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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

July 18, 1996

MEMORANDUM FOR DEPUTY SECRETARY SUMMERS

THROUGH UNDER SECRETARY HAWKE w

FROM:  KirstenS. Moy !i: Lk:ﬁ/*/}
A Director, CDFI Fund h

SUBJECT: Evaluation of CDFI Program

- Per your requést at the July 12th Bureau Heads meeting, I would like to briefly describe
the CDF1 Fund’s plans for evaluating the CDFI Program.

First 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 CDFlIs. 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 1mpacts

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
-achieved by the organization, the performance of the loan or equity investment provided
by the CDFI Fund and the leverage of CDFI 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 techmcal
assistance to borrowers in the commumty

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 not later than 120 days after the end of its fiscal year. The
Evaluations Staff of the 1G’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 several exploratory
conversations with foundations and other funding sources interested in the development
of the CDFT industry. These discussions will continue as the Fund’s design of a 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 ' Ma.I'Ch 28 1996
. y

The Honorable Bob Livingston
U.S. House of Representatives
Washington, D.C. 20515
Dear Bob:

I am writing to urge that you suppbrt 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 410-12.and the Senate
unanimously as a part of the Community Development and Regulatory Improvement Act of
1994. The $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
sector to address the community development financing needs of distressed urban and rural
communities. The Fund’s initiatives will unleash large amounts of private capital, emphasize
private sector 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 time, these efforts can help address market inefficiencies
which exist in distressed communities, restore healthy private market activity, promote
entrepreneurship, revitalize neighborhoods, generate tax revenues, and empower. local
residents. CDFI will mean more private sector capltal investment, more _]ObS and more
hope for economically distressed communities.

Demand from the private sector for the CDFI Fund S mmatwes have already dramatlcally
exceeded expectations. For example, in respnse to the CDFI Fund’s initial Notice of Funds
Availability, the CDFI Fund has received 318 applications from existing CDFIs, proposed
CDFls, banks and thrifts from 47 states and the District of Columbia with requests for
financial investments or incentives in excess of $300 mllhon

“The House version of the bill would not directly appropriate any funds for FY 1996, but

instead contains $25 million only in Title 1V of the bill. This funding is contingent on other
actions, and would continué to impose a ceiling of 10 FTEs on the CDFI Fund. These
limitations would prevent the Fund from effectively leveraging the significant private sector
interest already evident. w
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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-amount, but it does keep the initiative
moving forward. I urge that you support the Senate version of this bill.
: Sincerely,

Robert E, Rubin -



The Honorable Bob Livingston
U.S. House of Representatives
washington, D.C. 20515

Bob

The Honorable C.W. Bill 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 Jim Lightfoot
U.S. Houge of Representatives
Washington, D.C. 20515

Jim '

The Honorable James T. Walsh
U.S. House of Representatives
Washington, D.C, 20515

Mr. Walsh

The Honorable John T. Myers
U.S. House of Representatives
Washington, D.C. 20515 )
Mr. Myers

The Honorable Ralph Regula
U.S. Bouse of Representatives

/Washington, D.C. 20515

Mr., Regula

The Honorable John Edward Porter

U.S8. House of Representatives
Washington, D.C. 20515
Mr. Porter

The Honorable Joe Skeen

U.S8. Houge of Representatives.
Washington, D.C. 20515

Mr. Skeen

The Honorable Barbara F. Vucanovidh

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 Representatives
washington, D.C. 20515

Mr. Yatea

The Honirable Tom Bevill

U.S. House of Representatives
Washington, D.C. 20518

Mr., Bevill

Tha Honorable Charles Wilson
U.s. House of Representatives
Waahxngton, D.C. 2051%

Mr. wllaon '

The Honorable W.G. Hefner
U.S. House of Representatives
Waah;ngton, D.C, 20515

Mr. Hefner

The Hon?rable Henry Bonilla
U.S. House of Repilesentatives
Washington, D.C. 20515

Mr. Bonilla

A

The Honorable Dan Miller ‘
U.s. Houae of Representatives
washxngton, D.C. 20515
Mr. Miller

The Honorable Frank Riggs
U.s. House of Repiresentatives
Waahington, D.C. 20815

Mr. Rigqs :

The Honorable Louis Stckes
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. 208515

Mr. Dixon

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

Mr. Mollohan

The Honorable Ernest J. Istook, 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

U.S. House of Representatives

Washington, D.C. 20515

Steny

The Honqrable Nita M. Lowey
U.S. . House of Representatives
Washington, D.C. 20515

Rita

The Honorable Nancy Pelosi
U.S. House of Representatives

"Washington, D.C. 20515

Nancy
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

RY OF THE TREASURY | . vMarch 26, 1996

The Honorable Patty Murray
United States Senate
Washington, 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 Fmancml
Institutions (CDFI) Fund in the Conference Committee. The CDFI 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, The $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
sector to address the community development financing needs of distressed urban and rural
communities. The Fund's initiatives will unleash large amounts of private capital, emphasize
private sector 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 pnvate sector. Over time, these efforts can help address market inefficiencies

~ which exist in distressed communities, restore healthy private market activity, promote

entrepreneurship, revitalize neighborhoods, generate 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 response to the CDFI Fund’s initial Notice of Funds
Availability, the CDFI Fund has received 318 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 $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 FTEs on the CDFI Fund. These
limitations would prevent the Fund from effectively leveraging the significant private sector
interest already evident. ‘
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In this context, the $50 million contained in the Senate version for FY 1996, which is mérely
the same level appropriated for FY 1995, is a modest amount, but it does keep the initiative
moving forward. I urge that you support the Senate version of this bill,

A

Sincerely, -
Qoo E Actrn

Robert E, Rubin
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The Honorable Mark O. Hatfield . The Honorable Ted Stevens

United States Senate o United States Senate
washington, D.C. 20510 : Washington, D.C. 20510
Senator Hatfield ' - Senator Stevens .

The Honorable Thad Cochran ‘ The Honorable Arlen Specter
United States Sénate . United States Senate
washington, D.C. 20510 A Washington, D.C. 20510

Thad Arlen '

The Honorable Pote V. Domenici The Honorable Christopher 5. Bond
United States Senate © United States Senate
washington, D.C. 20510 , Washington, D.C., 20510

Pete , ’ Kit

The Honorable Slade Gorton The Honorable Mitch McConnell
United States Senate ’ United States Senate
Washngton, D.C. 20510 ) Washington, D.C. 20510

Senator Gorton Mitch

The Honorable Connie Mack The Honorable Conrad Burns
United States Senate United States Senate
Washington, D.C. 20510 . , washington, D.C. 20510
. Connie ] ‘Senator Burns

The Honorable Richard C. Shelby : - The Honorable James M. Jeffords
United states Senate United States Senate
Wwashington, D.C. 20510 : Washington, D.C. 20510
Senator Shelby Jim

The Honorable Judd Gregg ’ ‘The Honorable Robert F. Bennett
United States Senate . . "~ United States Senate
Washington, D.C. 20510 , Washington, D.C. 20510

Senator Gregg ‘ B ~ Bob




The Honorable Een Nighthorse Campbell
Un;ted States Senate

Washington, p.C. 20510

Senator Campbell

The Honorable Daniel K. Inouye
United States Senate
Washﬂngton, D.C. 20510
Senator Inouye .

The Honorable J, Bennett Johnaton
United States Senate

Washington, D.C. 20510

Benne;t

|

The Honorable Dale Bumpers
UnLted States Seénate
washington, D.C. 20510
Dale | :

The Honorable Tom Harkin
Unzted States Seénate
washington, D.C. 20510
Tom

The Honorable Harry Reid
United States Senate
Waahlngton, D.C. 20510
Harry | :

The Honorable Herb Kohl
United States Senhate

wWashington, D.C.: 20510
Herb

The Honorable Robert C. Byrd
United States Senate
Washington, D.C. . 20510
Senator Byrd

The Honorable Ernest F. Hollings
United States Senate
Washington, D.C. 20510

.Senator Hol;ings

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. Mikulsgki
United States Senate

wWashington, D.C. 20510

Barbara

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

Bob

The Honorable Patty Murray
United States Senate
Washington, D.C. 20510
Patty :
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The last 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 (smply put, it has meant every‘thmg) 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 community 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 capacity 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
characterizes a first-rate investment organization, or any other organization of quality.

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 of Treasury 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 and brochure -- more on that later), the
likely selection of CDFI awardees by the third week of June, and much brighter prospects
for our funding and staffing in the future.(not to mention for a new appropriations home),
without your interest, attention and support.

