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COMMUNITY CREDIT NEEDS

WEDNESDAY, MARCH 23, 1977

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,

Washington, D.0 .
The committee met at 10:10 a.m., in room 5302, Dirksen SenateOffice Building, Senator William Proxmire (chairman of the commit-tee) presiding.
Present: Senators Proxmire, Tower, and Heinz.

OPENING STATEMENT OF CHAIRMAN PROXMIRE
The CHAIRMAN. The committee will come to order.I expect Senator Tower to be here momentarily. He has a statementto make and he of course will make that statement whenever he comes.Today the Senate Banking Committee begins 3 days of hearings onS. 406, the Community Reinvestment Act. This bill would providethat a bank charter carries with it an obligation to serve the creditneeds of the area the bank is chartered to service, consistent with pru-dent lending practices. Furthermore, it would provide regulatorymachinery to carry out this policy.
The bill is based on two widely shared assumptions.
No. 1: Government through tax revenues and public debt cannotand should not provide more than a limited part of the capital re-quired for local housing and economic development needs. Financialinstitutions in our free economic system must play the leading role.Second: A public charter for a bank or savings institution conveysnumerous benefits and it is fair for the public to ask something inreturn.
In theory, and in law, banks and savings institutions are charteredto serve local convenience and needs. In practice, the regulatoryagencies look only to the capital adequacy of the applicant, his char-acter. and reputation, and whether the proposed service area containssufficient deposit potential to support another new bank or branch.The Community Reinvestment Act would provide that "the con-venience and needs of communities includes the need for credit serv-ices as well as deposit service, and further, that regulated financialinstitutions have a continuing and affirmative obligation to help meetthe credit needs of the local communities in which they are chartered.Under the bill, the regulatory agencies would review the lender'srecord of community service and consider it when an existing bankapplied for a new facility. Groups applying for new charters wouldalso be required to assess local credit needs and indicate plans formeeting them.
Some bankers, of course, already serve more than their share of thehousing and economic development needs of their communities. Oneof our witnesses, Ronald Grzywinski, is chairman of a commercial
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bank in Chicago that has stimulated the revitalization of a so-called
declining neighborhood through an aggressive affirmative program
of local housing and small business lending. Another witness, Todd
Cooke, is president of one of the Nation's largest savings banks.
Mr. Cooke took the lead in organizing the Philadelphia mortgage
plan, which has put more than $12 million in mortgage loans into
formerly redlined Philadelphia neighborhoods.
On the other hand, when the committee did a survey of banking

services here in Washington, we found one bank with a policy of
making no home mortgage loans. This same bank was making a great
volume of loans to the outside real estate interests of its own board.
We found a savings and loan chartered in Washington with 99 per-
cent of its mortgage loans in the suburbs, and this story is repeated
throughout the country. Banks that claim there is no demand for
local housing and small business and agricultural credit, or who argue
that the need to protect depositors' money precludes such lending,
are often the same banks that have squandered money on speculative
real estate loans or credits to shaky foreign regimes.
The problem, of course, is that for every Todd Cooke and for every

Ron Grzywinski, there are dozens of bankers who are either too lazy
or too 

in 
to see the loan demand in their own communities. De-

mand n our economy is not a passive, fixed thing. It is manipulated
and promoted. If a banker is willing to get out of the office he will
find it. This bill would encourage him to do so.
Supposedly, there was no effective demand from the old row house

neighborhoods in Philadelphia, and no economic future for the south
shore neighborhood of Chicago, but two energetic bankers proved
otherwise. Lending practices should be of interest to the regulators.
Banks and thrifts that are truly serving the convenience and needs of
the community should be rewarded. Others should not. This is already
public policy in Massachusetts, Connecticut, and California as we
shall hear later this morning.
This is what this bill would do at the Federal level. And let me

clarify what this bill does not do.
It does not provide for credit allocation. The worst thing we could

do, in my opinion, would be to empower Dr. Burns or anyone else
to allocate so much credit to this sector and so much credit to that
one. The Fed does too much of that informally already. To criticize
reinvestment incentives as a form of credit allocation is disingenuous.
We already have credit allocation, as one commentor has observed,
and it is credit allocation for the Fortune Five Hundred. Whenever
money gets tight, it is small business and housing and family farms
that suffer, and big business that gets the scarce credit. We already
have numerous structural forms of credit allocation in the form of
specialized credit intermediaries such as the farm credit banks,
FNMA, Ex-Im Bank, and so on, which have preferential access to
Treasury borrowings. We have structural credit allocation in the
form of a specialized home loan bank system, mortgage insurance,
and guaranteed small business loans. I think that debate in the con-
text of a reinvestment bill is a red herring.
The Community Reinvestment Act would not allocate credit, nor

would it require any fixed ratio of deposits to loans. But it would
provide that a bank charter is indeed a franchise to serve local con-
venience and needs, including credit needs.
[Copy of S. 406 and additional material follows:]

•
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95TH CONGRESS
lsr SESSION S. 406

IN THE SENATE OF THE UNITED STATES

JANUARY 24 (legislative day, JANUARY 19), 1977

Mr. PROXMIRE introduced the following bill; which was read twice and referred
to the Committee on Banking, Housing and Urban Affairs

A BILL
To encourage financial institutions to 'help meet the credit

needs of the communities in which they are chartered, and
for other purposes.

Be it enacted by the Senate and House of llepresenta-

2 lives of the United States of America in Congress assembled,

3 SHORT TITLE

4 SECTION 1. This Act may be cited as the "Community

5 Reinvestment Act of 1977".

6 FINDINCS AND PURPOSE

7 SEC. 2. (a) The Congress finds that-

8 (1) regulated financial institutions are required by

9 law to demonstrate that their deposit facilities serve the

II
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1 convenience and needs of the communities in which

2 they are chartered to do business;

3 (2) the convenience and needs of communities in-

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23 Reserve System with respect to State chartered

24 banks which are members of the Federal Reserve

25 System and bank holding companies;

eludes the need for credit services as well as deposit

services; and

(3) regulated financial institutions have continuing

and affirmative obligation to help meet the credit needs

of the local communities in which they are chartered.

(b) It is the purpose of this Act to require each appro-

priate Federal financial supervisory agency to use its au-

thority when chartering, examining, supervising, and regu-

lating financial institutions, to encourage such institutions to

help meet the credit needs of the local communities in which

they are chartered consistent with the safe and sound

operation of such institutions.

DEFINITIONS

SEC. 3. For the purposes of this Act—

(1) the term "appropriate Federal financial super-

visory agency" means—

(A) the Comptroller of the Currency with

respect to national banks;

(B) the Board of Governors of the Federal

ea-
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1 (C) the Federal Deposit Insurance Corpora-

2 tion with respect to State chartered banks and say-

3 ings banks which are not members of the Federal

4

5

6

7

8

10

11

12

13

14

15

16

17

18

19

20

21

92

23

Reserve System and the deposits of which are

insured by the Corporation; and

(D) the Federal Home Loan Bank Board with

respect to institutions the deposits of which are in-

sured by the Federal Savings and Loan Insurance

Corporation and to savings and loan holding com-

panies;

(2) the term "regulated financial institution"

means an insured bank as defined in section 3 of the

Federal Deposit Insurance Act or an insured institution

as defined in section 401 of the National Housing Act;

(3) the term "application for a deposit facility"

means an application to the appropriate Federal finan-

cial supervisory agency otherwise required under Fed-

eral law or regulations thereunder for—

( A ) a charter for a national bank or Federal

savings and loan association;

(B) deposit insurance in connection with a

newly chartered State bank, savings banks, savings

and loan association or similar institution;
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1 (C) the establishment of a branch or other

2 facility with the ability to accept deposits of a regu-

3 lated financial institution;

4 (D) the relocation of the home office or a

5 branch office of a regulated financial institution;

(E) the merger or consolidation with, or the

7 acquisition of the assets, or the assumption of the

8 liabilities of a regulated financial institution requir-

9 ing approval under section 18 (c) of the Federal

10 Deposit Insurance Act or under regulations issued

11 under the authority of title IV of the National

12 Housing Act; or

13 (F) the acquisition of shares in, or the assets

14 of, a regulated financial institution requiring ap-

15 proval under section 3 of the Bank Holding Corn-

16 pany Act of 1956 or section 408 (e) of the National

17 Housing Act;

18 (4) the term "primary savings service area" means

19 a compact area contiguous to a deposit facility from

20 which such facility obtains or expects to obtain more

21 than one-half of its deposit customers; and

22 (5) the term "consumer deposit" means a time or

23 savings deposit or demand deposit owned by one or

24 more individuals in an amount less than $100,000.

•
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COMMUNITY REINVESTMENT PROGRAMS AND

2 PROCEDURES

3 SEC. 4. Each appropriate Federal financial supervisory

4 agency shall develop programs and procedures for carrying

5 out the purposes of this Act. Such programs and procedure,

6 shall include-

7 (1) requiring that in connection with an applica-

8 tion for a deposit facility, the applicant-

9 (A) delineate the primary savings service area

10 for the deposit facility;

11 (B) analyze the deposit and credit needs of

12 such area and how the applicant proposes to meet

13 those needs;

11 (C) indicate the proportion of Consumer (le-
15 posits obtained from individuals residing in the pri-
16 mary savings service area by the deposit facility that
17 will be reinvested in that area; and

18 (D) demonstrate how the applicant is meeting

19 the credit needs of the primary savings service areas

90 in which it or its subsidiaries have already been

21 chartered to do business;

92 (2) using, as factors to be considered in approving

23 applications for deposit facilities, the applicant's record

24 in meeting the credit needs of the primary savings serv-
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1 ice areas in which it or its subsidiaries have already

2 been chartered to do business, and its proposal for meet-

3 ing the credit needs of the primary savings service area

4 associated with the pending application;

5 (3) permitting and encouraging community, con-

6 sumer, or similar organizations to present testimony at

7 hearings on applications for deposit facilities on how well

8 the applicant has met or is proposing to meet the credit

9 needs of the communities served by or to be served by

10 the applicant or its subsidiaries; and

11 (4) requiring periodic reports from regulated finan-

12 cial institutions concerning the amount of consumer

13 deposits obtained from and the amount of credit extended

14 in the institutions' primary savings service areas and

15 making such reports available to the public.

16 ANNUAL REPORT

17 SEC. 5. Each appropriate Federal financial supervisory

18 agency shall include in its annual report to the Congress

19 a section outlining the actions it has taken to carry out its

20 responsibilities under this Act.

21 EFFECTIVE DATE

22 SEC. 6. Regulations to carry out the purposes of this

23 Act shall be published by each appropriate Federal financial

24 supervisory agency, and shall take effect no later than one

25 hundred and eight days after the date of enactment of this

26 Act.

Ab.

•

•
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[From the Congressional Record, January 24, 1977]

By Mr. PROXMIR.E :
S. 406. A bill to encourage financial institutions to help meet the credit needs

of the communities in which they are chartered, and for other purposes; to the
Committee on Banking, Housing and Urban Affairs.
Mr. PROXMIRE. Mr. President, the Community Reinvestment Act, which I am

introducing today, is intended to establish a system of regulatory incentives to
encourage banks and savings institutions to more effectively meet the credit
needs of the localities they are chartered to serve, consistent with sound lending
practices.
Although communities depend on their local institutions to supply capital for

economic development, home mortgage loans, consumer credit, municipal finance,
and a variety of other needs, the "convenience and needs" criteria as applied by
regulators in their allocation of charters and branch approvals, have focused al-
most exclusively on deposit services.
An applicant must show that the growth of deposits in the service area is

sufficient to justify another facility without unduly harming established insti-
tutions. But the other side of the coin—the credit needs of the locality and the
applicant's capacity to service these needs—have been almost ignored by the
regulatory agencies. If an applicant is deemed competent and the community's
deposit base sufficient to justify his entry into the market, the financial institu-
tion has license to all but ignore the credit needs of the locality.
The Community Reinvestment Act is based on four widely shared assumptions:
First, because of our mixed economic system and the limited volume of tax

revenues, the public sector cannot—and should not—finance all capital needs.
Second, private financial institutions are the main source of capital for do-

mestic economic development, housing, and community revitalization, both in
urban and rural areas.
Third, investment by financial institutions in their communities need not in-

volve risks greater than those normally taken by prudent lenders, and often in-
volves less risk because of the lender's firsthand knowledge of his community.
Fourth, a public charter conveys numerous economic benefits and in return

it is legitimate for public policy and regulatory practice to require some pub-
lic purpose, without the need for costly subsidies, or mandatory quotas, or a
bureaucratic credit allocation scheme.
The bill focuses on depositary financial institutions—primarily commercial

banks, mutual savings banks, and savings and loan associations. These institu-
tions supplied $382 billion of new credit during the last 4 years, or 55 percent of
the total amount extended in U.S. credit markets. Of the $382 billion, $55 billion
was loaned abroad. During the same period, depositary institutions obtained
consumer savings deposits of $301 billion from individual depositors. These in-
stitutions thus play a strategic role in allocating the public's savings. Their col-
lective decisions help to shape the communities we live in, our economic well-
being, and have a profound impact on our daily lives.
The Federal bank regulatory agencies have considerable influence over finan-

cial institutions. One of the most significant powers is the authority to approve
or deny applications for deposit facilities. Persons wishing to organize a bank or
savings institution must apply for a charter. Once established, the institution
can apply for branches or remote terminals with the ability to accept deposits.
It can request the relocation of its home office or branch. It can seek to acquire
another institution through merger. Or it can form itself into a holding company
and acquire other financial institutions as holding company subsidiaries.
The authority to operate new deposit facilities is given away, free, to success-

ful applicants even though the authority conveys a substantial economic benefit
to the applicant. Those who obtain new deposit facilities receive a semiexclusive
franchise to do busines in a particular geographic area. The Government limits
the entry of other potential competitors into that area if such entry would unduly
jeopardize existing financial institutions. The Government also restricts competi-
tion and the cost of money to the bank by limiting the rate of interest payable
on savings deposits and prohibiting any interest on demand deposits. The Gov-
ernment provides deposit insurance through the FDIC and the FSLIC with a
financial back-up from the U.S. Treasury. The Government also provides ready
access to low cost credit through the Federal Reserve Banks or the Federal Home
Loan Banks.
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In return for these benefits, financial institutions are required by law and
regulatory policy to serve the "convenience and needs" of their communities as
a condition for acquiring new deposit facilities. The "needs" of a community
clearly include the need for credit services as well as deposit services. However,
in practice, the regulators have tended to ignore credit needs and have focused
primarily on deposit needs. An applicant for a deposit facility is required to dem-
onstrate in great detail that the community needs additional deposit services.
However, the regulators do not require any comparable analysis of the commu-
nity's need for credit and how the applicant proposes to meet that need.
In practice, applicants for a charter may be interested in meeting the com-

munities' credit needs—or they may be interested primarily in financing their
own outside business interests; or they may wish to invest the community's sav-
ings in farflung ventures. Under present practice, their inclinations do not weigh
heavily in the decision to award a charter or a branch.
The regulators have thus conferred substantial economic benefits on private

institutions without extracting any meaningful quid pro quo for the public.
Other regulatory agencies have not been as timid when awarding charters. For
example, the FCC requires radio and TV license applicants to indicate how much
public service broadcasting they will provide. Further. FCC licenses must be re-
newed periodically and renewals can be denied for failure to serve the public.
The proposed legislation directs the bank remilatory agencies to 11SP their

influence to award applications for deposit facilities in a way that will bene-
fit local communities as well as bankers. An applicant for a deposit facility would
be required to:

First, designate the area from which it expects the deposit facility will draw
more than one-half of its deposit customers—primarily savings service area;
Second, analyze the deposit and credit needs of that area and how those needs

would be met by the new charter or branch;
Third, indicate the proportion of consumer deposits obtained from the pri-

mary savings service area that will be reinvested in that area; and
Fourth, demonstrate how the applicant is meeting the credit needs of the

areas in which it has already been chartered to do business.
An application for a deposit facility is defined to include applications for:

First, new Federal charters; second, deposit insurance by newly chartered State
institutions; third, branches, including remote terminals with the ability to ac-
cept deposits; fourth, home office or branch relocations; fifth, mergers with
existing institutions: and sixth, acquisitions of existing institutions by financial
holding companies. The requirements in the bill apply only to applications other-
wise required under existing law or regulations and do not provide any new au-
thority to the bank regulatory agencies. The bill states that in carrying out their
existing authority to approve applications for deposit facilities, the regulatory
agencies shall give due consideration to the applicant's past record in meeting
community credit needs and its willingness to do so in the future. This does not
mean that the regulators would consider community credit services as the only
factor in approving or denying deposit facility applications.
On the contrary, the agencies would continue to apply the criteria they have

traditionally used for approving deposit facility applications, as spelled out under
exitsing law and regulations. These include the financial history and condition
of the bank, the adequacy of its capital structure, its future earnings prospects.
the general character of its management, and the convenience and needs of the
community to be served.
The bill would not inject any significantly new element into the deposit facility

application approval process already in place. Instead, it merely amplifies the
"community need" criteria already contained in existing law and regulation and
provides a more explicit statutory statement of what constitutes "community
need," to make clear that it includes credit needs.
In order to give the regulators a better picture of community credit needs, the

bill directs the regulators to encourage testimony from community organizations
at deposit facility application hearings. These hearings will afford the regulators
an opportunity to assess how well an institution is meeting the credit needs of
the communities in which it is already chartered to do business and how the
community regards its proposal for a new deposit facility. Those who testify can

be representatives of the communitties already served as well as the community
to be served. The deposit facility approval process can thus be systematically
used to reward those institutions with a good record of community services.

•
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The bill is not intended to force financial institutions into making high riskloans that would jeopardize their safety. Indeed, the bill specifically requiresthat any action taken by the bank regulators must be "consistent with safe andsound" banking practices. Moreover, there is no reason to assume that a higherdegree of community reinvestment is incompatible with bank safety. Rebuildingand revitalizing communities threatened by decline is good for the communitiesand good for banking. Financial institutions cannot prosper in the long rununless we have balanced growth and development throughout America.Finally, there is no evidence that banks or thrift institutions have gotten intofinancial difficulty by overinvesting in their local communities. On the contrary,most of the recent financial difficulties suffered by banks arose from makinginsider loans to affiliated persons and speculative loans outside the communityin which the bank was chartered.
The bill also does not substitute the judgment of the regulator for the judg-ment of a banker on individual loans. Each bank or savings association will befree to exercise its best judgment on individual loan applications. However, abank's overall community lending record would be reviewed when it applied fornew deposit facilities and •this record would be considered along with otherfactors in deciding on the application.
The bill should also be helpful in paving the way for a liberalization of branch-ing restrictions at the State or Federal level, should Congress or the Statesdecide to ease those restrictions. One of the most persistent arguments againstbranching is that outside institutions might use their branches to siphon depositsaway from local communities. The policies contained in the Community Rein-vestment Act should be useful in alleviating any fears that a more liberal branch-ing policy would be inimical to community welfare.

COMPTROLLER OF THE CURRENCY,
ADMINISTRATOR OF NATIONAL BANKS,

Washington, D.C., March 28, 1977.Hon. WILLIAM PROXMIRE,
Chairman, .Committee on Banking, Housing, and Urban Affairs, U.S. Senate,Washington, D.C.
DEAR MR. CHAIRMAN: This is in reply to your request for comments on S. 406,the Community Reinvestment Act of 1977.
The intent of the bill, as explained in your introductory remarks, is "toestablish a system of regulatory incentives to encourage banks and savingsinstitutions to more effectively meet the credit needs of the localities they arechartered to serve, consistent with sound lending practices. We agree wholeheart-edly that financial institutions should serve the credit needs of their relevantmarkets.
As we wrote you last October, the Comptroller of the Currency recognizes theimportance of assuring that national banks serve the convenience and needs oftheir communities. As the primary regulator of federally chartered commercial• banks, we have assumed a central role in detecting and combatting the problemswhich S. 406 seeks to address. National bank examinations are deliberatelyrigorous to assure that national banks are meeting these needs, while maintainingsafety and soundness of operation.
As part of our efforts, this Office, together with the Justice Department, HUD,the Federal Reserve Board, the FDIC, and the Federal Home Loan Bank Board,created the Interagency Task Force on Fair Housing Enforcement. The purposeof the Task Force is to consider the various aspects of fair housing enforcementand seek solutions to the problems encountered. Discussions so far have centeredon the powers of each agency to implement regulations concerning fair housingand the desirability of keeping records on applicants' race, color, sex, etc.; ex-amining procedures, training and techniques; and appropriate and permissiblecorrective mechanisms.
Separately, we have signed a special memorandum of understanding with theDepartment of Justice, Civil Rights Division, to the effect that this Office willselect several banks at which Justice attorneys will be present as observersduring the fair housing portion of our special consumer examination. This under-standing should result in a training technique by which the experts at Justicewill be able to offer our examiners the benefit of their experience in investigatingdiscrimination allegations.
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A third major activity in the fair housing area 
is a data collection survey

which our Office has conducted in a number of ban
ks across the nation in recent

months. Loan applicants at selected national ba
nks were asked to complete

a special form which records their personal and 
economic characteristics. The

bank involved was required to provide a written 
explanation why any applica-

tion was rejected. Location of property also was 
recorded, and we anticipate

that the comparison of this information will 
be made with census tract data

available from the Commerce Department. Now t
hat the pilot project has been

completed, we now are evaluating the suitabili
ty of the program to nationwide

use.
The commitment of the Comptroller's Office to the 

cause of community revital-

ization goes even further with our involvement in 
the Urban Reinvestment Task

Force. As you know, this interagency body prese
ntly is engaged in developing

the Neighborhood Housing Services program o
n a national scale. In the future

the Task Force hopes to adopt a more comprehensi
ve approach, designed to help

alleviate the shortage of commercial and small b
usiness loans in deteriorating

areas, as well.
As did the previous Comptroller, we continued in en

couraging national bank

executives to involve their institutions actively in ef
forts to preserve their com-

munities. Especially, we will continue to work with H
UD in the important area

of housing lending to develop practical ways of 
achieving better service to the

needs of the banking public.
We have found that, in general, a bank serves its depos

itors best when it in-

vests prudently in its community, particularly in the form o
f loans to individuals

and businesses. This policy is reflected clearly in our c
harter, branch, merger,

consolidation, and asset purchase procedures.

It is in light of these procedures, however, that we bel
ieve the provisions of

S. 406 do not provide the comprehensive solutions to the 
complex problems of

community disinvestment which trouble us all. While we 
do not claim to have

all the answers to the difficult problems arising from commu
nity financial needs,

private initiatives by banks to respond to those needs, and the 
most effective gov-

ernmental role, we do not agree with your assertion that "the 
credit needs of a

locality and the applicant's capacity to serve these needs have bee
n almost ig-

nored by the regulatory agencies." A review of our activities lead
s to the con-

trary conclusion.
The Comptroller's Policy Statements on Corporate Activities, a copy of whi

ch

is attached, are broadly drawn to cover national bank charters, branches, m
erg-

ers, conversions, and relocations, among others. For each type of applic
ation

made to this Office, a national bank or group desiring to organize a national b
ank

must illustrate graphically the primary service area (PSA) of the facilit
y in

question. The PSA is defined as the smallest area from which the bank exp
ects

to draw approximately 75 percent of its deposits. Its boundaries must take into

account natural and artificial access barriers, traffic patterns, and populatio
n

concentration.
Applicants are required to assemble a broad range of information with respect

to the primary service area which they have delineated. Organizers of a national

bank, for example, must describe the competitive environment they wish to enter.

In addition to the number of bank offices located in the area, total deposits and

total loans in commercial banks must be listed. The organizers then must identify

all banks and branches which are expected to compete with the new bank, and

must detail total loans, as well as deposits, for each of those facilities over the

previous four-year period.
The charter application further requires organizers to outline the various

services offered by banks and branches in the PSA. Deposit services and loan

services share equal significance in this section of the application, and the or-
ganizers must indicate how the proposed bank will offer competitive rates for
each. Organizers must conclude with projections for loan and deposit business
during the first three years of operation.
A .national bank branch application closely resembles the charter format. An

applicant bank must characterize the loan and deposit activity of all commercial
banks in. the area to be served by the new branch. As with a charter application,
the applicant must answer a comprehensive list of questions on the types of com-
petitive services which the new branch will offer to enhance the convenience and
meet the needs of its community. In this regard, the applicant also must describe

•
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the variety and intensity of competition offered by neighboring financial insti-
tutions. Finally, the applicant must project the volume of business, including
loans and deposits, which the branch will handle during its first three years of
operation.
The application which this Office uses for mergers, consolidations, and asset

purchases is also comprehensive. The applicant is required to provide an eco-
nomic profile of the relevant geographic market. This must include a careful des-
cription of projected banking services, such as banking hours, loan interest rates,
and deposit rates. Moreover, the applicant is required to enumerate any factors
which will affect the convenience and needs of the community to be served.
Throughout the application form considerations of loan and deposit activity are
of equal prominence. We attach copies of all these forms for your information.

It is important to understand that the PSA is a regulatory, and not a statutory,
invention. In exercising our franchising authority this Office has found it neces-
sary to provide for the orderly and objective evaluation of banking needs in lo-
cal markets. The PSA is designed to serve that purpose. But just as the PSA is a
convenient unit of measure, uniform in its application, the regulatory origin of
the concept also allows this Office to treat its delimitation with considerable
flexibility and professional judgment. Were we to be constrained by statute in
this regard, we are certain that the resultant PSA often would not accurately
reflect the true banking market.

Illustrative of this point is the importance of non-geographic components in
the construction of certain PSA's. For example, the American Indian National
Bank in Washington, D.C., was established primarily to serve the needs of a par-
ticular segment of the United States population nationwide. Similarly, there
are 81 other minority-owned banks throughout the country which have been
chartered deliberately to serve the needs of specific groups, irrespective of geo-
graphic location.
Geography also plays little role in a large proportion of the business conducted

by any of the nation's largest commercial banks with national and multi-national
corporations. Moreover, many banks, both large and small, receive substantial
deposits from customers who b.ink where they work or enroute to work rather
than in their home communities.
By requiring an applicant for a banking facility to depict a "primary savings

service area," S. 906 ignores this critical distinction between regulatory and stat-
utory standards. The bill would require the regulatory agency to base its actions
on an inflexible and frequently unrealistic market measurement. Thus, the bill's
elemental rigidity would make its provisions counterproductive.
Our present system of credit allocation is based in large measure upon vigorous

competition among numerous financial intermediaries. For the most part, it works
well. However, the bill's narrow focus upon retail markets may encourage regula-
tory agencies to ignore one of the most important roles of the nation's commercial
banking system, i.e.. to serve as a major supplier of short- and intermediate-term
credit to business and industry. Thus, the bill, while well-intentioned, could con-
ceivably force short-term regulatory actions which could have impact upon em-
ployment municipal services, and innumerable other economic interests essential
to the nation's well-being and, indeed, to the welfare of the very retail customers
which the bill is designed to benefit. We have serious reservations as to whether
any regulatory agency could have the wisdom necessary to administer such a sys-
tem to the maximum benefit of competing economic interests. Such a govern-
mentally encouraged departure from the established mechanisms of our complex
credit economy should be approached with extreme caution.
As a final point. the Comptroller's Office historically has sought to fulfill another

major purpose of S. 406 by recognizing the importance of consulting interested
Persons in a community to ascertain local financial needs and the adequacy of
existing banking services.
Our regulations governing applications for various types of bank activities

are designed to provide an opportunity for any interested party to submit com-
ments or request a hearing on any application. In order to encourage commu-
nity participation in this process, on several occasions we have absorbed the
hearing transcript costs for protesting citizen groups.
We trust that this information will be helpful.

Sincerely,
ROBERT BLOOM,

Acting Comptroller of the Currency.

88-032 0 - 77 - 2



14

CHAIRMAN OF THE BOARD OF GOVERNORS,
FEDERAL RESERVE SYSTEM,

Washington, D.C., March 21, 1977.Hon. WILLIAM PROXMIRE,
Chairman, Committee on Banking, Housing, and Urban Affairs, Washington, D.C.
DEAR MR. CHAIRMAN: I am pleased to provide comments on your proposed"Community Reinvestment Act of 1977" (S. 406), as requested by your letter ofDecember 17.
The Board agrees with the findings of the bill that regulated institutions

should help to satisfy the convenience and needs of the communities in whichthey are chartered. The Board also agrees that the financial supervisory agen-
cies should encourage financial institutions to help meet the credit needs of their
communities to the extent this is consistent with safe and sound operations. We
believe, however, that this obligation is imposed upon the Board under existing
statutes, and we have undertaken to fulfill that obligation in our various regu-
latory and supervisory activities. Therefore, while the Board recognizes that
credit inadequacies may exist in parts of some communities, we are of the opin-
ion that enactment of the proposed legislation would not enhance our ability
to encourage financial institutions to meet such local credit needs.
The proposed bill assumes that supervisory authorities stress the importance

of providing deposit services while paying insufficient attention to the extent
to which applicant institutions propose to meet the credit needs of their com-
munities. The Board is responsible for the evaluation of applications (a) for
holding company expansion through acquisitions, (b) for mergers in which the
continuing bank is to be a State member bank, and (c) for new branch offices of
State member banks. Regulatory authority granted to the Board in these cases
directs the Board to consider the "convenience and needs" of the community in-
volved. The Board has interpreted this term to encompass "credit needs" as one
of the major factors to be considered in acting on such applications.
The Board's application forms and its review procedures are essentially the

same in any case involving a change in banking structure. Both consider the
potential of the proposed change in meeting local credit needs. For example,
applicants for the acquisition of a bank requiring approval of the Board under
section 3(a) of the Bank Holding Company Act of 1956 must supply relevant
information on changes expected in the various banking services offered. Such
information includes anticipated changes in interest rates on loans, maximum
maturities and other loan terms, and significant changes expected in the loan
and investment portfolio of the bank to be acquired. This information, when
used in conjunction with information about the holding company's past per-
formance and examiners' reports on other banks in the holding company, is
usually sufficient to determine whether the applicant intends to serve the "con-
venience and needs"—including both depository and credit needs—of the com-
munity involved.
The Board is concerned about the problems that would inevitably surface if

Federal Regulatory powers were expanded, to the extent proposed by the bill,
for the purpose of encouraging specific local types of lending. Establishing stand-
ards for setting the proportion of total loans that an institiution should allocate
to local credit would necessarily be arbitrary. Small banks, especially those in
rural areas, probably make the major portion of their loans to local individuals
and businesses at present, and might not be affected to any great extent. But
larger institutions located in major banking centers may solicit deposits and
extend loans on a regional, statewide, national and international basis. To re-
strict the activities of these institutions through Federal regulation could well
prove counter-productive even to the purposes of this bill. It could block the
flow of funds—mortgage credit, for example, or funds for new capital invest-
ment—from an established community with excess savings to a growing com-
munity unable to generate sufficient savings to meet its expanding financing
needs.
The Board believes that improvements in the allocation of credit are more

likely to be achieved by removing existing legal and regulatory impediments to
the free flow of funds in markets than by adding new ones. We recognize of
course, that markets do not always work in ways that maximize social prior.i-
ties, and that thus there may be particular credit needs that public policy
need to encourage. But we should proceed most carefully and cautiously in im-
posing public policy objectives on private lending institutions since the effects

•

•
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on our present private competitive credit market system could be profound. It
Is important to remember that each time a particular credit use is mandated
by law or regulation, some other credit use—that otherwise would have been
accommodated—must go unsatisfied. Indeed, as long as depositors are free to
move their funds where they perceive the highest return or the greatest safety,it may not be possible to mandate flows of credit into particular channels.I hope that these comments will be helpful to you in the further consideration
of this legislation.

Sincerely yours,
ARTHUR F. BURNS.

• FEDERAL DEPOSIT INSURANCE CORPORATION,
Washington, D.C., May 4, 1977.

Hon. WILLIAM PROXMIRE,
Chairman, Committee on Banking, Housing and Urban Affairs, U.S. Senate,

Washington, D.C.
DEAR MR. CHAIRMAN: This responds to your request for a report on S. 406,

95th Congress, the "Community Reinvestment Act of 1977."
S. 406 would require the FDIC. the Comptroller of the Currency, the Board

of Governors of the Federal Reserve System and the Federal Home Loan Bank
Board of develop procedures for utilizing their existing authority with respect
to charter, branch and deposit insurance applications, as well as merger and
holding company applications, to encourage regulated institutions to help meet
the credit needs of their local communities insofar as may be consistent with safe
and sound operation of such institutions, In connection with such applications,
insured banks and savings and loan• institutions and their holding companies
would be required to—

(1) delineate the deposit facility's primary service area (i.e., the area
from which it obtains or expects to obtain over one-half of its deposit
customers) ;
(2) analyze the deposit and credit needs of such area and how they pro-

pose to meet these needs;
(3) indicate what proportion of its "consumer deposits" (ix., deposits of

individuals not exceeding $100,000) received from residents of the primary
service area would be reinvested in that area; and
(4) demonstrate how they are already meeting the needs of the primary

service areas where they are doing business.
While the bill contains no express authority to do so, the regulatory agencies

could presumably utilize this information, together with testimony presented at
hearings on the application by community and consumer organizations, as the
basis for denying any of the aforementioned applications. The bill would also
require the agencies to obtain periodic reports from regulated institutions on the
amount of consumer deposits received and credit extended in their primary serv-
ice areas and to make this information available to the public.
We fully support the objectives of this bill. However, it raises very complex

and difficult problems which should be dealt with on a comprehensive basis and
not by piecemeal enactments. As stated by HUD Assistant Secretary for Com-
munity Planning and Development, Robert C. Embry, Jr., in his March 24, 1977
testimony:
"Community reinvestment is not an end in itself, but a means to the goal of

neighborhood revitalization. We believe there should be a comprehensive ap-
proach to revitalization which includes specific attention to reinvestment prob-
lems. The Department is already working actively to encourage and facilitate
revitalization through its Community Development Block Grant program, its
demonstration programs such as urban homesteading, its modification of its in-
surance programs, and its research program.
"We believe that an overall strategy is required which not only addresses the

issue of redlining and disinvestment, but also such matters as neighborhood rep-
resentation, careful utilization of mortgage insurance programs, and integration
of investment leveraging with community development activities. Initiatives in
these latter areas have already been undertaken."
We also share the Federal Home Loan Bank Board's concern that S. 406 might

not achieve its intended objectives. On the contrary, the practical effect of the
bill could be to discourage financial institutions from making applications for
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offices in neighborhoods where funds are badly needed because of the reexamina-
tion that this would entail with respect to their lending policies in service areas
where they already have offices. Some institutions might even close down offices
already established in certain neighborhoods if they felt that they could be
publicly criticized for not meeting the credit needs of such neighborhoods when
they apply for a branch in another location. The result of this would be to in-
crease the present concentration of financial institution offices in more affluent
neighborhoods.

Finally, we believe that the periodic reporting requirements in § 4(4) of the
bill would impose an unnecessary reporting burden on financial institutions
which would be largely duplicative of requirements already in effect under the
Home Mortgage Disclosure Act. The information so elicited would be of little
use under the bill's proposed regulatory framework because such information
would be required, in any event, in connection with applications submitted by
financial institutions for regulatory approvals subject to the bill's provisions.
For the foregoing reasons, we are not able to support enactment of S. 406 at

this time. However, if Congress should nevertheless decide to proceed with its
consideration of this proposed legislation, we would strongly recommend that
the following largely technical suggestions be incorporated in the bill.
(1) Because the bill introduces the essentially new concept of considering

whether an applicant is meeting the convenience and needs of communities not
directly involved in the particular application, the legislative history of the bill
should make abundantly clear that the regulatory agencies may deny an applica-
tion on the basis of any of the statutory factors required to be considered, in-
cluding the convenience and needs not only of the community served or to be
served by the deposit facility directly involved in the application but also of
any community in which the applicant (or any depositary institution under
common control therewith) is already doing business, as set forth in § 4(2)
of the bill.
(2) In order to cover those State-chartered savings and loan associations

which are not authorized to accept accounts denominated "deposits," we suggest
adding a reference to "accounts" or "savings accounts" where appropriate in
the bill.
(3) Since admission to membership in the Federal Reserve System auto-

matically confers deposit insurance on a State-chartered bank, we suggest adding
applications for such membership to the list of covered applications in § 3(3).
(4) There is no apparent reason for the bill to cover only deposit insurance

applications of "newly chartered" banks; thus, those words should be deleted
from § 3(3) (B).
(5) Since most of the applications listed in § 3(3) could be necessitated under

emergency circumstances involving the failure or possible failure of an insured
depositary institution where the time factor would be crucial, the preamble to
§ 3(3) should exclude any application necessitated by such circumstances.
(6) "Primary savings service area" should be more precisely defined. The

present definition in § 3(4) permits great leeway to a depositary in deciding
what its service area is and could result in "gerrymandering" the boundaries so
long as the 50 per cent deposit requirement is met.
(7) Because of the difficulty of projecting long-term future credit needs of

a community, we suggest substituting "estimate" for "indicate" in § 4(1) (C)
and specifying a realistic time frame to be covered by such estimate.
(8) 'Since relocation of a branch may result in an institution's no longer serv-

ing a particular community, we suggest adding the following at the end of
§4(1)(D) :

"and, in the case of relocating an existing branch or office, how such re-
location will affect the credit needs of the service area no longer to be
served."

Also in § 4(1) (D), the word "total" should be inserted before "credit
needs" to underline the need to take account of all forms of credit utilized
in the community.

(9) To more clearly articulate the intent underlying § 4(2), we suggest revis-
ing it to read as follows:

"(2) Consideration, as part of the agency's assessment of the convenience
and needs factor, of the applicant's record in meeting the credit needs of
the primary savings service areas in which it or any depositary institution
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under common control therewith already does business and of its proposal
for meeting the credit needs of the primary savings service area where
the particular deposit facility is or is to be located."

(10) Section 4(3) of the bill should be amended to delete "present testimony
at hearings on" and to insert in lieu thereof "submit information in connection
with." As presently written, this paragraph seems to assume that formal hear-
ings are routinely held in connection with such applications. This is not the
case. We also believe that, because of its ambiguity, the reference in § 4(3) to
"encouraging" submission of data by consumer organizations should be deleted.
As far as permitting intervention by such organizations in application procedures,
that is presently authorized under existing FDIC regulations.
(11) By way of a more substantive suggestion, we recomemnded deleting

§ 4(4) in its entirety. The reporting requirements contained therein seem to
be largely duplicative of requirements already in effect under the Home Mort-
gage Disclosure Act. In any event, reports by institutions not making any
applications of the type listed in § 3(3) would be of no immediate use to the
regulatory agencies. Of course, any institution making such an application
would submit the required information in connection therewith under § 4(1).
(12) Finally, we believe the term "credit needs" as used in the bill should be

defined to mean loan demand by creditworthy borrowers residing or conducting
commercial or other types of enterprises in the community, in order to allay fears
that the bill contemplates a lowering of credit standards or usurpation of the
banker's duty to exercise sound credit judgment.
If we can be of any further assistance in this connection, please let us

know.
Very truly yours,

ROBERT E. BARNETT, chairman.
The CHAIRMAN. I'm going to ask the first four witnesses to come

forward as a panel if they would. Our first witness is Mr. Ralph
Nader, of the Center for the Study of Responsive Law. Our next
witness is Ms. Gale Cincotta, National People's Action; and Mr. Carl
Holman, President of the National Urban Coalition; and Mr. Henry
Schechter, Director of the Department of Urban Affairs, AFL-CIO.
I appreciate the fact that some of you have already limited your

statements rather severely. If you could present your statements in as
brief a period as possible, then we could proceed with the questioning.
Do you have a statement, Senator Heinz?
Senator HEINZ. No, Mr. Chairman.
The CHAIRMAN. Mr. Nader, go right ahead, sir.

STATEMENT OF RALPH NADER

Mr. NADER. Thank you, Mr. Chairman and distinguished members
of the committee, for your invitation to comment on S. 406, the Com-
munity Reinvestment Act. The bill would provide an incentive for
depository institutions to better serve the credit needs of their local
communities. It is intended to moderate neighborhood disinvestment
by depository institutions. This destructive pattern has been brought
to the attention of Congress by the efforts of citizen organizations.
Reflecting this origin, the bill eschews the costly and inefficient tax
credit schemes so often advanced by the financial industry and its
friends in the Treasury Department as a means to direct credit to
areas of social priority. Instead, the bill relies on an economical and
efficient incentive to redirect lending patterns—conditioning bank
charter and operating privileges on the provision of adequate credit
services in the local community.



18

I think what this bill distinguishes, Mr. Chairman, is that it clearly
enunciates the principle that if the Federal Government is going to
extend a whole array of benefits, privilegs and subsidies to banking
institutions, that the same government should condition these privi-
leges and subsidies on the grounds of some general criteria of re-
sponsiveness to the community where the subsidized institution is
operating and receiving its deposits. I hope that in the future you
can extend this principle throughout the Federal Government so that
where the taxpayer is asked to subsidize or to nourish in effect, a
system of corporate welfare to very abundantly endowed financial or
other corporate institutions, that the taxpayers get a return in per-
formance, that these subsidies and privileges are not just to be used
for the aggregation of corporate power or for the establishment of
a permanent gift mechanism, but they are to be conditioned on a
responsiveness to the community.
The bill would direct the Federal banking agencies when acting on

charter, branch, merger, or acquisition applications to consider the
applicant bank's or thrift's record in meeting the credit needs of the
neighborhoods surrounding its existing branch offices. The bill would
also direct the banking agencies to consider the extent of the appli-
cant's commitment to meet the credit needs of the neighborhood
surrounding the proposed or newly acquired bank office. It is true
that existing Federal statutes direct the banking agencies to consider
community convenience and needs when acting on bank applications.
It is also obvious that credit needs fall within the ambit of community
convenience and needs, and that therefore the Federal banking agen-
cies already have authority to consider the factors specified in the
bill. However, the banking agencies have declined to exercise this
authority.
In practice, the Federal banking agencies have narrowly construed

the community convenience and needs factor to encompass only in-
creased competition resulting from new bank offices and greater
financial and managerial resources resulting from acquisitions and
mergers. On the rare occasions where the agencies have even men-
tioned lending records, they were only considered as a make-weight
in a decision already made on other grounds. The bill is needed to re-
verse this agency neglect.
The bank agencies' operating assmnption that depository institu-

tions have no obligation to give priority to the credit needs of their
local communities has prevented the agencies from addressing one of
the most critical issues in banking—the disinvestment of older neigh-
borhoods, for the most part in urban areas, but to a lesser extent in
towns and rural areas. The slow strangulation of neighborhood vi-
tality that results when lenders reduce the supply of conventional
mortgage loans and small business loans has been well documented
by several committees of Congress, including the Senate Banking
Committee. And, of course, also well documented is the sequential
effect of similar disinvestment whether by insurance companies or
other institutions who flee the neighborhood or redline it. The dis-
investment of urban neighborhoods has also facilitated suburban
sprawl, a trend with high social costs in an environment of increasing
energy, material, and land shortages. Yet, in spite of the direct re-

•
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lationship between lending policies and neighborhood disinvestment,
the banking agencies have taken no actions to curb disinvestment.
Underlying the inaction of the Federal banking agencies is theirattitude that the public interest will best be served if bank credit isconstantly shifted to the locales offering the highest rate of return.Under this view neighborhood disinvestment is nothing more thanthe transfer of capital out of a neighborhood where it would be usedless efficiently. The Federal Reserve Board in approving the mergerof Marine Midland Bank's—a bank holding company-10 subsidiarybanks into a single bank offered the following rationale:
It is true, of course, that by transforming separate subsidiary banks intobranches of a unified statewide bank, the merger would make it easier for Marineto use deposits received in one area of the state as a basis for making loans inanother. However, the Board believes this could be an advantage of the merger,and not a disadvantage.

This bank agency analysis conveniently overlooks the facts thatdepository institutions are the primary source of residential mortgagecredit and that in the area of housing a laissez-faire approach to creditflows does not often achieve optimum social results. One might alsoadd here or recall here Justice Brandeis' description of the depositsas being other people's money. That has to be continually empha-sized—other people's money. We're not dealing here with traditionalcommercial exchanges. We're dealing with a trust factor for affectingother people's money.
On the first point, as of March 31, 1976 residential mortgage loansrepresented 52 percent of the total dollar amount of all loans ex-tended by commercial banks, savings and loans and mutual savingsbanks, and there's a little table there that specifies that.The residential mortgage credit provided by these depository in-stitutions—$443 billion—represented 73 percent of the total volumeof residential mortgage credit in the Nation—$604 billion.On the second point, the housing market is subject to distortionsand destabilizing influences that have undesirable social effect ofmajor consequence. Individual home purchase and home repair de-cisions are heavily influenced by the related decisions of other indi-viduals, a process often referred to as the neighborhood effect. Con-sumers, particularly moderate and lower income home seekers, areoften ill informed about home financing opportunities and even wheninformed have limited bargaining power. Speculators are often in a,position to profit by manipulating and accelerating these destabiliz-ing forces.
These instabilities of the housing market cause neighborhoods to bevery. fragile institutions. An essential element in maintaining theirvitality is an adequate supply of conventional credit. When depositoryinstitutions shun the credit needs of their local neighborhood in searchof easier, short-term profits elsewhere, the vitality of these neighbor-hoods is often undermined. This social cost has been overlooked by theFederal banking agencies.
S. 406 would establish a mechanism to counter the tendency of de-pository institutions to shun neighborhoods in which destabilizingtrends have appeared. By conditioning the privilege of bank ex-pansion on a showing of adequate service in the local community
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the bill would reward those financial institutions which provide ade-

quate credit services in their local communities. S. 406 would, in effect,

interject the community service factor into the market calculations

of depository instiutions. In the long run this will be saying the

financial institutions have to be saved from themselves. If they con-

tinue redlining areas on an ever expanding basis, they are going to

undermine the very basis of their own prosperity at the pedestal of

a short-term maximum profit ideology. As a consequence, bank ex-
pansion and adequate community service would be interlocked. S. 406

would make it possible to moderate neighborhood destabilization

while at the same time maintaining a flexible banking structure and

free credit flows. It would encourage banks to go into a neighborhood
to service it rather than to stripmine it.
The strategy embodied in S. 406 is particularly relevant for a

period in which the Federal budget must be carefully managed. The
bill does not depend on a Federal subsidy, such as a tax credit, to
generate incentives. Rather, the incentive derives from the privilege
to establish additional banking facilities. The right to grant this
privilege is a public resource that would be used more effectively if

S. 406 were enacted.
S. 406 does not provide community organizations with the right to

seek judicial review when the Federal banking agency has abused its
discretion or acted contrary to law. Whether community organiza-
tions have standing to seek judicial review of bank agency actions on
applications is unclear under existing law. The banking agencies
are naturally hostile to such a right. For example, on November 16,
1976 the Federal Home Loan Bank Board's Acting General Counsel,
Daniel J. Goldberg, in a speech before the U.S. League of Savings
Associations stated: "Under our branching regulations, if you look
at them for federals, really only another financial institution can file
what we view as a substantial protest."
Like Congressional oversight, legal standing for community or-

ganizations or interested individuals for that matter is essential if the
Federal banking agencies are to be held to their statutory mandate.
S. 406 should provide for standing for community organizations as a
final mechanism of accountability or oversight in accordance with the
criteria of this legislation. I can't emphasize too much, Senator Prox-
mire, the need of some sort of standing so that the groups and indi-
viduals most affected can under due process of law bring these finan-
cial institutions to account.
I think the section in the bill on page 4—that's section 4(C)—needs

to be expanded to specify more precisely the nature of the hearings,
under what conditions they should be invoked, and what the ad-
ministrative and judicial review standards are to be for community
organizations and individuals.
There is an additional point I'd like to make. In the explanation for

this legislation which the committee distributed earlier, in addition to
the tax subsidies that financial institutions are given by the Federal
Government, they have the semiexclusive franchise to do business
in a particular geographic area, limitation of entry of other potential
competitors, restricting competition by limiting the rate of interest
payable on savings deposits and prohibiting any interest on demand
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deposits as well as deposit insurance, and the general backup role ofthe various bank agencies.
Now this is an overwhelming series of privileges and subsidies andit's about time that there be an underwhelming quid pro quo for theextension of these privileges. For too long the Federal Governmenthas looked on its chartering responsibiliy as a mechanical clericalfunction, instead of asking what kinds of performance should beobtained within the market structure, so that these charters can havesome sort of recompense in terms of the public interest. I'm pleasedto see that this existing legislation takes an important, very modest,very nonbureaucratic, very economical step in that direction.We have some materials to include in the record if it meets withyour concurrence. Thank you, Senator.
The CHAIRMAN. We would be delighted to have the material forthe record.
[Complete statement and additional materials received from Mr.Nader follow:]
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STATEMENT or RALPH NADER

before the

SENATE BANKING COMMITTEE

U. S. SENATE

WASHINGTON, D.C.

MARCH 23, 1977

Mr. Chairman and distinguished members of the Committee, thank

you for your invitation to comment on S.406, The Community Reinvestmen
t

Act. The bill would provide an incentive for depository institutions

to better serve the credit needs of their local communities: It

is intended to moderate neighborhood disinvestment by depository insti-

tutions. This destructive pattern has been brought to the attention

of Congress by the efforts of citizen organizations. Reflecting

this origin, the bill eschews the costly and inefficient tax credit

schemes so often advanced by the financial industry and its friends

in the Treasury Department as a means to direct credit to areas of

social priority. Instead, the bill relies on an economical and

efficient incentive to redirect leading patterns - conditioning
 bank

charter and operating privileges on the provision of adequate cr
edit

services in the local community.

The bill would direct the federal banking agencies when acti
ng on

charter, branch, merger, or acquisition applications to cons
ider the

applicant bank's or thrift's record in meeting the credit needs 
of

the neighborhoods surrounding its existing branch offices. The bill

would also direct the banking agencies to consider the extent of
 the

applicant's committment to meet the credit needs of the neighbor
hood

surrounding the proposed or newly acquired bank office. It is true

that existing federal statutes direct the banking agencies 
to consider

"community convenience and needs" when acting on bank applic
ations.

41,
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It is also obvious that credit needs fall within the ambit of

"community convenience and needs", and that therefore the federal bank-

ing agencies already have authority to consider the factors specified

in the bill. However, the banking agencies have declined to exercise

this authority.

In practice the federal banking agencies have narrowly construed

the "community convenience and needs" factor to encompass only in-

creased competition resulting from new bank offices and greater financial

and managerial resources resulting from acquisitions and mergers. On

us the rare occasions where the agencies have even mentioned lending records,

they were only considered as a make-weight in a decision already made

on other grounds. The bill is needed to reverse this agency neglect.

The bank agencies' operating assumption that depository institutions

have no obligation to give priority to the credit needs of their local

communities has prevented the agencies from addressing one of the most

critical issues in banking - the disinvestment of older neighborhoods,

for the most part in urban areas, but to a lesser extent in towns and

rural areas. The slow strangulation of neighborhood vitality that

results when lenders reduce the supply of conventional mortgage loans

and small business loans has been well documented by several committees

of Congress, including the Senate Banking Committee. The disinvestment

of urban neighborhoods has also facilitated suburban sprawl, a trend

with high social costs in an environment of increasing energy, material,

and land shortages. Yet, in spite of the direct relationship between

lending policies and neighborhood disinvestment, the banking agencies

have taken no actions to curb disinvestment.

Underlying the inaction of the federal banking agencies is their

attitude that the public interest will best be served if bank credit
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is constantly shifted to the locales offering the highest rate of return.

Under this view neighborhood disinvestment is nothing more than the

transfer of capital out of neighborhood where it would be used less

efficiently. The Federal Reserve Board in approving the merger of

Marine Midland Banks' (a bank holding company) ten subsidiary banks

into a single bank offered the following rationale:

It is true, of course, that by transforming separate subsidiary

banks into branches of a unified state-wide bank, the merger

would make it easier for Marine to use deposits received in

one area of the State as a basis for making loans in another.

However, the Board believes this could be an advantage of the

merger, and not a disadvantage.

This bank agency analysis conveniently overlooks the facts that

depository institutions are the primary source of residential mortgage

credit and that in the area of housing a laissez-faire approach to

credit flows does not often achieve optimum social results. On the

first point, as of March 31, 1976 residential mortgage loans represented

52% of the total dollar amount of all loans extended by commercial

banks, savings and loans and mutual savings banks.

Residential Mortgage Loans

Commercial Banks (FDIC Insured) $78 billion

Savings and Loans $287 billion

Mutual Savings Banks $78 billion

Total

Total Loans
$474 bilrian
$287 billion
$83 billion

$443 billion $844 billion

The residential mortgage credit provided by these depository i
nstitutions

($443 billion) represented 73% of the total volume of residential mortgage

credit in the nation ($604 billion).

On the second point, the housing market is subject to distorti
ons

and destabilizing influences that have undesirable social effects 
of

major consequence. Individual home purchase and home repair decisions

are heavily influenced by the related decisions of other individu
als,

a process often referred to as the neighborhood effect. Consumers,

particularly moderate and lower income home seekers, are often ill
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informed about home financing opportunities and even when informed

have limited bargaining power. Racism often generates rapid shifts

in attitudes toward particular residential neighborhoods. Speculators

are often in a position to profit by -manipulating and accelerating

these destabilizing forces.

These instabilities of the housing market cause neighborhoods

to be very fragile institutions. An essential element in maintaining

their vitality is an adequate supply of conventional mortgage credit.

When depository institutions shun the credit needs of their local

neighborhood in search of higher, short term profits elsewhere, the

vitality of these neighborhoods is often undermined. This social

cost has been overlooked by the federal banking agencies.

S. 406 would establish a mechanism to counter the tendency

of depository institutions to shun neighborhoods in which destabilizing

trends have appeared. By conditioning the privilege of bank expansion

on a showing of adequate service in the local community the bill

would reward those financial institutions which provide adequate

credit services in their local communities. S.406 would, in effect,

interject the community service factor into the market calculations

of depository institutions. As a consequence, bank expansion and

adequate community service would be interlocked. S.406 would make

it possible to moderate neighborhood destabilization while at the

same time maintaining a flexible banking structure and free credit

flows.

The strategy embodied in S.406 is particularly relevant for a

period in which the federal budget must be carefully managed. The

bill does not depend on a federal subsidy, such as a tax credit,

to generate incentives. Rather, the incentive derives from the

privilege to establish additional banking facilities. The right to
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grant this privilege is a public resource that would be used more

effectively if S.406 were enacted.

S.406 does not provide community organizations with the right

to seek judicial review when a federal banking agency has abused

its discretion or acted contrary to law. Whether community

organizations have standing to seek judicial review of bank agency

actions on applications is unclear under existing law. The banking

agencies are naturally hostile to such a right. For example, on

November 16, 1976 the Federal Home Loan Bank Board's Acting General

Counsel, Daniel J. Goldberg in a speech before the U.S. League of

Savings Associations stated:

Under our branching regulations, if you look at
them for federals, really only another financial institution
can file what we view as a substantial protest.

Like Congressional oversight, legal standing for community

organizations is essential if the federal banking agencies are to

be held to their statutory mandate. S.406 should provide for

standing for community organizations.

e

•
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Attichment 1

Before the

REGIONAL ADMINISTRATOR OF NATIONAL BANKS

Richmond Region

Richmond, WZ,rginia

In the Matter of:

The Application of American Security
and Trust Company, N.A., Washington,
D.C. to establish a branch office at
229 Pennsylvania Avenue, S.E.,
Washington, D.C.

PETITION TO DENY A BRANCH APPLICATION 

The Ward 1-A Advisory Neighborhood Commission (1-A ANC), the

Ward 2-C Advisory Neighborhood Commission (2-C ANC), the Ward 4-B

Advisory Neighborhood Commission (4-B ANC), the Ward 5-C Advisory

Neighborhood Commission (5-C ANC), the Ward 6-A Advisory Neighbor-

hood Commission (6-A ANC), the Ward 7-D Advisory Neighborhood Com-

mission (7-D ANC), James Powell, Dolores Dews, Columbus Burrell,

Edward Gill and Earl Bryant hereby request the Comptroller of the

Currency to deny American Security and Trust Company's (AS&T)

application to establish a branch at 229 Pennsylvania Avenue,S.E.,

Washington, D.C.. AS&T has failed to provide adequate banking

services in the neighborhoods represented by the ANC petitioners

and in which the individual petitioners reside and seek to purchase

and rehabilitate homes and operate small businesses. The Comp-

troller cannot properly extend to AS&T the privilege of establishing

an additional branch at a new location until AS&T agrees to provide

more adequate banking services in petitioners' neighborhoods.
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Moreover, AS&T's lending policies have impermissibl
e

discriminatory effects on minority persons 
and minority neighborhoods

and the Comptroller cannot properly permit AS&T 
to establish additional

branches until it agrees to adjust its lending poli
cies to eliminate

these effects.

The testimony presented on behalf of Charlo
tte Holmes, Chairperson

of the Housing and Community Development Co
mmittee, 6-A ANC, Charles

Richardson, Jr., Chairperson, 2-C ANC, Juan
ita Barfield, Chairperson

5-C ANC, Samuel Carson, Chairperson 1-A ANC
, and Richard Lohmeyer,

Vice-Chairperson 4-B ANC at the January 10,
 1977 hearing on this appli-

cation before the Regional Director for 
Corporate Activities, Richmond

Region, is incorporated by reference.



29

I. The Parties.

The 1-A, 2-C, 5-C, 4-B, 6-A, and 3-D ANC's (protesting ANC's) are

local governmental commissions elected to represent the residents of

particular neighborhoods within the District of Columbia. The neighbor-

hoods represented by the protesting ANC's are indicated in the chart

below (protesting ANC neighborhoods). These neighborhoods have a resi-

dential population ranging from 14,000 to 39,000.

ANC's were authorized by Section 738 of the District of Columbia

Self Government and Governmental Reorganization Act. Public Law 93-198,

December 24, 1973. Pursuant to that act the District of Columbia Govern-

ment has divided the District into 36 ANC neighborhoods and has formally

recognized 35 ANC's. An ANC is established when 5% of the registered

voters of a designated neigh'.,rrhood petition the Council of the District

of Columbia (D.C. Council) to establish an ANC.

Each ANC is comprised of a number of individual commissioners.

Each commissioner is elected by the registered voters from a single

member district located within the ANC. The number of single member

districts and hence the number of commissioners varies between ANC's,

but is generally between 7 and 15. Each ANC has a chairperson who

is elected at large by all the registered voters in the ANC.

AS&T currently operates at least one branch office in each of

the protesting ANC's neighborhoods. Thus, as the elected representatives

of the residents of these neighborhoods, the protesting ANC's and their

individual commissioners have a vital interest in this proceeding. Many

of their constituents are moderate and lower income persons who seek to

vs, purchase or rehabilitate homes or to operate small businesses in the

neighborhoods. These constituents have been injured by AS&T's lending

88-032 0 - 77 - 3
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policies and will b, furLhor by an conLinuaLion of Lhese

policies. Thus the ANC's, the individual commissioners, and their

constituents will be directly injured if the Comptroller approves

AS&T's branch application without a commitment from AS&T to modify

its lending policies.

James Powell and Dolores Dews are minority persons who reside

in protesting ANC neighborhoods. AS&T has denied both of them mort-

gage loans with low downpayment requirements. James Powell, Dolores

Dews and other minority residents of the protesting ANC neighborhoods

have been adversely affected by AS&T's current lending policies and

will be directly injured if the Comptroller approves AS&T's branch

application without a commitment from AS&T to modify its lending

policies.

Columbus Burrell and Edward Gill are minority persons who operate

small businesses in the protesting ANC neighborhoods. Earl Bryant

is a minority person who seeks to establish a small business in a

protesting ANC neighborhood. AS&T has denied them small business

loans. Columbus Burrell, Edward Gill and other minority small

businessmen in the protesting ANC neighborhoods have been adversely

affected by AS&T's current lending policies and will be directly in-

jured if the Comptroller approves AS&T's branch application without a

commitment from AS&T to modify its lending policies.

Moreover, residents of the protesting ANC neighborhoods who do

not seek mortgage loans and small business loans for themselves are

adversely affected when other residents and small businesses in their

neighborhoods cannot obtain mortgage loans and small business loans.

These residents will be injured if the Comptroller approves AS&T's branch

application without a commitment from AS&T to modify its lending policies.
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II. AS&T's obligation to serve the protesting ANC's neighborhoods. 

The National Bank Act and the Federal Deposit Insurance Act direct

the Comptroller to charter national banks for two basic purposes--to

develop a sound monetary system and to serve community convenience

and needs. 12 U.S.C. sec. 21, 24,26,27,1814,1816. 12 C.F.R. sec. 4.2(b)

Thus national banks have an obligation to serve the banking needs of the

communities in which they operate.

When a national bank establishes branch offices, the areas sur-

rounding these branch offices become part of the community to be served.

Thus the national bank's obligation to serve community banking needs

extends to each of these branch office areas.

The home office or branch office area to which a national bank's

service obligation extends is known as the primary service area. The

Comptroller has defined the primary service area as the area from which

a home office or branch office generates 75% or more of its deposits.

Comptroller's Policy Statement on Corporate Activities, October 26, 1976

at 6, 11. In a densely populated urban area which has many competing

depository institutions, such as the District of Columbia, a primary

service area can be accurately characterized as a neighborhood.

The Comptroller's regulations recognize a branch office's obli-

gation to serve its local neighborhood. A national bank requesting

permission to establish a branch office must describe in detail the

economic character of the primary service area and indicate the primary

service area's credit needs. The applicant national bank must also

describe the banking services that the proposed branch will offer.

Comptroller's Form CC 7024-0.6. (Replaced on January 2, 1977, by

Form CC 7021-01).
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The obligation to serve the banking needs of the primary service

area means that a national bank must make reasonable efforts to meet

the area's credit needs. When a branch application indicates that

the applicant will not make such reasonable efforts, the Comptroller

cannot properly approve the application. Similarly, when an applicant

has not made reasonable efforts to serve the credit needs of the

primary service areas surrounding its existing branch offices, the

Comptroller cannot properly authorize it to expand by establishing

additional branches.

AS&T operates 11 branch offices in the protesting ANC neighbor-

hoods. The primary service areas of these branches represent more

than one-half of the total area of the protesting ANC neighborhoods.

The protesting ANC neighborhoods, the location of AS&T's branch

offices operating in these neighborhoods, and the estimated primary

service area for each branch office are indicated on the chart below.

Most of these branch offices were established prior to 1960 and

their primary service areas were not delineated in the branch appli-

cations. However AS&T's 1962 application to establish a branch office

at 5911 Blair Road, N.W. (within the 4-B ANC) delineated a primary

service area roughly equivalent to a circle with a one mile radius.

Similarly, the Comptroller's field investigation concerning AS&T's

1962 application to relocate its Georgia Avenue branch office (within

the 1-A ANC) from 3608 Avenue, N.W. to 3500 Georgia Avenue, N.W.

indicates a circular service area with a one mile radius. However,

AS&T's applications to establish branch offices at 120 C Street, N.W.

(within the 2-C ANC) in 1966 and 21st and L Streets, N.W. in 1974,



33

and its application in this proceeding have delineated primary service

areas with radii of approximately 1/3_of a mile.

Two factors account for the smaller primary service areas in the

later applications. First, new branches established by other financial

institutions have increased the competition for deposits and thereby

shrunk the primary service areas. Second, primary service areas are

smaller in business areas where most consumer deposits are obtained

from employees at their place of work than in residential neighborhoods.

Considering both these factors, petitioners estimate the primary service

areas for AS&T's branch offices to have currently a 1/2 mile radius

in residential neighborhoods and a 1/3 mile radius in business areas.

However, the assumption of circular primary services areas in

some cases significantly understates the portions of the protesting

ANC neighborhoods that lie within the primary service areas. The ANC's

generally represent natural neighborhoods and thus provide a natural

customer deposit base. Therefore the primary service areas often

conform more closely to ANC boundaries than to circular areas.

Moreover, by definition a branch office receives 25% of its deposits

from outside its primary service area. Since the portions of the pro-

testing ANC neighborhoods which lie outside the primary service areas

are close to the AS&T branch offices, AS&T will receive a significant

volume of deposits from these areas.

Based on an evaluation of neighborhood characteristics petitioners

have estimated the percentage of deposits at each AS&T branch that is

obtained from the protesting ANC neighborhoods. The estimation indicates

that the 11 AS&T branch offices, with three exceptions, obtain at least
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50% of their deposits from the protesting ANC neighborhoods. The

three exceptions involve branch offices. located on the boundary of

the 2-C ANC, an ANC in which AS&T operates a total of 7 branch offices.

In view of this contribution of deposits by the protesting ANC neighbor-

hoods, AS&T has an obligation to serve the banking needs of these neigh-

borhoods.

Petitioners have also estimated the percentage of deposits at

each AS&T branch that are obtained from commuters--persons who work

in the protesting ANC neighborhood but do not reside there. Commuter

deposits represent a high percentage of total deposits at AS&T's seven

branches located in the 2-C ANC. In residential neighborhoods such

as the 7-D ANC and the 4-B ANC commuter deposits do not represent a

significant share of total branch deposits.

AS&T's obligation to serve the banking needs of the protesting

ANC neighborhoods derives from their role as primary service areas.

The primary service area is defined in terms of total branch deposits--

commuter deposits as well as resident deposits. Thus the total deposits

obtained from an ANC neighborhood, including commuter deposits, is the

relevant factor in determining that obligation. However, once that

obligation has been established, resident deposits are a relevant

factor in assessing the impact of the branch on the neighborhood.

The Federal Deposit Insurance Corporation (FDIC) has provided

petitioners with the volume of deposits by deposit category held by

each AS&T branch office as of June 30, 1975. Based on the FDIC deposit

data petitioners have estimated the volume of AS&T branch office deposits

obtained from each protesting ANC neighborhood and from resident consumers

and businesses.
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1-A ANC 

Georgia Avenue Branch 
3500 (leorqio Ave., N.W.

Estimated Percent of Branch Deposits -Obtained from ANC Area:

Estimated Percent of ANC Area Deposits obtained from Commuters:

Estimated Percent of Branch Deposits obtained from ANC Area

residents and businesses:

Deposit Type 

Demand
Passbook Savings
Time

Total Deposits

Branch ANC Area ANC Pesidents & 

(FDIC Data) (Estimation) Businesses 

(All amounts in millions) (Estimation)

$5.136 $3.595 $2.517

$8.405 $5.884 $4.118

$ .669 $ .468 $ .328

$14.210 $9.947 $6.963

2-C ANC 

Mt. Vernon Square Branch 
7th Street and Mass. Ave., N.W.

70%
30%

49%

Estimated Percent of Branch Deposits obtained from ANC Area: 80%

Estimated Percent of ANC Area Deposits obtained from Commuters: 75%

Estimated Percent of Branch Deposits obtained from ANC Area

residents and businesses:

Deposit Type 

Demand
Passbook Savings
Time

Total Deposits

Branch ANC Area ANC Residents & 

(FDIC Data) (Estimation) Businesses 

(All amounts in millions)(Estimation)

$19.745 $3.949$15.796
$11.355 $ 9.084 $2.271

$2.232 $ 1.786 $ .446

$33.332 $26.666 $6.667

20%
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2-C ANC

Northeast Branch 
8th and H Streets, N.E.

Estimated Percent of Branch Deposits_obtained from ANC Area:

Estimated Percent of ANC Area Deposits obtained from Commuters:
Estimated Percent of Branch Deposits obtained from ANC Area

residents and businesses:

Deposit Type 

Demand
Passbook Savings
Time

Total Deposits

Branch ANC Area 
(FDIC Data) (Estimation)

(All amounts in millions)
$1.824
$3.376
$ .433

$ 6.080
$11.253
$ 1.444

$18.777

15th and M Streets Branch 
15th and M Streets, N.W.

ANC Residents & 
Businesses 
(Estimation)
$1.277
$2.363
$ .303

$5.633 $3.943

Estimated Percent of Branch Deposits obtained from ANC Area:

Estimated Percent of ANC Area Deposits obtained from Commuters:

Estimated Percent of Branch Deposits obtained from ANC Area

residents and businesses:

Deposit Type 

Demand
Passbook Savings
Time

Total Deposits

Branch 
(FDIC Data)

(All
$26.411
$ 8.765
$ 1.576

$36.752

ANC Area ANC  Residents & 
(Estimation) Businesses 

amounts in millions)(Estimation)
$10.564 $2.113
$ 3.506 $ .701
$ .630 $ .126

$14.700 $2.940

30%
30%

21%

40%
80%

8%

a

4
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2-C ANC

0 Street Branch 
1st and 0 Streets, N.E.

Estimated Percent of Branch Deposits _obtained from ANC Area:
Estimated Percent of ANC Area Deposits obtained from Commuters:
Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type Branch ANC Area ANC Residents & 
(FDIC Data) (Estimation) Businesses 

(All amounts in millions) (Estimation)
Demand $7.860 

$ 
$1.414

Passbook Savings $3.546 $1 48 $ .638
Time $ .676 $ .270 $ .122

Total Deposits $12.082 $ 4.833 $2.174

Columbia Branch 
911 F Street, N.W.

Estimated Percent of Branch Deposits obtained from ANC Area:
Estimated Percent of ANC Area Deposits obtained from Commuters:
Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type Branch ANC Area ANC Residents & 
(FDIC Data) (Estimation) Businesses 

(All amounts in millions) (Estimation)
Demand $13.732 $10.986 $ .824
Passbook Savings $ 3.782 $ 3.026 $ .227
Time $ .887 $ .710 $ .053

Total Deposits $18.401 $14.721 $ 1.104

30%
40%

18%

80%
92%

6%
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2-C ANC

Federal Triangle Branch 
1111 Pennsylvania Ave., N.W.

