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t e s t i f i e d at the publ i.c; CRA hearings that members of the League 
support strong capit.Til r e g u l ations, but Congress and the 
reg u l a t o r y agencies must recognize that current risk-based 
c a p i t a l regulat Ions h.ive an unavoulable impact on an 
in s t i . t u t i Old s a b i l i t y to f u l f i l l community needs. The treatment 
oL (,.:api I. a I requi rrsmcnts f o r ) r e h a b i l i t a t i o n loans, apartment 
J ..i,;i IO , ,;iih.l -r-quity p..i i t" i. c 1 pa 11. o n s m.ikes them too " ex|;i.̂ Mi s i ve " m 
c.-i |j i t ,:i .1. ..:o:;;t::; I'or ncny i n s 111 ii t; i on s . 

Purine] CRA 1 i.-.-i i; .1 iic.| s .in 1'I:J3, an o f I; i. c .L .11. of a l..;iige n.i t; .i.onwi.de liaiik 
:;;t,il;.;;d t;liat over t;im.:: Per li.;ink li.is le.irned l;li,.it c;.;uiiiiiLirii t y 
development lending is not unsafe and that the bank's community 
development lending |;iort f o l i o s |ierforni as well or b e t t e r than 
i t s general markei; loans. The banker pointed out that community 
development loans look di Cfetent from so-called t r a d i t i o n a l 
Ician:-; .i.n tji;-il; tlie souicies of oc]ii.Lty and deb t - L: o-i. ricoine or 
loan-to-val.iie ratros ire d.i.fferent, and the appraised value i s 
ofte n no measure o l re:il vafue. Recognizing that these 
v.a ri.ald ..s-.i do iiot make tor uiisale community development loans, 
the banker noted t;liat such loans are viewed adversely from a 
safety and soundness pc-rspec 11 ve, and, thus, are more he a v i l y 
reserved ac!.;iinst, more heavi.ly moriit:ored, and, at best, more 
esxpen:3.1.ve t:c. make. 

During our i..;vit-w, we f r e q u e n t l y hea rd concerns or complaints from 
bankers about poirsib.le or p.;;rcei veil safety <;irid soundness r i s k s i n the 
iiiipleinental;ioii ot CRA. We d i d not independently v e r i f y the accuracy 
of tliese claims . 

\16 A loan i n winch the amount advanced by the lender i s close to the 
appraised value of the property. Generally, any mortgage loan w i t h a 
loan-to-value- r.;il:io above 80 percent; i s considered high and may 
r e q u 1 r e in o r t g a g i-;' i ii s rt i: a n c e . 

\17 State and c i t y subsidy loans, grants, or other e q u i t y f i n a n c i n g 
that are used i n conjunction w i t l i bank loans to provide the r i g h t mix 
of f i n a n c i n g needed as an economic stimulus f o r a p a r t i c u l a r 
business. 

INNOVATIVE AND COOPERATIVE 
INITIATIVES HAVE OVERCOME SOME 
LENDING BARRIERS 

Chapter 4:2 

Various i n d i v i d u a l and cooperative e f f o r t s among i n s t i t u t i o n s , 
coinmunity groups, and others have provided the means to lower c r e d i t 
r i s k and reduce t r a n s a c t i o n costs i n community lending. Although the 
lack of s p e c i f i c performance c r i t e r i a i n CRA has complicated 
compliance and enforcement of the law, i t has allowed i . n s t i t u t i o n s 
f l e x i b i l i t y m designing and implementing programs t;o b e t t e r serve 
the c r e d i t needs i n low- and moderate-income areas. Barikers taking a 
proa c t i v e approach have used the law's f l e x i b i l i t y to create 
innovative programs and s t r a t e g i e s that allow them to expand lending 
o p p o r t u n i t i e s and increase or c u l t i v a t e new markets. Also, those 
bankers who gain experience or develop expertise i n community lending 
and make i t a part of t h e i r normal business operations f i n d t h a t CRA 
o b l i g a t i o n s need not be percei.ved as a regulatory burden. Many 
cooperative ventures liave .ilso permitted community groups to play an 
important ro.l'^: i n reducing t.arrier:;; to iionimunity .Lending. 

CRA FLEXIBILITY ALLOWS 
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BANKERS 
LENDING 

TO ENHANCE. COMMUNITY 

Chapter 4:2.1 

Bankers who a r e c o m m i t t e d t o s e r v i n g the c r e d i t needs 
cominurn t i e s liav.s tal-:en adv..mtag.i c; i; CR/\'s f l e x i b i l i t y 
ways t o make l o a n s t h a t ol her l i ankers m i g h t not f i n d 

o 1 t ll e 1 r 
arid c a r v e d out 

a 11:1, a c-1; .1 v e . 
R e g u l a t o r s have f o u n d , and our case s t u d i e s r e v e a l e d , t h a t a more 
e f f e c t i v e CRA progra in vjas c j e n e r a l l y e v i d e n t when iDaiik ni.;inagement 
e x l i i b i t e d c e r t a i n t y [ i e s o f p r r i . i c t i v e approaches t o C1\A 
i m p l e n i e n t . ; i t i o n . Tliese baiikerss t;ook a c t i o n t o ge t t l i e i r boa rd meiiibcrs 
i n v o l v e d , r e a d i e d out t o iiiemliei;s o f t l i e community t o d e t e r m i n e t l i e 
needs of their coimnunities, 
s t ra t; eg i es , a nci es t afil i s iH'r-d 
community needs. 'lhe ty|:icsi 
found by regui. ;i 10.1::;; t:o have-
education and counseling se 

d e v e l o p e d marke t ; ing and a d v e r t i s i n g 
sound CR/\ |-il;ins d e s i g n e d t o address 
o f i n i t i a t . i v e s implemen ted by banL:ers .irr 
e I- f e e t i v c C R A p e t f o r i n a nee i n c l u d e d 
m a r s , community cuitreacLi e f f o r t s , 

f l e x i b l e u n d e r w r i t i n g s t a n d a r d s o r p o l i c i e s , p a r t i c i p a t i o n i n 
g o v e r n m e n t - s p o n s o r e d l e r i d i n g progra ins , and i m p l e m e n t a t i o n o f spec.i.a.l 
t i rograms o f f e r i n g u n i q u e p r o d u c t s o r u s i n g s p e c i a l i z e d s t a f f t o 
b e t t e r meet t l i e needs o f customeirs . A l s o , some f jank . ing a s s o c i a t i o n s 
have d e v e l o p e d programs t o i n f o r m bankers o f these d i f l i e r e r i t t ypes o 
i. n i 11 a t i V e s . \ 1 8 

I r i soim-i c . ises, cire. : i ter l in .mc i . a . l . aiol s t ; . i f f t. •::oLirc:e:: of f . ; i rger 
i n s t i t u t i o n s have a l l o w e d them t o c r e a l e d e s i g n a t e d CRA d e p a r t m e n t s 
t h a t can cievote t i m e t o <I-;-veloping and proniot ; i r ig var.rous Linique 
p r o d u c t l i n e s t o a t t r a c t consumers . However, some s m a l l e r o r r u r a l 
b.;inkers who s e r v e p r e d o m i n . i u i t l y l o w - and mode ra t e - income a reas , by 
n e c e s s i t y , have succeeded i n m e e t i n g CRA g o a l s d u r i n g t h e i r no rma l 
r iourse o f b u s i n e s s w i t h c u s t o m e r s . C o n s i d e r i n g t h e i r c l i e n t e l e and 
t h e s p e c i a l needs t h a t many r e q u i r e , these bankers have f o u n d t h a t tc 
make a p r o f i t and s a t i s f y community needs, i t was neces sa ry f o r them 
t o c r e a t e s p e c i a l i z e d programs and d e v e l o p f l e x i b l e p o l i c i e s . Some 
examples o f t l i e t y p e s o f pr-ograms or i n i t i a t i v e s t h a t banke r s have 
i m p l e m e n t e d t o meet t h e i r CPvA g o a l s a re p r e s e n t e d i n t a b l e 4 . 1 . 

'I 'able 4 . 1 

Examples o f Coimnunity Lending 
I n i t i a t i v e s 

Type o f i n s t i t u t i o n Type o f community l e n d i n g i n i t i a t i v e 

Large, urban Boston 
bank 

Suburban, medium-
s i z e d I l l i n o i s fiank 

I n i t i a t e d a l e a d e r s h i p r o l e i n programs t h a t 
p r o v i d e a f f o r d a b l e housing and r e h a b i l i t a t i o n 
p r o j e c t s i n low-and moderate-1ncome areas. 
B.ank's chairman was one o f the fo u n d e r s of t h 
M..1 :-i:i.acliu:.-:et: t;s B.an ke r-s Housing Par tne r s l i i p , 
winch has provi.ded m i l l i o n s of d o l l a r s f o r 
a i i f o r d a b l e housing i n i t s 10-year h i s t o r y . 

Developed a "secorid .look" program, which 
p r o v i d e s t h a t .any de n i e d a p p l i c a t i o n from an 
i n d i v i d u a l w i t h i n i t s d e l i n e a t e d community 
r e c e i v e s a l o a n o f f i c e r r e v i e w t h e next day. 

t: III a 11., u r b a 11 D a 1 1. a s 
bank 

Developed p r o d u c t s aimed a t t h e low-and 
modera t:e-iricome market. The d e p o s i t p r o d u c t i s 
a low c o s t (miriimal b a l a n c e / s e r v i c e charge) , 
low-volume c h e c k i n g account d e s i g n e d t o h e l p 
i n d i v i d u a l s e s t a b l i s h a c r e d i t h i s t o r y by 
e n a b l i n g them t o w r i t e a few checks a month. A 
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S m a l l , rur.;il 
r:. 1 1 i to r n i a t n n I. 

1 rue, u rl):i11 
L:..I L .i f c.) rn 1,1 bank 

.l.o.;in p r o d u c t was developed i n c o n j u n c t i o n w i t h 

.-come l o c a l groups, and i t enables i n d i v i d u a l s 
v-:itli riC) p r i o r c r e d i t fi.Lstory t o o b t a i n secured 
I:! .11:. unic;. r l.oa ns . 

I' 1 . .iiioL e(.l f<;iir .iiicl I ncreased acc;oss t o c r e d i t 
w l i h i n t he community by: a d v e r t i s i n g i n 
:d'..nisli, li.jiv.i.ng a i i l e x i b l e (no minimum) l o a n 
.mount;, exp.;indi n.;| tLie types o f p r o d u c t s 
c-.id;.,;red ( i . e . , c r e d i t c ards, s p e c i a l e q u i t y 
.lines. Small Lousiness A d m i n i s t r a t i o n (SBA) 
pi;ns) and e va .1 i.i .11; i rig loans so t l i a t s e a s o m l 
.aiii.d.oyei-is v:ei;.? not di s a d v a n t a g e d . 

L'I . iiiioi-ed cred.i.t access t h r o u g h i.ts l o a n agent; 
.-.| . 1. .;i t .i.ons . Fur exai i i f i l e , .i.l; ha:: s p e c i a l .i g e i i t s 
:;c.. I 1 c 111 ng 95 |.ieiceni; loans (5 [;)ercent dciwn 
|..cc.,--merit ) . Boink . i l s o lias c-)Utreacli c o o r d i na I: o i;s 
111 the community who uniform.Ly t r y t o 
dr-i:ermine t he needs and how they can be met. 

Source: I n f o r m a t i o n obtainr-d from GAO case s t u d i e ; 

\18 For example, t h e incrci.ised emphasis on CRA has prompted the 
American Bankers A s s o c i a t i o n , a n a t i o n a l t r a d e a s s o c i a t i o n of 
commercial piaiiks, t o estate! i s h a Center f o r Community Development. 
The p r i m a r y pu rpose o f tho c e n t e r i s t o p r o v i d e i n f o r m a t i o n and 
t e c h n i c a l a s s i s t a n c e t o i t:--: members t o h e l p them achieve t h e i r CRA 
.:]fials. Most o I: t l i e center':-; ,ict i. v i I; i e:;; liave focused on e d u c a t i o n a l 
e f f o r t s , snch as p u b l i s h i n g an educat l o n a I g u i de and a compendium o f 
conmiunity l e n d lng agencie.-; ;u'id o r g a n i z a t i o n a l c o n t a c t s . 

INITIATIVES TAKEN '10 REDUCE 
CREDIT RISK AND TRANSACTION 
COSTS FOR COMMUNITY LENDING 

Chapter 4: 

Bankers use v a r i o u s mecliariisins t o lower c r e d i t r i s k and t r a n s a c t i o n 
c o s t s on conmiunity l o a n s . They have found t h a t l o s s e s can be reduced 
by s c r e e n i n g out t h e r i s k i e s t a p p l i c a n t s and by s u p p o r t i n g s u c c e s s f u l 
a p p l i c a n t s b e f o r e and a f t e r l o a n s are extended. Two approaches t h a t 
bankers use t o h e l p keep c r e d i t l o s s e s on community development 
l e n d i n g t o a minimum i n c l u d e (1) s c r e e n i n g , c o u n s e l i n g , and 
m o n i t o r i n g b o r r o w e r s and (2) r i s k - s h a r i n g arrangements. C o o p e r a t i v e 
e f f o r t s a l s o h e l p t o share c o s t s , so c o s t s f o r i n d i v i d u a l bankers may 
be reduced. 

S GREENING, CO U N .S EI, IN G, 
AND MONITORING 

Chapter 4:2.2.1 

Based on r o u n d t a b l e d i s c u s s i o n s , many bankers agree t h a t t h o r o u g h 
a p p l i c a n t s c r e e n i n g , a p p l i c a n t e d u c a t i o n and c o u n s e l i n g p r i o r t o l o a n 
e x t e n s i o n , and d i l i g e n t m o n i t o r i n g o f borro w e r s a f t e r loans are 
g r a n t e d h e l p l o w e r t h e r i s k s o f l e n d i n g i n low-income areas and t o 
low-income borrov%;ers. Bankers and o t h e r o r g a n i z a t i o n s t h a t s u p p o r t 
l e n d i n g use v a r i o u s t e c h n i q u e s t o screen p o t e n t i a l b o r r o w e r s , 
i n c l u d i n g home buyer and s m a l l b u s i n e s s e d u c a t i o n , c r e d i t c o u n s e l i n g , 
and e x t e n s i v e d i r e c t c o n t a c t w i t h l o a n o f f i c e r s . \ ] 9 Many i n s t i t u t i o n s 
p r o v i d e t e c h n i c a L assistance- and g r a n t s t o n o n p r o f i t housing 
c o u n s e l i n g groui;.s and conuiiu 11 .L t y groLips t h a t h e l p w i t h l o a n packaging. 
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The g roups s c r e e n p o t e n t i a l b o r r o w e r s , h e l p assemble d o c u m e n t a t i o n , 
and make su re t h a t a p p l i c a i i t ; s meet the i n s t i t u t i o n ' s u n d e r w r i t i n g 
c: i : i t e r 1 a . \ 2 0 

They a l s o h':-!.!' marke t .:uid promote l o a n |;iroc]innis .:iiid mi 11.1 ni i. Z'-
i n s t i . t L i t i o n |'us;:ic:e:i:;;ing cc.:;!:::. Tlie:::e act; i.v.i. t i e s a re clone t o .ill.ov-: 111 
L).inL:ers t o tiec-omo f .;iiii i. .1 i.a r w.Ltli t l i e .-i |j|.'.Pi c:.;i ii t; s and t h c - i r c-oniiiiui n. t i : : 

\ 19 As an example , coniplet . i .oi i o f a p r e p u r c h a s e liome-buycjr e d u c a t i c j i i 
p rogra in i s a r e q u i r e m e n t Lor l o a n a p p . l i c a n f s who wish t o p a r t i c i p a t e 
i n t he F e d e r a l N a t i o n a l Mor tgage A s s o c i a t i o n (Fannie Mae) and Fedei:al 
Home Loan Mor tgage Corpo r.;i I; i o n (L ' reddie Mac) conununity home-liuye r 
p r o g r a m s . The s e s s i o n s , w h i c h a re c o n d u c t e d by e i t h e r a mor tgage 
l e n d e r o r a n o n p r o f i t g r o u p , cove r i n f o r m a t i o n , such as a p p l y i n g to r 
a m or tgage , Ijudciet.rng housel io lc l expenscss, and shopp ing f o r , 
i n s p e c t i n c i , .and m.i .i. n I; a .i.n i i r j a home. 'lhe purpose o f tlic- reciu i t. emen t; 
i s t:o m i t i g a t e t;lie r i s k s o t l e n d i n g w i t h i n t l i e community lionie-bLiyei; 
procjraii is . 

\ 20 Some coiiunun.i t y g roups w i t l i wLioin we spoke have been a c t i v e i n 
p r o v i d i n g c r e d i t c o u n s e l i m j t o h e l p l o w - and modera t e - income 
consumers p r e q u a l i f y f o r l o a n s and show them how t o e f f e c t i v e l y 
m a i n t a i n t h e i r l o a n payments . D u r i n g our s t u d y we l e a r n e d t h a t the 
A s s o c i a t i o n o f Community 0 i g a n i z a t i o n s f o r Reform Now, a communi ty 
g r o u p , was g i v e n a g r a n t by a l a r g e , u rban t h r i f t t o s e r v i c e and 
c o u n s e l loan : ; f i n a n c e d throuc)Li a p rope r t ;y rel i . i b i 111 a t i o n progra in 
i n i t i a t i v e . 

SPREADING 
CONSORTIA 

RISKS THROUGH 

Chap te r 4 : 2 . 2 . 2 

Lending consortia may be e i t h e r formal or inf o r m a l , for p r o f i t or 
n o n p r o f i t . Consortia o f t e n consist of i n s t i t u t i o n s t h a t pool lending 
money or c o l l e c t e q u i t y stakes f o r low- and moderate-income housing 
and community development. The types of p a r t i c i p a n t s , bankers, and 
funding involved vary from program to program. In a l l cases, 
con s o r t i a allow i n s t i t u t i o n s to spread r i s k and tr a n s a c t i o n costs to 
avoid high concentrations of c r e d i t r i s k i n i n d i v i d u a l p r o j e c t s or i n 
l i m i t e d geographic areas. Risk sharing allows i n s t i t u t i o n s the 
opp o r t u n i t y to expand lending through various means to n o n t r a d i t i o n a l 
borrowers whose r i s k c h a r a c t e r i s t i c s are d i f f i c u l t to q u a n t i f y or 
assess. For example, they can save member i n s t i t u t i o n s time and 
money by gathering i n f o r m a t i o n and developing expertise about p u b l i c 
and p r i v a t e subsidy programs, the past performance of r e a l estate 
developers and property management companies, and the c h a r a c t e r i s t i c s 
of targeted communities and l o c a l community groups. They can a t t r a c t 
s t a f f s that are knowledgeable about matters such as und e r w r i t i n g and 
property a p p r a i s a l . Loan consortia also provide an opp o r t u n i t y f o r 
smaller i . n s t i t u t i o n s to p a r t i c i p a t e more i n community development 
lending, because such i n s t i i:uti.ons, on t h e i r own, are less able to 
bear the cost and develop the expertise f o r coinmunity development 
lending. 

Several of the bankers included i n our review said t h a t they have 
p a r t i c i p a t e d i n various consortia or multibank a c t i v i t i e s i n meeting 
t h e i r CRA goals. Examples of some of the consortia organizations 
named by i n s t i t u t i o n s i n our sample review are included i n ta b l e 4.2. 

Table 4 
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0 i;g.;i n .1 za 11 oi i 

Examples of Pending C o n s o r t i a 

I'u rpo.'ie o f o t g a n i z a t i o n 

C.i f 1 f o r n i ..1 C..iiiimi 1I I i. 1: y A norif ir (.,-. 1; i t mi.ii.tgage bankincj c c j n s o r t i u i n , w h i c h 
l-;e .1 11 vc.'S t lu .mt W.I : e r e a f ed III 198 9 l ly Ca .1.1 f o t; n i .3 lia ri k s t; o 
Co r pyi ra 11 o n (:'. . I l l i t o i ; c i , i s 0 qLi.;i 1. .1. t; y a f t e r da b i t : h o u s i n g i n 
F ra 11 c- i .sco , CA) C, 1 1 .1. f o 1 11 i a. ::;i i i i : i-i i t s c r e a t i o n , the 58 iiieiiilier 

b . n k s l l a V e |;H.;ioled over .SlOO m i l l i o n f o r 
• i c . i n i i i i i i n I:Y 1 c.'i i d 111 CJ . 

Co nun l.l ri i t y .1. iiv>-st;iiicnt A11 o r g .;i n 1 z a t i o n composed [ i i - i m a r i l y o f s a v i n g s 
Cl. 11.-] M.I t;a t i . on ( r'P ii;-.icici, a::. :ioc- i a 1; .L ons, w h i c h [ i r o v i d e s mor tgage f u n d i n g 
IP) t<. reha 

11C-.Lls i. 1 ig 

l.l i .li.l;atc- and purc f i a se niu 1.1: i f am i. 1 y 

::'...i V i 10] ;1 A ,:;:.iCiic 1.,11. i ^ n s A ..:'.;imija 11 y l h a t > :ons is t s p r i m a r i l y o f numerous 
Mo i; t gacie r:oinp',.i 11 y , .1 nc . S.1 v i l l c|s a s,';;oc.i .11; i o n s w h i c h p o o l t h e i r 
(Santa td a r a , C A ) rc:::;ou rc e:;: t o f u n d a var .Lety o f h o u s i n g 

|.. r e j e c t l o r f h e p o o r . 

Sou t lie-; rn Ca 1. i f o rn 1 a A m u f t i b a rik ciommunity deve lopment c o r p o r a t i o n 
B u s i n e :•; s De vf-1 o|;)iii'.m t t; l i . i t v-Ja s org,;iii.i.zed t o o p e r a t e i.n South C e n t r a l 
Corpora t i.on ( Per;; Lc;;.: A n g e 1 es l:or t he purpose o f making l o a n s 
A n g e l e s , CA) and e q u i t y i n v e s t m e n t s i n s m a l l b u s i n e s s e s 

t h ; i l ; d o no t q u a l i f y f o r c o i i v e n t i o n a 1 bank 
f i 11,3 n c i nc| 

Sou rce: GAO case s t u d i e s and the Consumer Bankers A s s o c i a t i o n , 

INITIATIVES TO ADDRESS 
BANKERS' CONCERNS ABOU'l 
SAFETY AND SOUNDNES:;: 
REGULATIONS 

Chapter 4:2 

R e g u l a t o r s and bankers hav 
confl:Lc;:ts w i t h r e c j u l a t i o n s 
operation.';;. I n January 19 
C o r IJ o J: a l i o n {1:' D1C:) a d o p t e d 
standard:;, t l i . i i ; were i n t e n d 
m u l t i f a m i l y h o u s i n g purpos 
o t h e r f e d e r a l r e g u l a t o r s , 
from 100 p e r c e n t t o 50 per 
secured by m u l t i f a m i l y res 
c r i t e r i a as w e l l .;is s e c u r i 
ef f ec t o f t h 1 s r:LI 11 ng 1 .•;; t; 
these l o a n s o r s e c u r i t i e s 
pjast under t h e r i s k - b a s e d 
f o r t h e low e r r i s k w e i g h t , 
l o a n - t o - v a l u e and debt ser 

taken steps t o address p o t e n t i a l 
d e signed t o h e l p ensure s a f e and sourid 

'34, the Federal Deposit I n s u r a n c e 
changes t o i t s r i s k - b a s e d c a p i t a l 

ed t o l a c i i . i . f a t e p r u d e n t l e n d i n g f o r 
es. S i m i l a r a c t i o n was a l s o t a k e n by the 
The r i s k - b a s e d c a p i t a l f i n a l r u l e l owered 

cent t h e " r i s k w e i g h t " accorded l o a n s 
i d e n t i a l p r o p e r t i e s t h a t meet c e r t a i n 
t i e s c o l l a t e r a l i z e d by such l o a n s . The 
hat an i n s t i t u t i o n making or a c q u i r i n g 
can Liold l e s s c a p i t a l than r e q u i r e d i n the 
c a p i t a l s t a n d a r d s . However, t o be e l i g i b l e 
t he loans must s a t i s f y c e r t a i n 

v i c e coverage r e q u i r e m e n t s . 

To ensure t h a t a p p r o p r i a t e and a f f o r d a b l e f i n a n c i n g can be p r o v i d e d 
f o r community development p r o j e c t s , i n s t i t u t i o n s have o f t e n found i t 
necessary t o d e p a r t from t r a d i t i o n a l s t a n d a r d s o f c r e d i t e x t e n s i o n . 
We found bankers wLio c r e a t e d ways t o make secure, p r o f i t a b l e loans 
w h i l e s h a r i n g c o s t s and r i s k s t h r o u g h t h e i r own i n d i v i d u a l 
i n i t i a t i v e s or tiy employing such t e c h n i q u e s as government l o a n 
g u a r a n t e e s , i n t e r e s t r a t e s u t i s i d i e s , or b l e n d e d - r a t e loans w i t h 
p a r t i c i p a t i o n from p u b l i c ,ind p r i v a t e l e n d e r s . Examples o f 
i n d i v i d u a l p o l i c y i n i t i a t i v e s used by i n s t i t u t i o n s are i n c l u d e d i n 
t a b l e 4.3. 
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T a b l e 4 . 3 

E.--:;im| d.c-s ci I; F P.c:•: i Ij i.i:i 1 Inde r wr 11: i i ig 
p.:...l .i.Cl r.;.: 

'I'ype of . I n s t i t u t i o n Type td; u n d e r w r i t i n g f l e x i b i l i . t y 

La rge , 
ta.;i n k 

u r lia n 1.1. .1 i ncrl s 

Med.lum, 
t 1 1 r .i. 1: t 

Deci.ded t l i . ; i t I n s t e a d o f sel l . i . r icj .I.e.ans i;o tPe 
s econdary m a r k e t , i t w o u l d h o l d more loans i n 
poi;i; f o l i o i n an e f f o r - t : l;o re . ic l i iiicu;e ].ow--;md 
nicide ra t e - income a p p l i c a n t s . 

; ub i i rban Texas Revitswed and changed underwr i t lng s t a n d a r d s .;is 
i ie .mssai:y l;o ensure maximum l : l c : - : .Lb i . l i t y i i i 
ap | i r -oving l o a r i s . A l s o , a niinimuin .Loan amount 
J ,s not r e c j u i r e d . 

Sm.: i l l , u rban Worked w i t h b o r r o w e r s i n makincj loar is by 
Cal.i.forn.La t h r i f t c o n s i d e r i n g "in.;it;t r e s s " money, income from 

r ent inci a room, or m.i.ninial down payment and no 
mo r t CJ a g e 1 n s u i ; a ii c c- . 

:;. OLircci : 1 n 1 o I. ni;i t i. CHI ol j t .;i .i i H ;cl f r o m G/\0 case s t ;udies 

BARRIERS POlHiD BY SECONDARY 
MARKE'l SI'ANDAl-tDS AND SOMli: 
I N I T I A T I V E S DESIGNED 'IO ADDREG; 
THEM 

Chapte r 4 

DLiring our r e v i e w , we o f t e n heard c o m p l a i n t s t h a t secondary inarket 
s t a n d a r d s made i t d i f f i c u l t f o r i n s t i t u t i o n s t o s e l l some of t h e i r 
more n o n t r a d i t i o n a l l oans t l i a t d i d not meet normal u n d e r w r i t i n g 
s t a n d a r d s . S i m i l a r c o m p l a i n t s have been made at focus group meetings 
sponsored f^y secondary market e n t i t i e s . The secondary market 
p r o v i d e s t h e mechanism f o r e x i s t i n g l o a n s , m a r k e t a b l e s e c u r i t i e s , and 
o t h e r a s s e t s t o be s o l d t o i n v e s t o r s , e i t h e r d i r e c t l y or t h r o u g h an 
i n t e r m e d i a r y . More s p e c i f i c a l l y , the secondary mortgage market 
r e p r e s e n t s t h e n a t i o n a l market where r e s i d e n t i a l mortgages are 
assembled i n t o p o o l s and s o l d t o i n v e s t o r s . T h i s i n a r k e t , which 
o r i g i n a t e d w i t h such c o r p o r a t i o n s as Fannie Mae and F r e d d i e Mac, 
s u p p l i e s a d d i t i o n a l l i q u i d i t y t o mortgage l e n d e r s . 

The s i n g l e most i m p o r t a n t c o n t r i b u t i o n o f t h e secondary mortgage 
market i s t h e c r e a t i o n o f a n a t i o n a l market f o r r e s a l e of r e s i d e n t i a l 
mortgages. T h i s ensures t h a t mortgage o r i g i n a t o r s , r e g a r d l e s s o f 
where t h e y are l o c a t e d , liave access t o p o o l s o f c a p i t a l managed by 
p e n s i o n funds, i n s u r a n c e companies, and o t h e r i n s t i t u t i o n a l buyers o f 
mortgacje-kiacked s e c u r i t i e s . Home bi i y e r s are assured an adecjuate 
s u p p l y o f mortgage f i n a n c i n g as the secondary market s a l e s p r o v i d e 
l e n d i n g i n s t i t u t i o n s w i t l i a c o n s t a n t source o f new funds t o make more 
homie l o a n s . Banks r e c e i v e CRA c r e d i t f o r o r i g i n a t i n g l oans t o 
p a r t i c u l a r low-mcome comniunities or i n d i v i d u a l s whether they s e l l 
t;lic- .loans in the secondary market or Liold t:liem i n t h e i r p o r t ; f o I i o . 
Our i n t e r v i e w s wi.t;h bankers d i s c l o s e d s e v e r a l concerns p e r t a i n i n g t o 
the secondary market u n d e r w r i t i n g s t a n d a r d s t h a t some bankers 
b e l i e v e d pose a b a r r i e r and tend t o r e s t r i c t l e n d i n g i n low- and 
moderate-1ncome areas. One p r i m a r y concern was t h a t i . n s t i t u t i o n s do 
not want t o d e v i a t e from the secondary market s t a n d a r d s because they 
want t o be a b l e t o s e l l a l l t h e i r loans t o the secondary markets. As 
one o f t l i e r e g u l a t o r y o f f i c i a l s noted, i f the secondary markets w i l l 
not a ccept a .loan, an i n s t i t u t i o n i s f o r c e d t o keep' t h e l o a n m i t s 
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p o r t f o l i o and assume the market and i n t e r e s t r a t e r i s k f o r the f u f l 
l i f e o f t h e l o a n . T h e r e f o r e , some i n s t i t u t i o n s l o o k f o r loans t h a t 
do not have any nonconforming p r o v i s i o n s or any q u e s t i o n s about 
c o l l a t e r a l . t)thr;r conce t n.s r a i s e d i n c luded the f o l l o w i n g : 

A t l i r i . f t r e g n l . i t o r y o f f i c i a l n oted t h a t one o f the secondary market 
:-;l;,;nd.i rd:.; that; i.:..in i;.:-cli.ice 1 lex.i.li.i .1 .1 t. y .i.:;; t he _ recju i remen t i;li.;it no 
more t l c i i i .u.. p e r c e n t -.d: the borrower ' s s a l a r y ' can be used f o r 
loan p.;i yiii.-m I; s . f r i .;n .ire;i w.i.th Iri-jLi housing c o s t s , such as the: 
San Fr.;incisc-o Bay a r c . i , these :;;taridards are very f u n i t i n g . He 
s a i d many pi-ople a l l e.idy pay 40 t o 50 pe r c e n t o f t h e i r s a l a r y 
f o r l e n t and are pi;ol;).:il;)l y ab.I.e t o c:oritinue t o pay a Ln.gli 
p e r c e n t a g e i n house payment.?. 

A bank management o f f i c i a l o f a l a r g e urban Chicago t h r i f t s a i d 
i;liat F.;niii.: M.o 1: o i; nn i P i s cu; t;.;iti.os rc-present t l i e i n d u s t r y 
st;aiidard; liowev.r;r, he ii.it.ed t:hat he' was not awaie o I; eiiip.Lri..;:a 1 
evidence'- t h a t an a p p l i c a n t who does not meet these r a t i o s cannc.t 
se r v i c e I: lie debt . 

INITIA'l 1 VleS DESIGNEi:' 'I'O 
ADDREG::; :;FCONDARY MARKEI 

BARRIERS 
Cliapter 4 

Some o f the |i.Layers i n t l i e 
t l i e problems a s s o c i a t e d w i t 
i n i t i a t i v e s urider way t l i a t 
t h ese problems. We d i d riot 
p a r t of. t h i s r e v i e w . Faiin.i. 
i n i t i a t i v e s i n r e c e n t ye.;ii. s 
c]u i d e l i n e s or payment terms 
l o a n p u r c l i a s e p r o g r suns. Co 
t o s u p p o r t low- and nioderat 

secondary market have begun t o r e c o g n i z e 
h t l i e u n d e r w r i t i n g standards and have 
are i n t e n d e d t o h e l p a l l e v i a t e some o f 
assess the e f f e c t of these i n i t i a t i v e s a.-; 

e Mae arid Fiecldie Mac have bot;li announced 
to purchase I.oans w i t h u n d e r w r i t i n g 
t h a t do not meet t h e i r more t r a d i t i o n a l 

i i g r e s s has encouraged these c o r p o r a t i o n s 
e-incoine loan;; by s e t t i n g s p e c i f i c volume 

g o a l s over a 2-year p e r i o d , which began i n 1993. For example, f o r 
a l l t he loans t h e y purchase, 30 p e r c e n t o f the u n i t s f i n a n c e d must 
f o r low- and moderate-income b o r r o w e r s , 30 p e r c e n t must be l o c a t e d 
c e n t r a l c i t i e s , and ;;:3.5 b i l l i o n (?1.5 b i l l i o n f o r F r e d d i e Mac, $2 
b i l l i o n f o r Fannie Mae) must f i n a n c e loans t o low-income and v e r y 
low-income lioine buyers.\21. 

be 
1 ri 

I n announcing i t s i n i t i a t i v e s i n February 1994, Freddie Mac c i t e d t he 
p o t e n t i a l e f f e c t o f these . I n i t i a t i v e s on mortgage l e n d i n g i n i n n e r 
c i t i e s as w e l l as i t s e f f o r t s t o b r o a d l y r e d e f i n e c r e d i t w o r t h i n e s s . 
O f f i c i a l s of Fr e d d i e Mac st;ressed the f a c t t h a t the c l a r i f i c a t i o n s do 
not r e p r e s e n t a l o w e r i n g o f i t s s t a n d a r d s but an e f f o r t t o d i s p e l 
m i s c o n c e p t i o n s among o r i g i n a t o r s o f mortgage l o a n s . 'through meetings 
w i t h l e n d e r s , a p p r a i s e r s , mortgage i n s u r e r s , and o t h e r s , the 
c o r p o i a t i o n was .nble t o i c l i i i t i f y more than a dozen u n d e r w r i t i n g 

c a u s i n g o r i g i n a t o r s t o n e e d l e s s l y deny c r e d i t i n t h e 
p a r t i c u l a r f a c t o r would make a lo a n i n e l i g i b l e f o r a 

For example, numerous people t h o u g h t t h a t F r e d d i e 
t o p urcliase any I.oans extended t o borr o w e r s w i t f i one 

1s s u e s t h a t 
b e l i e f t h a t 
F r e d d i e Mac 

were 
some 
pool. , 
w.;i II t Mac d i d not 

or two 30- or 60-day d e l i n q u e n c i e s i n t h e i r c r e d i t h i s t o r i e s . While 
r e c o g n i z i n g t h a t such a h i s t o r y c o u l d i n d i c a t e a bad r i s k , F r e d d i e 
Mac o f f i c i a l s s a i d t h a t t h e y now t e l l l e n d e r s t h a t t h e y may focus on 
the b o r r o w e r ' s h i s t o r y o f housing payments as w e l l as c o n s i d e r 
e x p l a n a t i o n s t o i the d e l i n q u e n c i e s . Acknowledging t h a t t he 
i n i t i a t i v e s c o u l d reduce the q u a l i t y of loans i n i t s p o o l s , F r e d d i e 
Mac o f f i c i , ; i l s |.).l...-iii t o v i g i i a n t . l y m o n i t o r t l i e performance of the 
l o a n s . 

I n L^arcli 1 994, Pinn.ie Mae ;iniiouriced i t s .81 t r i l l i o n p l a n t o h e l p 
f i n a n c e a f f o r d a b f e housing loans by the year 2000. S i g n i f i c a n t among 
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the 1 1 - i n i 11 a 11 ve program were 2 i n i t i a t i v e s , 1 i n v o l v i n g t l i e 
c l a r i f i c a t i o r i o f g u i d e l i n e s and the oi;lier t e s t i n g an approach f o r 
u n d e r w r i t i n g l o a r i s , whicLi were intend'-jd t o h e l p break down the 
b a r r i e r s [le r t .;i 1 rn.iig t o secondary market c r i t e r i a . In c:l.:i r i t y i n g t he 
guidance, L'anine Mae o f f i c - i a l s t r i e d t o ensure t h a t the u n d e r w r i t i n g 
cluide.Lines .i i; c .;:l.ear .;ind t .Pi :•: 1 ti .1. e and ar.^. a|..pl.Lecl .;jeiLi.illy t o 
.;iveryoiie. T. - .mi-.iire .-i p|-> re.| . r .1. .;i t e; u:;.;- tiy .Pmil'=-rs, Pann.i.i- M.-ie- [.iPiiis l;o 

m,;i .i. n t; ..1 .i. 11 ;i e:>.. n:;: I; .;n t ci .1. .-i .P ".i ue w.it;li im.i i; t; g.ic|e P-iirler.-i t o i.d'.-nl i 1. y t;P.-,' 
l o a n e-1 i.;i mc t r 1;.: I; .1 c-:-; ;iiid u tide iw r .1 I: .1. rrj i;i rocedu re:;; .i.t t h i n k s need 
d a r.i f ic.;i t: i.on ; 

d e v e l o p a comprehensive t r a i n i n g program f o r moitgage i n d u s t r y 
Ll 11 dc' rw t; i. t: e r s ; 

deve.l.O[;. oa:cy-l;c-ii:ie rc t:-- i.-'jiic.-i l;cieils P.u; i.i i icie rw t; i t; e-r s , i nc: 1. i.id i i ej 
o n - l i n e access t o Fann le Mae g u i d e l i n e s ; 

e s t a b l i s h r e g i u n a l h o t l i n e s t l i a t l e n d e r s can c a l l f o r i n s t a n t 
g u.l da rice im uncle rwr 11; i. ng ; 

e s t a b l i s h an i n t e r n a l Fannie Mae l o a n r e v i e w board t o r e v i e w loans 
i. n 11 i. a 1. .1. y r e j e c t e d Liy i t s uride rw r i l;e rs ; and 

ma ke an automated u n d o r v n r i t i n g system ava l i a b l e t o l e n d e r s t h a t 
w i l l use a r I .L f ic.L a 1 i n t o l l i g e n c e l:o an.a]yze l.o.;in^;, .ensure 
cons I s t e n c y , and f r e e up t Ime f o r uncle r w r i t e r s t o work on 
complex a p p l i c a t i o n s . 

A d d i t i o n a l l y , t h r o u g h a se-parate i n i t i a t i v e , Fannie Mae announced i t . 
commitment o f 85 b i l l i o n t o conduct exp.;-riments i n new u n d e r w r i t i n g 
approache.s des i gned t o probe and t e s t ways t o u n d e r w r i t e l o a n s t o 
make c r e d i t more accessibb-i t o m i n o r i t i e s , low- and moderate-income 
f a m i l i e s , c e n t r a l c i t y and rura.L r e s i d e n t s , and people v j i t l i s p e c i a l 
h ousing needs. 

