDIC and OTS also favor collection 
and disclosure. 

\. 

The issue in terms of the current eRA effort has some unusual dimensions. First,. 
a number of community groups are sufficiently keen on collection and disclosure of 
lending data that they would be willing to be flexible on'a variety of other issues about 
which the banks care a great deal. On the other side ofthe debater several banks have 
signaled to us that if we are prepared to make certain concessions in other areas, they 
would not fight on collection and dissemination of this data. This data is, therefore, a 
critical element in our attempts to create a balanced proposal. Substantively, ~ and 
gender data represent only a minor addition to the reporting requirements in the proposal 
and yet fill a· significant infonnation void 
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Moreover, for a variety of reasons the White House (NBC and Domestic Policy 
COlUlcil) want us to move forward with a collection and dissemination provision in the 
rule. Th~ White House view is shared by the Congressional Black caucus, many members 
of the Calilbrnia delegation and the leadership of the· House and Senate banking 
committees. 

,The Fed, most notably Governors Lindsey and LaWare, had. initially opposed the 
collection of this kind of data. . However, earlier this year, one large bank, Comerica, . 

. asked for permission to collect and disclose such information voluntarily. The Fed turned 
them down. .This resulted in a public expression of unhappiness by a nwnber of 
Congressmen. 

The Fled was initially inclined to hold with its position and tell Congressional critics 
to deal with the. matter legislatively if they were dissatisfied. However, following 
discussions that I have had. with Governor Lindsey, the Fed has decided not to take a finn 
position on 1his issue at this time but rather to wait and discuss it finther in the CRA 
context. Moreover, I have had. discussions of this issue at some length with. Alan 
Greenspan, and while he is no fan of collection and disclosure, he might be willing to 
accept the concept as part of a revised eRA 

The specific plan Frank Newman and I worked out with the White House is to 
have mandatory collection and disclosure ofrace and gender data for small business loans, 
voluntary collection and disclosure for conswner loans, :and a legislative proposal for the 
collection and disclosure of such data by nonbank lenders. I 

I believe that Frank and I reached the right result. Although these are not easy 
questions, substantively the best answer is to collect the data. First, such,data should help 
the institution determine whether or not any of its people or divisions are discriminating. 
Second, a bank cannot protect itself from Justice Department charges that its policies are 
having a discriminatory impact if it does not have the infonnation well in advance to 
make such changes to its policies as are prudent. Third, the availability of acCurate data 
in this area is more likely to result in positive change in a free nmket fashion than almost 
any other part of the reform. . 

I am proceeding to work with the other federal bank and thrift regulators to prepare 
the final draft of the CRA reg which should be completed this summer. I will keep you 
informed as to whether we encounter stiff resistance on the race and gender data issue 
from the Fed. . -

Jtme 23, 1994 
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March 7, 1997 

MEMORANDUM FOR PRESIDENT CLINTON 

FROM: ! 	 Franklin D. Raines 


Robert E. Rubin <t. .~. \l . 

SUBJECT: 	 D.C. Economic Development Plan 

We have now finalized the details of your economic development plan for the District of 
Columbia. You are scheduled to announce the plan at the White House on Tuesday. March 11. 

, 
The plan is designed to complement the other elements of your "National Capital Revitalization 
and Self-Government Improvement Plan." It responds to the unique needs of the District of 
Columbia, draws on the best features of successful economic development models in other cities, 
and builds on the Administration's urban agenda. 

