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What are the benefits of CRA to small businesses?

Under the CRA regulations, small business lending is an integral part of bank CRA
compliance. Banks are assessed on their effort to support small businesses under the
lending, investment and services tests, For the first time, large banks will report small
business loan data by census tract, in order to identify new market opportunities,

What are the benefits of CRA to banks?

Good CRA performance is good banking business.

“Businesses that learn how to meet [commmunity reinvestment] demand profitably, and
integrate it into their business lires, will gain a tremeudous competitive advantage.”
Richard Rosenberg, former Chaiqman and CEO, BankAmerica Corporation,

. “Lending in the inner city [has] turned out to be the most profitable part of our businesg
over the past few years,” Mario Antoci, Chairman and CEO, American Sdvings.

. “Many [institutions] now recognize that in an era of growing competition, CRA
performance may be critical to an institution's ability to adjust to the new banking
environment.” CRA-related activities can help develop new markets, potentially profitable
business, and improve a bank's public image.” Lawrence Lindsey, former Govemor,

Federal Rescrve System.
R Isn’t CRA burdensome?
. The bankdng regulators, after an exhaustive period of review and public comment, revised

the regulations under CRA in April 1995. Under the new revised regulations, CRA

2ompliance is now less intrusive and burdensome, and more productive, The emphasis is

now on actual performance, rather than Paperwork and process. '

' CRA. exams are now tailored to differences in Institutions® structures and operations.
There is an assessment method for large retall institutions that focuses on lending,
investment, and services; a streamlined method for small institutions focused on lending;
and separate methods for wholesale or limited purpose institutions; Institutions may also-
ojtoose to submit strategic plans to implement CRA. ' ’

* - AsJames D. McLaughlin, director of regulatory and trust affairs at the American Bankers
“Association has said, “For the vest majority of banks it reduced recofd keeping, exams

went quicker, and banks now know what is required of them.” (American Banker, Jan. 20,
1998).

. “We commend the regulators for instituting a meaningﬁﬂ,.strea.mlined tiered examination
system.... The new rules should alleviate the paperwork nightmare of CRA for community
banks.” Richard Mount, President, Independent Bankers Assaciation of America.
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What is CRA?

. Congress enacted CRA in 1977 to conbat the practice of “red-lining” communities by publicly-
Insured banks and thrifts.

. CRA encourages banks and thrifts to meet the credit needs of their corumunities, cansistent with
safe and sound bapking practioes.

How Does CRA work?

. Federal bank and thrift supervisors assess financial institution’s performance: loaas mads,
services provided, and investinents ir. their communities. The CRA rcgulation providesa
streamlined examination for banks and thrifis with assets under $250 million.

. Banks and thrifts make their CRA rafings pnblic. The public has an opportunity to comment on

CRA performance beforo the start of a scheduled weamination.
What are the benefiis of CRA to commuonities?
) CRA is working to restors bealthy markets in distressed commanities,

. 1996 Home Mortgage Disclosure Act date show that Jending to minority and low fncome
borrowers is on the rise. For exampla, since 1993, the number of home mortgage loans to
African Americans increzsed by 58 pereent, to Hispanics by 62 percent, and to low and moderate
income barrowers by 38 percent, well above the gverall market,

. Since 1992, the National Cnmmmuty Retnvestment Coalition estimates that the private sector has
pledged over §1 trillion in loans going forward for commumity development.

What sre the benefits of CRA to small ly'uslnnssa?

- Small business lending is an integril part of bank CRA complience. Banks are assessed on their
effort to support small businesses under the lending, investment and services tests, For the first
time, large banks are reporting small business loan data by census ract.

‘What are the benefits of CRA to banks?

. CRA is good banking business. “Businesses that learn how to meet [community reinvesonent]
demand profitably, and Integrate it inta thelr business lines, will gein a tremendous competitive
advantage.” Richard Rosenberg, former Chairman and CEO, BankAmerica Corporation.

- “Lending in the mner city [has] turned out wy be the most profiteble part of our business over the
past few years.” Mario Antoci, Chalrman and CEQ, Arteriom Savinge,

. “Many [insﬁtuﬁons} now recognize thet ia an era of growing competition, CRA performanae
- mamy be oritical to an Institution's ability to adjust to the new banking environment. CRA-related
activites can help develop new markets, potantially profitable business, and fmprove a bank’s
public image.™ Lawrence Lindsey, fonner Governor, Federal Reserve System.
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What is CRA? Trercstourse.

How D

Congress enacted CRA in 1977 to combat the practice of “red-lining” comnmunities by

- publicly-insured banks and thrifts.

The goal of CRA.is to encouragz banks and thrifts to meet the credit needs of their eatire

communities, including low and moderate income ateas, consistent with safe and sound
banking practices.

oes CRA work?

Under CRA, federal bank and thrift supervisors assess financial institution’s performance:
loans made, services provided, and investments in their communities.

The CRA regulation provides a streamlined examination procedure for banks and thrifts
with assets under $250 ruillion,

Banks and thrifts make their CRA ratings public. The public has an opportunity to
comment on CRA performance before the start of a scheduled examination.

Under the Home Mortgage Disclosure Act, banks and thrifts report on their home
mortgage lending, which is considered in the assessment of CRA performance. Under
CRA, larger banks and thrifts also collect and report aggregate data on their small
business and small farm loans by census tract. This data is made publicly available.

! What are the benefits of CRA to communijties?

JUL-85-1999

CRA is working to restore healthy markets in distressed communities.
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Tn 1996 alone, large commercial banks made nearly $18 billion in community development
loans, in addition to their affordable housing and small business loans.

Since 1992, nonprofit community groups estimate that the private sector has pledged
nearly $1 trillion in loans going forward for community development, which represents
over 95% of CRA pledges made: since CRA's enactment in 1977.
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TO: Gene Sperling

FROM: Lisa Green
DATE: April 29, 1999
RE: CRA Conference call with Mayors on April 30, 1999

Location: NEC Conference Call Line 202-757-2104 code 3939

Purpose: The purpose of tomorrow’s meeting is to garner support from Mayors on the
Community Reinvestment Act. The meeting is an opportunity to share information
with them about some of CRA provisions proposed by Gramm and to communicate
our plans and strategy for safeguarding CRA.

Others

Presenters:  You will be joined on the call by Mickey Ibarra.

Format: (1) Introduction by Ibarra
(2) Overview of CRA
(3) Recognition of each mayor and discussion on the economic impact of
CRA
(4) Each mayor has a brief chance to comment.

Audience: List of Mayors participating will be provided by Peter.

Attachments

e Talking Points

e  Memorandum from Sarah (dated 4/15) with an update on recent activities on Financial
Modernization

e Early Draft of CRA memorandum to President (written by Sarah and Paul with your comments in
the margins)

e New Community Reinvestment Act Numbers

e One Page Fact Sheet on Community Reinvestment Act — How Does CRA Work?

e One Pager on Financial Commitments to Underserved Communities through CRA

e Legislative Summary

e General Background Information from Treasury



TALKING POINTS FOR CRA MEETING
April 30, 1999 -2:30 PM Conference Call

This Administration strongly supports CRA. We’ve worked very hard to both streamline and
strengthen the Community Reinvestment Act.  CRA has been on the books for more than 20
years but 95% of all the financial commitments made under the law have been made since 1993,
under this Administration. That’s more than $1 trillion in long-term commitments to invest in

people.

There have been 23 times more financial commitments to distressed communities from
banks in the past 5 )2 years than in the previous 15 years combined. Many of these
communities are located in your cities. CRA helps bring needed debt financing to markets and
businesses that would not otherwise have access to capital. Lending commitments under the
CRA have increased from an average of $2.6 billion per year between 1977 and 1992 to about
$180 billion per year in the past 5 ' years.

The President is committed to preserving existing CRA as we know it and not as proposed
by the Senate. A veto threat was issued by the President in March in opposition to the Senate
bill developed by Chairman Gramm. The bill reported out by the Senate would 1) undermine the
relevance of CRA because it increases leeway for affiliations between banks and non-bank
stitutions but does not require them LO«thC satisfactory CRA ratings to undertake non-bank
activities 2) reduce access to credit in lllLdl communities by exempting small banks from CRA
and 3) severely dampen opportunity to; puhhc comment on the reinvestment activities of’
financial institutions by creating a safe harbor for instititutions that have at least a satisfactory
CRA rating.

Our strategies to safeguard CRA in the House include helping to move forward the
financial services bill put forth by the House Banking Committee, developed by Chairman
Leach and Ranking Democrat LaFalce. This bill contains no weakening of CRA and requires
banks 1o have and maintain an adequate CRA record in order to engage in new financial activities.

In the Senate, Secretary Rubin held a press conference with Daschle and Sarbanes to
support their alternatives to Gramm’s proposals. The Daschel and Sarbanes legislative
recommendations would not weaken CRA.

The Administration will continue to strongly oppose any legislation that would weaken
CRA. This issue is of great personal interest and importance to the President and the First Lady.
The President will not hesitate to issue additional veto threats against any bills that would weaken
CRA.
[n his letter responding to Gramm’s version of the Financial Modernization Act, President
Clinton stated “ In its current form, the bill would undermine the effectiveness of the
Community Reinvestment Act .... The CRA is working, and we must preserve its vitality
as we write the financial constitution for the 21" Century. ... I agree with you that
reform of the laws governing our nation’s financial services industry would promote the
public interest. However, I will veto the bill if it is presented to me in its current form.”
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CRA Talking Points

CRA is working to create Jobs, build homes, and grow businesses in communities across
the country.

The President has been a strong supporter of CRA from the beginning of his
Administration. At the President’s request, the banking regulators reformed CRA to
tocus on performance, not paperwork.

The results have been impressive: while we have much morc progress to make, homc
morlgage lending to African Amcricans is up 58 percent, to Hispanics by 62 percent and
low and moderate income borrowers by 38 percent, well above the overall market.

In 1997, banks and thrifts made $18.6 billion in community development loans and
investments. Over the last six years, the private sector has pledged over $1 trillion in
loans under CRA -- that’s over 96% of pledges made since CRA’s enactment in 1977

Now - again - CRA is under attack. The Senate banking committee has voted out a bill
on party lines that would seriously weaken CRA in three ways:

First, the bill provides a safe harbor for banks with satisfactory CRA ratings in their last
examination, effectively removing public comment from the merger application process.

Second, the bill exempts smal) banks in rural areas from CRA entirely, removing 38% of
banks and thrifts from CRA in the communities that often face the worst problems.

Third, the bill fails to include a provision that banks have and maintain an adequate CRA
record as a condition of engaging in newly authorized financial activities, despite the fact
that the importance of these new activities is going to keep growing in the decades ahead.

The President has made it clear that he will veto the Senate bill in its current form. It is
wrong for financial modernization and it is wrong for America’s communities.

By contrast, the House banking bill was voted out of committee on an overwhelmingly
bipartisan basis, 51-8, and does not contain these problems. It is a bill we support.

The President, the Vice President, and Secretary Rubin have all made it clear how
strongly we stand for CRA. In the days and months ahead, we will continue to make our
case.

CRA is a moral issue. It is an economic issue. And itis a civil rights issue. CRA is vital
to bringing real economic opportunity to all our communities. With al] the progress we

have made together, now is not the time to turn back.

Thank you very much for joining us here today.
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To: Melissa G. Green/OPD/EOP, Sally Katzen/OPD/EOP \¥

cc: Richard L. Siewert/WHO/EOP, Paul J. Weinstein Jr./OPD/EOP, Roger S. Ballentine/WHO/EOP,
Broderick Johnson/WHO/EOP
Subject: Fin Mod/CRA Update

Gene and Sally -- Lots going on. A brief update.
[Paul/Roger/Broderick -- Did { miss anything?]

Greenspan on CRA: Shrewd Gramm asked the Fed Chair for his analysis of the CRA provisions of
the House and Senate Fin Mod bills. Greenspan said that the House bill would affect CRA in 3
ways: (1) new requirement to have satisfactory CRA rating before approval for securities or
insurance activities: (2) banks that have nonbanking affiliates and don’t satisfy CRA obligations
would be subject to enforcement; and (3) CRA would W." The Gramm bill
would affect it in~twe—waye—tH"small bank exemption, uttable presumption” about
CRA compliance (the so-called "safe harbor") for banks with satisfactory ratings. Although the

Greenspan letter never used the word expansion, Gramm's press release, of course, concluded that
“Greenspan finds significant expansion of CRA in House [bill]."

Status in Senate: Expected to go to floor beginning of May. Lott/Gramim
(possibly Rubin) meeting yet to be scheduled. [FY! -- Sarah thinks it is
hurts us with House and could lock us into what Senate Dems agree, chle wants Rubin,
he may have to.] Daschle will wait til Lott comes to them. After the me g, Daschle and Senate
Banking Dems will release a "Dear Colleague” about why they want a bill, but their bill is better,
with President's veto letter and a side-by-side attached. Rubin is also scheduled to appear before
Dem Caucus lunch.

le/Sarbanes
. \

Status in House: Commerce Committee mark-up is next -- date uncertain. Treasury working and
making some progress but outcome on key issues is unclear.

Possible Interest Group Press Conference: Wade Henderson and a coalition of groups are planning
a press conference for the end of the month. Treasury and Senate Dems would be happy to
participate if it is a "save CRA" event, but it it is a "kill Fin Mod" event, we can't participate. Gail
Cincotta recently got press by bringing 13 busloads of protestors to Phil Gramm's home in Texas on
a sunday and littering the place with leaflets. Not the kind of event we want to participate in.
Discussions with Henderson and Treasury ongoing.