It hai dly seems Su‘fﬁcient 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. -

with W OW*Q‘/JA—“
Kud= “’j
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DEPARTMENT OF THE TREASURY .
WASHINGTON A

ACTION

UNDER SECRETARY

August 16, 1994

MEMORANDUM TO SECRETARY BENTSEN

FROM: - Frank NewqigCZZZ L A
) . Under Secrétary £or Domestic Finance
SUBJECT: Memorandum to the President on CDFI Legislation

ACTION FORCING EVENT:

The attached memorandum to the Pre51dent outlines actions we are
taking to make the President's CDFI program operational as soon
as possible. It also provides a status report on the
appropriations process and provides: 1nformatlon on the selection
of the Fund Administrator.

Recommendation:
Tha L n the attached letter.
gree Disagree = .= _ ‘Let's Discuss.

MISFILED DOCUMENT
REFILED BY
CLINTON LIBRARY STAFF
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.
- August 17, 1994

SECRETARY OF THE TREASURY

MEMORANDUM FOR THE PRESIDENT

FROM: Lloyd Bentsen Qv\éé

SUBJECT: 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 legislation 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 smgnature in early September.

Your budget requests fundlng 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 Approprlatlons 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 progranm.

The legislation also contains several other noteworthy titles
unrelated to CDFIs, including reduction in regulatory burdens for
banks, securitization of small business loans;,; improvements in
detection of money laundering, and prevention of abusive second-
mortgage practices. Many of these provisions will also require
Treasury involvement, but this memo concentrates on the main
program you 1n1t1ated communlty develOpment banklng.

The CDFI Fund will be run by an Administrator, to be appointed by
you, with Senate confirmation. 1In 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 Adv1sory Board members, with emphasis on strong
backgrounds in communlty development and banking. Working with
Veronica Biggins, we plan to have recommendations for you to
consider for the Administrator within the next few weeks.

-




In addition, the bill provides for a. special transition role for
Treasury to start many of the administrative functions, including
hiring limited staff, before the Administrator is confirmed. The
Fund is also required to establish and publish standards for
applications for funding in accordance with specified criteria.
We plan to set this process in motion immediately, so that the
program 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 actually start 1nvest1ng in community development flnancxal
1nst1tutlons within the comlng fiscal year.
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DEPARTMENT OF THE TREASURY
WASHINGTON D.C. 20220

MEMORANDUM FOR SECRETARY SUMMERS

"THROUGH: Gary Gensler
Under Secretary
Domestic Finance

|
.

j FROM:  Michael S. Bir
o Deputy Assistant Secretary .
| ' Community Development Policy o

Melissa Schroder S
Community Development Policy

} SUBJECT: CRA Study
F ACTION FORCING EVENT:

! - Attached are copies of the various documents that will be included in the Treasury-CRA feport.

! They include: the prefaces to the report from both you and the President, and the four transmittal
j letters to Speaker Hastert, President Pro Tempore Thurmond, Senator Daeschle and

|

' Representauve Gephardt.

| RECOMMENDATION:

,{. That you sign the aiache%ers CMJ‘W Q én (/f L{‘ ! Lll (Lﬂ
; : ﬂ/ Agree Dlsagre 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.




DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

' SECRETARY OF THE TREASURY

PREFACE

I The Granun—Leach-Bliley Act of 1999 called on Treasuary to study the extent to which adequate
- services are being provided as intended by the Community Reinvestment Act (CRA) of 1977 as
aresult of the changes permitted by the Gramm-Leach-Bliley Act. Congress requested that
' i Treasury submit a “baseline report” this spring, followed by a final report within two years of the
law’s enactment. 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 of experts 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 gmded the study, and
several ofﬁces participated in its final composxtlon

This report prowdes a sound'analytlcal.framework to assess financial institution performance
under CRA, and suggests important areas for further research. I am indebted to Mr. Litan and
- his team for their valuable contrib}ltion to this critical area of research. ‘

CRA is a central element of the regulatory framework for financial institutions, and a core
component of the legal framework under which the private sector is increasing expanding access
to capital. As this rcport explains, home mortgage lending has expanded dramatically to -
previously underserved communities. Small business and community development lending are
at significant levels. Community development investments are helping to strengthen local
communlities across the country. And there is eviderice that more Americans are gaining access
to basxc financial services. But much more needs to be done.

To fully realize the opportunities afforded by modermzmg our financial system, we must remain
_ focused on assuring that the financial service industry evolves in a way that continues to enhance
- its accessibility and utility for all A;rnencans

Sincerely, :

- 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 of my Administration’s domestic agenda. We have made progress, but there is.
" much more that we can do to extend the benefits of the wbrant American economy, including
~ our innovative f'manmal markets to all Americans. - ~

The Commumty Reinvestment Act (CRA) is central to that goal. Early in my ‘Administration, I
asked the federal banking regulators te revise the regulations implementing CRA to focus on the
performance of banks and thrifts in serving the credit needs of their local communities. Since
1993, banks and thrifts under CRA have made well 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 for Americans who wish to
borrow to buy a house, or start a busmess

" The financial modernization legislation that I signed into law last fall allows the 1ntegrat10n of
'bankmg, insurance and securities industries. Consumers should benefit from enhanced '

- competition and innovative products and services. As part of modernizing these bankmg laws,
the financial modernization legislation requires that a bank have a saﬂsfactory CRA rating pnor
to expandmg mto these newly authorized lines of business. - : :

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
in 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 '

WllhamJefferson Clinton - o . o (

CMemp\CRAWIC2.D0C - e ‘ C 4/13/00 5:55 PM
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DEPARTMENT OF THE TREASURY
~ WASHINGTON, D.C. '

|

‘ 'SECRETARY. OF THE TREASURY )
4 S . April 14, 2000

s

The Honorable Richard Gephardt
House Democratic Leader

United States House of Representatives
Washington, D.C. 20515-6501

Dear Mr. -Gephérdt: o

" Pursuant to section 715 of the Gramm-Leach-Bliley Act, T hereby transmit a report entitled “The
Community Reinvestment Act After Financial Modernization: ‘A Baseline Report.”

Sincerely,

Lawrence H. Summers




© SECRETAR

\:' OF THE TREASURY

| DEPARTMENT OF THE TREASURY
WASHINGTQN, D.C.

CApril 14, 2000

‘The Honorable Tom Daschle

Minority Leader |
United States Senate

_Washington, D.C. 20515-6501

Dear Mr. Daschle:

" Pursuant to section 715 of the Gramm-Leach-Bliley Act, I hereby transmit a report entitled “The -

Community Reinvestment Act After Financial Modernization: A Baseline Report.”
- Sincerely,

W 14Zh_d)/www¢f>/ V

Lawrence H. Summers




DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY

April'l4, 2000

| The Honorable John Dennis Hastert A

Speaker ‘ o

U.S. House of Representatives

 Washington, D.C. 20515-6501
Dear Mr. Speaker:

Pursuant to section 715 of the Gramm-Leach-Bliley Act, 1 hereby transmit a report entitled “The
Community Reinvestment Act After Financial Modernization: A Baseline Report.”

Sincerely, » ‘

Lawrence H. Summers -




SECRETARY OF THE TREASURY

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. :

April 14, 2000.

The Hc;nerablé Strom Thurmond

President Pro Tempore

-

" Dear Senator Thurmond; -

United States Senate
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EXECUTIVE SUMMARY

" In November 1999, President Clinton signed into law the Financial Modernization
Act (FMA), perhaps the most sweeping revisibn to this nation’s financial laws of the post-

War era. Among other things, the FMA directed the Treasury Department to prepare within

| two years of the 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 of this requirement,

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

agamst Wthh to measure any subsequent changes resulting from the FMA. This report fulfills

| the “basehne requirement.

@

The CRA established an obligation on the pé.tt of federally insured depository institutions-to

meet the cr«,dn needs of the local commumtles they serve, mcludtng low and moderate-income

‘ nexghborhoods An inadequate record under CRA may be grounds for denying or cond1t10nmg

an application to merge with or acquire another depository institution, Public release of CRA

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

V provide credit to credit-worthy individuals and businesses.