Estimated Percent of Branch Deposits.obtained from ANC Area:
Estimated Percent of ANC Area Deposits obtained from Commuters:
Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type 

Demand
Passbook Savings
Time

Total Deposits

Branch ANC Area ANC Residents & 
FDIC Data) (Estimation) Businesses 

(All amounts in millions)(Estimation)
$6.375 $3.188 $ .128

$2.069 $ .083
$ .448 $ .018

$4.138
$ .895

$11.408

120 C Street Branch 
120 C Street, N.W.

$5.704 $ .228

Estimated Percent of Branch Deposits obtained from ANC Area:
Estimated Percent of ANC Area Deposits obtained from Commuters:

Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type Branch ANC Area 
(FDIC Data) (Estimation)

(All amounts in millions)

ANC Residents &
Businesses 
(Estimation)

50
97%

2%

50%
95%

3%

Demand $5.142 $2.571 $ .154

Passbook Savings $ .872 $ .439
Time $ .122 $ .061 :N64

Total Deposits $6.142 $3.071 $ .184
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•

4-B ANC

Blair Road Branch
5911 Blair Road, N.W.

Estimated Percent of Branch Deposits-obtained from ANC Area:
Estimated Percent of ANC Area Deposits obtained from Commuters:
Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type Branch ANC Area ANC Residents &
(FDIC Data) (Estimation) Businesses 

(All amounts in millions)(Estimation)
Demand $4.395 $3.296 $2.813
Passbook Savings $4.589 $3.440 $2.937
Time $1.232 $ .924 $ .788

Total Deposits $10.216

0 Street Branch
1st and 0 Streets, N.E.

$7.662 $6.538

5-C ANC

Estimated Percent of Branch Deposits obtained from ANC Area:

Estimated Percent of ANC Area Deposits obtained from Commuters:

Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type Branch ANC Area ANC Residents &
(FDIC Data) (Estimation) Businesses 

(All amounts in millions)(Estimation)

Demand $7.860 $3.930 $2.751

Passbook Savings $3.546 $1.773 $1.241

Time $ .676 $ .338 $ .237

Total Deposits $12.082 $6.041 $4.229

75%
15%

64%

50%
30%

35%
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6-A ANC

Northeast Branch
8th and H Streets, N.E.

Estimated Percent of Branch Deposits _obtained from ANC Area:
Estimated Percent of ANC Area Deposits obtained from Commuters:
Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type Branch ANC Area ANC  Residents & 
(FDIC Data) (Estimation) Businesses

(All amounts in millions) (Estimation)
Demand $ 6.080 $3.040 $2.432
Passbook Savings $11.253 $5.627 $4.501
Time $ 1.444 $ .722 $ .578

Total Deposits $18.777 $9.389 $7.511

East Capitol Street Branch 
9th and East Capitol Streets

Estimated Percent of Branch Deposits obtained from ANC Area:
Estimated Percent of ANC Area Deposits obtained from Commuters:
Estimated Percent of Branch Deposits obtained from ANC Area
residents and businesses:

Deposit Type Branch ANC Area ANC Residents &
(FDIC Data) (Estimation) Businesses

(All amounts in millions) (Estimation)
Demand $3.142 $1.571 $1.257
Passbook Savings $5.279 $2.640 $2.111
Time $ .903 $ .452 $ .361

Total Deposits $9.324 $4.662 $3.730

50%
20%

40%

50%
20%

40%
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7-0 ANC

Denning Branch
3839 Minnesota Ave., N.E.

Estimated Percent of Branch Deposits obtained from ANC Area:

Estimated Percent of ANC Area Deposits obtained from Commuter
s:

Estimated Percent of Branch Deposits obtained from ANC Area

residents and businesses:

Deposit Type Branch ANC Area ANC Residents ,S,

(FDIC Data) Tfg-EirTaTion)

(All amounts in millions)
Businesses
(Estimation)

Demand $3.934 $1.967 $1.574

Passbook Savings $9.310 $4.655 $3.724

Time $1.170 $ .585 $ .466

Total Deposits $14.414 $7.207 $5.765

50%
20%

40%
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III. The credit needs of  the protesting ANC neighborhoods.

Each protesting ANC neighborhood-encompasses a substantial

residential area and varying sized commercial strips comprised of

small businesses. The 2-C ANC also encompasses a large business

district and many office buildings of the federal government.

a. Mortgage credit needs. 

The residents of the six protesting ANC neighborhoods are

predominantly moderate and lower income persons and predominantly

Black persons.

Residential Population

(1970)

Percent Black Persons* Average

(1970)

Family
Income**
(1973)

1-A 26,000 94.4% $9,423
2-C 39,008 80.5 8,168
4-B 22,195 80.0 14,597
5-C 29,165 91.9 10,212
6-A 38,249 82.6 9,785
7-D 14,166 98.6 11,190

District of Columbia $15,842

The housing stock in the protesting ANC neighborhoods represents

a mixture of 1-4 family homes and multi-family buildings.

Distribution of Housing Units - 1970 Census

1-A 2-C 4-B 5-C 6-A 7-D

1-
Family 35% 24% 74% 54% 56% 49%
2-4
Family 11% 16% 6% 21% 24% 15%
5 or
More 54% 60% 20% 25% 20% 36%
Total
Units 9,865 16,588 6,916 8,322 11,274 4,552

*1970 Census Data
**Data provided by the D.C. Commission on Residential Mortgage
Investment.

I;
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A substantial number of the housing units in the 1-4 family

structures in the protesting ANC neighborhoods are owner occupied.

Percent of 1-4 Family Units Owner Occupied* - 1970 Census 

1-A 2-C 4-B 5-C 6-A 7-D

50% 22% 83% 44% 39% 57%

Thus the residents of the protesting ANC neighborhoods have a
• substantial need for mortgage credit.

lo

Total Dollar Amount of Mortgage Loan OriginationsFor the Purchase of 1-4 Family Homes** - Dollars in Millions 

1-A 2-C 4-B 5-C 6-A 7-D

1973 $1.625 $2.245 $3.163 $2.705 $R.268 $1.249

1975 $3.527 $3.578 $4.494 $3.586 $15.924 $1.286

During the last 3 to 5 years, the demand for mortgage credit

on the part of protesting ANC neighborhood residents has increased

significantly because a growing number of such residents desire to

become home owners. This increased interest in home ownership arises

from a desire to participate in the upgrading of the protesting ANC

neighborhoods and the realization that home ownership may be necessary

to prevent future displacement from the neighborhoods.

However, this increased interest in home ownership on the part

of the neighborhood residents has been frustrated by the fact that in

recent years home prices have risen faster than the incomes of the

neighborhoods' many moderate and lower income persons.

*This assumes that all owner occupied housing units excluding
co-operatives and condominiums are in 1-4 family structures and
that all co-operative and condominium units are in structures
with 5 or more units.
**Data provided by the D.C. Commission on Residential Mortgage
Investment.
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Average Sales Price of 1-4 Family Homes* 

1973 1 5 % Increase

1-A $18,774 $23,266 24%
2-C 18,941 22,282 18
4-B 26,406 36,964 40
5-C 16,965 21,490 27
6-A 21,659 37,659 74
7-D 19,350 25,075 30

District of Columbia Average Family Income

1973* 1975** % Increase

$15,842 $17,262 9%

When home prices rise faster than family income, moderate and

lower income persons experience increasing difficulty in setting

aside the cash needed for down payments on home purchases. Thus

there is a great need in the protesting ANC neighborhoods for mortgage

loans with low down payment requirements.

In spite of this need, most of the commercial banks and savings

and loans located in the District of Columbia impose a 25% down payment

requirement on persons seeking mortgage loans to purchase homes in

the protesting ANC neighborhoods.

FHA and VA insured loans reduce down payment requirements. However,

commercial banks and savings and loans in the District have generally

refused to provide FHA insured mortgage loans. As a result the great
* Data provided by the D.C. Commission on Residential Mortgage Investment.
**Data provided by the Council of Governments Metropolitan Washington.
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majority of home purchasers in the protesting ANC neighborhoods have

been forced to rely on mortgage banking companies for FHA insured

mortgage loans.

Percent of Total Mortgage Credit Provided by Mortgage 
ffa-rWing companies, S&Ls, and Commercial Banks - 1975*

Mortgacje Banking** S&L's Commercial Banks
Companies

1-A 60.3% 6.7% 0.3%
2-C 24.8% 16.1% 0.2%
4-B 64.2% 20.1% 0.4%
5-C 61.0% 4.3% 1.2%
6-A 49.5% 14.3% 1.4%
7-D 70.2% 12.6% 0.0%

This forced reliance on mortgage banking companies has had

several adverse effects. First, mortgage bankers will not refinance

the mortgage loans which they originate and service. Thus, the

home purchaser is cut off from this source of credit for home rehab-

ilitation or other expenditures. Information provided by the D.C.

Commission on Residential Mortgage Investment. Second, mortgage

banking companies foreclose  on home owners who experience temporary

mortgage payment difficulties much faster than depository institutions.

Third, mortgage bankers do not perform home inspections with the

same thoroughness as depository institutions and thus afford less

protection to home buyers. Thus there is a great need in the pro-

testing ANC neighborhoods for commercial banks and savings and

laosn to provide FHA insured mortgage loans.

However, even if commercial banks and savings and loans provide

FHA insured mortgage loans, moderate and lower income residents will

continue to be disadvantaged if the commercial banks and savings and

loans do not also provide conventional mortgage loans with reduced

*Data provided by the D.C. Commission on Residential Mortgage Investment
**These percentages include mortgage loans provided by credit unions.
According to the D.C. Commission on Residential Mortgage Investment, credit
unions provide approximately 2% to 3% of the total mortgage credit in

the ANC neighborhoods.

88-032 0 - 77 - 4
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down payment requirements. Some home sellers and real estate brokers

are unwilling to sell homes to buyers who will obtain FHA insured

mortgage loans. Lenders providing FHA insured mortgage loans often

require sellers to pay "points", HUD inspectors may require the seller

to undertake repairs, and FHA insured mortgage loans may take longer

to arrange

widespread

sellers or

to sell to

than conventional mortgage loans. Moreover, because of

reliance by minority persons on

brokers who seek to avoid sales

FHA financing, many home

to minority persons refuse

buyers who will use FHA financinj. Thus when FHA financing

is the only financing available to moderate and lower income residents,

these residents are denied access to a substantial share of the

housing market. There is therefore a large unmet demand in the

protesting ANC neighborhoods for commercial banks and savings and

loans to provide conventional mortgage loans with liberal down-

payment requirements.

Many housing units in the protesting ANC neighborhoods are in

need of substantial rehabilitation. Surveys by the D.0 Department

of Economic Development indicate that in portions of the 1-A ANC,

5-C ANC, and 6-A ANC neighborhoods and in the entire 2-C ANC neig
h-

borhood 67% of the housing units require rehabilitation. District

of Columbia Department of Housing and Community Development, 
Application 

for Federal Assistance for a  Community Development Block Grant 

Program - 1975 at V-6. Thus, the protesting ANC neighborhoods have

an unmet demand for mortgage credit to finance home rehabilitation.

As home prices have risen faster than family income a

number of residents have found the monthly payments on the

loans required to purchase homes to be beyond their means.

growing

mortgage

Thus,

an interest rate subsidy is needed to enable such residents to purchase

tit
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homes. The FHA 235 program enables moderate and lower income

persons to purchase and rehabilitate low priced homes with 51 interest

rate mortgages. HUD has authorized financing for 1,000 235 units

in the District of Columbia during fiscal year 1977. However, due

in large measure to mortgage lender unwillingness to participate in

the FHA 235 program this allocation is not being used. Thus, there

is an unmet need in the protesting ANC neighborhoods for commercial

banks and savings and loans to make mortgage loans under the FHA

235 program.

Multi-family buildings (5 or more units) provide from 20% to

60% of the housing units in the respective protesting ANC neighbor-

hoods. Almost all of these multi-family buildings are renter occu-

pied and many are in need of rehabilitation. Various non-profit

organizations have sought to convert the tenure of certain multi-

family buildings from landlord ownership to co-operative ownership

by tenants. Co-operative ownership would provide tenants with an

incentive to rehabilitate the buildings and allow them to participate

in the upgrading of the protesting ANC neighborhoods. At the same

time, it would also enable tenants to minimize the cost of rehab-

ilitation and thereby avoid the danger of displacement from the

building due to expensive rehabilitation designed to attract high

income persons.

The FHA 213 is designed to insure mortgage loans made to non-

profit organizations sponsoring co-operative housing projects. How-

ever, the commercial banks and savings and loans in the District

have been unwilling to provide mortgage loans under the FHA 213

program. Information provided by John Lunsford, a director of Jubilee

Housing.

The FHA 235 program, in addition to providing mortgage insurance

•
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and on interest rate subsidy for single family housing, also extends

to the conversion of multi-family buildings to condominium owner-

ship for moderate and lower income persons. However, as noted above,

commercial banks and savings and loans in the District have been

unwilling to participate in the FHA 235 program.

b. Small business credit needs.

The businesses located in the protesting ANC neighborhoods are

mostly small businesses. The only major exception is,portion of the

2-C ANC area south of Massachusetts Ave. which contains large retail

stores and federal office buildings. Petitioners estimate that there

are roughly 1,300 small businesses located in the protesting ANC

neighborhoods. Petitioners also estimate that approximately 90% of

the small businesses located in the 1-A ANC, 2-C ANC, and 5-C ANC

areas are minority owned.

The small businesses located in the protesting ANC neighborhoods

have been severely handicapped by the inability to obtain commercial

loans. Petitioners have surveyed 74 small businesses located in the

1-A ANC, 2-C ANC, and 5-C ANC areas. Only 12% of the businesses

surveyed currently had a commercial loan from a commercial bank or

had obtained a commercial loan from a commercial bank in the last

several years. On the other hand, 49% of the businesses surveyed

stated that they had tried to obtain a commercial loan and had failed

or had not tried because they felt it was useless.

Small Businesses

Total Percent Number Obtained Denied Commercial 
Ti-l-mate) Minority Surveyed Commercial Loan or did not 

Owned Loan Apply Because They
Tin—last Felt It Was Useles
several years)

1-A 150 85% 24 5 12
2-C 500 95% 46 4 22
4-B 250
5-C 150
6-A 150
7-D 100
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When an adequaLe supply of commercial credit is available a

high percent of small businesses borrow from commercial banks. For

example, The National Capital Bank of Washington indicates that it

extends commercial loans to 28 of the 39 small businesses located on

Pennsylvania Ave., S.E. between 2nd and 7th streets, S.E. and on 2

blocks of 7th Street, S.E. which have deposit accounts with it.

Memorandum of National Capital Bank of Washington Protesting the Branch

Application of  American Security and Trust Company, Jan. 6, 1977 at

Attachment 4.

Thus, 72% of these small businesses receive loans from commercial

banks. This borrowing rate of 72% contrasts sharply with the 12%

rate in three ANC neighborhoods surveyed. The contrast indicates

that commercial banks have generally refused to serve the credit needs

of the small businesses in the protesting ANC neighborhoods.

The unwillingness of commercial banks to extend commercial credit

in the protesting ANC neighborhoods has not only curtailed the oper-

ations of existing small businesses but has also impeded the estab-

lishment of new small businesses. A study performed for the District

of Columbia Redevelopment Land Agency indicates that there are sub-

stantial opportunities for new small businesses in several of the

protesting ANC neighborhoods. D.0 Redevelopment Land Agency, Shaw

Commercial Study, 1973.
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1V. AS&T's mortgage lendina  record in the  protesting ANC  neichborhoods.

AS&T has virtually refused to provide mortgage loans for the

purpose of 1-4 family homes in the protesting ANC neighborhoods.

During the period from May, 1972 to June, 1976, AS&T made only five

mortgage loans with a total dollar amount of $174,000 for the purchase

of 1-4 family homes in the area represented by the six protesting

ANC's. Lusk's District of Columbia Real Estate Directory Service,

May, 1972 - June, 1976.

AS&T Mortgage Loans For 1-4 Family Home Purchases

May, 1972 - June, 1976

ANC Purchase Price Mortgage Loan Loan to Price Ratio

6-A $95,000 $65,000 68%

6-A 86,000 65,000 75.6

4-0 26,000 19,000 73

4-B 13,000 13,000 73

1-A 15,800 12,000 63

2-C 0 0

5-C 0 0

7-D 0 0

Total Mortaage Loans For Home Purchases $174,000

AS&T dollar volume of mortgage credit for home purchases in the

protesting ANC neighborhoods over the entire four year and one month

period represents only 0.5% of the total dollar volume of such mortgage

credit provided by all lenders to these neighborhoods during the single

year of 1975.

Mortgage Loans To Purchase 1-4 Family Homes in the 

Six Protesting ANC Neighborhoods 

AS&T May, 1972 - June, 1976 $.174

All Lenders 1975 $32.395 million*

*Data provided by the D.C. Commission on Residential Mortgage

Investment.

•
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AS&T has conducted its banking operations in a manner to dis-

courage residents of the protesting ANC's from applying for mortgage

loans. At least two of the branch offices located in the protesting

ANC neighborhoods have not been given authority to extend mortgage

loans. AS&T officers at the Blair Road Branch 4-B ANC and the Benning

Road Branch in the 7-D ANC have told neighborhood residents seeking

mortgage loans that they must inquire at AS&T's main office at 15th

Street and Pennsylvania Ave., N.W. Moreover, among the six personal

banking services listed in AS&T's advertising material, mortgage

loans are conspicuously absent. See Appendix A.

AS&T requires mortgage loan applicants to pay a non-refundable

fee of $99.50 before its loan officers will begin to process an

application. See Appendix B. Moderate and lower income applicants

who believe that they may not succeed in obtaining mortgage loans

are generally reluctant to risk $99.50 to determine if they are

qualified. Other mortgage lenders in the District do not employ

such tactics. For example, Independence Federal Savings and Loan

Association will examine a mortgage application on the asumption

that the information provided by the applicant is correct and make

a preliminary decision. Only after a preliminary approval is given

is the applicant required to pay a loan origination fee to cover the

cost of a credit investigation and home appraisal.

AS&T has refused to provide mortgage financing with low down

payment requirements and has thereby denied the moderate and lower

income residents of the protesting ANC neighborhoods access to mort-

gage credit. AS&T will not participate in any of the FHA programs

of loan insurance. Thus, neighborhood residents cannot obtain

the following types of mortgage loans from AS&T--(1) loans under the

FHA 203(b) program to purchase 1-4 family homes; (2) loans under the
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FHA 235 program to purchase and iehabilitate 1 family homes and con-

dominium units; (3) loan under the FHA 213 program to purchase multi-

family buildings for co-operative o,,nership.

The record of AS&T's mortgage loans provided from May, 1972

to June, 1976 indicates that AS&T has required at least a 25% down-

payment on conventional mortgage loans in the protesting ANC neigh-

borhoods. Few moderate and lower income persons are able to purchase

homes with such down payment requirements.

On February 14, 1976, James Powell, a minority person and

resident of the 7-0 ANC inquired at AS&T's main office as to whether

AS&T would provide a mortgage loan to purchase a $44,000 home in the

7-D ANC. Mr. Powell sought an FHA insured mortgage loan but was

informed by AS&T's loan officer that AS&T did not make FHA loans.

Mr. Powell then asked about AS&T's down payment requirements on

conventional mortgage loans. The loan officer informed Mr. Powell

that AS&T required a 25% down payment. However, when pressed by

Mr. Powell, the loan officer subsequently stated that AS&T might provide

a mortgage loan with a 20% down payment requirement.

Thus AS&T may have reduced its down payment requirement for

the purchase of homes in the protesting ANC neighborhoods, but, if

so, it is reluctant to inform neighborhood residents of this fact.

However, even if AS&T has reduced its down payment requirement to

20%, this is still an unnecessarily burdensome requirement. Thus

AS&T continues to use high down payment requirements as a means

to deny the protesting ANC neighborhood residents access to mortgage

credit.

AS&T has also refused to provide mortgage loans to 
purchase and

rehabilitate:moderately priced home. On Fabruary 15, 1977 Delores

Dews, a minority person, inquired at AS&T's main 
office as to whether

AS&T would extend her a mortgage loan to enab
le her to exercise her
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first option to purchase a home for $19,000 located on Columbia

Road, N.W., the boundary line of the 1-A ANC. An AS&T loan officer

informed Ms. Dews that AS&T would not provide a home purchase and

rehabilitation mortgage loan. The loan officer also discouraged Ms.

Dews from applying for a conventional home purchase mortgage loan,

stated that AS&T would not provide FHA insured mortgage loans, and

suggested that she contact a mortgage banking company in Maryland in

order to obtain an FHA insured mortgage loan.

AS&T has also been unwilling to provide conventional mortgage

loans to non-profit corporations that seek to sponsor co-operative

housing for moderate and lower income persons. For example, in 1974

AS&T indicated to Jubilee Housing that it was not interested in

providing mortgage credit to Jubilee Housing for the purchase and

rehabilitation of multi-family buildings with theultimate objective

of conversion to co-operative ownership by the tenants. Information

provided by John Lunsford, a director of Jubilee Housing.

AS&T has privided a minimal supply of mortgage credit to exist-

ing home owners in the protesting ANC neighborhoods in the form of

refinancing outstanding mortgage loans and granting second mortgage

loans. However, AS&T's refinancings and second mortgage loans have

been concentrated almost entirely in the portion of the 6-A ANC that

is west of 15th Street, N.E.. Over the last 7 years this area has

experienced a dramatic displacement of moderate and lower income

minority persons and an influx of affluent white persons. Petitioners

estimate that the area's residential population has changed from 80%

Black in 1970 to 50% Black in 1977. Most of AS&T's mortgage credit

extended to existing home owners has gone to White persons under-

taking rehabilitation in this area. Outside this limited area AS&T's

record of providing mortgage credit to existing home owners in the

protesting ANC neighborhoods is almost as dismal as its record of

providing mortgage credit for home purchases.



54

AS&T Mortgage Loans To Existing Home Owners

Refinancings and Second Mortgages, May, 1972 - June, 1976*

ANC
6-A $52,000 $20,000 $8,988

West of 15th St., 40,039 15,000 8,760

N.E. 37,069 14,673 8,394

29,319 14,673 6,278

29,206 13,194 6,082

28,875 13,092 5,044

28,002
25,282

11,599
11,332

3,616 se
22,002 10,987

21,898 9,936
20,892

TOTAL: $607,369

6-A $ 5,461

East of 15th St.,
N.E.

2-C $29,307 $6,918 $4,698

12,864 6,514

4-B $25,000 $12,477 $8,282

5-C $9,246 $8,000

1-A $8,935

7-D 0

Total Excluding 6A West of 15th Street, N.E.: $137,702

AS&T's branch application in this proceeding provides further

evidence of AS&T's attitude toward mortgage lending in the District

of Columbia East of Rock Creek. In listing the credit needs of the

proposed primary service area which is located in the 6-B ANC neigh-

borhood, AS&T fails to even mention mortgage loans even Lhough $21.356

million in mortgage loans was extended in 1975 in the 6-13 ANC.

AS&T Application, Summary of Information at 1. AS&T's application

also indicates that the proposed branch office would not have authority

to originate mortgage loans. Summary of Information at 1. Moreover,

* Lusk's District of Columbia Real Estate Directory Service,

May, 1972 - June, 1976 
•
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AS&T's estimate of the loan volume thaL would be outstanding al

the proposed branch office after five years of operation does not pro-

vide for any mortgage loans. Summary of Information at 2B.

•

4
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V AS&T's Small Business Loan Record in the Protesting ANC's.

AS&T has severely restricted its supply of small business loans

in the protesting ANC neighborhoods, AS&T has refused to make many

small business loans which could have been made without undue risk.

For example, in 1976 AS&T refused to provide a small business loan

to Columbus Shoe Repair located at 4051-A Minnesota Avenue, N.E.

(7-D ANC). The store owner, Columbus Burrell, a minority person,

had been in business for 11 years. Likewise, in 1975 AS&T refused

to provide a small business loan to Gill's Valet located at 4051

Minnesota Avenue, N.E. (7-D). The store's owner, Edward Gill, a

minority person, had been ikusiness for 13 years.

AS&T's refusal to provide small business credit has thwarted

the establishment of new small businesses as well as handicapping

existing ones. On January 31, 1977 Earl Bryant, a minority person,

sought a small business loan from AS&T in order to install a new

ventilation system in a new bakery store which he proposed to open

at 312 14th Street, N.W. (1-A ANC). Mr. Bryant had purchased with

his own savings and installed $8,000 of bakery equipment and was ready

to open for business when the District of Columbia Government informed

him that he would have to install a new ventilation system. AS&T's

Georgia Avenue, N.W. branch office refused to extend a small business

loan of $5,000 to cover the estimated cost of installing a new

ventilation system. AS&T could easily have made the loan with no

undue risk by taking a $5,000 lien on the $8,000 worth of bakery

equipment.
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VI. AS&T's failure to fulfill its service obligation to the pro-

testing ANC neighborhoods. 

a. Refusal to make reasonable efforts to serve unmet credit

needs.

As shown above AS&T's obligation to serve the banking needs of

its primary service areas requires that it make reasonable efforts

to serve the credit needs of the protesting ANC neighborhoods. Pe-

titioners have demonstrated that there is a large unmet demand for

mortgage credit and small business credit in these neighborhoods.

Moreover, the provision of mortgage loans, reduction of down payment

requirements on conventional loans, participation in FHA programs

and expansion of loans to small businesses are reasonable activities

for a commercial bank with AS&T's financial and managerial resources.

As a national bank, AS&T is authorized to provide a variety of credit

services. Though a national bank may properly limit the range of

credit services it offers, it cannot refuse to provide a certain type

of credit service in its primary service area if there is a substantial

unmet demand for such credit. Therefore, AS&T's virtual refusal to

provide mortgage credit and its restricted supply of small business

credit in the protesting ANC neighborhoods are unreasonable and result

in a breach of its obligation to serve the protesting ANC neighborhoods.

b. Provision of mortgage credit outside the protesting ANC

neighborhoods. 

Even if AS&T were to argue that it could avoid its obligation

to its primary service areas by excluding a credit service in all

areas of operation, AS&T cannot advance such an argument in this

proceeding. AS&T can hardly claim that mortgage lending is a type
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of credit service which it does not provide. During the four year

and one month period in which AS&T virtually refused to provide

mortgage credit for home purchases tn the protesting ANC neighb
or-

hoods, it provided a substantial volume of such loans in the porti
on

of the District of Columbia West of Rock Creek--an area in whic
h

AS&T has six branch offices--and outside the District of Columb
ia--

an area where AS&T has no branch offices.

AS&T Mortgage Loans 

Outside D.C.--January, 1972--June, 1975* $38.541 million

Purchase of 1-4 Family Homes

Outside D.C.--January, 1975--June, 1976**

Purchase of 1-4 Family Homes and

Refinancings for Home Improvement

$6.336 million

D.C. West of Rock Creek Park--January, 1972--June,1975* $9.048 million

Purchase of 1-4 Family Homes

D.C. West of Rock Creek Park--January, 1975--June, 1976**
 $3.446 million

Purchase of 1-4 Family Homes and

Refinancings for Home Improvement

Protesting ANC Neighborhoods--May, 1972--June, 1976*
** $.044 million

Purchase of 1-4 Family Homes (Excluding 6A ANC

West of 15th Street, N.E.)

Protesting ANC Neighborhoods--May, 1972--June, 1976***
 $.182 million

(Excluding 6A ANC West of 15th Street, N.E.

Purchase of 1-4 Family Homes,

Refinancings, and Second Mortgage Loans

Thus, AS&Tis virtual refusal to extend mortgage credit
 for

home purchases in the protesting ANC neighborhoods is not
 the result of

mortgage lending

a general policy against lpplied in all areas but is instead a

selective refusal to lend in particular neighborhood
s. Rather than

give priority to its primary service areas over o
utside areas, AS&T

*Data provided by the D.C. Commission on Resid
ential Mortgage

Investment
"AS&T, Mortgage Loan Disclosure Statement,

 September 30, 1976.

***Lusk's D.C. Real Estate Directory Service, 
May, 1972-June, 1976.
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gives priority to outside areas. This classic pattern of redlining
constitutes a fundamental violation of AS&T's obligation to serve
the credit needs of the protesting ANC neighborhoods.

Moreover, AS&T's distorted distribution of mortgage credit
is not the unfortunate result of lending criteria applied in an
even handed manner. AS&T's mortgage loan data indicate that AS&T has

provided more liberal mortgage financing in the affluent portion of
D.C. west of Rock Creek than it has in the protesting ANC neighbor-
hoods. Undoubtedly these same liberal policies wereapplied in areas
outside the District of Columbia where AS&T made by far the greatest
number of its home purchase mortgage loans.

Maximum Loan To Price Ratio--AS&T Home Purchase

Protesting ANC

Mortgage Loans--May, 1972 to June, 1976*

Neighborhoods 75.6%
D.C. West of Rock Creek:

Price AS&T Mortgage Loan Ratio$-In7000 Tr5b,000 100%45,000 38,000 84.472,000 60,000 8322,000 18,000 81.899,750 80,000 80.284,500 67,600 8063,000 50,400 8047,500 38,000 8047,500 38,000 8044,000 35,200 80

Rather than adjust its mortgage lending criteria in order to
serve the credit needs of the protesting ANC neighborhoods, AS&T
adjusted its criteria in order to divert mortgage credit away from
these neighborhoods.
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Breach of branch application commitments.

As shown above, in order to discourage residen
ts from applying

for mortgage loans AS&T refuses to provid
e mortgage loan services

as its branch offices in the protesting ANC
 neighborhoods. Mortgage

loan applicants are required to apply at AS&T'
s corporate head-

quarters on 15th Street and Pennsylvania Aven
ue, N.W. Yet AS&T's

application to establish a branch at 120 C Str
eet, N.W. (2-C ANC)

stated that the proposed branch would offer
 first mortgage loans.*

Likewise, AS&T's application to establish a
 branch at 5911 Blair

Road, N.W. indicated that there was a major
 demand for mortgage

credit in the neighborhood and stated that 
AS&T would offer com-

plete banking services of the proposed branch.**
 AS&T's refusal

to provide mortgage loan origination services 
at these branch

offices represents a flagrant breach of commit
ments it made in

obtaining the approval of the Comptroller's Of
fice to establish

these branches.

d. Disinvestment of the protesting ANC neigh
borhoods. 

AS&T's unwillingness to provide mortgage 
credit and small

business credit in the protesting ANC 
neighborhoods has resulted

in a situation in which the deposits t
hat it receives from neigh-

borhood residents and businesses are f
ar greater than the loans

it makes to them. The level of AS&T's disinvestment of t
he

protesting ANC neighborhoods can be ap
proximated by estimating

the total volume of AS&T mortgage 
loans, commercial loans, and

*AS&T Application to Establish a Branch Office at 120 C Street, N
.W. 

Summary of Information, 1966.

**AS&T Application to Establish a Branch Office at 5911 Blai
r Road, 

N.M., Summary of Information, 1962.
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consumer loans outstanding to neighborhood residents and businesses

and subtracting this total from the volume of deposits of neighbor-

hood residents and businesses held by AS&T.

Deposit totals have already been calculated for each protesting

ANC neighborhood.

An estimate of the total dollar amount of AS&T mortgage loans

outstanding in each neighborhood can be derived from the dollar

amount of AS&T mortgage loans originated in each neighborhood from

May, 1972 to June, 1976. In the District of Columbia financial

institutions hold mortgage loans for an average of 12 years. Thus,

AS&T's total volume of mortgage loans currently outstanding should

be roughly 21/2 times the total volume of mortgage loans it originated

over the last four years.

An estimate of AS&T's outstanding consumer loans in each

neighborhood can be derived from the volume of savings deposits

which AS&T obtains from each neighborhood. AS&T indicates that

its consumer loan volume by census tract is approximately 30%

of its savings deposit volume. AS&T Application at 2B. Thus,

AS&T's consumer loan total in each neighborhood can be derived from

the prior estimate of its savings deposit totals.*

An estimate of AS&T's outstanding small business loans in each

neighborhood can be derived from estimates of the number of small

businesses in each neighborhood, the average commercial loan per

small business, and AS&T's market share of small business loans.

*This estimation is based on AS&T's volume of passbook savings
and time deposits, even though AS&T may have included only
passbook savings deposits in its 30% calculation. Thus, the
estimate may overstate AS&T's consumer loan totals.

88-032 0 - 77 - 5
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Petitioners have estimated the number of small businesses located

in each protesting ANC neighborhood. AS&T estimates that in the

service area of its proposed branch there is an average $3,000 of

commercial loans outstanding per small business. AS&T Application, 

Summary of Information at Attachment 2B. Petitioners estimate

that in the protesting ANC neighborhoods due to the limited number

of small businesses which are able to obtain commercial loans,the

average commercial loan per small business is no greater than $1,000.

Petitioners also estimate that AS&T provides 25% of all the small

business loans in these neighborhoods, although this is most likely

in overly generous estimation of AS&T's market share.

Petitioners have not included AS&T's cc,mmercial loans to large

corporations located in the protesting ANC neighborhoods. In providing

the FDIC with branch office deposit data AS&T appears to have attri
buted

all the demand deposits of large corporations to its main office at

15th Street and Pennsylvania Avenue, N.W. AS&T indicates that its

main office has $122 million in demand deposits. Petitioners estimate

,that roughly $100 million of this represents large corporate d
eposits.

As of December 31, 1975, AS&T had $90 million in commercial loans

outstanding. Thus petitioners estimate the AS&T's loans to large

corporations are roughly equal to the demand deposits it obtains fr
om

large corporations. Therefore, excluding both the demand deposits

and commercial loans for large corporations should result in an

accurate picture of the impact of AS&T's branch office on the pro-

testing ANC neighborhoods.

•

•
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AS&T's Neighborhood Disinvestment 

Neighborhood Funds ASST Funds To Neighborhood 
To AS&T(estimate) (estimate) 
Deposits of ANC Consumer Loans Mortgage Commercial Disinvestment
Residents and to ANC Loans to ANC Loans to ANC
Small Businesses Residents Residents Small Businesses

1-A $ 6.963 million
2-C 17.240
4-B 6.538
5-C 4.229
6-A 11.241
7-D 5.765

$1.334 m.
2.214
1.118
.443
2.265
1.258

$.052 m.
.176
.194
.043
1.532
0.000

$.038 m.
.125
.063
.038
.038
.025

$5.539 m.
14.725
5.163
3.705
7.406
4.482

This massive level of disinvestment can hardly be viewed as a

transfer of funds from wealthy, capital surplus neighborhoods to more

needy areas. The protesting ANC neighborhoods are moderate and lower

income and it has been shown that they have substantial unmet credit

needs. AS&T's large scale disinvestment of these neighborhoods under-

mines home ownership and small business opportunities for neighborhood

residents. Such financial stripmining is in clear violation of AS&T's

obligation to serve the credit needs of these neighborhoods.
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VT .Discrimi
natory effects of AS&T's lending polici

Petitioners have demonsIraled that A!;hT's has provided

mortgage credit for home purchases almost exelusivoly Lo pre-

dominantly White neighborhoods and has avoided predominantly

Black neighborhoods. See also,Petitioners' Exhibits C-2, C-5,

and D-1 presented at the January 10, 1977 Hearing in this

proceeding. Thus, AS&T's mortgage lending policies have a

substantial discriminatory effect on minority persons.

This discriminatory effect results from AS&T's mortgage

lending criteria and its operating procedures. Minority

residents in the District of Columbia have incomes substantially

below those of White persons. Petitioners' Exhibit E-1. Thus,

AS&T's high down payment requirements on conventional mortgage

loans and its refusal to participate in FHA programs have a dis-

criminatory effect. See also, Petitioners' Exhibit E-2. AS&T's

refusal to process mortgage loans at its branch offices in

predominantly minority neighborhoods limits the number of minority

loan applicants. AS&T's policy of charging a loan origination

fee prior to initial processing of mortgage loans is designed

to discourage moderate and lower income persons who,in the

District are predominantly minority persons, from applying for

mortgage loans.

Likewise, AS&T's small business lending policies have a

discriminatory effect on minority businesspersons. The small

businesses in several of the protesting ANC neighborhoods to

which AS&T refuses to provide commercial credit are predominantly

owned by minority persons.

The discriminatory effects of AS&T's mortgage lending and
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small business policies are not justified by business necessity.

Thus, the policies are in violation of the federal Civil Rights

statutes. 42 U.S.C. sec. 3601 et seq.'s 42 U.S.C. sec. 1981, 1982;

Public Law 94-239 (1976 Amendments to the Equal Credit Opportunity

Act). The Comptroller cannot properly approve the branch appli-

cation of an applicant such as AS&T that pursues impermissibly

discriminatory policies. Moreover, Section 3608(c) of the Civil•

Rights Act of 1968 as well as the 5th and 13th Amendments require

the Comptroller to take affirmative measures to end discrimination

in lending.

Respectfully submitted,

Of Counsel: Louis J. Sirico, Jr.

Jonathan A. Brown Attorney for Charlotte Holmes et. al
Public Interest Research Group
1346 Connecticut Avenue, N.W.
Suite 419A
Washington, D.C. 20036
202-833-3931

I certify that a copy of this motion was mailed this day to

American Security and Trust Company, 15th Street and Pennsylvania

Avenue, N.W. Washington, D.C.

February 16, 1977

Louis J. Sirico, Jr.

•

•
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A CHECK LIST OF BASIC BANKING SERVICES

PERSONAL BANKING
SERVICES
Here are a few of the many services we provide to help

you manage your money.

18 Personal Checking Accounts. At American Se-
cui ily. you need riot pay :my service charge it

you maintain a sufficiently high average balance.

n Savings Accounts pay interest computed daily

and compounded quarterly frorn day of deposit

to day of witlidiawal

• Systematic Savings automatically transfers funds
each month from your checking to your savings
account

n Ready Reserve is a personal line of credit that
lets you write yourself a loan simply by writing
a check

▪ Certificates of Deposit are available at competi-
tive rates and with varying maturities.

▪ Consumer Loans are available for home improve-
ment. automobile financing. major appliances, or

for any sound purpose

INTERNATIONAL BANKING
SERVICES
American Security has a world-wide network of foreign
correspondents. Our international services include:

El Foreign Currency Exchange

n Drafts

• Mail/Cable Payment orders in U.S.
Dollars and Foreign Currencies

• Commercial Letters of Credit

A PPEN Or X 1-)

COMMERCIAL BANKING
SERVICES
American Security provides the full spectrum of banking
services for businesses. organizations, and associations.
Ask any Commercial Banking Officer about'

19 Commercial Checking

▪ Payroll Service

• Lock Box

ei Account Reconciliation

el Commercial Loans

a Wire Transfer

ai Collections

63 Short Term investment/Money Center

TRUST SERVICES
American Security has more assets under trust manage-
ment than any other bank in Washington. Our specialized
services for individuals and organizations include:

El Estate Planning and Administration

13 Trustee under Agreement and by Will

Itt! Investment Management Accounts

LI Employee Benefit Plans

CI Custodian Accounts

AMERICAN SECURITY BANK
AML NICAN SI GUI IY ANL) 1110,1 COM' ̀ANY N A
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•

AMERICAN SECURITY CORPORATION
(PATIENT COMPANY OF AMERICAN SECURITY AND TRUST COMPANY, N A)

730 FIFTEENTH STREET, N. W. WASHINGTON, D. C. 20013

624-4120

NOTICE TO APPLICANT

In connection with your proposed real estate loan application, the
following forms are attached hereto:

1. Loan Application - FHLMC Form 65.

2. Verification of Deposit form for each institution
holding deposits that will be utilized for purposes
of down payment, to be returned to the Real Estate
Department.

We request that the application be typed or printed neatly, and com-
pleted in full. The application should be accompanied by a legible
copy oC sales contract accepted by the seller (in cases of purchase
money loan requests), and a check in the amount of $99.50 which will
cover the cost of credit investigation and property appraisal in most
cases. These fees are non-refundable.

Pleas2 attach a statement indicating the proposed settlement date, and

the name of the attorney or title company conducting the settlement.

Time required for processing, from our receipt of completed application
to final settlement, is generally not less than 30 days.

The Federal Equal Credit Opportunity Act prohibits creditors from dis-
criminating against credit applicants on the basis of sex or marital
status. The Federal Agency which administers compliance with this law
concerning this bank is Comptroller of the Currency, Consumer Affairs
Division, Washington, D.C. 20219. Additionally, the Fair Housing Act
mtso prohibits discrimination on the basis of race, color, religion, sex

or national origin.

If you have any questions, please do not hesitate to contact the Real Es-
tate Department, telephone 624-4120.

A PpEt4 o Eis

•
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A'tachment

Before the

Federal Home Loan Bank Board

Washington, D.C.

In the Matter of:

The Application of Perpetual Federal
Savings and Loan Association, Washington,
D.C. to establish a branch office at the
intersection of 18th Street and Columbia
Road, N.W., Washington, D.C.

MOTION FOR ADEQUATE COMMUNITY GROUP NOTICE 

The Adams Morgan Organization (AMO) requests that when the

Federal Home Loan Bank of Atlanta advises Perpetual Federal

Savings and Loan Association (Perpetual) to publish notice of

the above captioned application, that the Federal Home Loan Bank

Board (the Board) send directly and without delay to AMO written

notice informing AMO that such advise has been given.

Pursuant to 12 C.F.R. sec. 545.14 federal savings and loans

give public notice of branch office applications by publishing

a notice in a newspaper of general circulation in the proposed

branch's community. This notice appears in fine print buried

amidst the newspaper's classified advertisements. AMO contends

that this inconspicuous and obscure manner of publication does

not provide adequate notice to community groups such as AMO.

AMO is a non-profit organization composed of residents of

the Adams Morgan neighborhood. AMO presently has 3,000 members.

The Adams Morgan neighborhood is located within the District of
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a

Columbia. The specific area represented by AMO is outlined on

the map attached as Appendix A. (hereinafter AMO Area).

AMU endeavors to advance the interests of the Adams Morgan

neighborhood. In particular, AMO seeks to further the home owner-

ship opportunities of the neighborhood's residents and to improve

the neighborhood's housing stock. Many AMO members are longstand-

ing neighborhood residents who desire to purchase homes in the

AMO Area. Other members are home owners who require mortgage

credit and home improvement loans to upgrade their homes. On

December 9, 1975. AMO participated in proceedings before the

District of Columbia City Council on real estate speculation in

the District. AMO also works to further the development of small

businesses in the neighborhood. AMO provides assistance in ob-

taining loans and other technical advice to ten small businesses.

The site of Perpetual's proposed branch office, the inter-

section of 18th Street and Columbia Road, N.W., lies at the

heart of the AMO Area. See Appendix A. The AMO Area is composed

of 32,000 residents. 1970 Census Data. The AMO Area has numerous

small business enterprises. The AMO Area would clearly provide

the primary service area for a savings and loan branch office

located at 18th Street and Columbia Road.

Section five of the Home Owners Loan Act authorizes the

board to approve charters for federal savings and loan associations

upon a finding of "necessity" and "usefulness" in the community

to be served. 12 U.S.C. Sec. 1464. The Board, by regulation,

has adopted the same criteria of necessity and usefulness in

approving federal S&L branch applications. In view of these

criteria, statements by community groups, such as AMO, on the
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banking needs of their communities are an important part of the

record in branch application proceedings.

However, AMO cannot properly prepare a statement describing

the banking needs of the Adams Morgan neighborhood and carefully

evaluate a branch application unless it is given effective notice

that such an application has been accepted for public comment.

Publication of an inconspicuous notice amidst the classified ad-

vertisements of a Washington, D.C. newspaper does not provide

adequate notice. Such notice is easily overlooked, especially by

community groups, such as AMO, with few full time staff persons.

Where the newspaper notice is discovered subsequent to the day

of publication, valuable time has been lost. The evaluation of

a branch application and preparation of a statement take con-

siderable time for a community group with limited resources.

Since the Board requires that statements be filed within 30 days,

community groups can ill afford to have their already short

preparation time truncated by delays in notice.

The Board has authorized the various Federal Home Loan

Banks to establish notice procedures to supplement notice by

newspaper publication. The Board's formal policy statement on

the processing of branch applications provides:

The Supervisory Agent at the time of advice to an

applicant to publish notice of the application ...
may send a copy of such advice to State savings
and loan authorities, any trade organizations which

have local thrift and home financing institutions
as members, and any local thrift and home financing
institutions which the Supervisory Agent considers
might have a competitive interest in the application.

•
12 C.F.R. sec. 556.5
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41)

The Supervisory Agent for the District of Columbia area, the

Federal Home Loan Bank of Atlanta, does in fact send direct,

written notice to competitor S&Ls. By providing direct written

notice to competitor S&Ls, the Board has tacitly admitted that

newspaper publication is not adequate. If newspaper publication

is not satisfactory for S&Ls with professional counsel, then it

certainly is not adequate for community groups with limited

resources.

The federal courts have admonished the federal regulatory

agencies to take affirmative measures to insure that citizens

groups participate in agency proceedings. See, e.g., Scenic 

Hudson Preservation Conference v. FPC, 354 F.2d 608 (2d Cir. 1965)

("the right of the public must receive active and affirmative

protection at the hands of the Commission.") National Association

of Independent Television Producers and Distributors, et. al. V.

FCC 502 F.2d 249 (2nd Cir. 1974) ("the Commission must take the

initiative to seek out [public] parties and develop a meaningful

record.") Far from complying with this affirmative action mandate,

the Board's notice procedures do not even provide community groups

with the same advantages offered to the Board's regulatees, the

savings and loan industry. AMO urges the Board to cure this

procedural bias by providing AND with the same direct, written

notice that is provided to competitor S&Ls.

Respectfully submitted,

August 23, 1976

27 7a)ii-DX/
1iailtin H. Rogol
Attorney for AND

Public Interest Research Group
1832 M Street, N.W., Suite 101
Washington, D.C. 20036
(202) 833-3935
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Before the

FEDERAL HOME LOAN BANK OF ATLANTA

Atlanta, Georgia

In the Matter of:

The Application of Perpetual Federal
Savings and Loan Association, Washington,
D.C. to establish a branch office at the

• intersection of 18th Street and Columbia
Road, N.W., Washington, D.C.

AMENDED PETITION TO DENY A BRANCH APPLICATION 

The Adams Morgan Organization (AMO), the Adams Morgan Advisory

Neighborhood Commission (Adams Morgan ANC), the Mount Pleasant

Advisory Neighborhood Commission (Mt. Pleasant ANC),Jean Smith, and

Horace T. Harris hereby petition the Federal Home Loan Bank of Atlanta

(Atlanta Bank) to deny the above captioned application.

AMO's Petition To Deny A Branch Application of September 24,

1976 (hereafter AND Petition), excluding the section entitled

Conditions For Perpetual's Entry Into The Proposed P.S.A., is

incorporated by reference. The testimony presented on behalf

of AMO at the November 9, 1976 hearing on this application

before the Atlanta Bank (hereafter Hearings), excluding the por-

tions of that testimony outlining conditions under which AMO

would accept a Perpetual branch office, is also incorporated by

reference. The portions of the AMO Petition and the testimony

not incorporated by reference have been superceded by the pro-

posed Loan Policy Agreement between Perpetual, AMO, the Adams

Morgan ANC, and the Mt. Pleasant ANC.
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I. The Parties 

AMO and its pufposes have been fully described in the AMO

Petition and the Hearings. Many of AMO's minority and moderate

and lower income members who seek to purchase or improve homes

in Adams Morgan are being adversely affected by Perpetual's

lending policies. Were Perpetual to establish a branch at 18th

Street and Columbia Road without changing its lending policies,

the most favorable branch site in the community would be

occupied by an S&L whose lending policies adversely affect the

great majority of the area's residents. The resulting expansion

of Perpetual's operations in the community and the pre-emption

of the most favorable branch site by a non-responsive S&L

would injure both AMO, an organization established to promote

a racially and economically diverse but harmonious community,

and many of AMO's individual members.

The Adams Morgan ANC and the Mt. Pleasant ANC are local

governmental commissions elected to represent the residents of

the Adams Morgan and Mt. Pleasant neighborhoods. They were

established in 1975 by the District of Columbia Government as

required by Section 738 of the District of Columbia Self Govern-

ment and Governmental Reorganization Act. Public Law 93-198,

December 24, 1973. Each ANC Commissioner is elected by registered

voters from a single member district located within the ANC's

neighborhood. The Adams Morgan ANC has 12 commissioners. The

Mt. Pleasant ANC has 5 commissioners. The area represented by

the Adams Morgan ANC is outlined on the map in Appendix A. The

area of the Mt. Pleasant ANC is shown in Appendix B. The Adams



75

Morgan and Mt. Pleasant ANC's represent the entire P.M.A.

proposed by Perpetual in its branch application (census tracts

40, 38, 39, and 27.02), as well as an additional two census

tracts (42.01 and 27.01).

As elected representatives of the residents of Adams Morgan

and Mt. Pleasant, the two ANC's and their individual commissioners

have a vital interest in this proceeding. As with AMO's members,

many of the ANCs' constituents would be injured if Perpetual's

application were approved without a change in Perpetual's lending

policies.

Jean W. Smith is a minority person, and a resident of the

Adams Morgan neighborhood. Jean W. Smith and her husband, Frank

Smith, have entered into negotiations to purchase a home located

in the Adams Morgan neighborhood. In an effort to obtain econo-

mical financing to purchase the home ,Jean Smith, on November 22,

1976, asked Perpetual to make an FHA insured mortgage loaq on the

property. Mrs. Smith was told that Perpetual did not make FHA

insured loans in the District of Columbia. Jean Smith and Frank

Smith and other minority residents of Adams Morgan and Mt. Plea-

sant are being adversely affected by Perpetual's present lending

policies and would be injured were Perpetual's application approved

without a change in Perpetual's lending policies.

•
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Horace T. Harris is a minority resident who owns a

moderately priced home located in Adams Morgan. In an ef-

fort to obtain financing to upgrade his home, Horace T.

Harris on December 9, 1976 asked Perpetual to make a

renovation loan on his home. Mr. Harris was told by

Mr. Graves

don't make

of Perpetual's

those kinds of

Graves if Perpetual would

Farragut Square Office that "we

loans." Mr. Harris then asked Mr.

refinance his present mortgage

loan from another institution in order to provide funds

for renovation. Mr. Graves again replied that Perpetual

did not make such loans. Horace Harris and other minority

residents of Adams Morgan and Mt. Pleasant are being

adversely affected by Perpetual's refusal to provide

second mortgage loans for home rehabilitation and refinan-

cing for rehabilitation of mortgage loans made by other

lending institutions. Horace Harris and other minority

residents would be injured were Perpetual's application

approved without a change in Perpetual's lending policies.

Liberal financing policies are needed to provide home 

ownership opportunities for the great majority of the 

cOmmunity's residents. 

A. Income of Community Residents 

The record in this proceeding demonstrates clearly that
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•

the great majority of the residents of the AMO Area and the

*
Mt. Pleasant ANC Area (hereafter the community) are moderate

and lower income persons.

According to Perpetual:

Almost half of the P.M.A. is a significantly low

income area; about one fourth is average; and about
30% are moderately higher than average income people.

Perpetual Application at 9.

Perpetual estimates the median family income in the P.M.A.

to be currently $12,000. Perpetual Application at Section C,4.

AMO estimates the median family income in an area comprised

of the P.M.A. and census tract 42.01 to be $11,686. Throug-

out the AMO Petition this area was referred to as the PSA.

AMO further estimates the following distribution of income

for the families in the PSA.

ESTIMATED FAMILY INCOME IN THE PROPOSED P.S.A.-1976 

Family Incomes Percent of Families 

Below $10,500 45%

Greater than $10,500 but 38%
Less than $22,5000

Above $22,500 17%

AMO Petition at 7.

Thus there is no dispute between petitioners and Perpetual

concerning the income level of the community's residents.

B. Rising Price of Single Family Homes in the Community 

The record in this proceeding also establishes that the

price of housing in the community is rising much faster than

the incomes of the community's residents. In 1970, the median

value of owner-occupied single family homes in the P.S.A. was

88-032 0 - 77 - 6
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$24,667. AMO Petition at 4. Yet data provided by Perpetual

indicate that by 1975 and 1976 the median value of single

family homes sold in the AMO Area and the Mt. Pleasant ANC

Area--an area including the P.S.A. and an additional 13/4

census tracts--was $39,500. Perpetual's aesponse of

October 19, 1976 to AMO's Petition to Deny at 4. (hereafter

Perpetual Response). Assuming that the homes sold are

representative of the area's single family housing stock,

this represents a 60% increase in the price of the area's

single family homes. By contrast, Perpetual has estimated

that between 1970 and 1976 the median family income in the

P.M.A. rose by only 43%. Perpetual Application at C,4.

Perpetual's Response shows an even more dramltic price

increase in the area during the last 11/2 years. Perpetual's

data on the 525 single family home sales transactions in the

AMO and Mt. Pleasant ANC Areas between January 1, 1975 and

June 30, 1976 indicate that 44 single family homes were sold

twice within this 18 month period. Perpetual Response at

Addendum E. (see Appendix C). The median increase in the

purchase price of these 44 homes was 36%--an increase which

occurred within a period of 18 months or less. Undoubtedly

some degree of rehabilitation was undertaken on some of

these homes, which would account for a portion of the price

rise. However, rising market prices and speculation played

a major role. A precise measure of price increases due

entirely to rising market prices and speculation is provided

by an AMO analysis of single family home sales on Willard
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Street in Adams Morgan. AMO Case Study of Land Speculation 

(see Appendix E). Analysis of the AMO Case Study indicates

that the 13 homes surveyed experienced a median annual price

increase of 111% even though no rehabilitation or renovation

was undertaken during the survey period.

The recent escalation in home prices has been particularly

great in the western half of Adams Morgan--census tract 40.

Census data indicate that in 1970 the median value of owner

occupied single family homes in census tract 40 was $40,700.

Yet the AMO Petition shows that the median purchase price of

1-4 family homes purchased in census tracts 40 and 41 during

1975 was $95,000. AMO Petition at 5. Census tract 41 lies

outside Adams Morgan, but data on census tract 40 alone were

not available to AMO. Addendum E in Perpe'ual's Response

confirms that many high priced homes are located in census

tract 40. Single family homes recently purchased on Kalorama

Road west of 19th Street were all priced above $90,000; 4 single

family homes purchased on Ashmead Place had prices ranging

from $70,000 to $172,000. See Appendix C. A recent edition

of The InTowner,a local newspaper cited by Perpetual,

describes these rising prices.

Illustrative of the economic and demographic
changes in the Adams Morgan area are the most
recent sales for developed townhouses in
the 1800's of Wyoming and Belmont for over
$100,000.

• The InTowner, October 1976 at 1. (See Appendix D)
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Thus there is clearly no dispute in this proceeding

concerning the fact that home prices in Adams Morgan and Mt.

Pleasant have recently risen much faster than the income of

A
the area's residents.

C. Rising Prices and the Renovation of Single Family Homes 

The record in this proceeding also shows that the renovation

of homes has been a major factor in the rapid rise of housing

prices in Adams Morgan and Mt. Pleasant. The community has

in effect a bifurcated housing market composed of separate

markets for non-renovated homes and for fully-renovated homes.

Evidence of this dual market is found in the D.C. Office of

Assessment Administration's estimate that sales prices in

census tracts 38, 39, 27.01, and 27.02 (the northern and

eastern half of Adams Morgan and all of Mt. Pleasant) were

clustered in two ranges--unrenovated properties between

$20,000 and $40,000, and renovated properties between $60,000

and $70,000. AMO Petition at 5.

Data provided by Perpetual confirm this analysis.

As mentioned above Addendum E in Perpetual's Response lists

44 homes that were purchased and then resold within less than

18 months. (see Appendix C.) Of these 44 homes, 26 had first

sale prices below $29,500 and thus were generally not renovated.

Several of these homes which appear to have been rehabilitated

between the first and second sales are listed below. The data

indicates that rehabilitation has raised the purchase price

by $20,000 to $40,000.

Z.
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Address

DOUBLE SALES TRANSACTIONS ON SINGLE FAMILY HOMES BETWEEN

January 1, 1975 and June 30, 1976

Price IncreaseFirst Sale Second Sale

1837 Monroe St. $30,000 $67,000 $37,000

1831 Ontario Pl. 23,000 55,000 22,000

3423 Mt. Pleasant 17,500 42,500 25,000

3425 Mt. Pleasant 17,500 38,500 21,000
•

1941 Calvert St. 43,000 67,500 24,000

2807 18th St. 40,000 82,000 42,000

1804 T St. 15,000 55,000 40,000

Further evidence of large price increases due to rehabili-

tation is provided by the many streets listed in Addendum E

on which similarly constructed and similarly situated row

houses sell for prices ranging from $20,000 to $70,000,

the higher or lower price depending on whether a

particular house has undergone rehabilitation. Thus

Perpetual's Response confirms AMO's contention that the manner

in which rehabilitation is being undertaken raises the price

of 1-4 family homes by $20,000 to $40,000.

D. Conversions and the Price of Multi-Family Housing Units 

Like 1-4 family homes, condominium and co-operative units

in the community are becoming very high priced. For example,

condominium units recently sold in the Airy View Condominiums,

located at 2415 20th Street in Adams Morgan had the following

prices.
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AIRY VIEW CONDOMINIUM UNITS PURCHASED BETWEEN

December 1, 1975 and June 30, 1976 
•

Purchase Price Number of pnits 

Above $60,000 2

$50,000 to $60,000 13

Below $50,000 5

Lusk's Real Estate Directory. 

An example of high priced co-operative units is provide

by the Chancellery, a co-operative housing project located

at 2141 Wyoming Avenue in Adams Morgan. The following mort-

gage loans were recently made on these co-operative units.

THE CHANCELLERY - MORTGAGE LOANS MADE ON CO-OPERATIVE UNITS 

Between December 1, 1975 and June 30, 1976 

Mortgage Amount Number of Loans 

Above $60,000 1

$50,000 to $59,000 7

$40,000 to $49,000 5

Below $40,000 3

Lusk's Real Estate Directory 

Such high prices provide landlords, speculators, and

developers with strong incentives to convert multi-family rental

projects into high priced condominiums or co-operatives. For

example, the above mentioned Airy View multi-family building

was purchased in 1974 for only $145,000 and converted into

20 individual condominium units which sold for roughly $50,000
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each--a total of $1 million dollars.

Testimony Of The Community Speculation Task Force, June 19, 1975.

at 6. (hereafter Speculation Task Force). (See Appendix E).

Conversions such as that undertaken at the Airy View have

resulted in the eviction of many lower income, minority,

and elderly tenants. Speculation Task Force at 6. A similar

eviction and conversion in Adams Morgan ocurred

in 1974 in a 73 unit multi-family project known as the Woodley,

located at 1851 Columbia Road.

In order to halt these evictions the District of Columbia

in August, 1974, imposed a moratorium on conversions. However,

this moratorium was ended by the Emergency Condominium Regulation

Act of 1976. Although the new conversion ordinance imposes

some restrictions on conversions there is great liklihood

of a substantial number of conversions in the near future in

Adams Morgan and Mt. Pleasant. For example, a 10 unit apartment

building located at 1831 California Street in Adams Morgan was

rebently approved for conversion to condominium ownership.

As has been shown such conversions generally result in very

high priced multi-family units.

E. Home Financing Needs of the Community's Residents 

Both petitioners and Perpetual agree that the rapidly

rising home prices in the community make it increasingly difficult

for moderate and lower income residents to purchase homes.

However, there is sharp disagreement between petitioners and

Perpetual as to whether Perpetual's lending policies have any
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impact on home ownership opportunities for such persons.

Perpetual refuses to recognize the impact that its 
lending

policies have on home ownership opportunities. According to

Perpetual, the renovation of the housing stock
 in Adams Morgan

and Mt. Pleasant for purchase by affluent pers
ons and the

attendant displacement of moderate and lowe
r income persons is

a matter over which Perpetual has no influence. 
Perpetual 

Letter To William Branham, Supervisory Agent, Federal Home

Loan Bank of Atlanta, July 29, 1976. Perpetual Response at 2.

Contrary to Perpetual's disclaimers, adjustments
 in lending

policies can have a significant impact on home
 ownership

opportunities. The following lending policies, if adopted

by Perpetual, would substantially broaden home o
wnership

opprotunities and minimize the displacement of mode
rate and

lower income persons: 1) lower down payment re
quirements;

2) extension of 5% loans under the FHA 235 program;
 3) wrap-

around mortgage loans, second mortgage loans and 
home improvement

loans for moderate rehabilitation with low cash inv
estment

requirements; 4) mortgage loans to non-profit co
rporations for

co-operative housing.

As home prices in the community have risen faster t
han

incomes, the accompanying increases in down paym
ents and monthly

mortgage payments have become substantial obstacles
 to home

ownership by the majority of the community's reside
nts. Larger

down payments are particularly burdensome to moderate an
d

lower income persons who have difficulty setting
 aside
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substantial savings. The chart below demonstrates that

liberalized financing (higher loan/value ratios) is required

if down payments are to be held to a level within the means

of the majority of the community's residents.

Home Price  Loan/Value Ratio Down Payment 

$25,000 75% $6,250

$50,000 75% $12,500

$50,000 87.5% $6,250

Of course lower down payments mean higher mortgage loan

amounts and thus higher monthly mortgage payments. Lenders

cannot be expected to provide mortgages at subsidized interest

rates in order to reduce monthly payments. However, lenders

can provide loans under the FHA 235 program which enables

moderate and lower income persons to purchase substantially

rehabilitated single family homes or condominium units with

5% mortgages.

As demonstrated above, the rehabilitation of 1-4 family

homes in the community has raised home prices by an average

of $30,000. According to Perpetual raising the price of a

home from $25,000 to $55,000 has the effect of reducing from

50% to 15% the percentage of the community's families that are

financially eligible for home ownership. Perpetual Response 

at 5.

However, the manner in which rehabilitation is being under-

taken has unnecessarily inflated home prices. Rehabilitation

4
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is currently being undertaken by professional real estate

developers and affluent home buyers. The strong demand for

homes in the community and the rapidly rising home prices

provide professional developers with strong incentives to

undertake expensive renovation in order to place a high

priced home on the market. Likewise, affluent home buyers

often undertake high cost, full scale renovation that results

in a very high priced home.

While professional real estate developers and affluent

individuals have both the cash and the access to financing

required for rehabilitation, mnderate and lower income persons

have limited cash and experience difficulty in obtaining

financing Thus moderate and lower income residents are

discouraged from purchasing non-renovated homes in the

community and undertaking more modest rehabilitation. The

end result, correctly noted by Perpetual, is that expensive

renovation is driving the price of homes beyond the means of

the community's residents.

Wrap-around mortgage loans with liberal down payment and

cash outlay requirements would enable more moderate and lower

income residents to purchase and rehabilitate homes in the

community. Such loans would minimize the need for large cash

outlays and would eliminate the need for relying on high cost

second mortgages and personal loans.
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On the other ha (1, where moderate and lower income residents

already own homes that are in need of rVabilitation, second

mortgage loans on favorable terms would make it easier for them to

undertake rehabilitation. Such second mortgage loans would

amortize the cost of improvements over a long period of time

and would minimize cash outlays. Unsecured home improvement

loans with long maturity periods would have the same effect--

although their interest rates are generally higher than those for

mortgage loans.

As shown above, rising realty prices provide strong incentives

to convert multi-family units into high priced condominium or

co-operative units. However, the price of converted housing units

can be minimized if conversions are undertaken by non-profit

corporations established to promote housing opportunities for

moderate and lower income persons. Jubilee Housing, a non-profit

corporation that has established such co-operative housing projects

in the District of Columbia, including Adams Morgan, estimates

that there are in Adams Morgan many multi-family buildings that

could be converted to co-operative ownership and modestly rehabilitated

for approximately $10,000 per unit--roughly $5,000 for the purchase

price and $5,000 for rehabilitation. (Information provided by John

Lunsford, a director of Jubilee Housing.) When conversion and

rehabilitation costs are minimized in this manner most of a building's

tenants can afford to become co-operative or condominium owners and

thereby continue to reside in the building.

Co-operative housing provides a particularly desirable vehicle

for preserving home ownership opportunities for moderate and lower
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income residents in the many multi-family buildings located in the

community. Establishing ownership on a co-operative basis can

shield the housing units from the surrounding escalation of realty

prices. There are no landlords to convert the buildings into

expensive rental or condominium units--a constant danger with

multi-family rental buildings. Likewise, there are no individual

condominium owners to purchase, rehabilitate and sell their own

units in the housing market--a drawback to condominium ownership.

In a cooperative, the residents of the building collectively

decide the price of occupancy shares and the amount of rehabilitation

to be undertaken.

Another advantage of co-operative housing sponsored by non-

profit corporations is that such corporations are often able to

obtain charitable grants to help finance co-operative housing

projects for lower income persons, and these grants substantially

reduce the monthly residency fees. For example, in June, 1976, Jubilee

Housing received a $200,000 foundation grant to purchase and

rehabilitate for co-operative housing for lower income persons

two apartment buildings located in Adams Morgan--one at 1631

Euclid Street, and another at 1630 Fuller Street. The two buildings
have a combined total of 90 units--60 units in one building

and 30 units in the other. The residency fees on the new co-

operative units will range from $135 to $185 per month. (Infor-

mation provided by John Lunsford, a director of Jubilee Housing.)

Thus there is a great need for mortgage loans with low down

payment requirements to be made to non-profit corporations for the
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purchase and rehabilitation of multi-family buildings to be owned

on a co-operative or condominium basis by moderate and lower income

residents. Such financing would enable many of the community's

residents who are presently tenants to become housing co-operative

members or condominium owners and thereby benefit from the upgrading

of the neighborhood.

The community's moderate and lower income residents could also

better afford to purchase condominium units if lenders provided

loans under the FHA 235 program. This program enables moderate

and lower income persons to purchase condominium units in substan-

tially rehabilitated buildings with 5% mortgages. Under present

HUD guidelines up to 40% of the condominium units in a rehabilitated

multi-family project may receive interest rate assistance.

Failure to provide home ownership opportunities for residents 

will insure their continued displacement from the community. 

The need to broaden home ownership opportunities for the community's

residents does not arise solely from the general desirability of home

ownership. As shown above the renovation and general price rise currently

underway in Adams Morgan and Mt. Pleasant is placing much of the housing

stock beyond the means of the community's moderate and lower income

residents Because this renovation and price rise is occurring

throughout the entire community, the inability to purchase renovated units

generally means involuntary displacement from the community.

The most dramatic form of involuntary displacement involves

the eviction of tenants from 1-4 family homes or multi-family buildings

by landlords who desire to renovate the properties and resell them at

prices beyond the means of the tenants. Such evictions have generated
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substantial disruption in the community. Recent examples of such

evictions occurred at the following row houses located in Adams

Morgan:

1. 26 families evicted from homes on Seaton Place.
Washington Post, April 24, 1976 at otta. (Appendix E)

2. 21 families evicted from homes on Ontario Road.
The Columbian, March, 1976, at 1. (Appendix G)

3. 15 families evicted from homes on Willard Street.
Speculation Task Force, June 19, 1975 at 6. (Appendix E)

Recent examples of evictions of moderate and lower income

tenants from multi-family buildings in Adams Morgan prior to

conversion to condominiums occurred at the following locations:

1. 73 families evicted from the Woodley apartment building

at 1815 Columbia Road.

2. 24 families evicted from the Airy View Apartment

building at 2415 20th Street.
Speculation Task Force, June 19, 1975 at 6. (Appendix E)

Because minority persons comprise the majority of the community's

residents and because the community's minority residents have

family incomes substantially lower than white residents, the

burden of displacement has fallen primarily on minority residents.

With a few exceptions, the families evicted in the above mentioned

examples were Black or Spanish speaking. See citations above.

The displacement of minority persons has become so substantial

that it threatens to undermine the integrated character of the

community. The InTowner recently described the displacement of

minorities from the western half of Adams Morgan as follows:

In the lower northwest middle-class whites are now

in the majority west of 18th throughout the entire

area and west of 17th as far north as S Street.

Even these street markers will perceptibly change

as housing projects, now underway or contemplated
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on Swann, T, Willard, Seaton and Beakman Place attain
completion. The decision of Perpetual to install its
11th branch at Columbia Road and 18th may have been
influenced by its own projections of anticipated
growth for the area.

The 1nTowner, October 1976 at 1. (See Appendix D).

A draft committee report prepared by the District of Columbia

Government Council's Committee on Finance and IR_venue describes

the end result of such displacement.

While neighborhood change is not necessarily bad,
speculation-induced change takes place at the sac-
rifice of racially and economically diverse, yet
stable, communities. This is particularly at issue
in the Adams-Morgan and Mount Pleasant Communities.
The vast majority of converted property buyers are
white and affluent. Of course, this is not itself
undesirable at all--the problem is that the pendulum
swings too far. The transitional speculation
neighborhoods have historically become "resegregated"
as are Georgetown, Foggy Bottom and close-in Capital
Hill.

D.C. Government Council, Committee on Fil,ance and Reserve,
Partial Draft Report, Real Property Transactions Act of 
1976, November 8, 1976 at 29.

Lending policies which provide broader home ownership opportunities

for moderate and lower income residents are needed if the displacement

of such persons from the community is to be limited. It is manifest

that lending policies that undermine the ability of the great majority

of the community's residents to continue living in their community

do not serve community convenience and needs.

Moreover, because the moderate and lower income persons displaced

are primarily minority persons, lending policies that fail to broaden

home ownership opportunities have a racially discriminatory effect.

Since lending policies that would minimize the displacement of minority

residents could be readily implemented, the discriminatory effect is

impermissible under the Civil Rights Statutes and the 14th Amendment.
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IV. Perpetual's lending policies restrict home ownership opportunities 

for the majority of the community's residents and accelerate 

. their displacement from the community. 

record in this proceeding demonstrates that Perpetual does

not provide liberal home financing policies that would facilitate

home ownership by the community's moderate and lower income residen
ts.

See Hearings at 43 to 47.*

Rather than provide financing that minimizes down payment require-

ments, Perpetual has required at least a 25% down payment on conven
-

tional mortgage loans in the community. However, Perpetual appears

to have made an exception to this policy in the case of the

approximately 100 mortgage loans which it is providing on the newly

contructed 213 town house development known as Beekman Village located

in Adams Morgan. Thorton W. Owen's testimony indicates that Perpetual

is providing 82% financing on these $67,950 homes--the maximum

allowable under the FHLBB's regulations. Hearings at 86. Thorton

W. Owen also refers to "savings and loans' abilities to go over 
$55,000

on 90% loans with proper mortgage insurance; however, this would
 be

in violation of 12 C.F.R. Sec. 545.6(a)(4). Hearings at 66.