CRA Outreach: As part of the follow-up to the Race Report, Maria E. and Chuck Ruff have a group
that is working on various projects, including "CRA/Fair Lending Enforcement.” Maria wanted to
schedule a "CRA outreach” meeting with all the groups. Weinstein said: hold on. Let's coordinate
here. Lots going on with the groups, Democrats on Hill, Treasury, and others in context of Fin
Mod. Maria has scheduled an internal meeting to coordinate which has been rescheduled numerous

times. Now rescheduled for Fri 4/16, at 11:00. Meanwhile, apparently Wade Henderson
wants to come in to me ith NEC, DPC, d HUD on CR Sarbanes and



Lafalce staff want to be there if this happens. Weinstein is coordinating.
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As | have discussed with many of you, the President has been talking "off the cuff” recently about “1,_/
protecting CRA. Paul and | thought it was important that he have a bit more detail about the ~ [U(}w—-\
debate on CRA, so that he understands the context in which his statements will be read. He cares lm"
passionately about the subject and has the appetite for more information here. {

for the President the possibility (without any recommendation) of taking a more aggressive, |
pro-expansion position as a tactical move. | know that others feel that would be a mistake,

alienating moderate Democrats, and question if it need be mentioned here. We've included a brief
discussion at the end for your comment.

]

crapotus.me

Attached 1s the draft for your comment. As | discussed with Gary, Paul feels strongly that we raise @ /1

Also, Treasury 1s working on the draft the reply letter to Senator Gramm. It would be easier for us
to share both this memo and that draft with Gene and Bruce at the same time. Thanks.

Message Sent To:

Gary.gensler @ treas.sprint.com @ inet
richard.carnell @ treas.sprint.com @ inet

greg.baer @ treas.sprint.com @ inet

karen.kornbluh @ treas.sprint.com @ inet
marnie_levine @ treas.sprint.com @ inet
WEINSTEIN P @ A1 @CD@VAXGTWY @ VAXGTWY
Roger S. Ballentine/WHO/EOP
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FFebruary 22, 1999 -- THIRD DRAFT

MEMORANDUM TO THE PRESIDENT
CC: THE VICE PRESIDENT

FROM: GENE SPERLING
BRUCL REED
LARRY STEIN

SUBJECT:  The Community Reinvestment Act

The Community Reinvestment Act (CRA) will be front and center in the next few months, a
result of the ascendancy of its chief adversary, Phil Gramm, to Chairman of the Senate Banking
Committee and its inextricable link to Financial Modernization legislation -- a high priority for the
Republican leadership in both chambers. The purpose of this memorandum is to familiarize you with
Senator Gramm’s critique of CRA, the Administration’s current strategy for responding,-and-how.

"CRA may be allcct the debate over Financial Modemization legislation.

Background: How CRA Works

CRA requires the federal regulators to encourage each institution under their jurisdiction to
help meet the credit needs of the communities that the institution is chartered to serve. The Act also
requires the regulators to assess cach institution's community reinvestment performance during
periodic exams and to consider that performance in their evaluations of any applications by the
institution for expansion or relocation of their operations. During your first term, amid concern about
the effectiveness of CRA and the regulatory burden on institutions, you directed the regulators to
rewrite the CRA regulations to address these issues.

Under revised regulations issued in 1995, regulators assess a financial institution’s
performance under adhree-prong tesh) loans made, services provided, and investments in their
communitics. The 1995 regulations streamlined the examination process, especially for small
institutions. Examinations are typically (loncrmmonth cycles. The public has an
opportunity to comment on CRA performance at any time, including before the start of a scheduled
examination, and in connection with the filing of certain applications, such as those for mergers and
acquisitions and the establishment of new institutions and deposit facilities.

Analysis: Senator Gramm’s Critique and Proposed “Reforms”

While acknowledging a desire to repeal “reform” CRA, Senator Gramm admits that further
work is nccessary before he can advance that goal. In the short-term, he offers two ways to address
CRA in Financial Modernization. The first he dubs “CRA neutrality”; the second would deal with
what he describes as “extortion.” Both approaches are reflected in a recent draft bill that his staff
released for comment.




(19 - H Ak

CRA Neutmllt){> . " (o/u,\,ﬁ 17 v PR S RS
Under current law, an institution’s CRA performance is considered when an application is

filed to open a new branch or to merge two institutipns. However, increasingly, we are seeing
applications (o merge with non-banking firms (e.g., the Citibank-Travelers mergery,which does
currently require an adequate CRA record for approval. The House version of H.R. 10 last year
would have required that, before a bank holding company could affiliate with -bank firm (e.g. a
securities or insurance company), it must be found to be well capitalized, well managed, and(have
“satisfactory”™ CRA rating. In addition, it mus@@“satisfactory” CRA record in order 10
continue to operate the non-banking activities. I1f the Tnstitution failed to do so, the regulator could
required it to submit a plan to improve. The ultimate sanction for failure to restore a satisfactory
rating would be divestture of the non-bank affiliate.

Senator Gramm describes this as a radical expansion of CRA. He proposes to eliminate the
requirement of a satisfactory C:RA rating (o initiate or maintain non-bank activities. Senator Sarbanes
and community advocates argue lh i, unl(,ss apphed to bank requests to perform non-hank activities,
CRA’s relevang e ' testimony before the House
Banking Committec, %uuaxy Rubin emphasized that the authority for financial institutions to
engage in non-bank activitics must be connected to satisfactory CRA performance.

—_—

Nonetheless, the Administration is in a difficult position. The Treasury’s own Financial
Modernization proposal in 1996 would1idt have required satisfactory CRA compliance for new bank
powers. We cxplain the evolution in our position by noting that the last two years have demonstrated

\j\',\ the far greater importance than cxpected of non-banking activities to financial institutions. However,

v moderate Democrats looking to compromise with Senator Gramm will block provisions that weaken
a . . . .
™ CRA but may not support provisions that they vicw as expanding CRA. Our challenge is to make a
» compelling case that the provision is nccessary to maintain CRA’s current effectiveness. This issue is

N important particularly since any version ol Financial Modernization under discussion would allow
(V.¥)

v‘(‘\"\w some assets current held by banks to be shified into non-bank affiliates, thus reducing the bank-held
WY assets subject to the CRA.
o

CRA “Extortion” or “Bribery”

Senator Gramm also insists that Financial Modernization legislation address what he terms
“extortion.” Senator Gramm alleges that advocates file CRA protests and then offer to withdraw the
protest if paid by the banks, perhaps in the form of a gencral contribution to their organization or an

o . . - . . S .
adviso fee. He also complains that advocates insist on minority hiring and contracting “‘quotas.”
[ j4

In response, Senator Gramm proposes two amendments. The first would make it a crime to
provide a contribution of any kind or to establish un@t@r employment,lurchasis\i
sales, or other activity (other than loans), with the intent to influence the person to refrain from
providing information or to influence the content of the information, in connection with a review of
the bank’s CRA compliance. As written, the language could makg Criminal much of the activities

that ipstitutions undertake to strengthen their relationship with their communities. The possibility of

12
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criminal penaltics will likely deter legitimate efforts to invest in community-based organizations or
make voluntary hiring, contracting or supplicr commitments. The second amendment would provide
a “safe harbor” for any institution with a satisfactory CRA rating during its most recent exam. Banks
in the “safe harbor’ would be deemed to be in compliance for all purposes, precluding any analysis of
the institution’s CRA record during a merger application. Although community groups can comment
on an institution’s performance at any time, in reality they focus their attention on institutions that
have applicd for merger or branch approval. As cach of ____ thousand institutions [Treasury -- how
many institutions are subject to CRA?] are examined for CRA compliance ever 24 to 36 months,
groups simply do not have the resources to evaluate CRA performance of cach institution on an

ongoing basis. & y
pre Qe b2

Next Steps
&&'\)(l 0>/ %u'v’w

The Treasury Department is near completion of an analysis of CRA protests Hat they believe
will show that Lew applications are protested, regulators have streamlined thﬁprecégso that protests
no longer result in significant delays, and thus CRA creates no opponunity\q“extoﬂ) Instead, ,
financial institutions make commitments to their communities because it is good business and good
public relations.

We expect that a few prominent leaders of financial institutions will reiterate what they have
often said -- community investment is good business. However, we do not wish to overstate the
prospects. I'ew CEOs are cager (o antagonize the Chairman of the Banking Committee and, in truth,
most institutions would prefer not to have the oversight and examination that CRA brings.

We also are assessing other strategies to counter Senator Gramm’s efforts. First, we are
assessing whether there is an alternative to Senator Gramm’s anti-extortion amendment that would do
no harm to legitimate activitics. While the Gramm amendment is unacceptable, we should not allow
Senator Gramm o cast the Administration as supporters of extortion. We may wish to supporta
narrowly drawn anicndment that would bar a community group from directly linking their support for
a merger application lo a payment to that group or its leadership. However, it is too early to concedi & < ﬂw
the point. The_case has not been made that such extortion is prevalent. And we do not wantto (5
undercut the community groups that strongly support CRA. But with their concurrence, such an Tt |,
amendment might provide cover to Democrats and help take that issue off the table. Lol 51.4) vk

4 I‘lhu:\7)
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[FOR DISCUSSION: A sccond approach under consideration would have us retake the
offensive by proposing to strengthen CRA in some way, such as an amendment, offered by Rep.
LaFalce last ycar, to require all financial institutions to keep track of their progress in meeting the
voluntary CRA commitments that they make. Currently, there is no accountability for meeting such
commitments. Last ycar when the OCC asked institutions to provide voluntarily information on their
progress against commitments, the institutions balked and the move was harshly criticized by the
Republicans.  Further analysis is required, however, before we make any recommendations. Such a
move might alicnate moderate Democrats who will defend CRA but opposc its expansion. ]
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Community Reinvestment Act (CRA) Fact Sheet
What is CRA?

. Congress enacted CRA in 1977 to encourage publicly-insured banks and thrifts to meet the needs
of their communities, consistent with safe and sound banking practices.

How does CRA work?

. Federal bank and thrift supervisors assess financial institution’s performance: loans made,
services provided, and investments in their communities. The CRA regulation tailors
examinations to specific types of institutions: The regulation provides a streamlined
examination for banks and thrifts with assets under $250 million, a community development test
for wholesale and limited purpose institutions, and a strategic plan option for all institutions.
Examinations are typically done on 24 to 36 month cycles.

. Banks and thrifts make their CRA ratings public. The public has an opportunity to comment on
CRA performance at any time, including before the start of a scheduled examination, and in
connection with the filing of certain types of applications, such as those for mergers and
acquisitions, the establishment of new institutions, and deposit facilities.

What are the benefits of CRA to homeowners, small businesses, and communities?

. CRA is working to restore healthy markets in distressed communities, to extend homeownership
opportunities, and to help grow small businesses and create jobs.

J 1997 Home Mortgage Disclosure Act data show that lending to minority and low income
borrowers 1s on the rise. For example, since 1993, the number of home mortgage loans to
African Americans increased by 58 percent, to Hispanics by 62 percent, and to low and moderate
income borrowers by 38 percent, well above the overall market.

. In 1997, large commercial banks made $18.6 billion in community development investments.

. Since 1992, nonprofit community organizations estimate that the private sector has pledged over
$1 trillion in loans going forward for affordable homeownership and community development.

. In 1997, banks and thrifts subject to CRA made 2.6 million small business loans for a total of
_ $159 billion, two-thirds of all small business loans made that year. More than one-fifth of those
loans were made to small businesses in low and moderate income communities.

What are the benefits of CRA to banks?

. CRA is good banking business. “Businesses that learn how to meet [community reinvestment]
demand profitably, and integrate it into their business lines, will gain a tremendous competitive
advantage.” Richard Rosenberg, former Chairman and CEO, BankAmerica Corporation.

TOTAL P.G2



NEW COMMUNITY REINVESTMENT ACT NUMBERS .-

According to the National Community Reinvestment Coalition (NCRC),
the private sector has pledged more than $1 trillion going forward in
loans to distressed communities — and more than 95 percent of these
financial commitments have been made since 1992.

. There have been 23 times more financial commitments to
distressed communities from banks in the past 5}, years than in
the previous 15 years combined.

o Lending commitments under the CRA have increased 69-fold from
the pre-1993 era -- from an average of $2.6 billion per year
between 1977 and 1992 to about $180 billion per year in the
past 5% years.

Financial Commitments To Distressed Communities Under CRA
1977-1992: $42.3 billion
1992-1998: $991.7 billion
Total since 1977: $1.034 trillion
% Since 1992: 96%

Financial Commitments To Distressed Communities Under CRA
(Average Financial Commitments Per Year)

1977-1992: $2.6 billion per year
1992-1998: $180 billion per year
Past 5 Years vs. Previous 15 69-Fold Increase
Years

NOTE: These numbers include financial commitments to distressed
communities by financial institutions with merger approvals still
pending.

If Only Approved Mergers Are Included:



el 714 e Page2

° Under CRA, $411 billion in financial commitments have been
made to low-income communities with 90 percent -- $369 billion
-- has come since 1992.
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SUBJECT: Community Reinvestment Act: Update on Legislation

ACTION-FORCING EVENT: The Housc and Senate Banking Committees have approved
major financial services legislation. On March 12, the House Banking Committee approved its
bill, developed by Chairman Leach and Ranking Democrat LaFalce, on a broad, bipartisan vote
(51-8). The bill includes a provision we strongly support requiring banks 1o have and maintain
an adequate CRA record in order to engage in newly authorized financial activities. But the
Senate bill, developed by Chairman Gramm, and reported out on strict party lines (11-9) on
March 4, would: significantly weaken CRA: erode the national bank charter and the
Administration’s role in financial services policymaking; provide inadequate consumer
protections; and provide increased leeway for afliliations between banks and nonfinancial firms.
The President issucd a veto threat on the Gramm bill on March 2, citing these concems.