. Under the most recent CRA r‘eguiations, banks and savings ihstitutiohs with assets.of $250

million or-more 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 includiﬁg, for

. the purposes of this report, low- and moderate-incbﬁte (“LMI™ bonowers, and borrowers

(indi‘viduais or btisinesses) located in LMI areas (co}lectively referred to here as “underserved

borrowers™).
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To establish the baseline, this report reviews the legislative and regulatory mstory of the

;
i
|

CRA, describes its purposes, and discusses the economic ratronales for the Act The report also

|

fcontalns baseline information on lending levels i in 1998: CRA-regulated dep031tory 1ns’t1tutlons

| iand their affiliates made $184 billion in home mortgage, small business and community
' ]devélopment loans to underserved borrowers in 1998. The report 'provideS quantitative measures
!
‘a’of recent trends in the provision of credit and banking services to LMI commumtles and -
|

borrowers The purpose of revrewmg these trends — and past efforts to account for them — is to

help provide context for the next phase of this study, which will focus on the impact that’

f financial modemization may have oﬁ the provision of ﬁna;nciol services aé,in‘rended by the CRA. -
f - This report also reviews past efforts to analyze the impact of CRA on'lending pattorns and

1# other bankmg services. The report closes with recommendanons for the desrbn of the broader

study of the FMA ] 1mpact on meetmg the purposes of the CRA.

Table ES-1 provides a current baseline against Which futuro changes in CRA-related
financial servicés'may bek assessed. Itis impOrta’nt to note that the years leading up to 19§8' '
reflect an lmusual penod These years saw a vigorous economxc expansion fueled by low
.mortgage ‘1 nterést rates, an unusually rapid pace of mortgage -finance mnovatxon new CRA
' regulations, the enactment._of affordable housing goals for the govonmont—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 Lendmg

Residential mortgage lending (Ongmatlons and Reﬁnances) by CRA- $'13 5 billi
covered lenders to underserved borrowers Hion

| Home purchase loans to underserved borrowers, as a share of all mortgage 3'20/
originations for home purchases by CRA-covered Lenders ¢
Home refinance originations to underserved borrowers, as a share ofall = 250

| home refinance originations by CRA-covered lenders ' °

-| Numbers of mortgages (originations and refinances) extended to 1.7 million

| underserved borrowers by CRA-covered lenders o
Small Business Lending :

- Volume of small business lending to underserved borrowers by reportlng ‘ $33 billion
CRA-covered lenders (Billions)* )
Share of small business lending by reportmg CRA-covered lenders gomg 20%
to underserved borrowers ' : o
Community Development Lending and Investments I .
Volume of community development lending by CRA-covered lenders $16 billion |
Volume of community devclopment investments by CRA- covcred lenders . - N/A
Deposntory Services ,
Percentage, of American families w1th some type of transaction account at 90.5%

0

a financial "Institution

. I* Reporting institutions for small businéss loans are those with $250 million or more i assets and those of any asset
size owned by a holding company with $1 billion or more in assets.”

The balance of this Executwg Summary reviews .some of the key ﬁndihgs of the report.

CRA;Ejigilf)lé Lending Activity‘

In assessing a financial institution’s Aperfomia.nce under tﬁe CRA, regula’;ors currently assign
| a 50 percent weighting to lending perférmance, co’mpéred to a5 percen;f Weighting eéch for
investment and services performance. Eligible lending generally includes home moftgage,‘ home -
improvement, small business ;':md cérmhunity development lending. Single-fémily m'orfgége
originatigns constifute by far the largest portion of ‘cvrédit provided by financial institutiohs to
1ow-to-'mod.,eraté income borrowers and communities that is evaluated under the CRA.
Regulators consider overall lending volumés, gedgf_aphic distribution, borrower charactéristics

and the innovation and flexibility shown in meeting underserved community lending needs. In




addition, evidence of discriminatory or other illegal credit practices adversely affects the

- regulators’ evaluation of a bank’s performance.

]’ﬁhcipal Findings Abput CRA-Reléted Mortgage Lending
The findings about mortgage Iet}ding reported heré are based on the data that lenders disclosc
gnder the Ho:rhe Mqrtgagé Ijisclosufe Ac‘t (HMDA). As important as these data are, they have a
.Iimmber of x,%/ellérecognized linlitatiohg that are discusséd in the text and appendices bf the report.
- Because ;ché data between these two years is most comparéble, we focus on the period froih 1993
t0'1998. The following facts and trends in mortgage lending to ;‘underserved borrowers” — those
purchasing ilt)mes in LMI areas or those with 10\#—t0—moder§te incomes — aref' noteworthy.

. © G .

CRA-eligible mortgage lending has increaséd sharply. Mortgage originations — both for

1:2)0th home purchase and reﬁhancc of siﬁgle faﬁxily properﬁés —-to underServed borrowefs rose

‘ J}ramatically over the 19903;' Between‘ 1993 Vand‘19A98, depository institutions covg*ered by CRA
and thei: affiliates made $46’;T billioﬁ in mc;rtgége loans to underserveci bormwérs. Of this total
zllmount, $187 billion flowed to LMI areas, $277 billion to LMI borrowers pﬁrchasing or_y , |
nefmancing homes outside these areas, and-$3 billion to other LMI loans. Iﬁ 1§98, the latest year
for which d'at‘a are available, the total mﬁéunt Qf mortgage lending by CRA-1e gulgted inétitutions
tovund'erservgd borrowers stood at $135 billion, gp'from $75 billion in 1993 — an 80 pefcént‘ |
increase. o

- The increase in the dollar volume A‘of" moi'tgage credit to underser{red‘bor.rowers has been

matched by a substantial incijease in the number of loans extended (Chért ES-1). In 1993, CRA-

covered depository institutions and their affiliates made 1.2 million loans to underserved
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 borrowers. ‘By 1998, the numﬁsr of such loans had risen to over 1.7 million — a gain of 45

percent. In contrast, the home mortgage 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 lhcreased Significanﬂy Between 1993 and 1998’
__CRA Lenders and Affiliates ' A

3,000,000

2,500,000

2,000,000 1.7 million” -

1,500,000 1.2 million

1,000,000 .

‘Number of Loans

1993 : ’ 1988

)

'm Home Purchase Loan W Refnancing Loan ’

< i

Source: Joint Center for Housing Smdies of Harvard University, Tabulations of Borrower Database

Loan originations td unders§rved b@rrowérs by CRA—coveredainstitutions have grown '
.. more rapidly than Qriginaﬁons to middle and high-income (MHI) borrowers ih MHI areas.
 Loans to mndgrserved boﬁowers~increased by 43 percent, cqmpaieci to 4 per;:ent for loans to
MHI borrowers in MHI areas. As aresult Qf the large increase in mortgage lending to
underser?é:dborro&vers as compared to the market asa Whole,.the share of total mortgage A

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

' 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 information 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 CRA
lending, whether counts of loans or loan amounts, in-order to provide a complete account of
lending that has taken place.




Disclosure Act (HMDA)Vgoing to CRA-eligible borrowers rose from 25 percent in 1993 to 28

percent in 1998 (Chart ES-2).

¥ . : R : . )
Chart ES-2: Loans to Underserved Borrowers as a Share of All Lending Grew 1993 to 1998

* CRA Lenders and Affiliates

0% - . 28%

% of Loans to Underserved Borrowers

1993 1998

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

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

. of total lending by CRA-covered institutions to underserved borrowers increased from 20 percent

in 1993 to 26 percent in 1998. FHA-insured lending has contributed to this trend. Between 1993
: fmd 1998, the share of loans to underserved minority borrowers made by CRA-covered lenders

.Ewﬁhout government insurance or guarantees rose from 17 percent to 20 percent, while the share

lof FHA-insured loans to underserved minofity bprrowers grew even faster, from 20 percent to 35
Epercentv.’

Loans to undcfserved borrowers iﬁcreased most for LMI borrowér§ purchasing or
refinancing ho‘meé‘i.n MHI areas, jurﬁping from 16 percent of mortgage originations in 1993 to

19 percent in 1998 among all lenders among ingtitﬁtions covered by the CRA ('Char‘t ES-3).

Lending to all bonoWers regardless of incpmé in LMI areas grew from 8 to 9 percent of
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« oﬁginations over the same period for institutions covered by the Act.