Perpetual estimates that an annual income of $24,800 is requ
ired

to purchase a home for $55,000. Perpetual Response at 5. Under

Perpetual's assumptions an income of about $30,000 would be 
required

to purchase the $67,950 homes in Beekman Village. Yet based on AMO's

*The first sentence on page 44 should read, "Perpetua
l does engage

in rehabilitation by refinancing existing mortgage
s."
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estimated distribution of family incomes in the community, less than

10% of thecommunity's residents have incomes above $30,000. Thus

Perpetual is providing the most liberal financing on homes which the

community's residents cannot afford. This policy clearly accelerates

the displacement of the community's moderate and lower income persons.

Rather than finance the purchase of lower priced 1-4 family homes,

Perpetual has concentrated its lending in the community or high

priced properties. According to Perpetual the median value of single

family owner-occupied homes in the P.M.A. is only $24,000. Perpetual 

Application at Section C, Part I. Yet the median purchase price of

the 18 loans made by Perpetual in the community between January 1, 1975

and June 30, 1976 for the purchase of single family homes was $62,000.

Perpetual Response at Addendum F. As shown above Perpetual's cal-

culations indicate that a $62,000 home is beyond the means of roughly

90% of the community's residents. Moreover, the 100 or more loans

which Perpetual is making on the $67,950 town houses at Beekman

Village will aggregate to a total loan volume of about $5 million--

an amount which is 6 times greater than the total loan volume of

all single family home purchase loans made by Perpetual in the

community over the last 11/2 years. Perpetual Response at Addendum F.

Rather than provide wrap around mortgage loans with low down

payments to finance the purchase and rehabilitation of non-renovated

single family homes, Perpetual limits its rehabilitation lending to

the refinancing of existing mortgages in cases where home owners

have built up substantial equity. Perpetual Response at 2.

88-032 0 - 77 - 7
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Thus, only those who can afford to purchase a home with a large

down payment can obtain rehabilitation financing from Perpetual at

the time of purchase. This policy would become manifest were Perpetual

to provide the following data for each of the 25 refinancings

listed in Addendum F in which the loan proceeds were used for home

improvement or rehabilitation: 1) the outstanding loan balance as a

percentage of the property value at the time of refinancing; 2) the

refinanced loan amount as a percentage of the improved value of

property.

Thus, by restricting the opportunity of moderate and lower income

community residents to purchase and to rehabilitate homes in the

community, Perpetual is accelerating the displacement of these

persons from the community. This effect could be seen clearly were

Perpetual to provide the following data: 1) the number of home

buyers receiving the 18 home purchase loans listed in Addendum F

who resided outside Adams Morgan and Mt. Pleasant prior to the time

of purchase; 2) the number of home owners receiving refinancings

listed in Addendum F which were used for significant rehabilitation

who resided outside Adams Morgan and Mt. Pleasant prior to purchasing

the home which was rehabilitated by the refinancing.

Perpetual's conservative policy on refinancings is paralleled

by its refusal to make second mortgage loans for home rehabilitation,

even though it has authority to do so under 12 C.F.R. 454.6-26.

Perpetual also refuses to provide unsecured home improvement loans.

Perpetual Response at 2. As petitioners have shown above the

inability to obtain such secondary financing on liberal terms has

undermined the ability of the community's moderate and lower income
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residents to undertake rehabilitation or improvement of homes.

Rather than make loans under FHA programs such as 203(b),

213, 234, 'and 235 which are designed to assist moderate and lower

income persons, Perpetual has refused to participate in any FHA/VA

programs. Perpetual Response at 3. A'recent example of such

refusal occurred on November 22, 1976 when petitioner Jean Smith,

a community resident, sought an FHA insured mortgage loan from

Perpetual to purchase a single fmaily home located in Adams Morgan.

Jean Smith was informed by Mr. Graves of Perpetual's Farragut

Square Office that Perpetual did not make FHA loans in the District

of Columbia and that it "hasn't done so for ten years."

Perpetual's reluctance to provide mortgage loans to non-

profit corporations interested in operating multi-family rental

projects for moderate and lower income residents is particularly

unfortunate. For example, in 1974 Perpetual and other District

of Columbia lenders indicated that they were not interested in

making a mortgage loan to Jubilee Housing for the purchase

and rehabilitation of the two above mentioned apartment buildings

located in Adams Morgan. Thus, a private individual had to

purchase the two multi-family buildings and lease them to

Jubilee Housing. (Information provided by John Lunsford, a

director of Jubilee Housing.)

Moreover, Perpetual's unwillingness to provide low down-

payment loans for co-operative housing under the FHA 213

insurance program is particularly detrimental to the development

of co-operative housing for the community's moderate and lower

income residents.

Another example of Perpetual's unwillingness to accommodate
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the home financing needs of the community's moderate and lower

income residents is its recently announced refusal to provide

mortgage loans on multi-family rental buildings located in the

District of Columbia. Washington Post, August 14, 1976 at B-1.

(Appendix H) Since 71% of the housing units in the community

are multi-family rental units, this policy represents a complete

disregard for the housing needs of the great majority of the

community's residents. (1970 Census Data.)

Perpetual's lending record in the area cannot be properly

judged merely by examining the dollar volume of mortgage loans

provided. As recognized by the Chairperson of the Perpetual's

Executive Committee, Samuel Scrivener, Jr., the fundamental

issue is whether Perpetual's lending policies are "tailored"

to the needs of the neighborhood's residents. Hearings at 61.

The basic need is for economical financing, not loans for high

priced housing and expensive renovation. Hearings at 82-86.

As has been shown above, a large volume of loans for high priced

homes, expensive renovation and conversion of multi-family units

to expensive condominiums and co-operatives will accelerate

the displacement of moderate and lower income persons. Thus the

overall result of Perpetual's lending policies has been to

accelerate the displacement of moderate and lower income residents

from the community.

V. Perpetual's lending policies have a discriminatory effect on 

the community's minority residents. 

The most current census data indicate that the minority residents
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of Adams Morgan and Mt. Pleasant have lower incomes that the

community's white residents. The chart below indicates the

median family incomes in the 6 census tracts that comprise

Adams Morgan and Mt. Pleasant.

MEnIAN FAMILY INCOME - 1969

Census Tract 38 39 40 42.01 27.01 27.02

Black $5,111 $7,007 $7,526 $6,405 $7,306 $8,818Families

Spanish 7,833 7,524 9,947
Speaking

All Families 7,136 12,035 13,606 7,609 9,154 10,309(including
minorities)

1970 Census Data.

The "All Families" category includes minorities, whom as of

1970 represent approximately 80% of the residents in these census

tracts--roughly 60% Black persons and 20% Spanish speaking persons.

1970 Census Data. The median income of White families is not

available, but it must have been substantially above the median

income of minority families in order to raise the median income

of all families so far above the median income of minorities who

represented 80% of the population. Moreover, due to the influx

of affluent White persons into the community since 1972, the

income differential between White persons and minority persons has

undoubtedly widened. See Appendix D.

Because the community's minority residents have incomes

substantially below White residents, they are more disadvantaged

than White persons by conservative lending policies which require
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large down payments. Thus, Perpetual's lending policies described

above, including its refusal to participate in FHA insurance

programs, have a discriminatory effect. Moreover, because a

greater percentage of minority persons than White persons are

eligible for interest rate assistance under the FHA 235 program

a discriminatory effect also results from Perpetual's refusal

to participate in the FHA 235 program for interest rate assistance.

The limited data available on the racial composition of

borrowers purchasing homes with mortgage loans insured under the

FHA 203(b) program documents this discriminatory effect.

RACIAL DISTRIBUTION OF MORTGAGE LOANS

Mortgage Loans Approved by
Commercial Banks and S&L's
in the D.C. S.M.S.A., June 1,
1974 to November 30, 1974*

Share of Total Loans

White Persons

Black Persons

Spanish-American
Persons

Total 100.0%

Mortgage Loans Approved under
the FHA 203(b) Insurance
Program on Existing Homes in
the D.C. S.M.S.A. 1975**

Share of Total Loans

54.7%

37.9%

2.1%

* FHLBB, Fair Housing Information Survey, August 19, 1975 at** Data provided by H.U.D.

Data for concurrent time periods are not available, but no

great shift in the racial composition of loans in the D.C. S.M.S.A.

can be reasonably expected to have occurred over a 6 month period.

In Section III above petitioners have shown that the community

residents who have been displaced because of the inability to

obtain financing were predominantly minority persons. This further

•

•
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establishes the discriminatory effects of Perpetual's lending

policies.

VI. Perpetual's Implementation of The Loan Policy Agreement would 

serve the Home Financing Needs of the Community's Residents 

11inimize Displacement, and Eliminate Unlawfully Discriminatory 

Effects. 

AMO, the Adams Morgan ANC, and the Mt. Pleasant ANC have

drafted and submitted to Perpetual a Loan Policy Agreement.

(hereafter the Agreement). The specific provisions of the

Agreement are based on the home financing requirements outlined

in Section II, part E. Implementation of the Agreement would trans-

form Perpetual's lending policies from an obstacle into an aid to

home ownership for many of the community's residents. If the

Agreement were implemented, Perpetual's lending policies would

minimize rather than accelerate the displacement of the community's

residents. Its implementation would also eliminate those

discriminatory effects of Perpetual's present lending policies

that are not justified by business necessity.

If Perpetual signs the Agreement and incorporates it into

its branch application prior to approval of the application by

the Atlanta Bank or the Federal Home Loan Bank Board, petitioners

will withdraw all opposition to the application.. The Agreement

as mailed to Perpetual on December 6, 1976 and a brief summary of

the Agreement are provided.
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Implementation of the Agreement would not impose any unreasonable

burdens or undue risks on Perpetual. FHLBB regulations authorize

each type of loan specified in the Agreement. These regulations are

carefully designed to prevent undue risks to S&L's from their con-

ventional mortgage lending. Concerning full participation in FHA/VA

programs, Perpetual, an $807 million asset association with a robust

10.5% capital to deposit ratio, has ample financial resources and

management expertise with which to participate in these programs.

A FHLBB regulation authorizes the establishment of branch

advisory commissions and the attendance of their members at association

board of directors meetings. In fact, Perpetual has already estab-

lished such branch commissions for two of its branch offices.

AMO's prior condition that Perpetual's management nominate for

election to Perpetual's board of directors a person selected by -14)e

Adams Morgan ANC is hereby withdrawn. AMO Petition at 16. Petitioners

believe that a branch advisory commission would be more effective

in implementing the Agreement. The condition that Perpetual enforce

the right of first refusal of tenants has also been withdrawn on

the ground that enforcement could be more effectively undertaken

by title insurance companies.

Perpetual cannot legitimately claim that business necessity

prevents implementation of any portion of the Agreement. In view

of the above demonstrated compelling need for the Agreement and the

Agreement's ability to moderate discriminatory effects, business

necessity is certainly the only appropriate standard for evaluation

objections to the Agreement.
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VII. The Loan Polity Agreement must be incorporated into Perpetual's 

Application prior to Atlanta Bank Approval of the Application. 

Petitioners have demonstrated that Perpetual must change its

lending policies before it can properly establish a branch office

at 18th Street and Columbia Road. In the Agreement, petitioners

have formulated new lending policies which Perpetual must undertake

if it is to serve the needs of the community and avoid unlawful

discrimination. In order to insure that these new lending policies

are promptly adopted and remain in operation a formal binding

commitment from Perpetual must be included as part of its application.

Without such a commitment there is no mechanism to hold Perpetual

to any promised change in lending policies.

Neither petitioner nor the Atlanta Bank can rely on informal

promises from Perpetual that it will change its lending policies

at some time in the future. The record in this proceeding shows

how quickly Perpetual can change its attitude toward and willingness

to work with community organizations and the ANC's. When Perpetual.'s

management sought to impress the Atlanta Bank with the depth of its

commitment to serve and "assist the people of the community," Perpetual

emphasized its close relationship with AMO, and described AMO as

"a community betterment group that is striving to assist the economic

development of the residents." Perpetual Application at 37.

Yet when AMO challenged Perpetual to change its lending policies,

suddenly Perpetual viewed AMO as a group opposed to community improve-

ment. Thus Perpetual adopted the recklessly false statements of

Martin F. McMahon to the effect that AMO opposed the establishment

of a neighborhood police center and a restaurant. Hearings at 29.
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Rather than work in good faith with community representatives

to adopt more adequate lending policies, Perpetual has chosen to

use its considerable financial resources, its privileged access to

depositors and borrowers, and its position of public trust to

misrepresent the views and undermine the position of a community

organization that has challenged its policies. On November 2, 1976

Perpetual sent to its depositors and borrowers in Zip Codes 20009

and 20010 a letter which seriously misrepresented AMO's position

in this proceeding. Perpetual's letter implied that AMO was uncon-

ditionally opposed to Perpetual establishing a branch in Adams Morgan,

when in fact AMO had stated to Perpetual that it would withdraw

its opposition to Perpetual's application if Perpetual changed its

lending policies and nominated for election to its board of directors

a person selected by the Adams Morgan ANC. AMO Petition at 16, 17.

The letter failed completely to indicate the basis of AMO's protest--

the relationship between Perpetual's conservative lending policies

and the displacement of community residents.

Perpetual's letter to its depositors and borrowers also misrepre-

sented the results of AMO's referendum on Perpetual's branch appli-

cation. AMO's referendum, held on September 11, 1976, resulted in

254 votes "no", 181 votes "Maybe, if AMO can work out agreements to

safeguard the community interest," and 161 votes "Ys." Hearings 

at 35-37. (See Appendix I ). Rather than explain the significance

of the "Maybe" vote Perpetual merely characterized it as a "qualified

"in favor'".

Perpetual, however, did not stop at merely misrepresenting AMO's
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pbsition. Accompanying Perpetual's letter to its depositors and

borrowers was a pre-paid, pre-addressed post card on which Perpetu
al

asked its customers to vote "yes" or "no" on whether Perpetual

should establish a branch office at 18th Street and Columbia Road.

(See Apperpqix J ). Thus Perpetual's customers were not given an

oppc,rtunity to express theiz—view on the central issue in this

proceeding--whether Perpetual should adjust its conservative

lending policies as a condition for entry into the community--

but were instead forced to vote an unconditional "yes" or an

unconditional "no."

Perpetual asserts that the great majority of the customer
s

responding to its post card survey voted in favor of its 
branch

application. However, in view of the misleading information

provided by Perpetual and its failure to allow for a meaningful

vote, the Atlanta Bank cannot properly attach any signific
ance to

the results.

If the Atlanta Bank desires an accurate reading of the attit
ude

of Perpetual's customers toward the issue raised by 
petitioners in

this proceeding, it must require Perpetual to mail to each o
f its

customers in Adams Morgan and Mt. Pleasant a copy of the 
Agreement

and the accompanying Explanation and a ballot which pr
ovides an

opportunity to vote for or against the Agreement as a 
condition for

entry. Moreover,such a survey should not extend to all o
f the

residents of Zip Codes 20009 and 20010 since these Zip
 Code Areas

extend far beyond Adams Morgan and Mt. Pleasant. Perpetual surveyed

9,400 customers, even though it admits that it has onl
y 3,599

cutomers in the community. Statement of Thomas J. Owen before
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the Atlanta Bank, November 6, 1976 at 11. Perpetual Response at 2.

Perpetual's demonstrated willingness to use its considerable

economic power and its position of public trust in order to undermine

the efforts of democratic community organizations poses a threat

to the community ',hich cannot be taken lightly. A measure of

Perpetual's economic power is shown by its advertising expenditures

which were $.417 million during the first 6 months of 1975.

Information provided by the D.C. Commission on Residential Mortgage

Investment. On the other hand, AMO's total operating budget for

1976 was only $12,000. Were Perpetual to enter the community after

refusing to reach an agreement, it certainly has the resources with

which to undercut the position of community organizations which

challenge its policies.

The unacceptability of relying on non-binding promises by

Perpetual to adjust its lending policies is further evidenced by

Perpetual's statements and testimony in this proceeding. Rather

than face squarely the issue raised by AMO--the impact of its

conservative lending policies on community residents--Perpetual has

focuse its efforts on discrediting AMO. For example, Perpetual

claims that AMO's Executive Council does not represent its total

membership--an assertion that can only be premised on contempt

for the democratic process, since the members of AMO's Executive

Council are elected from single member districts within Adams Morgan.

Perpetual Response at 2.
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Moreover, Perpetual's minimal statements concerning its lending

policies are often misleading. For example, Perpetual states that

it makes 90% loans with private mortgage insurance, but no such

loans have been made in Adams Morgan or Mt. Pleasant. Perpetual 

Response at 3. Perpetual states that it makes loans for property

modernization, but Perpetual told petitioner Horace Harris that

it did not make renovation loans. Perpetual Response at 5.

Perpetual states that it will refinance existing mortgage loans

for the purpose of renovation, but Perpetual also told petitioner

Horace Harris, who had an existing mortgage loan from another

institution, that it would not provide refinancing for renovation.

Perpetual Response at 2. In an effort to demonstrate its commit-

ment to home financing Perpetual lists 25 loan refinancings

undertaken in the community, but Perpetual failed to indicate that

the loan proceeds on as many as one-half of these refinancings

were not expended on housing. Perpetual Response, Addendum F.

Without execution of the Agreement there is no mechanism with

which to hold Perpetual's management accountable to the community.

AMO has already shown that Perpetual's management is not

accountable to its members -- the association's depositors and

borrowers. AMO Petition at 13. Perpetual's procedures for member

participation are totally inadequate. Perpetual's management

solicits permanent proxies which turn over members' voting rights

to management unless formally revoked by the members. Even worse,

a complaint filed with the FHLBB by a Perpetual depositor on

November 15, 1976, indicates that Perpetual leads persons to
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belie,'e that signing a revokable proxy is a condition for

opening a savings account. Petition for a Temporary Cease-

And-Desist Order, November 15, 1976 (Appendix K). •

Perpetual's management does not even mail written notice

of its annual meetings to its me,a1.....,rs. The only notice of

annual meetings that Perpetual's members receive is a fine print,

postage stamp sized notice which is buried in the classified

advertisement section of The Washington Star and also xeroxed

and posted inconspicuously in Perpetual's branch offices. (Appendix L).

Such disregard of a fundamental prerequisite to viable mutuality

is consistent with Perpetual's willingness to mail to its

members letters and voting cards for the purpose of misrepresenting

and undermining a democratic community group's position.

Further evidence of the disdain with which Perpetual's

management views democratic principles is found in its conduct at

Perpetual's annual meeting on November 16, 1976. When a Perpetual

depositor asked Perpetual's management to disclose the association's

annual income and the salaries of its officers, he was greeted with

laughter from Perpetual's management. Such contempt for the rights

of members could not survive for long in a truly accountable

association.

Because Perpetual's lending policies are established by its

management without any effective input from its members, the

attitudes and self-interests of Perpetual's management deserve

special attention. Perpr!tual's management has pursued a ,policy

of seeking maximum retained earnings. The end result of this policy

is Perpetual's remarkably high level of net worth, or capital, as

. it is commonly called. As of April 30, 1976, Perpetual's

•
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management had built up the association's capital to $74 million,

an amount equal to 10.5% of Perpetual's savings balances. This

capital ratio is far in excess of the 7% target suggested by the

FHLBB or the savings and loan industry average of 6.6%.

Perpetual has achieved this high level of earnings and

high capital ratio by maintaining an unusually high spread between

the interest rate that it charges to borrowers and its cost of

funds and operating expenses. Perpetual's deposits consist

entirely of pass book savings accounts on which Perpetual pays

a uniform 5% interest on all deposits. Yet Perpetual earns

at least 8-3/4% on the mortgage loans that it currently makes.

This represents a spread of 31/2% between cost of funds and interest

rates on assets -- a remarkably high spread. In the 56,L industry

a spread between cost of funds and mortgage rates of 2% is

generally considered adequate. The S&L industry as a whole

presently has a spread of only 1.5%.

Perpetual's policy of maintaining maximum earnings is not

consistent with the interests of its members. . For example, were

Perpetual's management to choose to operate with the normal 2%

spread, then Perpetual could make mortgage loans at 7'i% instead of

8-3/4%. In fact Perpetual's desire to maximize this spread is the

underlying reason for its conservative lending policies.

Participation in FHA/VA loan programs, extenr,ion of smaller loans,

and loans with higher loan to value ratios, could marginally

increase Perpetual's operating costs and are therefore considered

to be undesirable by Perpetual's management. However, as

petitioners have shown, the provision of such loans would result

in substantial benefits to Perpetual's moderate and lower income
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members.

Perpetual's management has pursued a policy of maximum

retained earnings against the interests of its members because

the policy has allowed for maximum growth of Perpetual's assets.

Mutual savings and loan associations can grow either by

expanding their deposit base or by converting retained earnings

into new assets. However, Perpetual, like other S&Ls in the

District of Columbia, has limited opportunities for expanding its

deposit base. The District is a limited, relatively mature market

in which the aggregate volume of savings deposits grows very

slowly. Federal and State laws prohibit Perpetual and the other

D.C. S&Ls from establishing any new branches outside the District,

thereby shutting the door on geographic expansion as a means to

increase deposits. Thus the primary vehicle for rapid growth

available to Perpetual's management is the maximization of retained

earnings and their reinvestment in new assets and this is

facilitated by a conservative lending policy.

A policy df maximizing asset growth is clearly in the self-

interest of Perpetual's management. The salaries of Perpetual's

executive officers are directly related to the size of the

association. Equally important are the indirect benefits and the

prestige that accompany the management of a large and expanding

financial institution. Finally, some of Perpetual's officers and

directors, in particular the members of the Owen family, have

outside interests in business which are ancillary to Perpetual's

mortgage lending operations, and these businesses are in a position

to benefit from a rapid growth in Perpetual's loan volume.

For example, in 1970 a Federal District Court found that Perpetual's
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management had unlawfully diverted credit insurance income

to a business operated by its directors.

There is, however, a secondary vehicle for increasing

the deposit base available in Adams Morgan and Mount Pleasant.

Although the housing stock and the number of families residing

in the cornunity are not likely to increase, the displacement

of moderate and lower income persons by affluent persons would

substantially increase per capita savings in the community. With

a branch office located at a choice site in the heart of the

community, Perpetual would be in a favorable position to gain a

substantial share of the increased savings.

Thus, Perpetual's management has an unmistakable personal

interest in maintaining Perpetual's conservative lending policies

and accelerating the displacement of mo'erate and lower income

residents from the community. This adverse interest makes the

incorporation of the Agreement into Perpetual's application a

vital necessity for the community.

Moreover, it is essential that the entire Agreement be

incorporated. The Agreement recognizes the need for a comprehensive

approach to loan policy modification. If only portions of the

Agreement are adopted, these provisions can be easily evaded.

For example, a commitment to male 90% loans is meaningless without

an agreement on credit worthiness standards and appraisal practices.

Liberalization of credit worthiness standards is more workable

if an effective housing ,counselling service has been established.

Finally, the Agreement cannot be successful ,7ithout the

establishment of the Branch Advisory Commission. The Branch Advisory

Commission is necessary to insure that individuals who have the
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confidence of the community are in a position to effectively

monitor the implementation of the Agreement. Moreover, the

Branch Advisory Commission is the only effective means 
for

generating recommendations to modify the Agreement that wil
l have

the support of the community. Most important, if the co-operative

and condominium projects are to be undertaken as outline
d in the

Agreement, the Branch Advisory Commission is needed
 as a forum

for the required co-operation between communit
y repre',entatives,

non-profit corporations and Perpetual.

Of counsel:
Jonathan A. Brown

Respectfully submitted,

i///' :t-,:.,, . .2 /

Martin H. RogOl • / I

Louis J. Sirico, Jr.

Attorneys for Adams Morgan Organization

Adams Morgan Advisory Neighborhood

Commission
Mount Pleasant Advisory Neighborhood

Commission
Jean Smith
Horace T. Harris

Public Interest Research Group

1346 Connecticut Avenue, N.W.

Suite 419A
Washington, D.C. 20036
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Attachment 2C

LOAN POLIC% %1REEMENT •

BET.:

PERPETUAL FEDERAL SAVINGS AND LO: :,SSOCIATION, WASHINGTON, D.C.

ADAMS MORGAN ORGANIZATION, WASHINGTON, D.C.

',.:AMS MORGAN ADVISORY NEIGHBORHOOD COMMISSION, WASHING
TON, D.C.

MOUNT PLEASANT ADVISORY NEIGHBORILOOD COMMISSION, 
WASHINGTON, D.C.

The parties to this Agreement share a common belief that Adams

Morgan and Mount Pleasant should be maintained as socially and ec
onomically

diverse neighborhoods. In furtherance of this common goal, the parties

to this Agreement shall work together to provide home financing o
ppor-

tunities to the lower and moderate income and minority residents 
of

these neighborhoods.

A. Conventional Loans 

Perpetual agrees to make the conventional loans 
enumerated below

to any credit-worthy resident of the area r
epresented by the Adams Morgan

Organization, the Adams Morgan ANC, the Mount Pleas
ant ANC, (hereafter

collectively referred to as the Agreement Area) or 
to any non-profit

co-operative housing corporation approved by the Br
anch Advisory

Commission (BAC) established by Part G of this Ag
reement for the purchase,

improvement or rehabilitation or the combined pur
chase and rehabilitation

of any property located in the Agreement Area or 
any share of a co-

operative housing corporation owning such property.
 All such loans

shall be made at interest rates no greater than those 
rates available

to Perpetual's other borrowers. Maturity periods on such loans shall

be available up to the maximum allowable under federal
 regulation. In

the case of mortgage loans, property securing such 
loans shall be

valued at either market price or by an appraiser 
acceptable to the BAC.

1. Mortgage loans to owner-occupants of 1-4 family homes

and condominium units:

a. Mortgage loans at 90% financing to purchase single family

homes priced at $45,000 or less, and condominium units priced

at $30,000 or less.

b. Mortgage loans at 955 financing to purchase single

family homes priced at $30,000 or less, and condonimiun)

units priced at $20,000 or less. Such loans shall

be available only to households with incomes below the

Agreement Area's median income. Perpetual shall maintain

a special 1% reserve for such loans.
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c. Mortgage loans to both rchase and rehabilitate single
family homes and individuai -,ndominium units. (Wrap-arounq
mortgage loans.) The purch e Price portion of the loan shall
be financed according to a or b above. The rehabilitation portion
of the loan shall provide 90% financing. The improved value
of the prop-erty shall be no greater than $60,000 in the case of
single family homes, or $40,000 in the case of condominium units.

d. Mortgage loans at 80% financing to purchase or to both
purchase and rehabilitate (wrap-around mortgage loans) 2-4
family homes priced at $65,000 or less. The rehabilitation
portion of such loans shall be no greater than $30,000.

e. Refinancing of outstanding Perpetual mortgage loans to
provide rehabilitation funds equivalent to those available to
home buyers under c and d.

f. Second mortgage loans for rehabilitation at 90% financing.
The improved value of the home shall not exceed $60,000 for single
family homes, $95,000 for 2-4 family homes, or $40,000 for
condominium un4s. (FHLBB regulations provide Perpetual with
leeway authority to make second mortgage loans.)

2. Co-operative housing loans:

a. Mortgage loans to non-profit corporations for the purchase
and rehabilitation of co-operative housing projects located in
the Agreement Area. To be eligible for such loans, a non-profit
corporation must be approved by the BAC. In order for such a
loan to finance conversion from multi-family rental tenure to
co-operative ownership, the tenants of the building must receive
at least 70% of the co-operative units.

i. Where units representing 90% of a co-operative project's
value are presold, Perpetual shall provide:

-95% financing and maintain a special 1% reserve, if 80%
or more of the units will have an improved value of $20,000
or less;

-90% financing, if 80% or more of the units will have an
improved value of $40,000 or less.

ii. Where presold units do not represent 90% of the property
value, Perpetual shall provide 80% financing, if 80% or more
of the units will have an improved value of $40,000 or less.

b. Share loans to Agreement Area residents to purchase
occupancy shares in co-operative housing projects located in the
Agreement Area. To be eligible for such a loan, the occupancy
share must be purchased from a non-profit co-operative housing
corporation approved by the BAC, and the unit to be occupied
must have an improved value of $40,000 or less. Such loans
shall be made at the same interest rate available on mortgage loans

O.*
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provided under this Agreement. Such loans shall be available
with maturity periods as lon,- as 15 years. Perpetual shall
establish a Service Corporo ,n for the purpose of making
co-operative housing share . :ans. '1

3. Home improvement loans (not secure by realty) to owner-occupants
of 1-4 family homes and condominium units. Such loans shall
be in amounts up to $10,000, with maturity periods as long
as 15 years, and payable in monthly installments.

B. Credit-Worthiness Standards For Conventional Mortgage Loans 

Perpetual agrees to employ the following criteria in determininc
the credit-worthiness of an applicant seeking a conventional mortgage
loan under Part A of this Agreement.

1. All income of the applicant and applicant's spouse--includingincome from overtime and part-time employment--that is reasonablystable and will most likely continue shall be included aspart of effective gross income.

2. Labor performed by a borrower to improve realty securing aloan shall be considered as the equivalent of a cash investmentfor the purpose of calculating loan to value ratios.

3. In cases where the applicant's credit history is limited, theapplicant's rental payment and employment record shall beused in lieu of a credit record.

4. Perpetual shall make loans to an applicant with a satisfactorycredit record if the applicant's total payments on debtobligations and housing expenses will be less than 50% ofhis or her effective net income.

5. For applicants with records showing prompt rental paymentsand steady employment, Perpetual shall make loanswhere totalpayments on debt obligations and housing expenses will begreater than 50; of effective net income, if the applicationhas the approval of the Agreement Area Housing CounselingService established under Part E of this Agreement.

C. FHA/VA Insured And Assisted Loans 

Perpetual agrees to make the FHA/VA insured and assisted loansenumerated below to any of the following individuals or corporationsqualifying under FHA/VA eligibility standards for the purchase and/orrehabilitation of any property located in the Agreement Area: 1)individual residents of the Agreement Area, and 2) non-profitco-operative housing corporations and condominium developers approvedby the BAC. All such loans shall be available at the maximum
allowable loan amounts, loan to value ratios, and maturity periods.
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1. Mortgage loans insured under FHA Program 203(b) to individual

residents to purchase and h .h purchase and rehabilitate (wrap-

around mortgage loans) one ,s Wur family homes.

2. Mortgage loans insured under FHA Program 203 to developers approved

by the BAC to purchase and substantially rehabilitate single

family homes that will be sold to home buyers with mortgage

financing under FHA Program 235.

3. Mortgage loans insured and assisted under FHA Program 235

to individual residents to purchase substantially rehabilitated

single family homes.

4. Mortgage loans guaranteed under VA Programs to individual

residents to purchase one to four family homes.

5. Mortgage loans insured under FHA Program 234 to individual

residents to purchase individual condominium units.

6. Mortgage loans insured under FHA Program 213 to non-profit

co-operative housing corporations to purchase and both purchase

and rehabilitate projects for co-operative housing. The

non-profit co-operative housing corporation shall be approved

by the BAC. In order for such a loan to finance conversion

from multi-family rental tenure to co-operative ownership,

the tenants of the building must receive at least 70% of the

co-operative units.

7. Mortgage loans insured under FHA Program 234 to developers

to purchase and substantially rehabilitate multi-family rental

projects for conversion to condominium ownership. The developer

must be approved by the BAC. Such condominium projects must

include low and moderate income housing units. The building's

tenants must receive at least 70% of the units. Where possible,

at least 30% of the units must be reserved for A7reement Area

residents obtaining permanent financing and assistance under

FHA Program 235.

8. Mortgage loans insured and assisted under FHA Program 235

to individual residents to purchase substantially rehabilitated

conominium units.

9. Unsecured home improvement loans insured under the FHA Title

I Program.

D. D.C. Government Loan Program

If the District of Columbia Government establishes a rehabilitation

loan program or a loan insurance program, Perpetual agrees to make loans

qualifying under such programs to residents of the Agreement Area and to

non-profit co-operative housing corporations and condominium developers

approved by the BAC in cases where the price and value of prop
erty

securing such loans is within the limits established 
for conventional loans

qualifying under Part A of this Agreement.
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E. Agreement Area Housing Counseling Service 

The BAC shall designate a po, 'on or persons to constitute th
Agreement Area Housing Counseling P. vice. At least one person so '
designated shall be bilingual. Perpetual agrees to contribute funds
for the salary and expenses of the Housing Counseling Service in an amount
not less than the amount of such funds contributed by the BAC. Perpetual
shall provide the Housing Counseling Service with copies of its current
application forms for mortgage loans, co-operative share loans, and
unsecured home improvement loans, and a copy of its mortgage lending
manual.

Perpetual shall also provide each Agreement Area resident who has
applied for and been denied a loan at its 18th Street and Columbia Road
branch office with a referral statement prepared by the Housing Counseling
Service. Whenever authorized to do so by the loan applicant, a member
of the Housing Counseling Service may review any such loan application.

F. Special Loan Officer at 18th Street and Columbia Road Branch Office 

Perpetual agrees to establish a Special Loan Officer to process
applications by Agreement Area residents for the following types of conven-
tional or FHA/VA loans under this Agreement: mortgage loans on 1-4 family
homes and condominium units, co-operative share loans, and home
improvement loans. The Special Loan Officer shall be a full time
officer at Perpetual's 18th Street and Columbia Road branch office.
The Special Loan Officer shall be a resident of the Agreement Area and
shall be bilingual. The Special Loan Officer shall provide technical
assistance to the Housing Counseling Service. The Special Loan Officer
shall also participate in the processing of applications for loans on
co-operative and condominium projects filed by corporations approved
by the BAC pursuant to Part A, Part B, or Part D of this Agreement.

G. Branch Advisory Commission 

There is hereby established a Branch Advisory Commission (BAC)
for Perpetual's 18th Street and Columbia Road branch office. The BAC
shall consist of six members. Perpetual shall appoint two members from
a list of nominees submitted by the Adams Morgan ANC. Perpetual shall
appoint two members from a list of nominees submitted by the Mount

Pleasant ANC. Perpetual shall appoint any Agreement Area residents

as the remaining two members. All members shall serve one-year
terms, but may be reappointed.

The BAC shall perform the specific duties assigned to it under
this Agreement. The BAC shall also monitor the implementation of this
Agreement and shall recommend modifications of the Agreement. The members
of the BAC shall be permitted to attend meetings of Perpetual's board of
directors. Members shall also be permitted to inspect Perpetual's
financial records; provided that no member shall inspect any record
containing information concerning any identifiable borrower or depositor
without prior authorization from such borrower or depositor.
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H. Bilingual Facilities at the 18th Street and Columbia Road Branch
Offices

Perf3etual shall make avail. e'in Spanish loan application S) and
material relating to savings accounts, such as savings account rules
and proxy cards.

This Agreement shall be incorporated into Perpetual's Application
to Establish a Branch Office at 18th Street and Columbia Road, N.W.
prior to any Federal Home Loan Bank Board approval of the application.
In consideration for the incorporation of this Agreement into Perpetual's
application prior to the applications approval, the Adams Morgan
Organization, the Adams Morgan ANC, and the Mount Pleasant ANC shall:

1. withdraw their opposition to the application;

2. not undertake or participate in a depositor boycott against
Perpetual on account of its lending policies in the Agreement Area;

3. not undertake or participate in a proxy challenge to Perpetual's
management on account of its lending policies in the Agreement Area.

Frank Smith, Jr.
Chairperson Adams Morgan ANC
Chairperson Adams Morgan
Organization

Thorton W. Owen
Chairperson of the Board
Perpetual Federal Savings
and Loan Association

Stanley K. Williams
Chairperson Mount Pleasant ANC

Thomas J. Owen
President
Perpetual Federal Savings
and Loan Association
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Attachment PD

Before the

FEDERAL HOME LOAN BANK BOARD

Washington, D.C.

In the Matter of:

The Application of Perpetual Federal
Savings and Loan Association, Washington,
D.C. to establish a branch office at the
intersection of 18th Street and Columbia
Road; N.W., Washington, D.C.

MOTION FOR

EXPUNGEMENT OF BIASED FINDINGS AND RECOMMENDATIONS, 

A HEARING CONDUCTED BY AN UNBIASED HEARING OFFICER, 

AND SUBMISSION OF ADDITIONAL INFORMATION 

The Adams Morgan Organization (AMO), the Adams Morgan Advisory

Neighborhood Commission (Adam Morgan ANC), the Mount Pleasant Advisory

Neighborhood Commission (Mt. Pleasant ANC), Jean Smith, and Horace T.

Harris hereby request that the Federal Home Loan Bank Board (Board)

strike from the record the findings and recommendations of the officers

of the Federal Home Loan Bank of Atlanta (Atlanta Bank). The bias of

the Atlanta Bank officers reguires that the Board undertake this action.

Petitioners further request that the Board appoint an unbiased

hearing officer to conduct an unbiased hearing. At present, the re-

cord in this proceeding in regard to the applicant's lending policies

in the Adams Morgan and Mount Pleasant neighborhoods of Washington, D.C.

(hereinafter jointly referred to as the community) is inadequate. In

large measure this inadequacy is attributable to the bias of the Atlanta

Bank officer who presided at the hearing in this proceeding and failed

to develop necessary information.

Petitioners also request that the Board require the applicant to

submit additional information for the record.
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I. The record required for a proper finding in this proceeding. 

The Home Owners Loan Act requires the Board before chartering a
0 • • •

Federal S&L to find "a necessity for such an institution in the com-

munity to be served" and "a reasonable probability of its usefulness."

12 U.S.C. sec. 1464(e). That act also requires the Board in chartering

and regulating federal S&L's to give "primary consideration to the best

practices of local mutual thrift and home financing institutions."

12. U.S.C. sec. 1464(e).

The Board has incorporated the statutory chartering criteria of

"necessity" and "usefulness" in its branching regualtion. 12 C.F.R.

Sec. 545.14(c). The Board requires branch applicants to "indicate the

type and extent of services to be offered...describe the socio-economic

characteristics of the market area population (level of population,

median income, family size, etc.), and discuss how these characteristics

indicate the need for a savings and loan facility with the type and ex-

tent of services being proposed." FHLBB FORM 700 at 3.

Thus federal statute and the Board's own regulations require that

a full record be developed concerning the community's home financing

needs and the applicant's lending policies. In this undertaking the

issue of home financing needs is particularly complex because it may

require ascertainment of community values as well as social facts.

Ascertainment of such valves requires an examination of the attitudes of

community residents.

In this proceeding, community attitude is a central issue. Peti-

tioners have demonstrated that the great majority of the community's

residents desire to preserve the racially and economically intearated

nature of the community. For that reason they desire a financial in-

stitution that will adjust its lending policies to minimize the
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displacement of moderate and lower income persons from the community.

Yet the applicant claims that petitioners represent only a small

segment of the community's residents and that, in fact, the majority

of the community's residents support applicant's efforts to establish

a branch without adjustment of its lending policies. Perpetual's

Response of October 19, 1976 to AMO's Petition to Deny at 2. (Perpetual

Response). Statement Of Thomas J. Owen submitted to the Atlanta Bank

on November 9, 1976 at 11, 12. It is clear from the above that in

this proceeding community home financing needs cannot be ascertained

merely from examing social and economic facts, but also requires a

determination of the values and attitudes of the community's residents.

Moreover, where, as in Adams Morgan and Mount Pleasant, there is

strong need for particular home financing services, a full record on

the applicant's lending policies is particularly important. If the

applicant's lending policies do not meet these particular home financing

needs, then the applicant, in order to pass the test of usefulness and

necessity, must make reasonable adjustments.

Petitioners have demonstrated a substantial disparity between

the community's particular home financing needs and the applicant's

lending policies. Thus a record must be developed on the issue of

reasonable adjustments. In order to determine what adjustments can be

reasonably expected, the record must contain data to show the point

at which lending policies adjustments would expose the applicant to

undue risk.

Moreover, the federal civil rights laws and the Board's regulations

prohibiting discrimination in mortgage lending impose on the Board a

further obligation to develop a record concerning lending policies in

cases where the applicant's lending policies have discriminatory effects
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on a community's minority residents. 42 U.S.C. sec. 3601 et. seq.;

42 U.S.C. sec. 1981, 1982, Public Law _94-239. If the applicant's

lending policies have unlawful discriminatory effects in the community

prior to establishment of a branch, then the Board cannot properly

find "usefulness and necessity" in an expansion of the applicant's

scope of operations in the community.

Petitioners have shown that the applicant's lending policies

have a discriminatory effect. Thus these lending policies must be

subjected to the business necessity test as required by federal civil

rights laws and the Board's regulations. In order to apply that test

the record must contain data on the risks associated with less

discriminatory lending policies.

Even where the applicant's existing lending policies have no

unlawful discriminatory effects, the applicant's extablishment of

a new branch without adjusting its lending policies may generate

discriminatory effects. Thus, the Board's obligation to take affir-

mative action under Section 3608(c) of the 1968 Civil Rights Act

requires that the Board in this proceeding develop a full record on

the issue of alternative lending policies with less discriminatory

impact.

II. The role of the Atlanta Bank Officers in developing the record

required in this proceeding.

The Board has delegated to the officers of the Atlanta Bank

primary responsibility for developing a record in this proceeding.

William Branham, a Senior Vice President of the Atlanta Bank, ordered,

scheduled the time and location, and conducted the hearing held on
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on the application at the Atlanta Bank on November 9, 1976.

See 12 CFR Sec. 545.14(h), 556.5(a)(3). Mr. Branham also organized

and led a field investigation of the community that included interviews

of community residents to determine their attitude toward the appli-

cation. See 12 C.F.R. sec. 556.5(a)(3). Mr. Branham was delegated

authority to require the applicant to submit additional information

for the record, although he appears not to have exercized that authority.

See 12 D.F.R. Sec. 556.5(a)(2). Finally, Mr. Branham submitted to

the Board a summary and analysis of the proceeding and a recommended

decision. See 12 C.F.R. Sec. 556.5(a)(4). Carl Kamp, the President

of the Atlanta Bank, found On October 4, 1976 that the AMO Petition to

Deny of September 24, 1976 was not a "substantial" protest. See. 12

C.F.R. Sec. 545.14 (g)(4). (See. Appendix A).

The portion of the record submitted by the Atlanta Bank officers

will have a major impact on the Board's decision. Mr. Branham's

summary, analysis and recommended decision will greatly influence the

Board's judgement. In particular, the results of the field investigation

and survey of community attitude conducted under Mr. Branham's leadership

will be given great weight by the Board in its evaluation of a central

issue in this proceeding--the home financing needs of the community

and the attitudes of the community's residents. Additionally, the

finding by Mr. Kamp that the AMO Petition To Deny was not a "substantial"

protest will prejudice petitioners'right to seek judicial review of

the Board's final order in this proceeding.

The Atlanta Bank officers have also exercized control over the

A portion of the record submitted by the applicant. Perpetual has sub-

mitted in this proceeding only minimal and often misleading information
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concerning its lending policies. In spite of the inadequacy of Per-

petual's submissions, Mr. Branham failed to question Perpetual con-

cerning its lending policies at the hearing. It also appears that

neigher Mr. Kamp nor Mr. Branham have invoked their authority provided

by 12 C.F.R: Sec. 556.5(a)(2) to require the applicant to submit addi-

tional information.

III. The conflict of interest inherent in the delegation of authority 

to the Atlanta Bank officers.

The senior officers of the Atlanta Bank are selected, employed,

have their salaries fixed, and discharged by the Atlanta Bank's

board of directors. Although the Board (FHLBB) has authority to veto

the Atlanta Bank's selection of an officer, and in the case of the

President authority to fix a salary range, the officers of the Atlanta

Bank are very much creatures of the Atlanta Bank's board of directors.

, The Atlanta Bank's board of directors is composed of 14 directors;

8 directors elected by the S&L's located within the Atlanta Bank

Region and 6 public directors appointed by the Board.* Thus, the

majority of the persons who employ the Atlanta Bank officers are

elected representatives of the S&L industry. This relationship

results in an inherent conflict of interest whenever the officers are

involved in a dispute between on S&L and a community organization.

Where the officers are assigned primary responsibility for developing

*As of April, 1976, the Board had not even bothered to fill all of
the public director positions. FHLBB Journal, April 1976 at 77.

41,
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the record and making recommendations in such a dispute, this conflict

of interest cannot help but bias the record and the recommendations.

In order to appreciate the extent of this bias one need only consider

the reaction of the S&L industry were the eight S&L representatives on

the Atlanta Bank's board of directors replaced by the leaders of

neighborhood associations.

Moreover, the delegation of authority to the Atlanta Bank officers

results in a conflict of interest even where community organizations

have not intervened. As shown above, the Board has an obligation to

develop a full record on community necessity and usefulness in all

application proceedings. Clearly officers who are beholden to the S&L

industry cannot be expected to make vigorous efforts to develop a

record that might suggest that an applicant be required to adjust its

lending policies as a condition for approval.

The Board has attempted to legitimize this delegation of authority

by designating the Atlanta Bank officers as the Board's Supervisory

Agents. Thus William Branham, a senior vice president of the Atlanta

Bank, is referred to as a Supervisory Agent. Carl Kamp, the Atlanta

Bank's President, is known as the Principal Supervisory Agent. However,

the designation of the officers as "agents" of the Board represents

nothing more than the formal act of delegating authority ,to them to

process applications. Though nominally agents of the Board, the officers

are in fact still employees of the Atlanta Bank and the conflict of

interest remains unchanged.

IV. Biased actions of the Atlanta Bank officers in this proceedina.

The conflict of interest underlying the delegatiOn—Of authority

to the Atlanta Bank officers has been manifest in their biased actions

•
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in this proceeding. William Branham has made a number of procedural

rulings which indicate bias against petitioners. On September 17, 1976,

AMO filed with the Atlanta Bank a request for additional time in which

to file a statement in this proceeding. The request indicated the home

financing problems in the community and pointed out the inadequacies

in Perpetual's application. Yet Mr. Branham, claiming that the Board's

regulations did not authorize any extensions of the 30 day filing dead-

line, refused to grant the extension and did not offer to request

additional information from AMO pursuant to 12 C.F.R. Sec. 545.14(g)--

a means by which AMO could have submitted statements for the record

after the filing deadline.

Mr. Branham's refusal to provide additional time for AMO stands

in sharp contrast to his willingness to misinterpret the Board's regu-

lations in order to provide additional time for Perpetual. Perpetual

was required by 12 C.F.R. Sec. 545.14(g) to file its response to AMO's

protest within 15 days of the filing deadline for protestants. However,

Mr. Branham misinterpreted this regulation in order to allow Perpetual

a response period of 25 days after the filing deadline. Hearing 

before the Atlanta Bank on November 9, 1976 at 51,55.

On October 4, 1976 Carl Kamp ruled that AMO's protest was not

"substantial" and thus that AMO had no right to a hearing even though

the protest did, in fact, comply with the requirements :mumerated in

12 C.F.R. Sec. 545.14(g)(4). (See. Appendix A.) Yet threu days later,

on October 7, 1976, William Branham ordered a hearing on his own motion.

(See. Appendix B.) Since AMO was the only protestant of record,

ordering the hearing was clearly a tacit admission that AMO had filed

a "substantial" protest. At the hearing William Branham indicated that
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the Atlanta Bank officers never judged AMO's protest on its merits,

but rather acted on the assumption that a community organization by

its very nature could not file a substantial protest. Hearing at 68.

The position that a community group cannot file a "substantial" protest

is not supported by the language of 12 C.F.R. Sec. 545.14(g)(4). The

Atlanta Bank officers misconstrued the regulation in order to deny

AMO the opportunity, should AMO seek judicial review of the Board's

final order, to claim standing on the ground that the Board had found

its protest to be substantial.

William Branham's failure to consider AMO's views concerning the

scheduling of the hearing provides further evidence of bias. On October

7, 1976 Mr. Branham informed AMO that a hearing would be held, indicated

that it could not be scheduled until after October 19, 1976, and

requested that AMO advise the Atlanta Bank on or before October 19, 1976

as to a convenient hearing date. (See Appendix C.) AMO filed a statement

concerning the time and location of the hearing on October 19, 1976,

but Mr. Branham, contrary to his commitment, had already scheduled the

hearing at least a day earlier. Moreover, in scheduling the hearing in

Atlanta, Georgia, Mr. Branham disregarded the requests of AMO and other

community residents that the hearing be held in Washington, D.C. in order

to minimize the burden of participation by community residents.

Further evidence of bias is found in the manner in which William

Branham presided over the November 9, 1976 hearing. At the hearing,

Mr. Branham repeatedly questioned AMO concerning the nature of its organi-

zation and the basis for its opposition to Perpetual's application.

Hearing at 66, 67, 69, 83, 84, 87. vet Mr. Branham failed to question

Pexpetual concerning its loan policies. In fact, Mr. Branham eventually

88-032 0 - 77 - 9
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went so far as to endorse a totally misleading statement of Perpetual

concerning its lending policies. In rsponse to AMO's stated concern

that Perpetual provide more liberal financing on the more expensive

homes in the community, first Perpetual and then Mr. Branham implied

that this was a problem caused by the Board's regulations--a totally

erroneous suggestion. Hearings -t 86, 87. Since Perpetual's loan

policies are a central issue in this proceeding Mr. Branham's failure

to develop a record on this has fatally flawed the proceeding.

On November 19, 1976 William Branham led a four member team that

conducted a field investigation of the community in order to determine

the social and economic characteristics of the community's residents,

the housing stock, and, most important, the attitude of the community's

residents toward Perpetual's application. The investigation team con-

sisted of Mr. Branham, two other employees of the Atlanta Bank, and

an employee of the Board.

A key element of the field investigation was a street interview

of community residents to determine their attitude toward the application.

The Atlanta Bank had prepared interview forms that asked whether the

person interviewed was a resident of the community, whether he or she

had heard of Perpetual's application, and whether he or she wanted a

Perpetual branch in the community.

Chris Summers, a community resident, was approached and interviewed

by a woman member of the investigation team while walking down 18th

Street, N.W. in Adams Morgan. The team meLber read the questions on

the interview form and recorded Mrs. Summer's answers. At no time did

the team member ask Mrs. Summers whether Perpetual should change its

lending policies before entering the community.
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Alex Wright, another community resident, was stopped while

walking down 18th Street near Columbia Road and interviewed by

two members of the investigation team. The team members, a man

and a woman, stated that they were from the Federal Home Loan Bank

of Atlanta and that they were conducting a survey to determine whether

the community wanted Perpetual to build a branch office at 18th Street

and Columbia Road. They asked Mr. Wright to fill out the interview

form. Based on the type of questions asked Mr. Wright received the

impression that the team members were actually working on behalf of

Perpetual.

Thus, Mr. Branham's investigation team conducted the interviews

in a biased manner. The interview questions were phrased in terms of

whether Perpetual should establish a branch, not whether adjustment

of Perpetual's lending policies should be a condition for entry into

the community. No effort was made to determine whether community

residents desired a branch that would modify its lending policies in

order to minimize the displacement of moderate and lower income persons

from the community. The thrust of the interview was similar to the

question asked by Perpetual in its customer survey, "Do you favor

Perpetual establishing a new branch office at Columbia Road and

18th St. N.W., Wash., D.C." Amended Petition To Deny of Dec. 10,

1976 at J-2. Like Perpetual, Mr. Branham's investigation team avoided

the key issue and created the false impression that AMO had uncondi-

tionally opposed Perpetual's branch application. Amended Petition To 

Deny at 30, 31.

Emil Summers, another community resident, was also interviewed

while walking down 18th Street, N.M., in Adams Morgan. A male mamber

of the investigation team stated that he was from the Federal Home Loan
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Bank of Atlanta and asked Mr. Summers whether Perpetual should be

allowed to build a branch at 18th and Columbia Road. Mr. Summers

stated that he was opposed to the branch. The team member then asked

Mr. Summers whether he had ever been associated with AMO. Mr. Summers

replied yes. The team member then terminated the interview and did

not fill out the interview form. Thus, Mr. Branham's investigation

team excluded from its survey data the response of a community resident

who opposed Perpetual's application.

V. Elimination of Bias from the record 

As shown above this proceeding has been flawed by the bias of

the Atlanta Bank officers. This bias has directly injured petitioners

and has violated their right to due process under the 5th Amendment

and Sec. 558 of the Administrative Procedure Act.

In order to remove this bias the Board must strike from the

record the work product of these officers. Thus, the Board must

strike the findings of the field investigation conducted by Mr. Branham.

The Board must also strike the recommended decision, summary and

analysis of relevant information provided by Mr. Branham. Finally,

the Board must strike Mr. Kamp's finding that AMO's protest was not

"substantial".

Moreover, the hearing held at the Atlanta Bank was inadequate

due to the bias of the presiding officer, Mr. Branham. Thus, the

Board must order another hearing to be conducted by an unbiased hearing

officer. The unbiased hearing officer should also be assigned respon-

sibility for conducting any field investigations and submitting the

recommended decision, summary and analysis of relevant information.

The unbiased hearing officer should also make a finding as to whether

AMO and the other petitioners have filed a "substantial" protest as



129

defined by 12 C.F.R. sec. 545.14 (g) (4).

VI. Development of an adequate record 

In addition to insuring that its proceedings are free from bias,

the Board has an obligation to develop a full record on all the relevant

issues. As petitioners have shown above, the disparity between

the community's home financing needs and Perpetual's lending policies

and the impermissible discriminatory effects of Perpetual's lending

policies are central issues in this proceeding. Thus the Board must

develop a full record on Perpetual's current lending policies and

alternative lending policies before it can properly take action on

Perpetual's application.

At present the record in this proceeding contains only scant

information concerning Perpetual's lending policies. The minimal

information submitted by Perpetual in its October 12, 1976 Response

To AMO's Petition To Deny and its December 21, 1976 Response To Amended

Petition To Deny is often misleading. In order to correct this defi-

ciency the Board must ask Perpetual to submit for the record the follow-

ing information:

(1) A copy of Perpetual's Mortgage Lending Manual (including

all instructions for loan officers).

(2) A detailed description Of Perpetual's policies concerning

loan to value ratios for mortgage loans on older prop-

ertieS and non-renovated properties located in the Adams

Morgan and Mt. Pleasant neighborhoods.

(3) A detailed description of Perpetual's policies concerning

single mortgage loans for both the purchase and rehabili-

tation (wrap-around mortgage loans) of properties located

in the Adams Morgan and Mt. Pleasant neighborhoods.
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(4) A description of the criteria used by Perpetual in

evaluating the credit worthiness of mortgage loan appli.cants,

including family income, net worth, and prior credit history

requirements.

The inclusion of Perpetual's Mortgage Lending Manual is

essential. It is not a self-serving submission and would provide

valuable evidence of Perpetual's lending policies. The submission of

information concerning Perpetual's financing of the purchase of

older and non-renovated residences and the rehabilitation of such

residences is critical given the nature of the housing stock in the

community. Since 79% of the community's housing units are in multi-

family buildings this should include should include policies on multi-

family residences as well as single fmaily homes. Finally, given the

predominance of moderate and lower income residents in the community

and the disproportionately high percentage of such residents who are

also minority persons, the submission of information concerning Perpetual's

credit worthiness criteria is essential.

VII. Improper delegation of authority to take final agency action. 

As discussed above, the Board has delegated authority to Atlanta

Bank President to determine whether protestants have filed a "substantial"

protest. The Board has also provided that the decision of the Atlanta

Bank President shall be final. 12 C.F.R. Sec. 545.14(g)(4)(ii).

As demonstrated by Mr. Kamp's decision in this proceeding, the Atlanta

Bank President exercizes significant discretion in applying the criteria

enumerated in 12 C.F.R. Sec. 545.14(g)(4)(1) to the facts of a particular

protest. Moreover, as stated above, the decision as to whether a protest

is substantial determines whether the protestant has the right to a

hearing and bears directly on the question of whether a community 
group
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protestant has standing to seek judicial review of a Board order.

Federal courts have held that the heads of federal administrative

agencies have broad power to delegate authority to their subordinates.

However, the delegation of authority to persons who are neither em-

ployees of the federal agency nor Civil Service hearing officers to

take final, non-reviewable agency action on a matter that substantially

effects the rights of participants in an agency proceeding exceeds the

bounds of permissible delegation. Thus, Mr. Kamp's ruling that AMO's

protest was not "substantial" cannot be viewed as "agency action."

Therefore, the ruling was in violation of Section 1461 of the Home

Owners' Loan Act which requires the Board to regulate federal savings

and loans and Section 558 of the Administrative Procedure Act which

requires the Board to set and complete proceedings.

Respectfully submitted,

Of counsel:
Jonathan A. Brown Louis J. Sirico, Jr.

Attorneys for Adams Morgan Organization
Adams Morgan Advisory Neighborhood
Commission
Mount Pleasant Advisory Neighborhood
Commission
Jean Smith
Horace T. Harris

Public Interest Research Group
1346 Connecticut Avenue, N.W.,Suite 419/
Washington, D.C. 20036

February 22, 1977
I certify that a copy of this motion was mailed to Thornton W. Owen,

Chairperson of the Board, Perpetual Federal Savings and Loan Association,

11th and E Streets, N.W., Washington, D.C. 20004. February 22, 1977

Louis J. Sirico, Jr.
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The CHAIRMAN. MS. Cincotta.

STATEMENT OF GALE CINOTTA, CHAIRPERSON, NATIONAL
PEOPLE'S ACTION

Ms. CiNcorrA. Thank you. Good morning, Senators.
I am here to testify on the need for and the components of a na-

tional reinvestment act. I address my comments to S. 406, the Com-
munity Reinvestment Act of 1977 that is now before the Senate
Banking Committee.
We agree fully with the concept that all financial institutions have

an affirmative obligation to meet the credit needs of all our citizens
and their neighborhoods. However, in order to accomplish the pur-
pose of community reinvestment, the act must contain provisions
that require all financial institutions—not just the institutions that
apply for some type of expansion authority—but all institutions and
the Federal regulators to undertake affirmative programs to meet
local credit needs.
I submit to the committee an amended bill containing such pro-

visions. I will cover in my testimony some high points of the amend-
ments.
The Community Reinvestment Act of 1977 begins with the premise

that many communities' credit needs are not currently being met.
Following that logic, Congress must recognize that many communi-
ties have historically been underserved. S. 406 should include pro-
visions that address the needs of the historically underserved areas
as well as assuring adequate credit opportunity for all communities.
The bill should therefore be amended to include underserved areas
as specific areas where credit needs are more acute and where finan-
cial institutions should place special emphasis on meeting those needs.
For the purpose of adequately and fairly serving the credit needs

of an entire community and particularly the underserved areas, a
financial institution must necessarily define a service area and an
affirmative marketing plan. Primary Service areas for savings and
loan institutions should be defined in the Act as that—
geographic territory which includes the areas in which the institution originates
80 percent of its loans and all other areas which are as close as or closer to the
association's facility as such areas.

Similarly, the term primary service area for commercial banks
should be defined in the Act as those areas—
from which the institution receives 80 percent of its consumer deposits and all
other areas which are as close as or closer to the institution's offices as such
areas.

And by that, I mean you should be able to draw a full circle, if 80
percent of the institution's loans are outside, and if the institution
can make a judgment that far out of an area a full circle from that
should be drawn around the institution that it should be servicing.
In applying definitions of loans and consumer deposits, institutions

must define them for the entire institution, not on a branch by branch
basis.
The underserved areas which require affirmative marketing pro-

grams should be defined in the act as—

•
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census tracts, or aggregate of census tracts within the PSA, which are charac-
terized by minority or racially changing populations, lower income households, or
an older housing stock.

Also, the home mortgage disclosure data could be used as areas that
are seen as serving minimal loans.
In order for the regulatory bodies to determine that the financial

institutions are cooperating in providing for meeting the credit needs
in these underserved areas, the Act must mandate that the regulators
require financial institutions to develop and implement compre-
hensive, affirmative marketing programs, and submit annual per-
formance data.
The Community Reinvestment Act correctly assumes that there

is a demand for mortgage credit in every community. Discouraging
this demand has been a prime activity of financial institutions who
would rather invest depositors' and public monies in real estate in-

* vestment trusts, or marketing loan packages for suburban tract
developments. Exploding the myth of lack of demand should be
another prime concern of the reinvestment act.
Requiring affirmative marketing is one way, but it is critical that

the Community Reinvestment Act prohibit discrimination in the
quoting or application of conditions and terms, or in the case of
real property, the appraisal due to geographic location of the appli-
cant or the subject property.

Senators, what we are talking about when we say reinvestment
is not requiring financial institutions to purchase homes, apartments,
or businesses or make bad loans, but to make sound loans on equitable
terms, to neighborhood investors. One of the most insidious forms of
discouraging reinvestment is the variance of terms, conditions or
appraisal standards from one area to another.
In a recent discussion with an official of the U.S. League of Savings

Associations, we were reminded that, and I quote: "there are three
rules in appraisal—the first one is location; the second one is location;
and the third one is location." Further, when asked whether he did
not accept that appraisal decisions were highly subjective, he re-
sponded: "No; it isn't subjective. It is an honest effort to guess what's
going to happen !"
To allow this practice is to force private capital—savings--out of

the very neighborhoods the Community Reinvestment Act is con-
cerned about.
I would like to point out to the committee that the industry, while

talking lack of demand out of one side of their mouth, are talking
about coinsurance out of the other side. They admit to demand when
the topic comes around to the Federal Government subsidizing their
private institutions but they scream "there's no demand" when the
topic under discussion is lack of their services to the depositors, the
public and the community. As proof of demand, I cite three examples.
In 1975, the Center for Urban Affairs of Northwestern University

published a report that included a study on the conventional mort-
gage demand of one Chicago neighborhood, Logan Square. What the
report showed was that lack of conventional home mortgaging does
not reflect a lack of demand. In fact, conventional lending was re-
placed by federally insured mortgaging.
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The age of the structures was comparable to an adjacent com-
munity that was receiving conventional loans. Ninety-three percent
of the buyers in the area made relatively high downpayments, yet
received FHA mortgages, while 90 percent of the buyers in the
adjacent area made relatively low downpayments, and got conven-
tional financing.
The study concluded that race may have been a factor. There was

a higher percentage of Spanish-speaking buyers in the area of heavy
FHA lending. In addition, the study conclusions suggest that the
pattern of discrimination reflects the lenders' refusal to approve ap-
plications for conventional loans and/or the buyers' failure to apply
for conventional loans out of fear that they would not qualify. And
I've got copies of a Sun Times article quoting and listing some of the
buyers, one who offered to make an $8,000 downpayment on a
$16,500 home. Another one winning a bid on a $39,500 property, the
financial institution told them they would need $11,500 down, which
they had, and then after they won the bid, the institution told them
there must have been a mistake when they said they were going to
give them a mortgage.
Again, on the question of demand, the California Department of

Savings and Loan developed a comprehensive package of reinvest-
ment regulations that went into effect August 1976. During the first
3 months of the program, lending in historically underserved areas
increased at a greater per loan and per dollar amount rate than in
areas where redlining has not been a problem.
The four historically underserved Los Angeles communities of

East Los Angeles, Adams Park, Eagle Rock, and Pomona had in-
creases of 198 percent, 167 percent, 126 percent, and 70 percent, re-
spectively, in the number of loans made. The dollar amount for these
4 areas also increased, by 229 percent, 219 percent, 144 percent, and
126 percent, respectively. These communities' home lending pattern
contrasted with dollar amount increases in Beverly Hills of 48 per-
cent and Palos Verdes of 17 percent. It contrasted in number of home
loans as well. Beverly Hills increased only 15 percent, while Palos
Verdes actually dropped 15 percent during the same 3 months. As
I said, the demand is there.

Senators, the amendments I propose are critical if S. 406 is to be
a community reinvestment bill.
I have also brought a chart that deals with the data from the Home

Mortgage Disclosure Act of 1975 showing Chicago, Philadelphia and
Hartford, Conn., the shaded area of the pie is the city, the checkered is
the suburbs and the white piece is outside the SMSA. The first column
of the table is home mortgages, and the second column is home mort-
gages and home improvement loans. If you say, well, the suburbs have
newer buildings and the cities are older, they should be getting home
improvement loans. When you add the two figures together, the red
area is the city, the blue is the suburbs and the white is outside the
SMSA. And the third column is five units or more of nonowner occu-
pied loans and the picture for Philadelphia and Hartford is even
worse than for the Chicago area, and I think that it shows the reason
we really need to add to this Community Reinvestment Act bill, espe-

4



135

cially with it having that title—I'm afraid we might not get anything
else through Congress if we don't add it on this bill. Thank you.
The CHAIRMAN. Thank you, Ms. Cincotta.
[Complete presentation follows:]

PREPARED STATEMENT OF GALE CINCOTTA, NATIONAL PEOPLES ACTION

Good morning, Senators. My name is Gale Cincotta, and I am chairperson of
National People's Action.
I am here to testify on the need for and the components of a national reinvest-

ment act. I address my comments to S. 406, the Community Reinvestment Act of
1977 that is now before the Senate Committee.
I agree fully with the concept that all financial institutions have an affirmative

obligation to meet the credit needs of all our citizens and their neighborhoods.
However, in order to accomplish the purpose of community reinvestment, the Act
must contain provisions that require all financial institutions—not just the insti-
tutions that apply for some type of expansion authority—but all institutions and
the Federal regulators to undertake affirmative programs to meet local credit
needs.
I submit to the Committee an amended bill containing such provisions.
I will cover in my testimony some high points of the amendments.
The Community Reinvestment Act of 1977 begins with the premise that many

communities' mortgage credit needs are not currently being met. Following that
logic, Congress must recognize that many communities have historically been
underserved. S. 406 should include provisions that address the needs of the his-
torically underserved areas as well as assuring adequate credit opportunity for
all communities. The bill should therefore be amended to include underserved
areas as specific areas where credit needs are more acute and where financial
institutions should place special emphasis on meeting those needs.
For the purpose of adequately and fairly serving the credit needs of an entire

community and particularly the underserved areas, a financial institution must
necessarily define a service area and an affirmative marketing plan. Primary
Service areas for savings and loan institutions should be defined in the Act as
that "geographic territory which includes the areas in which the institution
originates 80% of its loans and all other areas which are as close as or closer
to the association's facility as such areas."

Similarly, the term primary service area for commercial banks should be de-
fined in the Act as those areas "from which the institution receives 80% of its
consumer deposits and all other areas which are as close as or closer to the insti-
tution's offices as such areas."
In applying definitions of loans and consumer deposits, institutions must define

them for the entire institution, not a branch by branch basis.
The underserved areas which require affirmative marketing programs should

be defined in the Act as "census tracts, or aggregate of census tracts within the
PSA, which are characterized by minority or racially changing populations,
lower income households, or an older housing stock."
In order for the regulatory bodies to determine that the financial institutions

are cooperating in providing for meeting the credit needs in these underserved
areas, the Act must mandate that the regulators require financial institutions
to develop and implement comprehensive, affirmative marketing programs, and
submit annual performance data.
The Community Reinvestment Act correctly assumes that there is a demand

for mortgage credit in every community. Discouraging this demand has been a
prime activity of financial institutions who would rather invest depositors' and
public monies in real estate investment trusts, or marketing loan packages for
suburban tract developments. Exploding the myth of "lack of demand" should
be another prime concern of the reinvestment act.
Requiring affirmative marketing is one way, but it is critical that the Com-

munity Reinvestment Act prohibit discrimination in the quoting or application
of conditions and terms, or in the case of real property, the appraisal due to the
geographic location of the applicant or the subject property.

Senators, what we are talking about when we say reinvestment is not requir-
ing financial institutions to purchase homes, apartments, or businesses or make
bad loans, but to make sound loans on equitable terms, to neighborhood investors.
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One of the most insidious forms of discouraging reinvestment is the variance of
terms, conditions or appraisal standards from one area to another.
In a recent discussion with an official of the U.S. League of Savings Associa-

tions, we were reminded that, and I quote: "there are three rules in appraisal—
the first one is location; the second one is location; and the third one is location."
Further, when asked whether he did not accept that appraisal decisions were
highly subjective, he responded that: "It is an honest effort to guess what's going
to happen !"
To allow this practice is to force private capital (savings) out of the very

neighborhoods the Community Reinvestment Act is concerned about!
I would like to point out to the committee that the industry, while talking lack

of demand out of one side of their mouth, are talking about coinsurance out of
the other side. They admit to demand when the topic comes around to the Fed-
eral government subsidizing their private institutions, but they scream "there's
no demand" when the topic under discussion is lack of their services to the
depositors, the public, and the community. As proof of demand, I cite three
examples.
In 1975, the Center for Urban Affairs of Northwestern University published

a report that included a study on the conventional mortgage demand of one
Chicago neighborhood, Logan Square. What the report showed was that lack of
conventional home mortgaging does not reflect a lack of demand. In fact, conven-
tional lending was replaced by federally insured mortgaging.
•The age of the structures was comparable to an adjacent community that was

receiving conventional loans. Ninety-three percent of the buyers in the area made
relatively high down payments, yet received FHA mortgages, while 90 percent of
the buyers in the adjacent area made relatively low down payments, and got
conventional financing.
The study concluded that race may have been a factor. There was a higher per-

centge of Spanish-speaking buyers in the area of heavy FHA lending. In addi-
tion-, the study conclusions suggest that the pattern of discrimination reflects the
lenders' refusal to approve applications for conventional loans and/or the buyers'
failure to apply for conventional loans out of fear that they would not qualify.