In addition 1o the context of financial modernization legistation, CRA will be the focus of
hearings likely to be held this spring by Chairman Gramm and House Financial Institutions
Subcommittee Chair Roukema. Senator Gramm and other Republicans may also introduce
CRA proposals as stand-alone bills or in "regulatory burden relieflegislation.

BACKGROUND:

Current law. CRA requires a bank to serve the convenience and needs of all communities in which
1t operates. Although banks are examined periodically (every 24-36 months) for CRA compliance,
and these CRA ratings and evaluations are made public, cnforcement comes only when a bank files
an application to merge with another bank or open anew branch. The regulator must then consider
the bank’s CRA record in evaluating the bank’s application. The public has an opportunity to
comiment on the application. A bank's CRA record is not currently scrutinized in connection with
applications to affiliate with non-banking companies.

At the President’s request, the banking rcgulators revised the CRA regulations to focus on
performance, not paperwork. They now base CRA ratings on a three-pronged test: lending, services,
and investments. Regulators revised and streamlined the examination process, particularly for
smallcr institutions.

Effectiveness of CRA. Evidence suggcsts that public disclosure of CRA ratings, together with the
changes made by the regulators under your leadership, have significantly contributed to improved
performance by financial institutions in meeting the convenience and needs of low and moderate
income communities, as well as minority borrowers. Home Mortgage Disclosure Act dala from
1997, show that lending to minority and low income borrowers is on the rise. Since 1993, the
number of home mortgage loans to African Americans increased by 58 percent, to Hispanics by 62
pereent, and to low and moderate income borrowers by 38 percent, well above the overall market
increase. In 1997, large commercial banks made $18.6 billion in community development
mvestments. Since 1992, nonprofit community organizations estimate that the private sector has
pledged over $1 trillion in loans and investment under CRA. In 1997, banks and thrifts subjcet to
CRA’s reporling requirement made 2.6 million small business loans for a total of $159 billion, two-
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thirds of all small business loans made that year. More than one-fifth of those loans were made 1o
small businesses in low and moderate income commumities.

Changing Nature of the Financial Services Industry. Commercial banks have scen their share of
total financial intermediary assets decline from about 60 percent at the end of World War IT. to
roughly 25 percent today. As the financial services industry becomes increasingly less focused on
banks and thrills, as the lines betwecn bavking and non-banking products become mcreasingly
blurred, and as financial {irms become larger and [inancial power in the industry more concentrated.
community groups have become concerned that financial modernization -- both as it is already
occurring in the marketplace, and in the form of ncw legislation -- will reduce the assets subject to
CRA, reduce financial institution’s connection to local communities, and thus harm Jow and
moderate income communities. Communities groups are likcly to oppose any financial
modemization legislation unless CRA were cxtended to securities and inswrance providers, an
outcome with practical and theoretical difficulties that we have not supported, and which stands no
chance of success in the current or forcseeable political environment.

Status of Legislation

House. The Leach-LaFalce bill contains no weakening of CRA, and requires that banks must “have
and maintain™ a satisfactory CRA rating in order to undertake newly authorized non-banking
activities. Secretary Rubin sent a letter to Leach and LaFalce on March 3 indicating our strong
support for their legislation.

During mark-up, Leach and LaFalcc worked together to avoid any amendments that would weaken
CRA. Filed amendments by Rep. McCollum to provide small bank exemptions, and to weaken the
Department of Justice’s rolc in enforcing the Fair Housing Act and Equal Credit Opportunity Act,
were not offered. Chairman Leach also chose not to offer -- despite earlier indications to the contrary
-~ an amendment weakening enforcement of the “have and maintain” requirement.

Democrats succeeded in passing (28-27) an amendment by Rep Lee, which we supported, requiring
insurance companies to be in compliance with the Fair Housing Act prior to affiliating with insured
depository institutions. An amendment by Rep. Watt requiring a study of the cffect of financial
modernization legislation on CRA also passed.

Democratic amendments to expand CRA to securities and insurance firms, in various ways, were
defeated by significant margins, as was a Waters amendment, which we supported, to require the
provision of low-cost “life-line” banking accounts as a precondition for expanded nonbanking
activity (31-27). An amendment offered by Rep. Schakowsky to rcquire reporting of race and
income data on small business borrowers was withdrawn in the face of strong Republican opposition.
(We have been working to get the Federal Reserve Board to change its rules, to permit (but not
require) tinancial institutions to collect and report such data to cxpand access to minority small
business borrowers.)

Last year, Representative LaFalce had introduced an amendment requiring financial institutions to
report on their progress in meeling publicly announced "commitments” under CRA, but in
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recognition of Republican restraint in not offering amendments to weaken CRA, LaFalcc did not
ofter his provision this year.

Senate. Chairman Gramun’s finaucial modemization bill would seriously weaken CRA, and you
have issued a statement that you would veto the bill in its current form. The bill has three main
problems with respect to CRA: (1) it does not requirc banks to have and maintain an adequatc CRA
record as a conditibn for engaging in newly authorized financial activities; (2) it gives banks with
satisfactory CRA records a safe harbor from CRA reviews during applications; and (3) it exempts
small banks outside metropolitan areas from CRA. In addition, Gramm may Vet offer an ":nti-
extortion” amendment that would chill legitimate relationships betwcen financial institutions and
conununities. These are discussed more fully below.

Senator Sarbanes, the Ranking Democrat, worked with the Treasury to unite Banking Committee
Democrats behind an alternative bill that had much in common with the Leach-LaFalce bill. The
Democratic altemnative lost on an 11 - 9 party line vote.

Failure to condition authority to conduct new non-banking activities on banks having a
satisfactory CRA record. The Leach-LaFalce bill allows a financial Services company to engage
In new non-banking activities only if the company’s subsidiary banks have and maintain a
satisfactory CRA record. Although such a requirement was not contained in the Administration’s
1997 bill, Treasury and Rep. TaFalce successfully argucd that such an argument had to be included
this time. The Leach-LaFalce bill has now been reforred 1o the House Commerce Commitiee, and
we understand that Commerce will leave this provision inlact.

Basically, the “have and maintain” rcquirement, while not expanding the scope of CRA beyond
insured depository institutions, broadens the enforcement mechanism for CRA 10 include the
potential for denial of applications for non-banking activities as wel] as banking activities, and for
further consequences if the bank’s CRA record becomes unsatisfactory ufter the application is
approved. (Under the Leach-LaFalce, this laier action explicitly includes a requirement that a
compliance plan be submitted and the possibility of forced divestitures of the newly approved
activities. It could be read to include civil money penalties -- a sanction that the Justice Department
tfound in 1994 does not apply under CRA as it is currently written.) In arguing for this provision in
the Senate and the House testimony, Sceretary Rubin noted that the financial scrvices system of the
future may include fewer bank merger applications and more non-banking activities. Thus, absent
this additional enforcement mechanism, there could be fewer opportunitics to lake action against a
bank with an unsatisfactory CRA record. A bill that is silent on CRA (and thus supposedly neutral)
would, in our view, tend to weaken the cffect of CRA, and we would oppose such a bill.

Gramm’s safe harbor amendment. Gramm has proposed a safe harbor for applications now
subject to CRA.. A satisfaclory CRA rating at a bank’s most recent examination would conclusively
cstablish the bank’s CRA performance, unless public comment provides substantial veritiable
information to the contrary. Thus, a regulatory agency could not review the bank’s CRA record
unless there were an adverse public comment meeting the test—even if the previous examination
were old or otherwise stale. And, even if there were an adverse comment, Gramm would create a
rebuttable presumption favoring approval of the application. In so doing, he would place a

[hoos
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significant burden of proof on consumer and community organizations that generally have less
access than the bank to relevant information. He would also, in effect, force community groups 1o
stretch their limited resources to comment on mauy examimations, instead of focusin g those
Iesources on major applications (e.g., for mergers or acquisitions). Secretary Rubin has testified that
such a safe harbor would tend to eviscerate the effectiveness of CRA, and the Administration has
repeatedly threatened vctoes of bills containing safe harbors provisions.

Small bank exemption. The Committee passed an amendment (supported by all but one
Republican (Sen. Santorum, PA) and opposcd by all but one Demoeral (Sen. Johnson, SD)) thar
exempts from CRA banks with less than $100 million in assets located outside metropolitan areas.
These banks constitute 38 percent of FDIC-insured institutions, with 3% of assets. We have
repeatcdly stated that you would veto legislation containing a small bank exemption. CRA is
important for small banks. Banks with less than $100 million in assets received 70% of the "necds
to improve” and "substantial noncompliance” ratings under CRA. The new CRA rulcs lifted the
regulatlory burden on small banks, with a streamlined cxamination and no additional reporting
requirements. The major small bank trade association recently praised the small bank exemption,
although at the time of the release of the new CRA rules, it had praised the streamlined small bank
exam "as a big step in regulatory burden reduction for community banks."

Gramm’s anti-cxtortion amendment. Gramm also considercd proposing a so-called "anti-
extortion” provision. As Sccretary Rubin has testified, we strongly oppose extortion. Yet laws
punishing extortion, bribery, and false statements already apply to the CRA process. In our vj ew,
and that of the Department of Justice, Gramm’s broad and vague proposal would ciminalize normal,
legitimate arms-length transactions and cooperation between banks and community groups (e.g.,
bank grants to support community groups’ home ownership counseling programs if the comm unity
group later comments favorably on the bank’s CRA record)—the very sort of activitly CRA sceks 10
foster. Gramum may well pursuc this proposal in CRA hearings, or in financial modermization, or in
“regulatory burden reliel” legislation.
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Mischief From Mr. Grahm

Cities that were in drastic decline 20 years ago
are experiencing rebirth, thanks to new homeawn-
ers who are transformij neighborhoods of tran-
slents into places where familics have a stake in
what happens. The renaissance is duye in part to the
Federal Community Reinvestment Act, which re-
quires banks to reinvest actively in depressed and
minority areas that were historically written off.
Senator Phil Gramm of Texas now wants to weaken
the Reinvestment Act, encouraging a return to the
bad old days, when banks took everyone’s deposits
but lent them only to the affluent. Sensible members
of Congress need 1o keep the measure intact,

The act was passed in 1977. Until then, prospec-
tive home or business owners in many commaunitieg
had little chance of landing loans even from banks
where they kept money on deposit, But according to
the National Communiry Reinvestment Coalition,
banks have commitred more than 31 trillion w once-
neglected neighborhoods since the act was passed,
the vast majority of it in the last six years.

In New York City’s South Bronx nei
the money has turned burned-out areas into havens
for affordable homes and a new middle class The
banks earn lessoncommunity-basedloansthanon
corporate business. But the most civie-minded
bankshaveacceptedthisreducéd.rwmueasnm
of doing buslneas--andasareasmahlesacritbe
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for keeping the surrounding communities strong.

Federal bank examiners can biock mergers or
expansions for banks that fail to achieve a satistac-
tory Community Reinvestment Act rating. The Sen-
ate proposal that Mr. Gramm Supports would ex-
empt banks with assets of less thag $100 million
from their obligations under the act. That would
include 65 percent of all banks. The Senate bill
would also dramatically curtail the community’s
right 1o expose what jt considers unfair practces.
Without Federal pressure, however, the amount of
money flowing to poorer neighborhoods would drop
substantially, undermining the urban recovery.

Mr. Gramm argues thar community groups are
“extorting” money from banks in return for ap-
proval, and describes the required paperwork as
odious. But community organizations that build
affordable housing in Mr. Gramm’s home state
beartily disagree. Mayor Ron Kirk of Dallas dis-
agrees as well, and told The Dallas Morning Newy
that he welcomed the opportunity to explain to Mr.
Gramm that “there is no downside ta investing in
all parts of our community,””

In a perfect world, lending practices would be

fair and the Reinvestment Act would be unneces-

sary. But without Federal pressure the country
would return to the era of redlining, when communi-
ties cut off from capital withered and died

oot




THE WHITE HOUSE

WASHINGTON

March 2, 1999

Th= Honorable Phil Gramm
United States Senate
Washington, D.C. 20%10

Deaxr Mr. Chairman:

This Administration has been a strong proponent of financial
legislation that would reduce costs and increase access to
financial services for consumers, businesses and communities.
Nevertheless, we cannot support the "Financial Services
Modernization Act of 1999" now pending before your Committee.

In its current form, the bill would undermine the effectiveness
of the Community Reinvestwment Act (CRA), a law that has helped
to build homes, create jobs, and restore hope in communities
across America. The CRA is working, and we must preserve

its vitality as we write the financial constitution for the
21lst Century. The bill would deny financial services firms
che freedom to organize themselves in the way that best servess
Lthelir customers, and prohibit a structure with proven advan-
tages foxr safety and soundness. The bill would also provide
inadequate consumer protections. Finally, the bill could
expand the ability of depository institutions and nonfinancial
firms to affiliate, at a time when experience around the world
suggests the need for caution in this area.

I agree with you that reform of the laws governing our nation’s.

financial services industry would promeote the public interxest.
However, I will veto the bill if it is presented to me in its
current form. :

Sincerely,

SRR ELER
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DEPARTMENT OF THE TREASURY
WASHINGTCN, D.C.
SECRITARY OF THE TREASURY Februery 23, 1999
The Honorable Phil Gramm
Chairmang
Committee on Banking, Housing,
and Urban Affairs

United States Senate
Washington, D.C. 20510

Dear Phil:

I am writing in response to your letter enclosing your proposed changes to the Community
Reinvestment Act (CRA) in the context of financial modernization. In our judgment, the
changes that you proposed would significantly weaken CRA, which encourages banks and thrifis
to serve creditworthy borrowers throughout the communities in which they operate.