Chart EES-3 Loans to LM Borrowers in MH! Nelghborhoods Drove Growth in Lendmg to
‘ Underserved Borrowers :

CRA Lenders and Affiliates
35% ~ : - 28%
30% __25% :
! 25% T ———

% of Loans lo Underserved Borrowers

11993 o 1998

& LM Borower and Neighborhiood 0 LMI Borower, MHI Nelghbomood
& MHI Borrower, LMI Neighborhood

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

- C g

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

‘purchases and refinances. In fact, refinances of mo‘rtga'ges‘ held Ey LMI owners in LMI

| communities were up sﬁbstantially in 1998 over 1993, while the market for refinancing homes

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

Prim:lrily due to the growth in “subp'i'ime”‘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: CRA-covered Lender and Affiliate Market Share of Lending to Underserved Borrowers

Fell Slightly 1993-98

Borrowers Originated

% of Total Loans to Underserved
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Source: Joint Center for Housing Studies of Harvard University, Tabulations of Borrower Database

Most of the growth in lending to underserved borrowers among lenders not covered by

the Act has been due to the expanding activities of lenders specializihg in “subprime loans”
— those to borrowers with impaired credit histories — and in loans collateralized by

émanufa.cturi'edhomes. Indeed, independent mortgage companies, as discussed below, lost

market share in other types of loans to imderserired borrowers. - Subprime lenders accounted for a

full two-thirds of the growth in loans to under?erved borrowers b§ institutions not covered by

CRA, but ordy 15 percent of the growth in loans to underserved borrowers by CRA-covered

insﬁtutions and their affiliates. Banks.and thrifts have traditionally shied away from specializing |
in subprime and manufactured home lending because su:ch 1oans niay be riskier and demand
larger set—as ldes for reserves agamst credxt losses. Instead banks ;cxnd thnﬂs have focused on

“prime lendi ng > to borrowers without impaired credit histories. Prime lendmg still acﬁounts for
the greatestvsharé (91 percent) of both hbme pm_-chase& and refinance loans originated in the

United States, even after several ye'ars.of explosive growth of subprime lending.

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




prime lending to underserved borrowers from lenders not covered by the Act that

f o . .

{specialize in prime lending (Chart ES-S); In 1993, institutions covered by the CRA and their
affiliates accounted for 66 percent of the loans to underserved borrowers originated by prime

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

. Chart ES-5: Between 1993 and 1998, CRA Lenders and Affiliates Gained Market Share in Prime
Lending to Underserved Borrowers

Prime Lenders

2%

Borrowers Originated

% of Total Loans to Underserved

W

1993 - 1998

lCR&-covered lenders @l Non-CRA covered lendors j _

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

| Althouéh some cf this gain is due to écquisitions of ngn-depository ienders, this trend
nﬁnetheleés sugg;es'ts'that CRA probably hglpgd to increase prime lending to CRA-eligible

-| borrowers. Furthermore, by helping baﬁks and thrifts Vdisco‘ve‘r that lending to CRA-eligible
borrowers can be pr'oﬁtable, ‘the CRA ﬁlaythaye had a positive “demonstration ¢ffect” on lenders

| not covered by the Act, and thus indirectly increased lending by these institutions as well.

The fact that both 1endefs}éov’ered and not covered by the CRA recorded gains in-
‘mortgage lending to underserved borrowers from 1993 to 1998 suggests that CRA anda
variety of j)'thef factors have helped terx'pand mortgage credit to underserved borrowers

over the 1990s. These other factors include:
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- The strong economy and relatively modest interest rates of the 1990s (which have

stimulated mortgage demand across the board and especially for marginal mbrtgage loan

applicants, such as LMI families);

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

iperiod, which has enabled proporiionally more black fémilies to qualify for mortgage credit;

- Advances in risk management and more rapid mortgage product innovation by lenders
in part spurred by the CRA that have 1mproved the capamty of the 1ndustry to reach out to LMI -
borrowers and areas in a way that is cons1stent with safe-and sound lendmg, -

- Endctment of affordable and underserved area goals for the GSES and reforms in the .

Federal Hou smg Admlmstratlon (FHA) loan guarantee program that have enabled it to reach

 |more CRAﬂallglble borrowers; -

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

- Disclosure under HMDA of mortgage rejection rate information by race and income,

which has drawn public, regulatory and }udicial 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 performance seribusly.

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 context of ‘other factors that influence mortgage credit flows.

For example, although on average, the humber of mortgage originations to underserved

_borrowers in metropolitan areas across the country was up by 43 percent betweén 1993 and




u

1998, thereA were 54 metro areas where it expanded by 90 percent or more. At thé other extreme,
in 22 metro areas, the number of originations to underserved borrowers contracted. These
' vgﬁations_als'o appear when one.focuses on the share of all ori‘ginationsvto underserved borrowers
ma&:ev: by CRA lenders and their afﬁliatgs betweeni1993 and 1998 (Chart ES-G). For instance,
aI‘;hough the share of CRA lenders’ originations to undersefved borrowers v.va‘s’up about 3
;péfcentage points nationally, the share declinéd in 30 metro areas, and increased by more than 7
. Apércentagé points in‘43 metro areas. | |
Among metropolitan areas with at least 10,000 loan originations to underserved'borréwefs in
1998 'Nashville 9 percentage points), Houston (8 pefcentagé points) and Mémphis (8 percentage
points) had the largest gams in por’tfoho share. Phoemx (-4 percentage pomts) Orange County (-
| 4 percentage pomts) and San Diego (-5 percentage points) had the largest drops (See Appendix’
Table C-14 for data on the 39 largest MSAS)\ The difference in lendmg patterns across MSAs is
undoubtedly related, i in part, to a series of factors othe;r than the .CRA,'such as variations in
econo’mic conditioﬁs,‘home ownership levels, hﬁusing stock supply; household incémé levels,
and other demographic factors. As a result, statistical analysis ﬁat attempts to sort out the

" |significance of each of these factors, along with CRA, would be hi’ghly desirable.
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Chart ES-6; CRA Lender and Affiliate Loan Origination Shares to Underserved Borrowers Vaned
" Across Individual MSAs
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. 1993-1998 Change In Origination Share to Underserved Borrowers

Sour{:e: Joint Center for Housing Studies of Harvard University, Tabulations of Borrower Database

The I'apld growth in lendmg to underserved borrowers by CRA-covered lenders, coupled
with their i 1nureasmg share of the market for pnme loans to underserved borrowers suggest that
the CRA has contributed to the recent increase ig mortgage lending tc\)‘ such borrowers. This and
other evidence réviewéd in this report, on balame, 1s Acon:sisten.t with the view thét CRA has -
.encburaged ].ending to underserved bérréwers. Prior studies havé I;Ot QUantiﬁed this 1ipk_, lnor

does this report.

'-P'rincipafFindingszbout CRA-Rélatgd Small Business Lexiding

'Largc »depository institutiohs were not required fo collect small business lending data until
1996, and even now only about two-thirds of the aggregate volume of small business 1¢nding
provided bsf banks and thrifts is reported, since smalier ;Qstimtions are exempt from this
reporting requirement. .In addition, other financial institutions — such és finance ﬁompanies —that

’provide loans for small business are not required to report such activities at all. Because of these - -

' factors, the available. small business lending data cover less than half the total volume of loan

i oo . . ‘ e
‘originations. Furthermore, because financial institutions currently cannot, in general, collect
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infomiatio‘n on the race of owners of small businesses, it is difficult to know the extent to which
business qredit needé of cfedjt-wonhy minorities are 'beirig :adeéu;itely met by CRA-covereé
depositories (or other financial insﬁtutioris). |

With these 'dataw. limitations in mind, this report finds that lending by CRA-covered
institutions to small businésses in LMI areas was felatively stable between 1996 and 1998— in
"excess'of $32 biliion énnually (Chart ES-?).' Because overall Iénding to small businesses rose -
modestly over this period, the proportion of those ldans extended to businesses in LMI ércas
declineci SIightly, frpm approximately 21 percent in 1996.t0 20 percent in 1998, |
'CRA-reporting iﬁstitutions also provided loans to businesses with revenues pf less than $1
rnil-]iori that are located in MHI areas. In 1998, this latter type of lending td underserved |
Bo;rowérs accounted fof $61 biilioﬁ,' or almost double the totél for all sméll busiﬁess lending in .

4

‘low and moderate-income areas. Combining lending in both LMI and MHI areas, CRA-

;eporting’iinst_inxtions increased their small Eusiness lending to underserved borrowers from $81
-!1>illion in 1996 fo $94 billion in 1998. Total small business lending to underserved bcrfowérs
accounted for 58 percent of the dollar volume, and 67 percent of the number of loans, of CRA-
o | ‘reporti‘ng ienders' f:otal small business lénding in 1998 (up froﬁ;i 55 percent of the dollar volume
and 61 percent of the numbef of loans in 1997). |

.As additional information aﬁout small bt_xsiness lending‘~be;:omes available, it may be possible

 to draw conclusions about the impact of the CRA on small business lending durirg this or earlier '

jiperiodg.
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Chart ES-7 : Small Busmess Lending in LMI Areas by Reporting CRA-covered Lenders was Stable
‘ Between 1896 and 1998 -
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- Community Development Lending
Commumty development lendmg is cons1dered in CRA exanunauons and defined by current

‘ 1egu1atlons to include 1oans that have commumty development asa pnmary purpose. Loans for

 affordable housing rehablhtotion and construction, loans to ﬁnancml intermedianes such as
oommunifcy development financial institutions (CDFIS) or local Iendiog consortia, ond loans to
focal nonprofit organizationé that serve low-to¥zﬁoderate iﬁcorﬁe ‘hooSing or other cozolmimity

: dovelopment needs may all be included if they have not otherwise been reported under HMDA
or CRA small business loan data. As with small business loans, only large depository

_ institutioriéare required to report, and even then the ooly obligation is to report the aggregate
volume of such lending and not its destination, oy type of borrower or location.