Again, the lack of demand proves to be a worthless argument given the exam-
ple of 70 individuals who recently bid at Chicago HUD "as is" sales for HUD
owned family homes. Each of these 70 bidders forfeited $500 in deposits because
private sector conventional lenders refused them loans.
Again on the question of demand, the California Department of Savings and

Loans developed a comprehensive package of reinvestment regulations that went
into effect August 1976. During the first three months of the program, lending
in historically underserved areas increased at a greater per loan and per dollar
amount rate than in areas where redlining has not been a problem.
The four historically underserved Los Angeles communities of East Los An-

geles, Adams Park, Eagle Rock and Pomona had increases of 198 percent, 167
percent. 126 percent, and 70 percent, respectively, in the number of loans made.
The dollar amount for these four areas also increased, by 229 percent, 219 per-
cent, 144 percent, and 126 percent, respectively. These communities' home lending
pattern contrasted with dollar amount increases in Beverly Hills of 48 percent
and Palos Verdes of 17 percent. It contrasted in number of home loans As well,
Beverly Hills increased only 15 percent, while Palos Verdes actually dropped
15 percent during the same three months. As I said, the demand is there.

Senators, the amendments I propose are critical if S. 406 is to be a community
reinvestment bill.

LS. 406, 95th Cong., 1st sess.]

THE COMMUNITY REINVESTMENT ACT OF 1977: AMENDED VERSION

(Proposed by National Peoples Action)

A BILL, To require financial institutions to help meet the credit needs of the communities
in which they are chartered

Be it enacted by the Senate and the House of Representatives of the United
States of America in Congress assembled,

SHORT TITLE

SECTION 1. This Act may be cited as the "Community Reinvestment Act of
1977".
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FINDINGS AND PURPOSE

SEC. 2. (a) The Congress finds that—
(1) regulated financial institutions are required by law to demonstrate that

their deposit facilities serve the convenience and needs of the communities in
which they are chartered to do business;
(2) the convenience and needs of communities includes the need for credit

services as well as deposit services; and
(3) regulated financial institutions have a continuing and affirmative obligation

to help meet the credit needs of the communities which they are chartered to
serve and the communities which fall within their primary service areas, but
which are underserved.
(b) It is the purpose of this Act to require each appropriate Federal financial

supervisory agency to use its authority when chartering, examining, supervising,
and regulating financial institutions, to encourage such institutions to equitably
meet the credit needs of the communities in which they are chartered and the
historically neglected communities within their primary service areas consistent
with the safe and sound operation of such institutions.

DEFINITIONS

SEC. 3. For the Purpose of this Act—
(1) the term "appropriate Federal financial supervisory agency" means—

(A) the Comptroller of the Currency with respect to national banks;
(B) the Board of Governors of the Federal Reserve System with respect

to State chartered banks which are members of the Federal Reserve Sys-
tem and bank holding companies;
(C) the Federal Deposit Insurance Corporation with respect to State

chartered banks and savings banks which are not members of the Federal
Reserve System and the deposits of which are insured by the Corporation;
and
(D) the Federal Home Loan Bank Board with respect to institutions the

deposits of which are insured by the Federal Savings and Loan Insurance
Corporation and to savings and loan holding companies;

(2) the term "regulated financial institution" means an insured bank as de-
fined in section 3 of the Federal Deposit Insurance Act or an insured institu-
tion as defined in section 401 of the National Housing Act;
(3) the term "application for a deposit facility" means an application to the

appropriate Federal financial supervisory agency otherwise required under Fed-
eral law or regulations thereunder for—

(A) a charter for a national bank or Federal savings and loan associa-
tion;
(B) deposit insurance in connection with a newly chartered State bank,

savings bank, savings and loan association or similar institution;
(C) the establishment of a branch or other facility with ability to accept

deposits of a regulated financial institution;
(I)) the relocation of the home office or a branch office of a regulated

financial institution;
(E) the merger or consolidation with, or the acquisition of the assets,

or the assumption of the liabilities of a regulated financial institution re-
quiring approval under section 18(c) of the Federal Deposit Insurance Act
or under regulations issued under the authority of title IV of the National
Housing Act; or
(F) the acquisition of shares in, or the assets of, a regulated financial

institution requiring approval under section 3 of the Bank Holding Company
Act of 1956 or section 408(e) of the National Housing Act;

(4) the term "primary service area" means:
(A) in the case of savings and loan associations, that geographic ter-

ritory which includes the areas in which the institution originates 80% of
its loans and all other areas which are as close as or closer to the asso-
ciation's facilities as such areas.
(B) in the case of banks, that geographic territory from which the institu-

tion receives 80% of its "consumer deposits" and all other areas which are as
close as or closer to the bank's facilities as such areas.
In applying definitions of loans and consumer deposits, institutions must

define them for the entire institution, not on a branch by branch basis. In no
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case shall the definition of the primary service area, as applied to this Act,

be extended beyond the boundaries of the United States, its territories or

properties.
(5) the term "consumer deposit" means a time or savings deposit or demand

deposit owned by one or more individuals in an amount equal to or less than the

current Federal Deposit Insurance Corporation and Federal Savings and Loan

Insurance Corporation insured limit.
(6) the term "loan" shall include all individual loans for mortgages, property

improvement, land purchase, construction, and business, as well as individual

consumer loans. It shall not include automatic extension of credit from revolving

charge accounts.
(7) the term "underserved areas" shall be applied to all census tracts, or

aggregate of census tracts within primary service areas, which are characterized

by minority or racially changing populations, lower income households, or an

older housing stock.
(8) the term "area" as it applies to primary service areas, underserved areas,

and areas subject to lending and deposit disclosure requirements of the Act
shall be comprised of one or more census tract.
(9) the term "census tract" shall be used as defined by the United States

Bureau of the Census.

COMMUNITY REINVESTMENT PROGRAMS AND PROCEDURES

SEC. 4. Each appropriate Federal financial supervisory agency shall develop
programs and procedures for carrying out the purpose of this Act. Such programs
and procedures shall include—
(1) requiring that in connection with an application for a deposit facility,

the applicant—
(A) delineate the primary service area for the deposit facility;
(B) analyze the deposit and credit needs of such area and how the ap-

plicant proposes to meet those needs;
(C) indicate the proportion of consumer deposits obtained from individ-

uals residing in the primary service area by the institution;
(D) demonstrate how the applicant is meeting the credit needs of the

primary service area in which it or its subsidiaries have already been
chartered to do business;
(E) demonstrate how applicant is meeting the credit needs of the under-

served areas within the primary service area in which it and its subsidiaries
have already been chartered and are already doing business;

(2) using, as factors to be considered in approving applications for deposit
facilities, the applicant's record in meeting the credit needs of the primary
service area in which it or its subsidiaries have already been chartered to do
business, and its proposal for meeting the credit needs of the primary service
area associated with the pending application;
(3) permitting and soliciting community, consumer, or similar organizations

to present testimony at hearings on applications for deposit facilities on how
well the applicant has met or is proposing to meet the credit needs of the com-
munities served by or to be served by the applicants or its subsidiaries; and
( ) requiring annual public reports from regulated financial institutions list-

ing, by census tract, the number, dollar amount and type of deposits and the
number, dollar amount and type of loans, both inside and outside of the primary
service area and the underserved areas;
(5) requiring for each institution an affirmative marketing program to ensure

that lower income persons, women and persons from minority groups, as well as
all persons residing in or owning property in, or operating a business within
underserved areas are the focus of special outreach efforts to meet their credit
needs;
(6) requiring that each affirmative marketing program be on file with the

appropriate federal financial regulatory agency and on file for public use at each
facility, and that such programs include as a minimum:

(a) market areas;
(b) media use;
(c) the focus of advertising, including sample advertisement and spots;
(d) the use of informational brochures posters;

•
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(e) (e) mortgage and other loan counseling programs, if any;
(f) working relationships with real estate brokers or other business and

professional persons likely to serve persons needing credit;
(g) delineation of budget and staff assigned to the affirmative marketing

program;
(h) defining specific populations within the underserved areas for special

outreach efforts; and
(i) setting annual goals;

(7) developing standards of service defining acceptable and unacceptable
levels of lending to underserved areas; and applying this standard to each in-
stitution and requiring that each facility post an evaluation in full view, make
copies available to the public at the simple cost of reproduction, and mail copies
of the evaluation to all depositors and borrowers;
(8) requiring all facilities to develop a pamphlet describing their underwriting

standards for all types of loans and requiring that each facility distribute this
pamphlet to each prospective loan applicant prior to initiating the formal loan
application process, and further requiring that each loan denial include a writ-
ten statement of the reasons for the denial, stating the precise standards in the
pamphlet upon which the decision was made;
(9) requiring that personnel in each facility when receiving verbal or personal

Inquiries about loans inform the inquirer of the requirement to make a written
application and limiting all other interchange prior to taking that formal ap-
plication to the reading of a publicly available written statement of a uniform
set of terms and conditions for loans of the type which are the subject of the
inquiry;
(10) requiring no discrimination in the quoting or application of conditions

and terms, or in the case of real property, the appraisal, due to the geographic
location of the applicant or the subject property, and informing all regulated
Institutions that whenever disclosure data or other records subject to examina-
tion by the agents of the financial regulatory agencies indicate variance of
terms, conditions or appraisal standards from one area to another, the burden of
proof falls on the officers of the institution to demonstrate in clear aand compel-
ling terms, and with objective evidence, that in that particular case, such a varia-
tion was necessary to avoid what can be demonstrated to be an unsound busi-
ness practice;
(11) developing from the deposit and loan disclosure data an inventory of un-

derserved areas and requiring that all applicants for relocations or branch
facilities apply to serve one or more of these areas or explain in detail, in their
application for another area why they could not locate a facility in any such
underserved areas;
(12) requiring of all applicants having existing facilities a Neighborhood Im-

pact Statement defining how the new facility being applied for will affect the
areas previously served;
(13) developing a system of annual reviews of the performance of regulated

institutions and, for institutions found to have unsatisfactory standards of serv-
ice, recommending disciplinary action based on the severity of the abuse; with
such action including, but not limited to, fines, the issuing of cease and desist
orders, the imposition of an implementation process for the affirmative market-
ing program, the restructuring of the composition of the governing board, and
the consideration of recommendations to the insuring agency to reconsider the
granting of insurance and/or the recommendation that the charter be revoked.

ANNUAL REPORT

SEC. 5. Each appropriate Federal financial supervisory agency shall include
in its annual report to the Congress a section outlining the actions it has taken
to carry out its responsibilities under this Act.

EFFECTIVE DATE

SEC. 6. Regulations to carry out the purposes of this Act shall be published by
each appropriate Federal financial supervisory agency, and shall take effect no
later than one hundred and eighty days after the date of enactment of this Act.
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CONVENTIONAL LOAN DISTRIBUTION IN 3 CITIES

An Ovevrview of Attached Graphs and Tables

In looking at the distribution of home loans for 3 cities, we see a repeated
pattern—high suburban lending, low city lending, and varying loan levels for
housing outside the metropolitan area.
CHICAGO: The four largest savings and loans and two largest banks jointly

made 75% of their conventional homeowner mortgage loans in the suburbs;
22% in the city, and nearly 3% outside tie metropolitan area. The pattern does
not even change when home improvement loans are added in. Chicago's portion
increases somewhat when larger unit buildings (5 or more units) and loans to
investors for 1-4 unit buildings (non-owner-occupied) are added in.
The pattern for PHILADELPHIA's six major lenders is similar for 1-4 unit

homeowner loans and home improvement loans. The figures for lending outside
the metropolitan area—much higher than Chicago—probably reflects the differ-
ence between Illinois unit banking and Pennsylvania branch banking. There is
no way, however, to determine how much of the loans indicated as "outside
metro area" are outside the state of Pennsylvania.
The most dramatic city vs. suburban lending is reflected in Hartford's figures.
It should be pointed out that closer analysis of each of these cities' data

shows great disparity in lending within the city. The blackened portion of the
"pies" that represents city loans does not represent equal distribution of loans
within the city (or within the suburbs). Particularly within the city, and in
some suburbs, there are numerous underserved neighborhoods that received little
or no money.
The figures and the charts on which they are based are only for housing loans,

the only kind of lending data required under the current Home Mortgage Dis-
closure Act.

NOTE.—All loans are loans originated by institutions. None are secondary or pur-
chased loans.

Also, figures on attached tables are in thousands of dollars (000s omitted).
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CHICAGO: Loan Distribution

by 4 Largest Savings & Loans and 2 Larges
t Banks

HOME MORTGAGES*

(1-4 units)

HOME MORTGAGES Plus

HOME IMPROVEMENT LOANS

OTHER LOANS

(Buildings over 5 units and

non-owner-occupied 1-4 units)

KEY:

• City

*does not include FHT

Suburbs Outside Metro Area

88-032 0 - 77 - 10
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CHICAGO: LENDING BY FOUR LARGEST SAVINGS AND LOANS AND TWO LARGEST BANKS 1975

Lender (assets)

Conventional mortgages
1 to 4 units

Home improvement loans
1 to 4 units

All loans (5 plus units) and
nonoccu pants 1 to 4 units

Hum-
ber Dollars

Per-
cent of
dollars

Hum-
ber Dollars

Per-
cent of
dollars

Hum-
ber Dollars

Per-
cent of
dollars

First Federal Savings & Loan ($1.82
billion)   2,888 105, 248 100 941 4, 156 100 137 10, 542 100
Chicago 993 27, 369 26.0 452 1,663 40.0 93 5313 50.4
Suburbs 1, 894 77, 852 73.9 487 2,487 59.8 44 5, 229 49.5
Outside 1 27 . 1 2 6 .2 0 0 0

Tatman Federal Savings & Loan
($1.29 billion) 3,758 109, 016 100 418 1,014 100 221 11, 899 100

Chicago 1,616 42, 955 39.4 231 508 50. I 192 7, 365 61.9
Suburbs  2, 129 65, 625 60.2 187 506 49.9 124 4, 338 36. 5
Outside 13 436 -4 0 0 0 5 196 1.6

Bell Federal Savings & Loan ($1.14
billion) 2, 065 82, 438 100 199 469 100 85 9, 295 100
Chicago 231 7,681 9.3 44 93 19.8 8 297 3.2
Suburbs  1,506 64, 874 78.7 142 346 73.8 40 7,652 82.3
Outside 328 9,883 12.0 13 30 5.4 37 1,346 14.5

St. Paul Federal Savings & Loan
($0.76 billion) 2, 218 73, 369 100 131 499 100 23 1, 673 100

Chicago 309 8,882 12. 1 25 87 17.4 6 411 24.6
Suburbs 1,909 64, 487 87.9 105 411 82.4 17 1, 262 75.4
Outside 0 0 0 1 1 . 2 0 0 0

Continental National Bank ($20.77
billion) 755 37, 830 100 21 50 100 0 0 0

Chicago 86 3,396 9.0 1 2 4.0 0 0 0
Suburbs 669 34, 434 91.0 20 48 96.0 0 0 0
Outside 0 0 0 0 0 0 0 0 0

First National Bank ($2.58 billion) 327 10, 993 100 241 563 100 0 0 0
Chicago 126 3, 465 31. 5 164 416 67.8 0 0 0
Suburbs 200 7,467 67.9 77 147 23.9 0 0 0
Outside 1 61 .6 21 51 8.3 0 0 0

Total 12,011 418,894 100 1,951 6,802 100 466 33,409 100

Chicago 3, 361 93, 748 22.4 917 2, 769 40. 7 299 13, 386 40. 1
Suburbs 8,307 314, 739 75. 1 1,018 3,945 58.0 225 18, 481 55. 3
Outside 343 10, 407 2.5 37 88 1.3 42 1, 542 4.6

Total cony, plus home im-
provement 13,962 425,645 100

Chicago 4,278 96, 517 22.6  
Suburbs 9, 325 318, 684 74.9  
Outside 380 10, 495 2.5

NOTES

Chicago data compiled and analyzed by National Training and Information Center (NTIC).
Deposit information is available by geographic area for only 1 of thEse lenders, First National Bank. Of all deposits,

76 pct come from Chicago and 24 pct from the suburbs.

yr:
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PHILADELPHIA: Loan Distribution

by 6 Major Lenders

HOME MORTGAGES*
(1-4 units)

HOME MORTGAGES Plus
HOME IMPROVEMENT LOANS

OTHER LOANS

(Buildings over 5 units and
non-owner-occupied 1-4 units)

KEY:

[11111City

*does not include FHA

Suburbs Outside Metro Area
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PHILADELPHIA: LENDING BY SIX MAJOR LENDERS JAN. 1, 1975 THROUGH JUNE 30, 1976

Lender (assets)

Conventional mortgages Home improvement loans Al! loans (5 plus units) and1 to 4 units 1 to 4 units nonoccupants 1 to 4 units

Per- Per- Per-Mum- cent of Mum- cent of Mum- cent ofber Dollars dollars ber Dollars dollars ber Dollars dollars

Metro Federal Savings & Loan
($0.29 billion) 568 16,322 100 95 277 100 15 331 100Philadelphia 298 7, 004 42.9 67 189 68.2 11 232 70. 1Suburbs 258 9,023 55.3 28 88 31.8 3 78 23.6Outside 12 295 1.8 0 0 0 1 21 6.3East Girard Savings & Loan ($0.24
billion) 380 10,554 100 1 2 100 38 4,438 100Philadelphia 200 4,493 42.5 1 2 100 36 4,382 98.7Suburbs 166 5,644 53.5 0 0 0 2 46 1.3Outside_ ____ 14 417 4.0 0 0 0 0 0 0Philadelphia Savings Fund Society
($3.95 billion) 3, 428 87, 345 100 20 94 100 11 *Philadelphia 1,458 26, 961 30.9 5 19 20.2 * 'Suburbs 1,089 34,890 39.9 1 9 9.6 * * *Outside 881 25, 494 29. 2 14 66 70. 2 * * *Western Savings Bank ($1.56 billion)__ 189 6,418 100 90 310 100 5 12, 435 100Philadelphia 34 813 12.7 18 51 16.3 0 0 0Suburbs 57 2,243 34.9 27 104 33.6 0 0 0Outside 98 3,362 52.4 45 155 50. 1 5 12, 435 100Philadelphia National Bank ($3.95
billion) 2,014 66,801 100 2,008 6,558 100 16 *Philadelphia 173 3,027 4.5 577 1, 500 22.9 ' *Suburbs 511 17, 455 26. 1 1,422 4,974 75.8 *Outside 1,330 46, 319 69.3 29 84 1.3 *Girard Bank ($3,64 billion) 178 4, 883 100 3,532 8, 110 100 3 7, 764 100Philadelphia 95 1,636 33.5 1,469 2,801 34.5 0 0 0Suburbs 80 3, 124 64. 0 1,980 5,083 62.7 2 6,720 86.6Outside 3 124 2.5 83 226 2.8 1 1,044 13.4

Total 6, 756 192, 323 100 5, 746 15, 349 100 61 24, 968 100
Philadelphia 2,258 43, 934 22.8 2, 117 4,562 29.7 47 4,614 18.5Suburbs 2, 161 72, 379 37.6 3, 458 10, 258 66.8 7 6,854 27.5Outside 2,338 76, 011 39.6 171 531 3.5 7 13, 500 54.0

Total Conventional plus Home
Improvement 12, 503 207, 675 100

Philadelphia 4, 375 48, 496 23.4
Suburbs 5,619 82, 637 39.8
Outside 2,509 76, 542 36.8

NOTES
Philadelphia data from "Where Our Dollars Go" by Northwest Community Housing Association.Three of these lenders purchased over $176 million in FHA loans made by other lenders. Philadelphia National Ban kalone purchased $151 million.
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HARTFORD: Loan Distribution
by 5 Major Lenders

HOME MORTGAGES*
(1-4 Units)

HOME MORTGAGES Plus
HOME IMPROVEMENT LOANS

OTHER LOANS

(Buildings over 5 units and
non-owner-occupied 1-4 units)

KEY:

City

*does not include FHA

Suburbs Outside Metro Area
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HARTFORD: LENDING BY FIVE MAJOR LENDERS, JAN. 1, 1975 THROUGH DEC. 31, 1975

Lender

Conventional Mortgages Home improvement loans
1 to 4 units 1 to 4 units

All loans (5 plus units)
and nonoccupants 1 to
4 units

Per- Per- Per-
Hum- cent of Num- cent of Hum- cent of

ber Dollars dollars ber Dollars dollars ber Dollars dollars

Hartford Federal Savings and Loan____ 936 29, 098 100 920 2, 232 100 15 429 100Hartford  84 1,771 6.1 123 296 13.3 7 182 42.4
Suburbs 638 20, 379 70.0 319 730 32.7 8 247 57.6
Outside 214 6, 948 23.9 478 1, 206 54.0 0 0 0

Society for Savings 621 20, 061 100 278 976 100 24 30, 055 100
Hartford 0 0 0 0 0 0 0 0 0
Suburbs 621 20, 061 103 278 976 100 24 30,055 100
Outside 0 0 0 0 0 0 0 0 0

Hartford National Bank and Trust 127 5,253 100 803 2, 536 100 3 649 100
Hartford  1 70 1.3 52 180 7. 1 2 306 47. 1
Suburbs 53 2, 127 40.5 299 869 34.3 1 343 52.9
Outside 73 3,056 58.2 452 1,487 58.6 0 0 0

United Bank and Trust 35 1, 219 100 89 565 100 0 0 0
Hartford 2 64 5.2 13 107 18.9 0 0 0
Suburbs 33 1, 155 94.8 76 458 81. 1 0 0 0
Outside 0 0 0 0 0 0 0 0 0

Connecticut Bank and Trust 294 9, 160 100 374 1, 165 100 0 0 0
Hartford 33 868 9.5 72 180 15.4 0 0 0
Suburbs 261 8,292 90.5 302 985 84.6 0 0 0
Outside 0 0 0 0 0 0 0 0 0

Total  2,013 64, 791 100 2,464 7,474 100 42 31, 133 100

Hartford 120 2, 773 4.3 260 763 10. 1 9 488 4.8
Suburbs 1,606 52, 014 80.3 I, 294 4,018 53.9 33 29, 645 95.2
Outside  287 10, 004 15.4 930 2,693 36.0 0 0 0

Total conventional plus home
improvement 4,477 72, 265 100

Hartford 380 3,536 4.9
Suburbs 2,900 56, 032 77.5
Outside 1,217 12, 697 17.6

NOTES

Hartford data collected by Education/Instruction, Inc., Harftord, Conn.; analyzed by National Training and Information
Center, Chicago.

According to research by Education/Instruction, the deposit source for these 5 institutions is: 3i of the deposits come from
the city of Hartford; 3. come from the suburbs.

[From Chicago Sun-Times, March 20. 1977]

How POOR LOSE OUT IN HUD AUCTIONS

(By Jerry DeMuth)

Dozens of Chicago families have lost hundreds of dollars each because lenders
have refused to finance homes they contracted to buy at U.S. Department of
Housing and Urban Development auctions.
"People go down there (to a HUD auction) expecting to get a bargain. Instead,

they get cheated," said one woman who, with her husband, wanted to buy a
three-bedroom home on 112th Pl. for $10,500.
Mr. and Mrs. Mahlon Mims made the winning bid on the home at one of the

auctions held by HUD to reduce its vast inventory of repossessed homes and
advertised as "purchase opportunities."
"We had the gas turned on so the city inspector could inspect the furnace,"

said Linda Mims. "Then we had the electricity turned on. Altogether, we had
put about $600 into the house." That was above the $500 the couple were required
to deposit when they bid on the house.
"We didn't know then we would have so much trouble getting financing. Banks

said they would gladly finance a new home or a home being sold by a private
individual, but not a home from HUD," she said.
The Mimses recovered their $500 deposit, but are bitter because "HUD is not

telling people they're giving refunds," Mrs. Mims said. She said she only knew
by talking to another HUD buyer.
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Many individuals complain HUD has not told them there were circumstances
under which they could get the deposits back. Others said they tried and failed
to recover the money.
Some 125 of 899 sales at HUD's first four auctions last summer were never

closed, and refunds were made in only 37 of those cases, according to figures
from HUD.
"Those auctions are a hoax," complained Mrs. Carolyn Morris, who sought to

purchase a three-bedroom home on S. State for $16,500. "They're another means
of exploiting poor people. They're not to help anybody but HUD."
She said she offered to make an $8,000 down payment on the house. "I figured

that if I made a reasonable down payment, anyone would finance it," she said.
But she was unable to find any institution willing, including those on a list

supplied to her by HUD.
"I called HUD about getting the money back," she said. "A woman told me,

'You knew you couldn't get the money back.'"
Mrs. Albert Porter and her husband transferred their savings from a neighbor-

hood bank to a major Loop bank when it promised financing, only to see that
bank change its mind. The Porters eventually lost their $500 deposit.
John Smylie, who made the winning bid for $39,500 on a three-fiat on King

Drive, also thought he had financing lined up. "They had asked for $11,500
down," said Smylie of a Southwest Side savings and loan association. "Then
after I put in my bid, they said no. They told me the man who had promised me
a mortgage had made a mistake. So we ended up losing $500."
"Individuals who try to buy these homes don't have a chance," said Lenore

Rodgers, a leader of the Metropolitan Area Housing Alliance that provided The
Sun-Times with a list it compiled of 46 persons who were not able to close
auction sales.
"These people can't get financing because banks are redlining these areas,"

Mrs. Rodgers said. "HUD knows this so they shouldn't take their $500 deposits."
John Davis, head of property disposition for the Chicago Area HUD office, said

the agency regularly grants extensions of closing dates and will refund deposits
"at the decision of the (HUD) Secretary on a case-by-case basis" for such rea-
sons as inability to obtain financing or vandalism to the home. "But we tell them
it's up to them to get financing," he added.

The CHAIRMAN. Mr. 1-Tolman.

STATEMENT OF CARL HOLMAN, PRESIDENT, NATIONAL URBAN
COALITION

Mr. HOLMAN. Thank you, Mr. Chairman.
Chairman Proxmire and members of the Senate Banking Commit-

tee, I hoped to be accompanied today by Mr. John Kelly, president of
the Midwest National Bank of Indianapolis, a bank which provides
much of its services to a predominantly central city clientele. Un-
fortunately, Mr. Kelly informed us late yesterday that urgent busi-
ness requires his presence in Indianapolis today. I will include some
of his comments.
It is always a pleasure to testify before this committee which has

been the birthplace in recent Congresses of some of the soundest and
most creative legislation designed to assist our ailing urban areas.
S. 406, the Community Reinvestment Act of 1977, is aimed at com-
plementing the fine work begun by your earlier mortgage disclosure
legislation. This new act highlights the almost neglected but abso-
lutely essential area of meeting local community credit needs which
is ofter overlooked in chartering new financial institutions. The con-
cept that financial institutions have an obligation to analyze and
respond to basic credit needs of the service areas in which they are
chartered is one we wholeheartedly endorse and applaud. We agree
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that a public charter conveys numerous economic benefits to the ap-
plicant who receives a semiexclusive franchise to do business in a
particular geographic area. It is only right, therefore, that this same
charter should mandate some degree of investment by the applicant
in this same geographic area.
While we are in complete agreement with the general concept and

intent of this legislation I would like to take this opportunity to
raise a series of possible consequences of the actual language as
drafted which, if not taken into account, may result in further dis-
investment in urban areas. I acknowledge in advance that I am
viewing what is intended as comprehensive legislation from a pre-
dominantly urban point of view. However, the possible cumulative
effects of the actual provisions of this bill urge me to suggest the
following considerations:

First: This act may actually retard early entrance by lending in-
stitutions into neighborhoods which are beginning to undergo sig-
nificant revitalization. It's very easy to get branches in once certain
other people who have been there have been pushed out. A thorough
analysis of the credit needs of an improving community, with the
attendant lending restrictions, may convince conservative lenders
that a later entry into the credit market is not only economically
justified but necessary. That is to say, the bank may not enter at the
time of considerable need, but rather when revitalization has essen-
tially been accomplished.
Second: There is the possibility that should a bank or branch focus

entirely on the credit needs of its local community, especially if it be
in an area having a relatively small deposit base with credit needs
disproportionate to its deposits, then the feasibility of pooling re-
sources through allocations from other branches may be impaired.
Third: This legislation may provide the necessary justification for

suburban banks and branches to restrict their loan portfolios to their
immediate local areas. This might cause such banks to feel little or
no obligation to provide creditworthy central city applicants with
loans and mortgages.
I realize that none of these possibilities need occur, but we have

talked with a great number of bankers as we were preparing to testify,
and I do think these are considerations that might be taken into
account.
In John Kelly's absence, I should like to share with you three of

his recommendations for banking incentives in keeping with the
purposes of this legislation.
I might say, in Senator Lugar's absence that Mr. Kelly came from

Citibank and is one of these minority bankers who has attempted to
establish and to operate a bank in an area which is underserved by
existing banks.
He suggests that regulatory agencies should permit banks to

maintain a reduced level of funds kept on reserve in some proportion
to the amount extended in credit to the local community.
Second: That a new classification should be established for Treas-

ury tax and loan payments for banks that meet the new credit re-
quirements which would allow them to keep treasury tax and loan
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payments on deposit for a longer period of time. This would also be
related in some proportion to the amount of credit extended in the
local community.

Finally: A more favorable borrowing rate—perhaps a percentage
point or so below the established borrowing rate of the Federal Re-
serve or the Federal Home Loan Bank would be granted when a bank
extending local credit is required to borrow for liquidity purposes.
For example, these community credits could be considered as col-
lateral for the Federal Reserve, for the Treasury tax and loan pay-
ments, or for increased liquidity.
Lest you think I'm masquerading as a banker, Mr. Kelly has

been kind enough to suggest that he 4i1l be pleased to submit in
writing to the committee whatever you may require by way of
further comment or clarification on his suggestions.

I'd like to take this opportunity to suggest again that this com-
mittee might consider perhaps in separate legislation the creation
of a Federal development bank which would provide hard and soft
loans for strengthening the economic life of urban areas. For some
time now the coalition has been urging the creation of such an in-
strumentality which would draw on the best experiences of entities
like the Export-Import Bank and World Bank and which would
strengthen the opportunities for more rational development in
management of land, housing, transportation, and job market re-
sources at regional and local levels. I'm encouraged that the new
administration seems ready to move in this direction, and feel that
appropriate legislative support from your committee would do much
to bring such facilities into being, which would particularly benefit
our older northeastern and north-central cities as well as many others.
We speak of changing neighborhoods in cities like our own, where

Capitol Hill is changing, as southwest Washington changed, as
Adams-Morgan is changing, and we're all for constructive change,
but we also believe that it should be possible to stabilize, conserve and
revitalize urban neighborhoods without dispossessing or dispersing
all of the residents already in place. We are now in the process of
conducting a survey of neighborhood revitalization and displacement
in 43 cities across the country. Our preliminary findings reveal that

• as middle class and more affluent whites are moving back into some
central city neighborhoods, minorities and white low income and
elderly residents are being pushed out, often into new urban or
fringe suburban ghettos. We are finding a crucial need to have gov-
ernment provide insured rehabilitation loans, as it already provides
insured mortgages, so that those who wish to remain in improving
neighborhoods may have the option to do so. I hope that the pro-
posed legislation may take us another step toward a better life and
better urban neighborhoods made available not only to the con-
ventional preferred loan risks and newcomers, but also to those who
have already invested in those improving neighborhoods a substantial
part of their life, their resources, and their hopes for the future.
Thank you.
The CHAIRMAN. Thank you very much, Mr. Holman.
The CHAIRMAN. MT. Schechter.
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STATEMENT OF HENRY SCHECHTER, DIRECTOR, DEPARTMENT OF
URBAN AFFAIRS, AFL—CIO

Mr. SCHECHTER. I appreciate the opportunity to appear before you
to present the views of the AFL—CIO on S. 406, the proposed Com-
munity Reinvestment Act of 1977.
The AFL—CIO supported the enactment of mortgage loan dis-

closure legislation to help combat redlining which denies credit for
home purchases in designated neighborhoods. That concept would be
extended by the proposed Community Reinvestment Act of 1977.
Much of the basic Federal legislation applicable to financial in-

stitutions had its genesis in iteactions to economic instability that was
set off or greatly aggravated by unwise operation of financial in-
stitutions. The disruptions caused by the financial panic of 1907 led
to the establishment of the Federal Reserve System to provide a
source of credit to the banks in times of liquidity crises. The great
number of bank failures and capital impairments of thrift institu-
tions in the late twenties and early thirties contributed greatly to
the massive economic dislocations of the Great Depression. This led
to the enactment of legislation between 1933 and 1935 which in-
cluded the establishment of the Federal Home Loan Bank System,
deposit insurance, interest rate regulation and various restrictions on
lending. These measures were designed to maintain the soundness
and continuing operation of the institutions, and to assure that
credit services needed for economic growth and stability would be
provided to residents and businesses in local communities.
The national scope of the aforementioned historic economic crises

represented the sum total of hundreds of community crises in which
the policies and subsequent conditions of financial institutions were
of strategic importance. The events of the early thirties established
beyond a doubt that an undue contraction of various credit services
is harmful to the community. This has been demonstrated in modern
times at the neighborhood level.
As pointed out in Chairman Proxmire's statement accompanying

the introduction of the bill, in the Congressional Record of January
24, 1977:
Those who obtain new deposit facilities receive a semi-exclusive franchise to

do business in a particular geographic area. The government limits the entry of
other potential competitors into that area if such entry would unduly jeopardize
existing financial institutions.

The Federal powers are exercised not only to protect stockholders,
and depositors who would be inconvenienced until they are repaid
under Federal insurance. Such protection against competition that
might cause failure of institutions is justifiable in large part because
the financial institutions are expected to continue to provide services
that will support the economic viability of the community.
It is appropriate and logical, therefore, that the Federal financial

supervisory agencies in accordance with the stated purpose of S. 406,
should be required to use their authority when chartering, examin-
ing, supervising, and regulating financial institutions to help meet
the credit needs of the local community in which they are chartered,
consistent with the safe and sound operation of such institutions. The
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nub of the matter probably lies in the concluding clause "consistent
with the safe and sound operation of such institutions".
The usual explanation by a local financial institution of a re-

luctance or refusal to extend credit in all or part of a local business
or residential market area is that risk of loss is too great in light of
the outlook for economic viability of that local area. There is no need
to go into a lengthy detailed explanation of how the adoption of
policies based on such prognostications by lenders in a market or
submarket area often become self-fulfilling prophecies.
The question is the basis on which the risk judgments are made.

Supervisory agency examiners of financial institutions are concerned
with the status of loans that were made; they were not concerned
with loans that were not made, and why such loans were not made.
There is a need for a record that would enable a Federal financial
supervisory agency to judge whether the individual institutional as-
sessment of risk is or is not reasonable. Such a record would really be
necessary to implement subsection 4(2) of S. 406. That section would
require the supervisory agency to judge the record of an applicant,
for a deposit facility or deposit insurance or for a branch office,. in
meeting the credit needs of the primary savings service area in which
it or its subsidiaries have already been chartered to do business.
If the purpose of the proposed act is to be served, therefore, there

is need for a requirement that every applicant who applies for
credit, and whose application is refused, be provided with a written
reason for such disapproval, and that the financial institution main-
tain a file of copies of such refusal for examination by the supervisory
agency.
The past record of the ratio of aggregate loans made to deposits

received for a submarket area can be useful. Comparative ratios for
different institutions in a given local area would provide an initial
indication of which ones may have been serving the credit needs of
the community and which were not meeting such needs. More de-
tailed reviews of the operations of those with relatively low ratios
could then throw light on the merits of policies that were pursued.
Presumably, the regulatory agencies would obtain such data in order
to fulfill the requirements of subsection 4(1) (D).
On the other hand, it is questionable whether the estimates re-

quired of financial institution applicants under sub—section 4(1) (C)
should be included. It is difficult to see how the managers of a pro-
posed financial institution or branch facility could meaningfully
respond to subsection 4(1) (C) to indicate the proportion of con-
sumer deposits obtained from individuals residing in the primary
savings service area that will be reinvested by the lender in that area.
There is almost no way of knowing how large a demand for various
types of credit will emanate from residents and business people of the
local community, and how much of such a volume of credit could be
granted consistent with the safe and sound operation of such in-
stitutions.
This gets back to the question of risk, and the other side of the

coin, the rate of return from a loan that is commensurate with the
risk involved. There is no universal standard of judging risk, or in
establishing differences in risk that would justify differences in in-
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terest rates required on loans. Each institution really makes its own
judgment of risks, risk differentials, and returns to be obtained from
different investments. These factors weigh heavily in the determina-
tions by private financial institutions of allocation of their resources
for credit extension in their local communities and in other parts of
the country or the world.
When it turns out that judgmental errors have been made in as-

sessing risk, there are likely to be moves for Government bail-outs.
The tens of billions of dollars in loans to less developed countries

that were made by commercial banks were undoubtedly made in
anticipation of relatively high returns that would justify the risks
involved. With hindsight, it now appears that some of these loans
were of quite high risk and repayments are now doubtful. The
board chairman of one of the largest banks suggested a week ago
that international financial institutions should enlarge existing public
credit lines or guarantees. Increased loans from international institu-
tions supported by the U.S. and other governments, might allow the
debtor nations to repay their private bank loans, while the public
institutions assume the high risk burden.
The foreign country loan experience raises a question which may

seem beyond the scope of this hearing and yet is related. Should such
past performance also be considered as detrimental to the provision
of local community credit needs and therefore act as a negative
consideration in applications for additional branches and deposit
facilities?

In general, shouldn't the record of past performance include a
review not only of the proportion of resources which were devoted to
meet local credit needs but also a review of the types of credit and
types of creditors who were served by the deployment of available
resources of the institution. How much of the credit resources coming
from local deposits was used to make loans to large corporations, or
foreign borrowers, to finance economic activity outside of the local
community, and was there a dearth of needed credit locally while such
credit extensions were being made?
We would suggest consideration of a requirement that the Federal

supervisory agencies, in implementing the purposes of S. 406, should
take into account the types of alternative uses of funds eleswhere,
and the extent to which such credit extensions affected the availability
of funds to meet local credit needs.
With the qualifications and changes that have been recommended,

the AFL—CIO supports the enactment of S. 406.
The CHAIRMAN. Thank you very much, Mr. Schechter.
Senator Tower has an opening statement.

OPENING STATEMENT OF SENATOR TOWER

Senator TOWER. Thank you, Mr. Chairman.
I apologize for having been detained and not being here to make

my statement at the beginning of the testimony which I'm following
with great interest.
I have some serious reservations about this Community Reinvest-

ment Act. I don't quarrel with the ends of the proposal and that is

mar



153

providing mortgage credit to creditworthy purchasers in the inner-
city areas. My main concern is in the manner in which this is to be
achieved.
This proposal would, as I read it, provide for a scheme of credit

allocation in our financial institutions. I think this could be detri-
mental and that it could disrupt the flow of mortgage credit in this
country. The overall effect could be to deprive the parts of the coun-
try that are short of mortgage capital from receiving surplus capital
that exists in other parts of the country and to what degree would
an institution be limited in purchasing mortgages for its portfolio
which are not originated within its so-called service area? To what
degree would an institution be limited from investing in securities
in GNMA, FRDMC or FNMA? Such an investment would not be
an investment in the community in which the lender is located but
such an investment is crucial in terms of providing mortgage credit
for the Nation as a whole.
I think a better approach to providing mortgage credit to the

inner-city is to encourage institutions to make loans in that area,.
Unless adequate services are there, such as good streets, schools, sani-
tation, police protection, fire protection, and so forth, a lender will
normally assume a higher risk in making a loan in such an area. I
would encourage such lenders to make such loans by providing them
with the assurance that should any losses occur they would share such
losses and not be 100 percent responsible for them.
I plan to introduce legislation in a few days which would provide

a program which would accomplish this.
S. 406 would require the Federal financial institutions regulatory

agencies to pressure commercial banks, as well as savings and loan
associations to use their consumer deposits for loans to borrowers
physically located in the same geographic areas in which the deposit-
accepting institutions are located. Such impediments to the free
functions of financial markets necessarily hamper the economic
efficiency with which those markets allocate credit.
From the standpoint of the welfare of the Nation as a whole, eco-

nomic efficiency is maximized if credit is given to those productive
borrowers willing to pay the highest interest rates after allowance for
risks. Now this is because those borrowers will use the available credit
for the most productive purposes. This is what enables them to pay
the highest interest rates. If Government sponsored credit allocation
is used to channel credit to other borrowers, it necessarily will use
the credit for less productive purposes and economic well-being of the
Nation as a whole will suffer.
Thus, S. 406 raises the basic question of what is the proper role for

financial institutions? Should commercial banks, for example, gather
deposits locally for lending to local borrowers or should they gather
deposits locally for lending to those borrowers, regardless of physical
location, able to use the funds in ways most beneficial to the welfare
of the Nation as a whole?
S. 406 .would also impose a considerable paperwork burden on

financial institutions and might force them to divulge competitively
important information and where they derive their deposits and
where they make their loans. Although this bill is administered by
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the Comptroller of the Currency, the Federal Reserve System's
Board of Governors, the Federal Deposit Insurance Corporation, and
the Federal Home Loan Bank Board, only the last agency mentioned
will testify at the hearings. Now this would appear to me to leave
a serious gap in the hearing record. It's crucial that adequate mort-
gage credit be provided to inner-city residents. There is sound ex-
isting housing stock that should and must be preserved. It would be
far cheaper to rehabilitate and preserve this stock than razing it and
building new units. Additionally, there are thousands of neighbor-
hoods that are presently stable that could be subject to decline and
decay unless adequate mortgage credit is made available for the
purchase of these homes and where necessary the rehabilitation of
them.
I look forward to the balance of these hearings and hope we will be

able to find some realistic and workable solutions to problems of
lack of adequate mortgage credit to our Nation's inner-cities.
Thank you, Mr. Chairman, and I ask unanimous consent that my

statement be placed at the appropriate place in the record prior to
the testimony.
The CHAIRMAN. Thank you, Senator Tower, and let me say quickly

in response to you, all the regulatory bodies were asked to give a
statement or to testify, as they will, and we have statements from
each of them that will be part of the record.
Senator TOWER. Good. I'm glad to know that they will be included.
The CHAIRMAN. I said before you came that this was not a credit

allocation bill and I certainly don't see it that way. Whatever we
can do to prevent it from being a credit allocation bill I want to do.
What this bill would do would be to try to make the banks more

sensitive than they have been in the past to their responsibilities to
provide for local community needs. Obviously, as was indicated by
some of the witnesses, the sanction is a relatively weak sanction.
You're not going to put a bank out of business if they don't loan
locally. You're not going to say you have to make certain loans at all.
What you're saying is when a bank—in fact, the effective way this
would work—when a bank wants to branch, one of the considerations
—one of the considerations in whether or not approval be given to
that is how well they have served their local community in the past,
what their track record is in this particular respect; and, of course,
if they can show that the community where they haven't made the
loans is not a community in which they could make sound loans I
think that would be a complete and adequate answer. But if you
have competing banks, one bank has a good record of making loans;
the other has not; in the local community, then preference would be
given under this legislation to the bank that has the better record
or the one that doesn't have such a good record if he has to come
forward with some kind of affirmative plan which they could show
in the future that they intended to make community loans.
Senator TOWER. Mr. Chairman, let me say again that I certainly

don't disagree with the objectives. My concern is the approach and
I think that in that connection we should consider various approaches
to the problem and I think the shared risk approach is one that
merits some consideration. I think we all have the same objective and
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I think that my record shows in my 16 years of membership on this
committee that although I'm generally perceived as a redneck reaction-
ary, that I have a fairly liberal record on housing and urban de-
velopment.
The CHAIRMAN. Well, the Senator has a fine record in very many

respects.
Senator TOWER. Would you put that in writing, Mr. Chairman?
The CHAIRMAN. I'm just hoping that the Senator will read the in-

teresting article in the Wall Street Journal this morning which
pointed out that the Republican Party is going to do their best to show
that they are not simply interested in the Fortune Five Hundred and
that they are looking—as a matter of fact, they are dying for an op-
portunity to show it. I think this bill is a perfect opportunity. I'd
like to hear ringing support from the minority side for the bill and
I think that would be an excellent step in the direction of showing
that 

Senator TOWER. I think we should seek a better way.
The CHAIRMAN. Very well. Mr. Nader, you put quite a bit of em-

phasis on revising section 4(C) of the bill. I think it's on page 5 of
the bill, the section that said, on line 14:
In connection with an application for a deposit facility, the applicant shall,
among other things, indicate the proportion of consumer deposits obtained from
individuals residing in the primary saving service area by the deposit facility
that would be reinvested in that area.

Mr. NADER. I believe it was section 4(C).
The CIIAIRMAN. I meant to say 4(1) (C). Is that the area you're

referring to?
Mr. NADER. Section 4(C) begins with "Permitting and encourag-

ing."
The CHAIRMAN. Well, this is on page 6, line 5, then:

Permitting and encouraging community consumer or consumer organizations to
present testimony at hearings on application for deposit facilities.

Mr. NADER. Yes, sir.
The CHAIRMAN. Would you give us a little more detail on that?

I wasn't able to follow your suggestions and it seemed 
Mr. NADER. The premise of this section is that excessive degree of

discretion is accorded to the banking agencies and, as you know, there
• are two recommendations. One, more specific standards controlling

that discretion which may be described as lassitude or total inaction
by the banking agencies; and two, that there isn't standing on the part
of community groups or interested individuals in the cachement area.
Without these provisions, the bill may in effect be administered into
nothingness by the banking agencies. You need the ability of com-
munity organizations to say to a banking agency, under this legis-
lation, you permitted the particular financial institution unbridled
discretion which resulted in the violation of the purpose of this
legislation and the standards which are in the statute or in the regu-
lation and we're going to take the agency or the bank to court to
require adherence to the standards so the purpose of the legislation
can be met.
The CHAIRMAN. What standing do consumer organizations have

now under existing law?
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Mr. NADER. It's unclear. I mean, they can appear at various hear-
ings, as they have, regulatory hearings, but I don't think it can be
said that they have standing to go to court at all, and their standing
administratively is fuzzy before the agencies.
Now you can imagine what would have happened if the public

didn't have standing to challenge inadequate environmental impact
statements in the envoronment area, and again citizens and en-
vironmental groups have challenged the environmental impact state-
ments and won in court where the court has ordered a particular
public or corporate facility to really perform in accordance with the
purpose of the ETA law and not just put together a lot of nonsense
in 400 pages with large margins and entitle it "Environmental Im-
pact Statement."
The CHAIRMAN. All right. Mr. Schechter, would you like to com-

ment on that, on providing a clear-cut, specific standing for consumer
organizations to, if necessary, go to court in order to participate?
Mr. SCHECHTER. As a nonlawyer, I agree they should have stand-

ing. I know there have been cases where such third party intervention
has been ruled out because consumer organizations don't have stand-
ing, and I think it would be desirable.
Mr. NADER. There has to be a difference between a resolution

of Congress and a legislative enactment, and if you don't have stand-
ards and you don't have standing, a law can be turned into a Con-
gressional resolution as far as Federal banking agencies are con-
cerned. They know how to do it. You give them an opening and they
will take it.
I think the analogy with the environmental impact statement cases

in the court is very apt. Where a pipeline company or refinery or
the Army Corps of Engineers did not do a specific and adequate
environmental impact statement, these institutions have been taken
into court and they have had to revise their performance.
I'm concerned that the very good purposes of this legislation can

be nullified because of the unbridled discretion which this legislation
gives to the Federal banking agencies.
The CHAIRMAN. Well, that's a very interesting recommendation. I

want to think about it. The analogy with the environmental impact
statement, of course, is not clean and clear. It's not precisely the same,
is it? The environmental impact statement you can simply stop a,
project that otherwise might proceed, whether it's a commercial proj-
ect or a governmental project. In this particular case, your notion is
that it might stop an agency from, for instance, permitting a bank to
branch because they have not complied with this particular section.
Mr. NADER. Yes. I think you have to take it to that conclusion.

Otherwise, there's no teeth whatsoever in the bill.
Suppose a financial institution puts forth a statement or a report

that fulfills the three or four criteria in this bill and it's ridiculous.
There's nothing there. It's just a lot of words. You have to have some
sort of standard which neighborhood people who are affected by that
financial institution can invoke before an administrative hearing and
in court. The last thing we want is a charade.
The CHAIRMAN. Mr. Holman, you expressed concern that this

bill might somehow encourage banks to put an even larger share of
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bill to prevent that?
Mr. HOLMAN. I think I was saying two things. One, that this

section in which they're supposed to do this thorough analysis might
wind up with their making the kind of analysis which says, well, the
deposit base in certain areas is relatively weak and for that reason
we're going to put less of our money and we have justification for
putting less of our loans into this area just on the basis of the fact
that we're making it perhaps as clear or stringent as we might make
it; that when such an analysis has been made, even if the deposit
base generally for those areas is pretty weak, it is still contingent
upon them to make loans to the people who are already residents of
that particular area.
The CHAIRMAN. You see, the reason I raise that question is because

the facts of life here are so stark and clear. You have a situation here
in the District of Columbia, for instance where the loans by banks
and savings and loan instiutions in the District are very light and
they make big investments outside the District in the suburbs in
mortgages and where they do invest in the District it's by and large
in the northwest section and the white section and they don't invest
in the inner-city. They don't invest in the black neighborhoods, with
some exceptions where one or two banks have done it and done ex-
tremely well.
Hr. HOLMAN. Yes. I have seen that.
The CHAIRMAN. SO I don't see how this could worsen the situation.

It's so bad now, I don't see how this could do anything but shift at-
tention to the neglect of the inner-city neighborhoods and the older
neighborhoods.
Mr. HOLMAN. I think that the concern that we have and some of

the bankers expressed the feeling as they looked at the law—now, it
might be true that you take some of the areas which have shifted,
like Capitol Hill—it may very well be that because a number of the
people already residents in there are low income people that the
amount of their deposits as against the amount of deposits of people
in neighborhoods which are more affluent would be such that the
bankers would feel, even under this law, that they are justified in
either putting less money into this area or making their loans to the
people who are now trying to come in.
The CHAIRMAN. What we found was that in case after case after

case, an S. & L. or a bank would be located in a downtown area and
the deposits coming from the local neighborhood, even though people
had modest incomes, were reasonably substantial. They loaned that
money outside in the suburbs overwhelmingly.
Mr. HOLMAN. Yes. I agree, but I don't know if you recall that some

months ago there was an application for a branch to go into I think
it was the Adams-Morgan area and this was fought by the people in
the area. People said, well, I wonder why. They were fighting it
because they were pretty sure that the reason for this branch coming
in now as that it was trying to attract the new people who would be
more substantial income who would buy out the folks who are already
there and those folks would then be unable to find adequate or suit-
able housing elsewhere.

88-032 0 - 77 - 11
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In other words, I think the act very well takes care of one kind of
problem, but we are also concerned about this.
The CHAIRMAN. You're right to be concerned. It seems to me what

you're concerned with, however, we can't really handle very well
under this bill or this kind of bill. You're concerned that neighbor-
hoods that are being revitalized, the poor people, the minorities and
elderly are often pushed out.
Mr. HOLMAN. Yes.
The CIIAIRMAN. And I, of course, share that concern and share that

concern very deeply. But isn't that a problem for housing policy to
set aside some restored units and build new units in the neighbor-
hood for the poor and for the elderly? My feeling is that we can't
reach that problem with this bill, but we have a lot of other ways.
Mr. HOLMAN. Gale has shown an interesting article from the Chi-

cago paper in which it's hard to tell whether what we're dealing with
is housing policy or a kind of conscious or unconscious collusion be-
tween HUD and the financing agencies. I don't know whether she'd
like to comment on that.
Ms. CiNcorrA. That's the article that I'm going to supply to you,

also. The way we put it in the amendments, we were trying to address
the kinds of problems that Carl was talking about, that the definition
of primary service area, if you could service—taking a pie, way out
areas, you can make judgments on putting loans in as far out in
suburban areas or wherever. That's where we came in with our defini-
tion of primary service area. You should be able then to draw a full
circle of where 80 percent of your loans are and service that entire
area, and the way we saw the amendment on this bill that would
address the problems of underserved areas so that there would have to
be an affirmative program.
I talked to the vice president of First National Bank and I said,

"How do you get so many loans outside the city?" And he said, "We
have six full-time men that meet with village managers, city officials
and builders and developers, and try to tell them we have money
available and we'll put loans out there and give credit to them." I
said, "How many do you have in the city of Chicago?" They had
none.
So we're trying to say if they can find a way to service the outlying

areas through our amendments, they should be able to come up with
an affirmative program that addresses itself to the inner-city also,
that that was aggressively going out there and finding loans and
that's with no branches, and yet they don't service the whole area.
They don't have anybody in the city of Chicago trying to put loans
in and say they are available. We tried to address that problem with
those amendments saying this is your entire primary service area and
you have to put an affirmative program in and if it's 6 men outside
the city, then you should have at least 12 people inside the city ag-
gressively packaging loans and making them available to all neigh-
borhoods.
The CHAIRMAN. I see. I think that is an interesting recommendation

that you have made.
My time is up. I will yield to Senator Heinz in a minute.
As I understand it, you suggest we go beyond merely requiring that

the banks serve the credit needs of their charter areas, that they have
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a special obligation to affirmatively serve the credit needs .of what
you called historically neglected communities within its service area?
Ms. CiNcorrA. Within their service area, right.
The CHAIRMAN. Like the affirmative action we have in the civil

rights program.
Ms. CINCOTTA. Right, and in labor relations. It wasn't good enough

to say we will hire minorities, you had to put a program together and
have disclosure to see how your program was working.
We see the Home Mortgage Disclosure Act as a monitoring tool.
The CHAIRMAN. Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman. I would like to compli-

ment the distinguished panel on their very helpful testimony.
Before I proceed with a few questions, I do want to make a couple

of brief comments about the legislation, which, it seems to me, aims in
a far too much neglected area, which is that of revitalizing, pre-
serving, and rehabilitating our existing neighborhoods. I know many
of the people at the witness table have been very active in that. I come
from the State of Pennsylvania, which has two very large cities,
Pittsburgh and Philadelphia, but many other medium-sized and
smaller towns, and I would like to emphasize that the problem of
neighborhoods is not uniquely a big city problem. It can strike just
as hard in rural areas, or in small- or medium-sized cities.
And I think the chairman's objective with this legislation is quite

consistent with recognizing that need. I think S. 406 provides us
with an excellent opportunity in fact to address, much more com-
prehensively than we have done in either the House or the Senate in
the years I have been in the Congress, the question of neighborhood
revitalization.

Therefore, I think the purpose of the legislation is indeed excel-
lent, although I am sure we will have some wrangles over some spe-
cifics in the legislation.
Two questions would appear to me to be quite important, though,

as we address ourselves to this question. The legislation really only
addresses the question of the role of financial institutions in how
they can be made more sensitive to the requirements of lending, both
to residential and small business entities in general in areas which
are thought to be neglected at the present time.
Now that is well and good. But I am concerned that there is no

linking mechanism here to try and sensitize or attract the interests of
local government officials. The adequacy of police and fire pro-
tection is important to a neighborhood. The sensitivity with which the
other needs of the neighborhood are serviced, garbage collections, for
example is important.
I am wondering if you would care to make any comments, per-

haps Ms. Cincotta would care to address this question of how, if at
all, we should attempt to link this legislation with getting local
officials more interested in paying attention to some of our neighbor-
hoods that are either deteriorating or could do so.
Ms. CINCOTTA. You also are going to be dealing with a bill called

the Neighborhood Preservation Act, that deals with Community De-
velopment Act money. We intend to testify on that.
We see that under that legislation cities through that act should

be servicing existing older neighborhoods, in capital improvements,
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rehabilitation loans and services. Today we are only dealing with
this one bill. But we see that need to earmark a portion of the CD
funds, under something we call double dollars, that the city would
put a portion of their funds for existing older neighborhoods and
the Federal Government would match that dollar for dollar.
The financial institutions would return investments, conventional

loans, through say this bill or other legislation, and it would start
to have the kind of impact that you are talking about.
What we have found, like in Chicago there is a project called Dear-

born Park. There was a conscious decision to revitalize the area, in
fact, build an area on the south side of the city.
When the lenders and developers started to put the package to-

gether, and as soon as the money was in place and the developing
pieced together, then the city, because the lenders had already made
the commitment, the city's Board of Education, who says they don't
have enough money for our neighborhood, said yes, we will build
new schools for that area, they will be in place, yes, the Park District
said yes, there will be a park within that area.
And probably nobody is ever going to know that that is a city

park, and should be used by everybody the way the plans are drawn.
But as soon as the lenders came in and were going to develop that

area, all of a sudden the city services are coming in.
And what is happening in our neighborhoods is that the lenders

have evacuated them in the form of loans, then we find the city serv-
ices, the Board of Education and the garbage and all of that have
an aftereffect. So if you could tie this bill with the community de-
velopment bill then you would find the return to the city, because the
lenders would be with the people saying we have made an investment
here, back it up with city services.
Senator HEINZ. I think you are addressing the point exactly that

I am trying to get at here.
I am reminded that in one of our cities, the city of Pittsburgh,

some of the community development money was set aside by the
mayor of the city for a low interest home improvement program,
which was made available consistent with some of the constraints,
some which we probably ought to change in the Community De-
velopment Act, for low and moderate income home improvement.
And the program utilizes existing financial institutions. By all

accounts, it has worked quite well.
I am not trying to sell you that particular program. But the point

is that the city chose to involve the same people this legislation aims
at, the financial institutions, in their policy for neighborhoods, and
there was a necessary close relationship between what the city ap-
proved in the way of subsidy payments for low interest loans, which
were obviously very helpful to some of the people in the neighbor-
hoods involved, and certainly got the attention of the banking com-
munity.
Ms. CINCOTTA. You have the neighborhood housing service program

also. We have four of them in the Chicago area. And our experience
has been that when the financial institutions make a commitment to
these neighborhoods, city services follow, the city puts in Community
Development Act money, they put the loan grants program in these

•



161

areas, they put the homesteading program in these areas, and it is
started.
But the catalyst is the financial institutions.
Senator HEINZ. The reason I press the point is there is a chicken

and egg question. While it may be true in Chicago that once the
financial institutions have made the investment the city services fol-
low, I wouldn't want to rely on it in every instance.
Ms. CiNcorrA. Tie the CD double dollars with it.
Senator HEINZ. Mr. Schecter.
Mr. SCHECTER. Senator, I believe in many areas the beginning of

an erosion of a neighborhood is a judgment by lenders that it is a
high risk, and it is easy for them to make that judgment, because
there is usually a suburban community development which obviously
is a much sounder judgmental risk.
But in many cases the judgment on the neighborhood is premature.
The chairman mentioned in his opening statement the Philadelphia,

banks that got together and started making loans in certain neighbor-
hoods. They changed their policy. Those banks started looking at
the individual square block, instead of the entire neighborhood. They
were able to find some blocks that were good. And they started look-
ing at the total income of the family, instead of discounting the
secondary workers.
Now they did that, and as a result I believe a large part of that

neighborhood is conserved, and they don't get into the self-fulfilling
prophesy business of having the neighborhood go down.
So I think that is what we have to sensitize the lenders to, and

perhaps educate them, in whatever way we can, so that before there is
a pullback on city services, and the cumulative effect comes into play,
that we can save neighborhoods.

Senator HEINZ. I don't think there is much disagreement on that.
point.
I would like to ask a further question. Now, Mr. Holman, on behalf

of Mr. Kelly, made some suggestion that there be some incentives for
the banks. I think Mr. Nader, perhaps Ms. Cincotta, said that they
didn't favor incentives. But you, Mr. Schecter, indicated in your
statement towards the end that perhaps there should be some form of
risk-sharing, which implies to me incentives.

• You likened the situation to he international monetary situation,
that private investment and public co-insurance.
I was wondering if you would care to comment on the three sug-

gestions of Mr. Kelly put forward by Mr. Holman, namely, regu-
latory agencies should be permitted to maintain a reduced level of
funds on reserve, a new classification should be established for Treas-
ury tax and loan payments, and, finally, a more favorable borrowing
rate at the Fed.
Mr. SCHECTER. All of these would, of course, result in marginal ad-

ditional financial benefits to the institutions which would get these
privileges. Lower reserves means more money can be loaned out, or
more tax and loan accounts means more money can be loaned out,
also at no extra cost.
I don't think we should be, in effect, bribing institutions to do what

they should be doing under their present charters, and the way they
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are given charters under Federal law, which says that they are sup-
posed to serve the credit needs of their communities.
So I don't think we should be giving them additional privileges

also.
Mr. HOLMAN. I can't speak for Mr. Kelly, and as I said, I would

like him to have the benefit of the questions which have been raised.
Mr. Kelly is one of a very small number of minority bankers who

have attempted to establish banks in neighborhoods which simply—
it is all very well to talk about what the other banks should be doing.
But they simply are not doing it.
In many cases we are dealing with areas in which branch banks

have left the community. And many of these banks will keep a branch,
they cover the keeping of the branch in what they consider "bad
neighborhoods" by a kind of pooling, in which they are able to say
the total, basically all of the banks are doing well by sharing what
might look like the sort of bad picture from a banker's point of view,
bad picture of this bank located in the poor neighborhood by their
other branches which are in neighborhoods which are more affluent.
It may be indeed true that it will be possible to get banks to do

what this bill wants them to do without any incentives at all if
the law is made strong enough. But we spent, with three of our
affiliates, three days in Pittsburgh looking at the Pittsburgh housing
services program many years ago, and I would suggest it would be
useful for you to look at that and see how different that is from the
program which the Federal Government is now supposedly copying
in other areas.
It is very true that the county cooperated in terms of code en-

forcement. It is very true that the city government provided services
in what had been an area which was going to otherwise be a decaying
area.
It is also very true that the community planners, the city planning

services, had never paid any attention to this neighborhood. They
asked for community planners, and those community planners went
out into the community to see what was happening.
Now we have got the community block grant Program, and in city

after city we are seeing that those community block grant funds are
not going into these neighborhoods, but are going into the neighbor-
hoods which have the greater political clout. And it is interwoven,
because on the very day we went up to visit one of the bankers in the
program, and he pointed out that they had discovered people in those
neighborhoods who qualified for bank loans, just as anyone else did,
there were others who would have to get a certain amount of assist-
ance. And he complimented himself and the others on that.
As we walked out into the bank, as we were going out, this young

man from the Pittsburgh housing services was there with a couple, a
rather elderly couple, looking disconsolate. I said "What is wrong?"
and he said 'We have just been turned down."
As you know, they have the lowest default record I think of almost

any neighborhood there. What had happened?
There was a new bank loan official there, and he knew nothing

about the plan, and all he knew was that regionally, geographically,
here was the area these people were coming from, and he did what
was the automatic thing.
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I think that the housing policies and the requirements that we put
on how the community block grants, which are now wide open to
be used in any way anyone chooses, I think all of these things do
relate one to the other.
I am very disturbed when I see mayors and businessmen getting

together and saying we need to develop economic development
programs for the cities, and they take $100,000 or more of community
block grant funds and set up an organization, as they have done in
two cities already, and no people from the neighborhoods are in-
volved at all in this.
So the things do interrelate. We are just trying to deal with the

things which are basically in this bill now.
Senator HEINZ. Mr. Holman, I thank you. I got a note saying my

time has expired. I don't wish to cut off debate 
The CHAIRMAN. Go right ahead. I think this is very useful ques-

tioning. Mr. Nader and Ms. Cincotta would like to comment.
Mr. NADER. I would just like to comment on the irony of this dis-

cussion, because the original concept of the savings and loans and
the mutuals was that they were to be controlled by the depositers, in
fact, not just in law. And they were to be responsive to the local
community, because of that local control.
Due to a whole series of evasive and technical maneuvers by

S. & L.'s and mutuals, including the assignment of the proxy when
you fill out your deposit card, that essential cooperative structure,
which if it was operating would make this legislation unnecessary, has
been destroyed.
Perhaps the committee may wish to pay attention to the original

design of the S. & L.'s and the mutuals on some later date, to see
whether the actual control of the depositors who put their money in
the bank can be reasserted as the basis for reviving the neighbor-
hoods.
I am brought to this observation at this point because I can see

how if we don't pay attention to this basic problem, which was the
original design of the S. & L.'s and mutuals many years ago, we will
gee into proliferation of programs that are supposed to somehow
intermesh and interlock, but which escape the basic principle of com-
munity or neighborhood power.
That is really the basic issue. When you combine the fact that

it is the neighborhoods' money that makes the existence of this de-
pository institution possible with the need to put real teeth into the
mutual and S. & L. concept, you might end up with a much much
better basic situation.
Ms. CINCOTTA. It really frightens me with these co-insurance bills

that are floating around the House, and I heard Senator Tower talk
about one in the Senate, the concept of that came out after the Home
Mortgage Disclosure Act was won and people had the right to look at
where loans were given.
What it basically says is that, without any proof of any risk, certain

areas should have lines drawn around them, they are special areas,
bad areas, that the people should pay higher interest, they should
pay insurance premiums, at least a minimum of 15 percent down
payment, with no perception of risk, rather than the institution just
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having to give loans in those areas like Mr. Nader said that they are
chartered to do.
When you talk to the trade associations for the S. & L.'s who are

promoting this, they say well, they are just not going to make loans
unless they are insured. I say all they will do is inflate the prices 20
percent and they will be 100 percent insured, instead of 80, and we
have another FHA program. If a person goes to a conventional
lender and they have a credit check and the home is checked out, and,
the only difference, you know, the only reason they can't get a con-
ventional loan is they have a lower down payment than required, then
they should automatically be given an FHA loan. The program is
already there. The lenders are coming up with these incredible
schemes with no basis in fact. I don't think in any one of our hearings
has any S. & L. or bank been shown to have gone under, been in
trouble by giving loans in those neighborhoods. Yet we read about
$15 billion, one-sixth of all the lending is going to Iron Curtain
countries. What collateral? Who inspected what? It is easier to get
a loan in Albania than on the West Side of Chicago. It is incredible
we get into these arguments. It is beyond me that the Congress doesn't
say you are chartered to give loans, you have to give loans, or you
lose your charter.
That is what they are supposed to do with the peoples' money. We

are going to probably have a debate on co-insurance, which doesn't
make sense.
Mr. NADER. I might add that appropos that New York Times series

a few weeks ago on the New York City banks going through the
Bahamas to make their loans, so they can escape New York City and
State taxes, we are going to see an added dimension as to the flight of
these loan funds. They have been fleeing from the central city to the
suburbs, they have been fleeing from Buffalo central city to Beverly
Hills, via an acquisition by one of the Buffalo banks.
Now we are going to see an increasing sophistication of inter-

national flight. That is why the chartering mechanism has got to be
very very seriously considered in terms of what are the conditions for
granting charters. As you get more multinational banks, as you get
more links between multinational banks and domestically based finan-
cial institutions, facilitated by the whole computer revolution, you
are going to see an excessive facility flight, which is going to chal-
lenge to the core the subject jurisdiction that this committee has.

Senator HEINZ. Thank you all very much. I know my 10 minutes
have doubly expired.
Thank you, Mr. Chairman, for your indulgence.
The CHAIRMAN. I want to thank you very much, Senator Heinz,

I think your questioning has suggested some lines along which we
can improve this bill.
I am told that the cities that have most effectively used CD Bloc

grants have leveraged their private loans with their CD funds.
And this bill, of course, would encourage that. In fact, we might

specifically provide language that would indicate that as one of the
elements to look for.
I also think we might add a section possibly recognizing elected

officials, as you say, along with community groups.

4



165

I don't want to lessen in any way, however, the standing and en-
couragement that we should give for consumer groups and com-
munity groups in this legislation.
I want to thank all of you. I thank Mr. Nader for emphasizing the

importance of putting some teeth in this bill by providing for
standing, so that suit can be brought.
That is a very interesting suggestion. We certainly want to at the

very minimum provide more standing for community groups in ad-
ministrative proceedings.
Thank you very much.
Our next four witnesses are the Honorable Carol Greenwald,

Commissioner of the Massachusetts State Banking Department; the
Honorable Lawrence Connell, Commissioner of the Connecticut
State Banking Department; Dr. John Marlin, Council on Municipal
Performance; and Mr. Conrad Weiller, Queens Village, Philadelphia,
Alliance for Neighborhood Government.
We are anxious to hear your testimony. We are delighted to have

you before us.
Please proceed.