Since 1993, a greatly invigorated CRA has been a key tool in the effort to rebuild low and
moderate income comumunities. Since 1993, the number of home mortgage loans extended to
African Americans increased by 58 percent, to Hispanics by 62 percent, and to low- and

- moderate-income borrowers by 38 percent, figures all well above the overall market increase.

We believe strongly that it is important to maintain CRA, and we are opposed to any efforts to
weaken CRAL

The draft legislation includes a so-called “safe harbor” provision specifying that a satisfactory
CRA rating in a bank’s most recent examination conclusively establishes a bank’s CRA
performance, unless a public comment s filed that provides substantial verifiable information to
the contrary. The proposal would effectively bar banking regulators from reviewing a financial
nstitution’s CRA performance when assessing applications, such as for miergers or acquisitions -
- absent public comment. CRA reviews during applications are important, because CRA ratings
can become “stale,” circumstances can change rapidly after an examination, examiners may miss
evidence with respect to a particular market, or applications may involve ew markets not
covered by ap earlier examination. ' -

We believe that the facts and analysis with respect to CRA performance are most effectively
brought forth when the interested consumer and community groups participate actively.
However, these groups do not have the resources to do so routinely, and they participate -
primanily when the bank applies to carry out a major transaction. This is how these groups can
have the greatest impact. I addition, the provision imposes the burden of proof in the context of
applications on the community-based organization to come forward with “substantial verifiable
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information,” despite the fact that the financial institution, and their regulators, are in a better.
position to have the relevant information necessary to determine the veracity of the complaint.

Of equal concerm, is a so-called “anti-extortion” amendment contained in the “undecided” portion
of the draft bill. We are, of course, opposed to extortion, and extortion is illegal under state and
federal Iaw. I have been informally advised by the Department of Justice — and I would imagine
that they would be willing to share their views on this with you as well — that this proposed
addition to Federal law, with its broad and vague terms, would extend substantially beyond
existing law and could criminalize normal, legjtimate, arms-length transactions and productive
cooperation, between banks and community groups. In addition, because of the resulting
uncertainty, it could chill precisely the activity that CRA is intended to encourage. For example,
banks make grants to community-based organizations to.conduct home ownership counseling,
which increases the bank’s ability to make safe and sound loans to low income borrowers. Under
this legislation, such activity could be discouraged because the parsticipants would be uncertain
about whether that activity is illegal.

Finally, we believe that any bank seeking to conduct new financial activities should be required to
achieve and maintain a satisfactory CRA record. The draft bill fails to include this requirement. If
we wish to preserve the relevance of CRA at a time when the relative importance of bank mergers
may decline and the establishment of non-bank financial activities will become increasingly
important, the authority to engage in newly authorized activities must be connected to a
satisfactory CRA performance. Achieving and maintaining an adequate CRA record furthers the
long standing public purpose of banks: to serve the convenience and needs of their communities.

Sincerely,

\ So S

Robert E. Rubin
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COMMUNITY REINVESTMENT ACT

The Community Reinvestment Act (“CRA™) was enacted in 1977 to address problems of disinvestment
and redlining in low- and moderate-income communities. The law places a continuing, affirmative
obligation on banks and thrifts to meet the credit needs of their communities by providing appropriate
credit and services. The law is premised on the view that banks and thrifts are subject to underiying
charter obligations to serve the “convenience and needs” of their local communities. This public
obligation anses from the benefit financial institutions.receive in the form of deposit insurance and
access to the discount window.

CRA has proven to be an effective means of encouraging federally-insured financial institutions to make
protitable, market rate loans in underserved rural and urban areas without creating a large federal
bureaucracy or jeopardizing the safety and soundness of financial institutions. According to Chairman
Greenspan, “there s little or no evidence that banks’ safety and soundness have been compromiscd by
{low- and moderate-income] lending and bankers often report sound business opportunities.” In fact,
before the House Banking Committee on February 11, Chairman Greenspan noted that CRA has “very
significantly increased the amount of credit in these communities” and that the changes have been “quite
profound.”

The law does not place overly burdensome requirements on financial institutions. At the direction of
President Clinton, the four federal bank regulators revised the CRA regulations in 1995 to make
assessments more streamlined and performance-based.

CRA requires the appropriate federal bank regulators to assess an institution’s “record of meeting the
credit needs of 11s entire community, including low- and moderate-income neighborhoods” dunng
periodic compliance examinations. Compliance examinations typically occur only once every 18 to 24
months. Most banks and thrifts are assessed on three factors: lending, service and investment
performance. Small banks (assets less than $250 million) and limited purpose institutions have
streamhned examinations. CRA performance evaluations are very flexible. An institution which cannot
mect the above requirements may develop a strategic plan.by which it may be assessed. Institutions
receive one of the following ratings depending on the assessment of CRA performance: “outstanding,”
“satisfactory.” ‘needs to improve,” or “subsrtantial noncompliance.”

Regulators can only enforce CRA compliance by denying expansion applications by institutions with
poor CRA performance (typically less than “satisfactory” CRA rating). Regulators encourage members
of the public to express their views about a bank’s performance before examinations and during
application processing perods. Regulators take these public comments into account when evaluating the
bank’s CRA record and reaching conclusions about whether the bank is helping to meet the needs of its
low- and moderate-income neighborhoods.

The law 13 supported by the Clinton Administration, federal bank regulators, state and local officials,
community groups and many bankers. President Clinton has stated that the “law has helped to build
homes. create jobs and restore hope in communities across America.”

dot1
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Community Reinvestment Act (CRA) Fact Sheet

What is CRA?

Congress enacted CRA in 1977 to encourage federally insured banks and thrifts to help meet the
needs of their communitics, consistent with safe and sound banking, practices.

How does CRA work?

Federal bank and thrift supervisors assess financial institution’s performance: loans made,
services provided, and investments in their communities. The CRA regulation tailors
examinations to specific types of institutions: The regulation provides a streamlined examination
for banks and thrifts with assets under $250 million, a community development test for wholcsale
and limited purpose institutions, and a strategic plan option for all institutions. Examinations are
typically donc on 24 to 36 month cyeles,

Banks and thrifts make their CRA ratings public. The public has an Opportunity to comment on
CRA performance at any lime, including beforc the start of a scheduled examination, and in
connection with the filing of certain types of applications, such as those for mergers and
acquisitions, the cstablishment of new institutions, and deposit facilities.

What are the benefits of CRA to homcowners, small businesses, and communities?

CRA is working to restore healthy markets in distressed communities, to extend homeownership
opportunities, and to help grow small businesses and create jobs.

1997 Home Mortgage Disclosure Act data show that lending to minority and low income
borrowers is on the rise. Tor cxample, since 1993, the number of home mortgage loans to
African Amcricans increased by 58 percent, (o Hispanics by 62 percent, and to low and moderate
income borrowers by 38 percent, well above the overall markex,

In 1997, large commercial banks made $18.6 billion in community development investments.

Since 1992, nonprofit community organizations estimatc that the private sector has pledged over
$1 trillion in loans going forward for affordable homeownership and community development.

In 1997, banks and thrifts subject to CRA’s reporting requirement made 2.6 million sma)l
business loans for a total of $159 billion, two-thirds of all small business loans made that year.
Maorc than onc-{ifth of those loans were made to small businesses in low and moderatc incomme
communities.

What are the benelits of CRA to banks?

CRA is good banking business. “Businesses that learn how 10 meet [community reinvestment]
demand profitably, and integrate it into tbeir business lines, will gain a tremendous competitive
advantage.” Richard Rosenbery, former Chairman and CLO, BankAmerica Corporation.

“CRA-related activities can help develop new markets, potentially profitable business, and
improve a bank’s public image.” Lawrence Lindsey, former Governor, Federal Reserve System.
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THE COMMUNITY REINVESTMENT ACT IS UNDER ATTACK

The version of financial modernization passed by the Senate Banking Committee (“Senate bill”) weakens
CRA in three ways:

1. Eliminates H.R. 10 requirement for engaging in expanded powers. Unlike both H.R. 10 as
passed by the Senate Banking Committee last year and this year’s House Banking Commitiee
version of H.R. 10, the Senate bill does not require thar all banks within a holding company have
and maintain “sansfactory” CRA ratings as a condition of new affiliations and new financial
powers. This represents a substantial rollback of CRA because it would allow banks that are not
m compliance with CRA to affiliate with other entities and engage in new powers. In addition,

‘Treasury Secretary Robert Rubin indicated that failure to tie CRA performance to the ability of
bank holding companies to engage in the new activities could make CRA irrelevant in the new
financial services world.

2. Safe harbor for institntions with a “satisfactory” or better CRA rating. Under the Senate bill,
an institution receiving at least a “satisfactory” CRA rating on its most recent examination and all
examinations within the last 36 months would be deemed in compliance with CRA unless
“substantial verifiable information™ arising since the time of its most recent examination is filed.
This weakens CRA because: -

. This provision singles out CRA comments for unfair treatment.. Individuals and groups
seeking to comment on other aspects of a bank’s performance, such as management and
fimancial resources, would not be similarly curtailed.

> Public comment on CRA performance would be éffectively eliminated. Ninety-seven
percent of institutions examined in 1997-98 received “satisfactory” or better ratings.

- Regulators concede that CRA examinations are not perfect and rely on’ public comment to
help them develop the fullest record possible on a bank’s performance in meeting the
credit needs of its entire community.

> The provision that permits regulators to consider public comment only if “substantial
verifiable information™ is introduced is problematic. It establishes an excessive burden on
ordinary citizens and prohibits the public from submitting informarion relevant to a bank’s
CRA performance if it relates to problems existing at the time of the last examination.

3. Small bank exemption. The Senate bill also exempts banks with less than $100 million in assets
from CRA (63% of all banks). This provision will have devastating consequences for rural
' communities because small banks are often the only source of credit in rura) areas.

- Small banks do not automatically reinvest in their communities. In fact, small banks have
the worst records under CRA, and have loan-to-deposit ratios much lower than larger
banks.

> CRA regulations were revised in 1995 to address small bank concerns about regulatory

burden. The new CRA rules provide a streamlined exarination for small banks (less than
$250 million in assets), exempt small banks from reporting requirements, and eliminate the
previous process-based documentation requirements. Ratings for small banks focus
exclusively on lending and lending related activities.
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CRA Questions and Answers: small banks
What about a small bank exemption?

. A small bank cxemption would hurt thousands of local communities in states across the
country. In the past, various small bank exemptions have been offcred:

. The provision in the Senate-passed financial modernization legislation would exempt
banks with under $100 million in assets and without headquarlers in metropolitan areas -
- 6,996 banks and thrifis, constituting 38% of total banks and 3% of total assets,

. The Clinton Administration has repeatedly stated that it would veto legislation containing
a small bank exemption to CRA.

. The new CRA rules lifted the regulatory burden on small banks, with a streamlined
examination. These institutions are exempt from additional reporting requirements.

. Small banks and thrifts benefitted from the regulatory burden rcduction effective J anuary
1. 1996 —more than a year earlier than for large institutions. Over 80% of banks covered
by CRA qualify for the streamlined performance standards for small banks and thrifts.

. Actual time spent in community banks on CRA examinations has been reduced by 30%.

. The Independent Bankers Association of Amcrica “hailed the final interagency CRA
rules... as a big step in regulatory burden reduction for community banks.” Thec IBAA
“commended the regulators for instituting a meaningful, streamlined tiered examination
system that recognizes the differences between community banks and their large regional
and multinational brethren.” TBAA press rclease, April 19, 1995.

. “There are some real benefits to both communities and banks under the new rules. The
streamlined exam is particularly positive because it will free up much needcd resources at
these smaller institutions.” Donald Ogilvic, American Bankers Association.

- Small banks have praised the reduction in burden under the revised CRA rules. Bankers
havc said: -- “The new regulation takes a lot of burden off our bank and is much fairer.” -
- “The recent change in regulation helped. The examination was less burdensome and less
time consuming.” -- “We are comfortable with the new ¢Xaminalion; it was much better
than the old one.” — “I loved the last exam. It was straightforward and easy to comply
with.” (Bankers in Raymond, L, Hawley, MN, Madill, OK, and Lancastcr, OH).

Why is CRA important for small banks?

. While many small banks do a good job of serving their communities, research shows that
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a significant number of smaller banks invest only a small portion of their depositors’
funds in their local communities.

A Congressional Research Service study found that based on data from 1997 to mid-
1998, banks with lcss than $100 million in assets received 70% of the “needs to improve”
and “substantial noncompliance” ratings. Banks with less than $1 billion in assets
received 99% of these ratings.

Many small banks have low loan to deposit ratios: full y half of small banks have loan to
deposit ratios of 70%, and a quartcr of small banks have ratios of lcss than 58%.

Why is CRA important to rural America?

Many rural communities, faced with high poverty ratcs and low incomes, are desperate
for new economic activity. Access to bank credit in rural communities, where markets
are often dominated by a few institutions, is often scarce. Banks I rural communities
often receive poor CRA ratings and lag behind their peers in local lending for consumers
and busincsses.

Why is CRA important to Indian Country?

CRA encourages banks to lend in their entire communities, including in Indian
reservations ncar the banks’ main offices, brauches or deposit-taking ATMs. CRA has
helped to increase lending, service and investment in Indian country. For cxample, on the
Navajo reservation in 1994, before the CRA regulatory reform, there were three bank
branches. Today, there are 12. [n 1994, the Navajo had 2 ATMs; today they have 19.
Today, the Navajo branches are highly profitable for the banks, and the residents of the
reservation have benefitted from an array of new nortgage and small business loans.
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What about a safe harbor?