Based on the ourfeot definitions, c'ommunity 'deve'lopment lehding by,CRA;oovored

‘ institutiohs totaled nearly $16 billion in 1998, down somewhat from the high of '$‘1 9 billion in N

I

|

1997, and from $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

ilnsufﬁcieﬁt data to draw conclusions about trends over time.




CRA-Eligible Investmeﬁt A/ctiﬁty
In asses:;ing CRA performance, regulators assign 25 percent weighting to ‘a financial

ins‘titution’s qualified invéstmenfactiv‘ity. Eligible investments, grants or deposits méy beina
variety of community development iﬁtennediaries such as CDFIs, community development
COrpora"tioné (“CDCs™), low-income or ‘cor_nmunity development credit unions, Neighborhood
Housing Services, and a wide variety of che’rv community programs. Such invesmen’gé are: '
valuable in their own right, and-also facilitate the provisior; of credit by deposito;y inétituﬁons by
Eolstering these localfinstitutions, which have critical market knqwiedgc and expertise. These
institutions can partner with banks and thxifts to drigiﬁate loans, share risk, or provide essential
services such-as homebuyer counseling, thus enhancing the performance of bank and thnft loans.
| Mor;: importa;tly, these investments aiso enhance the stability of the neighborhoods in which
| banks and thrifts lend, further'bolsfering Joan performance. Other eligible invésting activities
include émpﬁnts invested in Small -Businéés Invésﬁgenf Companies (to the extent such |
.l investments serve a community development purpose), pur;haéesof syndications in Lox‘a{-
Income Housing Tax_ Credits, or investments that prémofe community development for LMI
populations or LMI neighborhoods. | | | |

- Currently, no data reporting is required'unde; CRA in cénnéction with these activities,
alt};OUgh regulators feéord an institution’s'qualiﬁed investments in the Performance Evaluation
of each bank charter and each state _of a mullti—.stétev charter. To date, no cqﬁipilation is available
to serve as a “béseline.”v Nonetheless, there is éorﬁe evidence that the CRA has been an
irhpoﬁént vehicle for facilitating the growth of these institutions — together with suppolft from the ,

federal government, foundations and state governments for CDFIs and other community-based
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organizations. As one indication of investment activity, according to data collected by the
Comptroller of the Currency, during the 1993-98 period, natlonal banks mvested in one type of
community development investments permitted under “Part 24” authority — seven times as

much in real dollars as they had in the previous 28 years.

" CRA-Eligible Services Activity

~ The extent to which depository institations provide services to underserved populations also -

receives a 25 percent weighting in the regulators’ evaluation of compliance with regulations

 under the Act. This includes consideration of béth the distribution of banking offices and the

i;ange of retail products and services avaiiéb.lé at these locations. Fuﬁhennoré, access to
cilepository services may Be an im’portgnt link té credit access by facilitating» the ability to ‘managé
ﬂouétéhold ﬁr;;nces, accumulate savings, and enhatlée' éreditworthiness. Account ownership may
also facilitate cross- -selling by financial mstltutlons of loan products to depositors. Research

suggests that the provision of deposﬂory services helps to reinforce access to credlt I—Ioldmg

-economic and demographlc factors constant, low-income families with deposlt accounts have

Been found to be significantly more likely to own financial products such as credit cards, home

. . " ' . ; -
mortgages and auto loans.
Of the few studles that have been done on deposnory services, several contam findings that

are- relevant for purposes of this report. Dunng the 1975-95 penod for example bankmg ofﬁces

became more evenly distributed ona per-capl_ta basis across nezghborhoods of different income
I@vels,-sﬁggcsting that LMI communities were not being significantly diSadvantaged. In additibxg

tlllefffaction of the population with some form of transaction (or “banking”) account hasbeen

-

rising, from 84 pefcent in 1992 to over 90 percent in 1998. The share of the “unbanked” niay-

¢
{
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o . |
o fdecline in future years, as more financial institutions begin to offer électronicaliy—based account
Jbroducts and other alrtemativev delivery' systems for LMI individuals, which\are encoura_tged b;;f
.{the CRA reg;ulaﬁons. |
The CRA Services test also considers community development services, such as those that

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

| organizations working to mcet the credit needs of LMI communities and borrowers. To our
knowledge, no compilations ofithese éctivitiés exist; attempting to establish a “baseline” of these

| activities would require additional field research, at a minimum.

Remaining Credit Market Imperfections

The evidence suggesis that CRA has contributed to‘increase-d lending fo ﬁnde_réerved
borr&ivefs, bﬁtéthere are indications of continuing imperfections in credit markets for LMI
: .borrc-)wers, espeéially minorities; as well as ‘for' some small businesses in LMI neighborhoods.
, Sd—called “matched« pair studies,” whiéh 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
iﬁcidence of the problem is unknown. Fmdings of ragial discrimination derived from statistical
studies of mbrtgage der;ials remain confested, but raise important questions about continuing
market failures. |

As for small business, there is Asuggestive' evidence that the credit ;ﬁeeds of firms m LMI
éreas are not being met as fully as those businesses located in middle and upper-income areas.
.Other studies suggest thé.t minority bor;qwers are less successful than whites at‘ obtaining small

business loans after controlling for the amount of personal 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

-differences ia the supply of c‘:redit' to businesses in different areas is due to differences in demand

or the effects of imperfections in credit markets.

Recummendanons for Studymg the Impact of Fmancxal M;)dermzatmn on CRA Goals

It wﬂl be difficult even two years from now to isolate the nnpact of the FMA on CRA-related
ﬁnancial services from the many other forces that also affect these patterns. Nonetheless, several ‘
possible rése:gtrch approaches may helia shed somé light on the issue.
One apﬁroach is to conduct case studies of ﬁnancial institutions most likely to take advanmge "
of the new ﬁnancial holding company Stmctures authorizeci by the FMA. These case studies -
could be usec'l to imprbve undezsianding of how the companies most likely to use thesevn‘ew |
structures would view their obhganons orgamzanonal capacmes and organizational constraints
in reaching out to underserved borrowers after taking advantage of the new powers authonzed by

the FMA. Another indicator may be the extent to which CRA-covered msured deposnones elect

to have the lé‘nding; investment and services of their non-bank ﬁnéncialhdlding compény
a’fﬁﬁates considered'duxfihg a CRAV evaluation. This information could be suppleménted by
'interviews; thh communit’y groups, business leaders, and reguleﬁors; to obtain their views of how
the FMA will influence CRA lendiﬁg. | | |
Existiﬁg civersified ﬁnancial holding comp@es include unitary thrifts (which have long ha&
t1v1ty POWers even more extenswe than those authorlzed by the FMA) It is therefore also
worth exammmg whether their mortgage lending patterns in 1993 and 1998 differed from those

of other ﬁnanual 1nst1tut10ns
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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 forrrral

statrstleal methods, the causes of census-tract variation ir1 moagage lending to these borrowers

with stA:ron'g conrrols for metropolitan area characteristics and a view toward i_soiating the »
potentlerl.impact of the CRA from other possible fzrctors contributing to this variation. These
factors include differences in. local economic eondltlons demographrc composmons of local
populatlons and the structure of local housing and mortgage markets.

At least three other important trends in the bankmg mdustry —indeed, the financial semces |

industry more broadly defined - appear to be influencing flows of credit to individuals and small
busmessee m LMI end minoﬁty areas and to minority owned businesseS' the use of credit soorirlg

technologres credit card lendmg, and consohdatlon of the banking industry. The closing section

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

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

developrnents. Additional inforrnation not now reported under the HMDA or CRA —in

i
the access of underserved borrowers to credit and how lending to them affects theu’ communities.

d default rates of CRA Iendmg Therefore, we touch on that Sub_] ect only briefly here. In this
a\rea, it is note worthy that through 1998, the charge-off rates for mortgage loans were low and

generally stable, desplte the dramatw increase in mortgage lending to underserved borrowers
|

' d\urmg the 1993-98 period documented in this report. The survey that the Federal Reserve is

conductmg to meet the FMA requrrement may prowde financial institutions’ views of the
!

relatrve profitability of CRA-rela_ted» lending. This survey information will need to be compared
IR |

|

% pamcular data relatlng to fees and interest rates — also would allow for a better understanding of |

Finally, the FMA requires the F ederal Reserve Board to study the profitability delinquency |
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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

‘underserved populations and prompting institutions to discover and exploit profitable

io’ppOrtunities they might have othenﬁse overlooked.