\21 The F e d e r a l Housing E n t e r p r i s e s F i n a n c i a l S a f e t y and Soundness 
Act o f 1992 e s t a b l i s h e d t h e 30-percent t a r g e t g o a l s and c a l l e d f o r 
the S e c r e t a r y o f Housing and Urban Devefopment t o e s t a b l i s h i n t e r i m 
g o a l s f o r each e n t e r p r i s e l o r the 2-year t r a n s i t i o n p e r i o d , which 
began i n 1993 and 1994. 

GOVERNMENTS HAVE PROVIDED 
INCENTIVES TO ENCOURAGE 
COMMUNITY PENDING 

Chapter 4:4 

I n l i n e w i t h t he a d m i n i s t r a t i o n ' s emphasis on r e f o r m i n g CRA and 
i m p r o v i n g community developjinent, s e v e r a l governmental agencies or 
e n t i t i e s have i n i t i a t e d a c t i v i t i e s , or r e v i s e d guidance g o v e r n i n g 
ongoing prograins, t o enhance community i n v e s t m e n t i n low- and 
moderate-income a r e a s . Many o f these program a c t i v i t i e s are geared 
towards r e b u i l d i n g communities w i t h i n i n n e r c i t i e s and s m a l l , r u r a l 
areas by p r o v i d i n g a f f o r d a l i l e housing and f a c i l i t a t i n g s m a l l b u s i n e s s 
l e n d i r i g . 

STA'l'E AND LOCAL EFPOl.;'!'::: TO 
ENCOU RAG E COMMU NI '1'Y 
DEVELOPMENT L E N131N G 

Chapter 4:4.1 
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Some; l o c a l governments have sou()lit t o ciiicourage ccjmmunity l e n d i n g i n 
und e r s e r v e d are.;is by reco<jii.i z i n g and r e w a r d i n g i n s t i t u t i o n s t h a t 
d e m o n s t r a t e perlormance siiicl .;:onimitment i.n h e l p i n g t o meet; t h e needs 
0 l' r e e; .L de n t:;; .in tilicise areas. ::;iic.-li lew.ii.ds inicjht r e s u l t ; i n b e t t e r 
se:rvrci-;i d e l i v e r y t h r o u g h branch expansions or i n c r e a s e d i n v e s t m e n t s 
or 'iPIfl'.1:.;.1.t. ;:ome s t a t e (lov-rnment::-: r e q u i r e commitments t o community 
I. CM. 11 ves timm t s |j..;J:ore ou t-e. 1-:;; t a te .1. n s t; 11; 1.11 i o n s can o p o r a t e i r i t ; l i e i r 

1 oca Pi.ti.i's . 'I'lic.y premise -sntry on a s t a n d a r d o f n"et new b e n e f i t s t o 
the s t a t e , such as increas<sd i n - s t a t e l e n d i n g and i n v e s t m e n t s . A 
(3.;il i. t o r n L.;i County Board o I" :i:Li|)e r v i s o r s approved a community 
ro.i.nvestim;nt 110! i c y that; would rank i n s t; i t.ul: i.ons on the b a s i s ol; 
t h c i i r pe r t orma n e-.e- .In iiiaki.ri.;| .Loans t: o m i n o r i t i e s and i n depressed 
neicihborhoods . 'I'Liose r.mkc.id i n the t;op h a l f would l;hen reap the 
t. i a n e l i t s o f t l i . ; . .;outity's i iivc;;:i;iiioiit bu:;; i ries s . 

Tu i-n. :ou r .;i ge coimnuni t y ri-;iiive:'i tment and devT-lopment, some 
i M u n i c i p c i l i t i e s c - n d i t i on Mic.i.r placement of d e p o s i t s upon t h e 
.1 ns 111; Ll t; .i.oi 1 iii:ik.iiici sf.'iic.i. 1.1. > - i;y[ie:;; of l.cians. For exain[;ile-, i.n ( d i i c - i e t i , 
i n . s t i t u t i o n s must f i l e re|;.oit;s on t h e i r r e s . i d e n t i a i and commercial, 
l e n d i n g i n the Chicago m e t r o p o l i t a n area b e f o r e t h e y can q u a l i f y l o t 
the c i t y ' s d e p o s i t s . S i m i l a r l y , d u r i n g our case s t u d i e s , we l e a r n e d 
t h a t t he c i t y o f Boston has a Linkage Program t h a t t i e s d e p o s i t o f 
ci t : y funds I; .i ; i i i .1 n:;; I; .1. t u t 1.. .11 ' :;; Cl-tA r.'it;.i.iig. A Bosl:oii 11ation.1l b.ink 
branch l o c a t e d i n a depres:;e-d area of the c i t y was rewarded w i t h a L-5 
n i . i l l i o n de[;iosi.t; fi-y t l i e ci.t.y. 

State:;; al:30 i-s iij.ju.racie community de ve io|;iinen t t h r o u g h d e p o s i t 
s u b s i d i e s . For example, Iowa's S t a t e T r e a s u r e r ' s O f f i c e o f f e r s 
s e v e r a l " l i n k e d depos.i.t" |;Mogranis t h a t support; beilow-inarket r a t e and 
s m a l l busines:;; .md a g r i cu .1 t; u r.;i 1 l o a n s . Below-market r a t e d e p o s i t s 
are p l a c e d w i t h . I n s t i t u t i o n s t ha t , i n t u r n , use them t o match fund 
lower r a t e loan:;;, w i t h a sii r e a d over the d e p o s i t rat;e. Tli;i.:5 appro;;icli 
p r o v i d e s t;wo un.i.eiue, hiqfi.l.y t a r g e t e d prograins t h r o u g h p a r t i c i p a t . i ng 
low.;i i n s t i t u t i o n s . One i s t a r g e t e d f o r m i n o r i t y - and women-owned 
s m a l l busi.riessKS and provicles fj e l o w - i r i a r k e t r a t e f i n a n c i n g f o r a 
v a r i e t y o f b u s i n e s s purpose:;-;. The o t h e r i s focused on h e l p i n g 
d i v e r s i f y Iowa's r u r a l economy and i n c r e a s i n g employment. I t o f f e r s 
l i n k e d d e p o s i t s as i n c e n t i v e s f o r i n s t i t u t i o n s t o fund below-market 
r a t e l o a n s f o r h < i r t i c u l t u r a l and a g r i c u l t u r a l p r o j e c t s t h a t i n v o l v e 
procjucts not t y p i c a l l y found on Iowa farms. 

FEDERAL EFL^ORTS AND 
SUGGESTED INCENTIVES HAVE 
HELPED INFLUENCE COMMUNITY 
DEVELOPMENT LENDING 

Chapter 4:4 

Fed e r a l e f f o r t s t o encourage community development l e n d i n g have 
i n c l u d e d governimint s u b s i d i z e d programs, i^lianges i r i r e g u i . a t o r y 
r e q u i r e m e n t s , and l e g i s l a t i o n p r o m o t i n g i n v e s t m e n t i n c e n t i v e s , some 
of which c o r r e s p o n d w i t h t he suggested i n c e n t i v e s o f f e r e d by banker.'; 
Government s u b s i d i e s , such as those p r o v i d e d by Small Business 
A d m i n i s t r a t i o n (SBA), can : - ; i g n i f i c a n t l y a f f e c t t h e p r o f i t a b i l i t y o f 
f e n d i n g by making i t e a s i e i f o r the bor r o w e r t o q u a l i f y f o r a l o a n 
or, t h r o u g h a g u a r a n t e e , c u s h i o n a n t i c i p a t e d l o s s e s from a l o a n , 
a l l o w i n g t h e l e n d e r t o set; a s i d e a s m a l l e r amount of funds a g a i n s t 
t h i s c o n t i n g e n c y . I n accordance w i t h t h e F i n a n c i a l I n s t i t u t i o n s 
Reform, Recovery, and Enforcement Act (FIRREA), the F e d e r a l Housing 
Finance Board (FHFB)--whicli r e g u l a t e s the c r e d i t advance ( l o a n ) 
a c t i v i t i e s o f the Feder a l Home Loan Banks (FHLB)--was r e q u i r e d t o 
dev e l o p r e g u l a t i o n s e s t a b l i s h i n g s t a n d a r d s o f community i n v e s t m e n t c 
scm-vice f o r meinfaer 1 nst; 11; 111; Loris t o m a i n t a i r i c o n t i n u e d access t o 
l o n g - t e r m FHLB advances.\22 Through the Bank E n t e r p r i s e Act (BEA, 
P.L. 101-242) and the RicipLe Community Development and R e g u l a t o r y 
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improvement Act o f 1994, (F. L. 105-325), Congress took a c t i o n t o 
i n c r e a s e f i n a n c i a l s e r v i c e s p r o v i d e d t o underserved .;iiid d i s t r e s s e d 
areas and t o low- and mode rate-income i n d i v i d u a l s . 

\22 The |eriiii.;iry iered.i.i. mi e.:: i. cn o I: t;lic FIlLBs i s t; o p-i 1111 11 ic..- t:li.j 
ava i . l d i b i . l . i t y oi; r e s i d e n t i a l mortciago c:i;ed i t liy p r o v i d i n g a r e a d i l y 
a v a i l a b l e , eccnoin i ca 1., and a f f o r d a b l e source of funds, i u the form 
advances, t o t h e i r inemb.'ir i ust i t u t i ons . 

SMALL BUSINESS 
ADMl N L:;;'l'RA'll ON 

(•;liapt;er 4 : 4 

SBA IS an independent fecLeia.L .igeiicy cl i.i i. t; e r ed i n I'Pji t o i-.rovi.de 
f i n a n c i a l ass.LSl;.mce t o :;:IILI11 lius i.riesses . SBA makes ePir-ecl; l o a n s t; c> 
b o r r o w e r s who are unable t o o b t a i n c o n v e n t i o n a l f i n a n c i n g , 
p a r t i c i p a t e s i n l o a n s o r i g i r i a t e d by f i n a n c i a l i n s t i t u t i o n s , and a l s o 
g u a r a n t e e s l o a n s ( t y p i c a l l y , a guarantee of 85 p e r c e n t o f a s m a l l 
busi.ness l o a n ) made by i ns t; 11 u t i o n s . T h i s agency lias e f f o r t s under 
way t o f o s t e r s m a f l buslne.ss conununity l e n d i n g throLKjh varioLis [ l i l c i l -
procjrams or .1.iiit i.a11 ve:;: . 

SBA has i n i t;.i..it;ed a p i l o t ; |.u. ."̂g ram i n i i e v e r a l s o u t h w e s t e r n ;-:tai;es t; o 
t e s t a new s h o r t - f o r m loan a p p l i c a t ron, which s h o u l d b e n e f i t b o t h 
bankers and b o r r o w e r s . Under t h i s p i l o t , f o r loans under $50,000, 
bankers must now p r o v i d e .';;B/\ w i t h o n l y a one-page document;. Loans 
between .',̂ 50,000 ,;ind .810n,on(i r e q u i r e the one-page summary document 
p l u s t l i e appl. i.c.mt ' s b u s i n e s s l;ax r e t u r n s for- the [ i r e v i o u s 8 years, a 
p e r s o n a l f i n a n c i a l s t a t e m e n t , and the i n s t i t u t i o n ' s i n t e r n a l c r e d i t 
memorandum. A n a t i o n a l bank o f f i c i a l s a i d the s h o r t e r form decreases 
th e t i m e i t t a k e s t o f i n a l i.ze the l o a n from as l o n g as 6 weeks t o 1 
or 2 weeks. A l s o , he s a i d the s h o r t e r form makes borrowers f e e l more 
c o m f o r t a b l e about t h e a p p l i c a t i o n process and bankers more w i l l i n g t o 
make s m a l l e r l o a n s because the p r e v i o u s paperwork made s m a l l l o a n s 
unpirof i t a b l . e . 

The Rhode I s l a n d Area SBA Program has 13. 1 m i l l i o n m i n i t i a l 
commitments f o r b u s i n e s s l o a n s o f up t o $50,000 w i t h m a t u r i t i e s o f 1 
t o 7 y e a r s . The program was developed by SBA's Providence o f f i c e and 
the Ocean S t a t e Econoniic Development A u t h o r i t y , a p r i v a t e e n t i t y . 
Besides o f f e r i n g SBA g u a r a n t e e s , the program v i r t u a l l y e l i m i n a t e s 
paperwork and "hand h o l d i n g " burdens f o r i n s t i t u t i o n s . 

FEDERAL 
SYSTEM 

HOME LOAN BANK 

Chapter 4:4.2.1 

Whil e t h e FHLB System\23 has sponsored s p e c i a l community development 
i n i t i a t i v e s i n t;fie p a s t , t l i e passage of FIRREA i n 1 989 has 
c o n t r i b u t e d t o t h e system t;.aking on a more a c t i v e l e a d e r s h i p r o l e i n 
the development o f community l e n d i n g programs. To encourage t h e f l o w 
of funds i n t o low- and moderate-income areas, FIRREA r e q u i r e d the 
FHFB t o d e v e l o p r e g u l a t i o n s t h a t c o n d i t i o n access t o l o n g - t e r m FHLB 
advances on member i n s t i t u t i o n s meeting c e r t a i n s t a n d a r d s of 
community s u p p o r t . Congress s p e c i f i e d t h a t the r e g u l a t i o n s were t o 
t a k e two f a c t o r s i n t o a c c o u r i t - - a n i n s t i t u t i o n ' s CRA performance and 
i t s r e c o r d o t l e n d i n g t o f . L r s t - t i m e home buyers. T i l l s p r o v i s i o n 
t h e r e b y c r e a t e d an a d d i t i o n a l CRA enforcement mechanism by t y i n g an 
FHLB member's access t o l o n g - t e r m advances used t o f i n a n c e 
r e s i d e n t i a l mortgage l e n d i n g t o the i n s t i t u t i o n ' s CRA performance. 
FIRREA a l s o e s t a b l i s h e d an A f f o r d a b f e Housing A d v i s o r y C o u n c i l at 
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each o f Lhe L'HLBs. 'I'he c o u n c i l s are t o meet p e r i o d i c a l l y t o a d v i s e 
tLie FHLBs on low-income l i o u s i n g needs i n each r e g i o n . 

Tfiroiic)li I t s A f f o r c p i b l e HousiiKj Program and Conununity Investment 
Program, the l.-'llPD system r;--; t o p r o v i d e a s s i s t a n c e t o i t s member 
i n s t i t u t I. c-iis by ;.ii|;iport; mg t h e i r C1<A ac-1 i v L t; Les . I I ; i s t o advance 
funds or s u b s i . l i z e Lie'low-m.i r ke t - r a t e loans o r i g i n a t e d f o r low-and 
mode r a t Ci - .i. ncome f.;imi.L.ies and feu.' businesses i n IcjW-- and 
m o d e r a t e - i ncome areas. The A f f o r d a b l e Housing Program i s t o p r o v i d e 
hemi..- lendinci l:uii(.ls t o SLi|j|jiji;t l i o u s i n g f o r people whose income does 
not exceed 80 percenl: of ..m area's median income, and r e n t a l housing 
funds where a t l e a s t 20 p e r c e n t o f t h e u n i t s are o c c u p i e d by 
l o w - i ricomie t e i i c i n t s . I t s Cc.niniuiii.ty Investment Program i s t o p r o v i d . i 
home Lending funds t o pu;o;iect.';; aimed a t i n d i v i d u a l s w i t h incomes o l 
up t o 115 p e r c e n t uf an .i i o i ' s me-clian income. 

\ 2 3 
Poa I 
s a V i. 11 CJ s 

s ys t em 
ank Act 

nd 1 

2 rec]ion..-il banks esl;abl.ishecd by the F e d e r a l Home 
19;;2 wlii.-h act;s as a c e n t r a l c r e d i t ; system f o r 
.1.lis t i t;ut; 1.cins . 

POSl'l'IVE 1 NCENTIVE 
BEEN SUGGESTED To 
ENCOURAGE COMMUNI ' l 
I.ENDING 

HAVE 

Chap te r 4 : 4 . 2 

To encourage .i.n:.-: 
some bar ikers hav 
f i . na r i c i a 1 s ubs i d 
f o r m o d i f y i . n g .;u 

; 11:111; 1 o ri:;; I 

; s Ll g g e s I; e c 
.es o.r citlic 
suppl.c-nien I 

c r e d i t s , (2) d e p o s i t i n s u r 
f r e q u e n t e x a m i n a t i o n s , (4) 

o l e n d t o ai l. p a r t s of t h e i r community, 
t: ll a t; C fiJ\ b e .t; e p .1. a c e d o .r s u p p 1 eme ii t e cl w .1. t; li 

r p o s i t i v e i n c e n t i v e s . Ol;liers have c a l l e d 
i n g Cl'tA w i t l i I n c e n t i v e s suc'h as (1.) t a x 
nee c r e d i t s , (3) s t r e a m l i n e d or l e s s 
r e v i s i o n s of s a f e t y and soundness 

r e q u i r e m e n t s f o r CRA l e n d i n g and (5) broadening t h e base o f 
i n s t i t u t i o n s and o r g a n i z a t i o n s t h a t can buy low-income housing t a x 
c r e d i t s , and (6) p e r m i t t i n g below market f i n a n c i n g f o r community 
development l e n d i n g programs w i t h s u p p o r t i n g funds coming from FDIC 
or o t h e r r e g u l a t o r y premiums. Past, as w e l l as c u r r e n t l e g i s l a t i v e 
m a t t e r s f o r conc)ressiona 1. c o n s i d e r a t i o n have i n c l u d e d some of these 
p r o p o s a l s , as d e s c r i b e d i n the next sect;ion. 

RECEN'f LEGISLATIVE 
PROPOSALS 

Chapter 4:4.2.4 

Over t;he y e a r s , Concjress 
adequat;e f i n a n c i . i l s e r v i c 
thre n i g l i o u t t l i e c.ountry. 
Congress h.is emacterj nuine 
i n c l u d e d i n FIRREA, which 
under t h e FHLB system des 
complex and f a r - r e a c h i n g 
w o r k a b l e s o l u t i o n s and re 
a t enhancing community de 
Congress enactc^d BEA, and 
Development and R(?gulator 

has been concerned about tiow t o p r o v i d e 
es t o di.st:ressed r u r a l and urban areas 
I I I t he p a s t , t o address the problem, 
LOUS l e g i s l a t r v e p r o v i s i o n s , sucfi as those 
c;reated t h e Community I n v e s t i n e n t Program 

c r i b e d e a r l i e r . However, because t h i s i s a 
problem. Congress has c o n t i n u e d t o seek 
c e n t l y enacted l e g i s l a t i v e p r o v i s i o n s aimed 
velopment i n underserved areas. I n 1991, 
, i n September 1994, the R i e g l e Conununity 
y Improvement Act was passed.\24 

BEA was d e s i g n e d t o p r o v i d e b a n k i n g i n s t i t u t i o n s w i t h i n c e n t i v e s t o 
o f f e r more s e r v i c e s t o low-income communities. O r i g i n a l l y , i t was t o 
p r o v i d e f o r redue-t;ions i n the d e p o s i t i n s u r a n c e premiums t h a t 
i n s t i t ; u t i oris p.iy on deposit:s p l a c e d i n l i f e l i n e a c c o u i i t s - - c f i e c k i n g 
a ccounts f o r fow-inconie i n d i v i d u a l s . I n a d d i t i o n t o e n c o u r a g i n g 

61 of 73 2/15/99 5:10 PN 



Iitlp://frwcbgale.access.gpo.gov/cg...lxt&dii-ectory=/diskb/wais/data/gac 

l e n d i n g i n poor communil; i.es, t he act was t o e s t a b l i s h a d e p o s i t 
i n s u r a n c e premium c r e d i t system f o r l e n d i n g or e s t a b l i s h i n g branches 
i n t h e s e c o mmunities. I i i s l L t u t i o n s engaged i n such a c t i v i t i e s would 
have^ t h e i r c I i p o s i t i n s u r a i r 
e n a cted i n 1991, fund.--; wcir 
Conununity Devi--.! opment 18..ink 
(CDB A c t ) i l l S.:::i-ite;nibe r L'.J'i 
mc;di. f icat.i.oris t;ci LdL.A . 'Lns 
i n s u r a n c e r e i n t;e-:; .;i:;; p r o v i 
c a l l s f o r money t o bo pa i d 
f 1. II .m c i a .1. 1II c 
11111 d i. I ICJ 1..-: Ve; 

ye .a r 19 9 5 r e.';; o. i :;.::; i <:i n; 

'111; i. ve'S f o i; 1.ltd .1. iiCj i n 
t'or L'.E/\ W..1S '.: 1. i i i i i . i ia ted 

e premiums re-ciu.-jed . A l t h o u g h BEA v-:cis 
no t a u t h o r i zed u n t i l passage o t the 

II g and F i i la n. : i . i 1 I ns t i t u t i. on:;; Act o I;' 1 
Alonc] w j t l i t l i e f u n d i n g canie 

i-.-ad o f iri.'it-.1 i ; i i l .1 ons i ; e c e i v i i i g depios i t 
ed urider t l i e o r r g i n a l BEA, the CDB A d 
d.i r e c t l y t o i.n::; 111 ul; i.ons t o | i i .ovi .do 

.iv-j-r Iic'Oine coiiiniLin .L 11es . Tlie 
i.ll t lie- recent;.1.y | >.-i:;:-;c;f;l 1; .1 :ic;. 

'•r.i. 

P . 1. 0 

:-te-rving as the- r 
.1 nd Rec] LI 1 ; i I; o r y 1 
o f sopa r a t e 1 -eg i 
t l i r o u g l i the l o g i 

.-'11 it.i.on, f i l e l-:iccile Ci uiiiiiu n .i. t; y De vc 1 OIJMI.; 111, 
;'roveiiienl A-..:!: w f 1U94, H.R. 34 74, .inc-leides a nuiiip.'u 
l.at;ive p n'pos..i 1 :.; Licit; w.-.i e- .icidecl .is . i t iiroceeded 
l.ai;ive process. 'I'lie Cl.'ili A c t (known .is t i t l e 1 of 

l;tie R.i.egle Coinmunity Dove 1 o|;.nient and R i i g u l a t o r y .liii|;irov.-;merit A.::t) 
c r e a t e s a fund f o r f o r m i n q and exparid.rng community development 
f i n a n c i a l i n s t i t u t i o n s (CDFI) by p r o v i d i n g f i n a n c i a l and t e c h n i c a l 
assi:;;tance f o r development; ::-;ervices, .Lending, and i n v e s t m e n t i n 
d i s t r e s s e d urban and r u r a l areas. I'he act a u t h o r i z e s 8382 m i l l i o n t o 
be d i s t r i b u t e d over a 4-ye.ir p e r i o d , under the a d m i n i s t r a t i o n of an 
.Independent bc.nrd. O n e - t h i r d o f thi.s amount has lieen earmarked t;o 
fund BEA. F1 riai ie;.i.a 1 assL-ilance may be p r o v i d e d as l o a n s , grant;s, 
equLt:y i n ves t;nie n 1; s , depo s i I;:.:, oi: c r e d r t u n i o n sl i a r e s on a 
c o m p e t i t i v e , n i a t c h i n q basi;:;. I n s t i t u t i o n s , l o c a l and s t a t e 
gcive rumen t s, and o t h e r cominuriity orc|ani z a t i o n s may lorin coniniunity 
p a r t n e r s h i p s w i t h CDFIs t o work c o o p e r a t i v e l y t o r e v i t a l i z e 
c o i i u i i u n i t i e s . A s s i s t a n c e must be malclied d o l l a r f o r d o l l a r ( a l l o w i n c i 
a reduced match f o r CDFIs w i t h severe c o n s t r a i n t s on a v a i l a b l e 
m a t c h i n g f u n d s ) . S e l e c t i o n f o r a s s i s t a n c e i.s t o be based on s e v e r a l 
f a c t o r s , includ.i.ng cominuriity need and r e p r e s e n t a t i o n , a b i l i t y t o 
l e v e r a g e p r i v a t e funds, e x l e r i t o f t a r g e t i n g t o low-income 
i n d i v i d u a l s , and s t r e n g t h of the r e v i t a l i z a t i o n p l a n . 

D u r i n g t h e past s e v e r a l y e a r s , o t h e r l e g i s l a t i v e p r o p o s a l s have been 
i n t r o d u c e d (but not e n a c t e d ) , w l i i c h o f f e r e d v a r i o u s approaches t o 
s u p p o r t i n g development i n t-conomicaliy d i s a d v a n t a g e d communities. 
A l t h o u g h t h e p r o p o s a l s shared the p r i m a r y g o a l o f r e v i t a l i z i n g 
low-income areas, t h e y v a r i e d i n t h e type and scope of a s s i s t a n c e 
p r o v i d e d , a d m i n i s t r a t i o n o l programs c r e a t e d , and o t i i e r areas. For 
example, t h e proposed Community Banking and Economic Empowerment Act 
of 1993 (H.R. 1699), which was t o p r o v i d e money f o r loans and 
t e c h n i c a l a s s i s t a n c e , had a g o a l o f making c r e d i t and c r e d i t - r e l a t e d 
s e r v i c e s a v a i l a b l e t o low-income f a m i l i e s and o t h e r s not a d e q u a t e l y 
s e r v e d by t r a d i t i o n a l l e n d i n g i n s t i t u t i o n s . More r e c e n t l y proposed 
l e g i s l a t i o n would encourage coinmunity development or r e i n v e s t m e n t by 
amending CRA. I n a proposed amendment t o C l ^ , the Coimnunity 
Reinvestment Improvement Act o f 1995 (H.R. 1211) seeks t o enhance 
the a v a i l a b i l i t y o f i n v e s t m e n t c a p i t a l f o r low- and moderate-incoine 
housmg i n low- .ind inoderat;e-inconie neighborhoods. The proposed 
M i c r o e n t e r p r i s e O p p o r t u n i t y Expansion Act (H. R. 1019, February 
1995) s e t s f o r t h c r i t e r i a and d e s c r i b e s how m i c r o e n t e r p r i s e loans\25 
and g r a n t s would be t r e a t e d as an i n v e s t m e n t i n a r e g u l a t e d f i n a n c i a l 
1 n s 1 1 1 u t i o n ' s community. 

\24 A l s o , Congress has debated numerous l e g i s l a t i v e p r o p o s a l s t o 
amend CRA i n an e f f o r t t o reduce the compliance burden. 

\25 D e s c r i b e d by t h e a c t t o mean a loan (1) t o a conuiiercial 
e n t e r p r i s e w i t h f i v e or tewi-r employ-.es, w i t h one or more of t i i o s e 
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c;inployr-es owning t l i e en t c:.. r |;i r 1 se ; 
and no t more t l i a n $ 1 0 , 0 0 0 ; and (3 
compjarabl.e v j i . t l i t l i e i . i i tere.st; r a t e 
o f f e r e d by f m a n c i a I .i n s t i t u t rons 

2) i n amounts not l e s s than $100 
the i n t e r e s t r a t e on which i s 

i j l i a r g e d on ser;ured conuiierci.ril lo.= 
t o the.i.r most p re fe r i . ' i - d coinnierci.-

I :i.i:.-: t c n i o i; 

REGULATORS IIAVE PLAYED 
ROLE IN FACIL PlA'lING 
I N l ' l l A ' l ' l V E S '10 IML'ROVE 
COMMUNITY LEND ING 

KEY 

Chap ten. -1 

Through t h e I r v a r i o u s consumer a f f a i r s o f f i c e s or o u t r e a c h programs, 
r e g u l a t o r s have e s t a b l i s l o d a mechanism t o encourage and su p p o r t 
community development. Many o f t h e i r r e s p o n s i b i 1 i t i e s and 
piromotion.i 1. . i L l o r t s .ire c.;irried out [ i r i iiia r i l . y t h r o u g h i j u i d a n c e , 
e d u c a t i o n a l forums, i n f o r m a t i o n d i s s e m i n a t i o n , and t e c h n i c a l 
.assistan.;;.;- .;i.vt i.vit.i.es. 

Tlie exper i.enc:i-i .P--vels and t l i e amount o f re s o u r c e s t l i e r e g u l a t o r s liavi? 
d e v o t e d t o t h e i r r e s p e c t i v e community a f f a i r s programs and o p e r a t i o n s 
v a r y . The F-.-deral Reserve Board (FRB) and FDIC e s t a b l i s h e d programs 
i n 1980 and 1990, r e s p e c t i v e l y , w h i l e t l i e O f f i c e o f T h r i f t 
S u p e r v i s i o n (OTS) and t lic' O f f i c e o f t h e C o m p t r o l l e r o f t h e Currency 
(OCC) began s t a f f i n g t h e i r programs as r e c e n t l y as 1994. D e s p i t e t he 
d i f f e r e n t ; leve.is o f o p e r a t i o n , de vel.O(;)inent, and res o u r c e s , a l l of t l i e 
r e g u l a t o r y programs have a g e n e r a l g o a l o f encouraging t i n a n c i a l 
1 ns t :i. t u t .1 Ol IS t;o i n c r e a s e the f.l.cn-: of . j i e d i t t;o low- and 
mode ra t e - i ncome .applicant;:-: and areas . Ilowever, t he et f e r i t i v e n e s s ol; 
the r e g u i , i t ; o r s ' i-jrociram.'-;; i n p r o v i d i n g ciommunity a f f a i r s a c t r v i . t ; i e s or 
p a r t i c i p a t i n g i n community o u t r e a c h e f f o r t s i s l a r g e l y dependent upon 
t; tl e a v a .1 1 a b .1. .1. i t y o f r; e s ci u i.-.;: e:-; . 

f N 'I' E RAG E. N C Y REGU L A'l 0 li Y 
GUIDANCE HIGHLIGHTS 
EFFECTIVE Cr<tA PROGRAMS 

Chapter 4:5.1 

One mechanism used by r e g u l a t o r s t o f a c i l i t a t e community l e n d i n g i s 
t h r o u g h guidance h i g h l i g h t m g "best p r a c t i c e s " t h a t are 
c h a r a c t e r i s t i c o f e f f e c t i v e CRA programs. The r e g u l a t o r s i s s u e d 
i n t e r a g e n c y guidance i n March 1989, acknowledging t h a t an i n s t i t u t i o n 
t h a t has (1) ongoing programs or methods t o i d e n t i f y community needs, 
(2) 
t h e 
(3) 
i t s 
The 
a ri 

t h e a b i l i t y t o dev e l o p and ext e n d p r o d u c t s and s e r v i c e s t o meet 
c r e d i t needs i d e n t i f i e d t h r o u g h t h e a s c e r t a i n m e n t process, and 
a comprehensive m a r k e t i n g prograin t h a t reaches a l l . segments of 
d e l i n e a t e d community w i l l g e n e r a l l y be i n compliance w i t h CRA. 
gui.dance f u r t h e r acknowledges r e g u l a t o r s ' b e l i e f t h a t t o secure 

e f f e c t i v e CRA prograin, an i n s t i t u t i o n ' s management s h o u l d be 

P 
a c t i v e l y i n v o l v e d , n i a i i i t a i n p o l i c y o v e r s i g h t , and r e g u l a r l y r e v i e w 
the community reinvestment; compliance program. Such a c t i o n s can li 
t o ensure t l i a t t;lie [ j r o d u c t s and s e r v i c e s o f f e r e d and extended by an 
i n s t i t u t i o n (1) w i l l meet community c r e d i t needs, (2) can be m o d i f i e d 
when those needs change, and (3) w i l l be a v a i l a b l e t o a l l segments of 
the community. The r e g u l a t o r s a l s o are t o use the e x p e r t i s e o f t h e i r 
community a f f a i r s s t a f f t o coun s e l and a s s i s t i n s t i t u t i o n s t h a t do 
not liave good compliance programs. 

FRB HAS THE MOST DEVELOPED 
COMMUNITY AFFAIRS PROGRAM 

Chapter 4:5.2 
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FRB, wh i c l i lias t l i e most developed o u t r e a c h program, o p e r a t e s a 
community a f f a i r s o f f i c e (CAO) i n each of i t s 12 Feder a l Reserve 
d i s t r i c t s . Tlie s t a f f i n g J e v e l f o r t h i s program has grown from 14 i n 
ti l . . ; mid-1'.)80s t o a c u r r e n t l e v e l o f .;i p|.i rox una t e .1 y 70 leiiip.l.oyees . 
A c c o r d i n g t o an FRB o f f i c i a l , t he s t a f f hi.red o f t e n have some 
backgr-ound .i.n lie>Lisi.nq or t Pe community development area. Tlie 
[ir-1 iicii:).;i 1 remi lon:;; ilD.i. 1.11 y eg; t l i e C/\0 i.s t o p.?rforiii outreacLi weirk 
w l i e r e i u s t a f f . l o n t a c t pefi].de i n i o c a l governments..-and .jomniun 11 y 
o r g a n i z a t i o n s t o f i n d out what types o f unmet needs e x i s t i n 
d i f f e r e n t cominuni t; i e s . 'I'lie CAO s t a f f develops e d u c a t i o n and 
i n f o r n i a t i o n prijgrams t o he I [i meet t l i e community nee-cls i c t i i i t i I .red . 

Through i n t e r v i e w s w i t h FRU o f f i c i a l s , we l e a r n e d t h a t CAO s t a l l ; are 
i n v o l v e d .in v a r i o u s t y p e s o t act:.i. v i t i.e.--; t h a t promote community 
o u t r e a c h and p r o v i d e s u p p o r t t o exami n e r s . A l l 12 Fe d e r a l Reserve 
recii.ens | j i i b l i.idi 11';;ws .1. e I; I; c i-;; that; d.i. sem;::; d.i.fferent; [it. (eg i;;iiiis ,in.l 
varioii:.; e:oiiiiiii.iii i t. y cl,;,.-../,.;. 1 c-i;.in-• 111 rs:;,iic-;;. In a d d L t i o i i t . j :i|..oi iso i; .1. ricj 
ccnfer..jiices and p u b l i s l n n g i icws L .;i 11.. r s , soim- CAC: s t . : i f l .Juiicliict 
r e s e a r c h and i s s u e community [ ; i r o f i l e s (wh.i.cli ];irovi.de l;).;inkers wit;li 
i n f o r m a t i o n on p e r c e i v e d c r e d i t needs, e x i s t i n g community development 
i n i t i a t i v e s , and programs w i t h i n r e g i o n s t h a t might be d u p l i c a t e d on 
a l o c a l l e v e l ) . Fu r t fierino re, t l i e y p r o v i d e ass.Lstarice t o examiners by 
m a i n t a i n i n g a database of c:omniunity group c o n t a c t s and may h e l p t o 
an a l y z e home mortgage dat:a. When an i r i s t : i . t u t i o n r e c e i v e s a l e s s than 
s a t i s f a c t o r y r a t i n g , t h e examiner i s t o r e f e r t h e i n s t i t u t i o n t o the 
CAO s t a f f f o r c o n s u l t a t i o n and guidance. The CAO s t a f f may t r a n s m i t 
i n f o r m a t i o n on community needs t;lirough examiner t r a i n i n g or by 
c i r c u l a t i n g w r i t : t e n report:;;. 

Being l o c a l l y basecj, t h e a d m i n i s t r a t i o n o f the CAO program i s l e f t t o 
tliej d i s c r e t i o n o f the i n d i v i d u . i l r e s e r v e banks. Cons.iquen t .1. y, 
al . t l i o u g l i a l . l o l the reset;v.;- banks are i n v o l v e d i n community o u t r e a c h 
a c t i v i t i e s , t h e methods us.--d f o r d i s s e m i n a t i n g i n f o r m a t i o n may v a r y . 
For example, a FRB o f f i c i a l t o l d us t h a t an approach used by the 
Kansas C i t y CAO i s t o de v e l o p a road sliow p r e s e n t a t i o n and t r a v e l t o 
d e s i g n a t e d areas and p r e s e n t t h e show. T h i s approach a l l o w s 
i n s t i t u t i o n s and conmiunity o r g a n i z a t i o n s (which may be l o c a t e d i n 
s m a l l , r u r a l areas w i t h l i m i t e d budgets) t o take advantage o f t h e 
FRB's o u t r e a c h e f f o r t s . 'I'he San F r a n c i s c o CAO helped t o dev e l o p a 
s t a t e - w i d e l e n d i n g c o n s o r t i.a by convening bankers and e x p e r t s . The 
CAO i n D a l l a s encouraged community l e n d i n g by s p o n s o r i n g geocoding 
seminars and s m a l l b u s i n e s s l e n d i n g workshops. I'hese s e s s i o n s are 
des i g n e d t o t e a c l i i n s 11 t;ut i o n s liow t o analyze g e o g r a p h i c data t o h e l p 
ensure t h a t t he i n s t i t u t i o n serves a l l areas o f i t s community. The 
P h i l a d e l p h i a CAO e s t a b l i s h e d bankers' c o u n c i l s , which are t o meet 
t h r e e or f o u r t i m e s a year. By o r g a n i z i n g a network o f bankers i n t o 
Community A f f a i r s O f f i c e r s C o u n c i l s , t he P h i l a d e l p h i a CAO has not 
o n l y p r o v i d e d a forum f o r i t s s t a f f t o d i s s e m i n a t e CRA i n f o r m a t i o n 
and o f f e r e d u c a t i o n but a l s o p r o v i d e d a means f o r e n c o u r a g i n g bankers 
t o come t o g e t h e r t o d i s c u s s i s s u e s and o p p o r t u n i t i e s f o r r e i n v e s t m e n t 
i n t h e i r c ommunities. A FRB o f f i c i a l p o i n t e d out t h a t the p r i m a r y 
s t r e n g t h o f CAOs i s t h a t t h e y are e f f e c t i v e i n p r o v i d i n g 
communication forums. 

FDIC ENHANCES STAFFING FOR 
COMMUNITY AFFAIRS 

Chapter 4:5 

FDIC has reached i t s g o a l o f ha v i n g a t l e a s t t h r e e connnunity a f f a i r s 
(CA) p o s i t i o n s (CA o f f i c e r , CA a s s i s t a n t , and f a i r l e n d i n g 
s p e c i a l i s t ) , i n each o f i t s e i g h t r e g i o n s . FDIC o p e r a t e s i t s 
r e g i o n a l community a f f a i r s a c t i v i t i e s w i t h a s t a f f o f 26 who r e p o r t 
t o r e g i o n a l management wit;li program o v e r s i g h t being p r o v i d e d by 
h e a d q u a r t e r s . S i m i l a r t o FRB, FDIC's s t a f f has some background 
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e x p e r i e n c e i.n f i o u s i n g and e:ommunity d e v e l o p m e n t , and a l t i i o u g h t h e 
p rogram s t a f f ' s o p e r a t i o n s may v a r y by r e g i o n , t;hey p e r f o r m a v a r i e t y 
o f f u n c t i o n s , w l i i c h a re c o o r d i n a t e d c e n t r a l l y . For exampile, t he CA 
o l l i c e r s |ir-ovi.de t r a i r n n c ) .ind i n f ci rma t; i on t o examine r s and d e v e l o | i 
coniniunity report ; : ; s i . m r l a r i;o, but l e s s d e t a i . l e d t h a n , t l i e FRB':-; 
communi.ty i;i i. cj I i 1 .-e; . 'I'lie- P-i i r l. .iid.Liig :?pec i a 1.1 :i i; a i i . ; i lyzes 
lic.iiiiG-nie.ii;i;<|ac]c ePil;..i . i i id li;iiii.ll.eis .lOii:;unieji. eioinp.la.1.iit.-i . FDl.r: 
h e a d q u a r t e r f ; o t f i c e c o o r d i n a t e s f u n c t i o n s vCth coiirfnunity a f f a i r s 
s t ; a f f t l i roL iq l i cjiia i ; t : e r l y nrec: I; i iie|s . A l s o , c e n t r a l l y c o o r d i n a t e d 
p r ; e j e c t s , such a.-? a r e c e n t i y pu l i l i s l i e d paper on N a t i v e - A m e r i c a n 
i s s u e s , may be d i rec t e d by the W a s h i n g t o n , D.C. o t t i c e . l-'DiC 
an t i c r p a t e s t h a t i t s newly c r e a t e d d i v i s i o n o f c o m p l i a n c e and 
consumer . - i l i f a i r s w i l l a l l o w the agency t o broaden i t s o u t r e a c l i 
I. ri i. t I a t ;i. ves and be more resporis i .ve t o consumers and b a n k e r s . 

leMER(3INi3 Ct)MMlJNI'i"-i Ald-'A f RS 
PR0(3RAMS OF OCC AND o'l'S 

Ch 

(.)CC [.clans t o have 12 community a f f a i r s s t a f f w o r k i n g i n c o n j u n c t i o n 
wi.th i t s new comp.Liance program. As p a r t of t h i s s t a f f i n g g o a l , OCC 
Liiterids t o have one community a f f a i r s o f f i c e r l o c a t e d i n e.ich o f i t s 
d i s t r i c t o f f i c e : ; ; . 'i'he o l d i i c e r s are t o bi; r e s p o n s i b l e l o r o u t r e a c h 
and c-oniniLinica t icin v j i . t l i coiiiinun 11 y groups and either members of t h e 
IJi.iblic. As o f l"cl;-iruary 19'.)5, .';;taffing o f these p o s i t i o n s liad not 
be'cri c.:oiiip.leted . 