In the past, amendments have been offered that would provide that an institution with a
CRA rating of “satisfactory” or “outstanding” should not be open to protests from
community groups and individuals during the application process. The Clinton
Administration has repeatedly stated that such a provision would be grounds for a
Presidential veto of the legislation.

Citrcumstances can change rapidly over the course of an examination cycle. CRA ratings
can become “stale,” requiring additional evidence at the time of applications.
Examinations may miss cvidence with respect to a particular market that may be brought
to light in the application process.

It would be enormously inefficient and costly lor small community organizations to
provide extensive public comment on every bank examination. Public comment on
financial institution’s CRA performance is more focused in the context of a change in an
institution that is likely to have a significant impact on the community.

During the development of the ncw CRA regulations, the regulatory agencies reviewed
the argument for a sate harbor. The regulatory agencies argued that materials relating to
CRA performance received during the application process provide relevant and valuable
information. As provided in the Interagency Policy Statement Regarding the CRA, the
agencies believe that information from an examination is a particularly important
consideration in the application process, because it represents the on-site evaluation of an
institution’s CRA performance by its primary federal regulator.

The new CRA regulations provide an incentive for an institution’s good performance by
basing the frequency of CRA examinations, in part, on an institution’s previous CRA
performance. This policy combines an efficient use of agency rcsources with an
incentive for good performance.

dolie
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Embargoed until 10:00 a.m.
Text as Prepared for Delivery
February 24, 1999

TREASURY SECRETARY ROBERT E. RUBIN
SENATE BANKING COMMITTEE

Mr. Chairman, Members of this Committee, I appreciate the opportunity to discuss
the Administration’s views on financial modernization, including the draft bill circulated
by the Chairman last week.

Mr. Chairman, as we approach financial modernization legislation, the
Administration's overall objective has always been to do what best serves the interests of
consumers, businesses and’communities, while protecting the safety and sonuduess of our
financial system. We will support legislation that achieves those aims.

Let me begin by noting that the U.S. financial system is stronger and more
competitive than ever. Abroad, the United States is dominant in investment banking and
highly competitive in other segments of financial services. U.S. commercial banks are more
competitive today than at any time I can remember. The problem our financial services
firms face abroad is more one of lack of access, than one of lack of competitiveness.

Financial modernization is occurring already in the marketplace through
innovation and technological advances. With the lessening of regulatory barriers, financial
services firms are offering customers a wide range of financial products. Banks and
securities firms have been merging; banks are selliug insurance products; and insurance
companies are offering products that serve many of the same purposes as banking products
— all of which increases competition and thus benefits consumers.

RR-2973
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Financial moedernization will continue in the absence of legislation, but it can, with
good legislation, occur in 2 more orderly fashion. Treasury has long believed in the -
benefits of such legislation, but we have also been clear that if this is going to be done, it
needs to be done right.

Let me also say that while we favor financial modernization legislation, it does seem
to me that when you look at the developments around the world over the last couple of
years, and when you look at the size of mergers here in the United States over the same
period, there are legitimate concerns about financial modernization with respectto .
economic coucentration and systemic risk.

Let me turn now to the draft bill. The bill, rightly in our view, takes the
fundamental actions necessary to modernize our financial system by repealing the Glass-
Stéagall Act’s prohibitions on banks affiliating with securities firms and repealing the
Bank Holding Company Act prohibitions oo insurance underwriting. The bill also
continues to allow bank insurance sales unencumbered by anti-competitive restrictions. I
believe we could construct a bipartisan consensus on these provisions.

That said, the draft bill and its appendix of “undecided issues™ contain significant
provisions that are unacceptable to the Administration, and we would oppose the bill in its
current form. We have five basic objections to the draft bill and its appendix —its
prohibition on the use of subsidiaries by larger banks; its weakening of the effects of the
Community Reinvestment Act (CRA); its extensive mixing of banking and commerce; its
provisions with respect to the Federal Home Loan Bank System‘ and what we view as
inadequate consumer protections.

First, the bill would prohibit financial services firms that include large banks from
conducting new financial activities through bank subsidiaries — and force them to conduct
those activities exclusively through bank holding company affiliates. Although the bill
does permit smaller banks — those with under $1 billion in assets — to engage in new
financial activities through subsidiaries, it prohibits all other banks from doing so. This
provision is unacceptable to the Administration. e

With the safeguards we have proposed, subsidiaries and affiliates are absolutely
identical with respect to the ability of a bank to traasfer any subsidy that may exist in the
bank. And, again with the safeguards we have proposed, subsidiaries and affiliates are
absolutely identical with respect to safety and soundness — except in one respect, which I

will discuss in a moment, in which subsidiaries are actually superior with regards to banks’

safety and soundness. The safeguards we have proposed (which the draft bill includes in
part) are as follows:

do1s
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. Every dollar a bank invests in a subsidiary would be deducted from the
bank’s regulatory capital, just as is the case with every dollar a bank pays as
a dividend to its parent holding company for investment in an affiliate. A
bank would have to be well-managed and well-capitalized before and after
such investment is deducted from its capital and on an ongoing basis.

. A bank could not invest any more in a snbsidiary than it could pay as a
dividend to its parent holding company for investment in an affiliate.

. “Therules-governing loans from a bankto a subsidiary would be exactly the
same as they are for a loan from a bank to an affiliate.

I would add that these restrictions on funding the snbsidiary make this proposal
fundamentally different from the European model of universal banks.

I would also observe that the draft bill permits subsidiaries of small banks to engage
in the activities we have proposed.

Thus, there are no public policy reasons to deny the choice of a subsidiary; however,
there are three importaunt policy reasons to allow that choice.

First, financial services firms should, like other companies, have the choice of
structuring themselves in the way that makes the most business sense and this, in turn,
should lead to better service and lower costs for their customers. _

Second, the relationship between a subsidiary and its parent bank provides a safety
and soundness advantage. Firms that choose to operate new financial activities through
subsidiaries are, in effect, keeping those assects available to the bank rather than
transferring them outside the bank’s reach. If the bank ever needed to replenish its
capital, the bank’s interest in the subsidiary could be sold, solely at the behest of the bank.
If the bank were ever to fail, the FDIC counld sell the bank’s interest in the subsidiary in
order to protect the bank’s depositors and the depasit insurance fund. For this reason, the
FDIC, a neutral observer with a paramount interest in safety and soundness and protecting
tbe deposit insurance fund, its current chairman and three former chairmen — two
Democrats and two Republicans — have stated that the subsidiary option is actually
preferable from the standpoipt of safety and soundness and protecting deposit insurance
funds.

1 would also like to observe that currently, under the Federal Reserve’s jurisdiction,
foreign banks underwrite and deal in securities through subsidiaries in the United States,
and U.S. banks conduct securities and merchant banking activities abroad through so-

doi9
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called Edge Act subsidiaries. Foreign bank subsidiaries hold over $450 billiog in assets,
and Edge Act subsidiaries hold abount $250 billion in assets. Thus, there is a proven history
of subsidiaries conducting these activities. '

Third, one of an elected Administration’s critical responsibilities is the formation of
economic policy, and an important component of that policy is banking pelicy. In order for
the elected Administration to have an effective role in banking policy, it must have a stroug
connection with the banking system. That connection is currently provided by the Office of
the Comptroller of the Currency, which regulates national banks. We believe that if the

larger national banks-were prohibited from engaging in-new acfivifies through

subsidiaries, then gradually such banks would gravitate away from the national banking
system, and this critical connection will be lost.

We also believe it is very important that the Federal Reserve Board maintains its
strong connection with the banking system. We believe that allowing banks the choice of
conducting non-bauk financial activities, either through an operating subsidiary or an
affiliate, serves the purpose of having both the elected Administration and the Federal
Reserve strongly involved in banking policy.

With respect to the subsidiary optien, we support three additional steps.

First, we proposed last vear joint Federal Reserve-Treasury rulemakiug to define
new financial activities. We believe that this arrangement would promote consistency and
would eliminate the potential for unhealthy competition or laxity in defining new activities.
The draft bill establishes a process whereby the Treasury could petition the Federal
Reserve to act, and veto its decisions. This arrangement is less likely to produce consensus
than true joint rulemaking. :

Second, we favor functional regulation. 'We support provisions making clear that
securities and insurance regulators have the same jurisdiction over subsidiaries as over
affiliates. |

Third, we have no ebjection to requiring the largest banks to retain a bank holding
company, thereby assuring the Federal Reserve a central supervisory role regardless of
whether the bank operates with affiliates or subsidiaries. -

Our second major objection to the draft bill is its effect on the Community
Reinvestment Act. :

CRA encourages a bank to serve creditworthy borrowers throughout communities

in which it operates. Since 1993, a greatly invigorated CRA has been a key tool in the

do20
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effort to rebuild low and moderate income communities. In fact, since 1993, the number of
home mortgage loans extended to African Americans increased by 58 percent, to Hispanics
by 62 percent, and to low- and moderate-income borrowers by 38 percent, figures all well
above the overall market increase. We believe strongly that it is important to maintain
CRA, and we are opposed to any efforts to weaken CRA.,

The draft legislation includes a so-called “safe harbor™ provision specifying that a
satisfactory CRA rating in a bank’s most recent examination conclusively establishes a
bank’s CRA performance, unless 2 public comment is filed that provides substantial

" verifiable information to the-contrary. '

. The proposal would effectively bar banking regulators from reviewing a
financial institution’s CRA performance when assessing applications, such as
for mergers or acquisitions - absent public comment. CRA reviews during
applications are important, because CRA ratings can become “stale,”
circumstances can change rapidly after an examination, examiners may miss
evidence with respect to a particular market, or applications may involve
new markets not covered by an earlier examination.

. We believe that the facts apd analysis with respect to CRA performance are
- most effectively brought forth when the interested consumer and community
groups participate actively.. However, these groups do not have the resources
to do so routinely, and they participate primarily when the bank applies to
carry out a major transaction. This is how these groups can have the
greatest impact.

. In addition, the provision imposes the burden of proof in the context of
applications on the community-based organization to come forward with
“substantial verifiable information,” despite the fact that the financial
institution, and their regulators, are in a better position to have the relevant
information necessary to determine the veracity of the complaint,

Of equal concern, is a so-called “anti-extortion” amendment contained in the
“undecided” portion of the draft bill. We are, of course, opposed to extortion, and
extortion is illegal under state and Federal law. I have been informally advised by the
Department of Justice -- and I would imagine that they would be willing to share their
views on this with you as well — that this proposed addition to Federal law, with its broad
and vague terms, would extend substantially beyond eXxisting law and could criminalize
normal, legitimate, arms-length transactions and productive cooperation between banks
and community groups. In addition, because of the resulting uncertainty, it could chill
precisely the activity that CRA is intended to encourage. For example, banks make grants



042199 WED 20:49 FAX 202 622 5672 Barr Comm Dev Policy do22

to community-based organizations to conduct home ownership counseling, which increases
the bank’s ability to make safe and sound loans to low-income borrowers. Under this
legislation, such activity counld be discouraged because the participants would be uncertain
about whether that activity is illegal.

Finally, we believe that any bank seeking to conduct new financial activities should
be required to achieve and maintain a satisfactory CRA record. The draft bill fails to
include this requirement. If we wish to preserve the relevance of CRA at a time when the
relative importance of bank mergers may decline and the establishment of non-bauk
financial activities will become increasingly important, the anthority to engage in newly
anthorized activities must be connected to a satisfactory CRA performance. Achieving and
maiptaining an adequate CRA record furthers the long standing public purpose of banks:
to serve the convenience and needs of their communities.

Our third objection to the draft bill concerns affiliations between depository
institutions and non-financial firms. The “undecided” portion of the bill authorizes a
“basket” of non-financial activities that can grow to 25 percent of the revenues of the
organization, and would authorize new “unitary bank bolding companies.” The main text

- of the bill would continue current law as to the powers of the unitary thrift holding
companies, thus allowing commercial companies to continue acquiring thrifts. In these
ways, the draft bill would allow a dramatically expanded mixture of banking and
commerce ~- far more thap any bill that Congress has considered over the past seven years.

- We would have serious concerns about these mixtures of depository institution activity and
commerce under any circumstances, and these concerns are heightened as we reflect on the
financial crisis that has affected so many countries around the world over the past two
years.

Our fourth objection concerns provisions with respect to the Federal Home Loan
Bank System that are also in the “undecided” section. We recognize the desire of many
Members to see the System lend more to community banks. Indeed, we believe that the
System should focus on such lending, not on using taxpayer funds for arbitrage activities
and overnight lending which currently constitute so much of its activities. Changing this
important System perhaps should be done separately. But if it is to be addressed in this
legislation, we believe changes in the FHLB System should occur only in the context of
comprehensive reform.

Our final objection concerns the relative absence of provisions designed to inform
and protect consumers of the new financial products authorized under the bill. If Congress
is to authorize large, complex organizations to offer a wide range of financial products,
then consumers should be guaranteed appropriate disclosures and other protections.
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Mr. Chairman, let me reiterate: our nation’s financial institutions are strong and
highly competitive, both here and abroad. In our view, financial modernization legislation
can produce significant beunefits, but the job must be done right. We ix the Administration
look forward to working with you and others in Congress to construct good financial
modernization legislation that serves the interests of copsumers, businesses and
communities, while protecting the safety and soundness of our financia_] system. Thank you
very much.

-30-
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SENATE MINORTTY LEADER

DASCHLE: Well, let me begin by expressing our heartfelt sympathy to the
families and to all of the people in Oklahoma and Kansas who have experienced
the same tragedy thab we experlenced in South Dakota just last year. You can't
agine the magnitude of the devastation until you've actually seen it. T
walked the strects of Zpencer, south Dakota, about a year ago, and it is
phenomenal what nature can oo And [hwm all the more sensitive and appreciative
of the rragre lose:s

thar cocurred in the last 48 hours.  And T know I speal for
the entire Senate, and certalnly our caucus, in expressing our determination to
help the Lamil i and help the communities who have been so adversely
afflicted by yvet another dicastrous set ol circumstances.