Mr. President:

Attached is a letter I sent to Chairman Jim.
Leach explaining our opposition to H.R. 1362,
which cripples 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.

‘@, TN
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WASHINGTON, D.C,

SECRETARY OF THE TREASURY

February 21, 1995 |

MEMORANDUM FOR THE PRESIDENT

FROM:  SECRETARY ROBERT E. RUBIN [l {n

7

SUBJECT: COMMUNI_TY DEVELOPMENT LENDING ’

, ‘
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. - Moreover, 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 discussing these issues tomorrow at the Comptroller of the Currency’s community .
development conference, as well as announcing the details of the brownfields tax incentive
that you called 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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-Gwmg Credzt

Mortgage Lendmg .

To Minorities Shows
A Sharp 1994 Increase

———————

'Reg'ulators and the Ma.rket
- Both Fiuel Trend, as Do -

LdW~In<-‘:ome Loan .Plans

Buymg With N othmg Down

By JouN R. ans
Staff Reporter of THE WALL STREET JOURNAL
From the South Bronx to the suburbs of
Los Angeles, moirtgage lenders are making

- loans to blacks and Hispanics as never
" before.

The surge in credit is being fueled by
tough fair-lending enforcement, federal
community-investment rules that encour-
age such loans ind required public disclo-

sure of every mortgage lender’s loans by .

race and incomne. And another reason:
“It’s good business,” says Karen Weg-
mann, executive vice president at Wells

Fargo BankA in California. “‘We're making

money.’
‘The rise in lending is most striking in
hard-hit inner-city and rural areas, heav-

ily populated by minorities, that long were
underserved by banks and mortgage com-
panics. Indeed, in many cities, low-income
and minority borrpwers can now find

* mortgage credit on Yetter terms than afflu-
* ent whites, Federal Reserve officiais say.

The targeting of these borrowers is
changing the makeup of the mortgage
market. A Wall Street Journal computer
analysis of millions of mortgages from the
latest data availabie shows that home-loan
approvais to blacks soared more than 38%
in 1994 from 1933, while approvals of loans
to whites rose just under 12%. Loan ap-
provals for Higpanics rose steeply as well,

" by 31%, with appmvals for Asians up 17%.

" “It's a hew day,” says John Taylor, a

- longtime bank critic who heads the Na-

tional Comminity Reinvestment Coali-
tion. “‘Five years ago, most banks didn't

‘take the confmunity-lending laws seri- .

ously,” he says. “Today there’s more
lending in"low-income urban and rural
communities than ever before." :

T

H
'

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 that
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 recent months, some e
community-lending commitments have

| Lo -~
Approvals Soar

242,968 i
236,186 30.9
20134 & 211
Y 116432.0 170
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been made by banks that are in the merger-

market. For example, Wells Fargo & Co.;

* which is taking over California rival First
Interstate Bancorp, promised $45 billion. -
for lower-income and small-business loans -

over 10 years.

Market forces have also. helped. With'
. slower growth in the demand for large and -

middle-size mortgages, lower-income bor-
mwersofanramemexgedasasom'ceof

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 showmg 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 jaw a ‘heavy-handed affirmative-
action program. But Democratic Rep. Jo-

seph Kennedy of Massachusetts, a long- . .

time advocate of more minority lending,
says the latest numbers “clearly show that

- CRA works."

A

chh of the new wave ot lemimg is at
below-market terms, 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
unpubtished survey by the Federai 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 which banks’ lending
remrdsmubemeasmvedmpartbymm«
pansonwithmexrpem
“We're going to see banks offering
;:g:w money to buy market share in
-income areas, especially after th
realize that under the new rules CRA

_ratings depend on it,” predicts Catherine -

Bessant, a senior vice president at Na-
tionsBank Corp., of Chariotte, N.C.- )
‘This acquisition-minded ‘‘superre-
"gional” bank has itself begun offering one
of the country’'s most aggressive low-
income-loan programs. Working through a

. Boston nonprofit housing group, Nations-

. Bank is making available $50¢ million 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 no hope of owning a
home, they may also distort the market, -
discouraging lending by others that aren’t
ready to subsidize loans so heavily — and,
ironically, squeezing traditional inner-city
lenders. Boston Bank of Commerce, a
black-owned institution serving the Massa-
chusetts city’s ailing Roxbury and Matta-
pan neighborhoods, was virtually knocked
out of the mortgagemarket by a flood of
cheap credit in the past two years from

" Fleet Bapk, Bank of Boston and other big
- banks that had been cr;ﬁcized over thexr

community lending.

‘“There’s lots more credit on the street,
and in the short term, that's good for the
community,” says Ronaid Homer, Boston
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 reguia-
tors take the pressure off,” he says,

AWhoGetsWhax
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The below-marxet loan programs 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 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, 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 males ciear that he wel-

comes the new and easier credit flowing

into the inner city, something federal
regulators have been seeking for years.
But ultimately, he says, “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 a2 higher rate than
other home loans. Many of these loans are
too new to make such a judgment, how-
ever, and data are conflicting.

Many lenders say their low-income
loans so far are performing as well as other
' . Some evidence suggests that lower-

.ine borrowers often go to great lengths

meet a mortgage payment. But Federal
Jome Loan Mortgige Corp. raised a red
flag on low-down-payment loans last sum-

mer, quietly telling bankers that it was.

beginning to see tigher rates of defauit.
Freddie Mac, as the company is called,
buys mortgages and repackages them into
securities.

And NationsBank is “starting to see
some loss experience higher than in the
general market” on alffordable-loan pro-
grams, Ms. Bessarit says. She believes that
a modestly higher loss rate is acceptable if
it is also predictable, so that mortgages
can be priced properily when repackaged as
securities. ' ’

Assessing Risks

Ms. Bessant says banks need tolearnto . |

assess risks in low-income underwriting.
An applicant may have a spotty credit

history or be able to make only a low down .
payment or may have a highleveiof debtto -

income, and while any one of these flaws
may he acceptabie, two or more could spell

trouble. As low-income iending becomes a -

larger part of the market, “‘we have to
‘learn where the line is between a stretch
and a bad deal,” she says.

Mr. Homer of Boston Bank of Com-

merce, the inner-city bank, adds, ‘‘You
have to ask the fundamental question that
if a person can't cover closing costs or

doesn’t have any savings for a down 'f

/-\?/\6/’,47 :

-~ payment, what if the fur
i happens if the furnace

Easing loan terms worries Mr. Lindsey,
the Fegi governor. He warns that nnkel;
ing with underwriting standards could
create more social problems than it solves
if' the result is that more families de-
fault.”

Bruce Marks, who runs the nonprofit
N_elgl_xborhood Assistance Corp. in Ba%ton.
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
_f‘mance;. By badgering lenders about their
inner-city performance, Mr. Marks. has
hdpeq line up commitments for a huge
!cwer—mmme loan pool of $850 million,

including NationsBank's program. His
group finds and “qualifies’ the borrowers,
who then get loans from banks cooperating
with the nonprofit group.

Ratings Rise
As banks get invoived in such programs

to impress regulators, their Community
Reinvestment Act ratings have been ris-

/ing. A General Accounting Office survey

shows that “outstanding” ‘ratings have

/38.0%103.7%:.
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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 2 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
¢hain 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
Greenspan 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.
Specificaily, the Journal analysis of the
HMDA - numbers shows that lending to
blacks rose more than 307 in 1934 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 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% for blacks in 1994
from 1993, compared with a 15.7% rise for
whites. -

Although the Community Reinvest-

Cor

52
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ment Act doesn’t explicitly mention race,
the HMDA repdrts 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, leiiders have had to make
HMDA figures public, not merely report
them to regulators.

Tough fair-lending enforcement by the
Justice Departinent has aiso helped spur
minority lending, with the departrnent
bringing six such 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 Sandlér, 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 well, he says.