STATEMENT OF CAROL GREENWALD, COMMISSIONER, MASSACHU-
SETTS STATE BANKING DEPARTMENT

MS. GREENWALD. We strongly support the legislation before the
committee, the Community Reinvestment Act of 1977. The criteria to
be used by bank regulatory agencies in granting bank charters and
branches should be clarified by legislation so that the public's per-
ception of convenience and needs, and not the banking industry's
becomes the basis of decisionmaking.
There is no substitute for this type of positive action. Loan dis-

closure and analysis will inform citizens, legislators and other public
officials as to where banks have not been making loans, where bank
disinvestment has already occurred. While disclosure will indicate
after the fact where reinvestment remedies may be necessary, it
is not preventive action.
There are at least two ways in which redlining practices can

be addressed without having specific congressional action to redress
the grievances of depositors in urban communities nationwide. One
is to make bank management more responsive to the communities
which they are chartered to serve. Among the large Boston savings
banks, for example, there are remarkably few trustees who are Boston
residents. If even a few of the trustees of each bank lived in these city
neighborhoods, it is doubtful that these institutions would continue
to reinvest only pennies for every savings dollar deposited.
A second extremely effective means of insuring that a financial

institution has and will continue to meet the credit needs of the
community which it has been chartered to serve is through periodic
review on the part of Federal regulators, as proposed in this legis-
lation.
In Massachusetts, we have administratively instituted many of

the provisions of this bill; we have done so in keeping with our
legislative mandate to regulate in the public interest.
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The department has held public hearings on every branch office
petition. Traditionally, regulators have notified only other financial
institutions in this manner, so that the infrequent hearings which
have been held have focused on the concerns of banks fearing new
competition, rather than on the needs of the public.
Community grouns that express an interest in bank branchings may

get on our mailing list to receive notices of hearings free of charge
their testimony is welcomed and often helpful. We have been con-
cerned that even our present notification procedures are inadequate
for eliciting relevant public comment.
That is partly because we don't believe that individuals actually

read the legal notices when the bank advertises there is going to be a
hearing on its branch petition.
We are therefore now in the process of drafting a new directive

on advertising notices to be given to the public. Rather than putting
the ad in the legal notices, we will be requiring banks to put an ad
where the bank normally places an ad in the newspaper for its
normal advertising. The bank must give the same information it
puts in the legal notice, namely, where the hearing is going to be,
where they want to branch to, and what time the hearing will be.
The ad should also have the bank's logo on it and be in large print.
And in addition, the bank must place in its lobby a large poster giving
this same kind of information. The poster will be similar to the kind
banks put in the window explaining the different interest rates the
bank pays on deposits.
Second: The Department has required letters reaffirming banks

commitment to serving the credit needs of the areas in which they
were chartered, before approving suburban branch petitions.
Massachusetts changed its branching law about a year ago. Be-

fore that, Boston banks coud not branch outside of their home office
county, which is basically the city of Boston. In the last year they
can branch within 15 miles of the city, which takes them to the
suburbs.
The first time that the department required such a letter of a

Boston bank, the Charlestown Savings Bank, the president's re-
sponse was that even though his bank was committed to the city of
Boston, in principle he objected to this kind of requirement, that he
should have to put in writing that he had a commitment to the city
in which he was chartered.
However, since we stuck to our guns, we have received that letter

and we have received similar letters from all of the banks that have
applied for a branch application, which I think is now seven banks
in the last year.
In addition to the general commitment that the banks will continue

to serve the credit needs of the city in which they were chartered,
we have asked for certain positive actions to be taken, depending on
what we were familiar with in that bank.
In one case we got a commitment that the bank would now make

mortgage loan applications available at all its branch locations. An-
other was asked to make a commitment to work with community rep-
resentatives in the older neighborhoods that it traditionally served,
and to seek local area members for its Board of Trustees.
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Most interestingly, another bank was granted permission to estab-
lish a suburban branch only after it renewed its commitment to a
branch in an underbanked neighborhood by relocating it to better
quarters, extending banking hours there, and offering the bank's full
range of services at the branch. This branch the bank had earlier
sought to close; a request which had been denied.
These are the kinds of actions that can be taken at the review

process, at a branch hearing by the regulatory agency.
Third: The Department has reminded institutions chartered in

urban areas that, if they are interested in petitioning the Department
for suburban branches, they must be prepared to document their
record of serving credit needs in the communities where they are
presently located.
Notwithstanding this statement, recently half of the cooperative

banks in the city of Boston—the cooperative banks are our state-
chartered savings and loan associations—declined an offer to join the
Boston Banks Mortgage Review Board.
This was a board created a little more than a year ago, made up

of three savings bankers, representing the savings banks in the city,
and 3 community leaders. The board meets every other week and they
review denied mortgage applications that have been forwarded to the
board. The department publicly responded by stating that we would
have to scrutinize very carefully any future applications for a
branch by banks which refused to allow the review board to review
their mortgage applications for possible redlining.
The 12 savings banks currently participating in the board protested

this statement and asked the department to retract it on the grounds
—I am going to quote extensively from the press release they issued
that—
this type of administrative action, even if within the legal powers of the Com-
missioner, is a poor way to go about securing cooperation. Such activities appear
to represent the Commissioner's price for an action she favors. This approach is
all too similar to those which characterized some of the behavior of the Nixon
administration as disclosed in the post-Watergate period. As Government func-
tionaries, they too used quasi-legal powers to pressure people into cooperating.
They too kept lists of "enemies", of those who disagreed with them. Such uni-
lateral actions, if continued, can only result in the withdrawal of many, if not
all, of the voluntary participants in this worthwhile effort to encourage greater
investment in housing in the City of Boston.

This statement meant to me that even those banks voluntarily par-
ticipating in the mortgage review board saw their commitments as
voluntary and did not see that serving the credit needs of their com-
munity was a legal obligation entailed in their charter, and therefore
insisting on such responsiveness to their community was a legitimate
action by the chartering authority.
I would hope that the proposed legislation would make this much

clearer, both to the banks and to regulatory agencies.
Finally: We are concerned that our interest in meeting the credit

needs of communities be institutionalized, and we are beginning to
require additional information from urban banks in their branch
applications as a regular matter.
Such information will cover such matters as, One: The bank's

description of socio-economic trends in the urban neighborhood it
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serves, the credit needs implied by such trends, and actions taken or
planned by the bank in order to respond to those needs.
Two: The description of the policies and practices that may affect

credit granting processes, such as the method of dealing with verbal
inquiries about mortgages, flexibility in handling home improvement
loan needs, and the choice between conventional or government in-
sured mortgages.

Finally: Any present variation in services available at different
branches.
The department has found the mortgage and deposit information

that we have compiled under the disclosure directives issued by our
office in 1975 and again in 1976 have been extremely useful. Unlike
the Federal Home Loan Bank Board's objections to a request by this
committee to compile similar information, we have found this infor-
mation to have high benefits, and to be capable of being put together
with very minimal costs.
I assure you, Senator, we have very minimal resources for research.
The only manner in which a regulator can ascertain how the

credit needs of a community are being served is to know how well
depository institutions are collectively serving that area. Mortgage
disclosure can provide a Federal regulatory agency with essential
information that could never be obtained from an individual bank
submitting a branch application.
For example, in a preliminary analysis of the mortgage information

disclosed by the Boston area banks under the State directive last year,
the department began investigating the reasons for the relatively
low number of residential loans granted by some banks in urban
neighborhoods over the one-year period.
At first we took the banks argument that there was low demand,

that these were neighborhoods where there was low volume home
sales, either because they are stable older neighborhoods, or there
wasn't a demand for mortgages in the area.
But we found there were a substantial number of home sales there

just wasn't a substantial number of bank mortgages being made in
the area.
Table 1 shows that in a substantial number of Boston neighbor-

hoods, bank mortgages are less than 50 percent of the home sales that
take place in that neighborhood. That is very interesting, because
bank financing is clearly the easiest and least expensive way of
purchasing a home. Using a private mortgage company with its
shorter maturity loans, and usually higher interest rates is much
more expensive.
The question then comes why are individuals choosing to go to

private mortgage companies rather than going to banks?
From our data on mortgage disclosure, we have received infor-

mation about applications received at banks. In table 2, you see that
in many Boston neighborhoods mortgage applications are less than
half of the home sales taking place in those neighborhoods.
So the neighborhood people have come to the realization that there

is no point in going to the bank, you are not going to get a mortgage
there, so they don't apply.
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Or—and this is what we are not sure of—they are not given an
application when they do walk in. That is a question we will. have on
the branch applications, about how do you handle verbal inquiries
on home mortgage applications or loans.
Our department's director of research, who is with me today .in

case you have questions about our specific study, was contacted earlier
this year by Mr. Gillespie, the Deputy Director of the Federal Home
Loan Bank Board, who inquired about our analysis of mortgage
loan disclosure information. In a letter dated February 1, 1977, she
explained to Mr. Gillespie what measures we found to be most useful
and how easily an analysis could be performed, even with limited
resources.

Considering the importance of analyzing this data to the vitality of
our nation's cities and the ease with which the pertinent information
can be obtained and analyzed, the lack of initiative on the part of the
Federal Home Loan Bank Board and other Federal agencies is
appalling. Some of the conclusions of our department's analysis
were summarized in testimony presented in support of an anti-
redlining bill now before the Massachusetts legislature. And I would
be happy to provide the committee with a copy of that testimony.
If you have any questions about that analysis, I have the director

of research here with me.
In conclusion, I believe that depository institutions do have an

obligation to serve their communities in an affirmative and responsive
way. This applies most emphatically to mutual thrift institutions by
the very nature of their charters and to commercial banks as well,
even though they have obligations to stockholders, because of the
fact that their charters are valuable public franchises. If depository
institutions are not fully responsive to their communities' needs,
application review process is an appropriate way for regulators to
find that out and to seek a quid pro quo for the public. We have
tried to represent the public interest in this way in Massachusetts
and other State bank reguators have taken similar actions, most
notably, Connecticut. The Community Reinvestment Act would
demonstrate to Federal agencies that Congress expects them to do
likewise.
[The complete statement of Ms. Greenwald follows:]

PREPARED STATEMENT OF CAROL S. GREENWALD, MASSACHUSETTS COMMISSIONER
OF BANKS

We strongly support the concepts embodied in the proposed Community Rein-
vestment Act of 1977, an act to encourage financial institutions to help meet the
credit needs of the communities in which they are chartered. The criteria to be
used by bank regulatory agencies in granting bank charters and branches should
be clarified by legislators so that the public's perception of "convenience and
needs" and not the banking industry's, becomes the basis of decision-making.
There is no substitute for this type of positive action. Loan disclosure and

analysis will inform citizens, legislators and other public officials as to where
banks have not been making loans, where banks disinvestment has already oc-
curred. While disclosure will indicate after the fact where reinvestment remedies
may be necessary, it is not preventive action.
There are at least two ways in which redlining practices can be addressed

without having specific Congressional action to redress the grievances of de-
positors in urban comunities nationwide. One is to make bank management more
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responsive to the communities which they are chartered to serve. Among the
large Boston savings banks, for example, there are remarkably few trustees who
are Boston residents. If even a few of the trustees of each bank lived in these
city neighborhoods, it is doubtful that these institutions would continue to re-
invest only pennies for every savings dollar deposited.
A second extremely effective means of insuring that a financial institution

has and will continue to meet the credit needs of the community which it has
been chartered to serve is through periodic review on the part of federal regu-
lators, as proposed in this legislation. In Massachusetts, we have administra-
tively instituted many of the provisions of this bill; we have done so in keeping
with our legislative mandate to regulate in the public interest.
(1) The Department has held public hearings on every branch office petition.

Traditionally, regulators have notified only other financial institutions in this
manner so that the infreqeunt hearings which have been held have focused on the
concerns of banks fearing new competition rather than on the needs of the
public. Community groups that express an interest in bank branching may get
on the mailing list to receive notices of hearings free of charge; their testimony
Is welcomed and often helpful. We have been concerned that even our present
notification procedures are inadequate for eliciting relevant public comment. In-
trested persons can easily miss the required legal advertisements and may not
know about our mailing list. Therefore, we are now changing our notification
procedures. We will require that notices of branch proposals be carried in local
newspapers in a manner similar to regular bank advertising, with larger print,
the bank's logo and all the pertinent information about the hearing, rather than
being lost in the small print of the classified ads page. Also, we will require ap-
plicant banks to post a similar notice in a prominent position in all of their offices.
(2) The Department has required letters reaffirming their commitment (from

urban banks) to serving the credit needs of the areas in which they were char-
tered, before approving suburban branch petitions. The first time that the De-
partment required such a letter of a Boston bank, the Charlestown Savings
Bank, the President replied that, while his bank was committed to serving
Boston, he thought that the Department's request in principle, was entirely
inappropriate. Eventually, this bank and four other Boston institutions for
which we have approved suburban branches have submitted such letters. In
addition to general commitments to maintaining services in inner city neighbor-
hoods, the banks' letters have in some cases contained an additional positive
Ingredient. For example, one bank assured us that it would make it possible for
mortgage loan applications to be filed at all its branch locations and another
made a commitment to promoting mortgage loans and working with community
representatives in the older neighborhoods it has traditionally served and to
seek more local area members for its Board of Trustees. Another bank was
granted permission to establish a suburban branch only after it renewed its
commitment to a branch in an underbanked neighborhood by relocating it to
better quarters, extending banking hours there and offering the bank's full range
of services at the branch—a branch that the bank had earlier sought to close.
These are all examples of affirmative action to promote community reinvestment
as part of the process of reviewing applications.
(3) The Department has reminded institutions chartered in urban areas that,

if they are interested in petitioning the Department for suburban branches, they
must be prepared to document their record of serving credit needs in the com-
munities where they are presently located.
Notwithstanding often repeated statements about these requirements, a few

weeks ago, 9 out of 18 cooperative banks in Boston (our state-chartered savings
and loans) refused an invitation to join the Boston Banks Mortgage Review
Board. The Board, voluntarily formed under the auspices of the Department
with a voting membership of three savings bankers and three community repre-
sentatives, meets every other week to review appeals from Boston hamebuyers
whose mortgage applications to participating banks have been denied. The De-
partment publicly responded by stating that, without regular review by the
Board of the banks' mortgage activities, the Department would have to "scru-
tinize very carefully any future applications for a branch by banks which refuse
to allow the Review Board to review their mortgage applications for possible
redlining." The 12 savings banks currently participating in the Review Board
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protested this statement and asked the Department to retract it on the grounds
that "this type of administrative action, even if within the legal powers of the
Commissioner, is a poor way to go about securing cooperation. Such activities
appear to represent the Commissioner's "price" for an action she favors. This
approach is all too similar to those which characterized some of the behavior of
the Nixon administration as disclosed in the post-Watergate period. As Govern-
ment functionaries, they, too used quasi-legal powers to pressure people into
cooperating. They, too, kept lists of "enemies"—of those who disagreed with
them. Such unilateral actions. if continued, can only result in the withdrawal
of many, if not all, of the voluntary participants in this worthwhile effort to
encourage greater investment in housing in the City of Boston."
This statement clearly indicates that even those banks who were participating

in the Mortgage Review Board saw their commitments as a voluntary action;
they did not see that serving the credit needs of their communities was a legal
obligation entailed in their charters and that, therefore, insisting on such re-
sponsiveness was a legitimate action by the chartering authority. The proposed
legislation would make this much clearer both to the banks and to the regulatory
agencies.

Needless to say, the Department refused to retract the statement about branch
applications. We do not see issues of credit needs, like redlining in the commu-
nities these banks are chartered to serve, as concerns which management can
refuse to address, particularly if they are petitioning to serve the convenience
and needs of the public elsewhere.
We remain concerned that attention to credit needs and banks' past perform-

ance be further institutionalized. To that end, we are beginning to require addi-
tional information from urban banks in their branch applications as a regular
matter. Such information will cover such matters as: (a) the bank's description
of socio-economic trends in the urban neighborhoods it serves, the credit needs
Implied by such trends and actions taken or planned by the bank in order to
respond to those needs; (b) description of policies and practices that may affect
the credit-granting process, e.g. method of dealing with verbal inquiries, flexi-
bility in handling home improvement loan needs, or the choice between conven-
tional or government-insured mortgages; (c) any present variation in services
available at different branches.
The Department has found the mortgage and deposit information compiled

under disclosure directives issued from our office in 1975 and, again, in 1976,
extremely useful. Unlike the Federal Home Loan Bank Board, which was asked
by this Committee to analyze the federal home mortgage disclosure data in
thirty metropolitan areas, the Massachusetts Banking Department has found
that such an analysis for the Boston SMSA can be made with minimal costs and
tremendous benefits. The only manner in which a regulator can ascertain how
the credit needs of a community are being served is to know how well depository
Institutions are collectively serving that area. Mortgage disclosure can provide
a federal regulatory agency with essential information that could never be ob-
tained from an individual bank submitting a branch application.
For example, in a preliminary analysis of the mortgage information disclosed

by Boston area banks under the State directive last year, the Department Inves-
tigated the reasons for the relatively low number of residential loans granted
by banks in some urban neighborhoods over a one year period. Initially we
thought that this might be explained by the low volume of home sales, that either
these neighborhoods were very stable with little turnover or that there were no
homebuyers interested in purchasing homes in these neighborhoods. What we
found was that there was a substantial number of home sales in these areas but
that many buyers were purchasing their homes without bank financing. In some
Boston neighborhoods like Jamaica Plain, North and South Dorchester. Roxbury,
South Boston, and the South End, five or more out of every 10 homebuyers pur-
chased their property without a bank mortgage (See Table 1).
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TABLE 1.—Bank financed home sales, percent of total residential sales
(July 1975 to June 1976) (table 5A)

Bank mortgages
as a percentGeographic area: of total

City of Boston: home sales
Roxbury _____ _____________ 20
North Dorchester  33
South End  50
Jamaica Plain  52
South Boston  52
West End   52
South Dorchester  56
Charlestown  61
East Boston  63
Roslindale  63
Back Bay  64
Hyde Park  66
North End   72
West Roxbury  79
Allston-Brighton  89

Older cities and urban towns outside Boston 1  73
Inner suburbs 2  83
Middle suburbs 3  83
Outer suburbs 4  78

list quartile-remaining areas.
2d quartile.

3 3d quartile.
4th quartile—Those suburbs are served somewhat less than other suburbs by Boston area banks, as they

are also served by banks outside the Boston area.

The Department then questioned why homebuyers in these neighborhoods con-
sistently obtained financing, at often greater expense, from other sources like
private mortgage companies. Did these homebuyers initially apply for a bank
mortgage and pursue these alternatives only after their bank mortgage applica-
tions had been denied? It appears that homebuyers in these areas are simply
not encouraged to apply .( See Table 2).

TABLE 2.—MORTGAGE APPLICATIONS COMPARED WITH RESIDENTIAL SALES (JULY 1975-JUNE 1976)

Geographic area

Number of mort-
gage applications
compared with Mortgage

residential sales applications Residential sales
(percent) (number) (number)

City of Boston:
Roxbury 32 86 266
North Dorchester 39 257 663
Jamaica Plain 41 106 258
East Boston 44 121 275
South Boston 48 120 250
Roslindale 60 175 292
South Dorchester 63 432 686
West End 66 89 134
Hyde Park 67 201 300
West Roxbury 69 200 292
Charlestown 72 111 154
Allston-Brighton _ 81 293 362
North End 84 79 94
South End 118 223 189

City of Lynn:
Lynn Center 55 134 245
Lynn East 58 170 293
Lynn West 75 201 267
Lynn Shore 92 70 76

Older cities and urban towns outside Boston 94 2, 391 2, 536
Inner suburbs 98 7,427 7,604
Middle suburbs 86 8, 451 9, 833
Outer suburbs 68 6,167 9,069

Total 80 27, 599 34, 499
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Our Department's Director of Research was contacted earlier this year by
Joseph W. Gillespie, Deputy Director of the Federal Home Loan Bank Board,
who inquired about our experience with analysis of mortgage loan disclosure
information. By letter dated February 1, 1977, she explained to Mr. Gillespie
what measures we found to be most useful and how easily an analysis could
be performed, even with limited resources. Considering the importance of this
problem to the vitality of our nation's cities and the ease with which pertinent
information can be obtained and analyzed, the lack of initiative on the part of
the Federal Home Loan Bank Board and other federal agencies is appalling.
Some of the conclusions of our Department's analysis to date and lessons from
our related experience were summarized recently in testimony presented in sup-
port of an anti-redlining bill now before the Massachusetts legislature. I would
be happy to provide the Committee wtih a copy of that testimony for the record.

CONCLUSION

I believe that depository institutions do have an obligation to serve their corn-
* munities in an affirmative and responsive way. This applies most emphatically

to mutual thrift institutions by the very nature of their charters and to com-
mercial banks as well, even though they have obligations to stockholders, because
of the fact that their charters are valuable public franchises. If depository in-
stitutions are not fully responsive to their communities' needs, application-review
process is an appropriate way for regulators to find that out and to seek a quid
pro quo for the public. We have tried to represent the public interest in this way
in Massachusetts and other state bank regulators have taken similar actions. The
Community Reinvestment Act would demonstrate to federal agencies that the
Congress expects them to do likewise.

The CHAIRMAN. Thank you very much, Ms. Greenwald.
Mr. Connell, I see you have a concise statement. I call your

attention to the fact that it is after 12 o'clock but I presume you
can give us that in a little over 5 minutes. Go right ahead.

STATEMENT OF LAWRENCE CONNELL, COMMISSIONER, CONNECTI-
CUT STATE BANKING DEPARTMENT

Mr. CONNELL. Yes, Senator. Thank you for inviting me to
testify before the committee on S. 406.
[The statement read by Mr. Connell, and the attachments for

the record follow:]

PREPARED STATEMENT OF LAWRENCE CONNELL, JR.

My name is Lawrence Connell. I am Bank Commissioner in the State of Con-
necticut. Thank you for inviting me to testify before the Committee on S. 406,
the Community Reinvestment Act. We endorse the Committee's interest in ad-
dressing the urgent national problem of comunity reinvestment by financial
institutions.

Briefly stated, S. 406 would require the federal banking agencies to specifically
consider both the deposit and credit needs of the particular community to be
served with respect to new charters, branches and other like applications. While
we believe that these criteria are usually considered in applications acted upon
by federal agencies, we must acknowledge that with the exception of the Bank
Merger Act, federal law' does not specify market criteria to be employed by the
federal agencies. Federal agencies have published procedural regulations that at

least refer to the general convenience and needs of the community to be served:

The Comptroller of the Currency has published policy statements on bank char-

ters, branches, conversions and other corporate activities. That policy statement

includes banking factors and market factors among its other components. The

thrust of the policy statement is directed towards the potential of successful

1 12 U.S.C. 26, 27, 30, 35 and 36, 12 U.S.C. 1816, 12 U.S.C. 321 and 323
2 12 CFR 42, 208 and 303

88-032 0 - 77 - 12
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operation of the particular banking facility from a profitability standpoint.Section II of the policy statements states with respect to branch applications:". . . The Office of the Comptroller of the Currency (OCC) encourages a bank-ing structure capable of fulfilling local, regional and national needs for bankingservices. In the interests of increased competition, service to the public and ef-ficiency, the OCC considers branching a desirable means of bank expansion . ."Nevertheless, there is a need for better understanding of the criteria employedby both state and federal regulatory agencies when ruling on bank structureapplications. In this regard, Connecticut statutes are no better than federallaw. We have attempted to remedy this situation by issuing statements from timeto time on policy issues that we believe to be important.
In Connecticut, a principal concern has been services to city residents and,in particular, convenient banking hours and food stamp sales. Some two yearsago, it had come to our attention that banking hours might have been more lim-ited in the city than in the suburbs. Moreover, food stamps, which are only soldthrough financial institutions in Connecticut, were not being made available on

a convenient basis. Exhibit I is a statement by the Banking Department that
expresses our concern about this matter. It announced a suspension of action on
branches while a study was made of these issues. Exhibit II revealed the results
of the study. It confirmed our concern that banking services were not as available
in the cities as the suburbs. The survey also noted an improvement in food stamp
services. Since then, Saturday and extended banking hours have also become
more available in the cities. This is an ongoing process in Connecticut. Exhibit
III is a release describing a recent follow up survey.

Additional services we feel are important include student loans and participa-
tion in state low and moderate income housing finance programs. Exhibits IV
and V describe our actions in this area. The latter exhibit specifically states:
". . . Banks and savings and loan associations enjoy protection from competi-

tion found in few other areas of business. Establishment of branches and new
institutions is carefully controlled. . . . In return for this protection, it is ex-
pected that the financial institutions will serve the needs of the public. Along
with convenient banking hours, deposit and other traditional banking services,
participation in the newer government sponsored programs is included in deter-
mining an applicant's potential for meeting the modern convenience and needs
test. . . ."

Therefore, with respect to S. 406, we believe that convenience and needs cri-
teria should be specifically included in all statutory provisions relating to struc-
ture decisions by primary regulators, i.e. with respect to national banks, federal
savings and loan associations and federal credit unions. On the other hand it is
the obligation of the state agency as the primary regulator for state chartered
financial institutions to address these issues within its sphere of influence. It is
somewhat more difficult for secondary regulators to effect the policy objectives
of S. 906 because they only have a veto power after the state agency has made
its decision. If the state agency is doing its job, there should be no need for the
Federal Deposit Insurance Corporation or the Board of Governors of the Federal
Reserve System to repeat the same procedure.

S. 406 is legislation that principally refines administrative procedures with
respect to structure decisions. It does address a need to more clearly inform the
public why and on what terms banking licenses will be granted. There is an
additional tool that has been provided in Maine to ensure that a financial insti-
tution serves its community. Section 255 of the Maine Code' permits twenty-five
or more citizens to require the bank regulator to conduct a hearing on whether
a particular institution is serving its community. I believe a similar statute
should be considered in federal law with remedial provisions for institutions
that are found to be inadequately serving their community.
In summary, when we speak of restoring our great cities we are speaking of

the quality of life there. Quality of banking services includes not just gross loans
or deposits but particular types of loans, convenient banking hours and needed
services. All these must be in the quotient that comprises convenience and needs.
In addition, the industry and public must be clearly informed of the criteria the
regulatory agency employs in arriving at its decision. Such is merely proper
government administration. Lastly, there must be a better .remedial mechanism
when an institution is found to have not served its community. Because entry

3 9-B MRSA 255
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by new competitors by reason of law or capital requirements is not often suffi-
cient or timely to deal with service needs, we must be prepared to do more.

Exhibit I
AUGUST 22, 1975.

DECISION

On April 15, 1975, the Norwich Savings and Loan Association, Norwich, Con-
necticut made application to the Bank Commissioner to establish a branch of-
fice at the junction of State Routes 12 and 138, Jewett City.

Protests against said application were filed by the Jewett City Trust Company
and the Jewett City Savings Bank. At the request of the protestants a hearing
was held on the protests and application on June 27, 1975, at which time the
applicant and protestants were represented. Evidence was submitted and testi-
mony taken at said hearing. A field investigation was conducted by an examiner
on April 30, 1975, and the findings of the field examiner were made available
to all parties.
After due consideration of evidence and data submitted in the application,

gathered on the field investigation and submitted at the hearing, I find the
application to be in the public interest and hereby approve said application on
the following conditions:

(1) That the branch will be established by July 1, 1976.
(2) That the overall expenditure to establish the office will not exceed

$160,000.
(3) That Norwich Savings and Loan Association offer food stamp sales

at said office.
(4) That Norwich Savings and Loan Association maintain Saturday bank-

ing hours as proposed in its application.

BASIS FOR DECISION

Norwich Savings and Loan Association, Norwich, Connecticut, made appli-
cation to establish a branch office in Jewett City, Connecticut, a borough of
Griswold, Connecticut, the latter having a population of approximately 8,000
persons. Located at the junction of Routes 12 and 138 the proposed branch is
considered to also serve to a greater or lessor extent the towns of Lisbon,
Sprague, Canterbury, Plainfield and Preston.

Competition is provided by a number of financial institutions but principally
from the two protesting institutions, the Jewett City Trust Company and the
Jewett City Savings Bank. The Jewett City Trust Company, founded in 1921
had total assets of $10,367,987 on June 30, 1975. It is a commercial bank. The
Jewett City Savings Bank was established in 1873 and had total assets of
$32,497,907 as of June 30, 1975. Under the branching laws of the State of Con-
necticut, Sections 36-59 and 36-129 of the Connecticut General Statutes, Gris-
wold is a closed town and no other commercial or savings bank may establish
a branch office in Griswold except by merger with one of the respective banks.
Therefore, insofar as branch offices are concerned, both protestants have en-
joyed a monopoly for many years. The entry of the Norwich Savings and Loan
Association into Griswold would provide the first new banking facility in over
50 years.
In passing upon a branch application the Bank Commissioner has broad dis-

cretion. Factors considered by the Commissioner include the general economic
conditions in the market area, the degree of competition, prospects for profitable
operations, adequacy of the capital structure of the applicant, adequacy of
the applicant's management, and the effect of the application on the soundness
of the banking institutions in the area. When measuring the degree of compe-
tition on the proposed market area consideration is given to the number and
types of services offered by competing financial institutions, the relative prices
of such services, the number and location of banking offices and their hours
of operation.
With respect to the proposed application consideration was given to the fact

that Griswold was closed to branch entry except by a savings and loan asso-
ciation. Furthermore, with respect to competitive services the applicant pro-
poses to offer Saturday banking hours, food stamp sales and in several cases
loans at a lower rate and on more generous terms than the protestants. Satur-
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day banking hours were not available in Griswold at the time of the application.
It is interesting to note that the protestant Jewett City Trust Company notified
this office on August 15, 1975, that it would offer Saturday banking hours
effective September 13, 1975.
With respect to any effect on soundness of the two protesting competitor in-

stitutions consideration was given to the fact that both experienced growth in
deposits over the past few years despite the existence of severe disintermedi-
ation in Connecticut and throughout the nation. For the past two years the
Jewett City Savings Bank has experienced the second largest deposit growth
record of all Connecticut savings banks. Its deposit growth for the first six
months of 1975 exceeded $2,800,000. The Jewett City Trust Company is a full
service commercial bank. In addition to services that may be offered by the
applicant, Jewett City Trust Company offers trust services, commercial loans,
demand deposits to corporations and municipalities, and payroll services to
businesses and municipalities. Although its growth has been less than Jewett
City Savings Bank, the Trust Company has been successful even though, by
choice, it limited its banking office to Jewett City. The Trust Company has
the financial resources to develop branch offices in other towns. The fact that
it has not elected to do so does not necessarily infer that it should enjoy in-
sulation beyond statutory protection from competition in the town in which
it maintains its office.
A significant portion of banking business of the residents of Griswold is

conducted outside of the town. The market area proposed by the applicant
includes a potential penetration throughout Lisbon, thirty percent of Sprague,
twenty percent of Canterbury and ten percent of Plainfield and Preston. Gris-
wold and the proposed market area are presently changing from rural farm-
land to residential communities drawing people who work as far away as New
London. Contrary to national and state trends, new housing permits have con-
tinually increased in the area over the past few years ranging from a low of
$756,300 for Griswold in 1972 and increasing to $2,108,300 in 1974.

Accordingly considering all the relevant factors and in particular the offering
of Saturday banking hours and sale of food stamps, the application appeared
to be in the public interest and was approved.

POLICY STATEMENT

The Banking Department has been concerned about several patterns in bank
services that have recently developed. First has been the lack of interest among
the financial institutions in offering the sale of food stamps. As of July 1975,
of the 176 financial institutions in Connecticut, only 36 offered food stamp
sales including only one thrift institution, Peoples Savings Bank of Bridgeport.
Norwich Savings and Loan Association would be the first savings and loan
association in Connecticut to offer this essential public service. Beyond the
fact that only a minority of the state's financial institutions offer food stamp
sales it has come to our attention that such service is further diluted by limited
banking hours for such sales particularly in the core cities.

Therefore, the Banking Department is conducting a survey of banking hours
by the financial institutions under its supervision with a view towards deter-
mining whether a pattern of economic discrimination might exist with respect
to banking hours in the core cities vis-a-vis the suburbs. Until that survey
is completed a moratorium will be in effect with respect to the approval of
applications for branch offices by state chartered financial institutions.

Exhibit II
Seeptember 29, 1975.

FOR IMMEDIATE RELEASE

The Banking Department has just concluded its survey of banking hours pro-
vided by state-chartered financial institutions in eight Connecticut cities andtheir surrounding suburban areas which shows an overall pattern of evening
and Saturday services being generally available to the residents of the suburbsbut not available to the same extent to the residents of the core cities. Cities
covered in the survey were Bridgeport, Hartford, New Haven, Stamford, Water-
bury, New London, Danbury, and Meriden—their selection was to provide a
statewide picture.
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The concern of the Banking Department has been that of providing equalized
services to customers in both urban and suburban settings; and as a result of
the moratorium placed on branch applications by Commissioner Lawrence Con-
nell on August 22, there has been noted a response on the part of banks all over
the state to reassess their priorities in terms of these special services. To date,
eighteen savings banks and six commercial banks have indicated their intention
to make substantive changes in their hours of operation.

Overall statistics reveal that on an aggregate basis of 150 core city banks or
branches, only 41 or 27% were open for banking business on Saturdays in the
core cities and 47 or 31% were open after 6 on at least one evening in the cities.
In suburban areas, 88 branches were surveyed showing 54% of such branches
open at least one evening per week. Saturday hours varied from city to city with
some areas bereft of any service at all.
In the City of Hartford, of 35 banking facilities in the core city, none was

found to be open on Saturday, and only eight were open after six p.m. on any
one evening. Of 58 suburban facilities, however, seven were open on Saturday
and 41 open after six p.m., or 70% of the total. Under these circumstances, it
would be very difficult for persons residing in the core city to conduct their bank-
ing business on Saturday or find an urban branch in the evening. Suburbanites,
on the other hand, although restricted as to Saturday banking, would have facili-
ties open during evenings throughout the week.
Other cities reveal somewhat different patterns but none provide comprehen-

sive banking services for either Saturdays or evenings. Of the banks surveyed
in New Haven and New London, neither urban or suburban branches were avail-
able for Saturday business. Evening hours in six banks were not available in
the City of New London and of ten suburban branches in that area, only two
providing evening banking hours. New Haven is just slightly better in providing
evening hours in the city; three out of 22 branches are open one evening, whereas
45% of the 33 suburban branches surveyed were offering evening hours.

Stamford has an equal percentage of banking offices open on Saturday of the
number surveyed-71%—but very limited evening hours in both urban and sub-
urban settings. Waterbury seems to be providing more services in the core city
both on Saturday and during evening hours of the banks surveyed-28% avail-
able in the city on Saturday and 76% available during evening hours, compared
with 7% and 53% in the suburbs. Bridgeport residents of bath urban and sub-
urban areas have a larger percentage of their banks and branches open on Satur-
days and evenings than any other city surveyed-52% and 70% respectively on
Saturday, and 33% and 57% during evenings.
The moratorium on branch applications addressed itself, also, to the problem

of limited number of financial institutions providing services to the public in
the sale of food stamps. Commercial banks have been providing such services
since the inception of the program in 1968, but the increased numbers of persons
receiving such assistance together with the limited hours of bank services had
made it very difficult for both the recipient and the banks themselves. In some
instances, the restrictions on hours when food stamps were available for pur-
chase or the limited number of personnel assigned to the function further exacer-
bated the problem. As of June 1, 32 commercial banks, one savings bank, and
three credit unions were selling food stamps. Inquiries and requests for applica-
tions to sell have been reported by the Director of the Food Stamp Program for
the Welfare Department by 17 savings banks, four commercial banks, nine
savings and loan associations, and one credit union, most of whom have re-
quested applications for inclusion in the program. The funding for such services
is shared on an equal basis by the state and federal governments; financial insti-
tutions are paid 491/2 cents per transaction, a cost which puts Connecticut on the
low side in terms of support.
The startling increase in number of households receiving food stamps over the

past year has been among the elderly, the disabled and blind, the working poor,
and the unemployed or underemployed. Households of these types receiving
assistance in June, 1974 were 16,173—in June, 1975; 30,589 or an increase of
89% in one year. During the same period, public assistance households "welfare
families" went from 28,808 to 30,213 for an increase of only 4.9%. The trend is
continuing to move in that direction. During the past three months, the per-
centage of increase in nonpublic assistance households, adjusted to a yearly
figure, the increase is 58%, whereas "welfare" households have increased only
1.8%. The steadily deteriorating economic situation has added persons whose
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need for such assistance has increased dramatically and the response of those
eligible has been overwhelming. Part of this change is also due to the efforts of
the administration to inform the public and to make it simpler to apply for such
assistance.
Those factors prompted Commissioner Connell to impose the moratorium to

point up the issue and the response from the financial community has been
gratifying. The moratorium has been lifted and branch applications are being
processed as rapidly as possible. Six applications have been approved this week
and eight more are in process of evaluation. Banking hours and variety and
quality of service will be among the criteria to be considered in branch
applications.

Exhibit III

For Release Friday, 25, 1977.

CONNECTICUT BANKING DEPARTMENT

The State Banking Department and the Department of the Treasury are con-
ducting a followup study to determine the availability of food stamp services to
the residents of the state. Field inspections will be conducted in New Haven,
Waterbury, Bridgeport and Hartford beginning March 1st. At least one field
study will also be made of a rural area of the state.
A moratorium on branch banking was imposed in the fall of 1975 in order to

encourage additional banks to begin to provide such services and to provide
extended hours of services to all customers particularly for those in urban areas
where evening hours and Saturday hours for banking were minimal. As a result
of that effort, 23 savings banks, seven commercial banks and one credit union
have been added to the available outlets for food stamp services bringing the
total in the state to 91. The addition of these financial institutions has not re-
sulted in distributing the services more evenly since the additional outlets repre-
sent only 10% of the transactions. Therefore, some banks still carry a heavier
volume than might be considered desirable from both the banks and clients point
of view. The purpose of the new study is to attempt to equalize the services
among the institutions and to determine if there are areas not presently being
served adequately.
Part of the problem stems from the hesitancy of some financial institutions to

cash public assistance checks because of past experiences with fraud. Legislation
has been introduced in the General Assembly which attempts to deal with this
issue.

According to figures provided by the Department of Social Services as of Jan-
uary, 1977, 29,012 households with 95,632 individuals on public assistance were
participating in the program. This figure represents over 97% of those who
applied. Others who were utilizing food stamp services, including unemployed
persons, those on social security, and families whose incomes permitted par-
ticipation, numbered 31,600 households and 83,961 individuals. These figures have
held rather steady for the past two years with those not on public assistance
dropping very slightly, possibly as a result of the slightly improving economic
climate.
The food stamp program which has been under attack in many areas of the

country has been handled exceptionally well in Connecticut due to the concern
of the administration for this important program of assistance to our citizens.
There has been an extremely small percentage of loss or misuse and the efforts
of the state agencies involved and the fine cooperation of the banking industry
has been largely responsible for this good record.

Exhibit IV

STATEMENT: NEW HAVEN SAVINGS AND LOAN ASSOCIATION DISAPPROVAL OF BRANCH
AT BOSTON POST ROAD AND LINDY STREET, ORANGE

On May 18, 1976 the New Haven Savings and Loan Association filed an appli-
cation to establish a branch office at the southwest corner of the Boston Post
Road and Lindy Street, Orange. This community of 14,700 population and
area of 17.6 square miles is currently served by three offices of commercial banks
and five existing or approved offices of thrift institutions. The per capita ratio
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per banking office in the town of Orange is 1837 as opposed to a state average
of 2661.
The New Haven Savings and Loan Association, established in 1890, has its

Main Office at 124 Temple Street, New Haven. This office is in the central busi-
ness district with limited on-street parking and no feasible way to provide on-
premises parking or drive-in facilities. The Association currently has two branch
offices, North Haven opened June 19, 1964 and Guilford established April 13,
1974. Due to the trend of the population to move to the suburban communities,
a portion of the growth of this institution has come from its branch operations.
The Association has savings and mortgage customers in the four town area of
Orange, Milford, West Haven, and Woodbridge and the proposed branch would
serve these existing customers and hopefully generate new accounts.
The New Haven Savings Bank made application for a branch office on Old

Tavern Road, Orange, April 29, 1976. This application received approval May 19,
1976. The savings bank site is one-half mile from the proposed location of the
New Haven Savings and Loan Association. A total of eight banking offices, ex-
isting or approved, are located within 1% miles of the proposed site, four of
these within 1/2 mile.
The New Haven Savings and Loan Association has not provided various con-

sumer services that are expected in today's market. In its application for a
branch office in Guilford, it is stated that the Association was adding educa-
tional loans to its services, but this has not been the case. The Association does
not participate in the student loan program. The Association does not partici-
pate in the food stamp program even though its main office adjoins an area of
low income residents of the City of New Haven. While it was stated that con-
sideration would be given to extended hours at the Orange office it is noted
that the main office and existing branches are open 9:00 A.M. to 3:00 P.M.
with the exception of Thursday when offices are open to 6:00 P.M. The drive-in
teller at Guilford is open to 4 :00 P.M. daily. The Association does not offer
Saturday banking hours.
The present mix of financial institutions in Orange includes three commer-

cial banks and five thrift institutions. The applicant does not propose to pro-
vide any services not currently available in the community and in some areas,
less than is provided by the competition. Projected deposits of $7,000,000 and
profitable operation at the end of the third year would appear to be overly
optimistic in this highly competitive area. Since the New Haven Savings Bank
was recently approved for a branch office in Orange, it would be premature to
inject still another branch office in the market area at this time.
Accordingly, after due consideration of evidence and data submitted with

the application and the field investigation report, the application is disapproved.

Eohibit V

STATEMENT : NEW HAVEN SAVINGS AND LOAN ASSOCIATION APPLICATION FOR BRANCH

AT BOSTON POST ROAD AND LINDY STREET, ORANGE, CONNECTICUT

On July 7, 1976, an application by the New Haven Savings and Loan Associa-
tion to establish a branch office at Boston Post Road and Lindy Street, Orange,
Connecticut, was denied by this office. In a statement of reasons and findings on
the application, it was noted that the proposed service area already had ade-
gaute banking facilities. The applicant did not propose any significant new
services.
On August 5, 1976, the applicant petitioned for a reconsideration of the appli-

cation and submitted additional evidence with respect to the proposed branch.
The application for reconsideration was published in Connecticut Banking De-
partment Bulletin #676 dated August 13, 1976.
In its application for reconsideration, New Haven Savings and Loan Associa-

tion disclosed that it had some 1,745 customers with $4,778,000 in deposits and
$5,101,000 in mortgage loans in the proposed branch market area of Orange,
Milford, West Haven and Woodbridge. The applicant considers the proposed
branch as a regional office to serve the above mentioned four-town area. New
Haven Savings and Loan Association also reported the loss of some 1,200 cus-
tomers in the last five years from the four-town area which is attributed to a
lack of a convenient branch facility to serve that area.
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New Haven Savings and Loan Association had $37 million in deposits and $37million in mortgage loans as of December 31, 1975. Competing financial institu-tions in Orange are represented by four mutual savings banks, one federal sav-ings and loan association and three commercial banks of which all but one,Orange National Bank, have deposits in excess of $100 million. The applicantstates that the proposed branch office is needed for the Association to continueas a viable competitor in the New Haven area.
It is also noted that the applicant's management has been authorized and in-structed by its Board of Directors to take such steps as necessary to participatein the Connecticut Student Loan Program, the Connecticut Housing Finance Au-thority, and the food stamp program. A check with those agencies revealed thatthe applicant has followed up and begun negotiations to participate in theprograms.
The Banking Department regards participation in the student loan, food stampand housing finance authority programs as important and significant indicia ofconvenience and needs. The Connecticut General Assembly enacted laws to estab-lish these programs and has authorized appropriations and financing facilitiesto implement them. These agencies of the Executive Branch are staffed withpersons to administer the programs.
Over the past several years, increases in educational expenses have far out-stripped growth in real income, especially that of the middle income family. Themiddle income family is not usually eligible for scholarship aid. Therefore, theConnecticut Student Loan Foundation is an important source of assistance tomeet these educational needs. Student loans are government insured, eighty per-cent by the federal government and twenty percent by the State of Connecticut.These risk free loans provide a reasonable, subsidized return to the lender. Inview of these factors and the current comfortable liquidity condition of Connecti-cut financial institutions, it is expected that these institutions will provide loansto all qualified students regardless of whether the student or his or her familyhas a banking relationship with the particular institution.
The Connecticut Housing Finance Authority purchases mortgages from origi-nating banks and savings and loan associations. These mortgage loans must beto persons of low and moderate income. Current criteria make this programavailable to persons of incomes up to $24,750 and mortgages up to $49,500, wellwithin the middle income level. The down payment required is lower than con-ventional loans. Therefore, the Connecticut Housing Finance Authority is animportant vehicle for financial institutions to provide lower cost mortgages tomiddle income families.
The importance of the food stamp program in this state was thoroughly dis-cussed in an earlier statement on August 22, 1975, with respect to a branch appli-cation in Jewett City. Given the present unemployment rate of 9.5 percent inConnecticut, as well as retired persons on fixed incomes and the working poorwhose incomes cannot stretch to meet present inflation, the need for food stampsto sustain minimal nutritional level continues to be a pressing need for many ofour citizens.
Banks and savings and loan associations enjoy protection from competitionfound in few other areas of business. Establishment of branches and new insti-tutions is carefully controlled. Indeed our branching law which generally pro-hibits a financial institution from establishing a branch in a town where a likefinancial institution has its head office is considered one of the most anti-competi-tive laws in the nation. In return for this protection, it is expected that thefinancial institution will serve the needs of the public. Along with convenientbanking hours, deposit and other traditional banking services, participation inthe newer government sponsored programs is included in determining an appli-cant's potential for meeting the modern convenience and needs test.
Accordingly, upon examination of the evidence submitted by the applicant inits petition for reconsideration, the application is approved on the basis that theproposed branch is necessary for the New Haven Savings and Loan Associationto maintain its position as a viable competitor in the New Haven area. Com-peting institutions are of sufficient size and strength to withstand the additionalcompetition. Moreover, the applicant's efforts to participate in the student loan,food stamp and Connecticut Housing Finance Authority programs is dulyrecognized.
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Mr. CONNELL. S. 406 really requires the Agency to wait until
the bank makes an application. Therefore, I think that there are
probably three amendments I would suggest to S. 406.
One: An amendment of section 4(1) (b) and (d), by the addition

of other banking services to the credit criteria.
Second: I think that public officials elected and appointed should

be able to act in the area of the decision of the Federal agency.
In fact, if we had that power, I would give up the State McFadden

Act provisions of the branch banking laws.
The CIIAIRMAN. Where did you have in mind that that would

go? Is that the section to which Mr. Nader referred?
Mr. CONNELL. Yes; where he spoke of the citizen participation.

I think public officials should be specifically included there.
The CHAIRMAN. Senator Heinz made the same point.
Mr. CONNELL. That is correct. I would endorse that statement. Ifwe had that, I don't think a State branching law should have any

more application to the activities of a national bank and Federal
S. & L.
Third: I think the provisions for 25 persons to petition the

particular banking agency for a hearing, if they feel the institution
is not serving the community, is a particularly important addition.
Licenses needn't be granted in perpetuity. Thank you.
The CHAIRMAN. How about the suggestion that Mr. Nader made

about standing in court or some kind of special standing for con-
sumer groups?
Mr. CONNELL. I would endorse that. There is a considerable ques-

tion on the extent that consumer groups have standing. I believe the
only standing that the State agency would have would be with regard
to the McFadden Act, and the State branching law provisions, which
in my mind are for the most part anticonsumer and not in the public
interest today. They restrict competition and entry.
The CHAIRMAN. Thank you very much.
Dr. Marlin, you have a summary of your statement, I believe.

The entire statement will be put in the record.

STATEMENT OF JOHN TEPPER MARLIN, COUNCIL ON MUNICIPAL
PERFORMANCE

Dr. MARLIN. My name is John Tepper Marlin. Between 1964 and
1969 I was an economist with the Federal Reserve Board and the
Federal Deposit Insurance Corporation, where I used to look at
applications of the kind you are talking about.
Since 1969 I have been engaged in research and teaching on

banking and urban economics, and since 1973 I have headed the
Council on Munipical Performance, a nonprofit Research group in
New York City, which developed measures to compare the effective-
ness of delivery of essential urban services.
Most recently, under a grant from the Ford Foundation, we have

been gathering comparative information on urban reinvestment
programs around the country. My testimony this morning is about
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this research. Two surveys of reinvestment programs and proposals
have been submitted to this committee. Their relevance to the com-
mittee's hearing is that they show a range of 65 actual and 25 pro-
posed responses to urban disinvestment, and provide a basis for
evaluating some of them.
To summarize these two review papers, we have divided the re-

investment programs and proposals into 10 categories as follows:
First: Use of public deposits to encourage lending in the inner

city.
Second: Requiring information from lenders on where the mort-

gages have been made.
That second point has already been implemented by the committee.
Third: Requiring lending institutions to meet mortgage needs

throughout the area from which their deposits are drawn. This is
the present thrust of S. 406.
Fourth: Requiring lending institutions to use nondiscriminatory

lending procedures, including meeting mortgage needs throughout
their lending area.
This meets the objections of Mr. Holman earlier and is similar in

thrust to S. 406, but has the slight difference in the definition of
the primary service area.
Fifth: Providing for mortgage review panels to process com-

plaints of discrimination on geographical or other grounds.
Sixth: Providing support for the mortgage market, through risk

pooling programs.
Seventh: Making direct housing loans or subsidies of the tradi-

tional kind.
Eighth: Regulation of investments of life insurance companies

and pension funds to encourage a higher proportion of home mort-
gages in their portfolios.
Ninth: Development of community banks to serve as local agents

of government programs or as alternative banks.
Finally: Changing laws or regulations covering city tax assess-

ment policies and delivery of services, as already discussed by
Senator Heinz.
What I conclude from the information we have collected, in the

context of these hearings, is that there is a growing tendency to view
the community responsibility of lending institutions as going beyond
the convenience and needs of depositors only.
However, there are many ways in which this responsibility to

lenders can manifest itself, and I would recommend that several
options for lenders to contribute to reinvestment solutions be pro-
vided for in the proposed bill, with the effectiveness of these options
being evaluated from year to year.
In the interest of conserving time, I will end my remarks here.

I will be glad to provide more specifics in answer to questions.
Thank you.
[Material received for the record from Mr. Marlin follows :]
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Affairs, U.S. Senate, March 23, 1977.

by John Tepper Marlin

Executive Director
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REINVESTMENT: RECENT ACTIONS

While there is widespread agreement regarding the existence of a dis-

investment problem contributing to housing deterioration in inner city neighbor-

hoods, there is considerable disagreement over the cause of the problem and there-

fore the most desirable solutions.

To help focus attention on the specific reinvestment solutions that have

been adopted by cities and states as well as the Federal government, COMP has

compiled a representative list and description of reinvestment actions -- private,

legislative, administrative or judicial -- around the country, with some preliminary

analysis of the programs.

The actions are considered under ten headings: use of public deposits

for reinvestment purposes, extension of mortgage disclosure requirements, monitor-

ing of financial institutions' charters to ensure that they are serving the credit

needs of their depositors, fair lending requirements, mortgage review, mortgage

support such as pooling or purchase programs, direct aid to finance housing,

regulation of pension fund and insurance companies' policywriting and investment

practices, creation of community banks and reform of city service and tax policies.

1. Public Deposits. Most reinvestment programs require state or Federal action.

Public deposit programs have the advantage that they can be used by cities as

well as higher levels of governments.

In California, the Los Angeles County Board of Supervisors passed a

resolution that the County Treasurer should allocate deposits based on the mortgage

lending records of the commercial banks, using the disclosure data derived in late

4.
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1976 from implementatior of the 1975 Home Mortgage Disclosure Act. However, the

County Treasurer has not yet carried out the resolution, on the grounds that the

office has no staff to develop a monitoring system for the data.

Colorado's former Treasurer, Sam Brown, invited competitive bids from

banks and savings and loan associations for the deposit of state funds, but then

(starting in 1975) adjusted these bids to take into account the institutions'

"activity ratios" in certain socially desirable areas, including low-cost and

older housing loans.

Illinois requires a pledge from a bank bidding for state funds to the effect

that it will not "reject arbitrarily mortgage loans for residential properties with-

in any specific part of the community served by the bank because of the location of

the property,"and will "make loans available on low and moderate income residential

property throughout the community within the limits of its legal restrictions and

prudent financial practices." However, there are no enforcement procedures in this

law. In 1974 the Chicago City Council passed an ordinance requiring that no city

funds be deposited in any bank which did not make a pledge not to redline, and did

not provide information on the sources of deposits and location of mortgaged prop-

erties by census tract. About half of the eligible Chicago banks have complied.

In New York City, Mayor Abraham Beame in March 1977 (following COMP's

Newsletter on this subject) announced that he was directing his Finance Administra-

tion to allocate court and trust funds among city-based savings banks on the basis,

in part, of their mortgage lending records. Since these funds must, under state

law, be placed in passbook accounts subject to Federal Reserve Regulation Q interest

ceilings, neither the city or the account beneficiaries lose any interest from the

program.

Utah's Treasurer, David Duncan, offered $5 million in state funds to banks

agreeing to make loans in "high risk" neighborhoods, but no banks took up the offer.
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2. Mortgage Disclosure. At the Federal level, the 1975 Home Mortgage Disclosure

Act requires all insured commercial banks and thrift institutions to report the

location, by ZIP code, of properties on which they made a mortgage loan during the

previous twelve months. The Act is being implemented by the Federal Reserve Board

through its Regulation C. Several states have their own disclosure regulations and

have argued for exemption from Regulation C on the grounds that state regulations

were more comprehensive.

Illinois, for example, originally intended to apply its regulations not

only to state-regulated institutions but to Federally chartered institutions in

the state. Regulation C is now a minimum for all institutions, state and Federal,

and removes Federally chartered banks from the obligation to c
omply with state dis-

closure regulations. The add-on feature of state regulations leads to a com-

petitive imbalance between state and Federal institutions.

Illinois regulations are much stronger than Regulation C in that they

require the total mortgage portfolio of state institutions as well as change
s

at six-month intervals. The Illinois Savings and Loan League, along with several

individual S&L's,has sued the state to challenge the legality of state laws

applying to Federally chartered institutions. The League is also challenging the

legality of requiring disclosure retroactively, to loans made in pr
ior years. Two

Illinois cities, Chicago and Rockford, have gone beyond the state regula
tions and

require information on the amount of time and demand deposits by census 
tract of

depositors' residence, and the interest paid.

The Massachusetts State Banking Department has responded to complai
nts

of redlining by Boston community groups by issuing a directive on August
 1, 1975--

and again a year later-- requiring all state-chartered institutions in the 
Boston

metropolitan area with $20 million or more in assets to file mortgage 
and deposit

information by census tract for the cities of Boston and Lynn and by ZIP
 code for
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the rest of the area. The Department has seen its responsibility as collecting

and analyzing the data, in contrast with the Federal agencies administering

the Home Mortgage Disclosure Act. A preliminary report was provided to the

Senate Committee on Banking, Housing and Urban Affairs in November 1976 by

Harriet Tee Taggart, the Department's Director of Research. She has told COMP that

a final report has been put off until the Department finishes analyzing application

files of mortgage company and Federal Housing Administration (FHA) loans, i.e.

until mid-1977.

New Jersey's banking authority collects mortgage information from the

banks but does not reveal it to the public.

In New York State, the state institutions were exempted from Regulation C

only if they report mortgage originations separately from mortgage purchases. This

has necessitated complex changes in the New York State reporting requirements, to

the point where one computer consultant involved in assisting hanks with their

compliance has concluded that "dual compliance would be better than a jerry-

built state reporting system." William Woodward III, Deputy New York State

Superintendent of Banks, responds that the consultant is exaggerating the difficulties,

perhaps motivated by an interest in "doubling his business." He says that his office

will provide a report to the Assembly Banks Committee by April 30, covering overall

New York State data, plus in-depth analysis of Brooklyn and Rochester.

3. Credit Needs. The requirement that banks serve the "convenience and needs"

of the communities they operate in has long been a part of Federal and state

bank charters and regulations, but has seldom been used explicitly to require--

for example, when branching requests are considered--that financial institutions

serve the credit needs of their depositors.

4
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Federal Reserve Board Chairman Arthur Burns has written to member insti-

tutions advising banks to interpret their charters so as to provide special credit

access to neighborhoods in which the bulk of their depositors live. But the Federal

agencies haven't over the years given s
ignificant attention to this responsibility

in making decisions on branches or mergers.

Connecticut's Bank Commissioner has taken a step toward a mortgage credit

needs test by using a bank's participation in the Connecticut Housing Finance

Authority as an "important and significant" index of the bank's serving its community's

convenience and needs, when it applies to open a branch or change its location.

In Illinois, the Metropolitan Area Housing Alliance in Chicago has sued

several banks on behalf of several individuals who complained that they were victim-

ized by a specific kind of violation of community credit needs: "fast foreclosure"

(foreclosing on a home immediately when one payment is missed). The case was

settled favorably out of court.

In general, states have preferred to deal with reinvestment through fair

lending provisions discussed below rather than by reference to the credit needs

of a community. Three kinds of arguments are used against a credit needs approach.

First, it has been branded as "credit allocation" based on a presumption (which

some bankers argue is unwarranted) that if there is a "low" ratio, however 
defined,

of mortgages to deposits, local mortgage credit needs aren't being met. Second,

it doesn't help neighborhoods with large credit needs but few deposits. Finally,

its effectiveness depends on strong regulatory enforcement, but regulatory agen
cies

are slow to change their modes of behavior and, in the long term, weak in deali
ng

with the regulated industry.

o
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The advantages of a credit needs approach are that it makes a very small

step from existing principles governing regulatory actions, and is relatively easy

to implement using mortgage/deposit ratios as rules of thumb for evaluating

bank performance.

4. Fair Lending. In contrast to the credit needs approach, which relies

on a quota in the form of some concept of a minimal ratio of mortgages to deposits,

the fair lending concept is procedurally oriented. Its origins are in anti-

discrimination provisions applied to individuals. Only recently has the concept of

discrimination on a neighborhood-wide basis been raised.

'111, The Federal government has a variety of anti-discrimination provisions.

The Federal Reserve Board's Regulation B, as revised in 1976 to reflect amendments

in that year to the Equal Credit Opportunity Act (ECOA), became effective in

March 1977, enforcing the prohibition against discrimination in financing of housing

and for the first time requiring record-keeping on loan applications.

The ECOA is somewhat duplicative of the Fair Housing Act, Title VIII of

the Civil Rights Act of 1968, which mandates fair housing policies and specifically

prohibits discrimination in housing finance. This Act is administered by the

Secretary of the Department of Housing and Urban Development (HUD). In a turf-

protective letter to the Federal Reserve Board, James Blair, former Assistant

Secretary of HUD for Fair Housing and Equal Opportunity, suggested that a preamble

to Regulation B state the common coverage of home financing by the ECOA and Title

VIII. He also urged that it indicate that a single set of substantive rules would

be agreed upon jointly by the Federal Reserve and HUD.

The California regulations,which cover state-chartered S&L's only, are

a model for this approach. They ask two questions: (1) Have mortgage loan ap-

88-032 0 - 77 - 13
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plications been processed equitably? and (2) Has the bank engaged in sufficient

"affirmative marketing" throughout its lending area (as defined by the pattern

of bank lending but prohibiting bank gerrymandering so as to exclude poor

areas) to ensure that applications for loans fairly reflect loan demand through-

out the area? The California regulations were initiated by, and are enforced by,

the Business and Transportation Agency's Savings and Loan Department which

supervises state-chartered savings and loans.

The District of Columbia government was the first city to prohibit red-

lining. Title 34 of the 1973 D.C. Human Rights Act prohibits discrimination

in lending based on race, national origin or sex. The D.C. Office of Human

Rights investigates any alleged violation and attempts to conciliate. The D.C.

Human Rights Commission is charged with holding hearings and rendering decisions

on cases where conciliation has failed and a "probable cause" of a violation of

law is found to exist. However, during the first three years of the Act the

Human Rights Commission had not heard any decisions or rendered any decisions

relating to redlining.

In the Illinois Fairness in Lending Act, redlining is made illegal,

but it is left up to individual complainants to sue the alleged discriminating

institution in the civil courts. No such suits have yet been initiated.

Minnesota passed a law in 1974 which prohibits discrimination against

geographic areas as well as individuals. However, allegedly because of a restric-
tive usury law, local financial institutions have been making very few in-state

mortgages, so that the form of non-discrimination they have apparently been practic
ing is lending equally little to all individuals applying for mortgages.

Massachusetts' Fair Lending laws prohibit discrimination according to
race and sex, but do not specify geographical area. Wisconsin in 1974 prohibited
geographical lending discrimination.

4
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5. Mortgage Review. Mortgage review panels are outlets for those who feel

that they have been unfairly denied a mortgage loan. They are adjudicative

bodies created either by government (as in California) or by groups of banks

in a particular city or state.

California's Department of Savings and Loan has created two Boards of

Inquiry uhich serve as mortgage review panels. Both of these boards have three

members. They are located in San Francisco and Los Angeles, serving the northern

and southern half of the state respectively. Both boards have met only twice,

and their record is criticized by California anti-redlining groups.

The District of Columbia's resolution creating a Commission on Residential

Mortgage Investment (CMRI) also provided for a Complaint Review Committee (CRC)

composed of three of the CMRI Commissioners and the Deputy Director of the D.C.

Office of Consumer Affairs. The function was to serve as a mediator for

applicants who had brought a complaint against a D.C. lending institution.

During the first seven months after its creation in 1975, the CRC averaged

about two meetings per month and less than one complaint per meeting. Of the

first twelve complaints, four subsequently obtained loans, two were assured of

getting them, three are reapplying and only three were told by the CRC that

their applications did not merit further review. The CMRI Report concludes

that the process revealed "a significant communications gap" between the lend-

ing institutions and the applicants.

•

•
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In Massachusetts, the State Banking Department has "set up" (in the

words of its Research Director) an informal Mortgage Review Board for the Boston

area. The voluntary board is composed of three bankers, three community representa-

tives and two non-voting representatives from the Department and the Mayor's office.

It meets every other week to review appeals. By November 1976, 24 cases had been

reviewed. Of them, 11 were considered bankable, and 7 were not. The other 6

cases were withdrawn before a decision was made or were still pending when the count

was made. Of the 11 bankable applications, 8 were sent back to the original bank

(commonly for reappraisal), and 3 were sent to other participating banks. The

Board uses two rules of thumb in deciding on creditworthiness: (1) No more than

257. of the borrower's gross income should be required for payment of principal,

interest, real estate taxes and property insurance; and (2) When combined with

other installment debts, these payments should not exceed 337 of gross income.

In Michigan, the Detroit banks have developed an Urban Reinvestment Re-

view Committee modeled on the Philadelphia Plan. It has been endorsed by the

city's biggest bank, the National Bank of Detroit, but has not been activated

yet because of efforts by some savings and loan institutions to modify some of the

provisions. The Committee can either refer a rejected application back to the

original bank, or to another bank, or to the City of Detroit's high-risk loan

fund financed with Federal money.

The commercial and savings banks of New York State have set up a

$40 million fund to be used by their Mortgage Review Panel In the event that

the banks to which the applicant originally went refuse to make a mortgage loan

even after the Panel requests reconsideration. As of mid-March, no applications

had been processed, in part because of a delay in government authorization for

the program.
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In Pennsylvania, the Philadelphia Mortgage Plan (abbreviated as

the Philadelphia Plan or PMP) was started by three banks which were members

of the Greater Philadelphia Partnership and had been working together on the

local Neighborhood Housing Services (NHS) program. Starting in 1975, the

lending institutions worked together on common lending standards which would

open up the credit window a little wider than in the past. Within a year

the consortium had grown to 13 institutions and had involved a number of

community organizations as well.

In contrast with the other mortgage review systems which react

passively to consumer complaints, the Philadelphia Plan's monitoring group,

reviewing developments bi-monthly, sought aggressively to review and redefine

lending criteria. The key elements of the new standards are: Using smaller

geographic areas for appraisals (the block rather than the neighborhood);

placing high value on the existence of a strong local organization dedic
ated

to preserving the neighborhood; and including non-wage 
payments such as welfare

and child support in gross income. Experience with the Philadelphia Plan

has been good. Delinquency rates so far are low, even though reportedly about

four out of five applications under the Plan were accepted and $13 million

has been loaned out.

Among some anti-redlining activists, the Boston Mortgage Review

Board is regarded as a public relations gesture by the local financial

community. Its slow processing record does not suggest that its direct

contribution to reinvestment will be major, but as a banker explained to

COMP, "having a panel like that reviewing loans makes you more careful

in handing out a rejection." The Philadelphia Plan has received more

praise from reinvestment advocates. Its contribution may be inadequate

by itself, but it is significant. The Detroit and New York State programs

•
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are too new to comment on.

6. Mortgage Support. Mortgage review panels represent a special form of

support of private mortgage markets of which coinsurance and pooling are

other varieties.

Federal support of banking institutions via short-term loans and de-

posit insurance represent support of the mortgage market. Regulation Q

is an attempt at providing such support by providing funds to lending institu-

tions at a cost which is below market. However, providing the funds doesn't

mean loans will be made. These indirect and roundabout methods of support,

some say, aren't doing the job.

A relatively new Federal program with a very successful track record

is the Neighborhood Housing Services (NHS) program operating in over 30 cities.

Started in Pittsburgh in 1968 by a group of neighborhood residents who approached

local banks for lending commitments, the program worked so well that it was

adopted by the Federal Home Loan Bank Board (FHLBB) and in 1974 the FHLBB

and HUD jointly created the Urban Reinvestment Task Force with the mission

of spreading the idea to other cities.

The Task Force serves as a developmental agency, setting up local

NHS programs in each city and sometimes making a contribution to a local

high-risk loan fund. Each NHS program is a local partnership between financal

institutions, the city government and neighborhood leaders. The financial

institutions agree to make all bankable mortgage loans, provide administrative

staff support for the program, and participate in the local NHS governing board.

The city agrees to use flexible code enforcement procedures, to make needed

capital improvements in the area, and to contribute,sometimes with Community
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Development Block Grant (CDBG) funds, to a high-risk loan fund controlled by the

NHS board for making non-bankable loans.

California has a Housing Finance Agency which offers coinsurance as part

of its Neighborhood Preservation Program.

Florida enacted its House Bill 2010 offering mortgage market support,

but it required a constitutional amendment which failed when presented to the

electorate.

In Indiana, The Greater Indianapolis Housing Development Corporation

has been guaranteeing about 755i of the value of rehabilitation loans (average,
is

$3,000) made at three commercial banks. The maturities range up to five years.

The guarantees are financed by about $3/4 million CDBG funds.

Minnesota is widely accepted as the leader in its tax-exempt revenue bonds

to purchase FHA-insured (under Title I of the National Housing Act) housing

rehabilitation loans. In 1975 the Minnesota Housing Finance Agency (MHFA)

sold $9 million of these bonds, using the money to buy the loans, which carry

a A% or so interest rate. The originating lenders get their principal back,

plus a $75 origination fee and a regular servicing fee. The loans must be

on homes at least 15 years old and must be to low- or moderate-income families.

Within two years of its first bond issue in 1973, the MHFA had raised $129

million and loaned out nearly two-thirds of it. The program has been copied in

New Jersey and in a growing number of other states.

The  New York State Mortgage Agency was created in 1970 after a 257.

decline between 1968 and 1969 in state mortgage investments by banks in the

state, and a serious drop in residential construction. The agency's concept was to

purchase mortgages from the banks on condition that they use the money to originate

new, in-state residential mortgages. Within four years the agency had raised and

used about $470million. However, New York State's debt problems ended its access
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to the market and little more has been done since 1974.

The concept has been copied by at least 23 other states, with at least

ten funded and in operation (the others have run into voter rejection of bond issues

or issuing authority, or other snags). In addition to the Minnesota and New

York programs already discussed, the eight other states which have created and

implemented similar agencies are: Alaska, Connecticut, Kentucky, Maine, South

Dakota, Tennessee, Virginia and Wisconsin.

New York has also initiated a Rehabilitation Mortgage Insurance Corporation

(REMIC) in 1973, to operate solely in designated preservation areas in New York

City. It got off to a slow start. The Community Preservation Corporation, a

private mortgage pooling group financed by New York City banks, makes loans in

two neighborhoods and is the chief user of the REMIC program. As of the end of

February 1977, there were 27 insurance cases with 1,764 dwelling units involving

mortgage debt of $9.7 million of which $4.6 million is insured.

7. Direct Programs. There was a major Federal effort in the 1960's to provide

direct support to housing. Many of the programs which proliferated are not

regarded as successful, especially the large-scale urban renewal and public

housing projects. The Housing and Community Development Act of 1974 essentially

reflected a belief in Congress that there was a need for greater local control

and turned CDBG funds over to the localities to spend. One categorical program

which survived was HUD's Section 312 loan program, created under the 1964 Housing

Act to provide financing for rehabilitation to bring housing up to local codes.

The corresponding grant program, Section 115, was discontinued.

(
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The California Housing Finance Agency, a unit of the state's Business

and Transportation Agency, makes low-interest housing loans for non-profit

and local government entities and also operates the Neighborhood Preservation

Program which makes rehabilitation loans in designated preservation areas.

Colorado in 1972 provided $250,000 to the Division of Housing for a

State Demonstration Grant. Additional grants through 1976 brought the total

to $5 million, funding 90 local housing (mostly rehabilitation) projects along

with $13 million in leveraged private and Federal investments.

In Massachusetts, Boston's Home Improvements Program makes grants to

property-owners of one-fifth of its estimate of the cost of proposed rehabilitation,
41

up to $1,000 for a single-family home and $3,000 for a six-unit building. The

Program spends $4 million a year of CDBG money.

To the south of Boston, Fall River is making rehabilitation loans with an

interest rate which depends on the borrower's income relative to the median of

other families of the same size. A family earning half the median income would pay

47. A family earning nearly double the median or more would pay the market rate.

The program costs $ million a year in CDBG funds.

Finally, the Old Holyoke Development Corporation makes rehabilitation

grants to homeowners based on a percentage of the cost. The percentage varies

with the taxable income of the borrower, ranging from 307. for those earning less

than $8,000 to 157. for those earning close to $20,000. Applicants earnings over

$20,000 are not eligible.

In Minnesota, the Minneapolis Housing and Redevelopment Authority (AHRA)

is approved as a lender under the MHFA program discussed above. The neighboring

authority in St. Paul is, too. The MHRA ties the interest rate on its rehabili-

tation loans to the borrower's income, adjusted for family size. A borrower
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with a family of four and earning below $10,300 (or up to $17,450 but with

housing expenses over one-fourth his or her income) would pay 47.. Up to $17,450

he or she would pay 67.. Over $17,450, the interest rate rises to 87.. The MHRA's

money comes from CDBG allocations, city bonds, local bank loans and funding from

MHFA programs.

Hoboken, New Jersey, has been subsidizing rehabilitation loans since 1972.

It lends up to $6,000 with a maturity of up to nine years, with the purpose of

bringing houses up to code. The loans and subsidies cost $3/4 million a year in

CDBG money.

New York has pioneered in housing finance with its Urban Development

Corporation, which floats bonds, when the market will absorb them, and uses the

money to finance housing developments such as Roosevelt Island in New York City.

The state's Mitchell-Lama projects for low and middle income residents were

built through a combination of state tax abatements, Federal interest rate

subsidies and other programs. New York City's Housing and Development

Administration provided direct housing loans through its municipal loan program,

but this was suspended because of scandals and was ended, soon after it recontinued
,

because of the city's financial problems.

Ohio has a $2 million fund for making direct seed money grants to local

groups wishing to rehabilitate neighborhood housing.

Oregon's Portland Development Commission uses a deferred payment loan

to provide financing to correct serious housing code violations. Over $t

million of such loans have been made from a fund established with CDBG funds
.