The plan includes $235 million in federal tax incentives and $50 million in initial capitalization 
of a new D.C. economic development corporation. The plan includes incentives focused on 
D.C. 's distressed areas, as well as flexible tools that can be used for downtown and other 

development. The main elements of the plan include: 


A new "D.C. Jobs Credit." The plan would provide a 40 percent tax credit on the first $10,000 
.of eligible wages (including employer-provided he::llth care, dependent care, and educational 
assistance) in the first year of employment,. TheD.C. Jobs Credit would be available to 

. businesses located in D.C. that hire low or modera1e income District residents living in a census 
tract with a poverty rate of at least 15 percent, and I~ertain other disadvantaged D.C. residents. 
This lobs Credit builds on the Empowerment Zone Wage Credit, as well as the Work 
Opportunity Tax Credit passed last year;'and on your proposed Welfare to Work Tax Credit. In' 
addition to the Jobs Credit -- which would be used by tax-paying entities -- your plan includes 
$20 million to support related job creation efforts by non-profit groups (see "Economic 
Development Corporation" below). 

A new "D.C. Capihd Credit." The plan would provide $95 million in tax: ~r:.edits for investment 
in and loans to D.C. businesses. The credits wouIe. be worth up to 25 percent of the amount 
invested or loaned. A new D.C. Economic DevelopmentCorporation (EDC) would be created 
and given the authority to allocate these credits. The EDC woulddrive deals and spur 
development by getting investors and lenders to compete for the credits .. The EDC would base 
its decisions on such factors as the likelihood of success of the venture, its contribution to D.C.'s 
revitalization, the provision ofjobs for low and moderate income residents, and whether the 
business i!; located in a distressed area. This allocated tax credit represents an innovative new 
approach, similar in design structure to the equity incentive for community development 
financial institutions that you proposed last Augus':. . 



Additional Expensing. To bolster small business($ in the District, the plan proposes fl roughly 
$20 million tax incentive, to permit eligible small businesses in distressed areas to deduct up to 
$20,000 in additional expenses per year for certain equipment costs. The 'expensing provision is 
similar to, but less restrictive than, that contained ill the Empowerment Zone legislation. ' 

Private Activity Bonds. The EDC would also be given the authority to issue a new, broader 
category of tax-exempt private activity bonds to finance businesses located in distressed areas in 
D.C. Eligible businesses, including commercial and retail facilities, must be located in census 
tracts with a, poverty rate of at least 15 percent, and have a workforce at least 35 percent of which, 
is made up of District residents. Again, this proviSion is similar to, but less restrictive, than that 
found in the Empowerment Zone legislation. 

~conomic ])evelopment Corporation. Your plan would create a new Economic Development 
Corporation (EDC), a non-federal corporation, as arr instrumentality of the D.C. government. 
The EDC would be governed by a nine member Board of Directors, seven of whom would be 
appointed by you. The Mayor would appoint one member, and the D.C. Financial Authority the 
remaining memb~r. A majority of the Board will be drawn from private sector business and, 
community leadership. The EDC would be run by a Chief Executive 9fficer and served by a 
professional staff. One member of the EDC Board would also serve on the Board of the National 
Capital Infrastructure Authority. 

Building on work done by a nwnber of District gfO'JpS, the EDC would develop an economic 
development strategy for D.C., coordinate the impll!mentation of large-scale development 

, projects, support efforts to create jobs and business opportunities for distressed neighborhoods 
and low-income District residents, and connect D.C. development efforts to regional growth. 

The EDC would be capitalized by the federal government with a one-time investment of $50 
million. The EDC would use these ftmds for plannlng, project development, and operating costs. 
Ofthis amoWlt, $20 million would be available for funding innovative job strategies by D.C. 
nonprofits, in a similar manner to the way in whichthe D.C. Jobs Credit is available to for~profit 
entities. The federal government would also transfer ownership interests or development rights 
to certain parcels of land to the EDC. 