The Journal analysis of the 1994 home-
mortgage numbers shows that lenders still

,[“e’\‘—’/% ?

rejected a much higher percentage of black -

applicants than of whites - 31.2% vs
16.71%. Thus, the greater number of loans

made mostly refiected 2 surge in the

number of applications 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 black denial rate was down
from more than 34% in 1992. The data don't

track applicants’ borrowing histories, debt

levels or other issues of credit-worthi-
ness.

A few institutions that did more lending
to blacks madé most such loans to families
living in heavily white census tracts,
where average 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 a5 many in 1994 as in 1993. Yet |

98.9% of them were to blacks living in
largely white census tracts.

"On the CEQO’s Desk

i

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 biacks more than quadru-

* pled. More than 42% of them were made in

census tracts that were at least 25%
black.

Countrywide aiso 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 first published four years ago show-
ing Countrywide turning down black appli-
cants at four times the rate of whites. He
ordered loan officers who had doubts ahout
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. 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 federai housing funds and com-
munity-development - grants "are being
slashed by the Republican-controlied Con-
gress. Mr. Taylor of the community-invest-
ment coalition says this makes continued
progress by the private sector vitai if the
renewal of poor inner-city 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
WASHINGTON : 242V Qs
February 24, 1996 . .
v Ao ke Moy
MEMORANDUM FOR THE PRESIDENT: «- Mo Rony
FROM: TODD STERNT® >

HELEN HOWELL

SUBJECT: Recent Information Items

EZ%LM*T GZJS ‘20 -
We are forwarding 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
'l(oa& Reinvestment Act. Rybin says that the CDFI Fund is thriving in its new home at
[((W reasury, and response to the Fund’s first call for applicatiens has been outstanding,
\" with requests outstripping available resources by 10 to 1: "We have some exciting
\new initiatives coming on, including...Presidential Awards for microlending. I think

“we have a real opportunity to take your community development initiatives to scale
\\Q\\ over er_the next five years.” Note the WSJ article The article states that regulators
@‘ 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.

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 program mirrors that
E of other major donors to the global effort. AID will lend technical suppert to the

- Lake response on river blmdness A December NYT article said the U.S. "refused
|

West Africa program, but cannot fund it because of AID’s austere budget.

\

ceremony,. for the electronic pen, and for highlighting 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 enclosed 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."

Cime

P

% Congressional notes. Markey -- thanks you for the "magnificent" teleco'm signing

| ‘ ’ S The Honorable Robert Rubin
| Department of the Treasury

| VIA SPECIAL MESSENGER
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- DEPARTMENT OF THE TREASURY
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SECRETARY OF THE TREASURY

February 21, 1995

MEMORANDUM FOR THE PRESIDENT
FROM:  SECRETARY ROBERT E. RUBIN [l 4n—
SUBJECT: COMMUNITY DEVELOPMENT LENDING

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. wxdely, 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. Moreover, response to the Fund’s first call for applications has been outstanding, with
requests from mainstream financial institutions and community development funds
e 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. 1
think we have 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 brownfields tax incentive

- that you called 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 Minorities Shows
A Sharp 1994 Increase

Regulators and ‘the Market

Both Fuel Trend, as Do
Low-lncz)me Loan Plans

Buying Witg_N;thi'ng Down

By Joun R. WiLKE
Staff Reporter of Tue WLt STREET JOURNAL
- From the South Bronx io the suburbs of
‘Los Angeles, mortgage lenders are making
loans to blacks and Hispanics as never
before. . .

* The surge in credit is being fueled by
tough fair-lending enforcement, federal
community-investment rules that encour-
age such loans and required public disclo-
‘sure of every mortgage lender's loans by
race and incomie. And another reason:
“It’s good businhess,” says Karen Weg-
mann, executive vice president at Wells
Fargo Bank in California. “We're making
money.” ) ,

The rise in lending is most striking in
hard-hit inner-city and rural areas, heav-

ily populated by minorities, that long were
underserved by banks and mortgage com-
panics. Indeed, in many cities, low-income
and minority horrpwers can now find
mortgage credit on Wetter terms than afflu-
ent whites, Federal Reserve officials say.
The targeting of these borrowers is

changing the makeup 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 blicks soared more than 38%
in'1994 from 1993, while approvals of loans
to whites rose just under 12%. Loan ap-
provals for Hispanics rose steeply as well,
by 31%, with apiprovals for Asians up 17%.
“1t’s a new day,"” says John Taylor, a
- longtime bank critic who heads the Na-
tional Community Reinvestment Coali-
tion. “‘Five years ago, most banks didn't
take the comfmunity-lending laws seri-
ously,”” he says. "‘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 that
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 recent months, some eye-popping

community-lending commitments have -

236,186
20,134
116,432 .

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

Market forces have aiso helped. 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 showing 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-handed affirmative-

“action program. But Democratic Rep. Jo-

seph-Kennedy of Massachusetts, a long-
time advocate of more minority lending,
says the latest numbers “clearly show that
CRA works.” . :

Much of the new wave of lending is at
below-market terms, 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-
estrates or on the *‘points” charged at the

. closing. The programs may become even
‘more common because of newly reviseq

CRA rules under which banks’ lending
records will be measured in part by com-
parison with their peers’. ‘
“We're going to see banks offering
;;:eqp money to buy market share in
w-income areas, especially after the;
realize that under the new rules, CRg

fatings depend on jt,” predicts Catherine

Bessant, a senior vice president at Na-

tionsBank Corp., of Chariotte, N.C.- |

_ This acquisition-minded ‘‘superre-

gional" bank has itself begun offering one

of the country’s most aggressive low--
income-loan programs. Working through a

" Boston nonprofit housing group, Nations-

Bank is making available $500 million 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 10 pay any closing costs. . .

While such programs help people who-
otherwise might have no hope of owning a
home, they may also distort the market,
discouraging lending by others that aren’t
ready to subsidize loans so heavily — and,
ironically, squeezing traditional inner-city
lenders. Boston Bank of Commerce, a
black-owned 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 from
Fleet Bank, Bank of Boston and other big
banks that had been criticized over their
community lending. :

“There's lots more credit on the street,
and in the short term, that's good for the
community,” says Ronald Homer, Boston
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

'C“o,\q
3/



The below-market loan programs alse

raise the sensitive issue of fairness. “In
‘some cases, it is now cheaperto geta 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, 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 makes clear that he wel-
comes the new and easier credit flowing
into the inner city, something federal
regulators have beeén seeking for years.
But ultimately, he says, “we want to end
up as a society wher? 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 than
other home loans, Many of these loans are
too new to make such a judgment, how-
ever, and data are conflicting.

Many lenders say their low-income
loans so far are performing as well as other
J . Some evidence suggests that lower-

.me borrowers aften go to great lengths '

meet 2 mortgage payment. But Federal
Jdome Loan Morigage Corp. raised a red
flag on low-down-payment loans last sum-
mer, quietly telling bankers that it was
beginning to see higher rates of default.
Freddie Mac, as the company is called,
buys mortgages and repackages them into
securities. , ‘

And NationsBank 'is “starting to see
some loss experiénce higher than in the

" general market” on affordable-loan pro- :

grams, Ms, Bessantsays. She believes that

a modestly higher loss rate is acceptable if y

it is also predictable, so that mortgages

can be priced properly when pepackaged as =

securities,

Assessing Risks

Ms. Bessant says banksneed tolearnto Ba

assess risks in low-income underwriting.

An applicant may have a spotty credit 3
history or be able to make only a low down ' ga
payment ormay have 4 highlevel of debtto - p

income, and while any one of these flaws

* may be acceptable, two or more could spell
trouble. As low-income lending becomes a -

larger part of the market, “we have to

learn where the line is between a stretch W"’M

and a bad deal,” she says.

Mr. Homer of Boston Bank of Com- - CTXK

‘merce, the inner-city bank, adds, “‘You

have to ask the fundamental question that -Broddy :
if @ person can't cover closing costs or !
doesn’t have any savings for a down i

bpayrixent. what ns i
Bl happens if the furnace

Easing loan terms worries Mr, Lindsey,
the Fed governor. He warns that ngi?;
ing with underwriting standards could
Create more social problems than it solves

if the result is that more families de-
fault.”

Bruce Marks, who runs the non
P{eigpborhood Assistance Corp. in Bgs?;gt
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

fmance;s. By badgering lenders about their
nner-city performance,  Mr. Marks. has
helpeq line up commitments for a huge
lower-income loan pool of $850 million,
including NationsBank's program. His

TOgram
group finds and “‘qualifies’ the borrowers,

who then get loans from banks cooperati
with the nonprofit group, perating

Ratings Rise / :
As banks get involved in such programs

" to impress regulators, their Community

Reinvestment Act ratings have been ris-
ing. A General Accounting Office survey

shows that “outstanding™ ‘ratings have °

T |- .i . H . I
Rising Approval R}'atfes B

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 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
Greenspan 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 19%4 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 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% for blacks in 1994
from 1943, compared with a 15.7% rise for

- whites.