A.lthouqh i t; s .::oiiimuni. 1; y a f i i a i r s prograin i.s i n the ecirl.y s tages o f 
development, OCr' has liad a Community Development D i v i s i o n (CMID) t o 
(1) ovi-nsee c:omiiiunity development co rpo i. a t; i on s (CDC) :ind i.nvestment 
programs and (2) .;ipprov<-; ;ippl lea t i o n s by nat I o n a l banks t o i n v e s t i n 
CDCs\2G rn accordance w i t h t l i e N a t i o n a l Bank A c t . The r o l e o f the 
CUD i s t o p r o v i d e p o l i c y guidance t o the OCC on coinmunity development 
i s s u e s t h a t a f f e c t n a t i o n a l banks, thei.r customers, and barik i n g 
community and consumer o r g a n i z a t i o n s . The d i v i s i o n i s r e s p o n s i b l e 
f o r (1) d e v e l o p i n g i n i t i a t i v e s r e l a t e d t o t h e c r e a t i o n o f a f f o r d a b l e 
h ousing l o r low- and moderate-income i n d i v i d u a l s ; (2) t h e p r o v i s i o n 
of t e c h n i c a l a s s i s t a n c e and f i n a n c i n g f o r s m a l l , m i n o r i t y , and 
women-owned b u s i n e s s e s ; and (3) the economic redevelopment of low-
and moderate-income areas. 

I n February 1993, t h e CDD p u b l i s h e d the 1992 N a t i o n a l Bank Community 
Development Survey Report, which h i g h l i g h t e d t he typ e s o f community 
development a c t i v i t i e s i n which n a t i o n a l banks p a r t i c i p a t e . The 
r e p o r t was d i s t r i b u t e d t o more than 7,500 n a t i o n a l banks, community 
r e p r e s e n t a t i v e s , and o t i i e r i n t e r e s t e d p a r t i e s . The CDD a l s o 
p u b l i s h e s a q u a r t e r l y n e w s l e t t e r . Community Developments, w h i c l i i s 
designed t;o p r o v i d e n a t i o n a l banks and o t h e r s w i t h i n f o r m a t i o n on 
i n n o v a t i v e bank community development programs, r e g u l a t o r y updates on 
community i s s u e s , and news of f e d e r a l and s t a t e programs t h a t might 
lie of i n t e r e s t t o n a t i o n a l , banks. 

I n February 1994, OTS announced the appointment o f f i v e e x p e r i e n c e d 
s e n i o r s t a f f members t o f i l l p o s i t i o n s i n the consumer a f f a i r s area. 
I n making t h e announcement, OTS s a i d t h a t t h e appo i n t m e n t s are p a r t 
of agency i n i t i a t ; i v e s emphasizing community r e i n v e s t m e n t , 
n o n d i s c r i m i n a t i o n i n l e n d i n g , and o t h e r c o n s u m e r - o r i e n t e d g o a l s f o r 
t h r i f t i 11131 i t u t i. o n s . 

A c c o r d i n g t o OTS o f f i c i a l s , d u r i n g 1994, the community a f f a i r s 
l i a i s o n o f f i c e r s i n each o f i t s f i v e r e g i o n s were a c t i v e l y i n v o l v e d 
i n o u t r e a c h and s u p p o r t e f f o r t s r e f a t e d t o a f f o r d a b l e h o u s i n g , 
conununity de velc.jpinent, and r e l a t e d f a i r l e r i d i n g and CfiA m a t t e r s . For 
example, these a c t i v i t i e s i n c l u d e d (1) t r a i n i n g programs f o r i n d u s t r y 
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s t a f f , (2) a s s i s t a n c e t o i n s t i t u t i o n s w i t h poor CRA r a t i n g s 
e s t a b l i s h m e n t o f a commuiiity c o n t a c t database f o r examiners 
i n g s w i t h l o c a l governinent agencies and community o r g a n i z a t 
s c e r t a i n coiiimiiiiit;y ci;e'dLt needs ancl e:oiiiinunit;y development 
cams, (5) forums f o r t h r i f t i n s t i t u t i o n s and l o c a l communit 
n i z a t i o i i s t o d.1.:;;e:us::; Local c r e d i t iiced:;; and conimuiiil;y devcd 
rams f o r tLn.-ift p a r t i c i p a t i o n , and (u) p o l i c y work on r e g u i 
i e r and s a f e t y and soundness i s s u e s r e l a t e d to-community 
lopment and a f f o r d a b l e h o u s i n g . A N a t i o n a l Community A f f a i 
d i n a t o r was appoiritecl L n February 1995, m Washing t o 

1V1 t i .JS amoiKj t li 

, ( ) 
i o n s 

y 
opuiiP n 
.;i I; o r y 
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D . C , t o 

see t h e l:uiie-i; ioii o l .-md c o o i ; d i n . i t e t l i e ar:t 
.irial. criinmi 111 .i. I; y . i L f a i i . :: 1 i..;i.L:::on:;: . 

O'lS o f f i c i a l s a l s o no ted t l i . i t i n 1 994, t hey i s s u e d a g u i d e on t;he 
Cisderai laws and r e g u l a t i o n ; . ; g o v e r n i n g community deveJ opment 
ac-t;.i.vit;.i.es o l :mvi i ic | s a s :;;o.:: 1 a t i on s , e .nt i t - lecl Comiiiuint.y De. ve .l.oi:imen t 
I n v e s t m e n t Au t. lio r 11 y . I n a.-lclit-ion, OT:;! o f f i c i a l s s;i i.d t l i e y began 
new t r a i n i n g p i;-e-.ep. am Lor s . ; i le ty and soundness ex.;iiii i nc r : ; on 
u n d e r s t a n d i i i c i and eval.ual; i ng mu .1. t i ii'ami .1. y . i f f ordali.l.-;' h o u s i n g 
l.oa ns / p r o j c;c; t : : . 

\ 26 CDCs a r e o r g a n i z a t i o n s funded by banks and bank h o l d i n g companies 
(BHC) w h i c l i a r e au t l io r .Lzed t o make i.nvest;nients t f iat ; may not o t h e r w i s i i 
be p e r m i t t e d f o r banks o r I.HICs. For example , CDCs may make e q u i t y 
i n v e s t m e n t s i n l o c a l rea.l . - s t a t e and b u s i n e s s p r o j e c t s i l such 
i n v e s t m e n t s r e s u l t i n publ . rc b e n e f i t s , sucl i as economic deve lopmen t , 
j o b s f o r l o w - and modera fe^-i.ncome .i.nd Lv i . dua l s , a f f o i ;d. ible h o u s i n g , 
and c a p i t a l f o r s m a l l b u s i n e s s e s . 

INTERAGENCY COORDINATION 
COULD BE ENHANCED 'IHlcOUGH A 
MORE SYS'l'EMATIC APPROACH 

Chap te r 4 

C o o r d i n a t i o n o f community a f f a i r s a c t i v i t i e s among the r e g u l a t o r y 
a g e n cies i s not something t h a t i s r e q u i r e d by r e g u l a t i o n s or mandated 
by l e g i s l a t i o n . I n p r a c t i c e , however, much o f the i n t e r a g e n c y 
c o o r d i n a t i o n o f the r e g u l a t o r s ' community a f f a i r s a c t i v i t i e s t h a t 
o c c u r s i s done t h r o u g h jo.int: t r a i n i n g and meetings or e s t a b l i s h e d 
c o u n c i l s . A c c o r d i n g t o an FRB o f f i c i a l , FRB holds many co n f e r e n c e s 
] o i n t l y w i t h t h e FHLB Board and has cosponsored conferences w i t h 
FDIC. Now t h a t OCC and OTS have s e p a r a t e compliance o f f i c e s , FRB 
a n t i c i p a t e s w o r k i n g more c l o s e l y w i t h t l i e s e two agencies. On a 
r e g i o n a l l e v e l , FRB and o i l i e r government agencies sponsor j o i n t 
i n t e r a g e n c y programs, such as t r a i n i n g o r conf e r e n c e s d e a l i n g w i t h 
community a f f a i r s i s s u e s . 

I n f o r m a t i o n i s a l s o shared t h r o u g h r e g u l a t o r y p u b l i c a t i o n s , such as 
n e w s l e t t e r s or coinmunity r e p o r t s and community c o n t a c t forms. Upon 
r e q u e s t , n e w s l e t t e r s and conununity r e p o r t s c o n t a i n i n g i n f o r m a t i o n 
such as community l e n d i n g t e c h n i q u e s and in v e s t m e n t o p p o r t u n i t i e s are 
q e n e r a l l y d i s s e m i n a t e d t o the p u b l i c and shared among the r e g u l a t o r s . 
D u r i n g t h e e x a m i n a t i o n process, i f examiners f i n d t h a t r e c e n t c o n t a c t 
has been made w i t h coimnunity r e p r e s e n t a t i v e s and the r e s u l t s 
documented, examiners who are a s s i g n e d t o assess an i n s t i t u t i o n ' s CRA 
performance i n i d e n t i f y i n g and/or a d d r e s s i n g community needs i n t h a t 
same g e n e r a l neighborhood or conununity can save time by t a k i n g 
advantage o f i n f o r m a t i o n ol;)tained from shared coimnunity c o n t a c t 
forms. These methods o f i n f o r m a t i o n s f i a r i n g are g e n e r a l l y done on 
ad hoc b a s i s . Consequently, t h e o v e r a l l , b e n e f i t s t o be ga i n e d by 
r e g u l a t o r s as w e l l as t h e coinmunity may not be as f a r r e a c h i n g as 
the y c o u l d be under a more s y s t e m a t i c , c o o r d i n a t e d approach t o 

an 
he 
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In1;eragericy c o o r d i n a t i o n i n the use o f r e g u l a t o r s ' r e sou rce s can 
expand o r b roaden the e f f e c t i v e n e s s o f these r e sou rces i n he.lpinc 
bar ikers t:o ui ide r.-;; t .:i nd and .i.niplenient var iou.s i n i t i a t i v e s t h a t l iavi 
provcm suCCC,.,.-:,..: m.l .i.n nieet;iric| CRA goa.l.s, wli i l e p i ; o v i d i n g iiiuc-h nee. 
crecPLl a;-; s i ::: I .-1 n.;-'-: t i l c:ciniiiiuiii. t; i es t l i . ; i i ; iii.iy reM;pii re r e v i t . i . l . i : : . i t .LOII o r 
redeve.l oi-'iiien t; . To t l i e es-ile-nt t h a t ia;.<jLi .1. a t; o r-s c:.in-cipply a s y s I; .iina t j c-, 
c o o r d i n a t e d i i i te r . ; igency api>roach I'O p r o v i d i n g community <.'Ut r each 
service.'-, t h a t a re commonly p r o v i d e d by ..i 11 r e g u l a t o r s — such as 
communi ty coiil;.ie:t; i n forma t-i . MI o r da t;. i b.a ses - - 1 ns 111 u t l o i i : ; , c.^nlIllU n 11 y 
g r o u p s , c]overiiincmt e r i t i t i . ; , - s , and o t i i e r s who b e n e f i t f r o m such 
s e r v i c e s c o u l d be more e f f i c i e n t l y s e rved d e s p i t e t h e l i m i t e d 
r eso i i r cc i s o f rc'Ciulaticirs . 

C;ONCPIJSION: 
r;hapter 4 : 6 

While some bankers perceive an inherent c o n f l i c t between safety and 
soundness and CRA goals arid are concerned about the secondary market 
re.qui rements .;iriel/or hi.glier- t r a n s a c t i o n ciosts and smaller loan amounts 
associated with CRA lending, others have worked to overcome such 
b a r r i e r s through i n d i v i d u a l and/or c o l l e c t i v e innovative and c r e a t i v e 
i rn. t la t; i ve.-;: . Because lending and community development i n low- and 
moderate-income areas o f t e n involve d i f f e r e n t and more complex 
methods of fi n a n c i n g , successful i n i t i a t i v e s tend to require the 
cooperative e f f o r t s and expertise of m u l t i p l e f i n a n c i a l partners. 

Given the recc'ni; emphasis on CfiA reform and sparked by the need to 
remove perceived b a r r i e r s and provide a d d i t i o n a l compliance 
i n c e n t i v e s , program i n i t i a t i v e s have been taken by the secondary 
market, c|ove rumen t s, and Congress to provide f i n a n c i a l and other 
incent;ives to |;u:oniote coniniiiri .1. t y de ve.l.O(;inieii t; and r e v i t a l i z a t i o n . Tlie 

banking r e g u l a t o r s have .;i 1: p la ye .1 a key ro.l.e i n f a c l l . i . t a t i n g 
coinmunity .Lending by pr o v i d i n g educational forums and disseminating 
i n f o r m a t i o n to encourage cooperative working r e l a t i o n s h i p s among 
banks and t h r i f t s , other f i n a n c i a l e n t i t i e s , community groups, and 
various government agencies. Iri t h i s current climate of CRA reform 
and l i m i t e d government resources, the re g u l a t o r s ' r o l e of encouragii 
i n s t i t u t i o n s to meet the needs of a l l segments of t h e i r delineated 
communities w i l l be a key f a c t o r i n continuing and expanding upon 
workable and successful CRA i n i t i a t i v e s . Given the d i f f e r e n c e s m 
resource a v a i l a b i l i t y among the reg u l a t o r s , more systematic 
c o o r d i n a t i o n could help to b e t t e r u t i l i z e l i m i t e d resources and 
enhance the r e g u l a t o r s ' r o l e i n encouraging conmiunity development 
lending. 

The varied p o s i t i o n s taken by the a f f e c t e d p a r t i e s f u r t h e r 
demonstrate that the debate about how best to achieve the goals of 
conununity reinvestment i s both complicated and contentious. The 
approach embodied i n the current CRA s t a t u t e uses the levers of 
compliance examinations and a p p l i c a t i o n approvals to increase 
community reinvestment lending. The new regul a t i o n s are an attempt 
to generate b e t t e r r e s u l t s w i t h less regulatory burden. However, 
given the p o s i t i o n s of the d i f f e r e n t p a r t i e s , i t i s not clear that 
the r e s u l t s w i l l f u l l y s a t i s f y a i l of those p a r t i e s . 

MATTER FOR CONGRESSIONAL 
CONSIDERATION 

Chapter 4:7 

I f the concerns raised by the a f f e c t e d p a r t i e s should p e r s i s t even 
a f t e r the regui.ators have had s u f f i c i e n t time to implement the 
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r e v i s e d rec|u.l.a t i o n s , Congrci:;;s may w.-.int t o c o n s i d e r r e v i s i t i n g arid 
r ev i : - ; i ng t;lie ("JRA s t a t u t e t: o c . l a r i l y i t s r n t e n t and scoi^e, p o s s i b l y 
e x a m i n i n g a l t e r n a t i v e s t r a t e g i e s f o r r e a c h i n g i t s g o a l s . Such 
st; ra teg.i.es mi.jht; i n c l u d e i ii ';:eiit iv.-i:;; t o s t r e n g t h e r i [ lo:;; i t i ve-: CI-;/\ 
|;ic r l o rm.ince Ir / b - m k e i s and . i d d i t i o i i a l . .;-ii l o r c-eineri t ; i u t ; l i o r i t y l o r 
I. .igu l .;i t CCS tc' cl i :;e:oLirage i i. - i j . i t; i ve- [le i; f o rmaiice . 

AGENCY '.JOMMl'.N'l'S ANI.) tiUl: 
EVAPUATIOI-J 

Chapte r 4:8 

With regard to the "Matter for Coiigi:e,';s i.oiia.L Consideration" FDIC -md 
OCC were concerned that congressional a c t i o n before s u f f i c i e n t t li 
h.is |j:i:;;seci (:oi 
premature, .;iiic 
e: t t e c t 1 V 

i l . l i.m|.eP-:iiL-jii t.i t.i.on III t;he rev.i.scid r-egu.l.ations may li'e 
h.it furt.h-.:!- revi.sroiis t" e. (:r.;A w.i.tliout; I ...••...•cjfjac L: on tlie.-
the r e v i .sed regulations could undermine t h e i r 

implemen t a t i o n . "TS iioti-nel that the ag-sncie.s have alrt:ady agreed to 
conduct .;i f u l l review of i h-.i rov i sed rc-cju.l.a t ions h yea r.s a l t e r tliey 
are f u l l y im|;il .iinented. Wc ..igree that tlic r egulators have made 
eixfensive e f f o r t s i n r e v i s i n g t;lie regui.itions to .iddi;es.'-i the diverse 
concerns raised about the 1 fect 1 veiiess of CRA. Consequently, we 
modified the ma 11 e r f o r congressional consideration to suggest that 
Congress may w.;int to consider the re.-;;ults from Imp.lenien ta t ion of t:fie 
revised CRA r e g u l a t i o n s i n 1ts de1rberatrons as to whether the 
ob i e c t i v e s of community reinvestment are bei ng w e l l si-^rved through 
t; lle C R/-\ s t a t u t e a 11ci r e g u 1.. 11; i. on s . 

(;:'. e e lie] u 1' e i n [J r .r n t e cl e d i I; i on. ) A (;) p e ri d .1. :•: l 
COMMEN'I'S FROM 'IHE FEDERAP iJeSERVE 
SYSTEM 

(See f i g u r e i n p r i n t e d e d i t i o n . ) 

(See f i g u r e i n p r i n t e d edition.)Appendix I I 
COMMENTS FROM THE FEDERAL DEPOSIT 
IN S LI R A N C E C O R P O R /\' 1' IO N 

Chapter 4 

f i g u r e i ri p r i n t e d e d 11; .Ion. ) 

(See f i g u r e i n p r i n t e d edition.)Appendix 111 
COMMENl'S FROM THE OFFICE OF THE 
COMPTROLLER OF THE CURRENCY 

Chapter 4 

(See f i g t i r e i n [ i r i n t e d e d i t ; i . o i i . ) 
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(See f i g u r e i n p r i n t e d edii;i.on.) 

(Iiiee li.eiure; in pi. .iiited cMliti.on.) 

TPe loi.lowin.j ao: GAO's cuimients on OCC' s l e t t e r d.ited Ser'tember 2':c 
1 '19 5 . 

C;AO CIDMMENTS 

Chapter 4:9 

1 . OCC concurs w i t h us t l i . i t Congres::; defer r e v i s i t i n g or r e v i s i n g 
t;lu;: CRA s t a t u t e u n t i l al:l;er tlie regulators have f u l l y implemented lhe 
revised r e g u l a t i o n s , but OCC points out that we are not s p e c i f i c 
about, liow mucli time i s s u f f i c i e n t f o r f u l l implementation. We agree 
w i t l i the regui .;itors that tliey have made extensive e f f o r t s to address 
tfie diverse concerns rai.sed about the eff e c t i v e n e s s of CI<A, but also 
recognize t h a t i f Congress i d e n t i f i e s issues of concern, i t may want 
to r e v i s i t CRA to determine whether community reinvestinent o b j e c t i v e s 
are being s a t i s f i e d . We b..-;lieve that the r e s u l t s of the r e g u l a t o r s ' 
planned eval.ua t.i on of t;he revised regui.ations 5 years a l t e r t h e i r 
implementation coLii.d t̂ e i r v - f u l f o r any reconsideration of CRA issues 
by Concfress, but; also agree wii;h OCC that the completion of a f u l l 
examination cycle would be needed f o r Congress to o b j e c t i v e l y assess 
the adequacy of the revised regulations to address in d u s t r y concerns 
and Congress' mandate f o r community reinvestment. We fiave, 
t h e r e f o r e , modified our iii..il;t;er for Congressional corisiderat;i.on to 
r e f l e c t the need f o r a s u f f i c i e n t amount of time to implement the 
revised CRA r e g u l a t i o n s . 

2. OCC suggested that we acknowledge the value of p r o p e i l y exercised 
examiners' d i s c r e t i o n and expressed the b e l i e f that the need for 
t r a i n i n g has not been heiglitened as we rep o r t . On page 60 of our 
rep o r t , we recognize the fact that examiner judgment w i l l continue to 
play an iinportant r o l e i n CRA evaluations, and we c a l l f or c l e a r 
guidance and comprehensive examiner t r a i n i n g t o achieve consistency 
i n examinations. Also on page GO, we changed our discussion on 
t r a i n i n g from i t s need being "heightened" to "created" to ensure the 
revised CRA re g u l a t i o n s are c o n s i s t e n t l y implemented. Unless 
examiners understand how to i n t e r p r e t and apply the guidance, given 
d i f f e r e n c e s i n banking a c t i v i t i e s and community needs, examination 
consistency may not otherwise be achieved. 

3. On performance i n f o r m a t i o n , OCC pointed out that only FRB 
received and checked HMDA data accuracy but that under new j o i n t CRA 
examination procedures a l l agencies w i l l check data accuracy. Our 
discussion of the r e g u l a t o r s ' e f f o r t s to ensure that the i n s t i t u t i o n s 
they supervise maintain and submit 'accurate HMDA data i s based on our 
understanding that the regulators are required to do t h i s during 
compliance examinations. We believe t h a t the re g u l a t o r s ' experience 
i n t h i s area suggests a need to e s t a b l i s h clear guidance to examiners 
for ensuring accurate data maintenance and re p o r t i n g by i n s t i t u t i o n s , 
which OCC suggests w i l l be provided f o r i n the new j o i n t CRA 
examination procedures. 

4. OCC does not, at pre:;;ent, expect increased examiner resource 
requirements to be needed to implement the revised r e g u l a t i o n s due to 
var.Lous e f f i c i e n c i e s be.i.ng introduced to the examination process. We 
Lieilieve t l i a t more soph i. s t .Lci ted CR/\ ari.:ilysis software and t r a i n i n g 
are examples of l;he resouirces required to a s s i s t agencies i n 
suc c e s s f u l l y implementing an e f f i c i e n t CRA examination process. We 
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a l s o agree t h a t over t i m e , e x p e r i e n c e w i t h the rev.i.sed legu.Lations 
c o u l d r e s u l t i n some r e d u c t ron i n t h e t i m e r e q u i r e d t o do CRA 
e x a m i n a t i o n s , b t i t a t t h i s t; i nie i t i s u n c l e a r what e f f e c t t h i s w i l l 
have on tot-a I r e s o u r c e s dod i c a t e d t o CRA exami nat i ons, compared w i t h 
wli.;it i s recji.i i. i;e-d iincler tlic.- . :i.i r i;.-m t; r cc| u 1. a t r on:;; ancl ..eon s i i;le r i. ng t;lio 
addi. I; i o n a l r espon;';ibi 1 i t ie;= p l a c e d on exami no rs . 

OCC 1.1 i d i c:;i t; .?d i.n i t 
Department o I; . i l u s t i c e o|i 

s C'-)iiinients t;h,jt v-;e oversi;abe the .i.mpact o f tl i i i ; 
|iiii.Loii on CRA's e n f o r c e a b i 1 i t y . Our 

d i s c u s s i o n desc r i Lies t h e .hist: i c e o p i n i o n , which r e s u l t e d i n the 
regu i . a t o r s reemoving ld:om the r e v i s e d t;egu 1 a t i o n s p r o v i s i o n s t o use 
formal .an f orc-'.-im-e-n t .jicti.oiis foi; CRA co m i i l i a n c e . 

6. OCC po.i.ril;.;:d .;iut; t h a t t; i ; , i i i s , : i c t i o i i e:osts and j;. i.-o I: i. t a b i 111 y f o r 
community l o n r l lng roqu I rc; ::-:opli l.yt I c a t e d models t h a t take i n t o account 
a l l f i n a n c i a l f.ict;oi;s. W..- agree wi t h OCC a i id d e l e t e d our stateiiuviit 
on page 7 0 .iPout: t r;.iiisact;.i.cii cost:;; .iiid [i r o f ;L t .1 f . i 1 i. t; y :i.i.ricc . i t d i d not; 
r e f l e c t a l l r e l e v a n t f i n . i n . - . i a l f a c t o r s . The p r i m a r y purpose o f our 
d i s c u s s i o n o f t r . i n s a c t i o n .-osts i.s t o present; sciine f i a n k e r s ' concerris 
that; sucli c o s t s a f f e c t .i. 11:;; t i t u t; i. oris ' p r o f i t a b i l i t y and, t h e r e b y , 
s e r v e as a b a r r i e r l;o coinimirii. t y reiiivest:ment leiid.i.ng. We lie l . i e v e a 
s o p l i i s t i c a t e d model t h a t t;akes i n t o aetcount al.l. l i n a r i c i a i f a c t o r s 
a f f e c t i n g t h e p r o f i t a b i l i t y o f community loans can best be developed 
by a bank t h a t knows t h e f a c t s and c i r c u m s t a n c e s s p e c i f i c t o the 
p r o d u c t s and s e r v i c e s i t o i l e r s t.o p ros [lec t; i ve borrower:?. 

7. OCC quest; i.oiicjd t h e li.is.nr; f o r our .ila.i.iii t l i a t bankers are r e q u i r e d 
t o s e t a s i d e add.Ltional l o a n l o s s r o s e r v e s f o r coinniunity lend.i.rig 
based on examiners' assessment o f t h e sa f e t y and soundness o f such 
1 o a II s w i t h o u I: f u 1.1 y u n d e r s I; .i n d i. n g t li e i; e l a t e ci c r e d i t r i. r-; k . 'f li e 
d i s c u s s i o n p e r t a i n i n g t o .1 oan l o s s r e s e r v e s as . i t r e l a t e s t o c r e d i t 
r i s k management represent.*; t he o p i r i i o r i s o r views of some bankers and 
coniniunity group:;;. On pages 7 0 and 71 o l t h i s reiDort, we a t t r i b u t e 
t h i s d i s c u s s i o n t o t l i e s e p a r t i e s as a s a f e t y and soundness concern 
about CRA l e n d i n g , and on page 71 we s t a t e t h a t we d i d not 
i n d e p e n d e n t l y v e r i l y t he accuracy o f t l i e s e c l a i m s . 

(See f i g u r e :in p r i n t e d e d i t i o n . ) Appendix IV 
COMMENTS FROM THE OFFICE OF THRIFT 
SUPERVISION 

Chapter 4 

(See f i g u r e i n pr.i.nted e d i t i o n . ) 

See comment 1. 

(See f i g u r e i n p r i n t e d edi I; Lon.) 

(See f i g u r e i n p n i n t e d e d i t i o n . ) 

Sece comment 8 . 

(See f i g u r e i n p r i n t e d edi. t i o n . ) 
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(See f i g u r e .In [ m i n t e d e d i t i o n . ) 

Tile rollowiiiq ar.: GAO' 
1 9 9 f, . 

;:t'mmc ri t on fi ' l 'S ' l e U ; e r d a t e d Seritember i ; 

GAO COMMENTS 
C l i a p t e r -1 

OTS suggesl;cjd we add a s t a t e m e n t t o round out t he d i s c u s s i o n on 
cje 3 o f t h e e x e c u t i v e summary t h a t the r e g u l a t o r s acknowledge these 
i ree cha .1. .1. cnc]e :•; .nid a re wcji.-king t o g e t i i e r t o ..icldiess t l i em. We 

ve OTS' p o i n t i s made t h r o u g h the agency re:>ponses and o u r 
oiiunorits t;ei thee';;e rc;s[jcnsi:-:i . 

I . 
pa 
I; 
b-i'l 

Wc 

2. O'I'S p o i n t e d o u t t h a t v a r i o u s s e c t i o n s o f the d r a f t r e p o r t 
i n d i c a t e t h a t not a l l i n d u s t r y problems can be addressed t h r o u g h 
r e g u l a t i o n s and suggested we p r o v i d e a c l e a r e r e x p l a n a t i o n o l t h 
problems addressed and not addressed i n the r e v i s e d r e g u l a t i o n s , 
acknowledge, on page 54 o f the r e p o r t , t h a t t he r e g u l a t o r s ' d r a f t 
r e g u l a t i o n s i n c l u d e d prov.i.sions t o use f o r m a l enforcement a c t i o n s , 
such as cease and d e s i s t o r d e r s , t o e n f o r c e CRA compliance. However, 
we a l s o p o i n t out tLiat i n December 1994, t h e Department of J u s t i c e 
i s s u e d an o p i n i o n t h a t CRA d i d not g i v e r e g u l a t o r s l e g a l a u t h o r i t y t o 
use f o r m a l enforcement a c t i o n s t o e n f o r c e CRA. We do not take i s s u e 
w i t h t he r e g u l a t ; o r s ' propo:;;al nor do we t;ake i s s u e w i t h J u s t i c e ' s 
o p i n i o n . I'he r e s u l t , however, i s t l i a t the bankers and community 
ciroups conceiais .;ibout CRA enforcement; were 
r e c] Ll 1 a 11 o n;-:; . 

not adcires,';;ed i n t;lie fina.l. 

3. OTS suggested t h a t our sta t e m e n t t h a t t h e r e v i s e d r e g u l a t i o n s 
have i n c r e a s e d examiner r e s p o n s i b i l i t i e s , h e i g h t e n e d t h e need f o r 
comprehensive examiner t r a i n i n g , and i n c r e a s e d t h e amount o f 
re s o u r c e s needed t o e f f e c t i v e l y complete e x a m i n a t i o n s may be 
premature due t o t h e e f f o r t s OTS i s u n d e r t a k i n g t o address those 
i s s u e s . I n our d i s c u s s i o n o f re s o u r c e r e q u i r e m e n t s under t h e revi.sed 
r e g u i . a t i o n s , we p o i n t out i;li.;it examiners have a d d i t i o n a l , 
r e s p o n s i b i l i t i e s which may i n c r e a s e OTS' examiner r e s o u r c e needs. We 
b e l i e v e t h a t more s o p h i s t i c a t e d s o f t w a r e , t r a i n i n g , and o t h e r s i m i l a i 
t o o l s a r e examples o f the a d d i t i o n a l r e s o u r c e s t h a t w i l l be r e q u i r e d 
i f r e g u l a t o r s are t o s u c c e s s f u l l y a c h i e v e t h e a n t i c i p a t e d 
e f f i c i e n c i e s i n C I ^ e x a m i n a t i o n s . The r e g u l a t o r s are i n i t i a t i n g 
a c t i o n t o implement new proced u r e s and make t h e i r CRA compliance 
systems more e f f i c i e n t . However, i t i s not c l e a r what impact such 
a c t i o n w i l l have on e x a m i n a t i o n t i m e and re s o u r c e needs. 

4. OTS p o i n t e d o u t t h a t t h e r e g u l a t o r s have agreed t o conduct a f u l l 
r e v i e w o f t h e r e v i s e d r e g u l a t i o n s i n the year 2002, 5 years a f t e r 
t h e y a r e f u l l y implemented. We b e l i e v e t h a t t h e r e g u l a t o r s ' p l a n t o 
conduct a f u f l r e v i e w o f the r e v i s e d r e g u l a t i o n s i s a p o s i t i v e s t e p . 
The r e s u l t s o f t h i s r e v i e w c o u l d be u s e f u l f o r any r e c o n s i d e r a t i o n of 
the CRA by Congress. 

5. OTS expressed concern over our sta t e m e n t on page 19 t h a t t h e f a i r 
l e n d i n g laws o v e r l a p w i t h CRA. Our d i s c u s s i o n of t h e f a i r l e n d i n g 
laws and t h e i r r e l a t i o n s h i p t o CRA has been m o d i f i e d . We d e t e r m i n e d 
t h a t t h e use o f t h e term " o v e r l a p " may d i s t r a c t t he re a d e r from the 
major p o i n t o f the s u b s e c t i o n , which i s t o p o i n t out t h a t t h e 
o b j e c t i v e s o f t h e laws and some o f t h e t o o l s used t o e v a l u a t e 
compliance w i t l i them are s i i n i l a r . 

6. OTS s t a t e d t h a t our d i s c u s s i o n of the OTS s p e c i a l i z e d compliance 
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exanii na t .i. on [;irc)cp:aiii d i d not. a c c i . i r a t ' i l y r e f l e c t the developunent o f 
t h a t p r o g r a m . D i s c u s s i o n of t he OTS c o m p l i ance program on page 21 
has f ieei i cl iariged tci ref l .ec : i t l i e :;:u'gc|e.s t e d c l .ar i. f i cat i .cjn of the 
procjram ' a dev';lc,|.>ment. 

7. (I'l':;; si.i:|ge.st...:cl t l i a t .m t d.i. :::cLi:i:;n.en (.n p,;,gc 33 o t th..- i eg u .1. a 1; o i s ' 
use c-1 uii f o L cciiie-nt ,;i c t i <;> n l . c . i r CRA. v i. cd .;i t i oris i m p l i e s t l i . ; i t the 
rec] Ll 1 a t o r-s s h o u l d have tak ' -n mo re ;;; i: r.i. i r j e r i t a c t i o n s . 'I'lic purpose o t 
.our d i s c u s s i o n o l enforcement , a c t i o n s i.s t o o l i j e c t i v e l y imeseri t t l i e 
f.;i.;:ts. I t .-loe::;: no t at:tenii..t- t o ne-ik.? an a s :ies snieri t; o f what; r-egu i.a tor:-; 
sl iou I d dcj . 

8. (.)'1S i j o . m t e d o u t t h a t we i r i C ( j i ; r e c t l y s t a t e d t h a t i . t does not t r a c k 
i 11 f o r ma 1; i.-;iii on .^i i f orcein.m t. . i c t ion : ; ; t h a t i .nclude CRA vio.L.;i t i o n s . We 
changed our cl i :;;C:LI:;,S i o n o f O'LS' use o f e n f o r c e m e n t a c t i o n s f o r CRA t o 
re:|;Mect; t he i n L"o i;ina t .1 eu i |.'rc v .i cleid . 

9. OTS was coii.;:cn-ned t:l-iai; OLir d i s c u s s i o n , on page 63, of t l i e 
r e g u l a t o r : ; ; ' SLICC:CISS i n e:-;.;imi ri ir i ' , ! t h e i r i ns t i t ut .i.ons f-or ('RA 
comp 1. i a I ici-j was m i s l e a d i n g and d i i l no t .--n 1; f i c i e n t Ly d i f f e r e n t i a t e the 
[ ler f orni<;ince o L' t l i e r eg u l a t; e-r:'; i n the same way as was done i n o t h e r 
s e c t i o n s o f t l i e r e p o r t . fii.ir d i s c u s s i o n o f i:lie r e g u l a t o r s ' succes:;; i n 
e x a m i n i n g i n s t i t u t i o n s w i t h i n a 2-ye-ar t i m e f rame was meant t o make 
t h e p o i n t t l ia t ; tihey liave not; been suc-cessful . i.n e x a m i n i n g a l l o f 
t f i e i r i n s t i t u t i o n s w i t h i n t h e i r . ; : s t a b l i s l i e d t ime f rames under the 
c u r r e n t CRA r e g u l a t i o n s and t ; l iat th.i.s p.rol.-)leni coui.d worsen under i;lie 
r e v i s e d r e g u i .;i t; ion:;: i n l i g h t ; o f .1. nc r ea sed e x,;im.i. tie r re:;; |:M;)n s 1 b l 111 i es . 
The f i g u r e s p r o v i d e d by OTS i n i t s comments, t h a t i t c o m p l e t e d 90 
p e r c e n t o f i.t.-;; r.-'c|ui.red ie:-:ciniiri.-i i; i'aris i n 1 0'.)2, '.'1 p e r c e n t i n 199.i, and 
89 [ l e r c e n t i n lLi';t4, i n oui;- v i e w , :;;uppor-t t h i s p o i n t . 
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worg done by the committee In brlnpln^ 
this matter to the Senate floor^ 

1 a.?a.ln. thank Chairman D AMATO 
for' his akil lf ir l work in developing the 
legislation to this point and brlngtn? It 
to the noor of the Senate. 

Mr. president, 1 yield the floor. 
Mr GRAMM addressed the Chair. 
Tha PRESroiNG OPPICEE. The Sen­

ator £rom Texas. 
it.T((Ir:i^GRAMM- M r j President, let me 
"add"my voice to those who tave con-
n-atulaced Senator D 'AMATO and Sen­
ator SAABANXS for this b i l l . I believe 
wa liave put together a ?ooa QlU. I 
thlnls: I t iB a dranmtic Improvement 
over tha House bm. I t does, for the 
first time, in an eCrectlve manner beeln 
to look at capital requirements and 
safety and soundness, and. in doing so, 
I t w i l l dramatlcaUy improve the quaJ--
Ity and r«gnlatlon of credit unions aU 
over the country,.I think those who are 
part of the credit union movement 
want people to know that their depos­
its are safe, sound.' insured, repulated 
and protected in the saverB' Interest. 

Second, the bUl. for the first time, 
begins to put appropriate U m l " 011 
amount of huslnoss loans that credit 
unions can make. There are those who , 
believe, and I happen to be one ol them, 
that .credit unions were chartered to 
orovlde consumer credit to their mem­
bers aa part of a cooperative effort. A 
dramatic movement of credit unionis 
Into commercial lending would cir­
cumvent the Whole intent, of the credit 
union movement, and in my opinion, i t 
would be a negratlve factor on the 
progrees of the credit union movement. 
In this bm.. we for the Qrst time set 
Umlts on the amount of credit union 
assets that ca4i Into commercial 
loans- That Ifl a very positive etep. 

We deal vrlth the common bond issue, 
and WB settle once aod.for all the prin­
ciple that every American ought to 
have the r lffht to Join a credit un lo i t -
not any credit union—but join a crtdit 
union within an appropriate Held of 
memberthlp. I t my view, and I believe 
S ^ w e acMeve thla.wlth thla bm. that 
I t should be possible for every Amer­
ican cldzoa to f ind an apprapriate i le ld 
of membership by which he or she can 
aaaoclAte wi th other*, and have_axeo^_ 
portunlty to join a credit union. * a ^ ^ 
^ l a t e wi th that credit union i f they 
choose to do I t . .v~„t-

Those are tho positive things about 
this b i l l . I am a atrong supporter of the 
b i l l . I intend to vote for this Dl^l-
there la one provision in the b i l l to 
which I am very stronply opposed-

In thla bin. for the f irst time ever, we 
begin to have the Federal Governmeat 
direct credit unions as to ho w they w i l l 
ase their members' money. In this b i l l , 
for the f l i t i t time ever, w« begin the 
process of teUlng credit unlonfl that 
the govemment la going to aUocate 
some of a credit union's resources to 
promote a "public purpose, even 
though I t may not be the purpose of 
credit union members. I believe that 
not only Is this very bad and d^eerous 
public policy, but I think the .logic of I t 

is totally inapplicable to credit unions 
and the credit union movement. 