Having =said that, let me move on to ancther set of circumstances that were
vary disastrous, and that i35 the Littleton matter.

We had our lfirst -- what we call it, a working group, because there is no
official designation at this point, but it's a children's violence working group
that is comprised of about 15 of our Democratic Senators. We had our first
meeting yestevday afternoan. The staffs are wmeeting as we speak, and we're
going to be meeting again roday to talk about how we can respond 1n as
constructive and as comprehensible way as possible to the circumstances that
cecurred just last week in Lictleton.

T doen't think there Lso0
to consrder an array of Ve

single solution.  There 1s obviously a need for us
consequential policy options as we deal with rthe
circumstances and the situation that schools ave facing all over this country..

QUESTION: And can you tall us just basically what i1t will do, what you're
compromiLsing?

DASCHLE: Basically the compromise legislation would allow banks to operate
out of subsidiaries just Urhe way they do now in foreign countries. American
banks have the opportunity o operate much more extensively out of the
subsidiaries in f[oreign lands than they c¢an in the United States. This would
really level the playing Ffaeld.  This would say, regardless of where you'r
located, you cuan work out of a subsidiavy. And I think 1t wakes @mnlnent sense.
TE's something that hopefully will be supported on a bapartiszan basis. But
that's basically what 10 L.

T

QUESTLION: (OFF-MIKE) Do you think senator Graham  will [ollow through with
his vow to pull the LiIll i0 that happens?

DASCHLE: Wall, T don't know. I hope 1t will pass. It's got, as we hknow,
bipartisan sapport. 1 thinl it depends on how badly =
bill. He seems to saying, "T want a bill that my bill, or I'll have no bill
al all." | hope he doesn't Feel that. That's the impression one could draw from
his comments, that if this pass or 1l that passes, he's not going to bhe
support of L.

ator Graham wants a

=]

I can say with regard to CRA, that 1s the case. We would rather not have a
bill than to -- to have a kill without any kind of  community investment.

But I'm convinced that rhe vast
work together ro find a compromlse
that dramatac.

wajority of Republicang and Democrats can
on CRA that would preclude the need to be

QUEST LOM: pator, whalt are your thoughts on the minimam wage bill tied to
(OFF-MTRKE) Cor swall buosines:

DASCHLE: Well that s the approach we used betore, and I'm nol averse ta 1t.
Lothink thal 10 we can Lol oo win-win sitnation agatn leglslataively chis year,



I'd be prepared to locok at it. I don't know what kind of tax cuts have been
considered at this point. | do think we have to find offsets for any one of the
tax cnts that would be oftered, and that obviously 13 never easy. But I'd be
certainly prepared to lool at it.

QUESTION: (OFF-MIKE)} rhat means someone who isn't -- unless you're 21, you
can't buy the rifle. Now, Jdoes that mean you can't use the rvifle? Suppose
you're a parent, can you buy the rifle and go hunting with your son and give him
the rifle?

DASCHLE: Oh, I would assume so.

QUESTION: (OFF-MIKE) 1= rthere any -- do you qguys treat the rifle the way you
would treat the (OFF-MIKE)? In other words, 1f you gave your -- you know, you
could brealk the rule -- yonr do -- do yvou know what I'm asking?

DASCHLE: Ruight.

QUESTION: 1 mean, isn't rhe real issue that -- (OFF-MIKE) age you raise 1t
to, 1t you don't have a penalty tor the adult that glives the weapon o the
child, you're not going to ever control this, right?

DASCHLE: Again, it goes bacl to samething I've saxd, David, before. I —— 7
think we can find simplistic =solutions

to these complex problemns anywhere we
look.  And some would avge- that all we have to do is to add 10 or 15 additional
Trems Lo Che law on guis aned the problem will go away. 1 honestly don't think
that will @ver happen. We e

qun lawas that work; Ehat are enforceable; that
tances; and that are just good common sense.

can be applred in all cicoum

Anc T think we can over-reaclt. I believe that the things that 1've mentioned
tall Lnto that category. I think they are workable. [ think they are common
sense. But they are not the panacea. They will not solve the problem standing
alone. We have to look at a4 much more comprehensive way with which to address
these problems than Just that.

QUESTION: Senater, on this juvenile Brady bill, (OFF-MIKE).
DASCHLE: Yes.

QUESTION: How many

atent  {QFF-MIKE) the states.

DASCHLE: wWell, T think there are some states that prohibit it, but by and
large, juvenilas can buy quns Lf they -- 1 mean, in fact, as | understand it --
I don't know all the details of the Littleton case

QUESTION: (OFFP-MIKE)

DASCHLE: That's raight. Mo, not -- well, I think the federal law today 1s 18,
S0 yol can'to by them under L,

QUELSTTOM: S0 you would

DASCHLE : Move 10 o 2.

QUELSTION: (OFF-MILE) vou have been convicted of a felony and you're 18, you
can't buy b,

DASCHLE: ‘That's corvect.
QUESTTION: QK.

QUESTION: (OFF-MIKE) sonme people in dealing with kind of a parental 1ssue
involved in safekeeping guns, the use of guns. Some people proposed, you know,
holding parvents liable unla quns arve sately stored. You know, 1f there
reckless behavior there. Then some have also talked about child safety locks.
And I was just wondering oun those two Lssues, what do you make of those?

i




DASCHLE: Well I -- those are cases that I don't think you can really entorce.
1'm not as convinced that rrom a practicality point of view, you can enforce
them; you can wonitor them; you can -- 3o, 1 have a concern about both of those
LE3UeS .

DASCHLE: of those issucs.  I'wm not in all cases adverse to looking for ways
with which to address both of the 1ssues, burn today I would be apprehensive
about wherher rhey work.

QUESTTON: (OFF-MTKE} what is the compromlise (QFF-MTKEY 7
DASCHLE . Well, the comprowd=se sihoply would say look let's not extend CRA
beyond Lrs cnwrent scope o0 long as the scope ancludes all new services.  That
i5, 1f 2 bank currently i going to purchase a securitles company or an
insurance cowpany, we thinl the CRA requirements ought to apply to thelr

Activity redgardless of clroumstance, regardless of what kind ol business they're
in.  If you don't do that, it would be very easy to see a bank wove from banking
to insurance just Lo avold rhe requirenents of the CRA.  So you could see this
wigration, 1f{ yuu will, toe other rvices just because they don't want to have
to comply.

50 what we're saying 1w, we'rée not golng to expand the requirements of CRA,
but we would ensure that the scope i1s consistent regardless of what kind of
enterprise the financial wnstiturion may be 1nvolved wath.

Thanlke you all.

END
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Mr. Chairman, and members of the Committece, I apprecrate the opportunity to
sulmnit this testimony For Che record on S. 25, the Conservation and

Reinvestment Act of 1999, $. 446, the Resources 2000 Act, 5. 532, the PRublic
Land and Recreation Lnvestment Act  of 1999, 5. 81Y, the National Park
Preservation Act and the Administration's Lands Legacy Initiative.
The Nature Conservancy 1ls an anternational, non-profit organization dedicated to
the conservaltion of hiologiual diversity. Our mission is to preserve the plants,
animals and natural communities that represent the diversity of life on Earth
by protecting the lLands and wate

'3 they need o survive. The Conservancy has
more than 900,000 individual menbers and over 1,500 corporate assoclrates. We
currently have programs i1 all 50 states and in 17 nations. To date our
organization has protected more than 10.5 wmillion acres in the 50 states and
Canada, and has helped local partner organliuations preserve millions of acres
overseas. The Conservancy owns more than 1, 600 preserves - the largest private
system of nature sanctuarles in the world. The Conservancy's ¢
¥ enc

nservation

and strong partnerships with public
and private landowners. We are dedicated to achieving tangible and lasting
conservation vesults i1n all of the many locations at which we work.

We are now cooperating with cur partners to develop a "cons
that will sdentifly the sytos

programs are characberized by sound

rvatlon blueprint”
ales [ron landscape to nature preserve, that

M, al

will he required Lo conserv. -- ecoregilon by ecoregion -- the nation's full
array of plants, animals and natural  comnunities.  We and all our partners, who
are daily worliing to cons=erve the nation's natur treasures, will be far better

able Lo accomplish our
slation befo
we thank Senator Landrieu, sSenator Boxer, Senalbor Feinsteln, Senator Graham

and Chairrman Markowski four Cherr leadership in proposing substantive reform of
the Land arnd Water Conservation Fund and orher new conservation programs. The
Presicdent's Lands Legacy Llmtiative is a conplementary, far-reaching design that
would also provide much needed federal funds for blodiversilty conservation.
Congress and the President have an historic opportunity to work together to
achieve the non-partisan goal of protecting the natlion's biodlversity, natural
areas and open cpaces. There is an enormous demand and need for the fananclral
resource b1lls would provide. Throughout the nation, voters are approving
¢ pulxlic Investment in parks, natural areas
craitical wildlife habitat and open space. But these local efforts need to
supplemented wikth an enhancoed national comultment .

Last month, we had the honcor of presenting The Mature Conservancy's "1998
Conservation lLeadership 1n Government Award" to Governor Chr
for her leadcrship on a stabe-wide ballot campaign that secured $1.85 billion to
protect 1,000,000 acres of open space in New Jersey. Last November, voters
enclorsed 84 percent of 16 state and local open space ballot measures in the
United States, generating over $5.2 billion in public land acquisition dollars.
congress now hoas the opportunlty Lo do lts part; to contribute in a visionary
manner to meet this rising pubhlic demand; and leave a natural legacy for future

cimen gaoals with the
sz Bhils Committee.
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Local ballot measures to Lnorea

istine Todd Whitman

guenerations.
This opportanity comes at 4 tine of great urgency. Al least 110
plants and animals ar

specles of
tinct in the United States, with another 416
inct. Seven percent of plant and animal species in the
sibied as o critacally lwperiled, @ percent as imperiled,
ible. ] Aquatic animal evern more

Tow

missing and feaved ¢
United State
and

are ol

LS percent are considered

tmpertled than tervestrial The plight of salmon In » Horthwest and
Mew England s widely reoo. Le ds less well nown thal two-thirds of the
nation's freshwaler mussels are ab rishk ol extinction, and nearty T in 10
specles may already be extinct. Forty percent of the nation's freshwater [ishes
and amphiblans are ab riskh of extinction, as are one-half of crayfish species.?

There has never been a wol- wmportant time for Congre
critical fedeval and s
biodiversity.
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investuwents 1n natural resource protection in different ways. The Nature
Tonservancy believes the rollowing elements and principles ought to guide
whatever legislation the Comnittee ultimately adopts:

L. FULL AND EPERMANENT FUMDING OF THE LAND AND WATER COMSERVATION FUND

("TWCET) .
The LWCE 1= the naticon's most important conservation achievements. The
principle of investing proceod: shore oil and
gas reserves, Lnto permancent land and water resource conservation is an
ountstanding expression of cur nation's stewardship commitment. This Committee
will make a lasting and historic contribution by creating a permanent funding
stream for bhoth the srate and federal sides of the LWCE ar thewr fully
alithorized level of 5900 million. Even at this level of LWCE funding, however,
long-term conservation of the nation's biodiversity and natural areas will also
recquire signafircant additional dnvestments envisioned in the other proposals
betfore the Committec.
70 EOUTTABLE TREATMENT FORE STATE AND FEDERAL FROGRAMS:

ln recent yvears, the federal government has Ccsased approprmiating the state
portion of the Land and Warsr Conservation Fund. The Conservancy favors
restoration of this federal (1998) . tunding for state conservation action. Recent
Pallot measure results evidence the substantial need and demand in many states
For land acgnizition, conservation and cecreation purposes. bEnormous good can
come from leveraging stale commitments with federal matching funds.
3. [HCREASED [FEDERAL SUPPORT FOR STATE FIZH AND WILDLIEFE AND PLANT PROGRAMS
INCLUDTNG STATE NATURAL HERITAGE PROGRAMS:
State programs Lo support bhlodlversity conservation programs have been
chronically underfunded. The Conservancy endorses lncreased funding for state
fish and wildlilfe and plant programs. New dollars should target efforts to
conserve natrive and nongame Cish and wildlife, native plants and natural
communiti Legislation must also explicitly provide funding for state
natural heritage programs=. These programs are recognized leaders in the
conservation ol native tish and wildlife, native plants and natural
cotununitis Nearly twoe-thicds of state natural heritage programs, including
successtful ones 1n New Jet o Pennsylvania, Minnesota, Colorado, Ohio and
Florida, ave non part of ce fish and wildlife agencies, and would not be
mred fundling in proposals now before the Congress

one oL

From a not-renewable resource, off

PIRERS

The Committee should alse ensure that new funds support new lnvestments in
habitat and wardship rather than replacing isting operating tunds.

4. INCREASED JUPFPORT FOR HNCENTIVE-BASED, HNON-REGULATORY PROGRAMS THAT ASETS
PRIVATE LANDOWHERS TH CONSERVING EMNDANGERED SPECIES:
The Nature Conservancy strongly suppornt dedicated funding to enhance

i cl, non-requlatory programs for privare Landowners to voluntarily
assist 1n endangered and threatened cles recovery. The Conservancy, along
with private and public parrners in the Matural  Communlty  Conservation
Planming anitiavive, 1w aoing Lederal and state cdollars to conserve habltat tfor
nearly 100 speces and mor- than two docen natural  cownunities

L flve
sonthern Callbornaa counties, By volunlarily jolning this program, Landowners

can achieve greaker cervtarnty with respect to potential development uses of

Juences of Luture specles listings

sected conse

Lanc, as well s avolding o

under the bBndangered Specics  Act.
Tlhe Adimin:

o for the U Fish and Wildlife
Fund reflects the critical importance
off programs such as this.