"‘f ‘Although. the Community Reinvest-

corl

Sz



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, leriders have had to make
HMDA figures public, not merely report
them to regulators.

Tough fair-lénding enforcement by the

* Justice Departrnent has also helped spur

minority lending, with the department
bringing six such 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 Sandler, 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 well, he says.

The Journal analysis of the 1934 home-
mortgage numbers shows that lenders still
rejected a much higher percentage of black
applicants than of whites — 31.2% vs.
16.71%. Thus, the 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
virtuaily unchanged while the white denial
rate rose. The black denial rate was down
from more than 4% in 1992, The data don’t
track applicants’ borrowing histories, debt
levels or other issues of credit-worthi-
ness. \

A [ew institutions that did more lending
to blacks made most such loans to families
living in heavily white census tracts,
where averageé 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 as many in 1994 as in 1993. Yet
98.9% of them were to blacks living in
largely white census tracts.

On the CEO’s Desk

| A 655!41?

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 {racts 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 first published four years ago show-
ing Countrywide turning down black appli-
cants at four times the rate of whites. He
onrdered 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. Mozilo says. But to do 50, 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-controlled 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 inner-city and rural com-
munities is to continue. *“There is still so .
. much more to be done,” he says.
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WASHINGTON

September 29, 1995
NFORMATION

MEMORANDUM FOR DEPUTY SECRETARY 8

FROM: Under Secretary Hawke

SUBJECT: CRA Lending Volume

t

Attached please find three articles that may address your
question en how much lending can be attribnted to CRA. 1In the
American Banker piece FRB Governor Larry liindsey attributes
(incorrectly) CRA as delivering $4 billi:@ to $6 billion a year f
to low-income areas. His fiqures are mo likely based on the .
conclusions from the National Ccmmunity einvestment Coalition
study showing CRA commitments since 1977. There is very little
information available directly on this subject other than the
NCRC study.

. I have also attac view information from the

Federal Financial InStitutions ination Council which collects
data covered by e Home Mortgage Disclosure Act. Although not
specifically aktributable to CRA, these data may serve as a close

proxy.

. Attachmentis
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- 'lzhe'Depmty' 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. | : o

Larry

Room 3326 ' 622-1080
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194-135469
MEMORANDUM
To: ‘Lloyd Bentsen | , . o~
Fom: 'Genehldwigh’// - ~"70 (/i/j” |
ce: JFrank Newman | - ' A |
Re: Commumity Reinvestment Act Reform

Date: Jupe 23, 1994

The key issue that has emerged‘ in completing the regulatory reform of the
Community Reinvestment Act is the collection and public disclosure of race and gender-
based data for small and medium-sized business lending. Home mortgage lenders are

- currently required to collect and report such 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 current 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. ’Ihe FDIC and OTS also favor collection

and disclosure.

'Ihe issue in terms of the current CRA 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 of the debate; 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 elemerit in our attempts to create a balanced proposal. Substantively, race and
gender data represent only a minor addition to the reporting requirements in the proposal
and yet fill a significant information void.
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Moreover, for a variety of reasons the White House (NEC and Domestic Policy
Council) want us to move forward with a collection and- dissemination provision in the
rule. The White House view is shared by the Congressional Black caucus, many members
of the California deleganon and the leadership of the House and Senate banking
committees.

The F-ed»,‘ most notably Govemors Lindsey, and IaWare, 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 tuned

them down. This resulted in a public expression of unhappiness by a number of
Congressmern.

The Fed was initially inclined to hold with its posiiion 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 firm
position on this issue at this time but rather to wait and discuss it further 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 dlsclosure he might be willing to

accept the concept as part of a revised CRA. ‘

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

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 dlscmnmanng
Second, a bank cannot protect itself from Justice Department charges that its policies are
having a discriminatory impact if it does not have the information 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 market 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.

June 23, 1994
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March 7, 1997

MEMORANDUM FOR PRESIDENT CLINTON

FROM: . Franklin D. Raines
Robert E. Rubin Q & e
. SUBJECT: D.C. Economic Developiment Plan

We have now finalized the details of your economic developxﬁeht 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 dcvclopment models in other cities,
and builds on the Admmlstrauon 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 health care, dependent care, and educational
assistance) in the first 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 certain 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 ificludes
$20 million to support related job creation efforts by non—prof t groups (see “Economic
Development Corporation” below). :

A new “D.C. Capital Credit.” The plan would provide $95 million in tax f:redxts for investment
in and loans to D.C. businesses. The credits woulc. be worth up to 25 percem 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. The 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 success of the venture, its contribution to D.C.'s
revitalization, the provision of jobs for low and mcderate income residents, and whether the
business is located in a distressed area. This allocated tax credit represents an innovative new
approach, similar in design structure to the equity incentive for commumty development
financial mst1tut10ns that you proposed last Augus:.



Additional Expensing. To bolster smatl 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 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 sumlar to, but less restrictive, than that
found in the Empowcrmcnt Zone legislation,

Economic ])evelopmcnt 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 Executive Officer and served by a
professional staff. One member of the EDC Board would also serve on the Board of the Natlonal
Capital Infrastructure Authortty :

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 EDC would be capitalized 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 nghts
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 the market by issuing project revenue bonds. The EDC would akSo 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 of land. As part of the Memorandum of Understanding with the Federal government, the
District government will commit to achieve reforms with respect to permitting, licensing and
zoning and to cooperate fully with the EDC.

T



Challenge 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 to make the new Economic
Developmerit Corporation work effectively. The Committee 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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THE WHITE HOUSE

WASHINGTON

DATE: March 10, 1997

NOTE FOR: The Honorable Robert E. Rubin
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’ \ | March 7, 1997

MEMORANDUM FOR PRE\Y‘ENT CLINTON

FROM: Franklm D. Rames

. Robert E.Rubin® < “L ' : %q
SUBJECT: D.C. Economic.Development Plan . 4 W

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-Govérnment Improvement Plan.” It respords to the unique needs of the District of

" Columbia, draws on the best features of successful economic devcbpmem 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 inclyde: v
: v o
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 health care, dependent care, and educational
assistance) in the first 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 certain 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). ‘ :

THE PRESIDENT HAS 32E

N

-~ 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. The 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 success of the venture, its contribution to D.C.'s
revitalization, the provision of jobs for low and moderate income residents, and whether the
business is located in a distressed area. This allocated tax credit represents.an innovative new
approach, similar in design structure to the equity incentive for community deve]opment
financial institutions that you proposed last August

K
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_Additional Expensing. To bolster small businesses in the District, the plan proposes a roughly -
$20 million tax incentive, to permit eligible small tusinesses 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 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.

Economic Development Corporation. Your plan would create a new Economic Development
Corporation (EDC), a non-federal corporation, as aa 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 groaps, the EDC would develop an economic
development strategy for D.C., coordinate the impl: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 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, ir 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 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 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 of land. As part of the Memorandum of Understanding with the Federal government, the
District government will commit to achieve reforms with respect to permitting, licensing and
zoning and to cooperate fully with the EDC.



Challenge Committee. We suggest that at Tuesclay’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 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 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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March 7, 1997

MEMORANDUM FOR PRESNENT CLINTON

FROM: . Franklin D. Raines ‘
Robert E. Rubin @ @ . (L 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 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 anew 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
dcvclopment The main elements of the plan mclude

A new “D.C. Jobs Credit.” The plan would providz 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 first 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 certain 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 ty tax-paying entities -- your plan includes
$20 'million to support related job creation efforts by non-profit groups (see “Economlc
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 he 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. The 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 suc:ess of the venture, its contribution to D.C.'s
revitalization, the provision of jobs for low and moderate income residents, and whether the
business is located in a distressed arca. 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 August.



Additional Expensing. To bolster small businesscs 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 ziven 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. »

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 Beard of Directors, seven of whom would be
appointed by you. The Mayor would appoint one raember, 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 Authonty.

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 EDC would be capitalized 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, ir a similar manner to the way in which the D.C. Jobs Credit is available to for-profit
entities. The federal government would also transfzr 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 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 of land. As part of the Memorandum of Understanding with the Federal government, the
District government will commit to achieve reforms with respect to permitting, llcensmg and
zomng 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 form a Chaltenge Committee to bring the D.C. and regional community
together behind 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 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.