The name—it is a wonderful aoundlnij 
name for a program that has nothing 
to do with, any one word In the name— 
Is Community Reinvestment Act. In 
this bi l l , for the Hrst time ever, we 
apply In three different ways this Fed­
eral mandate and credit allocation to 
credit unions. 

Let me explain why,:,desplte a l l the 
arguments you can mala on the merits 
or demerits of the Community Eein-
vestment Aot. why I t does not b«lonp 
on this bUL 

Credit iin<f»Tiq are voluntary, private 
associations. They are nonprofit org â-
nlzationSi They are tax-exempt organi­
zations. They represent a collective ef­
for t of membero. to pooi: their savings 
with a common objective.,They pool 
their savings and they lend to each 
other, tha members of the credit union. 
I n doing 80. they: perform a cooperative 
credit, function., in many cases, they 
provide credit that would not be avail­
able, certainly at rates that would not 
be available. In many cases, to the con-
sumerj , , 

They are not in the buslneas of pro­
moting any broad, general ^purposes, 
auoh as the general'welf&J* of the coun­
t ry or tho-communlty. They are amaU, 
private asaoclaUonfl that are organized 
for the purixiHo: of promoting the wel-
far« of their membero. The whole pur­
pose Is to pool niokelfl. dimes and dol-
laxB to build a cash base that can be 
lent to members :for • things aach aa 
baying a new oar or new truck, buying 
a new tractor. . ' ' . ' . „ i„ • 

The objective of tho credit union is 
to promote thff interest of credit union 
membfirs. I t la not a for-proflt organi­
zation, and there Is no logic to apply­
ing to I t a provision of law where the 
Oovemmant adds an addiUonal man­
date that the credit unions shoxild di­
rect the money of those members to 
support aome end. other than the well-
being of the people who put up the 
money in the first place. 

Let mfe explain how thla works, and 1 
want to read you- eomp languag»--ln 
my mind, shoclclng language-thAt has 
been Included In this bUl in th^ House, 
and language that I beU«ve should be 

"removed 
In th* b i l l , the House has set up tills 

redttirement for a Federal mandate and 
capital allocation that goes by the 
name of community reinvestinent. I 
wUl ta lk m a moment as to why this 
provision has nothing to do with com­
munity or reinvestment. 

Thla b i l l mandates that credit unions 
conform to thla Federal capital alloca­
tion. Here Is how I t Is deflned, and her« 
Is basically how i t works: 

In three different places, we have a 
reference to I t i n the bUL The flrst way 
that the b m would measure whether a 
credit union is complying with this 
Federal mandate allocating their i»em-
bers' hard-earned money Is on page 53 
In new section 215. In subsection (b). I t 
iB set out that credit unions , have to 
comply with this community reinvest-

P.ld2/28 

ment and that in dotap so, they wUi be 
regularly evaluated by the Federal 
Government, and their record win be 
looked ac to see if the credit union Is 
"providing"—I wane you to remember, 
that is "lng"—". . - providing afford­
able credit anion services to ail indi­
viduals of modest means . - . withm 
the neld of membership of the credit 
union. . . ." , , • 

In other words, in thla section, the 
Federal Government will evaluate 
whether or not this credit onion, in 
making loans, in allocating the money 
of the people who have joined the cred­
i t union, la providing affordable serv­
ices—and I don-t know how you define 
"affordable." I think I know how you 
define "providing;" you test whethei 
they are actually doing i t , although 1 
could imagine some very intereatlnf 
and Intrusive «aethod3 of testing thai 
the ree\ilatoro might conjure up. But 
.the teat of "providing"' can be a verj 
rigorous teat, since the standard Is noi 
whether the credit union is offering lb 
services, i t Ifl not whether they are try 
lng to do i t . Tbay are required lo do U 
They" are to be "providing"—you ar 
evaluating whether they are " . . - pro 
viding affordable credit union service 
to , i i l l individuals of modest means . 
within the field, of mambershlp of th 
credit union." « 1., , 

You need , to understand, Qeld t 
memberahlp and membership^ are cw 
different .things.,A qredit union conslc 
era Itself Bucceaafnl,if i t is.able to gc 
about 20" percent of , tha people wh 
could Join l i a t credit union to Join 1 
So that la', any-neld of mambershl; 

• normally about 80 percent of the peop 
in the field of membership who were t 
vlted to loin the credit union, who we. 
invited to put .up their money, sa 
"No. I ,don't want to Join your cred 
union- I.don't want to put my mont 
Into your credit union." But the flr 
provision of this b i l l requires that t 
credit union, to comply with this i t 
on Federally mandated, capital alloc 
tion. must bo " . - . providing affo: 
able"—*iid where are these *erm8 c 
fined? Nowhere—"credit tinion aervlc 
to a l l individuals of modest means . 
wlthln-the Held of membership." 

Now. I do not believe we ought to 
forcing, credit _unlon membeiB, who i 
ttp tfaslr own money^ to" provide se: 
icea to people that bad an opportun: 
to join the credit union but decided i 
to Join i t . I th ink that violates ' 
whole spirit of the credit union mo 
ment because a credit union Is a 00 
erattvB. and I f you want credit un; 
Barvicea. you Join the credit union. ̂  
oaxUclpate in putting up the capi 
and you apply for loans or servi 
from the credit union-

The second evaiuaUon haa to do v 
community credit unions. And t£ 
Rre credit unions that serve an en 
community. This second provision 
auires that credit unions are m 
lag"—not trying to meet-and pK 
note, the law does not sajr that 
"offer" services, that you offer au 
able" services, whatever that mean 
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that you "provide" i t . sources from credit unions. Here is how 

P.03/28 

S8967 

Nowr^Che second reference Is, that 
ou axe "meeting the credit needs and 

credit uflion service needs of the entire 
field of membership of Che credit 
union." That Is on page 59—"the entire 
field of membership: •* ' *" 

So .again, you ai-e In a community. 
This l i t t le credit union Is providing 
ser-vlces to people in a town with 5,000 
people; roughly 20 percent of those peo-

It works. And I am going to give you 
some examples. And you are going to 
be shocked by these examples. 

What happens is that Deriodically 
you have this evaluation that Is made 
public, and whether or not the evalua­
tion Is satisfactory, you have a group 
of people who show up from various or-
e^wiixatlona to tell yoa how to use your 
resource for their benefit. ACORN is 

the merger. That would ba a vary Inter­
esting Inquiry. 

Next. California First Bank commit­
ted ^hat 60 percent of th« employees 
placed in middle and senior manage­
ment pofiltlona within the nc.^t S years 
would be minorities and women. And 
finally, they committed to aDcoint 
three minority and -^omen directors. 

That Is what they had to do-in order 
to get the right to merge with another 
bank. Now, listen to this next one. — . 

Sumitomo Bank of California—now .1 > 
do " not knowl^but ' I guess tha t ' 

pie have joined the credit umon. But very active in this effort and there are s ^ t o m o Bank is a Japanese afflllate.. 
this law requires that they provide "af-
fordable" services—whatever that 
jyjeajis__to people who did not even join 
the credit union. How can that be 
right? Clearly, in my opinion, i t cannot 
be r ight . 

Now. the third case, very aimllar to 
the first, except the language gets even 
more grandiose. Imagine writ ing a Fed­
eral law where you can threatan the 

many other organizations, I t Is a grow­
ing" industry—they show up at the bank 
and they say, "You're not meeting 
your CRA requirements. And here are 
some things we want you to do. And i f 
you' l l do these things, then we wi l l say 
that you're meeting these require­
ments, and we wi l l stop protesting for 
now.'' 

I t works like this. You have a bank 
deposit insurance of a credit union and who may have a perfect record on CRA 

'- ' " r e q u i r e m e n t s , but they want to merge 
with another bank. Even though they 
nmy have never had anything other 
than an exemplary raittng, protesters 
^an enter the process and challenge the 
merger on tha - grounds of community 
reinvestment and cost the banks mll-^ 
lions of dollars, because of the delays 
that their protests causeT" 
"T^ow. let me give you two examples of 
where this has occurred. 

The l l rs t 1, w i l l refer to happened in 
1989̂  i n Califomia, And let mo aay, Mr. 
President, I t Is hard to get banks to 
ta lk about this. I.racently spoke to the 
CEO of a major Fortune 500 company, 
and.I mentioned to klm an effort I am 
supporting, an effort Senator SHELBT ia 
undertaking to provide CHA relief fisr 
small community banks. When I men­
tioned CRA, he wid , ' 'It 's extortion." 
I f I called him up and asked. "Could I 
use your name?'* how many- people who 
are being extorted want their name 
used? They do not. They are afraid to 
have their naxna used. When a CEO of a 
Fortune 500 company In America Is 
afraid-to cay his mind publicly, to ex-
pose extortion, something is wrong iu 
America. 

Npw. let me give you my examples 
"aid TjITer" iny~ami9ndnient, and then we 
w i l l d<iiate .this agaiu.on.Monday. 

put i t completely out of business. I f i t 
does not have Federal deposit insur­
ance, I t Is not going to be able to oper­
ate. This law applies to both Federal 
credit unions and State credit unions, 
as long as they receive Federal deposit 
insurance. 

Listen to this language. You have 
regulation to see i f the credit union is 
"satlsf^torlly"—satisfactorily, mind 
you—"providing." "affordable"—I do 
not know how you define these terms. 
I have discussed "pro-vidlnK.'* The cred­
it union 1B actually doing I t . I t Is not 
"offering" services; i t Is "proyldlng". 
them. services are being accepted and 
received, not just: offered. '-'Satlafac-. 
tor i ly" is an undaflned term, satisfac­
tory to whom? "AHordable"" is unde­
fined and undeflnable —that the "cred­
i t union is satlafactorlly providing af­
fordable credit union services to a l l in ­
dividuals of modest meattS wi th in the 
fleld of membership of the credit 
union." whether or not they Join the 
credit union In the f irst place. 

Mr. President, this provision does not 
belong m this bUl. This provision is pi­
racy. This provision came about be­
cause we have a crisis i n the credit 
union movement because of the court 
ruling, a crisis which requires congres­
sional action. And what those In the 
House, who put this provision in tha 
b i l l , have, i n essence, said Is, that i n 
order to resolve your crisis, you have 
to pay tribute. And the tribute you 
have to pay is that we are writ ing a 
provision of law which says that every 
year you wlU be evaluated by a group 
of Federal buraauorata who w i l l deter­
mine whether you are sadsfa/itorily 
providing affordable credit union serv­
ices to people who are not even mem­
bers of the credit union. And then they 
w i l l pubUsh their flndlngs. 

Now. what does this produce? What 
this produces la a situation where you 
literally—I am going to use aome 

word of It^chls produces a situation 
where literally you have professional 
protesters who e.ttort resources from 

I th ink I t ' is; relevant , because , I want' 
you to piit yourself in this position. •* 
Let ua assume that an Ohio bank had ̂  
opened an afflUate in tlie Dominican 
Republic and that some govemment 
agency there had said that, "You are_ 
not. meeting your CRA reQUlrements."-^ 
And then they published that, and then_;-' 
a'group of peopla came to the bank and ^ 
said, "We want you to do some things. 
80 that we then w i l l tell the govemru 
ment that you are meeting these re­
quirements." Let's see what the things 
were that our Qovemment in effect 
forced this bank to do. Let ma read to 
you what th«y. did. 

No. 1, J500 million was committed to 10 
CRA-related. loana. No. 2, the bank 
committed to spend 2 percent of In­
come on charity, nonprofit organiza­
tions, with two-thirds of the money 
going to inncr-city development, this 
being cash, grant money. No. 3. the 
bank committed to appoint minority 
board members. No. 4, the bank agreed 
to appoint a paid flve-member minor­
i t y advisory board to consult with 
management. And, No. 5. the bank 
agreed to give 20 to 25 percent of out­
side contracta to minority-owned ven­
dors. 

Now i f that happened to an Ohio 
bank operating In the Dominican Re­
public, what would you call it? I would 
call I t extortion. That is what I would 
call I t . I would call i t extortion, or 
maybe even expropriation, a taking of 
private property. 

Now, how does something like that 
happen? How i t happens Is that we let 
people write into law provisions like 
"satisfactorily providing affordable 
servicea," •wlilcK~h6"ohe"oair'dBflne7no~ 
hody knows what I t means, and i f you 

C!altforni»..ItoitlJBaiik wante ^iave to comply—a regulator that is 
to jnftPS^^wlth'UnloJTBaa^But^ to let protest groups file ohjec-
they^8QUght-to-merge;?Qppo£:tlo^ to hanks merging, for example, 
tOdg«d~tinde^rthe^CRA.''P;iiro\di^ simply the ability to hold that 
banking law.'and lii 'order^r'thwjrpro^^.^ up—they are able to extort re-
tests'to^'beTwlthdiHawn'so *tbat sources. 
couldbe"fcnded"iuid the'morgereould'go''> Now, I could go on for quite a while 
forwSid;"liere'i8'wliat"^'CalIfo^ add to the list. For example, when 
BaJik~agTeed^to:'^0nert'5Tncrease'^u^ Hi^nif r)|̂ e wanted to mere^ w^^^ First 
cha8i8s"~frdm'^womeit"!in what do yoa think hap-
owned vendbre^to^^^pe^nt • of pur- 'pened when they filed that merger? 
o h a s e s ^ t f i i n j i B next5 y e j ^ . What happened was. they had a group 
they "aeMed^to" giv^^ of .protesters who showed up, who filed 
ialbUtibnsTtMsh""^^^^ boilerplate objection which could be 
the amount of 1.4 pecbehti^C^i^^ In" drawn up in 15 minutes by any lawyer 

_ _ _ _ 198S and 1.5 percent Of income in'1990.' ' who deals In this area. I am sure the 
stronff'lan^age here; Ind I mean every h - Now, I do not know this, but i f I were bank president said. "Well, we have an 

• •• a U.S. attorney in that district, I would exemplary CRA record. ine 
go look and see if they &a.ve those con- protestors said, "We have objected to 
tributions to the proups that protested your merger." 
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So weeks g-o by. time ?oes by, and 
this is che Woodstock Institute that 
objected lu Chicag-o—I better be careful 
to get the name ri?hc—yes. in Chicago, 
the Woodstock Institute objected. So 
what happens in such cases? The bank 
ends up allocating- the resources of Its 
stockholders in order to eliminate the 
objection Just to be able to move' for­
ward with Its business. 

Now. let me read a quote to Just show 
the arrogance of these people who we 
are empowering under these laws. For­
give me If I get a l i t t le excited about 
i t . but I t Is the kind of practice I hate 
worst. This comes from the proposed 
merger of NationsBank and Bank of 
America. They have received outstand­
ing CRA 'gradea_-hut In spite of their 
unprecedented ^iSO billion CRA pack-
aifes of loans and services rn Innar r.it-
les, et cetera. CRA actlvista are raising ] 
pretests against the mergerj One"of the 
activist leaders has said the follow­
ing—remember, this la about banks 
that have exemplary CRA records, at 
least according to the Government reg­
ulators who regulate this activity. 
These banks have exemplary records. 
But here Is what the protester said. 
"We wil l close dov»n their branches and 
ensure they fal l in California." That IK 
what they said. "'We wi l l close do-wn 
their branches and ensure they fal l In 
California. This is going to be a street 
Qght and we're prepared to engage In 
I t . " 

Do you know what this reminds me 
o r This reminds me of a l i t t l e Immi­
grant storeowner. He and his wife and 
three children are running a. l i t t l e 
store, and these great big hoods come-
knock on his door. They come in. and 
say, "Somebody could do you some 
harm. There might be people who could 
come and break in your store, steal 
your goods. They might beat you up: 
they m i g h t break your arm. But I wi l l 
tell you what we wi l l do. I f you wi l l 
pay us 5 percent of. what you eam tn 
this store, we wi l l see that nobody 
comes and breaks your arm." 

That Ifi what this reminds me of. 
That Is exactly what thl8> reminds me 
of. 

Now, I don't Uke the fact that lc Is 
—going oa^-Some^y- twi l l get_rii.Qf i t - . 

Some day this Is going to he. gone. I In­
tend to speak out oo this for so long 
with such great passion that In good 
time Congress Is ultlinately going to 
rise up and stop this. That Is not l ikely 
to happen here today, but some day i t 
wi l l happen. 

What I don't want to do is, I don't 
want to start this business with credit 
imions. Now, I am sure that , we are 
going to hear from someone who w i l l 
say credit unions don't support this 
amendment. Well, the credit unions 
have been told, "You support the 
Gramm amendment, and maybe your 
hil l won't get passed. You support this 
amehdment. and maybe the President 
won't sign your b i l l . You support this 
amendment, aiid maybe i t wil l mean 
endless delays." Now, that is like say­
ing to someone sticking a gun to your 

temple, saying, "You feel good about 
things, don't you?" 

We wtU vote on this amendment on 
Monday afternoon. 

I don't want credit unions to have to 
be evaluated on whether or not they 
are providing satisfactory, affordable 
services to people who didn't even join 
tha credit union. 

AMENDMEtJI W. TO^ 
(Purpose; To strike -pirovialons raquiring-

credlt unlOQS to uae the funds of credit 
union members to serve persons not mem­
bers af the Credit union) 
Mr. GRAMM. Mr. President, as a re­

sult of not wanting that to happen, I 
send this amendment to the desk to 
strike these provisions, aud I ask for 
Its Immediate consideration. 

The PRESIDINO. OFFICKR. The 
clerk wi l l report. 

The hi l l clerk read as follows: 
The Senator from Texas [Mr. GRAiCM] pro­

poses an ameadment numbered 3336. 
Mr. GRAMM. .Mr. E>rpaldent. I ask 

unanimous consent that reading of the 
amendment be dispensed with. 

The PRESmiNG OFFICER. Without 
objection, i t Is so. ordered. 

The amendment la as follows: 
Strike section 204 of the bill ajid renumber 

the sections accordlDKly. and beglnoinr on 
4$. line 24*. scrllce all thronph. cage 46, 

Una 4. aJlC redeslgTiAta subpHraffnph 
(F) on p&ge.46 as subparKsraphs (I>) and (E). 
respectively. • 

M r . G R A M M , M r : President, i t is m y 
understanding this wi l l ba the Qrst 
vote we have on Monday. I t is also my 
understanding than there -will probably 
be an hour set aside so each side w i l l 
have 30 minutes to debate the amend­
ment. Rather than stay around today 
anri debate It , I wlU use my 30 minutes 
on Monday. 

I r.hanir piy colleagues for their In­
dulgence. Thla Is an important amend­
ment. We ought not to add these oner­
ous CRA pro-visions to credit .unions, 
which are. investor owned, which are 
set up as cooperatives to serve the i>eo-
ple who are members. 

Imagine, for example, in New York, 
where you have a credit union that was 
set up so cabdrivers could save their 
money and lend i t to one another, and 
the .loans, then, would be made t5_buy 
a MsdaUlon so somebody" could b-wn" 
their o-wn cab. 

Now, with CRA, the Federal Govem­
ment comes in and says, "Hey, how 
many loans have you made to people 
who aren't members of your credit 
union who could have been—they are In 
your fleld of membership, but they 
didn't choose to Join your credit union; 
how many Medallions have you helped 
them buy?" 

So Joe Brown, who put money Into 
the crpdit Union for 15 years. Anally 
gets to the point where he thinks he 
caa buy his Medallion, but because of 
this provision, the credit union has to 
take Joe's money and lend i t to some­
body who never joined tha credit union, 
never wanted to he in the credit union. 

I f you can defend that, good luck. 
I yield the floor. 

The PRESIDING OFFICER. The 
ator from South Dakota. 

Mr. JOHNSON. Mr President. I r 
to address the overall issue of the leg 
lation before the Senate. H.R. 1151. 

I want, first, to commend Chalrrr 
D'AMATD and the ranking memb 
Senator SAiiBANES. for their help 
this legislation getting to the floor 1: 
timely fashion. 

I w i l l not address che Issue raised 
my colleague from Texas. I know thi 
are others who wil l want to talk abc 
that at much greater leneth. 

There is an underlying legitimate ' 
bate there about whether an Indus: 
that benefits from Federal Insuran 
Federal regulation assuring that Ind 
try's sUblli ty and long-term vlablll 
should. In tum. have to commit Itf 
to making investments back Into 
own community or not. That debi 
can go forward. But I want to u 
briefly about the underlying b i l l . 

As we al l ; I think, understand, I 
lowing the Supreme Court's decls 
earlier this year, the credit un 
membership of some 20 million ere 
union members all across America ^ 
been In some'Jeopardy. There was ) 
t lally legislation offered in the ot 
body that was designed Simply to ov 
t u m the' Supreme Court decision, ". 
Other body.chose not'to do that. Net 
theless, they did reach a coniprorr 
b i l l that paaaed In April on an ov 
Whelndngiy vote of 411-8.' 

Following that debate, and passagi 
that legislation,., the Senate Bank 
Committee took up our version of cr 
i t Tuilon legislation, -with the. unc 
standing that prompt action was 
fkct needed; But again, rather tl 
simply choosing to oyertum the 
preme Coiirt decision and rather ti 
simply choosing to'pass the I'eglslat 
passed In the House, the Senate Ba 
lng Gonmilttee crafted Its own vers: 
strengtheiilng significantly the ) 
guage of that original H.R.-1151. 

Now. there Is a corapromlse Invol 
here. Most Members In this body, 
many.Americans, are members o f t 
credit iinlons and banks. I t is Imj 
tant that they both ba viable, str 
contributors to our national econo 

•"irhas' al-wayS"been^-and i t Is the nai 
of compromises—that some wil l 
away not entirely satisfied, but, on 
other hand, we can reach that balfl 
that Win allow both the banking 
credit union industries to go forwar 
a fair and, competitive fashion. T 
oe'rtalnlyj: at least, is th© goal of 
legislation. 

So in.the course of crafting this 
we were able to arrive at blpart 
agreements on the level of restrain 
expansion of credit unions that oi 
to be put Into legislative langu 
There are some who would rather 1 
no restraint whatsoever; others wi 
rather have much greater restrain 
what definition of "common ifond 
used. We did reach a level of restr 
in our legislation that, for the 
time, now exists. I think perhaps, i 
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Mr. President, so i t is my under­

standing that after the defense author-
ation bi l l is considered tomorrow, wa, 
1 the early aiternoon. wil l move to the 

mtemet Tax Freedom Act. There -wlU 
be a number of relevant amendmenta. I 
ballavo ttiey can be worked out. Includ­
ing the Bumpers amendment. And I be­
lieve that we can move forward and re­
solve this very importajit b i l l very rap-
Idly. 

I thank my friends on both aides of 
the alale. I undaratand there are 
strongly held views. I believe those 
views wil l be given the consideration 
they deserve during the debate on this 
very important place of legislation. 

Mr. President. I yield the floor. 
Mr. GRAMM addressed the Chair. 
The PRESIDING OFFICER. The Sen­

ator from Texas. 

FINANCIAL SERVICES ACT OF 1998 
Mr. GRAMM. Mr. President. I came 

over this . evening to speak briefly 
about BLR. 10 and where we axe' in our 
efforts to bring that important bi l l to 
the floor of the Senate. I want to ex­
plain to our colleagues the concems I 
have—those concems are shared by 
Senator SHELBY and by others—and ex­
plain the compromise that we have 
proposed In tho hopes that those who 
are for this Important b i l l wi l l prevail 
upon those who are holding back on 

-caching a compromise on a key issue 
the b i l l , and who by doing so are 

iopardizlng enactment of this imppr-
taut legislation. 

Let me try, as briefly as 1 can, to lay 
out where we are In terms of the par­
liamentary situation, what the issue is 
that la oontested In this parliamentary 
maneuvering, why that Issue Is so Im­
portant to me, and what we can do, I n 
my opinion, to resolve I t . 

First of al l , thajaks to the great lead­
ership of Senator D 'AMATO in the 
Banking Committee, we have put to­
gether a comprehensive flnancial mod­
ernization b i l l . While there are s t i l l 
parts, in my opiriiou, that need to be 
changed. I t Is a good bi l l . There are 

SOunca innocanc anough. In fact, per­
haps it soujzds good to the ears of 
some. That is the so-called provision 
for community reinvestment. These 
are provisions of law Chat were adopted 
without a whole lot of debate in tha 
late 19708. The objective of these provi­
sions of law was to force banks to lend 
money in the communities In which 
they were operating. The assertion was 
made that there were a lot of banks 
that were simply taking deposits and 
using them In oijier areas of the coun 
try and that, therefore, there ought to 
be a provision of law to require banks 
to meet the lending needs of their local 
communities 

Now, the purpose of the Community 
Reinvestment Act, or CRA, was to es­
tablish a procedure for an evaluation of 
whether or not banks were making 
loans In the communities where they 
were chartered or whether banks had 
simply become deposit takers and were 
taking those deposits and making 
loans somewhere else or buying govem­
ment bonds or whatever other activi­
ties they might be involved in. 

I porsonaily don't r.hlnlc much of hav­
ing the government require banks to 
use their capital in a particular way 
pleasing to the government or some 
govenunent functionary. I t sort of 
strikes me as crony capitalism- I t Is an 
unjustlfled Intrusion Into banking, in 
my opinion. 

However, that Is not what I have 
been objecting to In connection with 
this bUl, nor is this government-di­
rected Capital allocation the only prob­
lem with CRA. The aspect of CRA in 
practice that I wish to bring to the at­
tention of my colleagues is that CRA 
has become a vehicle for &tiud and ex­
tortion. In faot, as strong as i t may 
sound, the Pe^aral baiTlring- regulators, 

lending money In the communitlpH 
thay servo. But when\BSk_of_Amori^ 
announced a merger wfth\}^JatTonsBan2\ 
even thou&h Bank of Ameiluu. haa cne 
highest ratings of any bank in America 
in lending in the coinmunities that I t 
served, professional p'rotesters came in 
and opposed the merger and demanded 
concessions from the bank. In fact, one 
of tha spokesman for the protesters, in 
making demands on the bank that has 
the best CRA record of any bani: in 
America said; 

We win close down thoir branches and en­
sure they fall Ln Califomia- TWa 13 roing^ to 
be a street tight and we we preDared to en­
gage Is It. 

So here la a bank. Bank of America, 
that has the best CRA rating of any 
bank in America, and yet when they 
apply to merge we have profesBlonai 
proteatera come in and protest. and 
threaten to delay their merger and ul­
timately strtke concessions from this 
bank. 

Now, what 
be: „ ^ . 

/tcThave lending by banks in th© com­
munities they serve. But what CRA has 
tumed into Is a vehicle for extortion, 
whereby banks are accused of not 
meeting che CRA reiiuirements, wheth­
er they have an excellent CRA record 
or not, but the protest are -withdrawn 
tn exchange for agreeing -with 
protestors to meet a series of demands, 
and often these agreements Include 
cash payments, thinly disguised as do­
nations. Banks are being required to 
make cash payments to the profes­
sional protester groups. They have, i n 
the past, under duress in my opinion, 
agreed to donate a percentage of their 
profits to the very Instltutions that , 
have filed protests against their ao-( 
Uons -with the Federal regulator. They it 

, —XT I have been forced. In my opinion, under] 
through their dflay ot approval or ap- duress, into agreeing to quotas aud set-/ 
plications, aoi;uauy screngtaen tne L un-as in r^u^b^^n 1T, nrnJ 
^aagmnHi^ who aiimgjiagjhir^ I m S n ^ ^ " ^ ' ''̂  
tfie law, i l l ways that I t waa-pevar ( So what 

Let me give an example bf how this 
works and.how i t Is abused. Banks vorl-
odlcally have to be evaluated for meet-

many provisions- of the btU -that-L-sup-—^ing-the-GRA-re<iairementa.-Thl8-ia-an-

In pro^ 

port. I congratulate Senator D'AMATO. 
I have to say that getting this b i l l 
through the Banking Committee with 
as Little time as Is lef t In the legisla­
tive session and bringing together most 
of the disparate interests that are u l t i ­
mately represented, beneflted or hurt. 
In a bi l l l ike this is one of the great 
lagislatl-vo achievements that I have 
seen. I congratulate Senator D 'AMATO 
for his effort. 

Unfortunately, I cannot and do not 
support the b i l l In its current form. 
While there are many provisions of the 
bUl that I do support, and while I 
would like to see the b i l l become law, 
\nd while i f this problem could be dealt 

1th I could step aside and allow the 
.11 to come to the floor of the Senate, 

with, this problem now pending, I â m 
opposed to the b i l l . 

Now. what is the problem? The prob­
lem has to do with a provision that 

evaluation done by the Federal bank-' 
ing regulators, at the conclusion of 
which they give a bank a rating. When­
ever the bank wants to engage in some 
activity that requires approval of the 
Federal Reserve Board, or of the Comp­
troller of the Currency—like opening.a 
new branch, merging wltti another 
bank—they Iiave to make an appllC 
tion. Any person or group of persons 
can file a protest to that action In the 
name of CRA. They can do i t even 
though the bank may have an excellent 
rating In Its last evaluation of ita com­
munity reinvestment activities. 

For example, when Senator SAR­
BANES, who is a strong proponent of 
this provlaion of law, talked about the 
law, he pointed out that perhaps the 
bank that has done the "best job" of 
meeting community reinvestment re­
quirements was Bank of America, that 
thoy have gotten sterling ratings for 

hfl^ happened aU over Amer-
Ica Is that under a provision of l i w ^ 
that was supposed to encourage banlcs J 
to lend in the oommunlties that they 
servo, we now have banks being ex-
corted~and~being forced to ma3ce cash 
jayments which are l i t t le more than \ 
Jrtbes! being forced to set up quotas 
md set-asides, being forced to give Con-
lesaians to people who are ' selling 
^ods and services, being forced to 
Lgree to hire and promote based on 
hings other than merit^Nnndlnm t,n^l__ 

Swing"£ohcem about 
In America. That concem is re­

flected in the Senate where we rejected 
a proposal to extend this CRA require­
ment to credit unions. We also had 
Strong support to exempt small banks 
from the CRA retjuirement. 

Now we have before the Senate a b i l l 
that would t ry to promote a more com­
petitive financial structure ia Amer­
ica, a goal I vary Tnuch support and 
have • advocated for years. So let me 
make i t olear, I am for legislation. But 
unfortunately, the bi l l has four dif­
ferent provisions tha^. rlra.Tna.t1r..T.11v ex­
pand CRA powers, and In essence, give 
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time, the ability to Impose penalties opposed to CRA ana beUeve that I t is 
•n banks, and even to Impose penalties powerfully abused. I f someone is rer̂ -
on nonbanking subsidiaries and af f lu- resenting the interests of banks or sê  thev have h^^r, • A , -
ates, wsU as create new hoops and curlty compames, or InsurancrcomDl ^ o l I a ^ m S i O S F c R A t i i d 
now hurdles that banKs would hava to nles. and t h e ™ e for t S i i r ^ l X v ^ ^ f ^ ̂ ^^5 * favorable CRA 
Jump through to get certincatlon as fl- have to do to get tWs bm b;f?re^e ^^/vS,*^^^^ ^^^'^-^l^^^B^^l^<^& 
nancial services holding companies or Senate and in f position wiiferMt 2^ t ^ ^ ^ ^ T ^ ^ F ^ ^ ^ ^ ^ ^ 
to engage la certain activities in sul^ become law 1B induce the people X ^ Z ^ S i ^''<,^° X S ^ j ^ ^ 
sidiarles. wn.Tit. „^<,«.^ ^ . 1 ^ J ! ^ ° F . _ _ ° v.KA curgpiiance unti l their next exam^-

lnatlon.~Tli6 idea that a bank to'day — 

S11179 
The second change we want Is eral 

uently reaiouable, as well. I t is that if ^ 
a bank is tn compUancs vjrjth CRX^^Tf LO 
they have been a.xamined for HRA 

^^5^5^-^. •^ant to expand CRA simpl'y Vo'agree 
What this would do Is l i terally set up with us to drop the CRA provisions 

the vehicle for biUlons of dollars to be 
extorted £rom financial Institutions i n 
America by people who are profesalonal 
protesters. You can hire groups to gi 
to your hometown and stage a profes', 
alonal protest under the name of CRA,' 

from the bil l . Proponents of CRA won't 
try to expand CRA. ana we won't t ry to 
use this bi l l a vehlole to overtiun those 

ovlslagitthat already exist in law. 
lecond/altemative proposaJ tliat 

a Tiavff-r&ade in writing, both to the 
with the objective of extorting bants minority members on the committee 
and forcing them to contribute, forcing ^ chairman. Is a proposal that 
them to make cash payments, and fore- following: the bi l l would gx-
lng them to do things tiiat are an em- Pand C R A to inrlnrin twinp oonflMorog 
barraaament in an economy , that has ^6 the formation of the new tinancial 
always been the freest, most honest |^'^''^tiOna Ehat Will 6XlBt j inder th th 
and moat transparent economy in the g^jf- JU Other words. juat~as with 'Che 
world, fo?hiatlon of a bank holding company. 

Now, when we set out to -write this ^^-f^- performance oan be evaluated In 
new major piece of legislation, partlcu- connection with the creation of a f i -

can get an exceUent CRA rating, and 
then they apply for a merger and'cRA 
protesters come In and shake them 
down again Ig unconscionable to me 
and It la unreasonable. I can't, for the 
life of me, see how anybody could be 
against an antl-extorUon provision', 
and I can't see how anybody could be 
opposed to ft provision that says i f you 
have a passing rating on CRA when you 
apply for a merger or an acquisition, 
you are deemed to be in compliance 
until you are reviewed again and get 
another rating. 

Senator SBELBY and I have offered to 
do one of two things—either drop all 

lariy since I t came over to us from the " ^ c l a l services holding company. But re^l'^^^ents and go on with 
House of Representatives very late In 1^ are going to expand CBA In that ' ̂ . ^ ^ f ^ l . S ' ^ ^ ^ ' ' 
the session. It appeared, for a time, m*mier, there are two reformsHo CRA " " 
that we reached an agreement that i n we want, aria i submit thkt nel-
this legislation we would leave the^~^^^ these reforms is unreasona^. 
CRA battle alone, that this bi l l '""nlH ftj'^^.^"'' reform-Ke_want^f3'anwBtl-. 
not be used as a vehicle either to ^ P f ^ ^ O " . V ^ ' ^ ' i ^ ŜSfm that 
pand or reform CRA. That is to say , ^ ^ anout lending in the commu-
that people like Senator SHELBY and ^^^ . 79''̂  serve^Under-thlB-irefoHRT-w. 
nyself would not use the blU to t ry to 
ipeai CRA or reform I t . something we 

i-ery much favor; but we asked those on 
the other side not to use nvna b i l l to t ry 
to ejcpand CRA. That effort apparently. 

scribed, but together with a simple 
anti-extortion provision and a simple 
provision that says i f you ore in com­
pUance. you are in compliauoe. 

Now, in the absence of an agreement 
on these issues. Senator SHELBY. I , and 

„ others intend to resist. We ara simply a 
w a i i l i h a i a j J i t r i c t proMbItlo"n"a^iist7 ™ ^ number of Members, and I uader-
Mckbacks, cash Pftyments. Quotas, and! ^ ^ " ^ that there are many powerful In-

Donnectlon with pur? 

broke down, and wa hava in th^^ hill 
I aow lour major fe^iflJMlbns of CRAJ 

aanator SHELBY and I have said t W t 

tarests around America who have In­
terest In this bm. I say that Senator 
SHELBY, I , and others have a prlnclpla 
in this b i l l . Our principle is that we are 
against extortion, and we are not going 
to be parties to expanding i t . We may 

es. h i r i n g , a n d nrnmr.r,1nTi 
10 idea that professional protesters, 

as part of -withdrawing their protest 
and letting banks proceed with their 
business, wonld then be hired by the 

w 7 ^ e o i ^ n \ ^ ^ ^ ^ f ^ J h i f i T n ^"^^ ^ advisory capacity to advise the votes today'to get t l d of 
^ t ^ s f S t i n i o ^ l ? e T Ŝ a ^11 ^ ° ° ' ^ • ^ ' ^ issues conjures u ^ n We may not have the votes to purge 
l ^ n ? ^ the buf?s noTne^tr^ with T ^ « "protection" racket of an tlie American flnancial 
gaxd t^CRA neutral wi th re- earlier era. where tha Uttlo merchant Bystem. But I think under the rules of 

Now, I waiit to make i t cleai- thaf WP ^ gangster come Into his place of tlie Senate we do have the power—I 
are willing to work out on agreement. 
I want to go on record here today as to 
what we are willing to do. I see that 
my distinguished colleague, tho senior 

buslneaa and say, "ITou know, some- ^"P^ do—to prevent I t from being 
body cotUd come in here and do you eJtpanded. 
some real harm, and I am -willing to 
protect you." 

Now. some people have said—being 
Senator from Alabama, la here.'Let ma criMrnJ of etnTiBf^r <;^TT.-U-- irruiab'-fn>.-vi-««-ir-->,/-..--rx- - - j - - .-Vri?:ic.ai...pi_o.enator_.SHELBY .and ..rny. 
T . ^ r ^ ° I ? ° } ^ . ^ S . ^ ^ J . ^ . ' ^ ° ' ^ ^ ' P ' ' ^ ? self-weU. the hanks aren't complSn 
then I wiu iet hiin speaK for himself, mg. WeU, the plain truth la thaTmwny 
We are willing to do eltJiar opg gf two, of the marchaints who w e r e l e L g l ^ 

^ f ^ J ^ y ^ V ^ f u T ^ ^ " ^ t ' ' " ^ t "^"""^ gangsters were afhdd to 
eration oi M I S mil , NO. i . we are wi l l - complain. But I t was wrong and we did 
mg to reach aa, agreement where th- - • 
bm would bl ~ 
astme. 

I Just want to say to those who have 
an interest In this b i l l . I f you want this 
b i l l passed, urge those who are on the 
other side of this, issue, to look at our 
reasonable proposal. The rules of the 
Senate were established to protect the 
rights of the nnlnority. They were es­
tablished 80 that i f a few Members fait 
strongly about something and they 

„—s wftara the something about i t . You caa call up were will ing to stand up for their prln 
s ^ n t on community reHq-; the Preaident of any bank In America, clples and beliefs. I t was hard to ru i 
^ould not seek to repeal br iaay head of any Govemment regu-

e would not seek to reform i t or 
restrict i t ; we would leave this evil 
where I t lies. But we would require 
that I t not be expanded. 

Whea I made this proposal i n the 
Banking Coramlttoe, I t reminded me of 
Lincoln's position on slavery in the 

latory agency and, i f you have their 
conQdencB, ask them off the record, "Is 
CRA, as i t now -works, extortion?" 
They are going to tell you, in all prob­
ability, that the answer Is yes. 

So what wo want la a simple antl-ex-
tortlon Provision that. R«.-V« thn.t. A 

over them. 
I t la like Washington said when Jef­

ferson came back from Prance, where 
he had been Foreign Minister to France . 
while the Constitution had been writ-
tea. Jefferson asked Washington what 
the Senate was for. His argument was, 

STOPPED 
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which has passed this financial servioes 

t i l . even If only by one vote—will be 
ke this cup and I t wi l l catch the heat 

And the fire of tha moment; but the 
Senate wil l be the saucer in which we 
win allow the peissions of the moment 
to cool. That is what role Senator 
SHKLBY and I intend to f u l l i l l as we ex-
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But before any of my colleagues 
would think about voting for tha bm. If 
I t oomes up. H.R. 10,1 think they ought 
to ask themselves and ask their local 
bankers, small bankers, the small di­
rectors and the officers i f they in 
America support these measures that I 
think are reprehensible, such as In-

and make CRA neutral in this; go 
ahead ajid work on the merits of H.R. 
10, which are many, and try to do 
something. 11 we can't. Senator 
GKAMM—and there wm be others—and 
I are going to do everything we can to 
protect our rights here In the Senate. 

erclae our rights. I t may be that we can. creased adminlBtrative enforcamcnt 
be run over and this bUl can be passeiOauthority of the regii1n-|.orfl r,o fine rii-
maybe not. I beUeve that those who"^ rectors and'^bmcers 01' banKs up to SI 
want this bi l l would he well advised to mTpion a day lor UkA noncompuance. 
urge Senator SARBANES and Senator That is not the law today. 
MOSELEY-BRAUN. who are so deter,., Two. that would make activities like 
mined to expand CRA—I think I t ^ ' A M ^^surance sales, or mutual fimd flaleg. 
be advisable to ask them whether that subject to CRA compliance .on all de-
iB worth ki l l ing this bi l l over. Can't 
you just take a time-out on CRA and 
leave I t out of the bill? Or, i f you can't 
do that, why not agree to a com­
promise whereby those who oppose 
CRA are willing to let you expand i t , 
but you have to give them an antlO*aud 
provision, and you have to give them 
reasonable enforcement, so that t f you 
ara complying with the law, you are 
considered to ba complying with the 
law? 