Crationt's B80 wmillion ragu

Service's Cooperative ndangered Spec
and vnmet publaic funding needs
5. INCRBASED & ORT FOR HORTH AMERICAN WETLANDS CONSERVATION ACT:

The North American Wetlands Conservation Act  has provided significant federal
stahare funding for otat
to conserve, restore and enhance critical wildlife habitat. The Comuittee should
chsure that funding mechanises, such as divecting interest that accrues from the
Fittman-kRoborteson  Aclt, bonee it the purposes of the North American Wetlands

Con rvation Act.  Such a mechanism 1s provided in HR. 701,

G, RETNVESTMERT  OF OUTER CONTINENTAL SHELE ("OCS™) REVENUES TH COASTAL STATES:
Cuas

O

fish and wiladlife agencies and private ovganizations

al states, pacticularly Loulsiana, have sutferved significant enviconmental
damages as the resulc of OG0 activities. A portion of OCS revenues should be
dedicated to onvironmental estoration programs Ln coastal states. We are
Senator Landriew and other sponsors of 5. 25 will
work with menbers of Lhe onvivonmental  community  to ensure that S, 25 does
not create incontives for  communitles Lo rescind existing moratoria on 0OCS

hopeful that the Chaicman,



activities.
7. INCREASED SUPPORT FOR COASTAL AND MARINE CONSERVATION:
Restoring and protecting coastal and marine ecosystems 1s a critically important
conservation praiocity. Many of our fisheries are near collapse, pollution 13

"o Ssoand coral bleachling and disced are increasingly
coastal areas and cceans contain biodiversity rivaling
d little artention on their
ocean and set 1t aside for

creating ortfazhone 1l

common. Our el 1on

Tt

rain Lore L, vel we oasoa nation have foc

congervarlion., We

A 2Lon o

mnot stmply parchs s

CONSELVALLON PUuLp 5. New permanent funding =hould invest in the range of
actions necessary For protecting marine habitats, including conservation,
restoratbion and acquisition of aritical coastal areas, water quality
improvements and management of Living marine rvescurces and habitat. In the
Florida Keys, for example, the Conservancy's Florida Bay Watch program has
documented fno =d nubrients in near shore waters, highlighting the need to
upgracde and retvofit waste and stormwater syst
§. PACIFIC COASTAL SALMON KECOVERY

Facific salmon populations have declined precipitously Lrom historical levels,
resulting 1n Endangered Species Act  Listings of an increasing number of both
coastal and anland Linon s, While the reasens for this are complex, 1t is
¢lear that habitat destruction, over- appuropriation of water rights, pollution,
stream blochkages from hydropower and other developments, over-harvesting, and
unintended halchery hopac on native runs have all played a significant role.
Experience from the Fl da Bverglades to the Columbia River Basin has
demonstrated that vaszt amounts of woney can be spent on habatat restoration and
covery that could have been more efficilently spent on habitat protection

2 d
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(

saded. We may now have Lo make some
Cough cholo: sfully recovered, but we should
Focus our efforrs on funciioning systems with relatively heallthy habitats and

ore Kho syoltems had becn alteved and deg

abboul whe Lish can be succe

salmon popilat bons.

The Mature Conselvancy recognlizes that there 1s a clearly established need tor
L Funding beyond the Administration’s 2100 millaon forn
o, perhaps as much ans 5200 million annually for several

significant addirion

these efforts Lo s
vears. Glven the size of the recommended appropriation, 1t 1@ amperative that
~ion

priovilby be given to etficiont prevention strategies such as habitat prot
over more costly recovery ¢lfforts.

9. INCHEASED SUPFORT FOR ACGKRTCULTURAL FOREST AND OPEN SPACE PRUTECTION:
Matching grants for agricultural, forest and open space conservation, like stats
appropriations from LWCE, would Increase the conservation effect of state
investments and federal initiatives such as the Forest Legacy program. The
Conservancy as working with farmers along Mew York's Fish Creek and Illinois
Mackinaw River to addre Lesource conservatbion 1ssues while enhancing the ec
viability of sustainable Larming operations. Increaged opportunities for
conservation casements conld enable farmers, ranchers, and forest owners to
maintain sustawnable economic uses while providing important public conservation
benefits. Such programs wonlel also help mitigate the threat o blodiversity

sing and pervasive threat tLo

caused by habitat [ragmentation, an bncre
biodiversity.

LU DEDICATED FUNDING FOR HRUAN PARKS:
Although the Conservancy's nussion tocus s blodiversity conservatlion, we join
and support our colleagues who seek dechicated funding for urban parks through a
revitalized Urban Park and Recreation Recovery program. Creation of a separate
dedicated funding source would ensure that urban park funding does not compete
with the state and lfederal land acquisition proyrams supported by the LWCE.

LL. DETERMINATION OF LWCE PRTORITIES WITHOUT GEOGRAPHIC OR OQTHER STATUTORY
RESTRICTIONS

LWCE funding should be avairlable for acquisition of high-priority lands without
arblitrary geographically-based Jimitations on location or !and management
sionally designated arveas
wvay trom the most

slion of the

agency . Re
could somet e
o rtant aned

tricting puncha:
cirect feeral attention and funding
anifocant conservation oppartunities

Lo inhaldings or Congre

oy prote

natLton's barodiversity.

| 2. APPROVAL OF LWCEF ACQUIIITLIONS 1N AN LAPEDITIOUS MANNER:

The Congress =hould not vequire approval of land acquisitions by multiple
committees. Land acguisiticon programs should be designed to minimize the risk of
Lncrea Soand lost conservation opportunities to the people of the United
States. They should also avolrd unreasonable burdens and delays on private 'and
who wish to sell therr land to government.

owne




130 THE NATIONAL PAREK [PRECERVATION  ACT

The Nature Conserval hhao long-supported funding to restore the Everglades and
the south Florida ecosystem. The magnitude of the restoration efforts necessary
to ensure the long-term viability of the South Florida ecosystem, including the
Florida Keys, Lequires the sustained anvestments provided by Senator Graham's
legislation. lrograms to ensure the ecological integrity of many other National
Parks would also benefit frow the dedacated funding provided in 5. 819,

141, BUDGET Tso N
The Funding Ly called for 1n these hills will not be achieved without
changes Lo the existing budget caps. Although we understand that this Comuittee
does not have jurisdiction over the budget process, we urge members of the
Committee to raise these l:-ues with the leadership of the Senate and members of
the Budgel Comnmittee. This Congress will f£ail to reallze the full promise of the
mportant legislative propoesals under consideration by this Committee 1f the
Budget Commnitte: fails to allocate, or the Appropriations Comnittee falls to

appropriate, the nece: tunds .

CONCLUSTON

The Nature Conservancy wishes to exXxpress Ltas gratitude to Senators Murkowska,
Lancrieu, Boxer, Feinstern,  Graham  and the cosponsors of hhelr respective
legralative proposals Lor bringlng historie legislation to rhe Committee. In
addition, e rows stabe ot local government agencies and non-governmental

organizatlionsz deserve enormons credit for developing broad-based public support
vabtion and brodiversity. This Comnittee can respond to that
wing legislation that wncorporates the

For land con:
suppoLt and
principles de
The Nature Conservancy welcomes the opportunity to work with the Committes as it
crafts legralation that will be signed into law. 1 1997 Species Report Card: The
State of U.5. Plants ancd Anmimals, The Nature Conservancy (1997). 2 Rivers of
Life: Critical Watersheds for Protecting Freshwater Birodiversity, The Nature
Congervancy
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SUBIECT ~-  COMMUNITY  GROWTH AND ENVTRONMENTAL QUALITY: OVERVIEW

BODY :

Mr. Chairrman, Members of tle Comnittee. Thank you for the opportunity to testify
before you today about the iLssue of  community growth and environmental
quality. My npams s Richard Moe and I oam President of the National Trust. for

Historic Preservation, a non-protfit membership organization, chartered by
Cougress 1o Lod9, The National Trusk for Historic Preservation works to

revitalize Aneyics commmnities by preserving our heritage--the bulildings,




neighborhoeods, downtowns and landscapes that link us with our past and define us
ds Amevicats. Our mission nosumnmwed up 1noa short phrase: "Frotecting the
Lrreplaceahle. " Sprawl destroys the Lrveplaceable, which is why the National
Trust 15 concerned about awl-—and why I am pleased to appear before this
Committee today. On behall of our 275,000 members, the National Trust advocates
for rhe protection of the built environment as well as natural landscapes of

historic and cultural sigu frcance. The integrity, indeed, the very existence of
rhese penonreds, are threat-ned by poor planning and LinapproprLale
America tad = oengadged inoa greal natlional debate. To'= a
The central gue

development.
shate about sprawl.
cion in the debate is this: Will we continue to allow haphazard
growth to consume more countryside in ways that drain the vitality out of our
cities while croding the quality ol Life virttually everywhere? Or will we choose
nstead to une our land nore sensaibly and to revitalize our older neighborhoods
and downtown:s, Fhereby enhancing the quality of life for everyone?
The debate touches every a=pect of our lives--the quality of the natural and
built envivonments, how we el about the plac where we live and work and
play, how much time we have For our family and civic Llife, how rvooted we are in
our  communities. T believe that this debate will frame one ol the most
wmportant political issues of the first decade of the 21 st century. Ultimately,
1ts outcome will determinge whether the Aunerican dream will bee. me a reality for
future gencrations.
Preservation 1 1n the business of saving special places and the quality of lLife
they support, and sprawl destroys both. Tt devours historic landscapes, It makes
Lhe strip malls and sobdizisions on the edge of Washington look like those on
mingham o any other American city. It drains the
and often puts them
: ] iincds me of Justice
Stewart's raemark about pornography: It's harcd to define, but you know it when
you see 1t. In simple teoms, sprawl is the poorly planned, low-density,
auto-oriented development that spreads out trom the edyes of communities. But
1L 15 best defined by the way 1t atfects wus In our daily live Winston
Churchill saild, "We shape our buildings, and then our buildings shape us.” The
same holds true for  communities: The way we iape them has a huge lmpact on
the way we fecl, he way we interact with one another, the way we live. By
and one way ar o another, we all

the =dge ol Albugquerdus Gl

Life aout of older  commaniin

ops thelir economic pul

L Ingensive cams——ar sSomnel 1wl

the morgue . sp

fhatming our  communilbies,  sprawl touches ns all--
jray Lo iLn

We pay in open space and Lavmland Tost. since 19050 the state of Pennsylvanla has
Lost more than 4 million acres of favmlanc; that's an lacvyer than
Conneaticout and Rhode Lo loanel combinecd . Metropolitan Phoeni: now covers an drea

Che Sooof Delaware . 1o's estimated that over the
Central Valley ofFf Calitornea will atte than
AmerLca's mo productive Tavmland.

We pay in tiwme lLost. A study last year reported that each ol us heve in

out D9 hours a yean--the equivalent of a week and a hall of
work-—stuck an traffic. The price tag for time and fuel wasted 13 roughly %860
amnually for every man, woman and chald in the Washington area. In Los Angeles,
the average speed on the lLreeways 13 er to drop to 1l miles per hour by
2010, A new Lerm-"road rage"--has been coined to describe drivers' frustration
over traffic. We pay in high Over the dec
rax dollars to pay for info: cure and services--things like police and fire
protection, water and 1wols and streetlights--in oul

: to pay higher to duplicare those
svelopment:s, while the structure we've already
paid for lies abandoned o vngder nsed Ln onre older city centers and suburbs.

;o lecal governuents dolla and

ro o sprawl develo) arding them for consuming ouy

sprawl in the

tens of

o

Washington spends o

e

les, we've handed over our

COommunLLyes. Mow we

services 1n sprawling now

Fven wor s to offer 1ncentives

e oue

wirlte-of —=in effect, re

1and Aand weakening one older  compmunities.
Finally, we pay 1n the steady erosion of our quality of life. Inner cities have
become enclaven of poverty. Long, [rosteosting commutes leave us less time with
cur families. Trangqull neloahborl ]

landmavhs get cdemola

5oave destroyed by road-widening. Historlc
of f to the landfill. Everyplace winds up
looking moLe and moere lLibe Hoplace. These signs point to an inescapable fact:
Sprawl o and dro hyprodoct:s —one threat Lo community
Livabuloty in Americy tocay. And inoa cronpetitive global marketplace, livabality
is the factov that will detérnine which  communicies  thrave and which ones
wither. Nobel Frize-winning economist Robert Solow puts it this way: "Livabllity
;o Lvsury. TU 1s an economic tmperative.”
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Sprawl 1s finally getting Uhe attention it deserves. [t w the subject of wajor
lnitiatives announced by the President and the Vice President in back-to-back
speeche in Jannary.Bipartisan caucuses Locusing on smart growth and  comnmunity
livabality have been formed in both the House and Senate. Governors across the
political cpectrum have announced programs to control sprawl and encourage smart
growth. The Urban Land Inztitute, the American Institute of Architects, the
Maticonal Covernors Assaocration, and fonndations and nonprofit organizations of
every stripe hold sewminars and workshops on sprawl. Last November, voters fLrom
Cape Cod Ko California overwhelwingly approved some 200 ballol inltlatives
related to growth management and urban revitalization.