In Rhode Island, the Home Improvements for Providence program makes rehabili-

tation loans at 37. interest and subsidizes housing costs for lower income families

when repairs are needed to remedy code violations. The program gets $2 million

a year from CDBG allocations.
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Madison, Wisconsin has a Housing Rehabilitation Services Program which

makes deferred payment loans in cases of special hardship. It also provides

regular E.7. loans and Section 312 HUD loans for rehabilitation.

8. Insurance and Pension Regulation. Some commercial banks which have in

the past originated many mortgages which were then sold to insurance companies

note that the life insurance industry's investments in city housing have dropped

drastically. Without a repurchase outlet, commercial banks are unwilling to .

originate as many new mortgages.

Federal reinvestment efforts relative to the life insurance companies

were focused under tir.Johnson Administration on a $2 billion loan program for

inner cities. However, the industry was disinvesting at a much faster rate than

it was reinvesting, for a large net loss to the cities. John G. Heimann, now

New York State's Housing and Renewal Commissioner, was the person who negotiated

the arrangement for the President. In an interview with COMP, he s4nmei up develop

ments in the insurance industry as follows: "I was had."

Pension funds are subject to the same kinds of criticism as life insurance

companies, namely that a declining proportion of their investments (3% of private

funds) are in residential mortgages. No direct action has yet been taken to

encourage pension funds to invest more in mortgages, but the new Employee

Retirement Income Security Act (ERISA) has brought private funds under Federal

regulation.

Illinois has responded to the problem by including life insurance companies

in its 1975 fair lending laws.

Massachusetts has moved to regulate the casualty and insurance companies,

which were seen as contributing to neighborhood deterioration by not making

tenant or homeowner insurance policies available to residents of inner city com-

munities. The State Insurance Superintendent created an assigned risk pool for high-
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risk insurance policies, but state officials say that the companies have been

loading the pool with poorly written policies and are now using their heavy

loss rate on the pool to demand a 507. increase in premiums.

Texas has long required insurance companies to keep a fixed proportion of

their assets invested within the state.

9. Community Banks. The only state that runs a fully fledged bank is

North Dakota, which started nearly six decades ago with an investment of $2

million. It has been earning about eight times that much annually, and now has

assets of nearly $400 million. About three-fourths of the bank's deposits come

from the state, but it has 4,000 other accounts. The largest single category of

loans is for housing (35 million), with farms and students following behind in

that order. Some of the loans to lender or direct housing loan progams invalva

financing authorities that have been compared to the Bank of North Dakota, but

they do not offer banking services and usually make only one kind of loan.

10. City taxes and services. A major requirement for reinvestment is adequate

city services and equitable property tax systems in deteriorating neighborhoods.

COMP's City Housing Report #2 (pp. 11-13) describes how slow property tax

reassessments contribute to acceleration of neighborhood decline. By failing

to adjust assessments to reflect changes in property values, property tax

rates decline in upwardly transitional neighborhoods and rise in deteriorating

neighborhoods. This link between city tax policies and neighborhood deterioration

has been established in cities such as Baltimore and Philadelphia.

In Alabama, a successful suit against the City of Mobile by the National

Association for the Advancement of Colored People (NAACP) charged that at-large

election of city council members denied black neighborhoods representation,

resulted in inequitable service delivery and was unconstitutional. COMP segre-

gation data were cited in this case.

•
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A similar case in Louisiana, against the City of Shreveport (the most

segregated city of 109 ranked in COMP i s Newsletter II:1) also resulted in a

Federal court order to provide for neighborhood election of council members to

ensure better representation and more equitable service delivery.

Although a 1971 suit against the State of Massachusetts by some older com-

mercial firms objecting to "121A" tax abatements to new firms failed, the suit had

the effect of changing administrative regulations to eliminate these abatement
s,

and provide for 1007, valuation for all property owners. However, it is alleged

by Massachusetts officials in other departments that "pencil" (unofficial)

abatements are given. The unexpected side effect of the suit and the state's

response to it is that residential property owners are paying more than th
ey used

to, since they had been favored prior to 1971 as against commercial 
institutions.

In Mississippi, the mayor of Jackson proposed a new form of government

which would replace at-large election of its commissioners with district e
lections,

but the proposal was rejected in a referendum in February 1977. The Lawyers

Committee for Civil Rights under Law is now suing the city, and similar su
its

are under way in other Mississippi towns.

New York City has provided tax abatements to encourage rehabilitation 
of

older housing, under the J-51 program, and new construction, under the 421

program.

Several Texas cities, including the two largest, Dallas and Houston, have

been sued to institute district election of council members on the same 
principles

as the Mobile and Shreveport cases. COMP provided expert testimony in the Houston

case, which is still in Federal court.
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REINVESTMENT: PROPOSALS 

The proposals described below are in various stages of development. Some

are ideas which are being considered by individual legislators or administrators.

Others have been introduced in the legislatures and have a high probablility of

becoming law.

1. Public Deposits. The concept of using public local funds for public purposes

appears to have a future. In California, the Los Angeles County Treasurer's

difficulty in monitoring Federal mortgage disclosure data is being met by a

proposal from the Center for New Corporate Priorities and the Southern California

Association of Governments for how to develop and implement an effective system.

Colorado Republican State Representative Jim Reeves has co-sponsored a

bill to prevent the State Treasurer from using deposit placement cor reinvestment

or other social purposes. In an interview with COMP, Reeves described his intent

as follows: "These administrative procedures are usurping the authority of

legislature. Also, it is interference with the free enterprise system." However,

Reeves says, The bill isn't doing well. It will probably get defeated in the

Senate. Local people want to be able to do the same thing as the State Treasurer."

2. Mortgage Disclosure. The existing Federal mortgage disclosure legislation,

as implemented by the Federal Reserve Board's Regulation,does not require info
r-

mation on the portfolio of existing mortgages, only new additions during the re-

porting year. In addition, no information is required on the source of deposits

by census tract of the depositor. Finally, certain institutions, notahly mortgage

bankers, are excluded. Proposals have been made to address these weaknesses.

The first two are dealt with in the New York State Banking Department's

Supervisory Procedure 0-107. However, the Federal law distinguishes between

mortgages originated and mortgages purchased by the reporting bank. New York

State is attempting to use the Federal definition retroactively, in order to

maintain the exemption of state-chartered institutions from compliance with

Regulation C.
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There is a bill in the California legislature to add savings deposit

data to the mortgage disclosure requirements.

Connecticut's Bill 1399 combines mortgage disclosure requirements with

fair lending regulations.

Washington's Financial Institutions Disclosure Act will require

separate reporting of mortgage data to the state.

3. Credit Needs. The two main ways of ensuring equitable access to home

mortgage credit are: (a) requiring financial institutions to meet the credit

needs of their service areas as well as their deposit needs, and (b) ensur-

ing that lending is fair and non-discriminatory.

The credit needs approach is embodied Federally in Senate Bill S.406,

the "Community Reinvestment Act of 1977," as introduced by Senator William

Proxmire in January 1977. It specifically states that "the convenience and

needs of communities includes the need for credit services as well as deposit

services." It gives permissions for mergers, branching and other actions by

regulated institutions dependent upon compliance with this principle. Compli-

ance means that an institution must "delineate the primary savings service area

of the deposit facility," where such a service area is defined as "a compact

area contiguous to a deposit facility from which such facility obtains or

expects to obtain more than one-half of its deposit customers." It must

then show how it is meeting area credit needs. For example, on a proposed new

facility, it must "indicate the proportion of consumer deposits (any deposit

less than $100,000 owned by individuals) obtained from individuals residing

in the primary savings service area by the deposit facility that will be re-

invested in that area."
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A bill is being introduced in the Illinois legislature to deal with

foreclosure. As part of their obligation to service credit needs in their

area, bankers would be required to exercise "forebearance" in the event that

a borrower misses a payment. Forebearance means offering the delinquent debtor

an alternative to foreclosure: making up the late payment either immediately

or over the remaining term of the loan. At the insistence of bankers, the

bill is tied to shortening the redemption period for foreclosed property to

avoid vandalism.

Massachusetts is attempting to reform its mutual savings banks elections

to make trustees more responsible to depositors.

The New York State Banking Department has been petitioned by the New

York Public Interest Research Group to amend Supervisory Policies SB2 and SL2

to add to the requirements for new branches that the applicant satisfies the

need for mortgage and home imporvement loans in its existing service areas."

The Department is also preparing a proposal to change the voting procedures

of mutual savings banks, to make them more responsive to depositors credit needs.

Mutuals have democratic-sounding charters but in practice their boards of directors

are self-perpetuating. Details of the New York State proposal were not yet

available to COMP, but the following are the kinds of proposals that have been

discussed.

Banks could be required to make available data on board meetings and

executive compensation schedules, and their voting procedures could be modified

to mandate broader depositor participation. Bank elections could be monitored

by requiring annual solicitation of proxies and notice of meetings and election

and nomination of trustees through open meetings. Conversion to stock association

could be prohibited unless the institution can demonstrate a credit advantage to

the neighborhood. Voting could be limited to residents of institution's

primary service area.

88-032 0 - 77 - 14
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4. Fair Lending. California, the leader in introduction of Fair Lending

regulations, is proposing to go a step further, to require that real estate

agents and brokers present prospective home buyers with a range of financial al-

ternatives. The regulations would be administered by the Business and Trans-

portation Agency's Department of Real Estate.

Another important proposed change in California's regulations would

require that banks advertise residential lending along with deposit services

as part of an "affirmative marketing plan." The plan might entail publication

of disclosure data quarterly, with a summary going to all depositors.

In Illinois, community groups are concerned about the lack of enforcement

provisions in the existing Fairness in Lending Act. The Metropolitan Area Housing

Alliance has developed a bill, introduced by Rep. Michael Holewinski, which

would: require a financial institution to give written notice to an applicant

of his or her rejection for a mortgage loan; would define reasons for rejection

which would not violate the law; would establish a mortgage review board to

review complaints administratively and recommend to the Attorney General when

prosecution of the bank seems appropriate; and, finally, would provide for

damages to the rejected applicant and mandate an affirmative marketing plan

for the offending bank.

Connecticut has a fair lending bill under consideration, # 1399, combined

with mortgage disclosure.

Nebraska is considering legislation which would require lenders to

provide equal opportunity to applicants on an individual basis."

Michigan's proposed fair lending bill would be extended to cover the

appraisal process, to ensure that appraisals are not discriminatory.

Pennsylvania's Legislature's Business and Commerce Committee has been

working on a fair lending bill.
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Washington's proposed Financial Institutions Disclosure Act prohibits the

"unfair practice" of using neighborhood considerations deciding whether to make

a mortgage loan.

5. Mortgage Review. Mortgage review procedures are incorporated in the fair

lending law proposed in Illinois, and the mortgage disclosure law proposed

in Michigan.
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6. Mortgage Support. At the Federal level, the U.S. League of Savings Associations

has been promoting the idea of greatly expanded coinsurance programs, which would

mean government insurance of high-risk areas. The reaction of an anti-redlining

activist at National People's Action to this proposal is: "This legalizes red-

lining. They want government insurance to meet the supposedly non-existent demand

for mortgage loans in redlined areas. Its another HUD." The proposed coinsurance

program would require higher interest from borrowers and exemption from state

usury and forbearance laws.

State initiatives in this area involve refunding housing finance agencies

which purchase mortgages or make "loans to lenders." A typical state official's

reaction is that of New York Housinc; and Community Renewal Commissioner John G. Heimann

who favors the U.S. League of Savings Association's coinsurance program and an

increase in the usury ceiling. He points out that New York's ceiling (one of the

lowest in the country) harms high-risk areas in the state the most since, with a

limited supply of credit and no bidding for funds, the most secure areas receive

highest priority.

7. Direct Programs. To ameliorate some of the adverse effects of Federal housing

programs, it has been proposed that neighborhoods and cities be given full stand-

ing to petition HUD and sue the FHA or the Veterans Administration (VA) under

certain conditions. An example would be when it can be reasonably alleged that

there is undue concentration of FHA or VA-insured low-income lending to the detri-

ment of a neighborhood. This suit would be especially important in the context

of unregulated mortgage banking practices which use Federal guarantees to lend

indiscriminately, and then contribute to neighborhood blight with fast fore-

closure procedures. Another proposal is that HUD and VA be required to obtain

certification of rejection by a conventional lender before making a subsidized

residential loan.
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California is considering a turnkey program for rehabilitation of

older housing. Under this system the money for the rehabilitation will be

advanced to local residents and will be regained when the house is put on the

market.

Michigan's Governor, in his State of the State message, has proposed

that the Michigan State Housing Authority develop grant and loan programs to

assist deteriorating neighborhoods.

Two favored prescriptions of the 1960s, subsidy of interest rates

for multi-family mortgage financing and building of more public housing, are

missing from the above list. They are less often proposed by reinvestment

advocates today because interest rate subsidies and housing projects are

seen as boons to builders, not neighborhoods. Subsidized buildings have

moved lower income people from their homes, but the goal of creating new

lower income housing for them is often aborted by cost overruns.

8. Pension and Insurance Regulation. Pension funds and life insurance companies

are major sources of long-term capital. Pension funds, for example, have $370

billion to invest. Yet little of this money is used for residential financing.

About two-thirds of pension fund money is in stocks, and only about 5% in resi-

dential mortgages (less for private funds, more for state and local funds). Pro-

posed requirements under Federal diversification principles in the 1974 Employee

Retirement Security Act (ERISA) would encourage the pension funds to increase

their residential mortgage investments.

There is concern among legislators in the Michigan State legislature

about insurance company redlining, but no bills had been introduced at the time

of COMP's survey.

•
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9. Community Banks. Although the Bank of North Dakota is the only functioning,

fully fledged state bank, there have been proposals for state and city banks

elsewhere. New York is an example. A less far-reaching proposal, also brought

up in a variety of guises and places, is to create local institutions which will

consolidate Small Business Administration, Economic Development Administration

and Community Services Administration programs such as lending, coinsurance,

guarantee and mortgage market programs. An alternative is to promote local

development banks along the model of Chicago's South Shore Bank.

10. City Taxes and Service Equity. More rapid tax assessment changes have been

proposed to halt deterioration caused by the heavy tax load in areas where values

are falling. Some cities are also being urged to take over buildings with back

taxes owing on them more quickly in order to protect them and neighboring

buildings from blight.

In Illinois, the land on which multi-family housing units (more than

six apartments) are located, is assessed at the market value were it to be used

for high rise apartment construction, where zoning permits such construction.

Representative Ellis Levin is arguing that the state law applied to farmland,

which assesses it at its market value for farming purposes but collects back

taxes at a higher rate for three previous years should it be sold for develop-

ment, ought also to apply to city properties which are not being used for their

most lucrative possible purpose.

CONCLUSIONS 

Although many of the reinvestment issues are unsettled, reformers such

as National People's Action in Chicago and the Coalition Against Redlining in

Los Angeles are convinced that changes in regulatory and incentive programs to
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improve the inner city reinvestment climate cannot wait. Their proposals are

far more sophisticated than similar programs a decade earlier, and are based on

the financial institutions long history of public purpose as specified in

their charters. Banks' charter commitment to serve the "convenience and

needs" of their service areas, whether defined as depositor areas or lending areas,

is being harnessed to bring them behind reinvestment targets. In the debate that

is under way, an important consideration is that loans which might be unprofitable

and fruitless for a single institution can become profitable and effective when

backed by government disclosure and lending standards applied to all institutions.
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For Release February 17, 1977

NEWSLETTER Vol. IV, No. 1

Council On Municipal Performance

REINVESTMENT: PUBLIC DEPOSITS

Under the Federal Horne Mort-
gage Disclosure Act of 1975 and
similar acts in California, Illinois,
Massachusetts, New Jersey and New
York, hitherto unavailable informa-
tion on banks' mortgage lending
practices is being made available to
the public.
The impetus for this legislation—

and other initiatives pending on
both the 3tate and Federal levels—
comes from concern with "redlin-
ing" or the alleg,td bank practice
of systematically denying mort-
gages in certain neighborhoods
because of economic conditions or
racial factors not strictly related to
loan loss experience. Some argue
that whole cities have been redlined
in terms of mortgages on certain
types of properties (e.g., niultifatnily
brownstones), and that this has
hastened urban disinvestment.
Most bankers maintain that they

do not redline, but reject loans on
the basis of their loss experience
in individual neighborhoods. How-
ever, some, such as U. Lasurdo,
President of New York's Green
Point Savings Bank, acknowledge
that they would not grant mort-
gages in certain areas. While a de-
bate continues over whether or
not the practice of redlining in fact
exists, the obvious deterioration of
city housing has prompted govern-
ments to act, if not to curb the al-
leged practice, at least to mandate
that additional information on resi-
dential loans be made public.
Some advocates of mortgage

dk.closure feel that the immense
power that banks wield to destroy
or r,.•vive neighborhoods should be
brought under public control.
Others, more moderate, think that

their actions should be open to
public scrutiny in order to permit
planning for neighborhood rein-
vestment. In addition, many feel
that public deposits should be in-
vested so as to encourage banks to
respond to perceived social needs.

Action by individuals and or-
ganizations to move their deposits
to more responsive banks, known
as "greenlining," was advocated
by Chicago's Citizens Action Pro-
gram. Key anti-redlining community
organizers like National People's
Action in Chicago are now demand-
ing regulatory action on the part of
government.

In fact there is a long tradition
of public involvement in banking.
State or Federal governments grant
bank charters. As a result, bank
regulation is highly restrictive. For
example, Federal Reserve Regulation
Q sets a limit on the amount of
interest that banks can pay small
depositors. The rationale behind the
resulting artificially low interest on
savings (and the t/4% differential
allowed to savings institutions) is
that potential mortgage lenders
will have access to low-cost savings
and can continue to make avail-
able low-cost loans for housing.
Anti-redlining activists argue with
some cogency that banks have
eaten the carrot without budging—
realizing the advantages of Regula-
tion Q without being moved in the
mortgage investment direction
sought by the regulators.
On the municipal level, former

New York City Finance Adminis-
trator Roy M. Goodman introduced
social considerations in city invest-
ing as long as ten years ago. His
approach was to deposit city funds

q) 1977 by the Council On Municipal Performance

in commercial banks in ghetto
areas, in return for a commitment
by the banks to make loans to small
businesses.
The argument of those who favor

using social factors in allocating
government deposits is that banking
services are highly regulated and
standardized, and that public agen-
cies have much discretion which,
in the absence of published per-
formance criteria, would tend to be
used for political purposes. Cam-
paign contributions or the connec-
tion of banking officers with polit-
ical parties and elected officials
have often played a part in decisions
On where to place public funds.
Therefore, making the criteria for
allocation of public deposits stan-
dardized and (especially where the
potential for competition on inter-
est or service grounds is limited by
law) socially relevant would, it is
argued, improve the functioning of
both the public and private sector.

Social criteria could include such
diverse considerations as the equal
employment practices of banking
institutions or their willingness to
make loans for pollution control
equipment.
However, the use of mortgage

funds is peculiarly applicable as
a social factor because it is at the
heart of the financial crisis of the
major U.S. cities. If Northeastern
banks could be persuaded to redirect
more of their mortgage loans from
suburban and Sunbelt real estate
speculation back to rehabilitation
and reinvestnient in the urban neigh-
borhoods where most of their de-
posits come from, this would be a
major step foi ward for the older
cities.. New York State banks re-
spond that the state's St2% ceiling on
interest discourages loans. Anthony



Nicholas, vice president of Citibank,
has testified that the 81/4% legal
ceiling must be eliminated." City
and state governments need to
review such policies of their own
which may hinder city reinvest-
ment, but any incentives which en-
courage banks to make mortgage
loans in the central cities should be
viewed with respect. Use of public
deposits is not a total solution, but
could be a useful signal of public
policy. As former New York State
Superintendent of Banks John G.
Heimann says, "It couldn't hurt."

Northeast cities could learn from
the example of the State of Colorado
which has introduced a unique
approach to encouraging social
responsibility among banks. This
widely reported but so far little
emulated program was instituted
by former State Treasurer Sam
Brown in 1975.
The Treasurer invites competitive

bids from banks and savings and
loan associations for the deposit
of state funds. While the placement
of state funds is made as a result of
the competitive bidding process,
interest rate adjustments are made
to the bids on the basis of lending
policies the Treasurer is trying to
encourage. Banks receive upward
adjustments on the basis of their
"activity ratios" in the following
areas: student and small business
loans, agricultural loans, and low-
cost and older housing loans. In the
competitive bidding, banks com-
pete with the other banks in their
economic region (the state is divided
into four economic regions). The
savings and loan associations com-
pete on a state-wide basis. The
Treasurer has considered additional
criteria such as loans to minorities
and women.
A more modest effort to deal with

the social responsibilities of banks
has been made by the State of Illi-
nois which requires that when a
bank submits a bid for the deposit
of state funds, the bank must include
a commitment executed by the pres-
ident that: "The _ Bank pledges
not to reject arbitrarily mortgage
loans for residential properties
within any specific part of the com-
munity served by the bank because
of the location of the property.
The bank also pledges to make
loans available on low and moderate
income residential property through.
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out the community within the limits
of its legal restrictions and prudent
financial practices." There are,
however, no enforcement procedures
in the Illinois law.
A different approach was taken

by the Chicago City Council in 1974
when it passed an ordinance stating
that "no (city] money shall be
deposited in any bank or savings
and loan association until it has
been designated by the City Council
as a depository." The City Comp-
troller receives information regard-
ing the residential, consumer and
commercial lending practices of
the institution applying to be a
depository. Deposit information on
savings and checking accounts must
also be submitted. For loans made
within Chicago and for deposits
from Chicago residents, the infor-
mation must be provided by census
tract. In addition, each institution
must pledge not to redline. After
reviewing the information about
the practices of a bank the City
Council decides whether or not to
designate it as a depository. This
was the first such law in the nation.
Many banks have chosen to for-

sake the city funds and failed to
provide the requested information.
Over the past three years about half
of the eligible Chicago banks have
complied with the city's disclosure
requirements.
A similar reluctance of some banks

to change their mortgage practices
even if it means forgoing profitable
government deposits was displayed
in Utah where the State Treasurer,
David Duncan, committed over
$5 million in state funds to be de-
posited only in banks that make
mortgages in "high risk" neigh-
borhoods. Not one bank has so far
taken the state up on its offer.
The Chicago deposit program

seems to be working, while the Utah
program so far does not. In both
cases, however, the carrot was pub-
licly identified. The banks were
apprised of what they could gain
or lose by complying with the re-
quests for information on man-
dated lending policies.
A more flexible, but also more

arbitrary, reinvestment program was
launched in New York City when
its Commissioner of the Trea-
sury, Jay E. Butler, wrote to the 42
New York City mutual savings
banks in 1976. The Treasury is

responsible for allocating to banks
the valuable Court and Trust Fund
Deposits. These deposits are left
with the city through abandoned
property, landlord-tenant or testa-
mentary court decisions. Under
present New York City laws ar.d
court practices the deposits may
not be pooled, must remain in the
county of jurisdiction, and must be
left in passbook accounts which are
subject to Regulation Q deposit
ceilings. Therefore there is little
scope for the Treasury's shopping
around for higher interest rates on
the basis of the long average time
the funds are on deposit (five years
is common) and the substantial
size of many accounts.
Commissioner Butler asked the

banks for information on:
1. Total deposits, within New
York City and outside New York
City.
2. Dollar volume of mortgages
by location (inside and outside
New York City).
3. Dollar volume of mortgages
within depressed New York City
a reas.
4. Loans to restoration corpora-
tions.
5. Whether the bank handles
food stamps.
Savings banks were singled out

because ten times more of their
money is in mortgages than com-
mercial banks' money: 67% of as-
sets vs. 7%, respectively. In New
York State they hold $45 billion in
mortgages, more than all other
financial institutions (including
insurance companies and pension
funds) combined. They have $48
billion in deposits in New York
City alone (most of it in Manhat-
tan), compared to the $53 billion
total assets of Citibank, the second
largest bank in the world.
Commissioner Butler's intention

was to direct the city's money to
banks which show greater social
responsibility in addressing New
York's mortgage needs. Fifteen of
the 42 banks failed to respond to
his questionnaire, with one, Amer-
ican, flatly refusing to cooperate.
COMP analyzed the data fiorn

the responses that were received
and spoke with the officials involved
in allocating funds. As an organiza-
tion concerned with open govern-
ment and measurable public ob-
jective, we propose that the rnort-
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This table shows how a publicly announced incentive system might work. The statistics are based on spread sheets provided by
the New York City Treasury Department showing responses to a questionnaire sent to 92 New York City savings bank, by Com-
missioner Jay Butler. Of the 42 banks surveyed, 23 provided full deposit and mortgage answers, 4 provided incomplete answers,
and 15 failed to respond altogether (an asterisk indicates non-response).

IMPLICATIONS OF MORTGAGE PARITY CRITERION

FOR PLACING COUR r si TRUST DEPOSITS IN NEW YORK CITY SAVINGS BANKS

Brant County

Total

Deposits,

End 1975
3million.

Deposits

Rank
!out of
26P

NYC/ NYC Mortgages,

Totell deps End 1975

Co Cent' OmIllion

NYC/

Total Mortgages

Per Cent'

Mortgage

Parity

Per Cent,

Parity Actual City

Rank Deposits

tout of 241 ,thousand

Implied

Target Implied

Deposits Change

Sthousand'ithousanda

Dollar 2,002 4 88.1 727 45.1 51 2 2.202 5,083 .z.sai
Eastern 664 17 79.0 133 26.7 33.8 672 0 - 672

North Side 400 23 98.9 113 38.7 39.1 2 324 791 + 467

C mg. County (Brooklyn)

Anchor • • . • • 24 395 0 - 395

-4 Brooklyn • - • • • • 24 173 0 - 173

Dame of Ne•v York 3.368 73.6 379 17.0 23 1 20 679 0 - 679

Dime of Williamsburgh - 24 60 0 - 86

East New York • • . • • 24 747 0 - 747

Fulton • • • • • 24 85 0 - 85

Greater New York 1,260 9 98.1 170 15.5 15.8 23 678 0 - 678

Green Point 781 13 93.3 427 61.5 65.9 2,488 2,989 + 501

Hamburg 512 20 88.7 100 30.2 34.0 13 69 700 + 631

Independence 726 14 81.5 166 37.1 433 9 220 1,162 + 942

Lincoln 1,645 89.2 487 35.0 39.2 11 361 3,409 + 3,048

Motropola an - 24 493 0 - 993

Roosevelt 511 21 84.9 2, 62.0 73.0 162 1,449 + 1,287

Williamsburg!) 1,699 8 81.7 588 15.4 182 21 1039 0 - 1,039

N.711, York County (Manhattan)

American • • • • • 24 113 0 - 113

Bowery :,762 • :77 ' 11.8 • 24 2,2. 0 - 2,280

Central

-

-1
• • 24 202 0 - 202

Dry Dock 1 507 8 91.2 199 22.3 245 18 338 0 - 338

East River 1,176 10 9.1.2 24 196 go - 19,

Ermgrant - 116 7.1 24 1,000 0 - 1,000

Empire 563 19 93.0 194 45.5 400 8 371 1,358 + 987

Franklin

.
24 1,136 , - 1,136

Greenwich :,823 5 91.1 :43 :7.1 401 10 481 3,101 + 0,620

Harlem - 24 603 0 - 603

Manhattan 1,108 12 84.3 196 20.3 24.1 19 152 0 - 152

New York Rank for Savings 2,735 3 90.9 638 30.5 3365 1,512 4,466 + 3,954

Prudential - 24 308 0 - 308

Seamens - • • . 1,052 0 - 1,052

Union arne 1,125 11 86.6 121 15.5 17.9 22 2.172

United Mutual 698 16 79.6 220 40.6 51.0 6 883 1,540 + 7

Queens County

College Point 142 26 83.0 • 24 314 0 - 314

Flu‘hing

Jamaica •
•

•

24

24

772

554

0
1,099

- 772

+ 85

Long Island • . 24 340 0 - 554

Queens County 581 18 90.0 115 29.3 326 16 738 0 - 340

Richmond Hill 417 22 95.1 211 65.9 693 3 61 945 + 207

RIdgewood 711 15 87.7 157 27.3 31 1 17 1.014 1,477 "1.416

Richmond County (Staten Island)

Richmond County 171 . 100.0 125 100.0 100.0 .3 875 + 570

Staten Ist3nd 329 24 100.0 101 50.4 50 4 200 707 + 507

Total, Neu, York City 30,476 623 27,470 31,151 + 3,531

4

1*

'Total deposit information is available for every bank in various industry directories. Figures are shown only for those who provided
them in the questionnaire in order to indicate a base for the ratio in the third column.
2The rank is provided only for the 26 banks which provided total deposit data.
3Ihis is the ratio of New York City deposits to total deposits. Industry spokespersons caution that sonic banks may have a higher

proportion of depositors resident in the suburbs while maintaining deposits near their place of work in the City.
41f the total of all the mortgages in this column, $6.2 billion, is compared to the total of all deposits, $30.5 billion, the ratio is 20%,
considerably lower than the overall average for all mutual savings banks- nearly 70%. In other words, while savings banks are put-

ting $70 out of every S100 deposits into mortgages, only 520 of these mortgages arc for Neon York City buildings.

5New York City/total mortgages divided by NeW York City/total deposits.
Non-responding banks are assigned the lowest rank.

'Based on mortgage parity index. Banks which failed to provide enough information to calculate mortgage parity are given target

deposits of SO, as are banks which show a figure of less than 25% of mortgage parity.
81his is simply the difference between Projected Target Deposits and Actual City Deposits. A minus indicates it policy of withdrawal

of municipal funds from the bank. A phis indicates the magnitude of increase on deposits by the mortgage parity criterion.
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gage criteria being applied by the
Treasury be publicly specified.

In preparing its analysis and
hypothetical mortgage parity cri-
teria, COMP took into account
the ratio of New York City deposits
to total deposits, which permits a
fairer comparison of mortgage data
than if all deposits are assumed to
originate from New York City.
However, industry spokespersons
caution that some banks (e.g., those
in Manhattan) may have a higher
proportion than others of deposit-
ors resident in the suburbs but
maintaining deposits in the city
near where they work. This bias is
difficult to determine and deal with,
without census tract data on the
residence of depositors such as is
required by Chicago.

The index that COMP created
divides NYC mortgages to total
mortgages by NYC deposits to total
deposits. If more deposits come
from outside New York City, one
could expect more mortgage loans
to be made outside the city. Only
the two Richmond County banks
take in all their deposits from New
Yorkers. In all of the other instances
the index adjusts the ratio of New
York City mortgages to total mort-
gages upward to reflect the subur-
ban source of some of their deposits.
Data on New York City mortgages
are now public for all New York
banks under Regulation G-107 of
the New York State Banking De-
partment. Each bank must main-
tain, by census tract, a breakdown
of the different types of mortgage
loans it has made. Deposit informa-
tion is also collected, but (in con-
trast to Chicago where it is public)
is being treated by the state as con-
fidential. However, Deputy Super-
intendent of Banks William Wood-
ward III says, "This decision is sub-
ject to review."
COMP's hypothetical mortgage

criteria, shown in Table 1, use the
following decision rules:

1. Eliminate from consideration
for new del: osits those banks
which do not respond to the
Treasury's request for informa-
tion on deposits.
2. Eliminate from consideration
banks which have less than 25%
of their mortgages within New
York City, after dividing the
mortgage ratio by the propor-

tion of tc‘tel deposits front
SOUV.ES.

3. Allow a target of $7,000 in
Court and 'trust Fund deposits
for ev,ry 4:1 N-zw York
City min tgages.
The target deposit levels which

would result from this procedure
could be used in conjunction with
other factors such as the services
provided by the different banks in
handling accounts, and whether
they are opening or closing branches
in declining neighborhoods. Public
standards for other criteria could
also be specified.

RECOMMENDATIONS
Public deposits are by themselves

not the answer to disinvestment,
but they can be an important part
of a solution, especially if there is
public support for banks which are
making an effort to make city mort-
gages. It would help individuals
seeking guidance on making deposits
if state and local governments were
to move toward more open social
criteria for allocation of public
deposits. Competitive bids for
interest yield and service provided
should remain the basic criteria for
deposits, but social criteria become
especially important where deposits
are subject to Regulation Q or other
yield limitations. A key social fac-
tor is the proportion of mortgage
loans made by a bank within the
area from which its deposits are
drawn. In New York City and other
municipalities such a criterion could
be applied in the following way:

1. Where neither Federal, state
nor local disclosure requirements
make public the source of de-
posits, send out an annual ques-
tionnaire to area banks interested
in public deposits, requesting
information on the residence of
depositors by census track. Ex-
clude from consideration banks
that do not respond.
2. If the city is concerned about
loans to depressed areas and
wants to give "extra credit" for
loans in these areas, it should
specify the census tracts to be
counted as being depressed, and
should ask about the average
length of mortgages and average
downpayments.
3. Make public the questionnaire
results and the criteria by which
public deposits are to be allocated.

In addition to use of mortgage
data the published criteria might
include set vice standards (pro-
cessing time, accounting accuracy,
method of interest rate compu-
tation) and other possible con-
siderations such as whether the
bank advertises its loan program,
whether it has opened or closed
branches within the city or wheth-
er it handles food stamps.
4. On the basis of published cri-
teria, develop target deposit levels
for each bank annually and move
funds into banks below their tar-
get.
Professor Robert F3ish of the Uni-

versity of Maryland, noting the life
insurance and pension assets, as
well as savings, of neighborhood
residents (even in poor areas), con-
cludes, "Locally generated funds,
if channeled into neighborhood
economies, would be more than suf-
ficient to end neighborhood disin-
vestment." Public deposits are one
way of encouraging the mobilizing
of these assets for economic devel-
opment and stability.

This Newsletter is the first
of a series, funded by a grant
from the Ford Foundation, on
reinvestment. The material
in this Newsletter is based on
information provided by the
Savings Bank Association of
New York State, the National
Training and Information
Center, the New York Public
Interest Research Group, the
Woodstock Project, and other
institutions and individuals
identified in the text. It was
prepared by John Tepper Mar-
lin, formerly an economist
with the Federal Reserve Board
and the Federal Deposit In-
surance Corporation.

COUNCIL ON MUNICIPAL
PERFORM ANCE

John Tepper Marlin
Executive Director

Maris Calcars
Publications Director
Membership in the Council

is $15 annually. Publication
list sent on request. Phone:
(212) 213-6603.
Contributions to COMP are
tax-deductible.
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The CHAIRMAN. Thank you very much Mr. Weiler.

STATEMENT OF CONRAD WEILER, ALLIANCE FOR NEIGHBORHOOD
GOVERNMENT, QUEENS VILLAGE, PHILADELPHIA

Mr. WEILER. Thank you very much, Senator. I want to thank you
for the opportunity to testify. I am here on behalf of the Alliance
for Neighborhood Government, which is an organization of neigh-
borhoods, several hundred members from various cities.

First of all: The bill is something we support. However, we
would like to suggest some changes in it to strengthen it.
Our overall concern is not reinvestment so much as reinvestment

for whom.
I come from a neighborhood which is a perfect example of what

Mr. Holman was talking about. Many of the neighborhoods that my
association represents are neighborhoods in which reinvestment is no
longer the problem, but what kind of reinvestment, and reinvestment
for whom.
We would like to strengthen this bill so it would show for whom

the reinvestnrient is being made, who is benefitting from it.
To be very specific, we would like to see the bill strengthened to

give us some measures as to whether reinvestment is simply bringing
investment from the suburbs to the city, but not helping the lower
and moderate income people.
The neighborhood is more than just the territory, the neighbor-

hood is the fabric of interrelationships among the people living
there.
We are afraid that reinvestment is just going to recycle those

neighborhoods, bring in the upper middle class professionals and
so on.
So I would suggest several additions to the bill.
First: The bill should include the Federal National Mortgage

Association, which on numerous occasions has expressed a clear
interest in middle income housing in the inner city.
By middle income housing, I am afraid that they mean some-

thing more than what other people—I assume they mean housing in
the $30,000, $40,000, $50,000, $70,000 price range.
If so, if a way could be found to bring FNMA under this bill, I

think this would be a step forward in showing the impact of
reinvestment.
Second: Sort of positive criteria for evaluating reinvestment

might be advisable. I would suggest simply criteria showing the
effect of reinvestment on achieving and maintaining both racial
and income diversity. Also the effect of reinvestment in causing
economic dislocations, driving people out of the neighborhood.
Third: I would suggest there be a common basis of collection of

the data among the various agencies that will be supplying it, be-
cause without a common basis, such as Census tracks, the neighbor-
hoods which will try to use this data will be at a great disadvantage
in trying to bring it all together.

Finally: I would suggest—excuse me. The fourth point is that the
responsible agencies consider some action where necessary—I realize
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this will be very controversial—to discourage credit actions which
result in destabilizing neighborhoods, too much reinvestment, or
forcing economic dislocation.

Finally: I would suggest to tie together all of these things that a
consolidated statement be issued, and I would suggest the name be
"Neighborhood Reinvestment Impact Statement", suggestive of the
environmental impact statement.
And that public hearings perhaps may be part of the community

development public hearing, citizen participation process be re-
quired along the lines Mr. Nader and others have talked about.
This would be especially important if community development is

amended as we hope it will be to include a stronger role for neigh-
borhoods. They are presently not mentioned in the bill specifically
as part of the citizen participation process.
So that is the summary of my remarks. Thank you very much.
[The complete statement of Mr. Weiler follows:]

PREPARED STATEMENT OF CONRAD WEILER, CHAIRMAN, ALLIANCE FOR NEIGHBORHOOD
GOVERNMENT

NEIGHBORHOOD DIVERSITY

Neighborhood diversity includes but is far broader than the concept of racial
integration. Neighborhood diversity means, above all, socio-economic diversity—
the mixture of people of different incomes, education, occupation and ethnic,
religious and racial groups within a neighborhood. Implied in the socio-economic
diversity of the population of the neighborhood is a diversity of the economic
base and of land use, so that, residential, commercial and industrial uses are
viewed as potentially compatible: single family homes with apartments, light
industry wtih commercial, the corner store with single family homes, the arti-
san living upstairs and his workshop and store downstairs.

Occurring within the neighborhood—that is, a small urban area in which face-
to-face contacts, personal knowledge, and pure democratic decision making can
exist—diversity is an historic turning away from two centuries of homogeniza-
tion, specialization, centralization and regionalization of residence, workplace,
recreation, shopping and public affairs erected by industrialization and privatism
in the American metropolis.

NEIGHBORHOOD DIVERSITY AS A GOAL OF PUBLIC POLICY

Neighborhood diversity is an extraordinarily desirable goal of public policy
because of the profound social, economic and political effects it could have on

American cities and life generally.
Neighborhood diversity could help, obviously, to promote racial integration.

Diversity could help and the isolation of the old from the rest of society. Diver-

sity could help fight crime by having many different eyes on the same streets
all the time. Diversity could reduce the destructive effects of the private auto-
mobile and reduce the need for public transportation by putting people closer
to where they want to be for jobs, shopping or relatives, by emphasizing accessi-
bility over mobility. Diversity would reduce both panic selling and speculation

in real estate by reducing the importance of "blockbusting" of any kind, whether
in terms of social change, or in terms of introducing commercial uses into resi-
dential areas. Diversity would help to introduce human scale technology into
the city, and make conservation of resources more effective. Diversity would
help restore holistic, family medicine and reduce the rigidity of sex roles.
Most important, diversity could transform politics and public life, so that each

neighborhood assembly debates and deals with all the issues in society, because
they are contained within its membership. not just those issues of a single narrow

economic class or ethnic outlook. Diversity would reduce or eliminate the need
for busing to promote better schools, for forcing blacks into white neighborhoods
for housing purposes. Diversity would end the split of urban politics into either
reform or party boss factions, and unify both the innovation and objectivity of

A

4.
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reform and the personal contact and corrective to bureaucratic inhumanity ofthe ward boss at a controllable, overseeable neighborhood level.Diversity would provide the ordinary citizen with access to decision makingand government without dependence on ever more remote regional or nationalinterest groups, parties and candidates.

STRATEGIES FOR ACHIEVING DIVERSITY

There are two great strategies developed in public policy for achieving neigh-borhood diversity, based on how one views the growth patterns of our metro-politan areas. The strategy that has dominated so far (to the extent diversityhas been an important effective concern of action at all) has focussed primarilyon racial diversity and is based on a centrifugal model of metropolitan growth.In the centrifugal model, racial and income groups are arranged in a hierarchyof rising status from the center of the city outward. The whites are fleeing thecity, factories are moving out, and the cities are dying. Public policy does littleor nothing to stop or even slow down this basic centrifugal trend but merelytries to achieve racial diversity by trying to make blacks move even faster thanthe whites so that blacks will be dispersed into the outer city and suburbanhousing. This strategy has been largely unsuccessful because it actually acceler-ates the movement of all populations in the metropolitan industrial system ofhomogeneous specialized land use while doing almost nothing to change thebasic socio-economic forces promoting homogeneity. This may be called the cen-trifugal force strategy—forcing blacks outwardly faster than whites.The second strategy, a long-range strategy, has been to attract the middleclass back to the city, primarily through massive and strategic applications offederal urban renewal grants. This strategy, the recycling strategy, after 20to 30 years of patient laying of groundwork is now beginning to bear fruit.In most of our big cities, it is now obvious that some of the middle class arereturning to old neighborhoods in and around the downtown, preserving andrestoring old houses, creating new artist quarters and attractive and oftenavant-garde shopping areas, staging city festivals, helping to revive ethnicpride, serving as community organizers to fight crime or superhighways or toorganize green-lining campaigns or to build basement trout tanks. While thisrevival and rediversiflcation of old city neighborhoods may still be largelyunnoticed by urban policy analysts, anyone who actually lives in old city neigh-borhoods and looks around in Boston, Philadelphia, Baltimore, Washington ordozens of other cities knows it is happening.
In the next 5 to 10 years this return to the city—spurred by the gasolineshortage, disillusionment with suburban life, residential taste changes, risingcost of new housing, and many other factors—will become the dominant trendof metropolitan politics.
But will it achieve diversity? Though it will achieve more diversity—ordestroy it less to be more accurate—than did the great two cenury era of out-ward suburban growth—because recycling will occur on an already thoroughlyurbanized base, recycling by itself is at best neutral and in the long run alsohostile to diversity, because recycling is really metropolitan geopolitics. Recy-cling is simply the strategic replacement of the poor by the middle and uppermiddle class through public policy. Recycling is not any more than suburbani-zation an attempt to create diversity, except in an abstract statistical sense inthat city populations as a whole will become more statistically diverse if themiddle class returns.

THE NEIGHBORHOOD AND CITY RECYCLING

The neighborhood concept offers us a unique opportunity to restructure cityrecycling so that is not simply a re-suburbanizing of the city, but the creationof a third and true strategy for diversity in metropolitan areas. For the firsttime, recycling puts those on the side of diversity in the position of being con-servative, of not forcing social change, but if trying to absorb and diffuse it topreserve, not force, diversity.
How would this occur?
The answer lies in the redevelopment process itself. As the neighborhoodredevelops—or as it is "preserved", to use a HUD phrase—several things hap-pen. There is an increase in private investment, sometimes preceded but usually
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followed by an increase in public investment. Property values suddenly increase,
often dramatically. Abandoned, "bombed-out" buildings suddenly become "shells
for restoration by urban pioneers." New people move into the neighborhood and
these new people are typically artists or middle or upper class professionals.
At first, they move into the empty buildings or ones being sold in the normal
neighborhood process of real estate turnover. Often these newcomers establish
or attract new businesses and give new life to old ones. They become active and
actually help to improve the neighborhood. Typically, they value the diversity
of the neighborhood highly and originally moved to the neighborhood because
they believed in a diverse, urban neighborhood life style. Up to this point, neigh-
borhood diversity has increased as a result of recycling.

Unfortunately, the diverse recycling or redeveloping neighborhood is merely
at a temporary midpoint between what might have been a largely poor or work-
ing class homogeneity and an emerging upper middle class homogeneity.

Just as racial stability in a neighborhood has cynically but perhaps accu-
rately been called "the time between the first blacks moving in and the last
white moving out," so diversity in the redeveloping neighborhood might be
defined as "the time between the first upper middle class professional moving
in to restore an old house and the last old-timer being moved out by rising
property taxes and change in neighborhood life-style."

Unfortunately, the traditional urban policy fights of the past decades have ob-
scured what is happening in redeveloping neighborhoods. Most of what is hap-
pening to recycle these neighborhoods and to progressively turn them over to
the upper middle class is happening because of liberal successes in stopping the
razing of neighborhoods through demolition-style urban renewal, fighting the
destruction of neighborhood scale by introduction of public housing high rise,
preventing the ripping apart of neighborhoods for superhighways, and by stop-
ping red-lining of city neighborhoods.
What has been done as a result of these and other actions has been to restruc-

ture market preferences and investment parameters so that the private investor
now has a new and potentially vast market of old city housing to exploit with
virtually no adequate public policy controls to preserve such values as diversity.
In part, this is because practically no one actually anticipated city recycling,

and anyway, most urban policy analysts still gloomily anticipate the death of
the city and support black population dispersal as the main liberal housing
issue. Moreover, most of the basic political issues and institutions of our cities
were established during the municipal reform movement of the turn of the cen-
tury, which posed the conflict between local and regional, parochial and good of
the whole, boss and good government, corruption and technical efficiency, neigh-

borhood and centralization, stagnation and economic and social progress.

WHAT MUST BE DONE TO PRESERVE NEIGHBORHOOD DIVERSITY?

Once there is a recognition of the fact of city recycling and its vast potential
either for resegregation of our urban neighborhoods or creation of true diversity

In them, certain measures become logically necessary.
First, and profoundly important, is the establishment of the neighborhood

as a legitimate and basic policy context for achieving diversity. This is the
single greatest and most dangerous defect of the Housing and Community
Development Act of 1974. Nowhere does the CD Act establish the framework by
which to measure the professed goals of neighborhood diversity. It is clearly
impossible to measure success or failure in achieving neighborhood diversity
until a common neighborhood unit of observation is established for public policy.
Furthermore, there must be a single neighborhood unit of observation, not the
proliferation of "community" or "neighborhood" oriented programs now found
in city, state and federal programs each of which establish different neighbor-
hood boundaries, different specialized citizen boards, different deadlines and
procedures—all of which further fragment the neighborhood to itself and to
anyone trying to get a holistic view of the neighborhood.
In establishing the neighborhood as a context of public policy, it must be

recognized that the neighborhood itself must participate in and play a major

If not dominating role in defining itself. This is necessary not only to define a
real, functioning neighborhood and not a bureaucratic vision of one, but also
to establish the good faith with the neighborhood that will be necessary to deal

with diversity and its enemies.
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Second, neighborhoods must be given a formal, legal status with resources
for necessary technical services, so that they can adequately participate as an
equal in preserving and promoting diversity, and also be held responsible legally
and politically for their actions. Thus, some form of neighborhood government
is necessary whether required by federal law, or established by city ordinance.
Third, a reconceptualization and revision of present zoning, building code,

planning and land-use controls must be undertaken, so that they do not promote
only homogeneity, but also promote diversity. Zoning for example, must not
rigorously separate residential categories by density and especially not rigorously
separate residential from commercial categories.

Fourth, a serious revision of the real property tax must be undertaken, so that
rising neighborhood property market values do not drive out persons on low
and fixed incomes through radical increases in tax assessment between intrinsic
improvements to the house and general appreciation of the neighborhood with
at least the tax assessment increase on general appreciation of the neighborhood
being deferred until sale of the property.

DIVERSITY AND REINVESTMENT

Finally, and perhaps naost important, a whole range a new controls and pro-
cedure must be developed with the gentrifying and honaogenizing effects of
reinvestment. (Gentrification is the opposite of deterioration—it is the rapid
increase of public and private investment in a neighborhood accompanied by
the replacement a lower by higher income residents.)
Reinvestment is now underway in such programs as Neighborhood Housing

Services, the Philadelphia Mortgage Plan, various greenlining efforts following
from the fight against redlining, and in a great variety of publicly supported
programs such as those listed in HUD's catalog "Neighborhood Preservation."
Some of these programs are so eminently necessary and represent an historic

reversal of urban decline that it may seem the sheerest of folly 0 critidze
nein now. Yet, in truth, few if any of these programs have any inherent resist-
ance to gentrification. It has been such an exhausting and overwhelming struggle
to reverse the trend a urban decline that we never dreamed that our success
might generate even worse problems. And, on the whole, these successes have
I ot yet resulted in wholesale upper middle class homogenization a the "inner
city" but they probably will in the near future, if not by themselves, then with
tI e help of such massive reorientations of the private mortgage and construc-
tion industry as are proposed by the Forum One and Forum Two proposals of
the Federal National Mortgage Housing Association. Here a National Cities
Corporation, controlled directly by Presidential and Congressional appointees
would influence the investment of billions of dollars, have the power of eminent
I omain, and direct its massive energies to providing "middle income housing in
tI. inner city."

Clearly the time has come to anticipate events, for once, rather than wait until
it is too late. Reinvestment must occur within a framework that will achieve,
I ut not destroy neighborhood diversity. An excellent opportunity to do this is
Ills by Senator Proxmire's Bill S. 906, The Community Reinvestment Act
of 1977. This Bill would call attention to the need for reinvestment in eity
neighborhoods and establish a mechanism for encouraging and monitoring the
reinvestment process.
On behalf of the Alliance for Neighborhood Government I would like however to

suggest several additions 0 the bill that in our opinion would greatly strengthen
it.

First, the coverage of the bill should be extended 0 include the Federal Na-
tional Mortgage Association. FNMA is perhaps even more important than the
agencies already mentioned in the Bill, the Federal Reserve Board, the Federal
Deposit Insurance Corporation and the Federal Home Loan Board, in creating
and directing the actual flow a mortgages 0 or from city neighborhoods. More-
over, FNMA for several years now has been conducting studies a the market
fIr ddle income housing in the inner city," has developed a specific legislative
program IIIomote this kind a reinvestment and is right now in the process
of conducting a national program publicizing their plans. Omitting FNMA from
thO coverage a this Bill would leave a great piece of the overall reinvestment
process outside of the unified look at reinvestment the Bill attempts to create.

88-032 0 - 77 - 15
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Second, criteria for evaluating reinvestment should be written into the pill.
We would strongly suggest that measurement a the effecfs of reinvestment on
achieving and maintaining income and racial diversity in neighborhoods, and on
economic dislocation of existing neighborhood residents whether tenants or
homeowners should be included among such criteria. We are very concerned
that reinvestment be not just for the few who can afford $50.000 or $75,000 town
houses. We are very concerned that reinvestment and the return to the city not
be merely a continuation of the suburbanization process of creating homogeneous
upper middle class enclaves. I might add here that my own neighborhood organi-
zation, Queen Village Neighborhood Association, is very concerned about the
problem and that the Philadelphia Council of Neighborhood Organizations as well
as the Alliance for Neighborhood Government, have already taken positions
against such economic dislocation and homogenization of neighborhoods.

Third, there should be a common basis for the collection of these data, perhaps
census tracts, as in the Mortgage Disclosure Act, and a single agency responsible
for collecting, publishing and perhaps evaluating the data. We are particularly
concerned that there be a common basis for reporting so that the thousands of
neighborhood groups in our cities can get hold of this data, interpret it, and
perhaps take action of some kind. If each reporting agency uses its own format
and reporting basis, it is likely that this will only make it very difficult for
neighborhoods to play a role in monitoring the very process in which they have
such a great stake. On the other hand, as the various green-lining campaigns
have shown, neighborhoods armed with the right kind of information can accom-
plish a great deal in their own and in the public interest.

Fifth, that where it became clear from the data collected under the Bill that
reinvestment policies are causing or leading to a destruction of neighborhood
diversity or causing forced economic dislocation of residents, that the Boards of
the various agencies covered under this Bill be required to take steps to dis-
courage lending and other policies causing or augmenting these trends.

Finally: We would suggest a name for these data and the procedure that
would symbolize the full intent expressed in the Bill. The name Neighborhood
Reinvestment Impact Statement might serve this purpose, paralleling the Envi-
ronmental Impact Statement that has done so much to open-up the process of
spending federal money on physical improvements. Along these same lines, it
might be well to require annual public hearings in cities on reinvestment, as
expressed in the data anticipated in this Bill and the changes suggested here, or
some other form of citizen review, perhaps requiring it as part of the citizen
participation process under the Community Development Program.

NEIGHBORHOOD DIVERSITY AND AMERICAN CIVILIZATION
Achievement of neighborhood diversity is far more than a housing program.

It is a program to transform American life: to finally overcome the conflicts and
defects of industrial civilization, and to exploit the benefits of industrialization
by merging them with an older tradition and also a newer vision of humanized
civilization.

The CHAIRMAN. Thank you very much.
Ms. Greenwald, S. 406 provides for an ongoing review of lending

practices, 'as well as a review in connection with applications to open
new blanches.
As a t..State regulator with considerable experience and with a fine

record of effectiveness, do you find that the branch application
process provides you with the most appropriate leverage to en-
courage community service on the part of banks?
Ms. GREENWALD. Yes, I do. It is an opportunity when the bank

wants something for the bank department to say it wants something
from the bank. So we find that is the most effective time for talking
about it.
The CHAIRMAN. What can you do with a bank that is not inter-

ested in opening a branch, and is not doing anything in the
community?

•
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Ms. GREENWALD. Our experience is most banks do want a branch.
The CHAIRMAN. There are States in which branching is not per-

mitted or is very limited.
Ms. GREENWALD. I realize that. Those States have many problems,

one of which is they have no competition in the local communities.
When we wrote to your staff on this bill, we said we do not treat

branches as an exclusive franchise. We have very much a probranch-
ing process.
I am afraid I really don't have a good answer for you. We do

have one bank in Boston who has chosen, has told me, they will not
come in for a branch as long as I am the bank commissioner, be-
cause they don't want to discuss their credit practices with me, ex-
cept through the Mortgage Review Board, which reviews their
practices. They are being penalized, though. They are not getting
into the suburbs, where all of the other big banks are going. This
bank is going to lose in the long run by saying we would rather
wait until you are gone before we open any branches, rather than
talk to the department about credit practices.
The CHAIRMAN. Do you think as a national initiative that this

legislation might help to overcome opposition to branching, by pro-
viding that one of the criteria to encourage branching is a record
of community service, and therefore a recognition that the banks
that come in would be more likely—
Ms. GREENWALD. Yes, I do. The community groups in Boston—

I pushed for statewide branching in Massachusetts, because I be-
lieve that is proconsumer. The community groups in Boston have a
record of testifying against that legislation, because they have just
this concern.
The CHAIRMAN. The picture that I think a lot of people have, it

is an understandable picture for laymen, is that you get a big
bank in Boston or Milwaukee, and they are not interested in Water-
town or in some relatively small town on the outside. They come into
the community, they are absentee owned. Top management is absent.
Local citizens think of these banks as putting their money in Saudi
Arabia or some place, not really interested in developing the local
community.
Ms. GREENWALD. That is right. I think a bill like this answers

some of those problems.
In Boston we work with the community groups, trying to resolve

/v. their dislike of statewide branching. That is how we came up with
the idea that if a Boston bank wanted a suburban branch, the bank
would have to give the banking department a letter of commitment
to continue to serve the city, and continue to offer all of the services
they now offered at their branches, plus eliminating any deficiencies
of services in the city of Boston.
This method of handling branch applications came out of .a

dialogue with the community groups and it helped remove their
opposition to allowing statewide branching. We got the compromise
of going 15 miles out of the city, which does take the banks into the
suburbs of Boston.
The CHAIRMAN. Mr. Marlin, some of the provisions of this bill

are general statements of policy. We can't provide every detail of
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administrative procedure by statute. That has to be done, of course,
by the regulatory agencies through regulations, and it empowers
them to issue regulations to carry out the act.
From your knowledge of reinvestment initiatives at the State

level, are there good examples of State or local regulations that
would provide a model for the Federal regulatory agencies to carry
out the intent of the act?
Mr. MARLIN. I think the best example of what you are asking for

is probably California, which introduced fair lending regulations
administratively through the department of savings and loan of the
business and transportation agency.
The department introduced its regulations through 5 amend-

ments to chapter 2 of title 10 of the California administrative code.
The five amendments relate to applications for new branches—or

other changes in facilities of the kind we have been talking about—
applications for mergers, public information and fair lending re-
quirements and guidelines.
The changes spell out procedures for ensuring the lending institu-

tions process loan applications equitably, and that they engage in
what is called an affirmative marketing of loan services throughout
their lending area. An affirmative marketing program of this kind
was referred to by Gale Cincotta in earlier testimony.
The affirmative marketing feature requires lending institutions

to maintain on file with the Commissioner an affirmative marketing
plan. Such a plan must describe how the institution's marketing
efforts, specifically including the making of loans, are designed to
reach groups protected against discrimination.
The California regulations have four other interesting provisions.

They incorporate two mortgage review boards of inquiry as part
of the system for dealing with complaints of unfair lending
practices.
Unlike Massachusetts, where the Boston mortgage board is a vol-

untary activity on the part of the banks, the California boards are
part of the regulatory system.
The California regulations specify procedures for ensuring fair

market appraisals of property on which a mortgage is sought. They
specifically prohibit 10 types of discriminatory practices.

Finally, they offer guidelines for processing applications to ensure
nondiscrimination.
The major difference between the California approach and S. 406

is that California institutions are permitted to define their service
area quite broadly, more broadly than the charter area referred to
in S. 406, which relates to the source of the deposits.
The CHAIRMAN. What is the attitude on the part of the banks?

Are they resisting this or accepting it?
Mr. MARLIN. I understand, from talking to the author of these

regulations, that he is persona non grata in California among the
banking institutions, even though the Coalition Against Redlining
complains that the regulations aren't strong enough.
However, in terms of bank cooperation with the regulations, I

think it has gone fairly well. I am not aware of any great problem
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with the regulatory procedures or the lenders' compliance with them.
The CHAIRMAN. Are they strenuously trying to change the

regulations?
Mr. MARLIN. I don't sense that that is what is going on in Cali-

fornia. Anti-redlining groups are lobbying for stronger regulations
but the S. & L.'s are cooperating with the ones that are in effect.
The CHAIRMAN. What you describe is a situation that would be

different on the Federal level. Here we would have at least four
bodies Involved in regulating this, as I understand it, the home loan
bank board and the three bank regulatory agencies.
Would that make a difference?
Mr. MARLIN. Not to mention the other agencies involved, like

Housing and Urban Development.
The CHAIRMAN. That's right.
Mr. MARLIN. I would think it would make a difference. But I don't

think that it would make it impossible to administer a regulation of
this kind. After all, there are other regulations which are admin-
istered commonly by the different regulatory agencies. I think that
something could be worked out among them which would be pro-
cedurally acceptable.
The CHAIRMAN. Mr. Weiler, you expressed concern, and echoing

Mr. Holman's concern, that this would not really help many people
in the inner cities, low income people and others from being pushed
out, the elderly.
As I told him, I certainly share that concern, but I wonder if we

can solve all of the problems with this bill?
We have, as you know, a number of other legislative initiatives

we are following. HUD is under new management now and they
have indicated they recognize this problem and are pushing to pro-
vide housing for the poor and elderly.
Can we reach this problem with this bill? This is really a bill

that has to go primarily to conventionally financed housing.
Unfortunately, as the Harvard—MIT study showed, only a small

proportion of our people can afford that kind of housing anyway.
That is, about 25 percent of our people can afford new housing, and
35 percent can afford used housing.
So this is limited. And it seems to me we can't expect it to reach,

as far as housing is concerned, everyone.
Then as far as the business groups are concerned, it would have

limited application, too. We have an SBA which has responsibilities
for that also.
Mr. WEILER. Well, I am sure that we don't want to try to change

the credit market through this bill. I just felt that the goal of trying
to observe the reinvestment process should include some way of
generating the data and raising the questions that Mr. Holman and
myself are concerned about.
I think that is all I am really encouraging to be made part of this

bill.
I do recognize that there are other legislative actions that would

go towards actual action on this issue. But I think since the purpose
is to generate a sense of awareness and to generate information that
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this could be an important factor included in the process of generat-
ing awareness and data.
The CHAIRMAN. Mr. Connell, you stressed that the quality of

banking service should include not just gross loans or deposits, but
particular types of loans.
I think you make a good point. In other words, if a bank is doing

a vigorous job of promoting credit cards in the local community
at 18-percent interest that is one thing; if they are promoting mort-
gages that is something different.
Do you think this legislation could be more precise on the ques-

tion of what is to be encouraged, without getting into the credit
allocation situation, which would be hard, I think, to get passed.
Mr. CONNELL. I think certainly language could be put in the re-

port that would direct the agencies to consider various Govern-
ment programs to facilitate the credit being granted in particular
areas.
After all, when you think of the student loan program in Connec-

ticut, 50 percent guaranteed by the Federal Government, 50 percent
by the State government, and the interest rate is subsidized, there
is no risk, and a good return.
The Connecticut housing finance authority programs not only deal

with low- and moderate-income housing, but also provide for pur-
chase of homes by people of greater means and who might relocate
in the city in certain areas.
Although that can conflict with some people's ideas of what should

happen in the cities, it is a very complicated and complex issue.
But there are many many programs to be dealt with.
I would probably rather see it in the report language but I do

think this bill needs to be broadened to deal with other services as
well. I would rather see it in the report language, so they could
develop their criteria over a period of time.
Right now the statute says nothing but shall approve a branch.
The CHAIRMAN. Ms. Greenwald, your testimony indicates you have

done a lot of what we have in mind in this bill administratively
under your general public interest authority.
Do you think that the Federal agencies could go and do likewise,

follow your lead, or is there some legal constraint on that?
Ms. GREENWALD. I really am not an expert on that. I would

assume that they could do so administratively, but I am not sure
that there is not something in the law. I can't imagine that there
is, but I am not a legal expert on that point.
It seems to me you can do a great deal with administrative author-

ity. I am sure they could have public hearings and invite the com-
munities. not just give notice to the banks. That I am sure of.
The CHAIRMAN. At any rate, this bill would strengthen their

hand.
Ms. GREENWALD. Yes, it would.
The CHAIRMAN. Table 1 in your testimony reflects that the poorer

communities—I take it the poorer communities, I am. not as familiar
with Boston any more as I used to be. I spent 5 years there, but
I am not sure I can remember. At any rate, I would construe it to

A
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mean the poorer communities are least likely to get their mortgage
financing from banks and savings institutions.
Your statement indicates this is not for lack of demand, but

rather because the banks discourage, or at least don't encourage,
applications from these neighborhoods.
You point out they get it from private mortgage companies, which

charge higher interest and have shorter terms, and, therefore, the
monthly payments are a great deal higher.
.Do you have any evidence that loans made in the neighborhoods

with the low percentage of bank loans are necessarily more risky?
MS. GREENWALD. Just the opposite, actually.
The CHAIRMAN. If not, what motivates banks to avoid these areas?If it is less risky 
Ms. GREENWALD. I wouldn't say less risky. I would say the risk

is not greater. Our evidence is the foreclosure rate is around 2 per-
cent on conventional mortgages anywhere in the city of Boston by
census tract. It is one thing to get the data and it is another thing
to have perceptions.
I think when we have told that to banks they didn't believe it,

and they now have our data to look at and can let it sink in. Be-
cause I think their perception is different than that. We have run
into the problem, I think this has been shown in other cities also-
The CHAIRMAN. Do you think it is true of the smaller cities too,

that they are also as out of touch with reality? A big city like
Boston, I imagine there is perhaps less understanding of the poten-
tial than there would be in a city like Brockton or Springfield.
Ms. GREENWALD. Well, we have some feeling that what has

actually happened in cities like Springfield and Brockton is they
are so afraid of having a repetition of the public outcry that hap-
pened in Boston, there has been more action by the banks there to
forestall having it brought upon them by the community groups.
So I think the stimulus didn't come from their size, but from

seeing an example within the State, that you have to deal with
this, so you might as well deal with it now before it hits you. .
One thing we have come across is appraisal practices and guide-

books that have a bias in them which is completely outdated, if it
was ever true. I am not sure it was ever true. It is the notion that
neighborhoods have a life cycle like a human .being, that after a
certain number of years a neighborhood inevitably declines, and
it will certainly inevitably decline if it is not a homogeneous
neighborhood.
So that if we have different ethnic groups moving in, or different

land use, this necessarily will mean it is a riskier place to loan. This
is right in the appraisal handbooks, right in. the guidebooks. .

Yesterday, we had a discussion meeting with bankers, appraisers
and community groups, and with Darel Grothaus from Seattle, to
talk about this whole perception of the appraisal process, and what
it says about neighborhoods.
What came out of that meeting, and also data we gathered, is

that it is a completely erroneous impression. What it says. is that I
cannot use today's market value to tell me what the appraised value
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of this house should be, because I am looking into the future and
inevitably there will be a decline in this neighborhood, and I, the
bank, hold a mortgage for 20 years and I don't have to know what
housing is worth today, I have to make a forecast about what it will
be worth 25 years from now.
Here is where the appraisal process brings in misconceptions. If

blacks are moving into a neighborhood or Italians are moving into
a neighborhood, that makes it heterogeneous and therefore, makes
it less desirable and the appraiser will downgrade the value of the
property.
We tried to show the banks that in truth, probably because of

inflation—and inflation is something we have consistently had in
this country, although we can argue about whether it is 5 percent
or 2 percent, but inflation has always been a fact of life in this
country—that home sale prices in the city are not less than the
bank mortgage on them, no matter in which neighborhood. In the
blackest ghetto of Boston, the home sale price today is greater than
the price the bank put on the mortgage when they gave the mort-
gage, and that is the truth. Although we all say that inflation is
terrible, at least it has had this one positive effect, that the whole
appraisal process has been made much much easier. You can use
today's market value and you don't have to worry that the home
sale price 10 years from now will be less than today's market value.
The CHAIRMAN. I think you are right about the prospects for the

next 20 years or so.
I would certainly disagree with you on economic history. If you

take a period of 1840 to 1940, there was no increase in the price
level—of course there is a dispute over the validity of the figures
because of the haziness of statistics and inaccuracy. But up until
about 1945, we had a remarkably stable price level. We had infla-
tion in every war period, sharp inflation, then a sharp deflation after
the war. All of the bets are off since World War IT. we have had an
entirely different economic situation, certainly as far as prices are
concerned.
Ms. GREENWALD. I don't know anything about data from the

1840's, and I would question data before the 1860's.
The CHAIRMAN. You are so young, you wouldn't remember.
Ms. GREENWALD. But I will check it for you. We had a deflation

in the 1930's, but appraisal analysis will never save the bank from a
general depression. In that case, it won't tell you that in this neigh-
borhood the prices will be better in 20 years. If we have another
1930 in 1980, no appraiser can tell you in this neighborhood the
houses will sell for more and in that neighborhood for less.
So that is outside of the appraisal process. But in the normal eco-

nomic cycle we have had of business recessions and recoveries—
The CHAIRMAN. I think you are right as far as the future is

concerned.
As you know your Senator, Senator Brooke, has based a very

interesting housing initiative on this notion that inflation is going;
to make the value of the house increase as time goes on, and there-
fore one of the things he is proposing is that the payments at the
beginning of the paying off of the mortgage should be a lot less.
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Ms. GREENWALD. The reason that I brought that up is you asked
why aren't they making mortgages in this neighborhood. It is be-
cause they continue to think that the way they have to appraise the
property is to make a projection about its value in 20 years, and
their own appraiser's perception is that if it is going to be a hetero-
geneous neighborhood, blacks and whites, the manual tell you it is
not as good a property and therefore appraise it down.
That is why the applications are not there.
The CHAIRMAN. Mr. Connell, I have one final question for you.
You say that there needs to be a better remedial mechanism when

a financial institution is found not to have served its community.
Are you indicating we ought to have renewable charters, a charter

should be granted as it is for a radio and TV station, for 3 or 5 or
10 years, and then take a look at what kind of job they have done?
And if they have not clone a good job, cancel the charter?
Mr. CONNELL. I believe the original national bank charter was a

renewable charter. That isn't really anything new either in banking
or the Federal Communications Commission operation.
I don't feel we necessarily need that harsh a remedy.
The CHAIRMAN. I don't think we can possibly get that considered

favorably by the committee or the Congress.
Mr. CONNELL. There are other ways of dealing with remedial ac-

tion. An affirmative marketing or advertising program. Maybe sus-
pension of business in a more favorable area for a week or two. It
only has to be done once and people are very sensitive to the em-
barrassment, more than the actual fact.
The CHAIRMAN. Ms. Greenwald puts a lot of emphasis on the

branching and it seems she made a very convincing argument that
that should do it.
Mr. CoNNNELL. We are using that approach, as my testimony in-

dicated, in several areas. But I feel that we need something more
than that, because you wait for the institutions to make a move. I
know we have at least two institutions in Connecticut that have not
branched for a long time, and are not serving their communities well
at all.
So I think that it would be perfectly proper to have a review

system in the bank structure area.
I would like to comment on one thing, Senator, in terms of values

of property and lending practices.
We have done a study in Connecticut on a rather brief basis on

some of the lending practices in the inner city. One of the problems
we found in the core city has been that in the past banks made loans
on 100 percent appraisal basis to absentee landlords for multifamily
dwellings, the three decker that someone left and moved to the
suburbs.
The borrower got the loan without any personal liability. And

within a few years the property began to deteriorate, any kind of
maintenance was deferred. And I would say that 75 percent of the
loans charged off in the city involve absentee landlord ownership, and
these were big dollars, $3 million, $4 million, $5 million.
So I think part of the urban decay problem is related to improper

lending practices.
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I guess what I would have to say is we need a much deeper study
in the whole banking practice, lending practice area, other than
merely the Home Mortgage Disclosure Act provisions. But that act
is an excellent beginning point.
In Connecticut we are proposing to do that type of analysis, if

the legislature permits us to.
The CHAIRMAN. I want to thank the panel very much for excellent

testimony. It has been most enlightening. This has been a fine morn-
ing for us, we have an excellent record.
The Committee will stand in recess until 11 o'clock tomorrow

morning.
[Thereupon, at 12 :45 p.m. the hearing was recessed, to reconvene

at 11 a.m. the following day.]
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COMMUNITY CREDIT NEEDS

THURSDAY, MARCH 24, 1977

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,

Washington, D.C.
The committee met at 11 a.m., in room 5302, Dirksen Senate Office

Building, Senator Paul S. Sarbanes, presiding.
Present: Senators Sparkman, Williams, Sarbanes, and Lugar.
Senator SARBANES. The chairman is at a meeting of one of the

appropriations subcommittees and will be back shortly. In the mean-
time he asked us to go ahead and begin.
And it's no longer designate Mr. Secretary. We are pleased to

have you here this morning, and if you would go ahead with your
statement as you wish, either read it or summarize it, and proceed,
we would appreciate that.