I hope people who are for this bm 
with their great economic interest w m 
call on those who are on the verge of 
kniing I t In the name of CBA to be rea-
aanable and let us move ahead. 

I say today that unless there be any 
confusion from this point on. as one 
single Member of the Senate. I intend 
o do everything In my power to im-

^de this bm unless these problems are 
resolved. I intend to do everything in 
my power to use a l l the rules of the 
Senate, no matter how long i t takes, 
no matter how diff icul t I t may bo. I t 
may be that Senator SHELBY and I , aud 
others, can be run over, but I t may be 
that the rules of the Senate are suff i­
ciently strong that wi th our deter­
mined resistance this blU w i l l die un­
less aome accommodation is given on 
this Issue. 

I urge those on the other side of this 
Issue—I am not talking about the other 
side of thla body. I am talking about 
the people who have invested miUions, 
biHiona. trmions in banlcs, insurance 
companies, securities compaolea-who 
know in their heart that we are right 
about community reinvestment—urge 
them to call on those who are trying to 
use this bm 
community roinveatmont not to k i l l 
f.h<B bm over this issue. 

I yield the floor. 
Mr. SHELBY addressed tho Chair. 
The PRESIDINO OFFICEB. The Sen­

ator from Alabama. 
Mr. SHELiBY. Mr. President, I want 

to first associate myself entirely -with 
tha remarks of the Senator from Texas. 
Eo was speaking very artloulately for 
himself. But he was also speaking for 
me and a lot of other people, I heUeve, 
here in the Senate when he was talking 
about the problems with H.R. 10. There 
are a lot of good things In H.R. 10, But 
one of the most reprehensible things. I 
believe, Mr. President, is the expansion 
of the Community Reinvestment Act. 
Senator ORAiiM has gone to • great 
lengths to explain that tonight. 

g<>9ltory InsHtutloa atmiatea on an on­
going basis, that Is not the law today; 
SSarSgBlaCory authority to shut down 
any afflliate withln~the holding com­
pany if lust one supsiomry aeposltory 
insntutioa tallB "out of CRA compli­
ance. ^ 
- jnBt think about this. These are 

Bweoplng. sweeping changes in the law 
as we know i t today. 

Senator GRAMM talked at length 
about passing this banklag reform 
blU-^and I <-.>HTiTr i t has a lot of reform 
in it—and keeping CRA neutral; not 
bother or try to repeal the CRA law as 
It exists today, although I personally 
would like to; leave I t alone for an­
other day, but not to t ry to expand I t . 
either. 

Those are some of my concems. 
Senator GRAMM and I have offered 

and we ara hoping to negotiate with 
the proponents of this legislation for a 
reaolutio'n to the jiroblems dealing wi th 
CRA Issues. I wi l l gp .over them one 
more t U n e r ^ f V ^ V - ' ' ' ^ ^ 

ealdsnt, i t would apply to the 
,tlon of finanqlal services holding 

companies the same CBA structure 
that applies to tha formation of bank 
holding companies today. I don't see 
anything -wrong with that. I t would be 

'uniform, and I t makes a lot of sense. 
Second, Mr. President, any flnanoial 

inatltu-tlon that has been found to be in 
comiOlanca -With CRA In Its ffiSirrfe-

'-ZVb.t exam shall bc deemed to be i n 
conilttUance wlfFCRA for alf purpdseB 
aiidjoraggLJcttmPU^^ 
iarTY"^SeHnlBfl CRA exam 

TEE "V^RT B A D DEBT BOXSCORE 
Mr. HELMS. Mr. President, at the 

close of business yesterday, Tuesday, 
September 29, 1998, the federal debt 
stood at J6.523,785,546.399.80 (Five t r i l ­
lion, five hundred twenty-three bimon. 
seven hundred eighty-five mimon, five 
hundred forty-six thousand, three hun­
dred ninety-nine dollars and eighty 
cents). 

One year ago, September 29, 1997, the 
federal debt stood at 55,388,316,000,000 
(Five trUllon, three hundred eighty-
eight bilUon. three hundred sixteen 
mmion). 

Five years ago, September 29, 
the federal debt stood 
$4,387,835,000,000 (Four tri l l ion, 
hundred eighty-seven bUUon, 
h-undred thirty-six million). 

Ten years ago, September 29, 
the federal debt stood 
12,587.821.000,000 (Two tril l ion, five hun­
dred eighty-seven billion, eight hun­
dred twenty-one million). 

Fifteen years ago, September 29.1983, 
tba federal debt stood at 
$1,354,190,000,000 (One trimon, three 
hundred fll ty-four bimon, one hundred 
ninety million) which reflects a debt 
increase of more than $4 trillion— 
$4,169,535,548,399.80 (Four trimon. one 
hundred sixty-nine bmion. live hun­
dred ninety-five milUon, five hundred 
forty-six thousand, three hundred nine­
ty-nine dollars and eighty cents) dur­
ing the past 15 years. 

1993. 
at 

three 
eight 

1988, 
at 

MESSAGES PROM THE PRESIDENT 
Messages from the President of the 

United States were communicated to 
the Senate by Mr. Thomas, one of his 
secretaries. 

JSSCVnVZ MESSAGES KU'UUUCn 
As in executive session the Presiding 

"OMcer l a ld before the" Senate messages 
Com the Preaident of the tJnlted 
States submitting sundry nomlnatlDna 
which ware referred to the appropriate 

AMTSirdly—I thin£ this is very im­
portant—to put forth some language in 

. . . ^ J there dealing with antifraud, F,^N.U 
as a vehicle to antlbrlbery p rov l s lonSTiSdto l i iyW- committees 
.ir,.,ro«t.rr,RT,t not to M i l g-gjiy t t f t t i t shall be TTTegal for any f l - (The nominations received today are 

nancial institution in"gOnnecgiOttJftitb Printed at the end of the Senate pro-
tfieXHa. review evaluaojaor^conBidfr- ceedings.) 
agon to ^vFaayo^B-ntrrimpinved ov ' 
the. bank aay grant or Bubaidy in cash, 
(IP III UTTiH, o f T . f t j a h a h H a i r g j i v nnQta,_Qr 
Bet a îlde fcnr^mployment^ manage-
"^f>B^i Hftlf". pTirn-hnnrrfi, fiff firher hnsl-
^gga actlvltle8__QthfilL_than__aali^ 
voluntarilY~nndertaken hy^the flnan-

TBSHtuSoii to meet th6 CPBdlt c f i T 
needa—of—the—local -oommunlties _ tn 
which the financial institution is char­
tered:—" 

This makes a lot of sense to me. I 
think I t makes sense that people would 
focus m on this as we debate this b i l l . 

But I luat want to again say that we 
should go ahead If we could knock out 

EXECUTIVE AilD OTHER 
COMMUNICATIONS 

The follO-wing oommrmlcatlons were 
laid before the Senate, together with 
accompanying papers, reports, and doc­
uments, which were referred as Indi­
cated: 

EC-7237. A oommunlcatlon from tho Chief 
of the Eegulatlonj Unit of the mtemal RBVB-
nue Service, Department of the Treasury, 
transmitting, pursuant to law. the report of 
a rule entltlea "Weighted Averago Interest 
Bate Update" (NoUce 98-4«) nscelved on Sop-
terabar 28, 1998; to tho Comnjlttea on Fi­
nance. 

n -
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On the safety and soundness, let me 
say I think the regulatory structure 
put in place by this leglslatloa is Im­
portant and would pennit the forma­
tion of financial holding companies. 
These financial holding companies 
would be able to engage in any activity 
that is determined to be llnancial In 
nature or incidental to such financial 
activitles-

ThuB. the holding comjjany oould in­
clude a commercial bank, seourltlea 
fliTU, mutual fund or inaurance com­
pany. Each entity wi t i i in the holding 
company would be regulated by its ex­
isting regulator. Thus, a commercial 
bank would be regulated by its bank 
regiolator, whether that la the Comp­
troller of the Currency, the FDIC or 
the Federal Reserve. The securities 
Oral and the mutual fond would be reg­
ulated by the SEC and by the appro­
priate Stato securities regulators, and 
the Insurance comjMiny would-, he regu­
lated by State insurance regnlAtors, as 
is now the case. So you have functional 
regulation of each entity within the 
naw f̂ T ân«-̂ fl.l holding company. 

In addition, the Federal Reserve 
would serve as the so-called umbrella 
regulator of the flnanoial holding com­
pany. Tho Federai Reserve would have 
authority co set capital at the holding 
company level. I t would have authority 
to conduct examinations and reuueot 
reports from subaidlariea of the finan­
cial holding company Lf i t determines 
they are necessary to assess a material 
rislc to the banlr holding company for 
its subsidiaries, 

I thlnl£ this balance is an effective 
approach to protecting the safety and 
soundness of the flnancial system and 
most independent observers, wi th re­
spect to safety and soundness Ques­
tions, agree -with that evaluation. 

"mere are also important consumer 
protections contained in che legisla­
tion wi th respect to the sale of unin­
sured flnanaial prbducta. and I am sure 
we w m have a chance to develop those 
tn some detail. 

Where we find ourselves procedoiuUy 
is the next vote, obviously, wi l l 'be on 
the actual motion to proceed to the 
bi l l . At tha,t point, the b i l l wotild then 
be before us and open to amendment. I 
subscribe to the position put forward 
by the ohairman of the committee that 
Members ought to have a chance to 
offer an amendment; we ought to have 
reasonable debate on them and then 
move to vote on them, one way or an­
other, and work through the legisla­
tion i n that fashion. 

I t has been a long road to reach this 
point. I r-»'<TiTr It. Is important to t ry 
now to conclude deliberations on this 
Important legislatlou In an orderly and 
rational fashion, and I tti.ink the ap­
proach the" chairman has outlined cer­
tainly accommodates that, 

'We hear Stories or rumors that peo­
ple are out to simply t ry to delay this 
as long as they caa in. order to, in ef­
fect, sink the legislatloiL I very much 
hope that doesn't happen. An a-wful lot 
of work has gone into bringing us to 

this point, as is reflected by the com­
ments of the varloua parties who have 
been deeply Interested and affected by 
this legislation, I . frankly, t i i ink the 
Congress now has an opportunity to f i ­
nally come to grips with an Issue—this 
Issue is being dealt -with on an ad hoc 
basis. No ona thinks I t should be done 
that way. No one. AXf̂  least I don't 
r.'h<nif anyone. I don't want to speak for 
all of my colleagues, but that la true of 
all of tho regulators, all of the com­
mentators. They say the way to deal 
with this is to do IC statutorily through 
enactment by the Congress. So we wil l 
Just have to see aa we- move ahead 
whether we can come to clOBOre on this , 
Important Issue. I very much hope i t 
win be possible to do so. Mr. President. 
I yield the floor. 

Mr. GRAMM addressed the Chair. 
The PRESIDING OFPICES (Mr. 

Kszo. The Senator fttim Texas. 
Mr /GBAMM. Mr, President, let me 

begin by congratulating tho chairman 
of our committee. Senator D'AJIATO. I 
have ^"r i nn opiX3rtujUty to serve both 
In the House and in Che Senate.. I have 
worked wi th many great legislators in 
that process. But I have to say Chat the 
job Senator D'AMATO haa done i n put­
ting r.hla b i l l together. In briuglng to­
gether people -with very dlirarenc start­
ing points to a unity among the vari­
ety of Interests that are concemed 
about b i l l , represents one of the 
most outstanding and. .1 think, one of 
tha moat miraculous legislative 
acMevemeuta that I have seen in my 
service In the House and the Senate. I 
congratulate him. I congratulate Sen­
ator SARBAifES. the ranking member, 
for his work. 

Certaixiiy our colleagues are right 
when they say that aU the interests are 
for this b i l l , but I nhlnV l-c is fair to say 
that Senator SHKLBY and I are not here 
today to represent any particular in­
terest or even the collection of al l in­
terests. IWe are hero today representing 
what we believe Is a fundamental prin­
ciple.- 'Whore I come from, when inter­
est comes up against i>rlnciple, then in­
terest loses. 

-VtTe have a fundamental issue 'before 
hs. 1 oaileve" Qiiit"'perliap8rtliS~'gTeate3t 
hatlonfll scandal In America. Is not the 
scandal that la beiner covered every day 
at the White House. I t Is a scandal 
where a law la being used In such a way 
as to extract bribes and kickbacks and 
In such a way as to ma,-ridata the trans­
fer of literally hundreds of mOlions of 
dollars and to misallocate bUlions and 
tens of billions of dollars of Credit- I 
believe Chat this represents aomethirg 
that should be stopped. 

Perhaps some word of explanation 
should be given. . I f the people who are 
being extorted, i f the people who are 
being blaclnaialled ara not objecting, 
why are we objecClnff? My response to 
this 1B to point out that when the mob 
was engaged i n the protection racket, 
the l i t t le merchant who was afraid gen­
erally did not object. But we don't gen­
erally accept that i n America anymore 
because there have beea police officers 

and there have been prosecutors who 
did object on their behalf. 

Senator SHELBT and I are here to ob­
ject on behalf of bankers and smaU 
community hanks that, in many cases 
are afraid to object on their behalf. 

I have reiate<i.to the Senate ou many 
occasions, aad we are going to have an 
opportunity to debate this at leu^h.. 
tha abuses under tha Community Rein­
vestment Act, or CRA. I want to make 
a couple of points related to I t , 

No. 1, the so-called Community Rein­
vestment Aot and the provlslous con­
tained i n i t was voted on only once in 
the CoBgreas. I t was voted on in 19T7 in 
Che Senate Banking Committee ou a 
motion to strip the provision from a 
proposed housing bUl, and that motion 
failed on a tie vote, 7 to 7, In 1977, 
which meana for half of the Members to 
vote to strip the provlaion when the 
Republicans were in the minority, 
there had to be a bipartisan vo te. 

So far as I have heen able to find, 
that is the only vote that ever occurred 
on thiii pro-vision Of law. 

The logic of this provision, which 
came from the- former chairman of the 
•RanTt-i-ng- Committee, Senator Proi-
mlre. was to require banks to make 
loans in areas where they operated, 
Tha concem expressed at the time was 
that banks weren't serving their com­
munities, and. -therefore, the Govem­
ment took upon itself to impose on the 
banks the necessity of lending In their 
local community. . 

I am not going to debate tqnight the 
-wisdom or lack of wisdom of that, but 
as I hava pointed out on many occa­
sions, what has happened la that CRA 
has taken on a meaning that has noth­
ing to do -with lending. 

It has now become common ;n^tice 
in CRA for profeaalonal protest groups 
to protest a hank's "community serv­
ice record" and. tn tum. use tho lever­
age of those protests to extract bribes, 
kickbacks, set-aaldea in purchases and 
quotas in hiring and promotion, none 
of which has anything to do with CRA 
aad the lending practices of banks In 
tihg communities they serve. 

All of this is made possible by the 
-Uaj^jdng regulators in enforcing this 

law, who respond to the protests by 
holding up action which banks -wish to 
undertake and often axe under im­
mense pressure to undertake once It 
has been announced. Professional 
groups here in Washington that you 
I'an hire wm go to your community 
and protest against the bank, even 
dump garbage on Che property, make 
all kinds of statements, claims and de­
mands and, in turn,, extract resourcee 
for themselves aad for others. So 
strong la the growing • resentment 
agiiinst tbiH provision of the law,; that 

• when proponents of the provision 
sought to put it in the credit union 
bm, it was defeated on the floor of the 

When consideration on UiiB blU begaE 
in the Senate Banking Committee, 
Senator SEKUBY and I . and others, oi-
fered an agreement which was—this is 
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October 5, 1998 CONGRESSIONAL RECORD — SENATE 
a very contentious Issue, so let ua call 
a truce on I t an leave I t alone for now 
I want to repeal this provision of law. 
I want to end this scandal. I want to 
atop this extortion. Others want to a:?-
pand i t , expand this pro-vision of law. 

~ ~ ^ o w l n g that we would never be able 

t officers and direccorB can be fined 
S11441 

up to $1 million per day lor CRA non­
compliance—a totally new provision of 
law. 

The new fourth provision that Is pro-
losed: Banks can be fined up to Jl mi l ­

Uon a day for CRA noncompUance 
to compromise on. this issue within the 1 The f i f th provision: cease and desist 
very Umited time that wa had to enact* I^Authority for CRA nohcompUance. 
thla important financial servicea legla- J Sixth provision; the Federal Reserve 
lation. I sought to come up with a soliQ\Tn2,7 place any restrictions • on aay 
tion. And the solution was to treat icljbanking activity for CRA noncompli-
as slavery-was treated by *'—'' H; _ 

ureas. 
_ On that basis. I f we had left CKA Out 

of this hi l l , we could have moved to­
gether, we could be at this moment 
united for this bm, and this bm. i n my 
opiulon, would be on the way to becom­
ing law. But that is not what has hap­
pened. 

There has been great'oonfusion about 
what Is actuaUy contained i n :cha: b i l l . 
So I want to take a few minutes and go 
over What is in current, law and whac. 
this bin actually does. 
- In current law, there are really only 
two proviaions related to CRA. First, 
bank regulators consider how a bank 
>g« been meeting the local credit needs 
only when a bank apioies to open a new 
bank, a branch or engage in a mnrger. 
Secono. hank regulators may deny ai>-
pUcaUona for these activities based on 
tha record of tha bank in commtmity 
lending. That is the current law. 
.. Based on this, al l over tne country 
banks tJiat have exemplary records in 
community lending and that hava re­
ceived the highest rataugs oa CRA are 
routtinaly shaken down every time they 
want to open a branch, every time they 
want to Start a new bank, every time 
they -want to engage In a merfirer. They 
end up, having to make cash payments, 
Mckbaoks, establish quotas In hiring, 
and many other things, because the 
regulator simply holds up approval of 
the action, even though the baak may 
hava a perfect record on CRA. 

) / I In fact, we discussed on the floor the 
' { record of Bank of Amerlcai I t wa* 
J brought up by proponents as an aiem-
< Plajy bank in CRA. I pointed out_how 
j ITofeaalonal protest groups had said 

area. And I have proposed yet another 
compromise. The easiest thing to dn 
would be to leave CRA out of the bi l l 
But T have recognised that the -Pr^-^i' 
dent has aaid that he would not aut^ort 
leaving i t out. We have collsa^nes who 
would noC support leaving- I t out So 
here is the cofuprosoiae that Senator 
SHELBY and I want to propose as an ai-
temaUve, as another option; Expand 
CRA to the new Onaacial service hold­
ing companies so that the Uwa that 
apply now to Other baaJjing entitles 
wm apply in the sauna way to the new Lincoln In his campaign in 1860. That Seventh proviaiorL- the Federal Re-

was, where the evil existed, leave ItP. serve may place any restriction on aay b ^ ^ k S i r e n t t t i t ' s ' ' ^ l i l ^ 
alone, but do not expand i t into new\l]inaarance sictivltY for .CRA noncomplN v S S ^ o f to c J ^ l f a b ^ ^ ^ 

First, we want a almple, weU-deflned 
antiextortloiL antlklckback provision 
that focuses CRA on lending and not on 
cash payments, or quotas, or set-
asides, or giving protesters a percent­
age of your profits, for a certain num­
ber of years. -

Second, i f a. bank Is in compUance 
with CRA in i ts last examinatlorL, than 
that . compUaace should mean some­
thing. I t should remain in force until 

' \ y Inaurance sctlvlty 
ance. . .-, '•.--;•; 

Eighth provision; the Federal Bo-̂  
serve may place any restrictions on se­
curities acUvltlea for CRA noncompU­
ance. 

Ninth provlaion: the Federal Reserve 
may place any restrictiun on any other 
activity of tha holding company for 
CRA.noncompllance. 

Tenth provision: Any violation by 
my one ^"^^ in the- holding company 
triggers'the ponaittes that I have listed the next regularly scheduled 
ibove against the entire company. 

The eleventh provtalon. would place 
In law sancUona affecting insurajice 
sales, 

Tha twelfth provision; CRA is appUed 
to ualnaured, wholesale financial insti­
tutions. 

If We have tha abuse that we have 
under cnrrent law -with two simple pro­
visions that hava ao enforcement 
mechanism whatsoever against a bank, 
unless I t iB seeking to acquire a new 
bank, to merge, or to branch, can you 
Imagine what wi l l occur when the off i ­
cers of a bank can be fined 51 mil l ion a 
day for noncompliance? Or fan you 
Imaglae the perpetual shake do-wn of a 
national, nationwide bank, with 1,000 
branches, whan the en-Ure company re­
ceive those penalties i f one branch is 
found to be or accused to be out of 
compUance? So this Is a very, very big 
issue. 

Here Is where we are. We have rules 
in the Senate. And those rules were de­
signed to protect the rights of the' rai-
norlty. And basically, my position, and 
Senator SBBKST'S position, is Chat Che 
't>tj»jMDh~^r'CKK'W~tibLeM "pfoviiibnfl^ I t-roeasionaijjroteBt gronpg bad Said eapajmiDn oi t j t iA uy cnese provisions 

/ "^Uy Were going to shut down che banlc greaUy. Increase the opportunity 
( la California whan I t sought to merge 

with NationsBank i f I t did ao t make 
Juore concesalona to them. 

Those are the abuses under tho cur-
• reat law. But look what Is added by 

"US bm. When you listen to pro-
pon^ts of the bm. I t Is aa i f there are 
ho CRA provisions of any signiflcance 
r 11'.4^ we juat heard that the so-
fAued community groups, whoever 
X ^ , . , ^ ' " ^ - t they did not get— 
wnat?—thay did not get enough of what 
tuey wanted. I submit they never get 
ehouffh of what they want nor wHl they 

ttnWl we redistribute wealth 

Here axe the 
added: 

for extortion and Idckbacks and the 
imposition of coercive agreements. 
snch as those whereby -compajiles in ^ 
the past have agreed to give protest. bm i f these expansive pro-visions are 

exam. 
Then wo could end the double-Jeopardy 
situation where the ofQcers aad direc­
tors ara i n a position where they can be 
extorted—even i f they have a perfect 
C R A record—the moment they apply to 
ojjen a new bank, to merge, or to open 
a aew.brajioh, even though they hava 
an exemplary CKA record. 

U we could do these three changes— 
exiiand - CRA to address the requests 
those who want to expand i t ; joined to­
gether with those two checks against 
abuse, one on bribery and extortion, 
and the other on eliminating double 
jeopardy—I beUeve -we could have a 
mu. 

Let me make this clear. Ob-vlously. 
many people are for this bm. A l l the 
Interests are for this bm. But there Is 
a Strong principle at scaka here, aad I 
am not for this bm. Senator SHELBT IS 
not for this b i l l . We beUeve that using 
our rights under -the rules of Che Sen­
ate we caa probably stop this bUl. Wa 
wm. I f wa can, stop this bill unless 
some accommodation is made on Che 
effort to expand CRA. We wm not let 
.thlft bi l l go focwajcd with .these, massl.ve 
expansions la CRA power. 

We are la a position where one side Is 
not -willing to let the b i l l go forward 
with these massive expansions la CRA; 
the other side says they wil l k i l l the 

•The Orat provision added, the third 
•Out would become a pare of the law^^g 

provisions that are 

groups a peroentage of their profits, 
have agreed to hire protesters aa advi­
sors on dealing wi th these provisions of 
law—things that turn your stomach 
and Chat In any other area would caU 
for prosecutors and would send the po-
Uca ouc to do something about i t . 

We are now condoning I t by law with 
very weak enforcement provisions. I f 
we have a $1 mlUion-ar-day fine, we are 
going to have aa explosion of these 
kinds of activities. 

I have talked to Federal Reserve 
Board Chairman Alan Greenspan and I 
have talked to tha Secretary of tha 
Treasury about this whole problem 

taken out. So t l iat is where we are.. 
I want people to understand, i f you 

are for this b i l l , don't -waste your time 
cfllUrg Senator SHELBY and me.̂  We 
-will not be moved. I f you are for this 
bm, call those who are for expansion of 
CRA and ask them what is -wrong with 
a simple exjiansion of CRA and a sim­
ple amendment dealing with brl'bery 
and extortion and a simple provision 
establialilng that I f a bank Is in compli­
ance. I t la i n compUaace. 

I urge those chat axe for this bUl to 
let Cheir views be known on this Issue. 
I understand some banks in this coun­
try are will ing to go on paying these 
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hMh.. o . ^ C O N G R E S S I O N A L R E C O R D - ^ S E N ^ T F 

o't^^r 'Z%TonT:} £e^7l? P^^^ ^ — d a "Dear c T ^ . . ^^^'^^ ^. 299, 
they want. This i f a Z o ^ 1̂  i f ^ ^ " *l>out a week and a ^ S o ' t h ^ ' GiUMv ^ 
ger c h ^ dollars and c e n ^ a S ^ t ^ e ^ t r l ' J ' ' ' ' ' ^-^l^Wons ^ot h^''?''^'^^ ^ ? " ^ t to be stopped. I rem;r,H ^ r i ^ , - , " ! ! ^ 5^*^ ^ l̂ey were subiectin.^ 5?^.'Lot bought ofr h J ; , , : I s . -.ac ŝ, uoiu vcoGs, and I t needs 

that the clock 13 nmning and wm run 
out. and this bm wil l die unless aa a^ 
commodation is mii4e cn this issue 

I f you care about this bm, i f ' y o u 
L ' ^ ^ ^ ' ."T this b i l l is impo:! 
T ^ ^ ^ i . ^ ^ important, bu^ 
I don t buy into the logic that we are 
not golag to pa^s the b m early in the 
next session i f we don't pass i t here 
this week, but some people believe we 
won't^what I am saying is for those 
7y^^°r,J^^ v ^ ' " ^ ^ ^ ^ one thing you have to do to get this bm 
You wm have to do something about 
the expansive CRA provisionsT^ 

Finally, let me say even I f you f ix 
CRA, the clock la running out and If 
you are going to f ix i t , you better do i t 
2 ^ t . 2 ^ t . I think, is the essence o ? : ^ 

Tyleld the floor 
r h ^ ^ J f ^ P ^ ^ ' ^ OFFICER. The 

' ^ " ^ '^^ ^ ^ " ^ ^ ^ Ala! 
Mr. SHELBY. Mr. President I wm 

myseu with Senator G S J M M We 
r ^ ^ ^ t " . " " together in the Banking 
Committee and we wlU be workinff to­
gether on this for a long time I wSi 
^ ^ • ^ ^ "^"^^^ ^ Senate of my objections to H.R 10 
i ,= . l«^^?t «embera of the Senate 
^ H % ° f «J« proper time to study 
a^d debate this matter. Most do ^ 
evaa know what la In this bm. •mis la 

of good things In i t . but there are some 
t h ^ ^ ^ t senator G R A ^ has r ^ s ^ 

along that we need to debate and -we 
need to take out of this bi l l i "SeTe 

that this X3 a historical o p p o r t u n l ^ 
you must pass HJl. 10 ^ ^ y , 

Thirm about I t tonight. We make his­
tory in this Chamber. Che U.S. Senate 
every day. I f we pass RR. 10 
cause .everyone on Wall Street teUs us 

' ^ 1 - indeed, h e ^ 
W o r t c a l moment. But I don't beUeve 
that la going to happen, not wi th a loc 

._.of:thi^Brovial«as-tJut are now i n ^ ' -

i f H.R. 10 Ifl 80 great, why is everyone 
reluctant to debate the bm? H I W S 
c L ^ f ^ ^ °^ ^ « S « ^ t 6 Banking 

J^^* permitted to read 

S morning of the markup' 
* Committee 1B sup^ 

^ e d ^ t o funcdonr What is hidden S 

r u teU you one thing- that jn in *->,< 
bm-so won h lddeTao t on^ % 
b s ^ trade a^soclations^ot 
^ e r l c a ^ Bankenj Association, S 

A s s o c i a t i n g ? 
Amenca, America's Community Bank 
-̂ rs, tha Bankers Roundtable or even 

le Consumer Bankers Association 
new tne impUcatlons of the CRA ex­

pansion In thla bm unti l Senator 

Why didn't the a^oclatlons realize 
this? These £«aoclations are caught us 
^ the rush to judgment: T h l y ^ v e no? 

a j ^ neither have we 
C o S s s ' ^ V ' ^ i ^ i ^ ^° 1^ this 

t S r t h e ^ S e n a S S x e l S t i T ^ ^ ' 
Po^d to be the deUbSive S 

It." for ™i.Tleo^'S r „ " f ^ ' i S \ t S ^ ' n . ^ ' ^n^ penalties for bm Th."o"T"''V^'^'^ ^ 
^HA noncompliance. ? ,V only thing thev nZ7 this 

- dollars and cents. 'rh!\^^^,'^ti^a\l 

10, 
bad things in K R . 10. CuiTen"^;^ 

i ^ ^ Z ' J ^ ' ^ ^ ^ even S 

of financ^ institutions. Most o f ^ e 
ame the marging lastltuHona are 

legalized extoruon. one that the U s 
government la aiding aad abettS^ 
port t i S f ? . ^ lustltutlons ^ ' s u j v 

Cicib^ and 1^v.1a^l:%^^^p°^^-
committed over HOO bmion?o CHTI^ 
order to merge. These larg-g i ^ J ^ 

tlnw they want to do business. ^ 
•niat may be One for Wau street bnt 

that Is not fine for Main Street Not 
o-eryflnancial Instltutloa a r o ^ d S e 
couata^^has JSSO billion to h u y ^ 

i ^ d e«or t lon? m teU you who: aJ l^e 
customers in this country Bv! 

exybody is complaining about l ^ e l S -
stltaitlons charging more and m ^ fees 
t h ^ t \ ^ ^ ^ ^ t e fees 4 1 

^ ^ commitment.-

w^ r̂?^ PoaiUon since the 
Banking Committee fli^t held a he«S-
lng on HJl . 10 sevei^ months^^o we 

^ « CRA " I t stands in Its c m r ^ t 
. to.However,-we wUlnoragree t ^ : 
Pandlng either the scope o T t h f m -
f o r c ^ t authority of ^ R L IO 

&o? .?RT? : f . ^«^^ - - - t -

understand is pfoQt. The f iT/ ' " "̂ êy 
Wall Street is not a l w a ^ f of 
Of Mala Street. ^ Mterest 

Here Is a message for WaU CIH-
terms I hope thay can mile i f ^ 
you really want to pa^ K ^ S t ' ^ 
enilzatlon. iu order t o ^ o ^ i ^ ' ^ o d -
mergers and make money o f ? ^ ^ f ^ t e 
American by offering a va^c ^ ^ ' ^ " ^ 
senrtces. go to tho«« M , = / ! f ! of 

TIIB™. „ >ic«uora,tive body. --—6=1.:. «.na majce money off ^—'^ 
things in H,E_ American by offering a va^c ^'^"^ 

L^hn^v^^'^^^*^' ^""^ there are lio ««^Ces. go to those thatl^e °' 
^ lisdjhing. in EJl. 10. CurrenS^: Z r ^ ^ . ' 

work with Senator GSAMit and^m, ^ 
In making HJl. in r-wT^.^? ^^.^^^ 
wise. I beUeva this hUl w m ^ ' ^ ^ * " 
fa i l . There may be'some S f e S ^ ^ i l 
Btrony words, but T for one 

The PRESIDING. OFFICER 
C ^ r e c o g n i ^ . t h e S e S ^ « , S ! 

DMAWIMOtra C0NSE3<T AGSEiafKNTS 

that U o l ^ t h s L ^ i L ^ ^ « ^ ° ° g = t 

gp^ts me consent, for the information 
or au Senators, Immediately foUowinp 

^ " ^ K ^ f r . ^ ' ^ '̂̂  motion to p r S 
^ H-R. 10. the cloture vote with re-
^ c t to S. « 2 would occur u^e r th t 
provisions of rule X X H tne 

The PRESIDlNa OFFICER Withont 
objection, i t is so ordered. '^'thont 

_Mr HAGEL. Mr. President, on behalf 
that I t be in order for the majority 
i ^ r ^ . ^ ' i ^ notlfioatlon of the DeSo 
cratlc leader, to move to proceed^ 
« j y avauable appropriations b ^ f c o n -
b u r ^ ^ ^ ^ ^ ; ^ ' ' " ' ^ ' ^ ^ the I n c ^ a t 
t ^ ^ ^ ^ Z J Z 1° Wednesday 
^°g*^otwlthstandlnff the i n v o k i i i d f 

n h S f f 4 ^ ^ ? P ^ * ^ OFFICER. Without Objection, i t is so ordered. 

ORDER OF PROCEDURE 

a U ^ i « ^ ^ ^ ^ • / ' ' f ^ « Information of 
° »""pe ana enforcement au meT,? ^ "^^^ °^ this agree-

thorlty Of CRA ia HJl . "L* ^^'^e^ « ^ t a the Senate to 
some even delink <au. frumdei^tT'' agriculture appropriations 
suninc« a«„ ^ . , . ^ ™ ' * * I « « l t i n - conference report tomorrow S a g ™ > c e and subJecT ^ . l ^ S I ^ ' 
wholesale fInanclaJ InsHto t in^ 
wooaes to CRA. The i n t e r e S ^ S 
about this Is the wooflea d o ^ t ^ 
deposits Of less than J l o o . O O O ^ d ^ 
not^^lnsured by the Feder^ ,Gove^ 

I guess, we could rol l over Uke aU the 
banks before us who have paid off Se 
nTT^"" ^^""^^ But. I for one^Sl 
not succumb to that kind of extortion^ 
aad I will flffht this thing Z 
stay, in the bm, O ^ r ^ e n T ^ 

In addition, tomorrow afternoon, tife 
i h t f ? ^ ; / ' ^ ^ ^ ^ " * t a to resume 
the Intemet tax bm. Therefore, votes 
could occur with respect to that bm. as 
Z ^ r ' J i . ' ' ^ ° ^ ^ ' " t s °= «ie mtaraet tax 
btu w m occur Wedaesday at 10 a m. 

Assuming cloture is invoked, the 
Senate would then remain on the Inter­
net tax bm unti l disposed of. There­
fore, votes can be expected throughout 
the day and evening on Wednesday 

°^ that, ther^ wiu be 
no ftirther votes this evening, and 
Members can expect votes prior to 
nooa tomorrow. 
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Gramm's Glass-Steagall Beef 

CD •I 

Among the biggest pieces of busi­
ness to come before this Congress will 
be bank reform, which means undoing 
the Glass-Steagall Act. This past fall, 
after thousands of lobbying hours 
were expended by those'seeking a re­
peal, Phil Gramm of Texas quashed 
the whole project because he objected 
to just one part of the legislation called 
tbe Community Reuivestment Act. It 
is a shame the Glass-Steag'all repeal 
didn't make it. But Senator Gramm's 
CRA concems deserve attention. The-
issue here is drawing a line between 
doing good and subsidizing a protec­
tion racket. 

Back in the 1970s, Congress passed 
the Act with the aim of training banks 
to cease perceived racial discrimina­
tion in business and mortgage,loans. 
CRA gave four different banking regu-
lators-the Fed, the Office of Thrift Su­
pervision, the Federal Deposit Insur­
ance Corpoicition 
ind the Comptrol-
jer of the Cur­
rency-the job of 
reviewing lenders' 
performance in 
their communities. 

Often these of­
fices didn't even do 
their auditing to­
gether, so bankers 
had to deal with V9 p. 
to four regulators Phil Gramm 
making four sets of demands. Yet 
CRA's power was considerable: Any 
bank that wanted to merge with an­
other, expand or open a branch had to 
get CRA approval. Banks were quick to 
discover that CRA packages that in­
cluded handsome contributions to 
neighborhood nonprofits would win 
them a passing grade. Extra commit­
ments by banks to establish quota pro­
grams for bank hiring also helped; so 
did set-asides for minority business. 

Let's postpone the theoretical de­
bate over this sort of thing for a mo­
ment to just look at what the program 
has become. CRA very much looks as if 
it has evolved into a billion-dollar pay 
off scheme for regulatory approval 

In 1993, Sumitomo Bank of Cahfor 
nia received a "need to improve" no­
tice from the Federal Deposit Insur­
ance Corporation. So it promised to is­
sue $500 million in CRA-related loans 
over 10 years and spend 2% of net in­
come on charities and nonprofits. It 
also said it would give 20% to 25% of 
contracts to minority-owned vendors. 
This Is the way the world works now, 
cynics might say. But the numbers 
have risen beyond cynicism. 

This year, within a month of their 
AEDijiiergctJJdliLTravelers Group, 
< ^ ^ ^ ^ j ^ d Travelerŝ announced in 
a press release a CRffcommitment of 
S115 billion, or double Citibank's do­
mestic riepn^it base. 

When ̂ iAtionsBahk and BankAmer̂  
ica announced Dieir tnega-merger, 
they created a CRA packag:B worth 5350 
billion over 10 years. A NationsBank 
press release pointed out that this 
amount "roughly equals the combined 
total of all community lending goals 
[commitments] made by the rest of the 
banking industiy" shice CRA's outseL 

The new NationsBank plan 
promises $115 billion to build or fund 
affordable housing, and $25 billion for 
economic hivestment. First African 
Methodist Episcopalian Church of Los 
Angeles sent its Tunua Thrash to tes­
tify at a July 9 Fed hearing that she 
had "grave misgiviiigs" about the ef­
fect of the giant merger on the church 
community. Soon after the merger 
went through, Nationsbank an­
nounced it was giving $300,000 in com­
munity development money to the 
Congress of National Black Churches. 

By now the activists have the banks 
trained to give at the drop of a hat-or 
even before one. One of the most en­
thusiastic bits of pro-merger testi­
mony at a igaS-Eed hearing over the^ 
union off^rwgst^d Wells FargoJ 
came frora''ACClON~New Mexico, 
which specializes in micro-loans. Anne 
Haines Yatskowitz of the group con­
gratulated Wells Fargo for having 
made a $200,000 investment in AC­
CION" s Albuquerque efforts the year 
before, even though, at the time, the 
bank didn't have much presence in Al­
buquerque. "There were no branches 
in Albuquerque," she went on to stress, 
"yet Wdls Fargo took a very proactive 
role in supporting our program." 

Recently ACORN's Minneapolis 
representative, Marcia Erickson, used 
the occasion of a hearing on Norwest's 
merger with WeUs Fargo to berate Nor­
west executives for their "racist, cias-
sist performance." ACORN represen­
tatives made similar charges, all this 
past year, at hearings on the merger of 
Nationsbank and BankAmerica, and 
First Chicago and Banc One. 

With the CRA's federal poUceman 
there to interpret the rules and punish 
them for violations, bankers haven't 
been frank in public about CRA for 
years. As Harold F. Still, fonner presi­
dent of the Pennsylvania Bankers As­
sociation, wrote to Senator Gramm: 
"Not long after passage I gave a 
speech on the subject to some 400-500 
Pennsylvania bankers. In my naivety I 
spoke openly and frankly. Never hav­
ing been a spell-binding speaker be­
fore, I was amazed when, after the 
speech, the entire audience rose and 
applauded." Yet, wrote Mr. Still, 
"never again did I speak publicly about 
the Act, nor did any other banker. The 
threat of action from the so-called com­
munity groups . . . caused all of us to 
keep our mouths shut." 