The EDC would be given the authority to spur devdopment with federal tax credits for loans and 
investment and new tax-exempt private activity bonds, and would have the authority to finance 
projects in the market by issuing project revenue bonds. The EDC would a~p have a number of 
other important powers, including the right to exercise eminent domain, the 'ability to seek 
expedited review by the D.C. government of development projects, and the ability to acquire and 

.' dispose ofland. As part of the Memorandum of Understanding with the Federal government, thc 
District government will commit to achi~ve reform) with respect to permitting, licensing and 
zoning and to cooperate fully with the EDC. 
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Cballenge Committee. We suggest that at Tuesday's announcement, you call on business and 
community leaders to form a Challenge Committee to bring the D.C. and regional community 
together behind your plan and to build the consensus necessary tomake the new Economic 
DevelopmerH Corporation work eftectively. The C:>mmittee would report back to you in 60 days 
on their progress. The Booster Committee was conceived so that progress may be made toward 
implementing your D.C. plan even before the legislation is passed and the EDC up and running . 
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MEMORANDUM FOR PRE~ENT CLINTON 	 ~~ 
, .... 

FROM: 	 Franklin D. Raines ~1"'1c;.-.otf/&.~-""lI'" 


Robert E. Rubin ~ .~. \l 


SUBJECT: 

We have now finalized the details of your economic development plan for the District of rf,' 
Columbia. You are scheduled to announce the plan at the White House on Tuesday, March 11. 

The plan is designed to complement the other elements of your "National Capital Revitalization 
and Self·Gov(:rnment Improvement Plan." It respof.,ds to the unique needs of the District of 

',Columbia, dra.ws on the best features of successful economic development models in other cities, 
and builds on the Administration's urban agenda. " 
The plan includes $235 million in federal tax incentives and $50, million in initial capitalization 
of a new D.C. economic development corporation. The plan includes incentives focused on 
D.C. 's distressed areas, as well as,flexible tools that can be used for downtown and other 

development. The main elements of the plan incl~4':: 


\ 
A new "D.C. Jobs Credit." The,plan would providl~ a 40 percent tax credit on the first $10,000 
of eligible wages (including employer-provided health care, dependent care, and educational 
assistance) in the tlrst year of employment,. The D.C. Jobs Credit would be available to 
businesses located in D.C. that hire low or moderate ,income District residents living in a census 
tract with a poverty rate of at least 15 percent~and cl!rtain other disadvantaged D.C. residents. 
This Jobs Credit builds on the Empowerment Zone Wage Credit, asweH as the Work 
Opportunity Tax Credit passed last year, and on your proposed Welfare to Work Tax Credit. 'In 
addition to the Jobs Credit -- which would be used by tax-paying entities -- your plan includes 
$20, million to support related job creation efforts by non-profit groups (see "Economic 
Development Corporation" below). 

A new "D.C. Capital Credit." The plan would provide $95 million in tax credits for investment 
in and loans to D.C. businesses. The credits would be worth up to 25 percent of the amount 
invested or loaned. A new D.C. Economic Develop:nent Corporation (EDC) would be created 
and given the authority to allocate these credits. Th(; EDC would drive deals and spur 
development by getting investors and lenders to compete for the credits. The EDC would base 
its decisions on such factors as the likelihood of sucl;ess of the venture, its contribution to D.C.'s 
revitalization, the provision ofjobs for low and moderate income residents, and whether the 
business is located in a distressed area. This allocatd tax credit represents an innovative new 
approach, similar in design structure to the equity incentive for community development 
financial institutions that you proposed last August. 



Additional Expensing. To bolster small businesses in the District, the plan proposes a roughly 
$20 lllillion tax incentive, to rennit eligible sm~1I businesses in distressed areas to deduct up to 
$20,000 in additional expenses per year for certain equipment costs. The expensing provision is 
simi lar to, but less restricti ve than, that contained in the Empowerment Zon'e legislation. 

Private Activity Bonds. The EDC would also be given the authority to issue a new, broader 
category of tax-exempt private activity bonds to finance businesses located in distressed areas in 
D.C. Eligible businesses, including commercial and retail facilities, must be located in census 
tracts with a poverty rate of at least 15 percent, and have a workforce at least 35 percent of which 
is made up of District residents. Again, this provision is similar to, but less restrictive, than that 
found in the Empowennent Zone legislation. 