STATEMENT OF ROBERT EMBRY, ASSISTANT SECRETARY FOR
COMMUNITY DEVELOPMENT, DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT

Mr. EMBRY. Thank you, Senator Sarbanes.
I'd like to read it if I may. It's short and I think that it ade-

quately explains our position.
I am grateful for the opportunity to appear before you to discuss

the Department's view on the proposed Community Reinvestment
Act of 1977. At the outset, let me say that the Department strongly
supports the objective of this bill. We believe that financial institu-
tions should be encouraged to help meet the credit needs of the com-
munities in which they are chartered, and we commend the Chair-
man for introducing this legislation. The community reinvestment
concept is a valuable and realistic component in approaching the
problem of neighborhood revitalization.
If I may, I would like to take a moment to tell the committee of

a study concerning reinvestment that was undertaken while I was
the Commissioner of Housing for the city of Baltimore. Several
years ago, the city examined the problem of financial disinvestment
in its declining neighborhoods and found that, indeed, several finan-
cial institutions were refusing to make mortgage loalis in these areas.
As a result of this study and the impact of the disclosure of these
lending patterns, Baltimore was able to achieve, first, the removal
of all arbitrary restrictions on mortgage lending including those on
age of housing, second, a pledge of $45 million above the previous

(231)
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year's lending, and, third, the establishment of a committee of lend-ers. and officials to review claims of unfair denial of mortgages. Ibelieve that effort demonstrates clearly both the need for an aware-ness of the very real, serious problems in the area of urban reinvest-ment and the need for a comprehensive approach to the subject.Community reinvestment is not an end in itself, but a means to
the goal of neighborhood revitalization. We believe there should be
a comprehensive approach to revitalization which includes specific
attention to reinvestment problems. The Department is already
working actively to encourage and facilitate revitalization through
its community development block grant program, its demonstration
programs such as urban homesteading, its modification of its insur-
ance programs, and its research program.
We believe that an overall strategy is required which not only

addresses the issues of redlining and disinvestment, but also such
matters as neighborhood representation, careful utilization of mort-
gage insurance programs, and integration of investment leveraging
with community development activities. Initiatives in these latter
areas have already been undertaken.
In July 1976, the Department held a fact gathering fair housing

administrative meeting on redlining and disinvestment. Testimony
was given by 58 witnesses representing private financial interests,
community groups, and State and local governments. Those hear-
ings documented not only the specific practices of home mortgage
lenders, but also examined the roles of real estate appraisal and un-
derwriting practices and the secondary market in influencing lenders
decisions. We are now in the process of reviewing the summary re-
port of that meeting and other relevant literature to formulate rec-
ommended changes in federal law, administrative policies and vol-
untary remedies which, we believe, will enhance our ability to deal
with the discriminatory practice of redlining and disinvestment.
The Department also has begun a comparative analysis of the

statutes and regulations of the six States which have statutory and
regulatory provisions aimed at combating redlining. We hope next
to look at the effects of these provisions to determine if they are in
fact bringing more investment into credit-poor neighborhoods. We
have also issued a request for proposals under which a contractor
will catalog various methods that local groups are using for analysis
and use of data developed under the Home Mortgage Disclosure Act
so that this can be distributed and groups in many communities can
make real use of this data. We hope to award the contract by the
middle of May, with verifiable descriptions on these methods due
in December.

Additionally, the Federal Insurance Administration Advisory
Board has begun to address the problem of redlining in the insurance
industry. This piroblem is a serious component of the disinvestment
issue, in that banks are reluctant if not totally unwilling to lend
money on property for which insurance has been refused.
We believe these activities represent the beginning of an overall

strategy for dealing in a rational way with the problem of commu-
nity reinvestment.

A
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We support the proposition that a financial institution should
apply a portion of its resources toward the credit needs from which
it generates its deposit base. For that reason, we strongly support the
objectives of S. 406.
However, in our review of the bill, several issues and concerns have

arisen which lead us to question the adequacy of the bill in meeting
its own stated objectives. Indeed, in some respects, we believe the
bill could have adverse effects on the problem it is seeking to remedy.
The purpose of this bill is to require each Federal financial super-

visory agency to encourage federally-regulated financial institutions
to help meet the credit needs of the local communities in which they
are chartered, consistent with the safe and sound operation of such
institutions. To accomplish that objective, the bill would require any
federally chartered or insured depository institution—those regu-
lated by the Federal Reserve Board, the Comptroller of the Cur-
rency, the Federal Home Loan Bank Board, the Federal Deposit
Insurance Corporation, and the Federal Savings and Loan Insur-
ance Corporation—to demonstrate in its application for a deposit
facility, as defined in the bill, how it is meeting the credit needs of
its current primary service areas and that it will do so for its new
service area. The intention of the bill is to establish minimum per-
formance standards on institutions requesting charter, merger, relo-
cation, branching, or deposit insurance.
In introducing this legislation, Chairman Proxmire said that

those who obtain new deposit facilities approval receive a semi-
exclusive franchise to do business in a particular geographic area,
and that the Federal Government conveys certain benefits to that
institution, such as deposit insurance and access to low cost credit
through the Federal Reserve Bank or the Federal Home Loan
Banks. In turn, it was stated, the Federal Government should re-
quire institutions receiving those benefits to fulfill some public pur-
pose. We agree with that basic premise. Our concerns rest in an
assessment of the specific approach proposed by this bill.
The trigger for review of an institution's performance in meeting

the credit needs of its current primary service area, and its program
for meeting those of its proposed new area, would be the application
for a deposit facility, as defined in the bill. Because applications for
deposit facilities vary widely depending on general economic condi-
tions and internal policy decisions by individual institutions, there
is likely to be an uneven distribution of applications submitted by
institutions differing in location, size, and fiscal solvency.
It is therefore difficult to assess how systematically this bill would

begin to cover financial institutions under its jurisdiction. Never-
theless, we believe a basic principle of establishing performance cri-
teria for such facilities could be an appropriate means to establish
a broad Federal policy toward financial institutions and their re-
sponsibility to meet the credit needs of their service areas.

Also, the bill would require applications for new deposit facilities
to include information on:
One: The delineation of the proposed new service area;
Two: How the proposed facility would meet credit needs there;

and
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Three: The proportion of deposits from that area which would
be reinvested in that area. We recognize that there are encouraging
signs that a few financial institutions are beginning to branch into
areas which have previously been credit-short. However, in our
view, requesting data on how an applicant institution intends to
serve the credit needs of the proposed new service area is peripheral
to the basic purpose of this bill, which is to assure that the credit
needs of an institution's current service areas are being met. We
believe the bill should focus exclusively on how the lending institu-
tions are serving their present service areas, and that these require-
ments should be dropped in favor of the existing regulations regard-
ing proposed servicing of new areas. The key provision of this bill
is the one which examines overall current performance of an institu-
tion in its existing service area by requiring that the submission for
a new deposit facility demonstrate that the institution is meeting the
credit needs of the primary service areas in which it is already oper-
ating. This is the critical feature of the bill and one which, coupled
with the provision for public hearings, could help encourage finan-
cial institutions to serve the credit needs of their current service
areas.
However, we question the effectiveness of this provision. Inher-

ently, it is a reporting requirement, and there is little in the language
of the bill to direct how information required to be collected would
be used. Further, a statement of how an institution is meeting the
credit needs of its current primary savings service area is deficient,
in our view, if it fails specifically to provide that an institution
demonstrate that it is meeting the needs of credit-short areas within
its overall service area. For example, a financial institution which
serves the northwest section of Washington, D.C., should be required
specifically to address how its meeting the credit needs in the 14th
Street corridor.
In order to make such a determination, a Federal regulatory

agency would need information from a variety of sources. However,
the burden of proof under the bill would be on the applying institu-
tion to demonstrate how it is meeting credit needs. Testimony from
the required public hearings and data required by the Home Mort-
gage Disclosure Act could provide a generalized picture of the appli-
cant's performance, but would not be a real substitute for the type
of detailed reporting that, although very difficult to obtain, would
give a picture of an institution's commitment to its community.

Therefore, the bill should give more direction on what data would
be submitted by institutions, and what standards should be used by
the Federal agency in evaluating applications.
Chairman Proxmire has stated and the Department agrees that it

is not the intention of this bill to force financial institutions into
making high-risk loans that would jeopardize their safety. We agree
with the Chairman that it has not been proven that investment in

• credit-short neighborhoods will jeopardize a financial institution's
fiscal solvency. This concern has not been borne out by the experi-
ence of the urban reinvestment task force experience in 33 cities.
As noted before, neighborhood disinvestment and redlining are

critical issues. We agree with President Carter's' remark before the
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U.S. Conference of Mayors in Milwaukee last summer to the effect
that. a national urban policy should include a prohibition against
redlining. The best form for such a prohibition is still not clear.
We support the basic thrust of S. 406, that lending institutions

should. demonstrate that they are adequately serving the credit needs
of their community before its application for a deposit facility is
granted.
We cannot .urge passage of this bill at this time, however, because

of the. objections I have just outlined. We would instead urge the
Committee to work with us to develop an overall strategy on urban
reinvestment.
We are very anxious to work with the committee on such a com-

prehensive approach and look forward to a close working relation-
ship with Congress and this committee in this effort.
Again, I want to thank you for the opportunity to appear before

the committee on an issue which is of great importance to the
Department.
Senator SARBANES. Thank you very much, Mr. Secretary.
Senator Sparkman.
Senator SPARKMAN. I enjoyed the presentation. I think it's a very

clear statement. I don't have any particular questions to ask about it.
Senator SARBANES. I guess we ought to go to the last page and get

a better sense of what you mean by "a comprehensive approach and
an overall strategy." What does that encompass?
Mr. EMBRY. Well, we believe that dealing just with institutions

that come in and request a branch 
Senator SARBANES. First of all, does that encompass legislation

along the lines of this legislation? If not this particular piece of
legislation, is that strategy in lieu of legislation?
Mr. EMBRY. No, that strategy includes legislation.
Senator SARBANES. OK. Now what would the legislation be? •
Mr. EMBRY. Well, having only been at work for a short time,. we

don't have any specific legislation, but what we do recommend is a
policy, which we are in the process of preparing, that encourages
lending institutions to supply money in credit-short areas which
would include not just those institutions which are seeking branch-
ing approvals but would include Federal and State institutions to
the extent that the Federal Government has some regulatory author-
ity over States such as the amendment of the Federal insurance pro-
vision perhaps, to include more ability to look into what State
institutions are doing; but it includes more than just the trigger
mechanism that is included in this bill. We do support the approach
of this bill; that is, that if the Federal Government through its
various regulatory agencies is to give approval to certain institutions
to branch and do other things that hopefully will make them more
money, that approval should be conditioned on them showing that
they are pursuing national objectives.
Spelling out how that is done, we think requires a good deal more

work, at least a good deal more detail and thought than is in this
bill at the moment.
Senator SARBANES. But you would go back to those institutions

that already have gotten their charters and which already are pro-
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ceeding in a certain way, and, in effect require them, if they weren't
doing so, to meet this community responsibility?
Mr. EMBRY. We are concerned that the lending institutions that

are not branching, who are not requesting these approvals, which
we would suspect represent the majority of the lending that is going
on in this country, that we have a policy to encourage them to meet
the total credit needs of their community.
That does not include a mandatory percentage but it does include

various incentives which we hope do not cost the Federal Govern-
ment money, which is one of the strong points of this approach, that
it doesn't require Federal funds and does have a regulatory effect
that in effect would permit the institutions to regulate themselves.
In other words, they decide how much is reasonable but we don't

know what standard we can measure it by, but, yes, it would include
a look at those institutions that are not branching, that are not com-
ing to the Federal Government for these approvals.
Senator SARBANES. What would be the sanction for—recognizing,

first of all, the question of the standard that they should be meeting,
what would be the sanction for failing to meet that standard for
existing institutions? For new institutions, the applicant's are seek-
ing to do something and, therefore, the sanction is the denial of a
charter. For existing institutions what would the sanction be?
Mr. EMBRY. It's too early to say what it would be. We would

rather look in terms of carrots rather than sticks, at least the carrot
here being the ability to branch. The carrot with respect to existing
institutions, I gather they borrow money from the Federal Govern-
ment and they have certain regulatory provisions that apply to them
in terms of reserves and other aspects of running their institution.
At this moment I don't know enough about the incentives that might
be provided to existing institutions to say what they might be, but
that would be where we would be looking to begin with.
Senator SARBANES. In the Baltimore situation, which you talked

about at the outside, wasn't the commitment for those funds related
to legislation they were seeking in the State legislature with respect
to the usury law?
Mr. EMBRY. That's right.
Senator SARBANES. So those institutions really made that commit-

ment in order to influence the votes in the general assembly to get the
State limit on interest rates lifted in order to deal with the money
market situation?
Mr. EMBRY. Some institutions had already made the commitment

before that issue came up. That issue did help to persuade some of
the more reluctant lenders to join in. They have since reviewed that
commitment annually with no legislative threat, the usury problem
already having been resolved as far as they are concerned, but that
certainly was an important factor.

Senator SARBANES. Of course, that annual renewal is interesting
because I gather that their experience, as a consequence of channel-
ing those funds differently, tends to be much more positive than I
guess they anticipated or feared before they ever made it.
Mr. EMBRY. I think that is probably the most important point.

There is a question of definition between those who are advocating
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increased lending and those who are resisting. Those who are restist-
ing it continually cite the example of neighborhoods that are in
complete decay; welfare families wanting to borrow money. They
contend that to lend in such areas would drive them into bank-
ruptcy or certainly into financial irresponsibility. The advocates for
increased responsiveness are not talking about those situations. What
they are talking about are neighborhoods where loans are perfectly
reasonable, although perhaps not as attractive as the larger loans in
the suburban areas, but are certainly reasonable, responsible loans.
The NHS experience of the Federal Home Loan Bank Board has

indicated that the voluntary action by Federal savings and loans
that .have been able to extend their activities into areas that they
previously weren't active in have had beneficial results. We think
there is a large area in which they can move that do not include
areas of financial irresponsibility. I think the Baltimore experience
has demonstrated that.
Senator SARBANES. What else would the comprehensive strategy

involve besides legislation of the sort that we have been talking
about?
Mr. EMBRY. It would involve, as I indicated, the insurance prob-

lems in cities, fire insurance problems that many areas are having,
and other aspects of insurance that are restricting reinvestment in
cities.
It would involve neighborhood organizations and strengthening

them, but I cannot indicate the total magnitude of this study because
we are just starting it over the next few weeks.
Senator SARBANES. Senator Lugar.
Senator LUGAR. No questions.
Senator SARBANES. What's your response to the argument that—

how do we deal with the question—I guess the 14th Street corridor
is your 'answer—but how do you deal with the question that they
will service their credit area, but they would define that credit area
in such broad terms as still essentially to channel funds into the top
part of the spectrum and ignore the balance of it?
Mr. EMBRY. That is a point we were trying to make, that I think

that the representatives of the Federal Home Loan Bank Board will
make, 'among others. It is the definitional question, the approach of
looking where the depositors come from and drawing a circle around
it or an oblong or a square or triangle, whatever it .might be. We
don't really think that addresses the question of servicing the com-
munity needs.
The first thing is what community needs are we talking about?

Are we talkng about elderly? Are we talking about blacks, Puerto
Ricans, women, middle class, moderate income? There are a lot of
community needs that are included with that ctefinition.
We assume that the community need this legislation is addressing

itself to, and I believe the explanatory language makes this clear, is
areas that are credit short, areas that are redlined, and that has
been the prime thrust in this area for some time. We think the prob-
ably more useful focus is to determine how lending institutions are
servicing credit short areas than areas from which their depositors
come, and how you define those credit short areas, what standard
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you use in determining whether they are or are not adequately serv-
icing that area, we think requires a great deal more thought before
legislation is passed.
Senator SARBANES. How do you define it in the Baltimore situation

which you outlined before? Where did they make their commitment?
Mr. EMBRY. They made their commitment in the city and we mon-

itored it every year to see whether by census tract those areas thatwere reasonable risks from our point of view in terms of the averageincome, age of the housing, price of the housing and so forth—
whether loans were going into those areas. But we did not define
certain areas of the city and we also had a complaint committee
which we could do locally but perhaps is tough to do under this
Federal legislation.
Anybody anywhere in the city or any community group that

thought it was being shortchanged by lending institutions could
come to that committee and the bank should accept those loans that
we thought were reasonable on a rotating basis—the banks and the
other lending institutions.
We did not draw specific lines around specific neighborhoods but

I gather that is what is intended here. I think there needs to be
some kind of predictability for a lending institution coming in
asking for something as to what standard it has to meet. Maybe
this cannot be done and only a public bearing is required where
everybody states what they have to state and the regulators rule.
but since there is court review in this there may be some judicial
requirements for increased specificity.
We think to the extent that it can be arrived at, it should be.
Senator SARBANES. Well, we want to thank you, Mr. Secretary.

very much for some very helpful testimony.
Mr. EMBRY. Thank you.
Senator SARBANES. Mr. Marston, if you could come forward we

would be happy to hear from you now. You can proceed as you
choose. We, have your statement, and it's a lengthy one, and if you
choose to summarize it, and then go to questions that might be help-
ful. Or, if you wish, follow it as you have submitted it.

STATEMENT OF GARTH MARSTON, CHAIRMAN, FEDERAL HOME
LOAN BANK BOARD, ACCOMPANIED BY DONALD M. KAPLAN,
DIRECTOR, OFFICE OF ECONOMIC RESEARCH; ROBERT S. WAR-
WICK, ACTING DIRECTOR, OFFICE OF HOUSING AND URBAN
AFFAIRS; AND STEPHEN M. EGE, ASSOCIATE GENERAL COUNSEL

Mr. MARSTON. Mr. Chairman, it's a 10,000 word statement. Where-
as I think it is extremely well done 
Senator SARBANES. Essentially, a book, yes.
Mr. Mmtsrrox. I think it would be best and appreciated by all of

us here if I simply submitted it for the record. There are copies I
believe now and I think you have some other copies coining and per-
haps I would just summarize and I will try to move along very
quickly and summarize what we believe to be the key points, and
then try to answer any questions that you have.
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Senator SARBANES. Fine. Without objection, the statement as
 sub-

mitted will be included in the record. Why don't you go a
head and

proceed?
[Complete statement follows:]

PREPARED STATEMENT OF GARTH MARSTON, CHAIRMAN, 
FEDERAL HOME LOAN BANK

BOARD

Good morning, Mr. Chairman. The Federal Home Loa
n Bank Board welcomes

this opportunity to discuss with the Committee the 
proposed Community Rein-

vestment Act (S. 406). In my testimony I propose to di
scuss how the Board is

currently processing deposit facility applications, to outl
ine some of the specific

consumer credit problems which S. 406 may be intended 
to address, and to point

out how the mechanisms proposed in S. 406 to encou
rage more active lender serv-

icing of community needs may or may not bring about th
e desired results.

S. 406 would require the four Federal financial regu
latory agencies to see that

their regulated institutions are "encouraged" to meet not 
only the depositary, but

also the credit needs of their local communities. The 
mechanism the bill would

set up to accomplish this purpose would be in the f
orm of revised review proce-

dures which the agencies would be required to use when a
ny of the regulated

institutions sought approval of: a national charter, insurance 
of accounts, a

branch facility, office relocation, a merger or a holding com
pany acquisition. In

addition to the usual considerations weighed when asses
sing an application, the

agencies would be required to take into account material i
ndicating an institu-

tion's (and its subsidiaries') past performance and proposed e
fforts to meet the

credit needs of its existing and proposed primary savings serv
ice area. Further-

more, the supervisory body would permit and encourage com
munity and con-

sumer testimony on the application, and require periodic repor
ts from the regu-

lated institution concerning the amount of consumer deposits
 it obtained from

and the amount of credit it extended to its local area. The f
our agencies, in turn,

would report annually to Congress on actions taken in fulfill
ing their responsi-

bilities as set forth in the bill.
Prior to a substantive assessment of the bill, I would like to brief

ly indicate to

you the present application procedures and approval standa
rds which the Board

employs with respect to the types of applications addressed in th
e bill.

FEDERAL CHARTERS

Pursuant to the statutory requirement in Section 5(a) of the Home Own
ers'

Loan Act, the Board issues charters for Federal associations "giv
ing primary

consideration to the best practices of local mutual thrift and home financin
g insti-

tutions." In the connection with such charter applications the Board consid
ers

three criteria: 1) the necessity for the proposed association in the community to

be served, 2) the reasonable probability of usefulness and success of the propo
sed

association and 3) the question of whether the charter may be granted without

undue injury to properly conducted existing local thrift and home financing

institutions.
Also, in connection with such applications, there is a requirement that the

applicant publish notice of the application in a local newspaper. An opportunity

is provided for oral argument upon the written request of the applicant or a

protestant. In addition, any member of the public may file written statements

in support of or opposition to the application.
Candidates for a Federal charter must submit detailed information on housing,

competition and general community needs. Data on recorded mortgages is used

to identify the institutions making loans in the local area. This data gives the

Board an indication of general credit needs. Information on building permits

discloses the level of housing activity in a community, another barometer of

credit needs. Additionally, applicants supply information on the savings and time

deposits of all financial institutions in the market area and the savings rate paid.

They also describe what their proposed lending policies will be and define their

primary market. Moreover, they must designate the kinds of loans they will make

and on what type of collateral, indicate whether they will offer VA and FHA

loans and what will be the sources for loan origination (walk-in or broker origi-

nated), and finally, disclose the loan rates contemplated and the fees charged.



240

INSURANCE OF ACCOUNTS

With regard to insurance of accounts, the Board observes the standards of the
National Housing Act which generally permit the Corporation to insure all Fed-
erally chartered associations and eligible State chartered associations. The Corpo-
ration is required to "give full consideration to all factors in connection with the
financial condition of applicants and insured institutions."
The criteria the Board uses for reviewing insurance of accounts applications

for new institutions are: 1) the need for an additional insured institution, 2) the
reasonable probability of usefulness and success of the new institution, 3) the
extent of possible undue injury to existing insured institutions and 4) insurance
risk to the Corporation.
As with the Federal charter application, public notice is required, there is op-

portunity for written comment and provision is made for an oral argument. The
data required to be submitted in an application for insurance of accounts is very
similar to that required for charter applications. In deciding insurance of
accounts applications, the Board carefully considers the question of community
needs from both a savings and credit viewpoint. However, litigation is pending
which seeks to require the Board to accept the judgment of the State chartering
authorities on these points.

BRANCH APPLICATIONS

The Board has full plenary authority over Federal associations' organization
and operation. The Board uses the following criteria to review branch and limited
facility applications from Federal associations: 1) the necessity for the proposed
branch in the community to be served, 2) the reasonable probability of usefulness
and success and 3) whether there will be undue injury to properly conducted
existing thrift institutions. Public notice, comment and oral argument provisions
are identical to those provided in charter and insurance applications.
When a Federal savings and loan applies for a branch or limited facility, it

is requested to provide information on the thrift and credit needs of the primary
market area, data respecting all other financial institutions currently operating
there, the demographics of the community and a description of the kinds of hous-
ing activity taking place.
In certain recent cases local community action groups sought, and have

received, the opportunity to participate in Board branching proceedings.

RELOCATION

With regard to relocation of a home office or branch office of a Federal asso-
ciation, the Board's statutory authority resides in the Home Owners' Loan Act.
The reviewing criteria which the Board uses are: 1) the need for the relocation
and 2) the possibility of undue injury. Provisions for public notice, written com-
ment and oral argument are the same as those described above.
The data submitted in applications for relocations is generally similar to the

branch application material, although less detailed.

HOLDING COMPANY ACQUISITIONS

Pursuant to section 408(e) of the National Housing Act, the Corporation uses
as its standard for review of savings and loan holding company acquisitions
consideration of "the financial and managerial resources and future prospects
of the company and institution involved, and the convenience and needs of the
community to be served." The Corporation publishes in the Federal Register
notice of a holding company acquisition application allowing for submission of
written comments or views.
In connection with the initial acquisition of a savings and loan association

by a holding company. the National Housing Act requires the Corporation to
consider only the financial and managerial resources and future prospects of
the company and institution involved, not the convenience and needs of the
community. However, in all other instances of holding company acquisitions (i.e..
where the applicant already has acquired a savings and loan and is acquiring
a new one or the applicant has acquired a savings and loan and is acquiring a
new one with the intent, to merge), the appropriate norms request information
concerning the convenience and needs of the community to be served.
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MERGERS

The Board has full authority under the Home Owners' Loan Act to review all
Federal association mergers and under the National Housing Act to review
insured institution mergers because, among other things, of the resultant increase
in insured accounts. The Board uses the same reviewing standards for both types
of merger. Those criteria involve a review of: 1) the legality of the proposed
merger and 2) economic considerations, including a review of: (a) the market
concentration and ranking of the resulting institutions and of other competing
institutions, (b) the number and size distribution of competitors, (c) actual or
potential competition significantly curtailed, (d) trends toward concentration,
(e) the overlap of branch savings submarkets, and (f) the extent to which
rates paid on savings instruments and charges on mortgages appear to be
competitively determined. The Board also considers the extent to which the
merger will affect the convenience and needs of the communities to be served
in terms of savings facilities, types of loans available and the impact on the
operating efficiency of the resulting institution, as well as the managerial and
financial capabilities of the applicant institutions.

Public notice of the proposed merger in a local newspaper is required in all
cases.
Thus we may state, as a generalization, that the Board's licensing activity is

already keyed in substantial respects to a showing of credit needs within the
community to be served. However, we do not establish as a rigid criterion that
an institution must place a fixed percentage of its assets within a primary service
area.

CONSUMER CREDIT PROBLEMS

We turn now to our substantive assessment of S. 906. The Chairman, in intro-
ducing S. 906 on January 24, 1977, made a number of arguments in support of
this legislation which the Board would like to address. He stated at several
Points that in applying the statutory criteria necessary for charter and branch
approvals, the regulatory agencies have relied almost exclusively on deposit as
opposed to credit needs. As we have just indicated, the Board, in fact, does
give significant weight to both savings and credit needs in acting upon charter
and branch applications. The Board would not be meeting its statutory respon-
sibilities were it to do otherwise; we necessarily must focus on the income that
can be expected to be generated from credit extensions so that the institution
can meet the dividend and interest requirements essential to obtain and maintain
deposits. Especially for newly chartered institutions this means a clear indica-
tion of likely credit needs. Even for well established institutions the Board
expects, in passing on branch or relocation approvals, to have a clear indication
of credit needs. Thus, we believe that the statements made in support of the
legislation concerning the emphasis given to saving needs are overdrawn, at
least in the case of the Board. The Board has in the past, does now, and, absent
legislative change, will in the future give significant weight to credit needs, in
Passing upon the applications which are the subject of S. 906.
The statement in support of the bill also declares "a public charter conveys

numerous economic benefits and in return it is legitimate for public policy and
regulatory practice to require some public purpose, without the need for costly
subsidies, or mandatory quotas, or a bureaucratic credit allocation scheme. . . .
The authority to operate new deposit facilities is given away, free, to successful
applicants even though the authority conveys a substantial economic benefit to
the applicant. Those who obtain new deposit facilities receive a semi-exclusive
franchise to do business in a particular geographic area."
We disagree with the thrust of these remarks with regard to the institutions

we regulate in several respects. While we would agree that the present barriers
to entry do create benefits for regulated savings and loan institutions, we do not
agree that no public benefit is given in return, that the charter and insurance
certificates come "free," or that chartered institutions enjoy a semi-exclusive
franchise comparable, as the statement asserts, to an FCC station license. Let me
deal with these points in turn.

First, we are troubled by the proposition that the present system of regulated
financial institutions conveys no public benefit, or even no significant public
benefit. We believe that the entire thrust of the great savings and loan legislation
of the 1930's was that there is substantial public benefit from limiting entry into

•
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and closely regulating the business of banking and of thrift institutions. We fur-
ther believe that the Congress has long since determined that the nation's mort-
gage credit and housing needs are well served by the creation and support of
specialized housing credit financial institutions, the savings and loan industry.
Thus we do not believe it accurate to characterize the present structure of regu-
lated financial institutions, as created and expanded by the Congress over t
years, as conveying no public benefit.
Second, we do not believe that the Federal charter or insurance of accounts

comes "free", especially for s&ls, who are restricted largely to making mortgage
loans even if other loans may often be more profitable. In recent years, the Con-
gress has also prohibited discriminatory lending practices and required disclo-
sure of lending terms and disclosure of the costs associated with closing mort-
gage loans, among other things. Thus, as Congress has addresed various practices
of lending institutions, it has sought those things which, in its judgment, are
appropriate corrective actions. These laws are enforced by the Board with respect
to the institutions under its jurisdiction. The Federal franchise for financial
institutions is not "free" in any meaningful sense of that term and does involve a
quid pro quo on the part of these institutions.

Third, and lastly, we take exception to the notion that Federally chartered
or insured institutions enjoy a semi-exclusive franchise akin to a broadcasting
license. The Board in its chartering and branching decisions favors the entry of
new institutions into market areas so that savers and borrowers may have a
choice of savings and loan associations—in fact, a very broad choice in large
market areas. We believe that this is a pro-competitive policy. At the same time,
however, the Board does not go so far in this direction as to endanger the safety
and soundness of existing institutions, or to establish institutions or facilities of
existing institutions, which are not needed by the communty which they serve.
We do not believe, however, that this latter policy consideration has operated to
deny to savers and borrowers meaningful choices as among existing financial
institutions.

Let me try to summarize what we have said to this point. We do not believe
that the statement in support of this legislation accurately characterizes the
present regulatory treatment of the financial institutions subject to the Board's
jurisdiction. We do not consider saving needs to the exclusion of credit needs.
Savings institutions are subject to substantial legislative and regulatory limita-
tions on their activities to protect the interests of their customers, and the Board
does not insulate the institutions it regulates from the forces of competition. The
equation between Board decisions on applications of the type included in S. 406
and the public responsibilities of institutions receiving agency approval is
balanced.
We strongly support improving community effort by savings and loan associa-

tions. However, the need for this legislation must not be based on an attempt to
correct an alleged imbalance between public benefits and public responsibility.
since it does not, in fact, exist. Rather, it should be based on the merits of S. 406
as a corrective action for a perceived failure of present legislative structures to
meet defined "credit needs."
In the remainder of our testimony, we shall examine, as best we are able to

determine, precisely what credit needs the proposed legislation might be seeking
to address. After stating this perceived need, we will briefly discuss existing
mechanisms for meeting these objectives. We will then return to the mechanism
proposed in the legislation to see whether S. 406 seems likely to help or to hurt
in meeting these stated objectives.
There are a great variety of credit needs which relate to the purchase or repair

of housing. Aside from the credit needs of expanding communities, with respect to
individuals seeking credit, there are minority citizens who may face credit dis-
crimination: there are low and moderate income borrowers who may need help in
meeting their credit needs; and there are middle income people who may not
currently be able to afford the housing they desire. With respect to credit needs
of geographic areas, there are blighted areas that need massive funding for resto-
ration; there are deteriorating neighborhoods that require concerted efforts for
their rejuvenation; and there may he "redlined" areas that are the sub-feet of
geographic or racial discrimination that need the active enforcement of the fair
housing laws. Finally, there is the more generalized question of whether all
financial institutions should serve their local communities only, to the exclusion
of other areas.

gt
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In what follows, we will examine the various credit needs which might fall
subject to the "meeting the credit needs of the primary savings service area"
test found in section 4(2) of S. 406. We believe it is important in assessing S. 406,
to delineate with particularly the objectives, in terms of various types of "credit
needs," which this legislation might be seeking to meet. The Board in adminis-
tering the proposed legislation would be required to define "credit needs" admin-
istratively and enforce the legislation along the lines suggested below. In other
words, if there is no further legislative clarification of the expression "credit
needs" to be addressed, the Board would develop its own working definitions
and impose the sanction of section 4(2) only where the Board deemed the
imposition of the sanction as an appropriate means of reaching particular "credit
need" objectives.
Let us now turn to a consideration of the various types of "credit need" objec-

tives which S. 406 might be taken as addressing. So as not to unduly lengthen this
testimony, the discussion which follows will focus primarily on the branch
approval process, even though S. 406 would operate with respect to a number of
"applications for deposit facilities."

DISCRIMINATION AGAINST INDIVIDUALS OR AREAS

The first credit need which the proposed Act may seek to address is that of
Individuals unable to obtain credit because of unlawful discrimination. In this
regard, the Board is committed strongly to the principles of the fair housing
laws. It actively supports the goals of the Fair Housing Act and the Equal Credit
Opportunity Act. The Board has promulgated regulations to implement the Fair
Housing Act, has issued formal opinions interpreting the regulations and has
revised its supervisory procedures in order to ensure compliance with both Acts.
As you know, as part of the Board's regulatory authority, it periodically exam-
ines all of its regulated institutions. To aid in detection of fair housing and equal
credit law violations, each of our examiners has recently completed a two and
one-half day intensive training course on the purpose of these laws and ways
to detect violations.
The Board has taken effective action to detect and remedy not only discrimina-

tion in lending but also discrimination in employment as well. At the time of each
examination, the Board's examiners determine: (a) the extent of management's
familiarity with the various laws and regulations dealing with discriminatory
practices; (b) whether the institution has established and implemented non-
discriminatory policies and evaluate the effectiveness of such policies and (c)
whether the institution is complying with the laws and regulations dealing with
discriminatory practices. Additionally, the Board's examiners will determine
whether the institution has considered utilization of governmental or private
programs designed to aid in meeting the housing needs of minority or low-income
groups. In addition to these regular activities, the Board's Office of Examinations
and Supervision makes special investigations of complaints of alleged discrimina-
tion made by individuals, documented complaints made by responsible public
groups regarding specific institutions and complaints made by or through other
governmental agencies. When the examiner finds instances of policies or prac-
tices which give the appearance of being discriminatory or which are, in fact,
discriminatory, such instances are brought to the attention of and discussed with
the institution's management, and a request is made for prompt correction of the
unsatisfactory condition. In nearly all cases, the examiner's actions result in
immediate correction of the problem.
During the six-month period ending January 31, 1977, the Board's examiners

detected 581 instances of failure to follow requirements relating to nondiscrimi-
nation. Many of these instances involved matters of form, such as the failure of
the board of directors to adopt a satisfactory, formal, written policy of nondiscri-
mination or failure to provide required statements of equal opportunity in lend-
ing or employment in advertisements. Other instances were more substantive in
nature. Regardless of the importance of the matter, all 581 instances were brought
to the attention of and discussed with management by the examiner. In 481 in-
stances (82.2 percent) , immediate correction was effected.

Generally, the report of examination will disclose all material deviations
from requirements, irrespective of whether the matter has been satisfactorily
corrected. In every instance where the examiner believes management's response
to be unsatisfactory, the report will contain the facts regarding the situation,
so that the Board's Supervisory Agent may request the board of directors to in-
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stitute correcive measures. In addition, even though satisfactory correction was
obtained by the examiner, the Supervisory Agent may provide the board of direc-
tors with his comments, requests or admonitions so as to reinforce and confirm
the examiner's actions.
It may well be asked whether the review mechanisms proposed in S. 406 would

give additional weight to enforcement of the fair housing laws. It is the Board's
view that the added penalties of denial or postponement of a deposit facility
application could have a salutary effect of encouraging prompt resolution of
problems detected in an examination with respect to discrimination violations.
The Board presently denies branch applications where supervisory objection is
raised on safety and soundness grounds. With the aim of seeking resolution of
discrimination violations, when evaluating requests for a deposit branch facility,
the Board is prepared to consider revision of its reviewing procedures to include
a consideration of the examination report of an applicant institution for compli-
ance with the fair housing and nondiscrimination laws. It is the Board's opinion
that institutions would be less likely to incur such violations and would be
prompter in correcting them if the approval of deposit facility applications were
to include consideration of this material.
However, in this regard we believe S. 406 presents serious problems in at least

three general respects. First, as written, "credit needs of the primary savings
service area" does not clearly reflect that the "needs" referred to are those of
individuals subject to unlawful discrimination. Second, since the Board's actions
in denying or postponing branch applications on this basis would be judicially,
reviewable, it would be appropriate to have legislative clarification of the quan-
tum of proof which would form the basis of the Board's finding of unlawful
discrimination sufficient to justify such action on branch applications. Third,
the legislation does not make clear that the Board would be relying upon its
examination reports in taking this action. The type of information to be pro-
vided by the applicant under section 4(1) of S. 406, does not specifically address
the problem of unlawful discrimination. If the Board's view, using existing
examination reports would be a surer way than the mechanisms set out in S. 406
to encourage compliance with the nondiscrimination laws and insure that credit
was available to all creditworthy individuals.

BLIGHTED AREAS

Another possible objective to be served by the proposed Community Reinvest-
ment Act may be to bring more money, in the form of mortgage credit, into
blighted areas. However, since such depressed locations have a myriad of complex
problems needing simultaneous attention, it may be asked whether the savings
and loan industry is equipped to make significant contributions without also
runing the risk of jeopardizing its safe and sound operations. We believe that the
answer is clear—blighted urban areas need the kind of massive assistance that
only government subsidy and other broadly based programs can provide. Examples
are HUD's Community Development Block Grants and the urban renewal pro-
grams of many State and local governments. In the Board's view, it would be in-
appropriate to penalize savings and loans for not serving areas where only con-
centrated governmental assistance can have any real influence.

DETERIORATING NEIGHBORHOODS

Another type of community "credit need" not adequately being met which may
be an objective of S. 406 is the need for financing in deteriorating neighborhoods.
In response to the particular problems such neighborhoods face, the Board has
encouraged assistance through its participation in the Urban Reinvestment Task
Force. The Task Force has supported the development of Neighborhood Housing
Services which combine the voluntary efforts of the local citizens, city govern-
ment and financial institutions in restoration of a declining community. In those
neighborhoods where the NHS program has been set up, the results have been
most encouraging.
However, S. 406 could be construed to require the Board to make participation

in NHS mandatory, as proof of serving "credit needs," when evaluating a branch
or relocation application. The Board believes that such a requirement could have
a deleterious effect since the very heart of the NHS program, namely voluntary
cooperation, would be undermined. Further, it has been our experience that when

qf
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NHS efforts are instituted, voluntary participation by the savings and loans in
the area has been very good. Thus, if S. 406 is addressed to the "community
needs" of neighborhoods receiving NHS assistance, we believe the sanctions of
the bill are not only unnecessary, but perhaps even counterproductive.

LOW AND MODERATE INCOME INDIVIDUALS

Stepping back for a moment from the problems of the cities, the Board is also
aware of the more general problem of providing credit for low and moderate in-
come individuals wherever they reside. Serving their "credit needs" may also be
an objective of the bill. However, is the answer to their problems simply tied to
the availability of credit or rather can it better be resolved by the use of govern-
mental assistance to cushion the borrower's payment obligations? We believe
that proper servicing of this kind of "credit need" falls largely within the areas
of special governmental assistance programs targeted to these income groups.
However, would the Board be required under S. 406 to evaluate the participa-

tion of savings and loans in such subsidy programs, if available, as proof that
they are servicing community "credit needs" when applying for a depository
facility? In the Board's view, assuming that an institution is complying with all
safe and sound lending regulations and the nondiscrimination laws, the mix of
its portfolio assets is properly a business rather than a governmental judgment.
Indeed, the statement in support of this legislation makes clear that "the bill . . .
does not substitute the judgment of the regular for the judgment of a banker
on individual loans." In this regard, it is the Board's observation that to the
extent that such programs as the Ginnie Mae tandem program are made available
with a minimum of administrative burden, institutions are very willing to
participate.

MIDDLE INCOME INDIVIDUALS

What about the middle income person who, some studies have indicated, cannot
afford the house he or she would like to purchase? Is there a "credit need" here
which thrift institutions should address? The answer depends on whether there is
an unmet "affordability gap" between the cost of existing housing and what a
middle income person can pay. Recent studies by the Congressional Budget Office
and the Harvard-MIT Joint Center seemed to have determined that a "gap" does
exist. Only the CB0 study has been released, and the Board is troubled by several
methodological problems we see with that study. Looking to the recent record of
home sales, there is strong evidence that potential home buyers have found a
way to acquire their new homes. We would be happy to provide to the Committee
a more detailed Board analysis of the CB0 study. Nevertheless, if, in fact, a gap
does exist, then its source may well be in a broad range of economic conditions,
not keyed to the "credit needs" of local borrowers. In this event, the best ap-
proach to a solution of any "credit need" problems would not lie in penalizing
individual institutions but would look to broader based, macro-economic policy
tools.
As you know, the Board is presently studying a range of flexible mortgage in-

struments which will be designed to increase housing availability in certain cases
and to improve the ability of particular population sub-groups to purchase homes
or to improve the quality of their housing, or to do both. If these new instruments
when available meet a "credit need" in an individual area, would S. 406 require
the Board to impose on institutions a requirement that a fixed percentage of their
loans be made in the form of the alternative mortgage instruments? Again, we do
not believe that mandatory government portfolio investment decisions for thrift
institutions are proper or desirable. Yet, as drafted, the legislation would in
effect bring about just such a mandatory investment result.

ALLOCATION OF CREDIT TO LOCAL AREAS

A more generalized concern than the five issues just discussed, which S. 406
may seek to address, involves the question of whether savings and loan institu-
tions should be required to concentrate lending in their local communities quite
apart from the "credit need" objectives which we have thus far articulated.' An

In this connection we note that Senate Report No. 94-187 favorably reporting the
Home Mortgage Disclosure Act states, at p. 11 : "[T]he Committee rejects the notion
that there must be some fixed ratio between deposits gathered from a community and
loans returned to that community."
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answer to this question lies with the development of the savings and loan in-
dustry and the legislation governing that industry. As is well known, when
savings and loans originated, they focused on local community lending. This view-
point was adopted by Congress when it enacted the Home Owners' Loan Act. The
rationale behind this legislation was to set up mechanisms by which the Federal
Home Loan Bank Board could encourage local thrift and home financing. How-
ever, Congress gradually expanded the lending territory of Federal savings and
loans. Originally, they could lend only on homes located within a radius of
50 miles from their home offices. But, over the years, Congress increased the
territory lending limit to 100 miles, then State-wide, and finally nationwide. In
practice, of course, most institutions lend a small percentage of their portfolio

on a nationwide basis.
Moreover, over the years, the role of the savings and loan associations in the

economy has changed and the industry has taken on additional roles. Increasingly,
thrift institutions have acted as financial intermediatries shifting their funds from
capital surplus to capital deficit areas. Congress has promoted the concept of
improving the efficiency of the secondary market as evidenced by the separation
of FNMA from HUD in 1968 and by the creation in 1970 of the Federal Home
Loan Mortgage Corporation to provide a secondary market for mortgage
investments.

Notwithstanding the developments toward wide-spread mortgage market partic-
ipation there remain, of course, constraints upon Federal associations lending
outside their primary service areas. As previously noted, in practice most retail
oriented savings and loan associations invest only a small percentage of their
assets outside their local area. In addition, the Board's branching policy and that
of the State authorities generally limit savings and loan branches to within State
locations. Without regard to these resrictions, and probably more imporant, there
are the business necessities of the thrift industry. The business of making home
financing loans almost requires that the lending institutions be located near their
mortgage investments in order to properly appraise the security property and to
take remedial action in the case of a default in a mortgage.
From an economic perspective we would like to point out that studies on the

characteristics of those individuals who traditionally maintain the highest sav-
ings account balances indicate that such individuals are typically higher income
persons and are more elderly than the typical individual. As a matter of fact,
our present branch approval process recognizes that the savings potential of an
area is likely to be much greater if it is a higher income area or composed of older
individuals. However, conversely the demand for housing credit needs tends to
come from middle income individuals and younger households who have little or
nothing in the way of savings. Yet many communities in this country are homo-
geneous, consisting of people in the same age or income group. Such communities
will be capital surplus or capital deficit. This means that there is bound to be a
significant mis-match between the source of savings and the need for housing
credit in a large number of communities. This indicates that a substantial amount
of community reinvestment may not always be a feasible objective and, given that
higher income communities generate a disproportionate volume of savings, too
much community reinvestment may sometimes be inconsistent with the social
goal of attempting to direct more mortgage credit into lower or moderate income
neighborhoods.
A basic problem with the bill arises from the difficulty of defining what we mean

by a primary savings service area and the relationship that this has, if any, to a
"community." A particularly difficult situation arises in the case of depository
offices in downtown areas of central cities and offices located in super-regional
shopping centers that attract customers from a very broad area. It so happens
that a very large proportion of deposits are in offices of this type. Yet, it is pre-
cisely in the case of these offices that the primary savings service area and, even
more importantly, the community concept makes least sense. Downtown offices of
large central cities often draw their deposits primarily from those working or
shopping in the area, most of whom are likely to reside in various suburban areas
surrounding the central city. Does the bill contemplate that the primary savings
service area for such offices would be defined on the basis of the location of those
working in the area, which may include only a small number of city blocks sur-
rounding the offices and contain only large commercial structures? Or does the bill
contemplate that the primary savings service area is to be defined on the basis of
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the residential address of the depositors, which would often produce a service
area that would encompass much of the metropolitan area? We would assume the
latter. The same problem arises on a somewhat lesser scale in the case of offices
in super-regional shopping centers in suburban areas that attract employees and
shoppers from a broad region transcending comunities.

Given its title, the bill appears to focus on "communities." But its implementa-
tion involves the use of the "primary savings service area" concept, which is de-
fined solely in terms of an area from which more than one-half of deposit custom-
ers are drawn. There is no reason why a primary savings service area should
necessarily coincide with a "community" as we traditionally think of it. This
brings out a major problem that is posed by the bill and its title. To what extent
does an office serve a specific community that is more than merely a contiguous
geographical area. By community we traditionally think of an area that is bound
together because of some degree of common local government, common schools or
other public facilities, or ethnic or other characteristics that make for some type
of social cohesion. Insofar as primary savings service areas do not always coin-
cide with communities and straddle a number of communities, the use of service
areas raise questions about whether the practical effect of the bill is to focus on
community needs.
In this connection, we have to be realistic and recognize the tremendous mobility

of the American people. Almost twenty percent of households move each year. In
large metropolitan areas it is common for households to move to entirely different
neighborhoods. It is true that many small towns and certain neighborhoods in
larger cities continue to have considerable stability and diversity in the make-up
of their population and do meet the concept of what we normally mean by a
community. However, this traditional concept of a community probably is no
longer applicable to large sections of the country.
We would like now to turn to the specific defintion of a primary savings service

area. This is an area around the facility in which it is expected that more than
one-half of its deposit customers would be drawn. We have tried to wrestle with
the problem of how to apply this definition. The fact is that there is no one unique
geographic area around an office from which one-half of the deposit customers
will come. It may be possible to have one such unique area if we insist on using a
perfect circle, in which case we would expand the circle to the point where it
contains half of the deposit customers. However, a perfect circle is rarely an
accurate depiction of an area from which deposits come. As a result of natural
boundaries or transportation patterns, a savings service area may well be repre-
sented by an ellipse or, more likely, by a ragged type of geometric shape. In prac-
tice one could specify an infinite number of different geographic areas for the
primary savings service area, any of which would contain at least one half of
the deposit customers. One way to deal with this problem would be to allow regu-
latory authorities to insist on a primary savings service area that itself seemed
most logical and not merely accept any such area as put forth by the applicant.
This is not an easy task to do, based on this agency's experience in dealing with
applications.
Another problem has to do with the threshold of percentage of deposit custom-

ers that is used in specifying the primary savings service area. The bill puts the
threshold at 50 percent. In many cases, however, the use of a 60 percent, 75 per-
cent, or 80 percent threshold could expand very substantially the geographic
boundaries of the primary savings service area. A 50 percent threshold might in
many cases lead to an area that is quite small, perhaps with a radius of one mile
or less. The use of a 75 percent threshold could well extend this to an area four or
five times as large, depending on the exact geographical dispersion of accounts
and the transportation patterns in the area. None of these primary savings
service areas would necessarily coincide with any meaningful definition of a
community.
The bill poses particular problems for multi-branching savings and loan asso-

ciations. As you know, there has been extensive branching of S&Ls in recent years.
As of September 1976 there were 255 S&Ls that had 10 or more branches. All in-
stitutions with more than one office, no matter what the number, would be re-
quired to show how they are meeting the credit needs of the primary savings
services areas of each of their offices if they wish to have an application ap-
proved. The very complexity and time consuming nature of ascertaining whether
credit needs are met in the case of institutions that have a large number of offices
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would be staggering. There would certainly be a blizzard of paperwork on the
part of applicants and a corresponding need on the part of our staff to examine
the contentions of the applicant and all those who may protest.
The bill also poses a serious conflict in terms of the weight to be given to the

needs of depositors versus those of the borrowers of the intitution. Given the
highly competitive nature of savings markets, S&Ls are under considerable
pressure to pay high interest rates to depositors, usually at ceiling rates. At
the same time that these high rates have to be paid to deposiors, savings and
loan associations are also under pressure to build up their reserves and net
worth by having an adequate amount of earnings remain after paying interest
to depositors. This means that S&Ls must channel their funds into mortgage
loans that yield a rate of return sufficient to produce necessary earnings, con-
sistent with safe and sound lending practices. It is a continuing fact of life,
however, that there are geographical differences in mortgage interests rates.
Some savings and loan associations are legitimately faced with the problem

that mortgage interest rates available in their own service areas may not always
he adequate and, in fact, may be less than those available elsewhere. There is
the difficult situation posed by restrictive usury ceilings in some states which
makes it difficult, if not impossible, to meet the going rate that must be paid
on deposits if a substantial portion of these deposits are lent in that State.
Since savings and loan associations invest a large bulk of their funds in resi-
dential housing, regardless of where the geographical location of this housing
may be, the Board does not believe that these investments are non-socially pro-
ductive simply because funds flow to an area different from their origination.
As we have noted, much of our problem with the bill stems from the fact that

it requires credit needs to be analyzed in terms of the primary savings service
area as defined in the bill. Yet, both business realities and social objectives may
argue for a mortgage lending service area that is broader or different than that
of the primary savings service area.
unfortunately, the bill as drafted is a double-edged sword. It may put in-

creased pressure on savings and loan associations, either on their own or because
of the way the Bank Board would administer the bill. to channel more of thier
funds into certain arbitrarily defined primary savings service areas. But what
if this were offset, as well it might be, by a withdrawal of funds presently being
put into those areas by institutions that do not have offices in those areas or that
are investing more than the savings than they obtain from offices in that area?
Moreover, one community's gain in terms of increased lending is another com-
munity's loss. It is not clear whether those who gain will be more deserving than
those who lose.
This brings us to what we think is possibly a misplaced emphasis in the bill.

From a social point of view, the relevent issue is not whether a particular office
of a financial institution adequately serves or is going to serve the credit needs
of some arbitrarily defined savings area around it. Instead, the social concern
should be with how well a particular geographical area is being served by all
financial institutions together. It would seem that little is gained by examining
evidence that a proposed office will be investing a certain percentage of its de-
posits in an arbitrarily defined savings service area, if, in fact, that area is part
of a community that is being well served by a variety of financial institutions
with respect to its credit needs.
In this context, let me now turn to the Board's procompetitive policy and give

you some examples of the Board's efforts to assure that credit needs are being
met.

COMPETITION AS A MEANS FOR MEETING "CREDIT NEEDS"

The Board is sensitive to the need for active mortgage loan competition in
individual markets. The Board's policy has been to encourage active competition
among savings and loans, on the assumption that improved service to the com-
munities in which they are situated naturally will follow.'

2 For example. the Board's statement of policy regarding the establishment of branches
and related facilities by Federal savings and loans, 12 C.F.R. 556.5(b) (5), reads as
follows :
"As a general policy, the Board encourages the establishment of branch offices and

other office facilities by Federal associations in communities and market areas which
either are not serviced or are underserviced by existing savings and loan facilities. In
addition. the Board favors increasing the level of competition, by permitting more than
one savings and loan facility in a market area, to provide convenient, alternative choices
resulting in better service to the public...."
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Because the health of communities and their financial institutions are inter-
related, and because thrift and financing requirements can vary widely from
community to conununity (e.g., the savings needs of older citizens as opposed
to the home financing needs of younger citizens), we have used our regulatory
authority to encourage competition In the financial market place, finding it the
best mechanism to assure that diverse community needs are satisfied. To this
end, if there are unmet thrift or credit needs in a community, it is our belief
that existing or newly organized savings and loan associations should be per-
mitted to enter that market and attempt to meet those needs. In some instances
the introduction of a new facility will be more convenient to the existing de-
positors or borrowers of an association thus making credit more accessible to
them. In other cases, the establishment of new associations makes credit avail-
able to a new segment of the public. In still other cases, the establishment of a
new institution or facility in an area makes the existing area institutions more
responsive to customer needs—the salutary byproduct of a competitive market-
place.

• Examples of the Board's approval of Federal charters, conversions, or in-
surance of accounts for minority operated associations will demonstrate how
it has encouraged increases in the availability of credit to new segments of
the public.
In September of 1973, the Board approved the application submitted by a

group of Cuban-Americans for a new Federal charter. The proposed site of
the Union Federal Savings and Loan of Miami was the business district of
that city. At the time the application was filed there was one savings and loan
branch office and five home offices locattd within one mile of the proposed site.
The designated primary market area for Union was the city of Miami, having
a population of 324,859 of which 36.6% were Cuban-Americans and which al-
ready was served by eighteen savings and loan facilities. At the end of 1976
this association had $16.4 million in assets, an increase of 124% over the preced-
ing year.

While Union Federal continued to grow, the Board approved the applica-
tion of a second Cuban-American organization in mid 1975. The new Federal
was called Inter-American Federal Savings and Loan Association. Its office
is located approximately six miles from Miami's downtown shopping district.
Because Cuban-Americans constitute a large and growing portion of the asso-
ciation's market population, over one-third, the organizers contended that a need
existed for a locally based facility which would be oriented to the specific
thrift and home-financing needs of the market area's Latin community. Inter-
American opened for business in September of 1976, and by the close of that
year it had acquired $2.4 million in assets.
Other examples further demonstrate that competitive impetus can lead to

improved servicing of the needs of communities previously underserviced.
In November of 1971 Pan American Savings and Loan of El Paso, Texas,

received FSLIC insurance and Federal Home Loan Bank membership. Its
organizers were primarily Mexican-American. At the time it submitted its

,40 applications, there were four savings associations in El Paso with a total of
nine offices. The city had a population of 322,000, 46% of which were Mexican-
Am&lean. By December 31, 1976, Pan American had $8.1 million in assets. This
was up 9.3% over the previous year.

• The Mission Federal Savings and Loan Association, also of El Paso, Texas,
received FSLIC insurance in September, 1973. Like Pan American, its organizers
were Mexican-Americans. At the close of 1976, Mission had $5.5 million in
assets. This represented a 51.7% increase over its 1975 assets.
Chinatown Federal Savings and Loan Association of San Francisco, California.

received Board approval of its Federal charter in January. 1973. Its organization
group consisted of 14 Chinese-Americans. The basic impetus for the applica-
tion was to establish an association that would be identified clearly with the
Chinese-American population in San Francisco. The delineated primary service
area included the Chinatown portion of San Francisco of which 57% was Chinese-
American. Although there were six existing association facilities in the area.
three of them being only one-tenth of a mile from the proposed location, the
Board believed that the applicant would be both useful and successful. Between
1975 and 1976 the assets of Chinatown grew from $8.3 million to $12.8 million
representing a 51.4% increase.
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Fulcrum Savings and Loan Association, also located in San Francisco, Cali-
fornia, was insured by the FSLIC in June, 1975. It is owned and operated by
blacks. Blacks represent 15.7% of the total population in the primary market area.
Urban renewal and redevelopment form the bulk of new housing in this com-
munity. Between 1975 and 1976 Fulcrum had a 93.8% rise in its total assets
($2.5 million to $4.9 million).
Oakland Federal Savings and Loan Association of Oakland, California, re-

ceived a Federal charter from the Board in November of 1972. The organizing
group consisted of six blacks, four Anglos, an Oriental and a Mexican-American.
The purpose of the application was to establish an association willing to make
mortgage loans in certain areas of Oakland which are predominantly black. At
the time the application was considered, there was only one thrift institution
In the primary market arae. Oakland's assets reached $6.4 million in 1976. This
represented a 25.5% increase over 1975 assets.
Sound Savings and Loan Association of Seattle, Washington. was incorporated

in November, 1975 and insured by the FSLIC in the following year. The orga-
nizers consisted of eight women and two men. The savings and loan planned
to concentrate its efforts on the downtown and urban renewal areas of Seattle
by meeting the unfulfilled needs for credit, financial assistance and counselling
for women and minority groups. As of the first five months of 1976, the total
number of its market area loans was 14.822, an increase of nearly five times
that for the same period in 1975.

First Federal Savings and Loan Association of Phoenix, Arizona. applied for
a branch office at Window Rock, Apache County, Arizona, and was approved by
the Board in December, 1975. The site selected is the area's major administra-
tive center for the Navajo Tribe and is situated on the Indian reservation.
Presently, there is need for 8,300 new housing units and renovation or replace-
ment of 14.000 existing units in this area.
A concluding set of statistics may be helpful in putting in proper perspective

the Board's emphasis on competition and how it has aided people who were
previously excluded from access to credit. In 1971 there were 40 minority asso-
ciations with FSLIC insurance. In 1976 the number had increased to 73. Within
that same time span the total assets of such minority associations grew from
$400 million to $958 million.
We believe that the chartering and branching policies of the Board described

above provide a more practical and sound basis for encouraging servicing of
particular market areas than the penalty approach of S. 406. Where special
credit problems of the type we have listed are presented, different, specially
designed policy tools are needed. Moreover, if the Congress believes that existing
tools are being under-utilized, the oversight function can be applied as a
corrective.
There is one final point we would like to make that concerns the scope of

S. 406 and its application to various types of thrift institutions.
It should be noted that while the Board has the authority to approved applica-

tions for insurance of accounts, holding company acquisitions and mergers of
State chartered associations, it does not have statutory authority to rule upon
the establishment of branches and related facilities or the relocation of offices
of FSLIC-insured State chartered savings and loans. The result is that the
proposed legislation would affect only the branching and relocation activitios of
Federal savings and loans. It would not appear desirable or in the public inter-
est to impose the standards of the proposed legislation only on Federal savings
and loans which make up less than one .half of the total number of thrift institu-
tions in the country.' Also, the Board is concerned that if the bill is enacted
in its present form, it may cause some Federal savings and loans to convert
to State charters.
In concluding my remarks, we would like to reiterate that the Board supports

all of the objectives which we have discussed and which we believe the bill
seeks to meet.

3 According to 197C, figures there were 2020 Federally chartered associations as opposed
to 2R38 State chartered associations.
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However, as we have indicated, it is not clear to the Board that the billwould achieve the objective as implied by its title. The practical effect of thebill might well be to discourage associations from making applications inneighborhoods where funds are badly needed because of the reexamination thatthis would bring about with respect to the lending policies in service areas ofother offices. Savings and loan associations might well close down offices thatthey already have in certain neighborhoods if they feel that they would bepublicly attacked for not meeting the credit needs of the service areas of theseoffices when they apply for a branch in another location. Thus, the bill couldwell have the practical impact of concentrating offices of savings and loan in-stitutions to a greater degree in more affluent neighborhoods. Thus, we havegrave doubts about whether the bill can carry out its intended purpose, if its pur-pose be investment in "communities" simpliciter. Most savings and loan depositsare already located in or drawn from more affluent areas. Any effect of the bill inreinforcing this trend because of a perceived concern that offices in problemneighborhoods would be vulnerable to the charge that the deposits in those of-fices are not adequately reinvested in the service area would add to an alreadyunfortunate situation.
The Bank Board desires to be constructive in responding to the problems thatthe bill attempts to address. There certainly are situations where savings andloan associations may be discouraged from investing enough funds in a givenarea or neighborhood because of fears, correct or not, about the soundness ofthat neighborhood. Such an attitude can be a contributory factor to neighbor-hood decline although we do not believe that this type of behavior is the majorreason for such a condition.
The way to deal with this problem, however, is not to impose a process ofapplication review that might have the practical effect of encouraging moneyto remain in the affluent neighborhoods. Instead, the 'best method would beto devise a means by which all financial institutions, regardless of where theyare located, would be better motivated to channel funds into older and lessaffluent neighborhoods in need of revitalization. The Community Reinvest-ment Act would rely for funds only on offices in the affected areas and only tothe extent of deposits generated in primary savings service areas around thoseparticular offices. The reality, however, is that the volume of funds availablefrom these primary service areas are grossly inadequate to finance the kind ofurban revitalization that this bill appears to be arguing for. The major growthIn savings accounts and credit availability are not in these offices. The fact isthat we need to tap the money that is available in offices located outside ofthe affected neighborhoods or drawing funds from a much wider area if we areto do an adequate job of revitalizing urban areas. We need incentives that willencourage all financial institutions—regardless of location of offices and defini-tion of savings service areas—to channel more funds into the target areas.Our comments have been designed to suggest ways to meet the objectivesof the bill. A particular step the Board is prepared to take is in the area ofunfair and discriminatory housing practices making use of the mechanism sug-gested by S. 406. We have procedures which uncover violations of the fairhousing laws and we require their correction. Furthermore, in the course ofruling on various applications for depository facilities, we require informa-tion which reveals past performance and future intent to serve community needs.We are proposing today that in the course of our evaluation of future appli-cations we shall weigh the prior performance of an institution in the area offair housing as revealed to us in our examination reports.
S. 406 as presently drafted, however, needs clarification as to its objectivesand careful consideration of the effectiveness of the mechanism set forth in thebill to meet those objectives, and the precise linkage, if any. between "savingsareas," as defined, and "communities." In its present form, it provides what is,in our view, a cumbersome, vaguely defined policy tool for a host of distinctpotential "credit need" problems. We are prepared to offer whatever assist-ance we can, in addition to this testimony, in clarifying the bill's legislativeobjectives and in commenting upon appropriate, practical and administrablepolicy tools to reach those objectives.
I would be pleased to answer any questions you may have. Thank you.
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CHECKLIST OF SUPPOk TItlG DOCUMENTS

FOR PERMISSION TO ORGANIZE

INSTRUCI:ONS: 7.11,n required document:Alen is assembled in •ccord•nce with instructions. place an "X" mark in Co). A.

If for .iny reason any of the requircd doeumentattnn is mowed place •rt "N'' mark in Col. 11 and 00 05

below. Column C reserved for use by the Uoard's Saper•isory Agent. Position this form on top of all documents, which
support this sheet.

REQUIRED ITEMS
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DO NOT USE

COMMENT AS REQUIRED 
THIS COLUMN

REQUIRED INCOMPLETE
DOCUmENTA• OR NOT

TIOH SUBMITTED
ATTACHED (COMMENT)

(A)

FOR
AGENT'S
USE

(C) "

Applie•tica Form. FELEN3 133

Ekhibit I.

A. Map•.

H. Proposed Location.

C. Proposed Savings Ser•ice Area (Narrative Detail).

I. Ponulation.

2. Resident income levels. etc.

3. Savings potential of populatIon.

4. Evisting or proposed major econOrnie b•se of community.

D. Local Sayings.

1. Savings deposits of an's office, etc.

—
E. Local llo•te Financing.

I. Strength of mortgage demand.

shi'sit 11.

A. Proposed Operations.

S. Office location.

2. C•pital, subsidies and estimated growth.

3. Directorate, management sod other personnel.

4. Independent gr,wind-flaor quarters and full—time.

Esiirnated volume of business for first year.

6. Pledge share accounts.

7. Lending policies.

8. Dividend rates.

B. Undue Injury (Narrative Statement).

Evhib;t 111.

A. Poss;ble Undue Injury to Properly Conducted Existing Local Thrift and

llorne Financing lostitutioos.

Exhibit IV.

A. Character and Responsibility of Applicants.

I. Biographical sketch.

2. Affiliations Cith other fin•neial insti:utions.

3. Affiliations with related bustneswes.

4. FinJu.-ial

Eabil.it V.

A. Addiiiiinul Pcrtinent Informittlon.

E•(iibit VI.

A. Affidavit.

rilLPAC Creel lEts

3..fu— 117) -49--



•

253

Appendix B

SUIVARY OF DOCUMENT: Sources of Economic Data: A Guide for Savings and
Loan Applicants 

This summary provides an overview of the detailed documentation of home-

lending and thrift needs in local service areas the Bank Board expects charter

applicants to submit in support of their application. This guide is designed

to help applicants find data sources and analyze the assembled data used as

documentation.

When a group applies for permission to organize a new federal
savings and loan association, or for insurance of accounts
on an association not yet in 'operation, it must show a neces-
sity in the community for the proposed association. Exhibit
I of the Outline of Information lists the data which the
group must submit to enable the Federal Home Loan Bank Board
to evaluate this necessity. This Guide is intended to assist
applicant groups in locating and presenting the required
information. (This quotation is taken from the introduction
to Sources of Economic Data:. 

A. Mans and Dalineation of Service Area.

A(1) Delineation of the Savin7s Service Area 

"The savings service area of a savings and loan association is 
that area from which the pronosed institution e-xneccs to d--aw
the majority of  the savings customers. To delineate this area,
one must louk at factors which influence the customer's decision
to save at a particular association...

1. The accessibility of the various savings and loan associations
- to the customer's home, shopping area, and job...

2. The accessibility and attractiveness of the shopping center
or commercial area in or around which the savings and loan
association is located...

For the actual definition of the trade area, it is necessary
to use a number of broad indicators of the supply and demand
for savings activity. The supply side includes all of the
existing or proposed institutions offering the same or
substitutable savings services in an area. On the demand
side it is necessary to use a nu.lber of indicators of the
general level of economic activity, such as total retail sales,

—50-
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savings in time deposits, and employment. Since people often
save in a location convenient to r,heir homes as well as where
they shop or work, another useful indicator of demand is the.
number of families living in an-Area.

Thus the site of the savings service area will vary with popu-
lation density, the presence of retail and employment activity,
the transportation system, and the size and location of
competing financial institutions... (Emphasis is author's.)

A(2) Preparation of Mnps of the Service Area and the Surrounding Communities.

Maps are a very important part of the application. These mans should 
show not only the service area  of the  pro2osed association, but 
should also she.; the relation of the Service. area to a larger area...
(Emphasis is author's.)

In many instances, especially in larger urbanized areas or SMSA's
boundaries of the different census tracts are quite important. In
an.SNSA, the service area of a savings and loan association will
normally consist of an agglomeration of several census tracts. It 
is quite imoortanc for the evaluator of an application to :now 
exactly where the boundaries of these tracts lie in relation to the 
site of the proposed instituticn;... (Emphasis is author's.)

B. Proposed Location.

C. Proposed Sayings Service Area.

C(1) Population Trends in the Savings Service Area, City, County and SMSA.

• This section should show the white, non-white, and Spanish-surname
population of the service area, city, county and SMSA...Also include
the ratio of customers to existing savings and loan association
offices (including branch offices) in the savings service area.
(Emphasis is author's.)

C(2) Resident Income Levels, Median Family and Per Household Income,
Type of Housing Occupancy, and Family Size.

C(3) Delapidated, Deteriorated, and Abandoned Housing.

A table should be prepared showing the total number of housing units

in the service area with all plumbing facilities or lacking all
plumbing facilities for the total and the minority  group populations.

(Emphasis is author's.)

C(2)(b) Racial Segregation 

To show the extent  of racial ser,regation in the neighborhoods of the
savings_survice area, daveloo a table  showing racial make-up by 
census tract... (Empllasis is author's.)

-51-
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C(2)(c) Housing Sponsors 

(This paragraph is focused on sponsOrs of low- and moderate income
housing and sponsors of urban renewal projects.)

C(3) Savings Potential of the Service Area.

All of the items mentioned in Section C will have a tearing on the 

current or future savin2s potential of the ,:avings service area...

.(Emphasis is author's.)

Demonstrating that there is, in fact, untanned savings potential 

in the service area is one of the most crucial pieces of evidence 

that the application must show. (Emphasis is author's.)

C(4) Economic Base of Community.

Because the economic well-being of the entire community, and therefore

its savings potential, will be influenced by changes in the sources

of employment, income, and output, analysis of these trends is an

important part of the application...

D. Local Savings.

11(2) Savings Caoital in All Financial Institutions in the Service Area.

E. Local Home Finance.

Generally, a good argument can be made that loan customers will be 

to travel farther than savings customers. A larger area should, therefore,

be analyzed when discussing the potential lending area.

Local .nortgage markets, like savings markets, are not isolated from national

ones. A decline in housing starts might be the result of high interest

rates for home loans or of a decline in the local economy. For this reason

it is important to mention the trends outside of the local area...