Even the Clinton Administration 
has had its run-in with the CRA Cul­
ture: "When CRA fan Paul Sarbanes. 
Maryland's Democratic Senator, de­
cided that the Administration's candi­
date for Comptroller of the Currency, 
John Hawke, wasn't enthusiastic 
enough about CRA, he blocked confir­
mation, ̂ he Treasury ended up slip­
ping in Mr. Hawke with one of its fa­
mous recess appointments. 

If the political system is going to 
countenance this sort of shaJcedown, 
there ought to be something substan­
tial to show for it. But even that's not 
clear. Fed Govemor Edward GramUch 
pointed out in a thoughtful speech re­
cently that there is "very little rigor­
ous evidence" on the long-term effects 
of CRA. 

SenatorjSrflmmadvocates treating 
CRA m ^parate^lMlJ-JiKft time. As 
chairman^cet of-thc-Bgmdng Com­
mittee, he's now in a position to make 
that happen. It's time for a review. 
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JAMES BOVARD 

S en. Phil Gramm, the new 
chairman of the Senate 
Banking Committee, last 
week proclaimed thai the 

Community Reinvestment Act was 
resulting in banks being compelled 
to make "kickbacks and bribes" to 
activist groups — a process Mr. 
Gramm said "is little more than 
extortion." Mr. Gramm's denuncia­
tion could open the door to the expo­
sure of some of the worst bureau­
cratic abuses occurring across the 
land. 

The Commumty Reinvestment 
Act. enacted in 1977, was supposed 
to prevent banks from taking 
deposits in one neighborhood and 
making loans in other neighbor­
hoods. But since President Clinton 
took olTice, the federal eovernment 
has largely ignored the law and 
instead relied on massive threats 
against banks to force them to loan 
more to favored groups. As former 
Assistant TYeasury Secretary Paul 
Craig Roberts observed, "The Jus-
dee Department is simply trying to 
establish by consent decree a sys­
tem of racial quotas in lending 
regardless of credit risks." 

The Community Reinvestment 
Act has created mechanisms by 
which community groups can use 
federal regulatory procedures to 
shake it down. In order to get gov­
ernment approval to open a new 
branch — or sometimes to even 
open a new ATM machine — or to 
merge with some other bank, the 
bank must efiectively get approval 
from community activist groups-
Many of these groups are explicit 
about their goal; Bruce Marks, 
executive director of Union Neigh­
borhood Assistance Corp. in New 
York City, describes himself as an 
"urban terrorist" 

One of the most active organiza­
tions nationwide is the Association 
of Community Organization for 
Reform Now — known by its 
acronym. ACORN. As Doug 
Bandow, author of "The PoUtics of 

Urban bank loan 
shakedowns targeted 
Envy," notes, 'ACORN and its allies 
usually demand money for the 
protesting organization, below-
market interest rates on loans to 
businesses run by ACORN and its 
officers, low-interest loans, con­
trolled by ACORN, in poor areas, 
minority hiring quotas, and cheap 
banking service for selected 
groups." ACORN agents were 
denounced for extortion in D.C. in 
1992 after demanding cash contri­
butions from shop owners and 
threatening them unless they 

While the feds are 
stormtwoping across 
the nation's banks, one 
high-ranking official 
confessed that the 
terms they use to 
convict private banks 
lack any clear 
meaning. 

bankrolled an ACORN project 
Federal CRA regulations invite 

extortionate demands by commu­
nity groups- Jonathan Macey, a 
Cornell University professor, 
observed, "You see really weird 
things when you look at the Code of 
Federal Regulations . . . like feder­
al regulators are encouraged to 
leave tbe room and allowing com­
munity groups to negotiate ex parte 

with bankers in a community rein­
vestment context Giving jobs to 
the top five officials of these com­
munities or shakedown groups is 
generally high up on the list [of 
demands]. So, what we really have 
is a bit of Old World Sicily brought 
into the U.S., but legitimized and 
given the patina of govemment sup­
port." Edward Crutchfield, chair­
man of the First Union Corp., one of 
the nation's fastest-growing finan­
cial organizations, denounced the 
CRA process as "pure blackmail." 

The Clinton administration used 
a contnrted interpretatior of fair 
lending laws to bring Chevy Chase 
Bank to its knees for the crime of 
not having branches open in loca­
tions where the Justice Department 
wanted. The feds used the same 
arguments in 1997 to punish 

G 
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Albank Federal Savings Bank for 
not having branches or seeking 
business in minorit>" areas in rhe 
Northeast. And the Justice Depart­
ment civil rights chief-Bill L.ann 
Lee has indicated plans'to further 
expand prosecutions against other 
types of lenders. At a banking meet­
ing last October, Mr Lee sought to 
intimidate the audience; "We're the 
last people you want to hear from, 
because when we call on your door 
we're there with a case, and often a 
big case." 

While the feds are stormtrooping 
across the nation's banks, one high-
ranking official confessed that the 
terms they use to convict private 
banks lack any clear meaning, 
Eugene Ludwig, comptroller of the 
currency, admitted in 1994: "We 
have begun a national debate over 
the meaning of equal opportumty 
in lending- Those who say they 
know what it means — be they 
lenders or borrowers, be they civil 
rights advocates, industry consul­
tants, or members of the regulato­
ry community — are simply wrong. 
Nobody has all the answers. The 
law is sketchy. The pohcy is evolv­
ing." Yet, even though regulators do 
not know what the law supposedly 
means, this has not impeded the 
federal government from harass­
ing banks for as-yet-undefined 
crimes. 

Federal agencies should not have 
the power to compel banks lo make 
more bad loans to pohtically pre­
ferred cUents. The Community 
Reinvestment Act should be 
repealed " and the feds should be 
ejected from the banking business. 
The less politicians have to do •with 
banking, the more creditworthy the 
nation will become. 

James Bovard is the author of 
"Freedom in Chains: The Rise of 
the State & the Demise ofthe Citi­
zen" (St Martin's Press. February 
1999). • 
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AmaiaiD Booker Wednesday, February 3, 1999 

Senate Bankmg Panel 
Chief: CRA Payments 
Amount to 'Briberv' 

-7 

• By DEAN ANASON 

WASHINGTON ~ Escalatmg 
the war of words over the Com­
muniry Reinvestment Act, Senate 
Banking Committee Chairman 
Phil Gramm said the law encour­
ages "bribery" and "extortion." 

"No bank should be allowed to 
pay money in order to gain sup­
port in a CRA evaluation and no 
organiiation should be allowed 
to ask for money as a condition 
for silence," the "Texas Republican 
said Ln a Feb. 1 letter to President 
Clinton released Tuesday. 

The solution is to outlaw these 
payments, Sen, Gramm said "By 
removing cash from the process, I 
hope we can restore honesty," he 
said. "People who believe a bank is 
doing cither a poor job or a good 
job should say so because that is 
what they beheve, not because 
they ha-ve been paid to hold an 
opinion." 

Sen. Gramm was responding 
to a speech President Clinton 
gave last week to the U.S. Coundl 
of Mayors. The President ques­
tioned why banks object to the 
CEA even though the industry is 
earning record profits. 

"IU bet the town banker is 
doing pretty well where you 
live — in a big city or small 
town," he said Friday. "And yet, 
unbelievably enough, when we 
are proving it is working, the 
Comniujiity Reinvestment Act is 
under attack again." 

Financial reform legislation 
being drafted by Sen. Gramm Ls 
expected to eliminate eorrununity 
reinvestment requirements that 
were included in last year's version 
of the bill. That change and sever­
al others could anger Democrats, 
bankers, and insurance agents. 

Sen. Gramm's biD also reported­
ly would pennit cross-ownership 
of banks and commercial firms, 
keep unitary thrift holding com­
panies intact, and permit securities 
and insurance underwriting in the 
operating subsidiaries of banks 

with less than $1 billion of assets. 
Though they cautioned the 

details remain fluid, industry 
lobbyists and HiU sources famil­
iar with the plan said that it is 
also expected to eliminate 
many—if not all — limits on 
bank sales of insurance. 

A Senate Banking Committee 
spokeswoman confirmed that 
Sen, Gramm is considering letting 
hank holding companies conduct 
limited commercial activities — 
possibly capping these aaivities 
ar 25% of revenue. 

Sen. Gramm would prefer to deal 
with Community Reinvestment Act 
tcfoims separately, she added. How­
ever, if Democrats insist on some 
CRA requirements for holding 
companies created under the bill, 
Sen, Gramm would seek pro-bank 
reforms such as limits on payments 
to coinmunity groups. 

But as Sen. Gramm mulls 
major revisions, fwo House 
Republican leaders warned Tiies­
day that tinkering with financial 
reform legislation could endan­
ger its broad support, 

"Tfâ is is very highly fine-
tuned" and any changes could 
chip away support in the House, 
Majority Leader Richard K.' 
Armey told reporters after a 
speech. "You move one comma 
and you are not going to pass it." 

House Commerce Comminec 
Chainnan Thomas J. Bliley Jr., 
also speaking to the Council of 
Insurance Agents and Brokers, 
warned Sen. Gramm against try-
mg to dilute CRA. "If he tries to 
do that in the banking bill, he wU] 
blow it up," Rep. Bliley said. 

Sen. Gramm and Sen. Paul S. 
Sarbanes, the ranking Democrat 
on the commince, are schedded to 
meet Friday to discuss the legisla­
tion in anticipation of a draft being 
released on Monday A committee 
vote is scheduled for Feb. 25. 

Senate Banking's vote scheduled 
for today on regulatory relief legis­
lation has been postponed until 
Feb. 11. <3, 

7^ 
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SECTION: CAPITOL HILL HEARING 

LENGTH: 7424 words 

HEADLINE: NEWS CONFERENCE WITH SENATOR PHIL GRAMM (K-TX), 

CHAIR, U.S. SENATE ©ANKING COMMIITEE 

SUBJECT: SENATE BANKING COMMITTEE 

AGENDA FOR THE lOSTH CONGRESS 

5 3 5 DIRKSEN SENATE OFFICE eUlLPlNG 

WASHINGTON, D.C. 

BODY: 

SEN, GRAMM: (In progfRepdust^) lat-efeed) - - t oo much process To basically 

llst<5n and consult. 

And in thatprocsee, I have libtcned and conetiltcd with Congressman Jim Leach, 

who 16 the chairman o f the House Banking) Committee. I met yest-erday with Paul 

Sarbanes, ivlio is our very able ranking Democratic member of tf ie Banking 

Committee, 

I have talked on several occasions and met a t some length with Alan Greenspan, 

chairman of the Federal Reserve Bank Board. I met with Secretary Rubin and 

arranged ye6t.erday todoonef ina l ineeting on the subject of tfie emerging 

act ion in M e committee. I met with each Republican member of the Banking 

Commirtee, I am In the process now of meeting with each and every Democratic 

member of the Banking Commltt-ee. 

And we are in the process of soliciting the Input of every organization, every 

business or industry, every group and every citizen of America t h a t is 

affected by something within thejurisdIcWon of th is conmi t tee; 'input a& t o 

whatwe should do (during these twoyears t o Improve the equality of financial 

services, t o improve the equality of public and private housing, to improve the 

equality of mass tr-aneit, t o expand the economic power of tf ie United 5taT-e5,to 

promote foreign t rade and investment, t o createjobs and growth and 

opportunity. All of those things are within the jurisdict ion o f the Banking 

Committee, 

Having spent two months listening and consulting -- attheend of lastwcek --

fiaving official become chairman ofthe Banking Committee, 1 thought Is was 

appropriate today to begin totalis about at least an outline of our objectives 

during tiie next two years. 

Obviously, the number-one piece of unfinished business from the last Congress, 

in fac t from the las t 10 Congresses, is financial services modernization. 

I remember in 1955, when I was a new treshm^n senator, I had taugf i t money and 

banking t o undergraduates a t Texas A&M. I had taugf i t monetary theory and 

policy t o graduate s tudents , I had wri t ten extensively on the (audio break) 

— the Senate, 

I t hough t t he t ime had come in 1965 t o modernize the banking laws of the 

country. Those laws were wr i t ten in the 1920s and '30s. And the problem Is not 

t h a t they are old; they are relatively new laws compared t o many laws t h a t I 

think are fundamental t o the country. But the problem is t h a t the financial 

seivices industry fias changed dramatically since the 1920s and '30s. And ĉ ulT ;̂ 

fr-ankly, t he1920eand 'SOs repreeent.ed in America so r t of a low point In 
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terms of basic understanding of mar-keteand economics. 

So I thought in iSf tS the t ime had come t o change the fundamental banking and 

flnancial laws of the country. I had hoped t h a t I would have an opportunity, 

as a freshman member of the Senate, t o participat-e In t h a t activity, and i t 

has been a dominant issue since, even though we have never carried the ball 

over the goal line. 

I want t o publicly thank Al D'Amato for his leadersliip in the lastConiji-ess, I 

had an opportunity t o serve with Al t i i roughout my period of service t o th is 

point in t^ie Senate, and I think his f inest hour as a legislator was the 

desperate ef for t t h a t fie made t o bring together H.R. 10.1 believe t f i a t if in 

the end we are successful th is year in passing financial services 

incdernization. as I believe we will be, I think Al D'Amato will detieive 

certainly some o f the credit. 

What tias pr oduced a s i tuat ion where the banks and the insur-ance companies and 

the securities companies have moved together in t<5rms of r-eaching a common 

interest really for the f i r s t t ime in th is debate has not really been the 

persuasive personalities of members of Congress, It 's not been any political 

part.y, i t 's not been government. What basically has happened is t h a t there has 

been a fundamental change In market forces, there have been fundamental 

changes in technology, and those chanties in market forces, those changes in 

Technology have moved t o produce a consensus t h a t 3 dramatic change is needed. 

I am concerned t h a t if we watt in te rms of making those changes, t h a t those 

same for-ces t h a t fiave produced a political conseneusto ac t on these issues 

will begin t o produce in the market eyetem distor t ions in the market. I think 

we're already seeing t h a t as numer-ous industries are moving t o acciuire t h r i f t 

charters as basically a way of circumventing Glass-Steagall, as an ef for t t o 

t r y t o do through a th r i f t char ter what they cannot do thr-ough a bank charter. 

So I am determined t o a c t and t o ac t swiftly. 

I t is my goal t o report a financial services modemization bill from the 

Banking Committee by the end of February. That is an ambitious objective, I 

believe i t is possible. I hope t h a t we can do i t on a biparUsan basis. I 

certainly am commit ted t o work t o t r y t o achieve t h a t goal. But i t is 

a bsolutely essential. In my opinion, t h a t we move forward; t h a t wc seize the 

consensus t f i a t existed a t the end of the last Congress, I have initiated a 

process To meet with every Republican, t o go through the bill In three 

successive meeti ng s t o look a t each and every provision In the old H.R. 10 t o 

determine which provisions have been overrun by events, t o deT-ermine what 

ncedstobechanged.and t o t r y tor-each a consensus among Republicans^ 1 have 

recommended to Senator Sarbanes that tfie Democrate undertake a similar 

activity, then I would meet again with Senator barbanee and basically Sit down 

with each and every issue and see if we mightwork out a consensus. 

You can't raise financial services modernization witf iout talking about 

community reinvestment. The Community Reinv6St:ment Ac t was passed 'inl377. As 

far as I can determine,t i iere was only onevot^i evertaken on the bill; i t was 

a rider provision Ina bigger bill. Thatvote was taken right here in th is 

room, and it was a tie vote. No other legislative action was taken on 

community reinvestment, Tfie law is a very simple, one-line law that basically 

reciuires t h a t banks' -- or one operative line rca^u'ires t h a t banks make loans In 

the communities where they collect deposits. What has happened since t f i a t t ime 
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ie there has grown an elaborate bureaucracy in several dlffercntgovcrmment 

agencies, and th is system has gonefarafleld from the initial Intention of 

Congress. 

It is not my belief that changing the Community Reinvestment Act Is essential 

to financial services modernization, but there Isa desir-camong many-to 

expand community reinvestment pr-ovisions to apply to financial services 

holding companies under the new bill, I have asked Chairman Greenspan and the 

experr-s who work on this issue at the Federal Reserve Bank t-O work with tfiis 

committee to look to See if we can find a short-t^srm resolution to the 

concerns that have been r-aised about bribci-y and kick-backs where acCual cash 

payments ai-e made witfi the '3Qle objective of encouraging people .a nd ̂ rni ips , 

eitiier testify on behalf of an application for a merger-or any other action or 

To pay people not to t-estify against such action. 

I think there is a general consensus t h a t the payment of cash to influence 

people'st<;stimony is fundamentally wrong and i t is tan tamount t o a kick-back 

oi'a bribe. The e^uestionis, Howcan wefind the language t o filiminat.e t h a t 

abuse without fundamentally changing the law? 

A second c^uestion relates t o liow do you determine whether a bank Is in 

compliance and doec' i t make sense to delay an application {-or a bank I'lke Bank 

of America, t h a t has the best CRA record of any bank In America, even thiough 

one or two groups (Question 'it and demand some €>ort of sett lement from Bank of 

America. 

So i intend, under my cfiairmanshlp. t o have ttie Dankin^Committeetakc an ^ — 

ext^gnsive, deep look a t community reinvestment. In t l i ^ ^ s h o r t ' f e r ^ e will t r y >S>V-€>-/- ^ G ' ^ ^ 

t<;flnd a compromise t f i a t will allow us to move forward on tinancial (ZSP^^ rO ' t ^ - ^ ' ^ 

modernlzation^ln the long te rm we will take a look a t the ^^^oie£RA_lai4<?iow \ OVNT — *^!0*c-^ ... 

it has been used. I am asking the Federal Reserve BanktounSertaice a major "^SW^^ i^A/e>*^ ic^^ 

study and survey, protect ing t l ie confidentiality of banks t h a t participate in v ' - ' ^ » ^ 

tf ie survey, t o t r y t o build a database so t h a t we have something t o work from 

inthisar-ea. 

There ar-c four ottier areas that I want to move on r-elatively cj^uickly. As some 

of you arc awai-e, we are - fiopefully, In the very near future, we will setTJe 

who will be the subcommittee chairman. You have the list of the subcommittees 

and theirjurisdictions. We've made some substantial changes. My objective was 

to guarantee that every subcommltt.ee is Substantive, that every subcommittee 

has jurisdiction that some member of the Senate, or mor-e than one, would like 

to work in ttiis area. I think the reaction from Senator Sarbanes to these 

proposals has been positive-

We have an application by one senator, Senator Bennett, for a waiver so t h a t 

he can be a subcommittee ciiairman. He is chairman of atemporary committee 

dealing with the Y21\ problem. That committee will end a t the turn o f the 

millcnniur^i.or a t l eas ta t t heyea rwenowc la lm is t l ie turn of t t ie 

millennium. And 'many case, i t will cr-eate a si tuat ion wtiere he would then 

come back; ask for his r igf i t t o be subcommittee chairman. 

It could mean moving as many as three Subcommittee chairmen. We should have a 

ruling on t h a t soon. 

Out'it ' is determined t h a t the International Subcommittee chairman will be Mike 

Enzi. I have asked Mike Enzi t o begin perhaps next week — if not, the week 

a f te r — by fioWIng ourfi["St Subcommittee oversight hearing on the Export 

Administrat ion Ac t , which has expired. I am hopeful in relatively shor t order 



F b t i - k 3 b - i y y y 1 4 : 4 b H S S I S E C Y FINf iN INST P. 1 ; 

t ha twe can hold a hearing, meet, and on a bipartisan basis reauthorize the 

ExportAdminlst rat lon Act . 

Last year we passed the Public Uti l i ty Holding Company A c t It was a 

r-elatively non-controvei-sial bill. I t would be my goal t o quickly pass It out 

o f the Banking Committee and then t o challenge the Energy Com mi'tt^se to pass a 

similar bill, so t h a t we could marry them up and fiave an opportunity for the 

fir'st t ime t o consider the der"Cgulation of electric power gener-atlon. Such 

deregulation could mean a '60 percent reduction in electric power rat.es for 

Amer-ican consumers, and t h a t would have a bigger impact on the pocketbookoF 

American families than any tax c u t t h a t has been adopted by the federal 

q,ovcrnnicntsincethe19&'l Reagan tax cut. 5o I think t h a t is a vei-y important 

issue. 

We had a regulat.ory refoi-m bill related to financial Institutions, the so-

called Shelby-Mack bill, I have talked to Senator Shelby and 5enar.or Mack, 

They would likct.o move the bill in the form that it existed -- in the last 

Congress. And I have committed to them to work hard T.O try to sce that bill 

c^ulckly adop-ted by the Senate Banking Committee and see it move to the fioor 

for consideration. 

Senator Dodd and I in 1996 had a major 6ecurity_regi ilatoiy reform bill tk|>it 

basically changed every security law in the country, to try -to modernize and 

reduce C05t,~and expand ava liability of securities and services related to the 

secunties industry to American consumers. Senator Dodd and I believe It's 

time tc do that again, and wc hope to do that in ttie first six months of this 

Senate. 

I Intend t o make the banking Committee a major over-eightcommit-tee in the 

Congress. I have believed Sincei came "to the Senate t h a t we do a relatively 

poor j o b " and by "we." I meanthe Senate does a r-elatively poor job-- In 

overseeing the laws t h a t we pass. 

We Spend tremendous energy and t ime passing new laws, but we spend relatively 

l i t t le t ime in overseeing those t h a t arc charged with implemeri-ting tt ie laws we 

pass, 

I tiad the great opportunity-to serve under John Dingell as a member of tbe 

Commerce Commit-tee when I was In the House. John Dingell is the greatest 

oversight and investigation chali'man In the hls-cory o f the Congress, and I 

intend t o take those lessons and t o inst i tu te a major oversight and 

investigationfunc-tton within th is committee, i t s f i r s t manifestation Is the 

f a c t t h a t we will have an Oversight and investigation vice chairman of every 

Subcommittee, so t h a t we will have a person wfio is charged wi"fch oversight of 

all of the governr-netit agencies and all the proqrams and al i the 

implementations of law within thejur isdict ion of t h a t subcommit-tee. 

For example, we passed a major IMF reform bill when we pr'ovided ^ I f i billion t o 

tf ie International Monetary Fund. That bill setoutchanges in policy thathave 

t o be implemented by the IMF. They objected t o the changes, but my position 

was, " i t 's great, if you don' t want-to make the changes, you don't have t o 

take our money. Bu t if you're going to -Cake our i-noncy, you'r-e going -to spend 

i t the way we want i t spent, and in fact , you're going -to spend all the o-tfier 

money you commingle with our money-Co meet the criteria t ha twe set." I don't 

think tha t ' s unreasonable, given t h a t a lo to f Americans work awfully har-d for 

$1&.2 billion. We will hold a major set of oversight hearings on IMF. We will 

ask the IMF t o appear before the committee and explain t o us what they have 
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done in implementing our policy We Intend to Sec those cha nges made or we 

intend 'r.o move t o take the money back. 

We will liold major oversight hearings on HUD. We will hold major-over-sight 

.• learlngs on mass t rans i t . I will ask the GAO t o do a major- study on mass 

t rans i t in America, looking a t fixed and variable cost, and calculating in a 

comparable way the level of subsidy t h a t we are providing t o the average rider-

oF mass t rans i t . Thejurisd iction of th is committee has largely been exercised 

on mass t rans i t , and in fact , on HUD, by appropriators. i intend t o see the 

commit t^ ;e t^kethat jur isd ic t ion back. 

We intend to look atfinancial derivatives. We believe that financial 

derivatives are in thejurisd iction ofthe Banking Committee. Wc are concerned 

about the action of bank regulators in our recent problems in New York with 

financial derivatives. 

Finally, le tmesay I am vci-y proud t h a t Wayne Aber-nathy, my long-time 

staf fer, has become ctialrman of - has become the s ta f f director (laught.er) 

he fiae on a new sui t today, so he looks like the chairman - has become ttie 

s ta f fd i rec to ro f the Banking Committee, 

A famous philosopher once said, "In no way can you get a keener insight into 

the true natur-eof a leader than by looking a t the people he Surrounds himself 

witti," And I believe t h a t t h a t i s t r u e . a n d 1 am very happy t o have anybody 

judge me by Wayne Abernathy. 

t-laving cover-ed a lo to f T^jplcs, let me s top and throw i t Open for questions. 

And i f l could, I am kind of stunned by tt ie number of people t ha ta re liere 

today. So let me take questions about banking and about the jurisdiction of 

the commit-tee. And then a t the end obviously, if somebody has come all the way 

over here and Sat through all t h a t I had t o say,they probably ou^h t to have a 

Chance t o ask a question. 

Yes. sir? 

Q Senator, you talked about oversight hearings. And the House is planning new 

oversight hearings on the National Credit Union Administration's new rules — 

dealing with membership. You guy -- part icipated in the legislation last year, 

Doyou sce oversight hearings on th is side? 

SEN. GRAMM: Wc have 1 have asked the s ta f f t o begin t o put material 

together on the lawsuit t h a t has been filed and -the r-uling t h a t has been made. 

And wc will make a decision pre t ty quickly on tha t . 

Q Doyou sec credi t unions, perhaps included in your Financial Servicee Reform 

bill? 

SEN. G K A M M ; Well -- my objective in our Financial Services Modernization bill 

is t o make financial services mor-e available-to American consumers and cheaper 

than they have ever been. And anything t h a t will expand the availability of 

financial services or make i t cheaper is potentially within the domain o f the 

bill. 

YeS, sir? And then I'll come up her-e. 

Q Could you talk a l i t t le bit about your meeti ngs (inaudible) --with Mr. 

Fiubin and tell us where you think you mightseeeye toeye with the 

administrat ion and where you see some po"tentlal conflicts'? 

SEN. GRAMM: Well, as many of you know who havefoHowed me overthe years, I 

tend totiavever-y strong views on things. But-Clie dispute between tfie federal 

Keserve Bank and the Treasury'is a dispute wtisre I can see botti arguments. 

Having been a s tudent of the Old Independent Treasur^fr-om the second 
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secretary of t t ic Tr-easury, who actually conducted monetary policy, I t was 

dear to me t o begin with, t h a t any secretary of the Tr-easury is going to be 

very defensive of t t ie monetarvjur isd iction o f the Ti'eaSury. 

! think we have a dispute wher-e the Treasury wants t o nia iri-tain i t s ability t o 

control monetary policy through banking. The Federal Reserve Bankfe5ls t h a t 

if you give large banks the ability t o use operational subsidiaries t o expand 

financial services versus a holding company, t h a t they will always opt- todo 

t h a t because i t 's cheaper and t h a t in doing so,you incur-greater-financial 

risk. 

Now, 'Chat's one o f t he 'impasses t f i a t we face in t iding t.o putt.ogethera bill 

t h a t can 00 t l ie distance, 

1 have met with both o f the principals in t t i ls dispute, and I'rn going -to meet 

witfi Secretary Rubin again, lam fioping t f i a t we can find a middle ground. I 

have such a poT-ential proposal in mind, but I'm stil l working on i t and not 

i-eady To talk about It today. 

Yes, sir? 

(Inaudible,) 

Q Senator, wf iat do you think the --you talked about a temporary proposal Or a 

temporary solution on the CRA question in terms of financial modernization, 

Howwould you outline t h a t ? What would i t look like? 

SEN. GRAMM: Well, I think I t would look like a provision t h a t bans - - t h a t 

prohibits e i ther the giving or taking of cash payments in return for either 

Suppor-ting or-opposing an application for mcrgcrthcrappl icat ion wher-eCRA is 

the factor. I t would basicallyjudge i tbased on Intent, If t l ie intent of the 

payment ie-Co encourage people t o support a bank action related t o CKA, i t 

ought-to be illegal. I f the in-Centoftfie payment is t o encourage people not 

t o oppose a proposal based on CFiA, It ought t o be illegal. When somebody 

appears befor-e a govern ment agency t o express an opinion, i t ought t o be their 

opinion, I tough t n o t t o be an opinion t h a t t h e y arc paid t o have. I think 

t h a t corr-upte t f ie whole process. 

So what we're really trying-fco do, and what 1 have asked the Federal Reserve 

Bank-to join me in, istotryto come up with language that would allow us to 

isolate out and prevent a situation wfier-e some banks are making cash payments 

to try to influence-teetimony and where some groups are basically profiteering 

and engaging in what ie little more than extortion. 

I tJiink wc can do t h a t wi thout doing any harm t o CRA and. In fact , where banks 

are giving hundreds of thousands of dollars in cash payments t o t ry t o a t 

least appear t o be in compUance with CRA, if they-took those same resources 

and used those-togreat ly multiply their amount of lending, we could actually 

get more of what we seek, which is lending in the communities where banks are 

located. 

So I see t h a t reform as being a reform t h a t will help us achieve the goals of 

CtxA t h a t we se t ou t in the law. 

Yes, sir? Yes? 

QYou've mentioned overs lgh to f the f i nancial accounting standards for t i ie 

derivatives. Are you looking a t a bill or looking a t some kind of legislation 

similar t o what Senator Fair-cloth or perhaps his counterpart in the House, 

Senator Richard -- excuse me — Representative Richard Baker offered? 

SEN, GRAMM: I'm not looking a t a bill r ight now. I'm simply looking t o bc Sure 
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WC understand the problem, tha twe understand how good a job bank regulators 

ai"C doing. I t appears t ^ me t h s t in -- with our problem area in New York, we 

virtually had the mos t sophist icated lenders In the country t h a t were making 

character loans. And 1 think t f i a t we have t o look a t tha t . Dut i don ' t - - I'm 

not going t o do oversight always with a review -- with a viewDowar-d changing 

law: I'm going t o do ovcr-siglit with a view towards seeing i f the current law 

is being enforced. And whcr-c i t 's not being erifoi-ced, I Intend To call on 

government agencies t o com ply with the law. 

Yes, sir? 

QTwo questions. On the HUD oversight, wliat will you be looking for? What arc 

your concerns? And second ly -

SEN, GRAMM; On the oversight " 

Q HUD oversight. And then tJic second thing is. tfier-e's t'eeri some talk t h a t the 

administrat ion budget proposal may include suggestions forGinnic Mac 

privatization. Wliat wer-e your-Uioughts on t f ia t? 

SEN. GRAMM: Well, I'd have t o sec the proposal t o have any thoughts on It. 

Let me give you an example of something t h a t I think we ought t o look at . And 

I tiaven't looked a t the detai ls on it , but many of you are aware t h a t last 

year the inspector general a t HUD wanted to do criminal investigations in 

sever-al cit ies, and HUD and the administrat ion made a decision t t i a t tt iose 

cit ies were too politically sensitive, and those investigations never-went 

forv^'ard. Now we're notgoing t o have politics determine where criminal 

investigations occur a t HUD while I'm chairman o f the Bariking Committee. Jotm 

Dingell would never-allow a Republican administration t o do such a tti ing. So 

we'r-c going t o take a very close look a t tha t . And I don't want t o eay too 

much about i t until we have all t t ie Facts, because I'm not sure what happened. 

It tiappcned in the mids t of the las t election. I was not chairman o f the 

Banking Committee a t the t ime, but I made a l i t t le note t o myself t h a t I would 

remember i t and t i i a t wc would come back and look a t it. 

I think I t Is always good for the legislative committee t o constant ly do 

oversight in an area like HUD, which has been an agency t h a t has In the past 

had many problems, t h a t has often needed continual encouragement t o comply 

witfi the law, and fias been an agency, under both Republicans and Democrats, 

t h a t has had problems with fraud. 
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Yes, ma'am? 

Q Doyou envision holding a series of ovcr-eigtit hearings of t i ic Securities and 

Exchange CommiBsion? And If so, what would you be looking for there?. 

SEN. GRAMM; Can I getyou t o say t h a t again? 

Q Doyou envision holding a series of oversight tiearings of tt ic Securities and 

Exctiange Commission? And if so, whatwould you be looking a t therc? 

SEN. GRAM M: Well, we're going t o reauthorize the Securities and Exchange 

Commission a t some point. I assume t h a t we would hold a t leasts subcommittee 

tiearing on the Securit ies and Excfiange Commission. 

One area t h a t I continue t o be concerned about is t h a t we ar-e collecting thr-ee 

t imes as much money in fees t h a t a r e imposed on transact ions, on securities 

mar-kets and on the t ransact ions involving new issues, we're collecting three 

t imes as much money as we need t o run the Securities and Exchange Commission. 

And basically, we're taxing t o fund general government by taxing small 

businesses t l ia ta i -c trying t o get capital t o create jobs, and it 's something 

t h a t I continue t o be concerned about. And th is Is something t h a t basically 

happened as a result of the Appr-opriations Committee trying to get revenues to 

fund programs they wanted t o fund. I ttiink i t Is fair t o say t l i a t i t will be 

niy objective t o end the s i tuat ion where appropriators basically pass 

au-thorizing legislation related t o the Banking jurisdiction. 

Yes, ma'am? 

Q Following up on CRA, where Isyour Information coming from on these improper 

actions? Is i t anecdotal information from banks? 

SEN. GRAMM: Well, i t 's coming from, basically, the look tha twe have taken a t 

the s ta f f level her-e in Banking. We don't have very many good studies. We do 

knowthat the defaul t rate on CRA loans is about six t imes the default rate on 

loans in general. We do knowthat there has been in some high profHecascs 

s i tuat ions whcr-e cash payments have been made, We believe t h a t I t Is quite 

common, but the federal Keserve Bank does not keep data on basically side 

set t lements, so t h a t under current practice. If a bank paid an organizationa 

million dollars t o t es t i f y beforethe federal Keserve Bank examiners in favor 

of thegr-anting o fa merger, there would be no record on It. nor would i t be 

illegal: o r the payment of a million dollars n o t t o T.estlfy, 

And I've yet to run Into anybody who ttiinks that it's proper, when we're 

Supposedly holding hearlngstogatherfacts, to fiave witnesses thatarcpaid 

to say what they're saying. It seems to me that that circumvents the whole 

intent of the process. 

But we have come up with a dozen or so examples and what we're doing is asking 

tf ie Fed t o do a major study. That is more of a long-term program. In the 

shor t term, I would simply like, as par t of the community - TTie financial 

Services Modemization Bill, t h a t If proponents of CKA wan t to expand i t s 

coverage t o fmancial services holding companies t h a t wc, as part of t ha t , 

deal witfi th is problem of cash payments, kick-backs and bribes. 

Yes. sir-? 

OL Senator, docs t h a t mean t h a t you would deal wi'-th tt ie CRA issue before you 

could pass Out the modernization bill, then? 

SEN, GRAMM: 11 means t h a t I would like t o come t o a consensus, if possible, on 

how we deal with CRA in Financial Services Modernization. The Banking 
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Committee has made a change in CRA in tf ie bill t h a t Cfiair rnan Leach has 

introduced, lam hopeful t ha twe can reach an agr-eement where we will eitiier 

TreaT.CRA SeparaT-ely in a Separatee bill which 1 could support-or, i f the 

proponents of CRA want t o expand i t to include financial services holding 

companies, t h a t w e deal with the problem in "terms of de-ter-mining whoisiri 

compliance and, secondly, deal with the problem of these cash payments t o 

influence witnesses in liearings related to CRA. 

Yeah? 

Q Doyou ant ic ipato tfier-e will be comprehensive refor-m of RES PA or the Truth 

in Lending Actdur ing t t i is session? 

SEN. GRAMM: We don' t have i t on our priority l ist as of r-ight now. We are 

obviously soliciting input from virt-u a Iiy everyone in America as t o problems 

tfiey would like t o see us deal with, and If-- as a result, everyr-hlng Is 

open, but i t is no t on our- agenda rigf i t now. 

Yes, sir? 

Q Senator, there's a half a dozen House and Senate committees t h a t have f.'een 

looking Into th is Issue of technology t ransfer to China. Is th is committee 

going t o handle it? And how so. as i t deals with export controls? 

SEN, GRAMM: Yes. t h i s committee is going t o handle it. 

QHow? 

SEN, GRAMM: Well, we want t o reauthorize the Export Administr-ation Act, I t is 

within Dur-jurisdiction, and we're going to make a decision about it. 

And we ar-e certainly notgoing "to give thejur isd iction t o anybody else. 

Yeah? 

Q Senator-, you said t h a t your discussions with other members on the Financia I 

Services Modernization have been builtar-ound H.R. 10. Doyou see major 

Structural changes in the approach t h a t H.R. 10 takes coming out of th is 

process? 

SEN. GRAMM: 1 think there will clear-ly be chanqes. H.R. 10 has been over-r-un by 

events in some cases. 

I think t f i a t as we go through with individual members of the committee t h a t 

there will be chanqes. I tf i ink wecan make the bill a l i t t le tigh-Cer. When you 

are writing a bill, as quickly as wc were writing it , you tend to have a lot 

of redundancies In i t , a lo t of things t h a t you don't have-to have. I think 

the simpler we can make i t , t l ie more certain both sides of the debate in the 

Senate, can be sure t h a t t l iere is no hidden agenda. 

So I think i t can be simplified. 1 think i t has been overrun by events in some 

cases. And I am going t o l isten to-tfie inputof ever-y memberof the Banking 

Committee. And as you know so many people wanted on the Banking Committee 

tha twe actually'increased thcs' izcof the committee. So there are a iot of 

people t o listen t o , and I am Sure they'll have ideas, 

Q Senator? 

SEN. GRAMM: Let me get everybody else. Is there anybody t h a t has go t a f i r s t 

question? 

QYes. SenatorCramm, eari'ieryou mentioned thathuqef iqhtoverderivat ives 

t h a t - - (inaudible) on the committee, Thereisa hugeturf batt le going on 

among the rcqulatorB, as you know. The Commodity Futures Trading Commission 

has put ou t Some proposals. Do you intend t o weigh in on t h a t issue a t all? 

SEN.GRAMM: Well, we 'intend t o asser t our jurisdiction over financial 

derivatives. And anything - t h a t Is legislative related to It, we Intend T-o 
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be the leader of. 

We are going to look a t what some have caTogorized as "bank regulatorfailur-e" 

in problems we have had in the recent past. And obviously, wc are going t o bc 

sensitive t o th is wliole issuc. In those ar-cas related t o futures t ha ta re 

clearly within thejur lsdict lon of tfie Ag Committee, we intend t o work; 

togettier-witti t f iem on a jo intbasis . 

QSenaTor, have you talked WIT^ Senator LoTtabout the timing of bringing a 

Financial Services bill t o the floor? And doyou think t h a t the impeachment 

pr-oceedings-- (Inaudible)? 

SEN.GRAMM: I think my only problem with bringing th is bill t o the fioor a t 

tt ie end of February would be t h a t Lo t t might want t o t r y t o kiss me in public. 

(Laught.er.) Other-tfiari t f i a t , I don't anticipate any problems, (Laughter.) 

I think i t would l̂ e ver-y well received by th is Congress on a bipartisan basis, 

If we had a major bill t h a t could be considered early in t+ils Congress. 

- And I think, quite frankly, it's an opportunity that we ought to at least 

try to take. I've set out an ambitious goal intr-ying to report the bill fiom 

the committee by the end of Februar-y, but there's a big prize for doing that; 

we could bc the first major bill - this could be the first major bill 

considered in the new Senate in the new Congress, for that matter. And I 

think that as the first major bill, I think there will be a strong incentive 

on the parts of both the majority leader- and ttie minority leader to move such 

a bill, if in fact it came to the floor ofthe Senato. And so If wecan take 

advantage of that anci give the Scna-tc something important to do early on, I 

say that's a plus. 

Yes, ma'am? 

Q As a follow on to Cha C, Senator Lo t t has said t h a t he wanted the Senate to 

operate on a dual track. Obviously you're taking him a t his word. But do you 

tfiink you're going t o be able t o get people's at tent ion when there's 

d ist ract ion by th is Impeachment trial? 