Economic Development Corporation. Your plan would create a new Economic Development 
Corporation CEDC), a non-federal corporation, as a:1 instrumentality of the D.C.government. 
The EDC would be governed by a nine member Board of Directors, seven of whom would be 
appointed by you. The Mayor would appoint one member, and'the D.C. Financial Authority the 
remaining member. A majority of the Board will be drawn from private sector business and 
community leadership. The EDC would be run by a Chief Executive Officer and served by a 
professional staff. One member of the EDC Board would also serve on the Board of the National 
Capital Infrastructure Authority. 

Building on work done by a number of District gro'jps, the EDC would develop an economic 

development strategy for D.C., coordinate the irripkmentation of large-scale development 

projects, support efforts to create jobs and business opportunities for distressed neighborhoods 


· and low-income District residents, and connect D.C. development efforts to regional growth. 

· The EDC would be cap'italized by the federal government with a one-time investment of $50 
million. The EDC would use these funds for planning, project development, and operating costs. 
Of this amount, $20 million would be available for funding innovative job strategies by D.C. 
nonprofits, in a similar manner to the way in which the D.C. Jobs Credit is available to for-profit 
entities. The federal government would also transfer ownership interests or development rights 
to certain parcels of land to the EDC. 

The EDC would be given the authority to spur devdopment with federal tax credits for loans and 
investment and new tax-exempt private activity bonds, and would have the authority to finance 
projects in the market by issuing project revenue bonds. The EDC would also have a number of 
other important powers, including the right to exercise eminent domain, the ability to seek 

· expedited review by the D.C. government of development projects, and the ability to acquire and 
dispose ofland. As part of the Memorandum of Understanding with the Federal government, the 
District government will commit to achieve refonn3 with respect to pennitting, licensing and 

I 

zoning and to cooperate fully with the EDC. 
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Challenge Committee. We suggest that at Tuesday's announcement, you call on business and 
community leaders to fonn a Challenge Committee to bring the D.C. and regional community 
together behind your plan and to build the consensus necessary to make the new Economic 
Deve[opm€mt.Corporation work effectively. The Committee,would report back to you in 60 days 
on their progress: the Booster Committee was conceived sothat progress may be made toward 
implementing your D.C. plan even before the legislation is passed and the EDC up and running .. 
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\ March 7,1997 

MEMORANDUM FOR PRE~ENT CLINTON 

FROM: 	 Franklin D. Raines \,.....~.~-....".......--~:ir-.....!..tIJ 
Robert E. Rubin ~ .~. Q . 

SUBJECT: 	 D.C. Economic Development Plan 

We have now finalized the details of your economic development plan for the District of 
Columbia. You are scheduled to announce the plan at the White House on Tuesday, March II. 

The plan is designed to complement the other elements ofyour "National Capital Revitalization 
and Self-Government Improvement Plan." It responds to the unique needs of the District of 
Columbia, draws on the best features of successful f:conomic development models in other cities, 
and builds on the Administration's urban agenda. 

The plan includes $235 million in federal tax incentives and $50 million in initial capitalization 
of a new D.C. economic development corporation. The plan includes incentives focused on 
D.C.'s distressed 'areas, as well as flexible tools that can be used for downtown and other 
development. The main elements of the plan inchl~e: 

A new "D.C. Jobs Credit." The plan would provid,~ a 40 percent tax credit on the first $10,000 
of eligible wages (inc1uding employer-provided hea:~th care, dependent care, and educational 
assistance) in the first year ofemployment,. The D.C. Jobs Credit would be available to 
businesses located in D.C. that hire low or moderate income District residents living in a census 
tract with a poverty rate of at least 15 percent, and cI::rtain other disadvantaged D.C. residents. 
This Jobs Credit builds on the Empowerment Zone Wage Credit~ as well as the Work 
Opportunity Tax Credit passed last year, and on your proposed Welfare to Work Tax Credit. In 
addition to the: Jobs Credit -- which would be used by tax-paying entities -- your plan includes 
$20 million to support related job creation efforts by non-profit groups (see "Economic 
Development Corporation" below). 