All this attention is welcome. Sprawl is a national problem, and i1t needs a
national debatre. But the d=bate shouldn't focus on finding a national solutaion,
hecause there isn't one. There are two essential elements in any effective
program to combat sprawl: scnsible land-use planning and the revitalization of
exlsting  communities. These are issues traditicnally and . handled at the
state and local levels- and that, in the end, 1s where the fight against sprawl
will bhe won onr lost. But the federal government also has a crucial role to play
111 the process

There are cbviously many tactors such as crouwee, drugs and bad
services that have helped propel the exodu
clitiles, but that exodus has been greatly f
efferts of Federal pollcice . JSometimes th
some b lmes they have bean prdvertent, Lbutt o mos
ance the Ledoeral aoverint

a clear duty to help find Solutionz.

ools and public
of people and jebs from our central
cilitated-even accelerated--by the
have been intended and

5 they have been praofound.
avily ©o the problem, it has

1

conbribated so

I can--and should--do 52 10 foul ways:
rst, it shonld correct palicies that encourage or reward sprawl The direct
role of federal policies and investmants in promceting suburban development at
the expense of cities 1s dilfficult to pin down. 1t's never been systematically
studied. But we do have a very good ldea where to look, because sprawl-friendly
solicies and pracltices exist 1n almost every federal agency. 'Ll mention only a
[ew enamples.

The federal & code, An all its comple heavily tilted toward new
cdevelopment and the consumption of open space. 'The tax code has historically
subsidized upper middle < homsownership in the suburbs. 1t needs to put at
Least as wuch -nphasis on promoting opportunities for revitallization and
stabilizabion of older communities. Federal tax policy needs to provide
1ncentives-which arve cavvaently lacking--for middle-class and moderate-income
howseholds to hecome nrbin homeowners
MNearly L 2 milllon pecple work directly or indirectly for the federal
govermnent . With a worktfovoe that 3 decisions about where the government
locates 1ts ottt n have a huge impact on a  community's weconomic health.
Erecutive Order [207 slaned by President Carter, and Executive Order 13006,
signed by Fresident Clinton, require the General Services Administration and
CGlher fedeval agencies o Laok Lo at downtowns and historic buildings and
areas when considering where to locate federal facilitlies. Zince the 1980s,
rherehas been a growing trond Coward fede
locating 1n new suburban developmenrs.
Untortunately, tuplementat oon of Ches

Al agencies leaving downtowns and

ecutive orders has been spotty and
continulng to pressure the GSA for locations in
g le, o che a1l ly=dep
Department ot Agriculture is putting 1ts
county of fice noa new buxlding that will be constructed in pasture land on the
cdge of town., A suitable downtown burlding was available, but USDA rejected it
because the pavking Lot s o bilock away o of right . SRS

Relocating post offices Lo suburban site: n also deal a body blow to a
small-town Main Street-—and pat historic bulldings at i as well., Because post
offices serve an lmportant role in the socral and business life of many towns,
Choe UL 50 Fos e teeds B0 give  comnunitl more say in where these
essential facilitles are to dne | cecd. T want to take this opportunity to
commend Senator Bancus, who along with Senator Jeffords and Congressman
Blumenauay, has champloned the Post OfLice  Community Parrtnership Act, which
would establ usho winimum crtirzen tnvolvement requirementszs that would apply to the
renovation, relocation, closing, on consolidation of post offices, and reguires
the Pozstal JSewvice to comply with any local zoning or bullding codes imposed at
the state ou local level.

Thconsistent, with AGEncy

new deve Lopment oo Biahlh nes,  Faon
rown of Glasgow, Montana, the

Al ), eronom e a0

[ AN}

a2l Bervi




The list goes on and on, but Lhe hrgagest otfender of all is federal
transportation policy, which can be sumned up in a short phrase: "feed the car,
5 cve the alternative.” A= Jesslca Mathews wrote a while ago 1n the Washington
, "Americans are nobt ivrationally car-crazed. We seewm wedded to the
automoblile becanse policy atfter...policy...encourages us o be." Transportation
officlials generally try te "solve” problems by building more roads--an approach
which is ofiten like trying to cure ohesity by loosening your belt.

People need transportation cholces and communities riced balanced
fransportat Lon

stems . hstorically, federal policy hasn'r done a good jols of

offering thow--bhut that = Zhanging, thanks to your leadershlp, Mr. Chalrmai,

Sandd ha Comguitlea's, in building on the vision of [STEA through the

Tran: At Lon Boqulnty oAct tor the Zlst Century (TEA-ZL1) 0 TER-IZ1 encourages

. beyond 1rrelevant polatical boundaries and allows for

noand local qgovernment participation in making transportation

Alona. How that TEA-21L 1s Law, we nead o move Corward with the

hard work of nnplementation At the state arad local levels to tulfall its

prouwise. Forst oand foremcst, however, fulfillment of the goals of TEA-21

provides a qreat opportunity for the federal Department of Transportation to
take a leadership role 1n urging the states to take full advantage of this
landmark legirslation.

Second, the federal goverment should reward states and communities that

promote smart growth and help revitali 221sting  communities.

Being anti-sprawl is not being anki-growth. The question is not whether our
communities  should grow, but rather how they will grow. More and wore

people--private citizens and publicofticials alike--are realicing that the

answer to that question Liezs in sensld e planning.

fave recently Launched diffevent efforts to manage sprawl. Last

sech g law Lhat requires counties and nunicipalitlies to adopt
"growth plans" which, among other things, set fium boundaries for new

cdevelopment and public servic Closer to home, Governor Glendening's Smart

Growth Inirtiative in Mavyl soone of the most lnnovative--and potentially one

of the most significant-- 1 the country. Under Covernor Whitman's leadership,
residents of Mew Jerszey have approved up to 598 millicon in tax revenue annually
for congervation and hiuvtoric preservation; over 10 yea this measure will

protect a wmillion acres of land--a marvelous gilt to fulure generations.

We should encourage ef s Like these 1o oth 1L SLGQE that we design

a rfederal "smart growth rd"--a em that favors senszible, sust

growth and evaluates the cifectiveaness with which states and  communities
Lhat rest . ol

ot
anning that looks
greater citicz
tnhvestment o

ble land-us
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andd
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Lhat amensd therr bullding codes to male thew wor

rehab-Crrend!ty™ o that pemove therr constitutional ban against the use of
shate yas Lransit projects, for example, are taking
positive steps o Cight sprawl and restore  communities They ought to be
rewarded. The lederal scorccacrd would give stares credit for initiatives such as
these and woulcd glve swart-growth projects an edge in the cowpetition for

1 fune
Thivd, the Ffoderal governm=nl should promote reglonal cooperation as a key Lo
effective controal of spraw].

Metropolitan areas now contaln close to 80U of the total U.

revenues for mass

lLecle

.

population. Half
the people in this countiry now Live 1n just 39 metropolitan areas. But
goverumental shructures 1n noway reflect this reality.
Urban decline and sprawl are practically guaranteed whe
balkaniced rem of Local jurisdictions. Ther
Ln Washington, where our mervopolitan area 1
states, the Di=strl
municipalit wehe with rts own budget,
When Lt comes o sprawl, ouity Limits and
mavks onoa map. Lindted jur s
with an
often ju

ever there 1s a

='s a perfect example right here

a patchwork guilt comprising two
counties and a score of

ch following 1ts own agenda.

county lines are often meaningles:s

it hard for local ygovernment to deal
i to control sprawl inoa limited area
shate the problem tvom one  comuunity  to another. Tt's like trying
Lo stop a floowd with a el

‘Eof Calumbila, a doz

liction mak

lgnue Sf Ehis magnitude, and effor

1

states need Lo ancourage local gov

crnments o rhe e regaon Lo better
coordinate rhelr land-use and transportation plans, and the federal government
can help a great deal by =onply providing basic antormation that regions need.

Much of this 1nformation--o
bhetween waorker s

aling with things such as the ge
andd Jobn and the
[RINE A

gqraphic mismacch
renl ol out migration from cities to
drfiiicult and penslve for localitlies to

s to b, and the Lederal government ought to

suburis--alneady
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do it.
While regionalism by 1tsell does not curlk sprawl, Lt can moderate one of the
engines of

sprawl-type

SpT

wl: the contly bhidding wars berween neighboring jurisdictions for
Lopment that holds outr the hope for new ta:x Venues.,
Adinittedly, the performancs of some regional governments has been lackluster,
but in other aveas--Fortland, Oregon, for example--regionalism is makling a
difference in addressing the problems of sprawl and poorly managed growth.
Encouraging and assisting similar efforts all over the country should be a
cornerstone of Cederal
Happily, both Congre

e

polLay.

andd the Clinton Adminlstration are taking steps to
utilize federval policy to promnote responsible growth. Enterprise zones and
cnpowe rment  communities, rhe HUD Homeownership Zones program, brownfields, and
other programs ave intende ! to spur  reinvestment 1n older areas. The
"Livabllity Agenda” recently announced by Vice President Gore proposes a major
initiative to reduce barrviers to regional governance and to tund local
partnerships that pursne Smart-growth skhrategles across Jurlsdictional lines.
This will be the farst fle: ible source of funding provided by the federal

government Lo pronots smarter metropolitan growth.

Controlling sprawl iz only hatt the batrle, which brings me to the fourth thing
the federal government should do: provide incentives for reinvestment 1n
ting  <omumnnities.

Discussionyg alboul sunple fact: When
people leave the 3 rily because they love sprawl or hate
urban lite, but becausc leaving 135 the rational thing Lo do. More than anything
else, urban flight an indictment of bad scheools, crime and poor public
senrvices. AnorDorhi push™ weren't o enouah, people are "pulled” out of the city
by policies and practices rthat wake homes and infrastructure in the suburbs less
cxpenslve and casier to dnild.

In place of rhis "push-pull" combination, we need public policy that favors
Lsting ool Filty yeavs ago the government began o offer economnc
inducements o tamilies that wanted fo flee to rhe suburk it's time to offer
those same Rinds of pnducemsnts to entice middle-cla residents to return to,
or stay in, tho city.

Itoall comes cdown Lo choosing wher
government

plight of the cities often overlook a
it'n onot nec

fo make investiments. T6Locl federal

S to poul tunding into more outer beltways and more suburban
tnfrastructur prawl will continue to spread like an epldemic. But 1f the
governmment mak commitoent to exlsting  communities, 1L can have an

LUive lmpact on Lhe critical need to keep people in urban
nelghborhoods and give others a reason to move back to the city.

One way to <o this is by enacting the Historic Homeownership Assistance Act,
which you, Mr. Chairman, bave championed here in the Senate, along with Senator
Graham. This legislation would extend a federal tax credit to homeowners who

renovate hon adistrl giving residents of older neighborhocods
incentives 1o il 1nwve o otherr  community's  foature, and providing an
incentive tor orh to move back into the city. By offeringa way to put

: rolls while wakis homeownership more

: lation could greatly benefit
communities  all over the country. Obviously, th one o act  won't solve
America’ noproblems——tnt i can help, and a step in the right direction is
Letter than svanding still.
This is the mizsing prece of the Administration's Livability Ag
includ forus on the pr
thatt we need o
land trusie, o

cHormous, po

dererliorat:

oproperty back an the

affovdable rfor lower-income resid

s, this led

s ourk

enda, which
servation of open space. There!

a heavy o Cuestlan

apead up o efforts

Lo protect apen space and fammland throagh
e ol development rights and other means. 1
should also mention At thios polnt that fhe National Trust endorses the Permanent
Frote . >O00 Ack, legislation introduced by Senator
Barbara Boxer and Congre:s: > Millew that would fully tired rhe Historic
Fresevvation Lund, the Land and Water Conservation Fund, and other programs and
make then tvue Crust Funcds by taking them "off budget "

Ten while saving greenspace is oa very good thing, but it's not enough by 1tself.
We could buy all the open land in the country and sti1ll not solve the problewn of
sprawl. The Havional Trust supports expanding eligible activities for the

Admani ronds program to include infill
construction on brown ficlds, and historic preservation. The proposed Lands
Legacy Program should be broadened to include £uall Lunding of the Historic
Preservation Fund at 5150 million for Fiscal Year Z000.
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We also need Lo focus energies and resources on reclaiming the streets and
nelghborhoods where people Live-the towns, inner cities and older suburbs that
we've neglected so bacdly for the past halt-century. We must develop homing
policies and programs that, advance the goal of economic integration of our
communities  and lessen the concentration of poor households in inner-caity
areas. We must attract middle- income families back to the towns and cities, and
wWe Mmuslt generate  relinvestmsnt in lower income neighborhoods . At a minlium, we
need to probect the  Communily Feinvestment Act, which reqguives that financial
Tnstitutions help meel the credit needs of their  communities, including low
and moderate 1ncome areas, consistent with safe and sound lending practices. CRA
hanking moderni tron legislarion that has been
reported ont of he Senate Banking, Housing, and Urban Affairs Commnittee.

vorhreatened by

LEocurrent |y v

In fighting =prawl, we're dealing with an rssue Chat undermines many of the
national goals: and values rhat we've embraced over the years. The provision of
affordable honcong, improved mobhiliry, a alean envivoument, the cransition from
welfare to waork, the Livability and economic health of our  communities --all of

Lhese are undeimined by sprawl. In fact, there 1s scarcely a single naticnal
problem that is not e eribated by sprawl or Chat would not be alleviated if
sprawl were botter contalned.

We can continue turning moch of owl nation into a tragic patchwork of ruined
dries and spolled countryeide, or we can insist on sensible federal policies
that strengthen  communltics  wnstead of scattering thew randomly across the
landscape. L want to comn=ndd you, Mo Chaidrman, and yvour colleagues, for
cdemonstrating leadership on this Lssue by holding this hearing.

Thank vyou very uch for Che opportunity to appear before this Committee.
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