SEN.GRAMM: I don' t know. I'm kind of shocked a t t h e number of people U ia t are 

here today. Maybe you all j u s t wanted t o talk about something different. 

(Laughter.) 

Bu t 1 think I have the a t ten t ion o f the members of tFie committee. We are going 

t o hold a eeries of breakfast meetings t o review in detail theconten ts of 

H.R. 10 and update 'rt. We arc going t o hold a subcommittee hearing on Export 

Administrat ion probably next week. So I don't see we don't go into session 

on the Impeachment t r ia ls until 1:00, and we get paid from 7:00 on in the 

morning, SO 1 don' t sce any reason we can't do it. 

Other f i r s t questions anybody's got? 

Yeah? 

Q In H.R. 10, are you going to keep the thrif C charter restrictions thatar-e 

in the D'Amato bill — the restrictions on --

SEN.GRAMM: I do no t oppose commercial companies own'mq financial charters for 

ei ther-thr i f ts or banks. If i t were left up t o me, I would remove those 

provisions from H.R, lO. My experience with commercial companies owning 

t h r i f t s In a period of crisis is t l i a t they have had a broad financial base, 

they have produced inst|-tutions t h a t a r e more stable than average, and 1 am 

not in the least bit swayed by the argument t h a t commercial ownership of 

financial char ters Is a bad thing. 

Wfiat the final bill will look like when Senator Sarbanes and I s i t down 
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togettier, if we can reach an agreement, I think that's an open question that 

would have to be decided. 

But wlier-e I Individually s tand on i t - - if General Motors wanr.e Co own a bank 

chaitor. my guess Is General MO'Cor-S would be a stable owner, and they've got 

Substantial financial assets t h a t could make the ctiarter more stable, could 

make deposits safer, and could be a benefit. But t h a t ' s j u s t my opinion, Thcr-e 

are other people, who have very strong feelings on the other- side o f the Issue. 

And I'm going Co s i t down, lis-ten tothern,and t ry to put toqether a 

bipartisan bill. Obviously, t ha t ' s one o f the things we're going t o have to 

deal with 

Yeah? 

Q Senator, on IMF ovci-sight. are you confident t h a t IMF officials will appear 

in tt ie committee? They sccm t o have --

SEN. GRAMM: I think t l i a t t h e y - I hope tt iey will. I believe they will. 

Yeah, f i r s t questions. Do-- anybody else got a f i r s t question? All right. Let 

me start-over with second --

Q Senator — 

SEN, GRAMM; Then we'll quit when we get t i irough this group, 

Q Senator, on CRA, you talked in favor of r-epeal of CRA last year on the floor 

o f the Senate. Are you sti l l in favor of repeal, or have you softened your 

opposition t o It in general? 

SEN. GRAMM: I do not supportt-he qovemment dictat ing t o people how they use 

tt ieir assets. So rny position on CKA has notchanged, nor Is Itgolng t o 

change. 

I am notproposing t h a t we repeal CRA; I am pi-oposing t ha twe do something 

about abuses within CKA. And I believe that if wedeal witfi tfie abuses,that 
t f ie political support for CRA mightactual ly become stronger. 

Bu t had I been here In 1977,1 would have cas t thetie-breakmg vote against 

CRA. But ther-e are many -things the government does today t h a t I would not have 

supported, had I been here, and I learn "to live with tf iem, not joyfully, but I 

do. And I recognize and I think i t 's an important th ing for a chairman-to 

recognize -- t t i a t I don' t fiave any monopoly on wisdom or good sense or 

judgment. 

Q But you no longer advocate the repeal of CKA? 

SEN. GRAMM; Well, ttiat's not an issue tfiat's before us now. It's not 

something that I am pursuing. Butmy position on CRA Is well known. I've 

spoken on It many times, and I'm sure tfiat wc will - what 1 want to do Is 

make a decision --1 think a bcCtcr way toanswer--tfiatis, we'r-egoing totry 

to r-each a short-term compromise on CKA as it relates "to the wliole financial 

services modernization Issue, And that will mean a compromise related to these 

two issues I've discussed. 

Wc will pr-obably later th is year or early next year begin a major effort to 

look a t CRA itself, and then we will make a decision as t o what we want t o do 

with T-lne law and what i t s ef fect has been, and is there evidence To 

substant ia te tt-iat ttiere's discrimination in lending. 

You wDu Id bel ieve t h a t if there were d Iscrim ination i n lending t h a t the ra-tes 

of retur-non loans, if you forced banks t o change their lending in areas where 

there had been discrimination,you wouW believe default rates would be lower, 

you would believe t h a t t h e rates of prof i ts would be higher because banks were 
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acting non-economically, wliich is the definition of discrimination. 1 think 

the limiTod da ta we have etr-ongly suggests t t i a t t h a t ' s not true, but we don't 

have enough data t o make a final decision. 

So in Tor'ms of CRA. I'd w a n t t o look a t t t i e Facts, ttieri we'll make a decision 

some day about what t o do about CRA. But my short- ter-m objective is.to t r y t o 

get CRA out of t l ic way of financial seivices modernization. 

Yes, ma'am? 

Q Wticn do you expect the Humphr-ey-Ha wkiris r-eport. --

SEN. GRAMM: We'll be announcing t h a t later-. And the Humphrey- Hawkins process 

I think tori-nlnatos th is year", so th is could bet-he lastone we will fiave. 

Ycs, ma'am? 

QYes, you invoked John Dingell as an inspiration Co you. I'm wondering if you 

tiaveany thoughts on the las t Texan To head a major Banking Committee, and 

t t i a t would be Henry D.Gonzalez, who headed the House Banking Committ<;c. 

SEN. GRAMM: Well, Henr-y 6. Gonzalez is a gr-eat man, a gr-eat role model In our 

s ta t s . Over the years he had some hostile things t o say about me, but I am 

proud t h a t i never, ever said anyttiing hostile about him, and I'm not about- -

a f ter ail these years of biti ng my -tong ue, such t h a t there is actually one 

par t of i tmiscing -- ( laughter) -- a f tera l l these years, I'm not about t o 

deviate from t h a t . 1 have found t h a t if people say mean things about you and 

you refuseto respond, i t makes i t f iarderfor t l iem t o keep saying them. 

Yes, ma'am? 

Q Given the outpour-lng of reaction on the new "f:Lriow Your Customer" rules, are 

you planning hearings on tha t? 

SEN. GRAMM; We're planning t o look a t tha t , yes. I tiiink there is some 

evidence t h a t w e have gone too far. And believe me, I hate drug dealers and 

money laundcrcrs, and I'd like t o grab-tliem by the th roa t and not lot them go 

t o get a bet ter qrip. But when we're trying t o ask banks to track how much my 

mother Is contr ibuting t o the church and how much your activit ies are, 1 think 

i t ' s j us t gone too far, I think. So we're going to look a t In some detail. 

Yeah, let me take these three questions -- these four and we'll quit. 

Yeah? 

Q Should wc in tc rprc tyourcomments on Humphrey-Hawkins as in opposition t o 

the semi-annual report-s? 

SEN. GRAMM: Well, no. We've come t o the end o f the processas I understand It 

— ( to s ta f f ) -- t ha t ' s rigfit. Isn't I t Wayne? -- (returning) — t h a t t i l l s 

will be the last one. We will announce it. As I look a t things we oug l r t todo 

and work we've go t t o do, 1 don' t See th is as being very high on my priority 

l ist. 

Having said t t i a t , let me say t h a t there are ottier members of the committee, 

and if some of them feel st rong about i t , we'll look a t i t . But wc had i t in a 

period where Congress fe l t i t was important, and i t has had i ts day. And so I 

d o n ' t " in looking a t the agenda t h a t I'd like t o pursue, I don't see i t on 

the agenda. 

Now, as we-talk t o other memb6r-s,-Chat may change. 

Yes. 

Q Just on mutual holding companies, are you going To support parts ofthe 

legislation, por-tions ofthe legislation, the financial service reform that'll 

allow insur-er-s Inform mutual holding companies? Is that somethinq --

SEN, GRAMM: I don't--1 haven't reached a judgment on 'it, the details of the 
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\ International Isaues . » my own 

ow." Ŝ e cauahf tAc con/wctlon, 
e are infercoTiTiecttd. tcmphaaia 

IN •: . 

Mr. El 
moves f o , 
lor loreign 
t'lon to tho 

:•. II participant; -Thanks again 
--"lilted leadership and courage in 

.... 'abng funding and hosting the 
. :-'>a] If 3 a milestone In raising 

•. .. V/ould liKe to emphasize the 
• : -\this program and believe it 

. U-public dollars can go to serve 
i s poor when coupled with pnvate el-

ler, as Congress 
^. .ionsideration of spending 

.u-irrsT I would like to draw atten-
successos of the Christian Re-

THE DEPOSITORY INSTITUTION 
MERGER PLEDGE ENFORCEMENT 
ACT (H.R. 4420) 

lornied World Relief Committoo (CRWBC) 
headquartered in Grand Rapids. Michigan. 

In 1997, CRWRC received a USAID grant of 
$75,000 for a Development Education project 
In collaboration with Bread lor tha World insti­
tute (BFW), CRWRC used the money to furxl 
a nalkinal event which linked international de­
velopment organizalions with U.S. leaders 
wfio were interested in public policy, sustain­
aljle deveJopment, and hunger. The event was 
a huge success-

The Gathering, which took place in Wash­
ington, O.C- in June of 1997. was preceded by 
a number of training materials and publicity 
brochures and newsletters. Participants were 
divided into one of three groups: Track I. 
whkii invotved over 300 people who were in­
terested in poverty and hunger and wanted to 
leam more; Track ll, the "leadership corps" or 
those who expressed a higher level of interest 
and wouW apply the "miltiplier affect" m their 
own regions after leaving the Gathering; and 
finally. Track III. me sbc foreign nationals v»ho 
were devekjpment pracfitiorters wortong In 
partnerxh'p with CRWRC Overseas. 

Attendance at the Gathering exceeded ex-
pectaikins, drawing over SOO people. The con­
ference was a time to share stories and learn 
from others. AccorcSng to the increase in 
learning based on the results of a baseline 
survey given at registration and a toJtow-iip 
survey that followed the conference, each of 
the three groups was impaded sign'iTicaniiy by 
new infomiation. The follow-up survey showed 
that Track 11 participants tripled In their leam­
ing and Track I showed a posHiva increase as 
well, in addition, tho visiting intomatkxial de­
velopers were able to leam about the demo­
cratic process in the U.S. and the possibility of 
(Seating their own action in their own coun-

, ... 
Other evidence of leaming appeared In the 

comments from participants after the Gather­
ing: 

From Jean Qaude Cerin. a development 
practitioner trom Haiti, and one of the inter­
national presenters: 

There -was a woman in my small gtoup the 
flrat day of onr meeting who fe l l forced to 
adopt international Issues. [- - -] SHe aaid 
that's not what she's concemed about, she a 

HON. JOHN J. LaFALa 
OP NEW YORK 

IN THE HOUSE OF HePRESKNTATTVEa 
Thursday, Augmt 6,199S 

Mr. LAFALCE. Mr. Speaker, we find our­
selves in an era Of mega-mergers among fi­
nancial institutions, and the trend is likely to 
oontlnue. There Is come pubAc concem about 
these mergers, and writh a good reason. Diver­
sified financial services companies olfer real 
opportunities lor consumers. Induding easier 
access to a larger array of finarwal services at 
tower cost. But they also carry risks: higher or 
hWden fees; intruskxis upon consumer pri­
vacy; and Indifference to conununity needs 
and concems on the part of institutions with 
only a tenuous link to the local oomntunlty. 

Today I am miroduciog tegislatkDn intended 
to help ensure that these larger conglomerates 
remain responsive to community needs, lutfill 
their community reinvestment obligations and 
honor their own community reinvestment 
pledges. 

As part ol the regulalory appnjval process 
for merger applications, the banking and thrift 
regulators are required to consider tho finan­
cial institution's community reinvestment 
reoonJ. It Is becoming increasingly typical for 
Tinanoal Institutions to anrwonoe sizeable fi­
nancial commitments to provide loans within 
low and moderate income communities in the 
context of lhese pending appncatiorw. These 
pledges are typically intended to enhance the 
institution's perceived perfonnanca; gain sup­
pon or approval fOr the application; and as­
suage public concern or—in some cases—re­
duce community opposition. 

Let me provide some examples, in the 
NationsQank/BankAmerlca merger, a CRA 
commitment of S350 billion over 10 years was 
made: $180 billion for small business; Si 15 
biinon for affordaWe housing; $30 billwn in 
consumer loans; and $25 billioo In community 
development investments. Citibank-Travelers 
announced a commitment of $115 billion over 
10 years in small business and consumer 
loans; mortgages and community investments. 
Washington Mutual/Great Westem/H.F. 
Ahrnanson committed to $120 bniion in afford­
able housing, multifamily housing, small busi­
ness and consumer loans. 

These financial institutions and otHers are to 
be congratulated on the pledges they have 
made. The commitments have been substan­
tial and wide-ranging. I believe they are seri­
ously intended and I have confidence thgy win 
be pursued. But the public must have con-
lidenco as well, and the current regulatory 
oversight system does not provide any. 

These commitments have typically been lor 
ten years and generally involve sizeable, but 
unspecified pledges of credit for affordable 
housing, business loans, consumer loans and 
investments in community projects. Yel current 
supervisory oversight under CRA focuses on 
an institution's lending and investment activi­
ties during one-year penods only, and seeks 
to determine whether the institution is meeting 
minimum required levels of commun'ity rein­
vestment, not the higher levels promised in 
those commitments. Several recent studies 
have found that even these routine CRA SK-
aminations have been inadequate and that 
CRA ratings are generally "inflated." 

The capacity to monitor tha higher levels of 
lending and investment committed to m con­
junction with pnDposed mergers does not now 
exist either among the regulators or the com­
munity groups. As a result, the community in­
vestment pledges we are now routinely seeing 
cannot and will not be measured or monitored 
over time. But they must be, if they are to be 
rnore than empty promises It is difficult (or the 
pU>lic and community groups to have con­
fidence that the generalized pledges of these 
institutions will take concrete and positive 
s t ^ e within their communities if there is no 
wray to monitor pledge Implementalion. 

Some of the regulators have suggested that 
community organizations should enforce com­
munity investment pledges by banks. I fear 
that may be unrealistic as few such groups 
woukl- have adequate enforcement capacity. 
Moreover, it is <litricutt to enforce commitments 
as highly generalized as some we nave seen. 

Community groups are pressing for commit­
ments that involve highly specific goals for im­
provement In specific types of leoalng in more 
narrowly targeted communities. That approach 
may have merit Soma institutions have taken 
It with substantial success, while others are 
strongly resistant. 

My legislation attempts to strike a middle 
ground. The bill would direct the Federal bank­
irig regulators to develop and maintain proce­
dures to monitor compliance with community 
reinvasiment pledges made by financial insti­
tutions. In addition, it vrtwki: 

Require the regulatory agendes to notify m-
stitutiorts when commitments are not being 
met and make such non-compliance put)ilc: 
and . 

Authorize the regulators to take an instilu-
tion's recori of compliance with these pledges 
into account in any future decision-making re­
garding the institution. 

The community investment pledges being 
made by financial institutions are becoming an 
integral element of the mega-merger trend. 
They must be taken seriously by the regu­
lators as wen as me institution which makes 
them. Community groups and the public at 
large must have confidence in the integrity 
and meaningfulness ol these pledges. The de-
vetopment of a mechanism tor monitoring 
compliance can afforta that confidence without 
undue regulalory intrusion. 

These pledges must be more than public re­
lations davtees. If public concern about the 
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wave ol mega-mergers is to be assuaged, 
ttiose commitments must show tangible results 
in local communities. I believe my bill will help 
accomplish that important objective, and I 
would welcome the support of my colleaguos. 

Tha text of the bill lollows: 
H.R 4420 

Be U enacted by tHe Senate and House of Rep-
resentalives of the United States of America In 
Congress (Lssembltd. 
SECnON 1. SHORmTLB-

Th33 Act may be clceii aa the "Depository 
Institution Merger Pleilee Enforcement 
Act". 
SEC. 2. BNPORCEMKNT QF COMMlTMKNTa MADE 

IN CONNKCnON WITH ACQUISITION 
OR MEKGER APPUCATIONS. 

Section 18 of the Federal Deposit Inaurance 
Act (12 U.S.C. 1828) la amandad by adding at 
th« end the following new subsection: 

"(t) ENFORCEMEirr Of MEROER AND ACtJUISI-
TION FLEDGES.— 

"(1) IK cENKRAl.-—Each appropnsite Fed­
eral tjanlOne agency i b i l l establlah and 
maintain procsdurea for monltorlner, on an 
ongoijiK basis, compliance by any Insured de­
pository Institution, bank boldln? compajiy, 
savings and loan holding compajiy, foreign 
bank, or any aftlllato of any such person 
wi th any pledge or cammliment made by any 
such person In connection with the approval 
of any application by any anch person under 
subsection (c). section 44, seoilons 2, 3. or 4 of 
the National Bank Consolidation and Merger 
Act, section 3 or 4 of the Bank Holding Com­
pany Act of 1956. or secaon 10 of tho Home 
Owners' Loan Aet, includlne any pledge or 
commltipent.relating to community londlnS 
and Invaetznent. 

"(2) REPORT OF dONCOMPLlANCE.—Whenever 
u i y jipproprlate Federal tmnlOn^ agency de-
tormlnoa that any Insured depository Insti­
tution, bajik holding company, sa.'nnga and 
loan holding company, foreign bank, or any 
alfUlate of any such person is lalllnff to 
maintain oompiiance with any pledge or 
commitment referred to In paragraph (1) at 
any time during the effectlvB period ol the 
pledge or agreement, che agency shall— 

"XA) n o t l ^ the institution, company, 
bank, or alllllata of such determination; and 

"(B) shall publlah a notice of such detar-
mtoatlon In che Federal Register. 

"(3) NONCOMTUAUCE TAKEN INTO ACCOUNT I N 
CONNECTION WITH SUBBEQUMIT APPROVALS.—IF 
an appropriate Federal banking agency 
nmkea a determination of noncompliance 
under jaragraph (2) with regard to any In­
sured depo&Itory institution, tmuk holding 
company, savings and loan holdinr company, 
foreign Ijank, or any afnllat« of any such 
person, the agenoy may take such non­
compliance Into account In making decisions 
in the future regaxdlng the inaUtutlon. com­
pany, bank, or affiliate. 

member? who worked tirelessly at the scene 
ot the fire treating firefighters lor smoke inha­
lation and heal exhaustion even as black 
smoke billowed around them. 

A towering inferno enjpted at the car recy­
cling plant in Medlord on that Thursday at 
around 3:45 p.m., emitting intense Jieat and 
flames until well Into the new atteflVoon. The 
fire consumed tons of metal, petroleum and 
njboer tires Irom scrap automobiles measuring 
approximately two acres wride and 60 feet 
high. Tha Medford fire and rescue volunteers 
were first to arrive at the scene of the blaze 
and quicWy unleashed torrents of water to pre­
vent the fire from spreading 10 nearby homes 
and txjsineseee. 

The Medford volunteers were able to con­
tain the inferno to the recycling plant site while 
awaiting mutual aid from 73 fire departments 
and emergency companies who responded to 
an Islandwide call for assistance. Thanks to 
the unrelenting efforts ol the Medford fire­
fighters, no one was seriously injured and no 
buildings or homes surrounding the recycling 
plant were damaged. Yet, tha Medford Ambu­
lance Corps, along with several other local 
emergency medkal services, performed admi­
rably In treating 38 firelighters for heat ex-
f^ustlon. mirxx cuts and burns. 

The quick response of me Medford fire and 
rescue volunteers ensured the containment of 
the l>laze and kept the fire Irom resulting in 
tragedy. These volunteers work round the 
ckx:k at perfecting their firefighting and emer­
gency preparedness skills, and stand ready to 
help their neighbors at a moment's notice. 
They deserve our praise and heartfelt thanks 
lor another job well done. 

Mr. Speaker. 1 ask my colleagues in the 
U.S. House of Representatives to join me in 
tK>noring the brave volunteers of the Medford 
Fire Department and Ambulance Corps and to 
recognize their commitment and dedication to 
protecting tho lives of my eastem Long island 
constituents. Ŵe are truly blessed to count on 
these volunteers in our time of need. 

PAYCHECK PROTECTION ACT 

HON. MASK W. NEUMANN 
or wiBcONSiH 

m THE HOUSE OF REPRESENTATIVES 

Thursday, August 6.1996 

A TRIBUTE TO THE MEDFORD, 
LONO ISLAND FIRE AND RESCUE 
VOLUNTEERS 

HON. MICHAEL P. FORBES 
OF NEW YORK 

IN THE HOUSE OT REPRESENTATIVES 
Thursday, August 6,199S 

Mr. F^ORBES- Mr. Speaker, I rise today to 
salute the brave volunteers of the Medford 
Pre Department lor ttieir valiant efforts to con­
tain and extinguish a huge blaae at the 
(2ershow Recycling plant in eastern Long Is­
land, Now York on July 23, 1998. 1 also com­
mend the Medford Ambulance Corps volunteer 

Mr. NEUMANN. Mr. Speaker, I appreciate 
this opportunity to briefly address tha House 
about tha Paycheck Protection AcL 1 regret 
that the campaign fmance bill approved today 
does not effectively prevent organizations from 
forcing Irvfrviduals to financially support cam­
paigns. Tha Paycheck Protection Act authored 
by my friend from Colorado, Congressman 
BOB SCHAFFEB. includes this fundamental prin­
ciple of American democracy. Despite my con­
cerns that the Paycheck Protection Act's lan­
guage as originally drafted may not apply this 
principle equally to unkxis and corporations, I 
remain supportive of Congressman SCHAF-
FER's efforts. Congressman SCHAFFER has al­
ready made some improvements lo the bill 
and 1 kjok forward to working with him in the 
luture. 

ESTABLISHING A PERMANENT DI­
VISION OF CHIROPRACTIC SERV­
ICES IN THE VETERANS HEALTH 
ADMINISTRATION—H.R. 4421 

HON. LANE EVANS 
OF uxmois 

IN THE HOUSE OF REPRESENTATIVES 
Thursday, August €. 1998 

Mr. EVANS. Mr. Speaker, loday I am intro­
ducing legislation to authorize the employment 
of doctors of chiropractic as full-time health 
care professionals by the Department ol Vet­
erans Affairs and establish a permanent divi­
sion of chiropractic services in the Veterans 
Health Administration. Joining me as original 
cosponsors ol the bill in the House are Rep­
resentatives PAUL KANJORSKI, DAL6 KILDGE, 
BOB FiLNER, JIM MCDERMOTT, THOMAS MAW-
TON, NBL AeencROMBiE, JOSEPH KENNEDY, 
LUIS GuriERRG, ELEANOR HOLWES f̂ iORTON, 
GeoFiQE BROWN, MAPTIN FfloST, and CHARLES 
RANGEL, ENI F.H. FALEOMAVAEGA, J/^MES 
LEACH, PATRICK KENNEDY, BENNIE THOMPSON, 
and ViRQiL GooDE, JR. 

Each day in the U.S. more than one million 
Americans seek the services of doctors ol 
chiropractic, receiving effective, sale and ap­
propriate care from highly trained, state li­
censed providers. Beneficiaries in federal pn>-
grams such as Medicare, Medicaid and fed­
eral workers compensation, ffave routine avail­
ability to chirepractic services to meet their 
health txare needs. In contrast, the Department 
of Veterans Affairs has noi routinely pnjvided 
veterans access to this beneficial form of 
health care regartjless of their speciljc needs 
or personal wishes-

The research record continues to validate 
the use of chifopractk: for a wide range of 
conditwns. Even tha U.S. Public Health Sen/-
ice, through the Agency for Health Care Poltoy 
and Research, fates "manual manipulation" as 
one of the top choices for taack problems in 
adults because of its effectiveness and kaw 
cost. Chiropractk: oKers veterans a dnjgless, 
rxxv^urgnal option—an optkxi that is a much-
needed addition to the care available through 
VA. ^ , 

In virtually all other areas of the Federal 
health-care delivery system, Congress has 
recognized the role of chiropractic care, there­
by ensuring that beneficiaries have a voice in 
choosing health care optwns that are best for 
them. My legislation will provide veterans the 
same abifity to make health care choices that 
best address their specific needs. 

tt is time to end this long-standing inequity 
in federal health care programs and give vet­
erans a real choice In their health care. Our 
veterans deserve no less. 

RAIL SERVICE IMPROVEIHENT ACT 
OF 1998 

HON. JERRY MORAN 
or KANSAS 

IN THE HOUSE OF REPRESENTATIVES 
Thursday, August 6,1998 

Mr. MORAN of Kansas. Mr. Speaker, rail 
transportation has tong played an Important 
role In shaping ttie American landscape. In re­
cant years, however, this landscape has made 
for difficult situations for shippers, railroads, 
and farmers looking to move their grain to ex­
port markets. 
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2i) SKSSION H.R. 4420 
To iiinctul tin; Fcdcnil Deposit. lii.suriUiec Act to rciiiiirc the Kcderiil haiikiii^' 

iifrcticius lo inoiiitor coniiiliiirice by <l(;j)()slU)iy in.stitutions and depositoiT 
institution lioldiiif,' coiiipiinics with coniiMitnients IIKKIC by such institu­
tions in connection with a i)iert,a:r oi' awiuisition, and for otiier purposes. 

IN THE HOUSE OF KEPRESENTATIAT^S 

AlKiilST H, 1f»9H 

Mr. IJAFALCI-: introduced the (oilowinfj; bill; wliich was rercrrcd to the 
( oiiimittee on l^ankin^r and Financial Semces 

A BILL 
To amend the Federal Deposit Insurance Aet to require 

the Federal banking agencies to monitor compliance by 

depositoiy institutions and depositor}' institution holding-

companies with commitments made by such institutions 

in connection with a merger oi- acquisition, and for other 

pur]><>ses. 

1 Be it enaded by the Senate and House of Representa-

2 tives ofthe United States of America in Congress asseynbled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Depository^ Institution 

5 Merger Pledge Enforcement Act". 



3 

1 comi)any, savings and loan holding company, foreign 

2 bank, or any affiliate of any such ])er.s()n is failing 

3 to maintain compliance \\atli any pledge or commit-

4 ment i-eferred to in i)aragrapli (1) at any time dui'-

5 ing the el̂ 'ective period of the pledge or agreement, 

6 the agency shall— 

7 "(A) notify the institution, comi)any, bank, 

8 or affiliate of such determination; and 

9 "(B) .shall publish a notice of such deter-

10 mination in the Federal Register. 

11 "(3) NONCOMPLIANCE TAKI<:N INTO ACCOUNT 

12 IN CONNECTION WHTII SUBSEQUENT APPROVALS.—If 

13 an a])i)roi)riate Federal banking agency makes a de-

14 teriuination of noncompliance under i)aragi-aph (2) 

15 with regard to any insured depositoiy institution, 

16 bank holding company, savings and loan holding 

17 company, foreign bank, or any affiliate of any such 

18 pei'son, the agency may take such noncompliance 

19 into account in making decisions in the future re-

20 garding the institution, company, bank, or affili-

21 ate.". 

d 

•HR 4420 IH 
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The Honorable Alan Greenspan 
Chairman 
Board of Governors of The Federal Reserve 
20th and C Streets, N.W. 
Washington, DC 20551 

The Honorable Donna Tanoue 
Chainnan 
Federal Deposit Insurance Corporation 
550 17th Street, N.W. 
Washington, DC 20552 

The Honorable Julie Williams 
Acting Comptroller of the Currency 
250 E Streel, S.W. 
Washington, DC 20219 

The Honorable Ellen Seidman 
Director 
Office of Thrift Supervision 
1700 G Street, N.W. 
Washington, DC 20552 

Dear Federal Banking Regulators: 

We are writing to express serious concems over a pattern of banking regulators giving 
high Communily Reinvestment Act ratings to banks at the same time lhat lending to low-
income and minority housholds is losing ground. 

The latest Home Mortgage Disclosure Act figures show an 8.6% increase in the 
number of African-Americans demed home mongage loans and a 10% increase for Latinos, hi 
fact, the overall denial rate of 53% for African-American loan applicants means that black 
households are more likely than not to be turned down for a home loan -- denying those 
families a rung up the ladder of the American dream. Just as foreboding, the absoluie number 
of Latino home-loan borrowers actually declined by 2% over the last year. 

Despite evidence of declining commitment to fair lending practices, banking regulators 
gave CRA "non-compliance" ratings lo only nine federally insured financial institutions in 
1997 -- less than one quarter of one percent of all rated lenders. Moreover, less than 2% of 
rated lenders received a CRA rating below "satisfactory" in 1997. Ahnost identical rates for 
these categories were hzmded out in the first half of 1998. 

CRA plays a critical role in holding federally insured financial institutions accountable 
in meeting the credil needs of their communities, including low and moderale-income 
neighborhoods. But CRA can only be effective in this critical role i f CRA exams unfailingly 
signal out institutions that are not doing a good job of meeting such credit needs.' 

THIS STATIONIHV PWNTIO ON PAPEB IWAOt OF BtCYCUED F)i£B» 
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Federal Banking Regulators 
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CRA radngs over the last two years simply do not represent a tough-minded evaluation 
of lending practices by our nation's fmancial institutions. Just six years ago, the percentage of 
CRA ratings below "satisfactory" was 10% ofthe 5,600 institutions examined. The 2% level 
ofthe last few years represents an 80% decline over this six-year period. According to such 
numbers, our nation's lenders have made a terrific improvemenl in their business practices, 
helping families in low-income and minority coinmunities all across the couniry become 
homeowners. 

But as we've pointed out, the lending facts tell a different story. How can so few 
banks be held accountable for poor CRA performance when African-Americans are still more 
than twice as likely to be denied a loan than a white applicant, and Latinos are 50% more 
likely to be denied a loan ihan a white applicant? 

Why are so many banks getting satisfactory ratings when lending to higher-income 
borrowers increased three times as fast over the last year as lending lo lower-income 
households? 

The simple truth is that the national homeownership rate for minorities lags the 
nalional homeownership rate for non-minorities by over 20%. Given ihis huge discrepancy, 
and recent HMDA data, ir is not realistic to expect a sharply downward trend in poor CRA 
ratings. 

Therefore, we urge you to reevaluate and revamp your CRA examination process, to 
hold federally insured fmancial Lnstitutions fully accountable for their community reinvestment 
obligations. 

Thank you for consideration in this matter. 

Sincerely yours, 





THE WHITE HOUSE 

SARAH ROSEN 
SENIOR ADVISOR 

NATIONAL ECONOMIC COUNCIL 
(202) 456-2223 (Fax) 

TO: 

PHONE: 

FAX: 

DATE: 
PAGES TO FOLLOW; . -3 

COMMENTS:. 

If this fax is incomplete or you need to give clearance inf ormatton for a meeHng, 
please call Sonyia Matthews at 456-5351. Thank you. 
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January 28, 1999 

Sarah: 

Here's a revised "CRA Fact Sheet" for you to consider. It differs from the version you 
sent over last night in a few material respects: 

1. We deleted the "What is CRA?" intro. We think that it isn't necessary in this 
document. There is no easy way to ensure that all folks will be able to reconcile the 
statutory purpose that is linked pretty clearly to "credit needs" to the regulatory tests 
that also include "services" as explained in the fact sheet. Ftirther, the "redlining" link 
fans the flames. 

2. We added language that explains briefly how the regulation is tailored to specific 
types of institutions by including different tests. 

3. We added langtiage about the applications process in the bullet relating to public 
comment. We think this is pretty essential and not mentioning it looks like we are 
hiding the ball. 

4. We added a new bullet that touches on the increased importance/emphasis on CRA 
since the early 1990's - HMDA changes, public CRA ratings, etc, all things that have 
raised sensitivity. 

5. We combined the sections on commumty and small business benefits. 

6. We deleted references to increases in minority lending. The CRA and the regulations 
focus on low and moderate income persons and communities - not minorities, per se. 
Inclusion plays into the hands of the "affirmative action" critics, and those who 
already can't separate fair lending from CRA. 

7. We modified the discussion of small business lending. The "two-thirds" remark 
concemed us somewhat. We weren't sure how total small business lending was 
measured. We assumed that it is SBA lending. If it is, then there is no comparison 
between wiiat is collected and reported tmder CRA and SBA loan figures. 

There are also some editorial changes that are reflected on the new draft. 

Thanks, 

Tim 
906-5629 
898-0230 (fax) 
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CRA FACT SHEET 
How does CRA work? 

• Federal bank and thr i f t supervisors assess each financial institution's performance: loans 
made, services provided, and investments made in their commumties. The CRA 
regxdation tailors examinations to specific types of ingtitutione by providing a 
streamlined examination for small banks and thrifts (generally those with assets under 
$250 milUon), 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 can comment on an 
institution's CRA performance at any time, including before the start of scheduled 
examination and in connection with the filing of certain types of applications such as 
those for mergers and acquisitions, the estabhehment of a new institution, and additional 
deposit facilities. 

• Since 1991, CRA activities of banks/thrifts have received increased emphasis by the 
pubhc, regidators and institution management as a result of changes to the HMDA 
reporting requirements, the pubhc release of CRA evaluations and ratings, and changes 
to the CRA regulations. 

What are the benefits o f CRA to communities and small businesses? 

• CRA is helping to restore healthy markets in distressed communities and provide 
homeownership opportunities for low and moderate income individuals: 

• Since 1992, nonprofit community organizations estimate that the private sector 
has pledged over $1 tril l ion i n loana for homeownership and community 
development in low and moderate income and distressed communities across 
America. 

• 1997 HMDA data show that lending to low and moderate income borrowers is on 
the rise. For example, since 1993, the number of home mortgage loans to low and 
moderate income borrowers has increased by 38 percent. 

• In 1997 alone, commercial banka made $18.6 bilhon in community development 
investments. 

• In 1997, large banks and thrifta reported making 2.6 million small business loans for a 
total of $159 bUlion. More them one-fifth of those loans were made to small businesses in 
low and moderate income communities. 

What are the benefits of CRA to banks and thrifts? 

• CRA is good banking business. 

• "Businesses that learn how to meet [community reinvestment] demand 
profitably, and integrate i t into their business lines, wi l l gain a tremendous 
competitive advantage." Richard Rosenberg, former Chairman and CEO, 
BankAmerica Corporation. 

• "CRA-related activities can help develop new markets, potentially profitable 
business, and improve a bank's pubUc image." Lawrence Lindsey, former 
Governor, Federal Reserve System. 

TOTAL P.03 
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THE DEPOSITORY INSTITUTION MERGER PLEDGE ENFORCEMENT ACT (H.R. 4420) 
HON. JOHN J. LAFALCE (Extension of Remarks - August 07, 1998) 

[ P a g e : E i ; j 7 0 1 

HON. JOHN J. LAFALCE 

in the House of Representatives 

THURSDAY. AUGUST 6. I99H 

Mr. LaFALCE. Mr. Speaker, we find ourselves in an era of mega-mergcrs among financial 
institutions, and the trend is likely to continue. There is some public concern about these rnergers, 
and with a good reason. Diversified financial services companies offer real opportunities for 
consumers, including easier access to a larger array of financial services at lower cost. But they 
also carry risks: higher or hidden fees; intrusions upon consumer privacy; and indifference to 
community needs and concems on the part of institutions wilh only a tenuous link to the local 
community. 

Today I am introducing legislation intended to help ensure that these larger conglomerates remain 
responsive to community needs, fulfill their community reinvestment obligations and honor their 
own community reinvestment pledges. 

As part ofthe regulatory approval process for merger applications, the banking and thrift 
regulators are required to consider the financial institution's community reinvestment record. It is 
becoming increasingly typical for financial institutions to announce sizeable financial 
commitments to provide loans within low and moderate income communities in the context of 
these pending applications. These pledges are typically intended to enhance the institution's 
perceived performance; gain support or approval for the application; and assuage public concern 
or—in some cases—reduce community opposition. 

Let me provide some examples. In the NationsBank/BankAmerica merger, a CRA commitment ol 
$350 billion over 10 years was made: $180 billion for small business; $115 billion for affordable 
housing; $30 billion in consumer loans; and $25 billion in community development investments. 
Citibank-Travelers announced a commitment of $115 billion over 10 years in small business and 
consumer loans; mortgages and community investments. Washington Mutual/Great Western/H.F. 
Ahmanson committed to $120 billion in affordable housing, multifamily housing, small business 
and consumer loans. 

These financial institutions and others are to be congratulated on the pledges they have made. The 
commitments have been substantial and wide-ranging. 1 believe they are seriously intended and 1 
have confidence they will be pursued. But the public must have confidence as well, and the 
current regulatory oversight system does not provide any. 

8/14/98 1 
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. These commitments have typically been for ten years and generally involve sizeable, but 
unspecified pledges of credit for affordable housing, business loans, consumer loans and 
investments in community projects. Yet current supervisory oversight under CRA focuses on an 
institution's lending and investment activities during one-year periods only, and seeks to 
determine whether the institution is meeling minimum required levels of communily reinveslmenl, 
nol the higher levels promised in these commitments. Several recent studies have found thai even 
these routine CRA examinations have been inadequate and lhal CRA ratings are generally 
'infialed.' 

. The capacity to monitor the higher levels of lending and inveslmenl commilled lo in conjunclion 
with proposed mergers does not now exist either among the regulators or the communily groups. 
As a result, the communily investmeni pledges we are now routinely seeing cannol and will not be 
measured or monitored over time. But they must be, ifthey are to be more lhan empty promises. It 
is difficult for the public and community groups to have confidence lhat the generalized pledges of 
these institutions will lake concrete and positive shape wilhin their communilies if there is no way 
to monitor pledge implemenlalion. 

. Some ofthe regulators have suggested lhat communily organizalions should enforce community 
inveslmenl pledges by banks. 1 fear that may be unrealistic as few such groups would have 
adequate enforcement capacily. Moreover, i l is difficult to enforce commilmenls as highly 
generalized as some we have seen. 

. Communily groups are pressing for commilmenls that involve highly specific goals for 
improvement in specific types of lending in more narrowly largeled communilies. That approach 
may have merit. Some institutions have taken il with substantial success, while others are strongly 
resistant. 

. My legislation attempts to strike a middle ground. The bill would direcl the Federal banking 
regulators to develop and maintain procedures to monitor compliance with communily 
reinvestment pledges made by financial inslilutions. In addilion, i l would: 

. Require the regulalory agencies to notify inslilutions when commilmenls are nol being met and 
make such non-compliance public; and 

. Authorize the regulators to take an institution's record of compliance wilh these pledges inlo 
account in any fulure decision-making regarding the institution. 

. The community investment pledges being made by financial institutions are becoming an integral 
element ofthe mega-merger trend. They must be taken seriously by the regulators as well as the 
institution which makes them. Community groups and the public at large must have confidence in 
the integrity and meaningfulness of these pledges. The development ofa mechanism for 
monitoring compliance can afford that confidence without undue regulatory intrusion. 

• These pledges must be more than public relations devices. If public concem about the wave of 
mega-mergers is to be assuaged, these commitments must show langible results in local 
communilies. 1 believe my bill will help accomplish that important objective, and I would 
welcome the supporl of my colleagues. 

. The text ofthe bill follows: 

[Page: E1571] 

Be it enacted hy the Senate and House of Representatives ofthe United States of America in Congress 
assemt)led, 

SECTION 1. SHORT TITLE. 

This Act may be cited as the 'Depository Institution Merger Pledge Enforcement Act'. 

„ 8/14/98 ll;33 AI 
2 of 3 
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SEC. 2. ENFORCEMENT OF COMMITMENTS MADE IN CONNECTION WITH ACQUISITION 
OR MERGER APPLICATIONS. 