A new "D.C. Capital Credit." The plan would provide $95 million in tax credits for investment 
in and loans to D.C. businesses. The credits would be worth up to 25 percent of the amount 
invested or loaned. A new D.C. Economic Development Corporation (EDC) would be created 
and given the authority to allocate these credits. Thl: EDC w.ould drive deals and spur 
development by getting investors and lenders to compete for the credits. The EDC would base 
its decisions on such factors as the likelihood of suc,;ess of the venture, its contribution to D.C.'s 
revitalization, the provision ofjobs for low and moderate income residents, and whether the 
business is located in a distressed area. This alJocatl!d tax credit represents an innovative new 
approach, similar in design structure to the equity incentive for community development 
financial institutions that you proposed last August. 



Additional Expensing. To bolster small businesses in the District, the plan proposes a roughly 
$20 million tax incentive, to permit eligible small businesses in distressed areas to deduct up to 
$20,000 in additional expenses per year for certain equipment costs. The expensing provision is 
similar to, but less restrictive than, that contained in the Empowerment Zone legislation. 

Private Activity Bonds. The EDC would also be given the authority to issue a new, broader 
category oftax-exempt private activity bonds to finance businesses located in distressed areas in 
D.C. Eligib.le businesses, including commercial and retail facilities, must be located in census 
tracts with a poverty rate of at least 15 percent, and have a workforce at least 35 percent of which 
is made up of District residents. Again, this provision is similar to, but less restrictive, than that 
found in the Empowerment Zone legislation. 

Economic Development Corporation. Your plan would create a new Economic Development 
Corporation (EDC), a non-federal corporation, as an instrumentality of the D.C. government. 
The EDC would be governed by a nine member Board of Directors, seven of whom would be 
appointed by you. The Mayor would appoint one member, and the D.C. Financial Authority the 
remaining member. A majority of the Board will be drawn from private sector business and 
community leadership. The EDC would be run by a Chief Exe~utive Officer and served by a 
professional staff. One member of the EDC Board would also serve on the Board of the National 
Capital Infrastructure Authority. 

Building on work done by a number of District groups, the EDC would develop an economic 
development strategy for D.C., coordinate the implementation of large-scale development 
projects, support efforts to create jobs and business opportunities for distressed neighborhoods 
and low-income District residents, and connect D.C. development efforts to regional growth. 

The EDCwould be capitalized by the federal govemment with a one-time investment of$50 
million. The EDC would use these funds for planning, project development, and operating costs. 
Of this amount, $20 million would be available for funding innovative job strategies by D.C. 
nonprofits, in a similar manner to the way in which the D.C. Jobs Credit is available to for-profit 
entities. The federal government would also trans}:!r ownership interests or development rights 
to certain parcels of land to the EDC. 

The EDC would be given the authority to spur development with federal tax credits for loans and 
investment and new tax-exempt private activity bonds, and would have the authority to finance 
projects in thl:! market by issuing project revenue bonds. The EDC would also have a number of 
other important powers, including the right to exercise eminent domain, the ability to seek 
expedited review by the D.C. government of development projects, and the ability to acquire and 
dispose ofland. As part of the M~morandurn ofUIlderstanding with the Federal government, the 
District govemment will commit to achieve reforms with respeCt to pernlitting, licensing and 
zoning and to cooperate fully with the EDC. 
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Challeng(~ Committee. We suggest that at Tuesday's announcement, you call on business and . 
community leaders to form a Challenge Committee to bring the D.C. and regional community 
together b;:::hind your plan and to build the consensus necessary to make the new Economic 
Development Corporation work effectively. The Committee would report back to you in 60 days 
on their progress. The Booster Committee was c<>nceived so that progress may be made toward 
implementing your D.C. plan even before the legislation is p~sed and the EDC up and running. 