Section 18 ofthe Federal Deposit Insurance Acl (12 U.S.C. 1828) is amended by adding al the end the 
following new subsection: 

(l) Enforcement of Merger and Acquisition Pledges: 

"(1) In general: Each appropriate Federal banking agency shall establish and maintain procedures for 
monitoring, on an ongoing basis, compliance by any insured depository institution, bank holding 
company, savings and loan holding company, foreign bank, or any affiliate ol'any such person with any 
pledge or commilmenl made by any such person in connection wilh the approval of any applicalion by 
any such person under subsection (c), .section 44, sections 2, 3, or 4 ofthe Nalional Bank Consolidation 
and Merger Acl. seclion 3 or 4 of the Bank Molding Company Acl of 1956, or seclion 10 ofthe Home 
Owners' Loan Act, including any pledge or commitment relating lo communily lending and investmeni. 

'(2) Report of noncompliance: Whenever any appropriate Federal banking agency determines that any 
insured depository inslilulion, bank holding company, .savings and loan holding company, foreign bank, 
or any affiliate of any such person is failing lo mainlain compliance wilh any pledge or commilmenl 
referred to in paragraph (1) at any time during the effective period ofthe pledge or agreement, the 
agency shall— 

(A) notify lhe institution, company, bank, or affiliate of such determination; and 

'(B) shall publish a notice of such determination in the Federal Register. 

(3) Noncompliance taken into account in connection with subsequent approvals: If an appropriate 
Federal banking agency makes a determination of noncompliance under paragraph (2) wilh regard lo any 
insured depository institution, bank holding company, savings and loan holding company, foreign bank, 
or any affiliate of any such person, the agency may take such noncompliance inlo account in making 
decisions in the future regarding the institution, company, bank, or affiliate.'. 
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H.R.4420 
SPONSOR: Rep LaFalce (introduced 08/06/98) 

.lump lo: Titles, Status, Committees, Amendments, Cosponsors. Summary 

TITLE(S): 

. SHORT TITLE(S) AS INTRODUCED: 
Depository Institute Merger Pledge Enforcement Acl 

. OFFICIAL TITLE AS INTRODUCED: 
A bill to amend the Federal Deposit Insurance Act to require the Federal banking agencies lo 
monitor compliance by depository instilulions and depository institution holding companies wilh 
commitments made by such institutions in connection wilh a merger or acquisition, and for olher 
purpo.ses. 

STATUS: Floor Actions 

***NONE*** 

STATUS: Detailed Legislative Status 

House Actions 

Aug 6, 98: 
Referred to the House Committee on Banking and Financial Services. 

STATUS: Congressional Record Page References 

08/07/98 Introductory remarks on Measure (CR EI570-1571) 
08/07/98 Full text of Measure as introduced printed (CR E1571) 

COMMITTEE(S): 

. COMMITTEE(S) OF REFERRAL: 
House Banking and Financial Services 

AMENDMENT(S): 

***NONE*** 

COSPONSOR(S): 

***NONE*** 

, of2 8/14/98 11:32 AN 
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SUMMARY: 

***NONE*** 

2 of 2 8/14/98 11:32 AM 



http://thomas.loc.gov/cgi-bin/qiieiy/7,?cl05:l-l.R.4420: 

THIS SEARCH THIS DOCUMENT GO TO 
Next H i t Forward New B i l l s Search 
Prev H i t Back HomePage 
H i t L i s t Best Sections Help 

Doc Contents 

No bills were found with the number H.R.4420 
The bill database is not updated as quickly as the Congressional Record. It is possible lhat the bill has 
not yet been entered into the database. 

, j j f , 8/14/98 11:42 AM 



/ / ' Leticia Sierra 
01/22/99 01:51:39 PM 

Record Type: Record 

To: Michelle A. Enger/OMB/EOP, Alice Veenstra/OMB/EOP 

cc: See the distribution list at the bottom of this message 
Subject: FYI -• HR173 - Community Reinvestment Improvement Act of 1999 

The Community Reinvestment Improvement Act of 1999, introduced by Rep. Bill McCollum (R-Fla.) on January 

The Committee on Banking and Financial Services, to which the bill has been referred, has not scheduled actio 

HR 173 IH 

106th CONGRESS 

1 st Session 

H. R. 173 

To amend the Community Reinvestment Act of 1977 to reduce onerous recordkeeping and reporting requireme 

financial institutions, and for other purposes. 

IN THE HOUSE OF REPRESENTATIVES 

January 6, 1999 

Mr. MCCOLLUM introduced the following bill; which was referred to the Committee on Banking and Financial S 

A BILL 

To amend the Community Reinvestment Act of 1977 to reduce onerous recordkeeping and reporting requireme 

financial institutions, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the United States of America in Congress 

assembled, 

SECTION 1. SHORT TITLE. 

This Act may be cited as the 'Community Reinvestment Improvement Act of 1999 ' . 

SEC. 2. MODIFIED EVALUATIONS. 

The Community Reinvestment Act of 1977 (12 U.S.C. 2901 et seq.) is amended by adding at the end the f 



section: 

~SEC. 809. MODIFIED EVALUATIONS. 

'(a) SCOPE- In lieu of being evaluated under section 804 and receiving a wri t ten evaluation under section 8 
insti tut ion's record of meeting the credit needs of its entire community wi th respect to any calendar year sh 
pursuant to this section if the institution--

' (1) has not been found to be in violation of section 701(a) of the Equal Credit Opportunity Act, or any 
provision of such Act, during the five-year period preceding such calendar year; 

•(2) has not received a rating of "needs to improve' or 'substantial noncompliance' from the supervisor 
the most recent evaluation of the institution under section 807; 

' (3) has not been disqualified from evaluation under this section by the supervisory agency pursuant to 

of this section; and 

' (4) has, as of the December 31 preceding the beginning of such calendar year, total assets of less tha 

$500,000 ,000 . 

The dollar amount in this subsection shall be adjusted annually after December 3 1 , 1998, by the annual per 
increase in the Consumer Price Index for Urban Wage Earners and Clerical Workers published by the Bureau 
Statistics. 

' (b) MODIFIED EVALUATION- An institution which is described in subsection (a) wi th respect to any calend 

shall, during such year-

' (1) maintain internal policies to help meet the credit needs of its local community consistent wi th the s 
sound operation of such institution; 

• (2) declare in writ ing to the supervisory agency, at such time as the agency shall prescribe by regulatio 

institution--

' (A) is an institution described in subsection (a); and 

• (B) is in compliance wi th this subsection; 

" (3) display any notices as required by the supervisory agency concerning the institution's compliance 

requirements of this Act ; and 

' (4) make available for public inspection the following information regarding the record of such institutic 
meeting the credit needs of its entire communi ty -

' (A) an identification of the community it serves; 

' (B) a list of the types of credit offered by the institution; 

'(C) public comments received during such year or any of the two years immediately preceding such 
regarding the institution's service of the entire community 's credit needs; and 

'(D) copies of any declaration submitted under subparagraph (2). 

' (c) Regulatory Evaluation-



' (1) IN GENERAL- The supervisory agency shall conduct an evaluation of an institution's compliance wit 
section in connection wi th its examination of such institution, or every two years, whichever is more fre 

•(2) NOTICE- Upon commencing a compliance evaluation pursuant to the section, the supervisory agenc 
provide public notice stating that it is conducting such evaluation of the institution. 

•(3) PROCEDURE- In performing periodic evaluations of institutions pursuant to subsection (c) of this se 

supervisory agency--

' (A) shall review the institution's existing business records and shall not require the institution to pr 
documentation other than existing business records, and 

•(B) shall review any additional information provided by the institution or other interested parties. 

' (4) DISQUALIFICATION- In addition to any administrative enforcement action authorized under any oth 
provision of law, if the supervisory agency determines after an evaluation under this subsection that the 
not in compliance wi th this section, then the supervisory agency may determine that the institution shall 
disqualified from evaluation under this section for such period as the agency may determine to be appro 

' (e) PENALTIES- In addition to any criminal or civil penalty or any administrative enforcement action authori 
any other provision of law, if the supervisory agency finds that an institution has intentionally submitted fal 
the supervisory agency or otherwise willfully violated the requirements of subsection (b), the institution shal 
disqualified from evaluation under this section such period, not to exceed ten years, as the agency may det 
appropriate. 

' (f) DEFINITIONS-

' (1) ' Inst i tu t ion ' means a regulated financial institution meeting the requirements of subsection (a). 

' (2) 'Supervisory agency' means the appropriate Federal financial supervisory agency of a regulated fin 

inst i tut ion. ' . 

SEC. 3. EVALUATION EXEMPTION. 

The Community Reinvestment Act of 1977 (12 U.S.C. 2901 et seq.) is amended by inserting after section 
added by section 2 of this Act) the following new section: 

SEC. 810. EVALUATION EXEMPTION. 

"A regulated financial institution shall not be subject to the evaluation requirements of this title or any regui 

under this title i f -

' (1) the main off ice and each branch of such institution is located in an incorporated city or town , or an 
unincorporated place recognized by the Census Bureau that has a population of not more than twenty-f i 
thousand persons; and 

' (2) the aggregate assets of the institution and any company which is a depository holding company wi 
such institution (as defined in section 3(w) of the Federal Deposit Insurance Act) are less than $100,00 

The dollar amount in this section shall be adjusted annually after December 3 1 , 1998, by the annual percen 
in the Consumer Price Index for Urban Wage Earners and Clerical Workers published by the Bureau of Labor 
Statist ics. ' . 

SEC. 4. SAFE HARBOR. 



The Community Reinvestment Act of 1977 (12 U.S.C. 2901 et seq.) is amended by inserting after section 
added by section 3 of this Act) the following new section: 

' SEC. 81 1. SAFE HARBOR. 

'Notwi thstanding section 804(a)(2), an application for a deposit facility by a regulated financial institution s 
denied on the basis of such institution's compliance with this Act if such institution in the previous twenty-

' (1) has received a rating of 'Outstanding' or 'Sat isfactory' from the appropriate Federal financial supe 
agency in an evaluation of the institution under section 807 conducted, or 

• (2) has been found to be in compliance with section 809 in a regulatory review conducted under secti 

unless such institution's compliance has materially deteriorated since such evaluation.'. 

END 
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Record Type: Record 

To: Michelle A. Enger/OMB/EOP, Alice Veenstra/OMB/EOP 

cc: See the distribution list at the bottom of this message 
Subject: FYI -- HR190 - Credit Opportunity Amendments Act of 1999 

The Credit Opportunity Amendments Act of 1999, introduced by Rep. Bill McCollum (R-Fla.) on January 6, has 

The Committee on Banking and Financial Services, to which the bill has been referred, has not scheduled actio 

HR 190 IH 

106th CONGRESS 

1 st Session 

H. R. 190 

To amend the Community Reinvestment Act of 1977, the Equal Credit Opportunity Act , and the Fair Housing A 
the administration of such Acts, to prohibit redlining in connection with the provision of credit, and for other pu 

IN THE HOUSE OF REPRESENTATIVES 

January 6, 1999 

Mr. MCCOLLUM (for himself, Mr. ROYCE, Mr. PAUL, Mr. RILEY, and Mr. HILL of Montana) introduced the folio 
bill; which was referred to the Committee on Banking and Financial Services, and in addition to the Committee 
for a period to be subsequently determined by the Speaker, in each case for consideration of such provisions a? 
jurisdiction of the committee concerned 

A BILL 

To amend the Community Reinvestment Act of 1977, the Equal Credit Opportunity Act , and the Fair Housing A 
the administration of such Acts, to prohibit redlining in connection with the provision of credit, and for other pu 

Be it enacted by the Senate and House of Representatives of the United States of America in Congress 
assembled, 

SECTION 1. SHORT TITLE. 

This Act may be cited as the 'Credit Opportunity Amendments Act of 1999 ' . 



SEC. 2. AMENDMENTS TO THE COMMUNITY REINVESTMENT ACT OF 1977. 

(a) RECORD OF MEETING COMMUNITY NEEDS TAKEN INTO ACCOUNT IN EXAMINATION OF 
MANAGEMENT- Section 804(a) of the Community Reinvestment Act of 1977 (12 U.S.C. 2903(a)) is amend 

(1) in paragraph (1), by striking ' ; and' and inserting ' to assure the accuracy of the disclosures required 
807 . ' ; 

(2) by striking 'shal l-- ' and all that follows through 'assess' and inserting 'shall assess'; and 

(3) by striking paragraph (2). 

(b) DISCLOSURE REQUIREMENT- Section 807 of the Community Reinvestment Act of 1977 (12 U.S.C. 29 
amended to read as fol lows: 

'SEC. 807. DISCLOSURE OF COMMUNITY REINVESTMENT ACTIVITIES. 

'Each regulated financial institution shall prepare and make available to the public at each office of such ins 
deposits are accepted a writ ten description of the lending programs and other activities of the institution w 
designed to enhance the availability of credit in the community, including low- and moderate-income neighb 
served by the inst i tut ion. ' . 

SEC. 3. AMENDMENTS TO EQUAL CREDIT OPPORTUNITY ACT. 

(a) REDLINING PROHIBITED- Section 701(a) of the Consumer Credit Protection Act (15 U.S.C. 1691(a)) is 
amended-

(1) in paragraph (2), by striking 'o r ' at the end; 

(2) in paragraph (3), by striking the period at the end and inserting ' ; or'; and 

(3) by inserting after paragraph (3), the following new paragraph: 

•(4) on the basis of the racial or ethnic characteristics of the neighborhood surrounding the applicant's 

business.'. 

(b) AUTHORITY OF ATTORNEY GENERAL LIMITED TO REFERRAL CASES- Section 706(h) of the Consumer 
Credit Protection Act (15 U.S.C. 1691e(h)) is amended by striking 'o r whenever he has reason to believe o 
creditors are engaged in a pattern or practice in violation of this t i t le, ' . 

(c) CLARIFICATION OF CAUSES OF ACTION- Section 706 of the Consumer Credit Protection Act (15 U.S.C 
1691e) is amended by adding at the end the following new subsection: 

' (I) DISPARATE IMPACT CASES- No provision of this title shall be construed as allowing statistical data wh 
to show that the credit decisions of a creditor have had a disparate impact on various classes of credit appli 
used as evidence, in any action under this section, that the creditor engaged in a pattern or practice in viola 
without additional evidence t h a t -

' (1) the pattern or practice actually discriminated against any person or class on a prohibited basis; and 

' (2) the creditor engaged in such pattern or practice wi th the purpose or intent to engage in an activity 

of this t i t le. ' . 



SEC. 4. AMENDMENTS TO FAIR HOUSING ACT. 

(a) REDLINING PROHIBITED- Section 805(a) of the Fair Housing Act (42 U.S.C. 3605(a)) is amended by ins 
'or on the basis of the racial or ethnic characteristics of the neighborhood surrounding the person's dwellin 
period at the end. 

(b) AUTHORITY OF ATTORNEY GENERAL LIMITED TO REFERRAL CASES- Section 814 of the Fair Housing 
Act (42 U.S.C. 3614) is amended by striking subsection (a). 

(c) CLARIFICATION OF CAUSES OF ACTION- Section 813 of the Fair Housing Act (42 U.S.C. 3613) is 
amended by adding at the end the following new subsection: 

' ( f ) DISPARATE IMPACT CASES- No provision of this title shall be construed as allowing statistical data wh 
to show that the business decisions of any person have had a disparate impact on various classes of Individ 
used as evidence, in any action or proceeding under this tit le, that such person engaged in a pattern or prac 
violation of this title without additional evidence t h a t -

' (1) the pattern or practice actually discriminated against any individual or class on a prohibited basis; a 

' (2) such person engaged in such pattern or practice with the purpose or intent to engage in an activity 

of this t i t le. ' . 

END 
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Pathfinding 

• Fighting like cats and dogs 
The Conjiressional dcbalc over whether (o extend Coiiiiiuiiiily Keiiiveslnieni Acl (CRA) eoveiaye to 

"vvoolies" is a sign of lhe degree lo which Ihis issue is still polai i/.ed, and slill able lo make lhe polilical lur tiy. 
Even as Congress grapples wilh assimilating the Starr leiioil and preparing lor tall eleclions. work has 
continued on banking relorm. And, as this /•>;;/• IA'IKHII.U/CRA Cominiss repons. a iiiajor theme ot banking 
reform is improving CRA. 

Bul, whal is iniprovenient? Alter more lhan two decades, ihere is slill a profound schism in lhe way 
conservatives and lilx'ials view CRA. This year's legislative proposals are nol aboul fine-tuning lhe law, shaving 
marginal costs from impleinenlalion, or guiding the hand of regulators. This fall's debate goes straight lo the 
heart of whal CRA should be, and how it should work. The two sides are nol only disagreeing. They are 
running llal-out in precisely oppi)site directions, toward visions ofthe law lhat are entirely incompatible. 

Covering woofies 

At this writing, the Senate Banking Commitlee has passed a bill compn)mising on how to handle so-called 
woolles, or uninsured wholesale tinancial institutions. The compromise would cover on\y ihose enlities that are 
alfilialed wilh banks, thus preserving the original, seminal idea of CRA—thai il is essentially a c|uid pro quo 
obligation tied to a banking charter. 

However, the serious effort to cover noimffiliaicd woolles reveals the exlenl lo which CRA is becoming 
.severed from those conceptual roots. This drive to extend coverage makes strange bedfellows. Communily 
activists want to bring nonbanking companies inlo the CRA net, and thus wilhin reach for CRA-slyle protest 
and negotiation. And significant elements of the industry itself, through the years, have similarly argued that the 
playing ileld should be leveled, so lhat if CRA can't be repealed, its costs and pressures should be extended lo 
nonbank competitors. 

Meanwhile, the market, as it so often does, has simply bypassed much of this political debate. Banking, 
itself is being lorn from ils Iraditional, local community taproot hy the forces of technology and competition. 
As "banks" increasingly lake on new tonus lhat deliver services anywhere, every way. it will he harder and harder 
to make the core CRA obligation lo meel the credit needs of the enliie "local communily" mean anylhing. 

Inside 
Is.siivs Oullook 

1W7 CRA IciKling d:il:i [vle:iscd -
Hdsl state loaiMo-ilcposil ralios rclcasal 
financial MHidcnii/alion (.'KA provisioiis snipped 1 

CKA ralings on liiw ^ 

Si^^iials 
Senalor I'liil (iranini (K- l'X) on CKA provisions in llie Mouse-passeil version ol II.K. 10 S 
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CRA is on a collision course with this reality. The vvootie debate is jusl one crossing-gale warning ofthe 
liioblems ahead in making this okl law lit lhe new market. 

l ia rk ing or l)itiii}> 

Meanwhile, the legislative debate is even more animaletl over whetiier lo make CRA's bile malcli ils bark. 
Communily advocates supiiorted a provision lhal woukl rei.|uire llnancial holding companies, as they gel new 
powers. 10 divest ihemseK'es of subsidiaries if their banking siibsiiliaries tlo not mainlain salisl'aclory or bellei-
CRA ralings. In olher words, they wanl lo make railiiie lo perform on CRA carry jienallies lhal really woulcl 
hurl. (The Senate Banking Committee dro|iped this provision from the bill il approved—bul it could come hack 
in a conference between the House and Seiuile.) 

Al the same time, in lhe same (.lebale, consei valives letl by Senator I'hil Ciramm of Texas are projiosing huge 
changes lhal woulcl lake lhe sling onl of CRA. Diulei this aiiproach, every bank wilh a rating ol al least 
salisl'aclory would bc iiistilaled IVom CRA prolesis of merger or olher legulalory approvals. Since low CRA 
ralings are rare, and agency denials ol a|iplicalions on CRA grounds arc much rarer, tear ol protest is the thing 
lhat |Hils Ihe leetli in CRA today. Renio\al of iiroicsl leverage would eliniinale a huge share ol'lhe risk arising 
from poor peitormance. As a result, banks driven by risk avoidance ralher lhan commilmenl lo the CRA markei 
vvoLild find their motivation gieally reduced. 

This could be especially signifieanl for lhe largest hanks, which otlen have otilslancling ralings bul slill 
typically sweeten their merger and acc|uisition plans wilh big communily commilmenls to avoid lhe delays and 
risks thai the CRA protest jirocess can engender. Loss of lhe protest lever would he a selback lo communily 
advocates unmalched by any change in C'RA's iwo-clecadc hisloiy. 

As ihis goes to jiress, these changes are nol in lhe Senate commitlee 
Irom this Congress. T he issues, however, will nol be going away. 

and in lael, no bill mav emerue 

Issues Outlook 

.lo Ann S. Barefoot 
Partner 

• 1W7 CRA lending data released 
The Fefieral Financial Instilulion Examinations Counci+lFFlEC') released data on small business, small farm, 

and comnumily developmenl lending by "large relail'/Trnancial in.^itutions (banks and thrifls>vfrh Icital assets of 
$250 miiiionXor more, or belonging to a holding cotiipany with lo lJ assels of al least $1 bitfion) dur ing 1997. 
individual disclosure statements are being sent t*i reporting frnaneiii« institutions, and aggregate reports are 
going lo central data depositories in each Melropolilan Statistical Area (MSA). 

The data are required by the revisions rii{rde in 1996 to Ihe regulations implc-jrtenling the CommuAiity 
Reinveslmenl A C M C ' R A ) . This is lhe second year for which data collection hm been ret|nired. The CR/ 
changes representi^ an effort by the llrancial instilulion supervisory agWTtfres lo make the CRA conipTiance. 
evaluation, and ralirtg processes more performance orienled and less focused on paperwork. 

F A I K LF .NDING/CRA COMI 'ASSJVKVVSLIO'n ' l iR is piiblisliecl inonili ly by M c t i n i w - l l i l i , K .̂T.I l.inn Kidge I'arkway. Hun Kidge, 

i l l i iui is 60321. Publisher: Kell i Christiansen, Rd i lo r in Chief: Jo Ann ,S. Haielool. l u l i t o r : I'anI Miller. Con t r ibu t ing Rdi tor : Wi l l iam J. 

•Sliowaller. Con t r ibu t ing Wr i t e rs : .lanet Cmrdon, Phyllis J. .Sliand, Kaien ,S. Godfrey. Subscr ipt ion rate.s: .SfiO/one year. Por snbscription 

orders and inqniries ahoul disconnls for mnlliple snhseriplions. please eonlael MeCiraw-Hill .Siibseriplioii Ciisloiner .Service by mail al P.O. 

Box IS2764. (\) lnmlins. Ohio. 4.'^:iS 2 7 M or by phone al 1-S(KI-77.^-4607. P f l i A S P NOTP: This pnbliealion is designed to provide 

aecnrale and aiilhorilalive inlormalion in regard lo lhe snbieel ni.iller covered. Il is sold wi lh Ihe nndeislanding lhal neilher MeGraw- l l i l l nor 

KPMG Baretool Man inan is engaged in rendering legal services. H legal advice is rec|uired. lhe services of a licen.sed prol'essional sliould lie 

soiighl. KPMG Barel'ool Maninan is a business unil ol KPMG Peal Mai wick CLP. OPWS The McGraw Hil l Companies, Inc. A l l righls 

reserved. Kepioduclion by any means ii l Ihe cnlire conlenls or any porlion ol ihis publication—olher lhan lor u.se wilhin vour 

insl i lu l ion—wilhoul prior wri l len permission is slrictlv prohibiled. 
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For any branches with IcKjMivdeposit ralj/is below the ajij-ilicable host slale r;iiios. lake appropi iau^jeme 
action lo bring their leiidttuTaclivily up lo ;/ce|ilable levels,.or at le:isl assure ihJl lhese hiancfit^'Tire meeling 
lhe credil needs of li«fcommunilies in wli/ch ihey aiL-liKT'Iilcd (the .second siiperi^isoi^^^ 

Adjust inleijKfl policy and procedures uVjsiUK^al this monilor ing of inlerslale branch loan-lo-deposil ratios 
is performc-jKegnlarly, inererahly al least annually. 

• Financial modernization CRA provisions stripped 
The llnancial modenii/.alion bill (designaled 11.R, 10) thai is slowly making ils way lhrough Congress has 

been lightened of some provisions thai woirld have impacled compliance wilh lhe Communily Reinveslmenl 
Acl (CRA). The prospects tor jxissagc of I I.R, 10 are unclear al this lale stage of lhe lO.sili Congress, 

Original CRA provisions 

H.R. 10 is an omnibus banking lerorm bill addressing a wide variety of banking regulation issues—Irom 
Glass-Steagall rescission lo hank insurance powers—lhal include several CRA issues. As passed by the l louse 
ol Represenlalives, H.R. 10 would have made the following changes lo CRA: 

• Reciuire lhal the hanking unils ofa llnancial services holding company earn al least a "salislaclory" CRA 
rating before lhe new llnancial powers lo be aulhori/ed by H.R. 10 could be appn)ved lor the holding 
company. This section also would allow lhe Federal Reser ve Board (FRB) lo rec|uire diveslilure of a 
subsidiary when ils parent company does nol mainlain al least a "salislaclory" CRA rating. 

• Expand CRA lo include all bank operations, including tininsured wholesale llnancial inslilulions (known as 
"woofies"). 

• Rec|uire banks operated by new. diversifred fmancial holding companies lo provide low-cosl (lifeline) 
banking accoirnts. 

Senatorial resistance 

When this House-passed bill reached the Senate Banking Committee, Iwo conservalive Republican memtiers 
continued an anti-CRA llghl Ihey had begun during consideration of an earlier credil union bill. Senators Phrl 
Gramm (R-TX) and Richard Shelby (R-AL) insisted that H.R. 10 be stripped ofall references lo CRA. They 
are opposed to any expansion of CRA and are even irying lo force a rollback. 

Senate Committee Chainnan Alphonse D'Amato (R-NY) forged a compromise lhal won the support ofall 
commiitee members, except for Shelby and Gramm, and passed an amended H.R. 10 by a bipartisan 16-2 vole. 
The CRA provisions in the version ofthe bill passed by the Senate Banking Commitlee are: 

• Require that the banking units of a llnancial ser vices holding company earn at least a "salisl'aclory" CRA 
rating before the new tinancial powers to be authorized by H.R. 10 could be approved lor the holding 
company. The FRB would retain broad enforcement airlhorily. bul nol the power lo require diveslilure ol a 
subsidiary when its parent company does nol mainlain al least a "salislaclory" Ĉ RA rating. 

• Expand CRA to include only woolles thai are affiliated wilh banks. 

The lifeline account requirement was stricken by the Senate commitlee. 

Outlouk 

The chances lhal the full Senate ultimately will vole on llnancial ser vices reslrucluring legislation were 
enhanced by the sirong bipartisan vole in the Senate Banking Commitlee, However, the short lime available 
before the end of this Congress, the possibility of lllibusler on Ihe Senate Hoor, and the potential for extensive 
lloor debate on amendments—including CRA rollbacks Senators Gramm and Shelby say they will argue for— 
limit the likelihood lhat llnancial refonn will pass in this Congress. Then, it's back lo square one nexl year with 
a new Congress. 
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• CRA ratings on-line 

The Federal Financial Inslilulion Examinations Council (FFIEC) created a cenlrali/ed elechonic access 
lunclion lo search for the latest Coinniunily Reinveslmenl Acl (CRA) ralings of llnancial rnslilulions regulated 
hy lhe Federal Reserve Board (FRli). lhe Ol'lice of lhe Comptroller of lhe Currency (DCC), the Federal Deposit 
Insurance Corporalion (Ff)IC), and lhe Ofllce ol Thrill Supervision (Ol'S). The site iierforms inquiries against a 
population of CRA ralings Inim all lour agencres. fhe database contains CRA ralings daling from July I . 1990, 
and will be updated quarterly. 

•fhe FFIEC Inleragency Ĉ RA Rating Search (Rating Search) allows lhe user lo choose seleclion crileria and 
cusiornize the search. The user may selecl the specillc CRA rating, bank name, agency, examination method, 
examinalion period, and assel si/e. The search iiuiy also pn>vide a lisI of llnancial inslilulions under the selecled 
crileria and will sort by hank name, exam dale. CRA ralmg. agency, examination method, assel si/.e. or slale. 

The Rating Search page also includes a link lo liei|uenlly asked c|ueslions on condiicling raling searvhes, as 
well as links lo the individual agency web sues. The FRB site allows the user to creale lists of inslilulions 
similar to the lists generated by lhe FFIEC Ralings Search, as well as ratings ofa particular bank over lime. The 
OCC site piovides for clecuonic access of CRA public evalualions. At the lime of this writing, the FDIC and 
OTS CRA search siles were nol directly linked to the Raling Search page. The FDIC link posted a notice lhal 
the page was moved due lo server reorgani/alion and offered a homepage link and siibsequenl access to public 
evalualions. The OfS link did nol respond, 

'fhe address to the Inleragency CRA Rating Search is hllp://www.fllec.gov7cracf/craialing/rnain.cfm. 

Signals 

"Any exiiansion in CRA is going to rec|uire some relorm in the iimgiam." 

-Senalor Phil Gramm (R-TX) on CRA provisions 
in the House-passed version of H.R. 10 

McGraw-Hill^^ 
1333 Burr Ridge Parkway 
Burr Ridge, IL 60521 
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REMARKS BY THE PRESIDENT 
TO THE WALL STREET PROJECT CONFERENCE 

Windows on the World Restaurant 
World Trade Center 

New York, New York 

2:15 P.M. EST 

« • o 

In the past five years ~ I'd like to say one thing about the banking community that 
I think is important ~ we've worked very hard to both streamline and strengthen the Community 
Reinvestment Act. It was also under fire, has been under fire, still is under fire by some. That 
Community Reinvestment Act has been on the books for more than 20 years, but 95 percent of 
all the financial commitments made under the law in the last 20 years have been made in the last 
five years. That's more than $1 trillion in long-term commitment to invest in people. 
(Applause.) 

And I might say, our banks are more profitable than they were 10 years ago. This 
IS not bad for business, this is good for business. I guess the presence ofthe business leaders and 
the Wall Street people here among the previous speakers ought to make that general point. This 
is not a welfare program, it is not a charity program. We are not asking anybody to do anything 
we do not think they will make money out of; and if they can't make money out of it we can't ask 
them to do it. What we're trying to do is to create an environment and create the conditions in 
which it is more likely that more people will take a chance. We believe they will be rewarded by 
the chances they take. (Applause.) 

« • 0 
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NEW 
FOR IMMEDIATE RELEASE 
September 9, 1998 

Contact: John Longbrake 
(202)622-2960 

STATEMENT BY TREASURY SECRETARY ROBERT E. RUBIN 

The Administration has expressed strong opposition to the Financial Modernization 
legislation, H.R. 10, in its current form and has stated that the bill will be vetoed unless significant 
changes are made. 

A key issue in the current discussions about H.R. 10 involves the obligations of financia] 
mstitutions to sen̂ e the credit and other banldng needs of low^ and middle-income Americans. 
Recent reports indicate that proposals may be considered that would undermine the Community 
Remvestment Act. I want to make clear that any efforts to undercut CRA, as well as any proposals 
that would provide the opportunity for depositoiy institutions to evade CRA responsibilities would 
be unacceptable to the Administration. 

The failure to extend CRA to all wholesale financial institutions, which will enjoy access to 
such benefits as the discount window and the payments system, would open opportunities for 
significant evasion of CRA and are not justified. The elimination of the requirement in the 
House-passed version of H.R. 10 for a satisfactory CRA rating as a prerequisite for eligibility for new 
powers would erode CRA enforcement by removing an important incentive for banks to demonstrate 
CRA performance. Finally, restrictions that would prohibit banks from conducting new financial 
activities through subsidiaries, which we have opposed for other reasons as well, would tend to force 
bank resources mto affiliates and would thus have seriously adverse consequences for CRA 

-30-
RR-2672 

Far press rt-leases, speeches, public schalules and official biogmphie,. call our 244towfax line 
at (202) 622-2040 
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12/21/98 10;31;59 AM 

Record Type: Record 

To: Sonyia Matthews/OPD/EOP 

cc: See the distribution list at the bottom of this message 
Subject: Re: CRA Next Meeting 
White House and Treasury officials met on Tuesday with Senate Banking Committee Democratic 
staff (Harris and Gruenberg). We had a conversation about what to expect and how to best handle 
it, very similar to the discussion at the NEC-DPC internal meeting the day before. However, they 
had some very explicit requests of information and analysis for the Administration to prepare for 
them. (I suspect they have communicated much of the same to the agencies directly.) 

I thought it would be helpful to specify what I understand various folks will be working on between 
now and January 1 1th. Much of this was discussed at our internal meeting, although assignments 
were not explicit. Some may be new, as a result of the Senate Dems request. 

Intergovernmental and other folks not part of earlier discussions, please note that activity below 
may require your assistance. Please call me if you have questions (65386). 

If the parties identified are not the proper ones for various responsibilities, please feel free to 
correct the recordd. Also, if there are steps I missed that you are undertaking, please add them. 

I would ask that, to the extent possible, those wi th assignments try to bring paper (where 
appropriate) representing their progress on this work to our next meeting on January 11th. 

Note: Where it says "Treasury," Karen should work with Carnell and Barr to identify a lead for each 
step so we know where to turn. Thanks. 

THANKS ALL AND HAPPY HOLIDAYS! 

Continuing Need for CRA 

Collect and summarize credible articles discussing lack of access to credit, disparities in lending, 
disinvestment in low/mod communities 
Treasury (coordinate with OTS and OCC - consult with Fed) 

CRA Success Stories 

//identify urban and rural success stories (communities changed, banks pleased with role) 
V OCC, OTS, and Treasury (OCC lead) 

Develop possible strategy to communicate success stories in advance of hearings, work to get Op 
Eds, etc. 
treasury, Boorston (spP), Jake Siewert 

Coordinate wi th Conf. of Mayors for strong statement of support for CRA at Jan 17-21 conf. --



/coordinate all Administration officials speaking to also make strong statements 
Treasury (consult with Ibarra - WH Intergovernmental); Ibarra, Rosen, Weinstein 

Identify list of bankers willing to make statements in support of CRA 
v/ Treasury (with input from OCC and OTS) 

Stress Importance of CRA to Administration 

Stein and Rubin conversations with new Senators on Committee 
Ballentine and Robertson 

Identify opportunities to communicate strength of Administration support 
Weinstein, Rosen, Ballentine, Orszag, Siewert 

Prepare Response to Extortion Argument 

^ Collect record of all protested cases since ( ) 
Treasury (coordinate with OTS and OCC) 

Identify "Troublesome Cases" 
Treasury (coordinate with OTS and OCC) 

/ Analyze "Troublesome Cases" (is it a misreading of record, are safeguards now in place, etc.) 
Treasury (coordinate with OTS and OCC) 

I Analyze timetables for CRA-protested applications (How long typically take, what are outliers, how 
has timing changed with new regulations, etc.?) 
OCC (support from OTS) 

/Collect data on number of applications challenged as percentage, types of institutions affected, 
y number denied on CRA grounds, nature of settlements, nature of pledges, etc. 

OCC (support from OTS) 

Special Analysis of Impact of CRA on Small banks 

Number of small banks subject to CRA protests, workload hours for small banks, how reduced 
OCC (support from OTS) 

CRA lending is good business 

Summary of credible studies on performance of low-mod lending 
??? who best 

Prepare for release of paperwork reduction act burden hours 

Provide final numbers and talking points explaining 
OCC 

Next steps 

Coordination -- Meet with community advocates (after analysis in better shape) 
WH to coordinate (Ibarra, Weinstein, Rosen) 
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"KORNBLUHK%DOM3.DOP05" < KAREN.KORNBLUH @ 
MS01 .DO.treas.sprint.com > 
01/1 1/99 10:38:45 AM 

Record Type: Record 

To: Sarah Rosen/OPD/EOP 

cc: 
Subject: CRA -Reply -Forwarded 

Date: 01 /11 /1999 11:26 am (Monday) 
From: Karen Kornbluh 
To: ex.mail:Sarah Rosen@opd.eop.gov 
Subject: CRA -Reply -Forwarded 

fyi 

Subject: CRA -Reply 
To: 
Cc: 
Message-id: < " 6 4 8 3 1 1 1 1 1 0 9 9 9 1 / 9 1 7 5 MONEY*"@MHS> 
MIME-version: 1.0 
Content-type: MULTIPART/MIXED; BOUNDARY = "Boundary_(ID_cXEj + m6GTdWhjWtmNBE6xQ)' 

This is correct and helpful. Thanks. 

> > > Karen Kornbluh 01/05/99 04:40pm > > > 
Here are my notes from this morning's meeting on all the hard work 
everyone is doing. I hope this is helpful. 

CRA rollout plan -- Marne (with input from the appropriate sources, incl. 
public affairs) - to share with the group by end of the week. 

Paperwork burden analysis rollout plan - Greg and Rick (with input from 
the appropriate sources, incl. public affairs and legislative affairs) after 
touching base wi th OCC, OTS and Fed to see if a coordinated release is 
possible - update by end of the week? 

Topics Steve and Marty asked for in their outline 

I What is CRA - being done by Sarbanes' staff 

II Legislative History - being done by Sarbanes staff 

III The Continuing Need for CRA - being coordinated by Michael Barr -
done this week 



IV CRA Has Been Successful 
(A) Statistical evidence of increased lending and development in low/mod 
comunities -- Michael Barr? 
(B) CRA success stories -- Michael Barr -- done next week 
(C) Statements in support of CRA - -Michael Barr working wtih Lisa 
Andrews and agencies -- ongoing 

V. Arguments Against CRA 
Talking points being coordinated by Michael Barr - done next week? 
Analysis of history of protested cases being done by Rick and Greg --
done week of 1 8th 

VI . Past Amendment Offered to Weaken CRA -- Done 

VII. CRA Protests - Rick's and Greg's analysis 

Additional topic we discussed this morning 

Review press stories and Congressional statements to find negative 
examples and prepare defense -- Rick will try to find OCC resources to 
do this 

Additional topics on Sarah's plan 

Stein and Rubin conversations with new Senators -- Marne is working 

on 

Identify and analyze "Troublesome Cases" - this is the review of press 
stories and Congressional statements and preparation of defense 

Special analysis of impact of CRA on small banks - I have a note that 
this has been done 



CRA Fact Sheet 

What is CRA? 

• Congress enacted CRA in 1977 to combat the practice of "red-lining" communities 

by publicly-insured banks and thrifts. 

CRA encourages banks and thrifts to meet the credit needs of their communities, 
consistent wi th safe and sound banking practices. 

How Does CRA work? 

• Federal bank and thrift supervisors assess financial institution's perforn-iance: loans 
made, services provided, and investments in their communities. The CRA regulation 
provides a streamlined examination for banks and thrifts with assets under $250 
million. 

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

What are the benefits of CRA to communities? 

• CRA is working to restore healthy markets in distressed communities. 

• 1997 Home Mortgage Disclosure Act data show that lending to minority and low 
income borrowers is 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, 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 community development. 

What are the benefits of CRA to small businesses? 

• 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 t ime, large banks are reporting small business loan 
data by census tract. 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. 

"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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CRA Fact Sheet 

What is CRA? 

• Congress enacted CRA in 1977 to combat the practice of "red-lining" communities 
by publicly-insured banks and thrifts. 

CRA encourages banks and thrifts to meet the credit 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 
provides a streamlined examination for banks and thrifts with assets under $250 
million. 

• 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. 

What are the benefits of CRA to communities? 

• CRA is working to restore healthy markets in distressed communities. 

• 1997 Home Mortgage Disclosure Act data show that lending to minority and low 
income borrowers is 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, 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 community development. 

What are the benefits of CRA to small businesses? 

• 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 t ime, large banks are reporting small business loan 
data by census tract. 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 
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reinvestment] demand profitably, and integrate it into their business lines, will gain a 
tremendous competitive advantage." Richard Rosenberg, former Chairman and 
CEO, 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. 