An informal survey of local lendinc, institutions is probablv the best way

to find out shout the interest rates, terms and loan-to-value ratios 

prevalent in the loan  service area. (Emphasis is author's.)
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FEDERAL HOME LOAN BANK BOARD

APPLICATION FOR PERMISSION TO ORGANIZE
A FEDERAL SAVINGS AND LOAN ASSOCIATION

To the Federal Home Loan Bank Board

Washington, District of Columbia

THE UNDERSIGNED, citizens of the Unit,d States and of the community

to be served, desirous of forming a local mutual thrift institution in which people

may invest their funds, and in order to provide for the financing of homes, being

persons of good character and responsibility, and believing in the necessity for

such an institution in the community to be served and in the reasonable probability

of its usefulness and success without undue injury to properly conducted existing

local thrift and home-financing institutions,

DO RESPECTFULLY MAKE APPLICATION to the Federal Home Loan

Bank Board for permission to organize, under such terms and conditions as the

Federal Home Loan Bank Board may prescribe, a Federal Savings and Loan As-

sociation to be located at or in the vicinity of 

 in the of 

County of ,State of 

AND DO HEREBY AGREE TO RAISE INITIAL SAVINGS CAPITAL in the

amount of not less than $ from initial subscribers, or such

other amount from such other number of subscribers as may be designate
d by the

Federal Home Loan Bank Board, under such conditions as it may prescrib
e,

AND TO PLEDGE SHARE ACCOUNTS as guaranty to the Asso
ciation

against operating deficits and losses in excess, of its reserves 
in the amount of

 or such other amount as may be designated by the Federal Home

Loan Bank Board, under such conditions as it may prescribe,

AND HEREBY APPOINT of 

  to represent the undersigned before the Federal Home Loan

Bank Eciard, and to receive all notices, correspondence, and do
cuments relating

to this application,

AND DO JOINTLY AND SEVERALLY REPRESENT AND WARR
ANT to the

Federal Home Loan Bank Board, for the purpcsg of ind
ucing the Federal Home

Loan Bank Board to permit the organization of said Feder
al Savings and Loan As-

sociation upon the terms and conditions set forth in
 the application or upon such

other terms and conditions as may be required by the F
ederal Home Loan Bank

Board (and with the intention that the Federal Home Loan
 Bank Board should rely

upon the following), that:

THE UNDERSIGNED WILL NOT REPRESENT TH
EMSELVES as author-

ized to organize such association until this application
 is approved and, upon noti-

fication that the application has been approved, 
they will proceed only in accord-

ance with the provisions of the Home Owners'
 Loan Act of 1333, as. amended, Title

IV of the National Housing Act, Federal Hom
e Loan Bank Act, and with the rules

and regulations made thereunder;

THE UNDERSIGNED ARE NOT ACTING in
 this application as representa-

tive of or on behalf of any person, partners
hip, association, or corporation un-

disclosed to the Federal Home Loan Bank Boa
rd;

NO CHARGE OR EXPENSE incurred in 
connection with the organization

of the Federal Savings and Loan Association s
hall be charged to the Association;

THE INITIAL SHARE CAPITAL to be 
raised pursuant to requirement of

the Federal Home Loan Bank Board will 
not with the knowledge, belief or concur-

rence of the undersigned be obtained by borrow
ing on the security of accounts in the

aesociation; NOW, THEREFORE:
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STATE OF 

COUNTY OF 

•THE UNDERSIGNED, BEING DULY SWORN, DEPOSE AND SAY:

THAT WE ARE THE APPLICANTS in this Application for Permission to

Organize a Federal savings and loan association in

THAT ALL OF THE STATEMENTS AND REPRESENTATIONS made in

this Application for Permission to Organize, signed by each affiant, and dated the

 day of  , , and all evidence and data sub-

mitted in support thereof arc consistent with the facts to the best of our informa-

tion and belief.

Typed Name  Signature 

Residence  Business Address

Typed Name  Signature 

Residence  Business Address

Typed Name  Signature 

Residence  Business Address

Typed Name  Signature 

Residence  Business Address

Typed Name   Signature 

Residence  Business Address

Typed Name  Signature 

Residence  Business Address

Typed Name  Signature 

Residence  Business Address 

Typed Name  Signature 

Residence  Business Address

Typed Name  Signature 

Residence  Business Address 

etc.

',WRAY .0RFSCRIBED DY LAW OF STATE! - 4 -
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FE0Er,st. rsOrek LOods 19•NK SOARO
OrrICL OF INDUSTRY OEVLLOPMENT

CHECKLIST OF SUPPORTING DOCUMENTS

FOR BRANCH OFFICE APPLICATION

APPLoCANT'S HAMA. CITY. STATE

DOCKET AO.

INSTRUCTIONS: Whertie.paired dorumenration is assembled in .cordance with. instruction, place .."0" mark in Col. A. If fur any
reason any of the required documentation is omitted, place an "0" marl. in Col. D and make explanatory comments below. Culumn C
ICS!, Ved Int US! by the Board's Supervisory Agent. Position this form on top of 011 documents, which i.ipporr. ihi,

REQUIRED ITE.eS

CKECK APPROPRIATE oo yo,
COLUMN AND TN'S CC... ••'

COMIAENT kEOutnED

ACQUIRED

00CumENTA.•

ATT•CNCO

OR Noy

5,15.11-ITG

Application Form, 1111.80 700

Exhibit I.

A. Maps.

B. Proposed Location.

C. Proposed Savings Service Are• (Narra)ive Detail).

1. Population.

2. Resident income levels, etc.

3. Savings potential of population.

4. Existing or proposed major economic b•se of community.

D. Locial Savings.

1. Savings deposita of back offices, ptc.

2. Applicaat's present savings volume in proposed sers,ice

SIC•.

E. Local Nome Financing.

I. Strength of mortgage demand.

2. Applicant's present mortgage loan volume in proposed

itervice are,

Exhibit D.

A. Proposed FIranch Operations.

I. Description of plans for office quarters.

2. Indepeadent ground-floor •nd

3. Period of time necessary for opening.

4. Horne •ad braoch office data.

Exhibit 10.

A. Undue Injury (Narrative St•temeoth

Exhibit

A. Additional Pertinent Information.

(A) (B)

A GE°NnT •,

USE

(C)
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Appendix E

FEDERAL HO MI LOAN BANK BOARD

APPLICANT INSTRUCTIONS FOR A BRANCH
OFFICE

In accordance with the requirements in Section 545.14 of the Rules and
Regulations for the Federal Savings and Loan System, each application by

a a Federal association for permission to establish a branch office shall
be supported by information to show: (1) there is a necessity for the
proposed branch office in the community to be served by it (Exhibit I);
(2) there is a reasonable probability of usefulness and success of the
proposed branch (Exhibit II); (3) the proposed branch office can be estab-
lished without undue injury to properly conducted existing local thrift
and home-financing institutions (Exhibit III); and (4) any additional
information considered pertinent by the applicant and not specifically
applicable to any other requirement (Exhibit IV).

No application shall be considered if the applicant does not meet the
eligibility requirements in Federal Regulation 545.14(b).

To expedite the processing of an application the supporting information
should include, but not necessarily be limited to, the matters outlined
below, with particular emphasis cm trend data concerning the proposed
branch service area. Latest Bureau of Census data and special economic
surveys, made primarily for the applicant, local industries, governmental
subdivisions or agencies, or educational institutions are extremely useful.

A list of suggested sources of data is available from your Supervisory
Agent.

Submit 4 complete sets of information to the Supervisory Agent at your
Federal Home Loan Bank.

1. Application Form, FHLBB-700.

2. Checklist of supporting documents For= FHLBB-754 - to be
used as a covering sheet for exhibit material which will
aid in assembling documentation. Supporting documents
should be identified in the bottom right hand corner of
each page according to the paragraph designations used in
these instructions.

EXHIBIT / - NECESSITY FOR PROPOSED 
BRANCH OFFICE 

A. MAPS:

1. General Srecifications: This application Must be accompanied
by two raps: (1) a state map upon which is shown the proposed

location and the proposed service area (PSA); and (2) a city,

county or local area map upon which is shown the prosed

location, the PSA, applicants' and other existing or propnsed

thrift institution offices, and significant commercial facili-

ties in or near the FSA. A third, optional map of the city,

county or local area mar be submitted showing the proposed

location, the PSA and the location of commercial banks.
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APPLICANT BRANCH OFFICE INSTRUCTIONS
PAGE 2
SEPTEMBER, 1972

Where available, all maps submitted must be original, full colorroad type maps. No map (state, city, county or local area)
shAll be larger than 36 inches by 42 inches. In addition, city,
county or local area maps should have a scale of between one inchto the mile and three inches to the mile and such scale should
appear on the face of the map.

2. Notations: The only notations (in addition to what is already
printed thereon) that are to appear on maps submitted in support
of this application are the following:

Proposed Service Area (PSA) - should be outlined by a
heavy black line.

Proposed Location - should be marked with a black X and
with a black circle around it.

(Black)

Applicant's Offices - in or near the FSA should be marked
by black numbers with black circles around them.

000 (Black)

Other Institutions - Any other existing or proposed thrift
instituticns in or near the PSA should be marked by red
numbers with red triangles around them.

A. A A (Red)

Commercial Facilities - Significant commercial facilities
4n or near the ?SA should be marked by ireen numbers with
green. squares around them.

Ei Ei 
(Green)

Where a third or optional map is submitted, the proposed
location and the PSA should be marked on the map as set
forth above and the commercial banks should be marked by
black numbers with b]ack diamonds around them.

0 0 0 (Black)

A kev, listing the names of each item identified by one of
the above symbols, should be provided as an attachment to
each map.

B. Proposed Location: Describe in narrative form the geographical
location of the proposed branch office. Include in the description
the character of land uses in the immediate vicinity such as: strip
development; shopping center (neighborhood or regional -- number of
stores, principal tenants, square footage of retail space, area of
draw, retail sales, etc.); office buildings, residential neighborhood,
etc. If the proposed branch office is to be located in a shopping
center not yet in operation, give full details regarding the status
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APPLICANT BRANCH OFFICE INSTRUCTIONS
PACE 3
SEPTEMBER, 1972

of development, number of stores and principal tenants, square footage

of retail space, proposed opening date and other information you

believe may be pertinent.

C. Provosed  Savings Service Area: Describe in detail the general

community characterlstics of the proposed savings service area, and

show specific statistics to support your application. All phases of

community information are to be set forth on a current basis and on

what you believe to be meaningful trends. Additional data covering a

broader area may also be quite helpful. Sources of the various data

should be clearly stated.

Remember, such data should relate to the savings service area if possible

and other data for larger or different areas should be clearly identified

and explained.

1. Population trends.

2. Resident income levels, type of housing occupancy;

e.g. median family income, per household income and

predominant range of income.

3. Savings potential of population and/or evidence of nny

untapped savings potential.

L Existing or proposed major economic base of community.

D. Local Savings:

1. Savings-type deposit data of financial institutions other than

Federally insured savings and loan associations in the area. For

banks use most recently published "Call Report".

2. Volume (number and amount) of applicant's present savings accounts

in the proposed service area including percent to total savings.

E. Local Home Financinn:

1. Characterize the strength of mortgage demand in the area using suc
h

relevant economic data as:

(a) Volume of tract housing and other new single-family

dwellings completed and sold.

(b) Volume of new multiple housing units completed and

rented.

(c) Housing developments, recent and proposed, including

number of units, value and type of housing occupancy.

2. Volume (number and amount) of applicant's present mortgages 
in the

proposed service area including percent to total mortgages.
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APPENDIX F

Notice of Filing of Branch Office Application:

Notice is hereby given that, pursuant to the provisions of 545.14 of
the rules and regulations for the Federal Savings and Loan System, the
  Federal Savings and Loan Association,  (city) 

(st:te)  , has filec an application with the Federal Home Loan
Bank Board for permission to establish a branch office at, or in the
immediate vicinity of  (street address)  ,  (city) 

(state)  . The application has been delivered to the office of
the Supervisory Agent of the said Bank, located at the Federal Home
Loan Bank of  (city)  ,  (street address)  , (city 
Any person may file comMunications, including briefs, in favor or in
protest of said application at the aforesaid office of the Supervisory
Agent within 10 days (or within 30 days if advice is filed within 10
days stating that more time is needed to furnish additional information)
after the data of this publication. Four copies of any communications
should be filed. The application and all communications in favor or
in protest thereof are available for inspection at the aforesaid office
of the Supervisory Agent.

Federal Savings
and Loan Association

Notice of Filing Application for Change of Office Location

Notice is hereby given that, pursuant to the provisions of 0545.16 of the

Rules and Regulations for the Federal Savings and Loan System, the  
  Federal Savings and Loan Association,  (city 

(state)  , has filed an application for permission to change the
location of its office which is now located at (street address)

(city) ,  (state)  , to or in the immediate vicinity of
(street address) ,  (city)  (state)

The application has been delivered to the Office of the Supervisory Agent

of the said Board, located at the Federal Home Loan Bank of  (city)  ,

(street addreSs) ,  (city)  Any person may file communications,

including briefs, in favor or in protest of said application at the afore-
said office of the Supervisory Agent within 10 days ( or within 30 days

if filed within the first 10 days stating that more time is needed to
furnish additional information) after the date of this publication. Four

copies of any communications should be filed. The application and ail

communications in favor or in protest thereof are available for inspection

by any person at the aforesaid Office of the Supervisory Agent.

Federal Savings and

Loan Association
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APPENDIX G

Notice to Change a Designation of Home Office and Branch Office

  Federal Savings and Loan  (city)  ,  (state) 
has filed an application with the Federal Home Lcan Bank Board to
redesioate its existing home office as a branch office and to redesignate
a new office as its home office. In order to obtain such a new office,
it has also filed with said Board an application for permission to establish
a branch office which, if approved, will be redesignated as its home office.
The following notice is hereby given pursuant to applicable regulations:
(here insert notice required by 11545.14 of this chapter)
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Mr. MARSTON. Like Mr. Embry's statement, I'm sure that therewill be no unanimous agreement on what we have said. I would liketo point out, Mr. Chairman, that the board has demonstrated itsinterest in providing sound mortgage borrowing opportunities to awide range of consumers.
We have our alternative mortgage instrument research studygoing on. We have completed our examiner training program on

nondiscrimination. You're familiar with the work that the boardhas done along with others on NHS programs with its direot and
indirect benefits. There was in the paper this morning a statement ofthe recent accord that we had with constructive civil rights groups.There is also the expeditious handling on the part of the board toallow some savings and loan associations in New Jersey to buy abond issue, and the proceeds of that issue will be used in areas des-
ignated by the State legislature as underserviced areas. Mr. Roessner
is very familiar with that and I understand he's to be one of your
witnesses coming along.
Now, Mr. Chairman, I do not want to imply that we are com-

placent.
Further, I understand that there are some changes and some

amendments contemplated to this bill so I hope that our testimony
will be helpful to the analysis of this bill and any forthcoming
amendments. As I go into the comments I hope that one of the ques-
tions that the committee and the staff will keep in mind is:

Is this in the best interest of the consumer-borrowers of States like Texas
and California, and is it in the best interest of consumer-savers in States such
as Massachusetts, Michigan, Florida, and Illinois?

Specifically, there are many ambiguities in the bill which we be-
lieve should be cleared up. For example, what credit needs does the
bill address? Those of minority groups, allowing them to obtain
credit free from discrimination practices? Low and moderate income
groups, middle income groups, or perhaps the credit needs in
blighted areas or deteriorating areas, or perhaps consumers in capital
short areas or perhaps the credit needs of the housing construction
industry and the purchasers of new homes?
Thus, the bill, as stated now, is unclear as to what credit needs

you're trying to have served, at whose expense; whether you intend
to omit 60 percent of the Nation's savings and loan associations from
the bill; and what you intend for the some 2,400 savings and loan
associations throughout the United States that have only one branch
or no branches. Mr. Embry referred to this.
Second: The written testimony covers the board approval pro-

cedures. I just want to reiterate here that we do look at the credit
needs of the communities. We disagree with the statement about
seiniexclusive franchises. We believe that there are benefits. The
S. & &L.s this year, based on our flow of funds projections, are sup-
porting 60 percent of the 'home mortgage market in what we regard
as the best housed Nation in the world.
Is the charter free? I don't think it's free. The savings and loan

associations are restricted as to the types of investments they can
make, and the impact of Federal income taxes is.higher on savings
and loan associations than their major competitors.
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Finally: Is the charter semiexclusive? We don't believe so. We
believe that the board's record stands as procompetitive. At least
this is what many of the savings and loan associations tell us. Why
are you allowing all these new branches? We are procompetitive in
terms of new savings and loan association charters and branches. We
are also active and beginning to be effective in attracting new sources
of capital to the housing market from investors who have not been
interested heretofore in investing in mortgage instruments.
Turning briefly to economics, I think there's some misunderstand-

ing, Mr. Chairman, on where savings come from. Who are the sav-
ers? Where do they live? Savers are generally higher income, not
rich but higher income people and they are older people, 55 years
and older generally. Borrowers, on the other hand, are middle to
low income people and tend to be much younger—our sons and
daughters.
The majority of the market areas are relatively homogenous as to

demographics. By that, I mean they are stratified as to income in
general and as to age. Therefore, I think we have here a built-in
mismatch as to the suppliers of capital and the demand of capital
in most neighborhoods. This implies that substantial community
investment is often not feasible and often may be ill-advised.
Mr. Chairman, the bill assumes that the primary service area nec-

essarily coincides with something called the community and as the
song said, it just ain't necessarily so. Convenience to work is of in-
creasing importance to the consumer in depository selection.
As to the 50 percent figure, I don't know what rationale went be-

hind this selection. It's a nice round number, but what kind of geo-
metric design will be used to encompass 50 percent of deposits will
often differ from that used to encompass the community.

Finally, on economics, you have the multibranch problem and I
have just mentioned that half the savings and loans have one branch
or none. There are many associations that have 20 or more. It will
make branching more difficult. The consumer tells us by his or her
action that he or see likes branches, and there you read convenience
of location.

Finally, under this bill, how do new communities—how do build-
ing communities satisfy their credit needs?
So, in conclusion first: Who has the priority? The borrower-con-

sumer or the saver-consumer? Remember, that one community's gain
is another community's loss.
Second: I understand—I didn't hear a statement nor have I read

it, but I understand a witness yesterday indicated how competition
works in the long run, and he spoke of a test of bow well credit
needs are met by all institutions. In contrast, this bill appears to
turn to credit allocation.
Third: And I think one of my personal serious concerns is that

it might have an effect just opposite to that intended and the intent
is good, Mr. Chairman. I have always lived fairly close to the city
centers and do so here in Washington, D.C. It may lead to the
closing of offices in the inner-city areas. It may lead savings and
loan associations not to open offices in innercity areas, and it may
lead to the concentration of branches even more in the more affluent
areas and suburbs.
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Therefore, we urge you to rely on or to release the market forces,to focus on all institutions that can and do supply mortgage creditand, most importantly, to address the special problems in majorblighted and deteriorating areas by looking to broadly based Gov-ernment-private programs rather than on a few branches of only50 percent of the savings and loan associations.Mr. Chairman, that concludes my summary and I'd be happy totry to answer any questions for you. I have several members of thestaff with me who have great expertise.
Senator SARBANES. When you talk about a mismatch, how are youdefining the neighborhood you refer to?
Mr. MARSTON. The neighborhood is not a precise term, Mr. Chair-man. If you want to use, say, the northwest section as a neighbor-hood or capitol hill as a neighborhood—Capital Hill is probably alittle smaller as a neighborhood. It's not a precise definition. I guessnorthwest would be a section of the District and Capitol Hill wouldbe just a neighborhood.
What I'm saying is that in the northwest I think, as the studieshave shown, they have a surplus of funds.
Senator SARBANES. Well, you contend the market forces would ineffect move in money in an adequate way, into the service areas ofthese institutions?
Mr. MARSTON. Well, I think you have to define what adequate isand you have to look at your alternatives. I think the market forceshave been moving money into an area such as Capitol Hill, whichI'm particularly interested in, in a way that it did not move before.I think it came from a number of sources. I think part of it was theprodding of the Congress.
Part of it was the learning experience the savings and loan as-sociations have had here from their NHS experience. Not only didthey have a service corporation that made loans, but also the peoplewho owned the service corporation, the savings and loans, havelearned how to make good sound loans in these areas.
The other thing was beyond the control of the savings and loanand that was the relaxing of the usury limit. In 1974, the usury limitin the District was 8 percent. In Virginia and Maryland it was 10percent. Why lend money in the District? Then, in 1974, they raisedthe rate to 10 percent and that's when I got my loan, 10 percentmoney. But if it hadn't been for that, I couldn't have gotten any.So I guess my answer is generally yes.
Senator SARBANES. How do you explain the Baltimore experienceunder your rationale?
Mr. MARSTON. Well, you probably know that we think that wehold out Baltimore as being one of the best NHS areas in the coun-try. I'm not aware of any that's done any better. There have beensome very, very good ones. We have taken three bus loads of peopleup there, including people from the Hill and other agencies, just to

look at it. I think there you had a great combination of city govern-
ment who was concerned. Your mayor up there and Bob Embry—I
think lie is a great appointment. He disagrees with its on a lot ofthings, but he and the mayor and several others were the key. The
city was involved. They understand the services have to be pro-
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vided. They understand the responsibilities and the necessity of
the municipal government to be part of the equation. You had some
good lenders up there. Howard Scaggs, who probably many of you
know, Mr. Chairman, and a number of the lenders took a real inter-
est in this. They didn't just invest the money of their savers, but
they got involved in the process. The third thing

' 
in Baltimore was

that you had an interested, constructive neighborhood group. .VVben
we were up there, we were introduced to this lady, Matilda—perhaps
you have met her—she heads Matilda's Marauders. She and several
neighbors go around before trash collection day and if somebody
has put their trash out on the sidewalk they go up and knock on the
door and say, "Trash collection is tomorrow. Put this inside." That's
the kind of commitment from the neighbors up there that I think
made this work. It was a combination of three.
Senator SARBANES. Well, that all sounds very nice, but the fact

of the matter is that the institutions, in order to get the usury limits
raised in Annapolis, which they could not do because of the political
forces, in effect said: "To get this we make a commitment to put
money into the city to have it available for loans for housing."
Matilda and all the rest of it to one side, that's essentially what led
them to make the decision and the consequence of that experience
was that it really was quite positive for them.
Now, how are you going to get lending institutions to make that

kind of commitment in communities all across the country? They
are drawing the money out of there and they are not putting it
back in.
Mr. MARSTON. Well, they are drawing it out of there 
Senator SARBANES. Let me ask, if market forces are working

won't they put the money clearly where they can get the greatest
return?
Mr. MARSTON. Sure. I think they should.
Senator SARBANES. Don't they have other places where they could

put the money where they will get an adequate return? We're not
asking them to lose their money or to lend it out at no return, but
where they will get an adequate return. Yet the push will always
be to go to the top end of the spectrum, will it not?
Mr. MARSTON. Yes, sir.
Senator SARBANES. How do you get them, then, to service areas

from which they are drawing their money? They do receive advan-
tages by receiving these charters and being allowed to do business;
don't they? I think your statement in effect says they do.
Mr. MAnsToN. Yes, they get advantages and they give advantages.
Senator SARBANES. How are you going to get them to respond to

this need? We're not asking them to go in and lose money. We're
asking them simply to respond to important credit needs in that
community. Really, all the legislation does is require them to show
what they are doing in that area in terms of seeking these various
regulatory approvals. What's wrong with that?
Mr. MAnsToN. Well, part of it is the process they have to go

through. For example in the State of Illinois, there aren't many
branches. Up until 3 or 4 years ago it was a nonbranchina State for
savings and loan associations. I have been in the State of California
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and in other States around the country where there are multibranch
units.
So you just have a blizzard of paperwork and as I understand

from this administration, that's one thing they want to cut down
on. I don't think, Mr. Chairman, that—
Senator SARBANES. Well, Mr. Lance said the other day when he

was asked that question about zero-based budgeting. He conceded
this meant more paperwork, but he said the objective which zero-
based budgeting was designed to achieve more than outweighed the
additional paperwork.
Mr. MARSTON. That's a judgment.
Senator SARBANES. That might be the case here; might it not?
Mr. MARSTON. Yes, sir. It certainly could be, but I don't think it's

a bad thing to have financial institutions going for the best yield.
Chairman Burns' statement and the experience of the commercial
banks is about like the savings and loans. They have been in a de-
teriorating capital position. Their net worth vis-a-vis savings and
assets has been going down. It's not dangerous, but it's a problem
that is of concern. It's going to be interesting to me to see the Con-
gress' response to his comment that one of the ways commercial
banks increase their equity capital versus savings was out of their
foreign operations. I think his statement was it constituted about
half their earnings.
So going for good yields is beneficial because savings growth is

based on your reserve capabilities and savings are what mortgage
loans are made of.
Now you ask specifically then what about lending in these areas,

the kind of area where I live and Bob Embry lives, the city areas?
I think the approach to that is to make those loans less risky and
that's what you have done in that neighborhood in Baltimore.
So, therefore, an 8-percent loan or a 9-percent loan in one place is

a good deal. A 9-percent loan with another set of facts is not a
good deal.
The other thing, as I indicated, underwriting mortgage loans—
Senator SARBANES. Is that the distinction that you think these

lending institutions have been making—that kind of fine distinction?
Mr. MARSTON. I think that's what they are 
Senator SARBANES. How do you answer, then, when the studies

show in Baltimore and other places that they have simply redlined
out extended neighborhoods, many of which are as healthy, if not
more healthy, than suburban areas in which they continue to loan.
They just make a kind of a blanket judgment about this.
Mr. MARSTON". Senator, that's the conventional wisdom.
Senator SARBANES. And it's borne out by studies.
Mr. MARSTON. Which studies?
Senator SARBANES. Certainly in the Baltimore situation.
Mr. MAnsTox. I have not seen the study and I'd be happy to take

a look at it. I don't deny, however, you want to define it—and I
think according to the Library of Congress research people the
definitions are not very good that we use for redlining. There's a
difference between redlining and disinvestment. I agree with them
on that. And you know, really I don't think we're debating on that.
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I think what we're trying to do is to determine how can we keep
up the progress that people are making—how can we keep it going
and keep financial institutions from making unsound loans.
Senator SARBANES. No. I think the question you have to answer is

how do you get an institution that draws its savings out of an entire
metropolitan area to, in turn, put them in in some reasonable way,
instead of directing them all—let's assume for the moment—to the
outlying areas where the return is slightly higher. How do you ad-
dress that problem?
Mr. MARSTON. My general feeling is, first, you've not addressed

this. You have not spelled out the mechanisms in the bill and I think
the—

Senator SARBANES. Do you think it's a problem that needs address-
ing, or is your response to it that somehow or other the market
will answer it?
Mr. MARSTON. Well, I don't think it's an either/or proposition.
think it's a problem that needs addressing and I think—
Senator SARBANES. Would you resolve it by market forces only?
Mr. MARSTON. Basically, but not only by market forces, as I

indicated earlier.
Senator SARBANES. If you're going to resolve it basically by

market forces, why do we resrict the operation of the market in
terms of who can come into it and in all the other respects which
give those who obtain your approvals an advantage?
Mr. MARSTON. Well, as I tried to indicate, Senator, we have what

we believe is a procompetitive attitude. Remember that all we do
is charter and supervise the Federal savings and loan associations
and we provide insurance for member State-chartered institutions,
but there are others. There are commercial banks. There are credit
unions. There are mutual savings banks in about 19 States. There
are hock shops. There are many, many sources of credit. Credit
does not flow just from savings and loan associations.
Senator SARBANES. Senator Sparkman.
Senator SPARKMAN. Mr. Chairman, I'm going to have to go to

another engagement.
I just want to ask this question. I don't get it. I've read a great

deal in your statement. It's a rather long statement. We are con-
sidering S. 406 introduced by Chairman Proxmire. Do you favor or
oppose that legislation or is your attitude that it's not needed?
Mr. MARSTON. I favor the intent of the bill, but I think there are

too many ambiguities and questions in it as it stands. I do not favor
it now, and we would be pleased to work with the committee as you
know that we have in the past to try to see if there's something
that could be valid and worthwhile out of it.
Senator SPARKMAN. You think there's good in the bill to the

extent that it can be amended? Or would you rather just throw it
aside and make a new start?
Mr. MARSTON. Well, there is one thing in there that we can use.

As part of our branch procedures as we outline in the testimony,
we look at the need, the probability of usefulness and success, and
generally at whether or not it will do undue injury to properly con-
ducted thrift institutions. Those are the three regulatory require-
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ments for branching. There is one that we could use and that is—weoften will not allow a branch for supervisory reasons, but the appli-cant can take us to court. We would feel in a better position if wehad some clear legislative authority to include as a supervisoryobjection evidence of discrimination. In other words, we count useour approval process as a sanction against institutions which arediscriminating.
As I indicated earlier, we have had seminars. We have trainedall of our examiners in this general area. We have brought people infrom the outside to help us do this and this would be helpful to us.So that's one specific thing to which I can say, yes, the approach ofthe bill makes sense.
Senator SPARKMAN. Well, I'm going to have to leave, but whywouldn't it be a good thing to have your staff members work withthe staff members of this committee, particularly in collaborationwith Senator Proxmire and his individual staff members, and seeif we can't work out something? I believe all of us recognize thatthere's some good that can be done in this field.
Mr. MARSTON. Yes, sir.
Senator SPARKMAN. But the thing we've got to work out is thebest way to reach that point.
Mr. MARSTON. That's right. It just seems to me we spend halfour time down there working with the Senate staff and we'd bepleased to continue to do so.
Senator SPARKMAN. Well, that's a pretty good way to work.Thank you very much.
Mr. MARSTON. Thank you, Senator.
Senator SARRANES. I think we're out to increase the percentage ofthat time.
Senator Lugar.
Senator LUGAR. Mr. Chairman, thank you.
Mr. Marston, it seems to me that your testimony may be to alesser extent than that of Mr. Embry and I read ahead the nexttestimony—that the problems defining credit for low-income neigh-borhoods are difficult and honest judgments might be made as towhat is occurring there. At the same time, many people who wouldlike to fix up their houses, and buy properties in inner cities, arediscouraged from doing this.
Mr. MARSTON. Yes, sir.
Senator LUGAR. SO it seems to me undeniably that each witnessand all members of the committee are, and from Senator Spark-man's question I gather that he's concerned with that problem as Ihave been during the last 10 years, trying to find money for inner-city Indianapolis.
I suppose what I'm concerned about. first of all, is that the basisfor this bill appears to be that because some Federal advantageshave been conferred upon banks which you represent today orsavings and loans or other credit institutions that we will hear from,that this is a legitimate reason for the Federal Government to movein and increase regulation of the industry. This bill would sub-stantially increase reporting requirements, trace •the inflow andoutflow of savings and then beyond that—and this becomes more
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vague as the witnesses I think are pointing out—having found this
information, what the Federal Government requires from those
findings.
Now it seems to me that tactfully you're saying—but if you're

not, please correct me—that although a need exists here, by and
large we're going to have to think of other mechanisms in which
the Federal Government can work in a more broadly-based financial
community to direct funds as opposed to what you have character-
ized as a mismatch of moneys that come into particular branches
or institutions within an inner-city neighborhood or even a broader
census tract area or however we would define it. What I think we
shall find—at least we found this in Indianapolis—is that after we
had found all the deposits in various census tract areas, in many of

• those areas the deposits were not very great. If one were to make a
specific allocation to those neighborhoods, the neighborhoods would
have been substantially shortchanged.
What clearly had to come about was substantial revenues from

the suburbs, if we were to look strictly at branches, because branches
are being placed where affluent people might deposit their money or
at least people who are going to save money—in this case, sometimes
people who are 55 and 60 and 65 beyond the child-rearing acre save
more money. This is why I begin to have some skepticism about the
particular thrust of this bill.
If we're going to have a strict allocation, try to expose how much

money is coming into inner-city, how much is being deposited or
loaned and so forth, we're not likely to hit the basic problem, which
is the capital shortage or loan shortage in these areas.
Now is my reasoning reasonably consistent with your own or

would you like to speak for yourself on this?
Mr. MARSTON. I think you have stated our position beautifully.

As I recall, you're a former mayor of Indianapolis and I think we
have just opened an NHS—we're working on opening an NHS
office in Indianapolis, and I'm delighted for Indianapolis, but my
son, who is director of metropolitan development down in Evans-
ville, is quite unhappy with me that you've got it.
I think you're exactly correct that there is no balance—and that's

what I tried to say in my opening statement—between the supply
of savings and the demand for credit. There are certain neighbor-
hoods that have more savings than they can use and there are other
areas that don't. You mentioned the benefits. I think the savings
and loan associations have conferred great benefits back to the
areas which they serve. This was the original intent of Congress in
setting up this system. The U.S. league estimaitcs at the end of the
year they had 80 million savings accounts. That's one per house-
hold. They must be doing something right and they are making 60
percent of the home mortgage loans. I think that's a real benefit to
the country.
The purpose of branching is to get deposits. You don't need

branches in general to generate mortgage loans. You have salesmen
going out talking to the realtors and builders to get loans.

Finally, I just got this on the 21st from President Carter, and
what President Carter is doing is reconstituting a committee that
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President Ford set up. This is a copy of a memo to some of hiscabinet people saying that he wants to form a working policy groupon urban and regional development. The purpose of the groupwould be to conduct a comprehensive review of all Federal pro-grams which impact on urban and regional areas to seek the per-
spectives of State and local officials concerning the role of the Fed-eral Government in urban and regional development and to submit
appropriate administrative and legislative recommendations.
As you know, as the mayor—and I have heard Senator Garn sayit—he wasn't the mayor of Salt Lake City he was the local repre-

sentative of the Federal Government. So I think President Carter,by this, believes as President Ford did, that we really don't havemuch of a handle on how these things work. I hope that agrees with
your statement. It was my intention to agree.
Senator LUGAR. Let me ask you this, and ask for your commentagain, although I think you covered this fairly well, but youanswered in response to Senator Sarbanes the thought that banksreally ought to look for safe loans essentially. They ought to try tomaximize earnings. They ought to allow market forces to govern it.Indeed, when Chairman Burns testified before this committee acouple weeks ago, he testified that by and large the banking systemwas better fulfilling this objective.
Now, on the one hand, there are members of this committee who

critized the banking system for having so many failures. Charts
were placed in front of us indicating how many failures had oc-
curred and indicating that there were grave weaknesses. Well, in
fact, what I think you're suggesting is one way to avoid bank
failure and certainly the lack of stewardship this implies, is to make
sounder loans and to have more profitable banks. And with that, I
agree.
I think the thing I would like to ask you now is, even if this

legislation does not really meet the problem very well—and I'm be-ginning to have some skepticism as to whether it does—and grantedthat one of this committee's responsibilities is oversight of how much
confidence our banking system can engender, what are the appro-priate.mechanisms that you have mentioned in your testimony. You
say the best method would be to devise means by which all financial
institutions, regardless of where they are located, would be moti-
vated to channel funds into older and less affluent neighborhoods inneed of revitalization. Rather than throwing a wet blanket entirelyon S. 406 today, can you give us any direction as to a constructiveway that we can begin to meet the problem in the manner in whichyou have suggested here?
Mr. MARsToN. I think there are several ways. We're working ona shared risk bill now. I say we are. We have been approached onthat as to the possibility of insuring loans in the mature cities. Oneof our reservations is that I believe that there are good loans to bemade, but anyway. that is one specific example.
A second example is doing what the Board is doing, and I believethe other regulatory agencies, but our number one goal is housing.We continually talk about this problem. We sponsored the NHSprojects. There are great fallouts from that. People are learning notto just look and focus on new housing developments, which are very
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important, you know—there's a goal for new housing—there are
people out of work—and so the Federal Government has to set the
goals that they see that fit. Those are the two or three that come to
mind.
Senator LUGAR. Those are helpful. It just seems to me that this

argument will continue, whether it be the vehicle of S. 406 or some-
thing else, until there really are some more visible, constructive at-
tempts here or until a better record is made of what is occurring.
I do recognize that and it will not be adequate simply to cast doubt
on this particular vehicle or to indicate that we are all sympathetic
to the problem. And I suppose my hope would be, as Senator Spark-
man had asked earlier, that as you have ways or those associated
with you have ways to work with this committee on more appro-
priate vehicles, this may be important so that we do not come out
with haphazard legislation down the trail and fail to meet our
objective and raise hopes that are simply not going to be fulfilled.
Mr. MARSTON. Senator, the Board has really plenary powers with

the Federal savings and loans and has quite a bit of influence with
the State chartered. We find that our jawboning on certain issues,
the talks we give, the obvious support we give—I mentioned going
up to Senator Sarbanes' area when we put together three bus loads,
three separate trips, up to see what these people have been doing in
Baltimore. This kind of action on our part, along with the non-
discrimination programs that we have conducted that the committee
is familiar with—we discussed this with members of this committee
and others—I think these are positive steps that should continue.
Senator LUGAR. I agree, and should be better publicized perhaps

so that more persons know what you're doing and might be stimu-
lated to do likewise. Thank you.
Senator SARBANES. Mr. Marston, are you suggesting that some of

the difficulties which financial institutions have experienced in terms
of failures and other difficult straits in which they find themselves
are the consequence of home mortgage investments that they have
made?
Mr. MARSTON. No, sir.
Senator SARBANES. What are they the consequence of?
Mr. MARSTON. The main problems of savings and loan associations,

as I indicated, is the deteriorating capital ratio, their net worth to
savings. One of the problems there is that the effective Federal in-
come tax as a group on savings and loan associations is 30 percent.

Senator SARBANES. No. Let's take the institutions that Chairman
Burns is talking about that are having all these financial problems.
I mean, none of those—in fact, they might be better off if they
followed the purposes which this bill is seeking to achieve than
their current practices, might they not?
Mr. MARSTON. Well, they might, but I would not—whatever

Chairman Burns says as far as I'm concerned about commercial
banks, I really wouldn't criticize that. I would just say in reading
his statement to the House Banking Committee a week or so ago,
he indicated that one of the reasons for the improvement in commer-
cial banks earnings was their return on foreign investments.

Senator SARBANES. Yes, but the ones that are in trouble have been
obviously investing in highly speculative ventures, have they not?
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Have they not been investing abroad in lesser developed countries
with respect to oil tankers, real estate investment trusts?
Mr. MARSTON. That's part of it, I suppose. One of the great prob-lems with all institutions is either dishonest or incompetent manage-ment, and I think that was the problem down in San Diego and

perhaps the one with Franklin.
Senator SARRANES. Isn't there a tremendous attraction for anyinstitution to seek that investment which will return them hopefully

the very highest return? In other words, you play for the big stakes
instead of the steady safe stakes?
Mr. MARSTON. Not savings and loans.
Senator SARBANES. Well, savings and loans operate under some

restrictions and, of course, I'm trying to separate out now the
argument you're mixing of organizations because you go back and
forth between the commercial banks and the savings and loans.
The savings and loans can't get into some of these things. They areprohibited from doing so.
Mr. MARSTON. That's right. One of the places the commercial

banks got into their REITs and that would involve real estate, but
those were not in general 
Senator SARBANES. I just want to get at the argument that sug-gests that the difficulties of commercial banks in particular, as a

consequence of their investments, is in any way related to the pur-poses of this bill, because very clearly their difficulties have come
from an entirely different kind of use of their money. Isn't that
correct?
Mr. MARSTON. Yes. I'm sorry. I didn't mean to imply that. I

simply meant to say that earnings are very important to financial
institutions, to savers and to borrowers. That's all I meant to say.
Senator SARRANES. You spent a considerable part of your state-

ment talking about the various S. & L.s that have opened up under
minority auspices.
Mr. MAI-Ism-N. Yes.
Senator SARBANES. And, of course, I commend that development.

On page 36 you say:
In 1971 there were 40 minority associations with FSLIC insurance. In 1976

the number had increased to 73, and the total assets have grown from $400
million to $958 million.

What are the total assets of all of the pertinent S. & L.s?
Mr. MARSTON. Insured S. & L.s run roughly $400 billion.
Senator SARBANES. So the minority associations that we're talk-

in q about are at $1 billion?
Mr. MARSTON. Yes.
Senator SARBANES. Well, that's a quarter of one percent; is that.

ri frht ?
Mr. MARSTON. Sounds right, yes.
Senator SARBANES. Then your next sentence says:
We believe that the chartering and branching nolicies of the Board described

above provide a more practical and sound basis for encouraging services of
particular marketing areas than the penalty approach of S. 406.

Mr. MARSTON. I'm sorry, Mr. Chairman
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Senator SARBANES. Well, why don't you just refer to your state-
ment on page 36, the last full paragraph, the first sentence there.
:Mr. Marston, if it would be more convenient, the committee cer-

tainly has no objection to the gentlemen who are with you assuming
seats with you.
Mr. MARSTON. All right. This is Mr. Ege. He's head of our legisla-

tive division, an attorney; and this is Mr. Kaplan, director of our
office of economic research; and Mr. Warwick who is head of our
office of housing and urban affairs.
Senator SARBANES. Well, gentlemen, welcome. Now how can we

go on in that sentence, in view of the fact that we're talking about
a quarter of one percent of the total business?
Mr. MARSTON. Well, Mr. Chairman, about a year ago in the

Senate Appropriations Committee hearing Chairman Proxmire
• asked about the problem book that we had and we told him very

frankly that minority run savings and loans made up an inordinately
large number, higher percentage than usual of the problem book
categories 1 and 2, and we described our efforts, and Mr. Warwick
can go into that.
Senator SARBANES. I don't think the thrust of my question is

getting across. I think there's an area that we're trying to address
ourselves to and that is to give minority groups an opportunity to

iparticipate n the economic system. Therefore, to encourage this
trend, and as welcome as it may be, the point is that it represents a
tiny portion of the total industry and, therefore, you can't look for
the solution to the question of credit being available in commu-
nities all across the country to this trend, which deals with only a
tiny segment of what we're talking about.
Mr. MARSTON. You're absolutely right.
Senator SARBANES. If you're going to deal with the problem,

you're still back with how do the other S. & L.'s, which have $399
billion of the $400 billion in total assets—how do they function and
operate?
Mr. MARSTON. Right. Well, Mr. Chairman, you are exactly cor-

rect. If you relied only on the minority savings and loans to satisfy
those need-, you would be exactly correct. It turns out in Washing-
ton, D.C., that many members of the community, black members of

a the community, do not save with the savings and loan associations run
by a black president. They don't trust blacks to keep their money
safe. That's what the president has told me. Many of the people then
are serviced by largely white-run institutions.
Senator SARBANES. What do you think of that attitude?
Mr. -MARSTON. Well, this is why I told the minority savings and

loans at their convention here that I think they have the problems,
that minority S. & L.'s are important because they are developing
minority management, they are showing to the people of their com-
munities that they can, in fact, be responsible money managers.
Furthermore, I told them that their marketing areas, both as to
source of savings and to loans, are too concentrated. Independence
Federal here in the city has one little branch over here on C or D
Street, but they branched over to Connecticut Avenue to tap the
more affluent areas. For minorities it's going to be a slow process.
We are encouraging it. You are exactly correct. But the other
people are served by those run by majority—by whites.



276

Mr. KAPLAN. Senator, let me just expand on that if I might fora moment. When we studied the problems, the operating problemsof minority institutions, we discovered that such problems fall intothree major areas. The first I would list as the difficulty of findingexperienced, trained managers to run associations. The second prob-lem is that it is difficult for anybody to start a new institution,starting up a new institution is difficult. Small institutions haveunique problems that are a function of their size. And the thirdarea, as already has been alluded to, is that in the market areaswhere these institutions have been located, the savings business isreally inadequate to support growth in credit needs. Thus, we comeback to what my point is, namely, that we can't look to institution'sbranches in the inner-city areas as being able to tap an adequatesupply of savings. Thus, we are seeing, as Mr. Marston said, thebranching back into other areas of the city where the savings baseis stronger.
The phenomenon that I am trying to point out is the credit allo-cation aspect of the bill as opposed to providing some incentives.Senator SARBANES. Well, the point is that as welcome as the in-crease in minority institutions may be for other reasons, it does not,begin to get at the problem of whether money is going to be avail-able, because the amount of money that you're talking about is justa tiny part of the total picture. So, to quote all of this in your state- .inent and then end up, in effect, looking at that as a way of tryingto deal with this problem does not make sense. The institutions thatcontrol the $399 billion in assets are going to have to have policiesthat make the credit available.
Mr. KAPLAN. Senator, let me approach it a different way. I thinkthe positive statement we have been trying to make is that there aredifferent approaches to meeting different kinds of credit needs, andpart of our difficulty is that the different kinds of credit needshaven't been clearly spelled out in the bill. I think we're saying that

with regard to credit needs that aren't being met for discriminatorypractices this agency is prepared to take very strong action with
regard to branch approvals. With regard to credit needs that really
focus on major blighted areas or with extremely low-income fam-
ilies, we have to look to broadly based Government programs.
Where we have stable but deteriorating neighborhoods, there's a
different solution—we're finding the Neighborhood Housing Serv-
ices approach works well in these cases.
Again, I think we're talking about different solutions to different

kinds of credit needs rather than ignoring the fact that these differ-
ences exist.
Mr. MARSTON. Mr. Chairman, may Mr. Warwick add something

there? He reviews all minority applications among his many other
duties?
Mr. WARWICK. Well, in response to the Senator's question a mo-

ment ago, I was simply going to suggest that I don't think we in-
cluded those stories about several new minority owned or operated
associations to say that minority associations by themselves would be

I
able to meet these kinds of credit needs. Rather, I think they were
offered as examples of the way in which the bank board encourages
entry into this restricted area of the savings and loan business to
meet needs that aren't otherwise being met; and unmet credit needs
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are most easily defined in instances where we're dealing with minor-ity associations.
However, they need not necessarily be minority. The Board re-

cently reviewed an application from someplace in Louisiana by an
applicant group—it may be integrated but certainly not predomi-
nantly minority—that proposed to meet the credit needs of older
areas around a major university, I believe. We had another appli-
cation recently, this one did happen to be minority, but it was a
Spanish-speaking group in New Mexico in a community that was
served by a single branch of an existing institution and the credit
needs in that community were very poorly served by—not poorly
served, but inadequately served—by the institution that was there.
The point of listing these minority associations is not that these

institutions with about $1 billion worth of assets, can somehow meet
a nationwide problem by themselves; but rather to suggest that
entry into this market is a viable way for the system to meet certain
existing credit needs.
Senator SARBANES. Well, of course, if they can't meet a nationwide

problem, then we have to look elsewhere, and we have to look at the
policy of the balance of the institutions which totally dominate this
particular area of economic activity.
Mr. MARSTON. Mr. Chairman, they don't. They have a high per-

centage, but there are other people who are in the mortgage market
and, again, you have to ask—the committee and the Congress has to
ask itself, if you're going to put the money there, who are you
going to take it away from?
Senator SARBANES. Well, who would you be taking it away from?
Mr. MARSTON. You would be taking it away from people who are

getting it now and that's one of the tradeoffs.
Senator SARBANES. How do you know? All this would require is

that they in effect indicate—what do you require of them with re-
spect to indicating what their lending policies are?
Mr. MARSTON. We ask what kind of loans they are making. We

ask about their penetration, where are the sources of the loans. We
have them make a finding as to the probability of usefulness and
success in the area, are they going to put it into existing housing or
new construction, depending on the branch.
Senator SARBANES. Mr. Marston, what do you understand the

mission of your agency to be if it has one?
Mr. MARSTON. To do everything we can to provide as steady as

possible and as economically as possible flow of housing funds to
the mortgage market.

Senator SARBANES. I'm going to end my questioning with this
comment: The act under which you are chartered in its original
title—and I think you all ought to go back and think a bit about
this because this was its original purpose, and bow far you have
come from it is, I think, rather interesting—
An Act to provide emergency relief with respect to home mortgage indebted-

ness, to refinance home mortgages, to extend relief to the owners of homes
occupied by them and who are unable to amortize their debt elsewhere, to
amend the Federal Home Loan Bank Act to increase the market for obligations
to the United States and for other purposes..

Now you had an objective when you started out that really looked
to the people who are trying to get credit and homes and wanted to
become homeowners.
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Mr. MARSTON. That sounds like the Home Owners Loan Corp.,
and they went out of business in—in the early fifties. That's howthe thing started. Then there's another act and I have to ask the
lawyers about it.

Senator SARBANES. But that was the original purpose.
Mr. MARSTON. But that was an emergency situation.
Senator SARBANES. Well, I understand that. You don't feel we

have an emergency now with respect to credit for our Nation?
Mr. MARSTON. Well, we are getting into semantics. There's a prob-

lem. I don't know whether it's an emergency.
Senator SARBANES. Well, what I quoted from is right out of your

current operating manuals.
Mr. MARSTON. But the point is, there's also the national act and,

remember, Senator, that the Congress changed in 1970 by recogniz-
ing the validity and the value to the people of the country of the
secondary mortgage market, it moves money from capital surplus
areas to capital short areas, Congress created the Federal Home
Loan Mortgage Corporation. Things have changed and we recog-
nize this. We recognize that perhaps by emphasizing to our asso-
ciations that .there are good loans to be made in mature cities, as I
keep putting it, that may reduce or increase the cost of mortgage
funds out in the suburbs.

Senator SARBANES. Well, of all the constituents you have, which
one is sort of primary, do you think, in your concern?
Mr. MARSTON. Well, I just—T guess I'll have to answer that for

the record. I don't know. That's a good question, Senator, it's diffi-
cult to answer.
Senator SARBANES. Well, it's something I think you all ought to

think about. Well, thank you.
Mr. Roessner, we're happy to have you here with us this morning

and we are looking forward to hearing your testimony and you can
proceed in any manner you choose, either to read it or to sum-marize it.

STATEMENT OF GILBERT ROESSNER, PRESIDENT, CITY FEDERAL
SAVINGS AND LOAN ASSOCIATION, NATIONAL SAVINGS AND
LOAN LEAGUE, ACCOMPANIED BY HARDING WILLIAMS, GEN-
ERAL COUNSEL

Mr. ROESSNER. Thank you, Mr. Chairman.
The statement itself is very brief. It's not 10,000 words. On the

other hand, we do have copies and I submit them for the record.
I will summarize the statement.

Senator SARBANES. Well, without objection, the statement will be
included in the record as submitted.
Mr. ROESSNER. My name is Gilbert Roessner. I am president of

City Federal Savings and Loan Association of Elizabeth, N.J., and
past president of the National Savings and Loan League.
I am appearing on behalf of the National League, a nationwide

trade organization for savings and loan associations. With me at
the table is Mr. Harding Williams, general counsel of the National
League.
[Complete statement follows :]
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PREPARED STATEMENT OF GILBERT G. ROESSNER ON BEHALF OF THE NATIONAL
SAVINGS AND LOAN LEAGUE

Mr. Chairman and members of the Committee, my name is Gilbert G.
Roessner. I am President of City Federal Savings and Loan Association of
Elizabeth, New Jersey and Past President of the National Savings and Loan
League.
I am appearing on behalf of the National League, a nationwide trade

organization for savings and loan associations.
The National League appreciates the concerns which prompted the introduc-

tion of S. 406. Granting of a Federal or State charter authorizing the creation
of a savings and loan association does indeed confer an obligation of high
public trust on the grantees of that charter.'4 Mr. Chairman, it seems to me that there are two basic issues here. First,
are savings and loan associations and other financial institutions meeting
their responsibilities mandated by charter? Second, will this legislation im-
prove upon the operations of these financial institutions toward meeting

• these obligations? Although I do not feel that I should speak on behalf of
other types of financial institutions, permit me to address each of these issues
In turn as they relate to the savings and loan industry.
The primary obligation of savings and loan associations, particularly those

under Federal charter by Congress in 1933, is to foster home ownership. We
believe that savings and loan associations have fulfilled this obligation. As
the data in Table I demonstrate, Federally-insured savings and loan associa-
tions finance almost half of the non-farm residential mortgage debt outstand-
ing in the U.S. They have financed between 65% and 70% of such loans during
the past two years alone. Of the industry's $395 billion in assets, over 80%
are invested in mortgage loans.
As is shown in Chart I attached to this Statement, the savings and loan

industry is the principal and overwhelming source of funds in home mortgages.
Since 1974, net lending activity by savings and loans in the home mortgage area
has climbed from a recession low of $14 billion to an annualized rate of over
$35 billion in 1976, an all-time high by any intermediary at any time. By
comparison, the flow of funds into home mortgages by commercial banks,
mutual savings banks, and life insurance companies is rather small.
It is noteworthy, Mr. Chairman, that by regulation savings and loan associa-

tions are limited in making residential mortgage loans to areas within 100
miles of the principal office. Lending activity beyond these limits is permitted,
although restricted through the purchase and sale of participations.
Of a more specific nature, the subject of "inner-city" lending has received

a great deal of attention in recent years. As the Committee may be aware.
savings and loan associations and other depository lending institutions are
active in a variety of programs around the country relating to low- and mod-
erate-income housing. Among these is the Neighborhood Housing Service pro-
gram. Recent figures from the Urban Redevelopment Task Force show that
over 250 savings and loan associations currently contribute to NHS operating•
budgets in over 25 cities.
The National League currently is surveying its membership to compile

further detail on the involvement of its members into low- and moderate-income
housing programs, both subsidized and unsubsidized. Our initial responses from
this survey indicate that savings and loan associations are quite active in
variety of other inner-city projects in addition to NHS, involving close coopera-
tion among many groups within the community.
In summation on this point, Mr. Chairman, let me say that:

1. The savings and loan industry has and continues to meet its chartered
commitment to housing;

2. The savings and loan industry is continuing to emphasize increased
lending in inner-city areas through a number of subsidized and unsubsi-
dized programs;

3. Unlike other financial institutions, savings and loan associations lend
their funds within the United States, primarily for residential mortgages,
and primarily in those states where they maintain their principal office.

Permit me now to turn to the second area, that is: "Will S. 406 improve upon
the operation of financial institutions in meeting their chartered obligations?"
Again speaking on behalf of the savings and loan industry, I would argue
that the proposed legislation, as is, would prove to be more harmful than
beneficial.
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Permit me to elaborate:
1. All financial institutions (and indeed any organization) receiving specialcharter and privileges from the public sector have an obligation to theircommunities and to the public. For that reason, we endorse the concept thatthe public sector should seek more data and information as to how well thesechartered commitments are being met and honored. But I believe that whatIs needed is executive and administrative action, not statutory mandates.Indeed, Mr. Chairman, the authority already exists for administrative actiontoward the soliciting and obtaining of the type of information which wouldbe required by S. 406. Examination of FHLBB Form 700 "Facility Application",which must be completed by applicants for new facilities, requires the follow-ing information under Section B of that form:
a. "Describe the social-economic characteristics of the market area popula-tion (level of population, median income, family size, etc.), and discuss howthese characteritics indicate the need for a savings and loan facility with thetype and extent of services being proposed.
b. "Describe the type and extent of financial services presently being offeredwithin the primary market area and explain how the opening of the officewould be beneficial to the consumers in the area and would not unduly injureany other existing thrift and home financing institution."Clearly, Mr. Chairman and members of the Committee, this wording isbroad enough to obtain whatever market data is necessary for the purposesenvisioned in S. 406. Most data could be solicited through the proper regulatoryagencies If it were not already public information. The savings and loanindustry is willing to cooperate in any way, but we feel, Mr. Chairman, thatIf public benefits are to be gained, then there should be public cost and effortsharing in acquiring this information. Regardless, statutory authority is notcalled for.
2. I strongly feel, Mr. Chairman, that legislation of the nature of S. 406would result in the discouragement of capital flows. Because the effect ofthis legislation would be to promote branching and expansion of financialInstitutions into those areas which have a high savings capital base, it wouldencourage lending in capital-surplus areas and would discourage lending incapital-short areas. The effect of this would be to discriminate against thepoor, the young, and the economically underdeveloped areas of the variousstates and regions. In the United States, only 34% of savers at savings andloan associations have home mortgages. Savers tend to have above averageIncomes and above average education. Forty-eight percent of association saversare over the age of 55 and 70% of large savings accounts ($5,000+) come fromthe older savers. Clearly, savers and borrowers are not the same and anylegislation which encourages lending patterns based upon existing savingscapital bases would create tremendous market discrepancies and would bediscriminatory indeed. I cannot believe that this is the intent of S. 406, yetthis would be the effect. Mr. Chairman, we have seen the impact of legislationand regulation which restricts capital flows and branching activity on an inter-state basis. Thus, terms on conventional home mortgages are significantlydifferent in different areas of the country. For example, the effective mortgagerate on new homes in Houston and Los Angeles in December of 1976 was 9.3%compared to an effective rate of 8.5% for new home mortgages in the New York-New Jersey region, a difference of about 80 basis points. If restrictions did notexist on lending and branching on an inter-state level, capital markets wouldwork more efficiently and we would not have the situation where home buyersin the Los Angeles and Houston areas are having to pay nearly one percentagepoint more on their home loans than those in the New York-New Jersey region.Another way to put this, Mr. Chairman, is that due to artificial barriers tocapital markets, home buyers in Los Angeles and Houston are having to sub-sidize home buyers hi New York and New Jersey. I submit that a similar sortof inequitable phenomenon would occur on a more localized basis as a con-sequence of legislation such as S. 406.
3. Finally, it seems to me that some recognition should be given to thefact that branching is tied to the convenience of the saver. Extension amortgage credit is not as localized a phenomenon from the standpoint of con-venience as is savings. One does not go in every day or every week to obtainu mortgage, yet savings is conducted on a frequent periodic basis, by the dayor the week. For that reason, a strong consideration toward branching policy

1
•
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•

should be for the convenience of the saver and for the provision of services to
the customer. With the current restriction of interest on checking accounts
and the limitation on the rate of interest payable on savings deposits, the in-
terest of the saver, who is just as much a consumer as the borrower, is too
frequently ignored.
In the way of summation then, Mr. Chairman, I would like to reiterate the

following key points concerning S. 406 and the issues surrounding it:
1. Financial institutions have an obligation to their communities within the

limits of financial soundness. Responsibility of financial institutions is to
borrowers and savers alike. A charter to go broke is no charter at all.

2. We agree that additional data and information are needed to monitor
the activities of financial institutions but statutory requirement would be the
wrong way to go, at this time.

a. First, the authority for soliciting this data presently exists.
b. Considerable information of the nature envisioned under S. 406 is

already public information.
c. Because this data would presumably convey public benefits, we would

encourage public sharing of the costs associated with obtaining any addi-
tional information and data.

3. Finally, Mr. Chairman, I believe that the road to financial fairness must
be paved with less regulation, and fewer artificial barriers and costs. Data
gathering and analysis fine--we endorse the concepts surrounding such informa-
tion gathering as posed in S. 406 and are quite willing to support it. But to the
extent that such actions are used to create artificial barriers and restrict
market flows, then history has shown time and again that these actions only
create inequities and unnecessary costs without mitigating the problems and
providing the solutions for which they were intended.
Thank you, and I will be happy to answer any questions which the Com-

mittee may have.

TABLE I.- NONFARM RESIDENTIAL MORTGAGE DEBT OUTSTANDING 1

[Dollars in billions]

Mortgage loans of insured savings and loans

Year Total
Annual

increase Total
Percent of

column

Annual increase

Amount
Percent of

column

1967 _ $291.2 $18.0 $117.8 40.5 $7.3 40.6
1968 312.1 20.9 126.8 40.6 9.0 43.0
1969 _ . _ _ 335.1 23.0 136.0 40.6 9.2 40.0
1970_ _ __ 358.2 23.1 146.0 40.7 10.0 43.2
1971 _ _ __ __ 398.7 40.5 169.6 42.5 23.6 58.3
1972_ _ __ __ 455.4 56.7 200.9 44.1 31.3 55.2
1973 509.8 54.4 226.2 44.7 25.3 46.5
1974 _ _ ____ 550.8 41.0 243.5 44.2 17.3 42.2
1975 _ _ ____ 592.0 41.2 272.5 46.0 29.0 70.3
1976_ _ ____ 1 658.0 66.0 316.3 48.1 43.8 66.4

I Partially estimated.
Source: Board of Governors of the Federal Reserve System, and Federal Home Loan Bank Board.

TABLE H.-Annual increases of mortgage debt held by Federal agencies 1

Amount
Year: (billions)

1969  $6. 0
1970 7. 2
1971 8. 1
1972 8. 2
1973 10. 2
1974 7. 4
1975 18. 5
1976 15. 0

Includes: GNMA and its mortgage pools, FNMA, FHLMC, and Federal Land Banks.
Source: Board of Governors of Federal Reserve System.
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4

Mr. ROESSNER. Mr. Chairman, let me just add a point here in re-
sponse to questions you were asking of Chairman Marston. I'd like
to take exception to Chairman Marston's response. We do not seek
loans by yield alone. There's a tradeoff between the charter obliga-
tions to provide economical home financing and to encourage thrift
and profitability. In the case of my own institution, which has $1.2
billion of assets, the largest in the State of New Jersey, 75 percent
of our mortgage portfolio is invested in the State of New Jersey.
We have made this tradeoff.
In sheer economic terms and in response to some of the points

you made earlier, sir, we would have therefore invested all of our
money outside the State of New Jersey. I submit, that the savings
and loan institutions in this Nation are responding to a great extent
to the will of Congress in the granting of those charters.
We think, of course

' 
that markets would be better served by

minimizing barriers rather than building barriers.
Finally, again reinforcing here some of the points made earlier,

you must understand that branching is tied to the convenience of
the saver. Extension of mortgage credit is not as localized a phe-
nomenon from the standpoint of convenience as is the activity of
saving. One certainly does not go in every day or every week to
obtain a mortgage and yet savings are conducted on a frequent
periodic basis by day and by week. By way of summation there,
Mr. Chairman, I'd like to reiterate the following key points con-
cerning S. 406 and the issues surrounding it. I repeat, financial
institutions do in fact have an obligation to their communities,
within the limits of financial soundness. Responsibility of financial
institutions is to borrowers and savers alike. A charter to go broke
is no charter at all.
We agree that additional data and information are needed to

monitor the activities of financial institutions but statutory require-
ment would be the wrong way to go at this time.
First: The authority for soliciting this data presently exists. Con-

siderable information of the nature envisioned under S. 406 is al-
ready public information. Because this data would presumably con-
vey public benefits, we would encourage public sharing of the costs
associated with obtaining any additional information and data.

Finally, Mr. Chairman, I believe that the road to financial fair-
ness must be paved with less regulation and fewer artificial barriers
and costs. Data gathering and analysis, fine—we endorse the con-
cepts surrounding such information gathering as posed in S. 406
and are quite willing to support it. But to the extent that such
actions are used to create artificial barriers and restrict market
flows, then history has shown time and again that these actions only
create inequities and unnecessary costs without mitigating the prob-
lems and providing the solutions for which they were intended.
Mr. Chairman, one last point I'd like to add for the record and

for your information and for Senator Williams' information that
was mentioned by Chairman Marston. The New Jersey Mortgage
Finance Agency is launching a new program and has negotiated
the private placement of $100 million of bonds of which City Fed-
eral Savings, the institution which I head, has subscribed to $50
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million, half of the issue. We are closing that transaction next week
on March 29.
The program requires that the proceeds of that bond issue be

loaned on residential mortgages in specific neighborhoods as de-
scribed by maps and boundaries. It's a specific antiredlining bill.
That money must be loaned to mortgage borrowers in those neigh-
borhoods in particular cities in the State.
On the other hand, the program is structured in such a way that

it's a sound investment for the bond holders in that 85 percent of the
loans shall be insured by the Federal Housing Administration and
the Veterans' Administration. Certain reserve requirements are pro-
vided for the conventional lending that will be done.
We endorse this as a responsible and positive program to serve

the legitimate credit needs of all of our citizens. That's what we're
chartered to do. There is no simple solution, Mr. Chairman. It's a
multifaceted problem and to compartmentalize it, if you will, as
this bill would do, the saving and the borrowing needs of the com-
munity, we submit would be counterproductive rather than produc-
tive. Thank you very much.

Senator SARBANES. Mr. Roessner, I just want to make this com-
ment, and I first of all agree with your observations that it's not a
simple solution. I want to thank you for what I consider to be an
extremely thoughtful statement, and I must say that I think it
reflects a greater sensitivity to the public interest and to the con-
cerns that have motivated this legislation and other activities on
your part, coming here as a private citizen representing the indus-
try, than was previously reflected by Chairman Marston. I'm not
going to expect you to comment on this—that was previously re-
flected by Chairman Marston, who is a public official and whose
prime concern is the public interest. I just make that as an observation.
I think you have shown a great deal of sensitivity to the problem.

I may not agree with you in every respect, but at least we can have
a discussion with some understanding of what the situation is.
I take it that you don't really object to furnishing at least a good

deal of the kind of information that this legislation seeks. Is that
correct?
Mr. ROESSNER. No. We endorse the objectives of the bill.
Senator SARBANES. Well, of course, the regulatory agencies could

have been requiring and seeking this information now, but they
have not done it.
Mr. ROESSNER. Mr. Chairman, I appreciate your comments with

respect to our testimony and while I should take the fifth with
respect to the comments about the chairman, I must say that my
own institution has 64 branches. We have filed applications before
the Federal Home Loan Bank Board many, many times. I must
say, sir, that they do a superb job. They get most of the information
that I believe this bill requires.
The fact is, however, that within recent years—and by recent,

mean perhaps the last 8 to 10 years—the savings and loan industry.
in my judgment, has finally awakened to the fact that convenience
is a critical consideration in the mind of the saver and the commer-
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cial banking industry was out-stripping us. They are still out-
branching us by something like 3-to-1.
So that I applaud what the Board has done to encourage our

industry to branch, to provide convenience in addition to rate, be-
cause as the chairman pointed out, it takes those savers to make
those loans. You do not get both from the same neighborhoods in
equal volume and really much of the data with respect to the char-
acteristics of the neighborhood, the kind of loans we already have
in the primary trade areas, are now required by the Board.
As a matter of fact, sir, in our written testimony, we make refer-

ence to the application itself which is standard with the Board in
which they specify the information the applicant must file.
I'm saying that while perhaps there has been an emphasis upon

convenience in garnering savings within the last 5 to 10 years, per-
haps a greater emphasis should now be placed upon whether or not
the legitimate sound credit needs of the areas we serve are being
filled. I do not argue with that.
I submit, on the other hand, that by statute is not the way to do

it. We think this agency has been responsible. We think it's done
an outstanding job. We think it will. I think it's been bound to help
because Congress in showing this kind of interest.
I recite the program in New Jersey. We are sensitive to these

things. We want to do it. We must still make a profit, though,
Senator.
Senator SARBANES. Well, of course, the legislation has language

that's specifically designed to protect you on that latter concern.
I mean, the legislation recognizes that you're going to apply eco-
nomic criteria to these loans and doesn't seek to deny you that.
Mr. ROESSNER. Senator, may I make another point here which you

may be aware of and perhaps you're not? The statute that au-
thorizes the Federal Home Loan Bank Board to approve or grant
charters to Federal associations is not at all specific. It's very gen-
eral. Their right to grant such branches has been tested in the courts.
It's gone all the way up to the Supreme Court I believe on more
than one occasion. The original test case was one in New Jersey.
The courts found that the Board in fact has authority to grant
branches because under the statute they are required to follow the
best practices of properly conducted local thrift and home financing
institutions to get a variety of practices around the Nation, of both
mutual savings banks and savings and loan associations.
So the Board has followed those practices, but that's a broad

authority they have.
Now, within that context of such broad authority we submit in

our statement that to get so specific in terms of details by statute
would be counterproductive. You may not agree with that but that
is our considered judgment.

Senator SARBANES. I understand that point. I think the concern
is that the Board, in carrying out that general mandate, has ne-
glected, or virtually neglected, one aspect of the total picture that'r
extremely important.

88-032 0 - 77 - 19
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You say in your statement, and I share that view, on page 2, theprimary obligations of savings and loan associations, particularlythose under Federal charter by Congress in. 1933, is to foster home-ownership, and I think that's really the thrust of what we're tryingto get at, and particularly the problem of certain areas just beingblanketed out in terms of being the recipients of funds.I understand your point on page 6 about the capital flows andwhere your money comes from and where it goes to and that getsinto a question of how you define the community you're talkingabout. If it were defined as a metropolitan area, it would seem tome that information on lending practices which showed that aninstitution, in effect, drew from the local area, but then only putmoney back in the periphery, even though in the area's middlethere might be equally good ventures available, is not meeting thekind of mandate it ought to have under its charter. You don'treally quarrel with that I don't think.
Mr. ROESSNER. I don't quarrel with the essence of it. I quarrelwith the fact that that's being ignored. I think the Federal HomeLoan Bank Board and I think the savings and loan industry isbeing very responsive to this whole need. Unfortunately, we arecarrying-
Senator SARBANES. Do you think other lending institutions arebeing as responsive as the Federal Savings and Loans?
MT. ROESSNER. No, sir; I do not. The life insurance companies,for example, in this Nation have practically abandoned the resi-dential mortgage credit. Now I don't want to pull our chestnuts outof the fire by bringing them in, but as we discuss this issue the factis we are carrying a very heavy burden.
Senator SARBANES. We did it, too; so don't worry that you'reputting them into the fire.
Mr. ROESSNER. They are big boys. They handle themselves verywell.
Senator SARBANES. Senator Williams.
Senator WILLIAMS. Thank you, Mr. Chairman.
I'm glad I came in for the conclusion. Of course I will read Mr.Roessner's full statement later. I appreciate that the National Sav-ings and Loan League does support in principle the objectives hereand I gather that is not only your personal position but the position

of the league and you're speaking for the league?
Mr. ROESSNER. Yes, sir.
Senator WILLIAMS. And I know that in practice you, as the chiefexecutive officer of one of the largest savings and loan institutionsin New Jersey, practice what you say you believe in principle inour State.
Do you find that the principle is applied by members of theleague equally across the country or is this a spotty thing?
Mr. ROESSNER. Senator Williams, it's really quite broad. Obvi-ously, an institution in a small, relatively isolated community mightbe devoid of any of these problems. To some extent it depends upon

where one is located, but there are illustrations all across the Nation
as to what the savings and loan industry is trying to do within theboundaries of soundness to address themselves to this need.
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As I said to Senator Sarbanes, of course, it's a complex problem.
There are no simple solutions. I think we must attack it on many
fronts. There are many ways to do this. In New Jersey again, our
mortgage finance agency has tried several programs. The loans to
lenders programs in which we participated where the agency bor-
rowed the money, made loans to us to in turn lend to particular
types of borrowers in particular cities, they gave us an additional 25
basis points if we lend in particular cities to encourage through the
carrot technique loans in those cities. We responded. That was done.
The agency felt it wasn't done enough, if you will, in certain specific
locations they contend the loans were not made. They were made in
Newark, for example, in the Valesburg section instead of the cen-
tral ward. Now under the new program that I referred to, the loans
are going to have to be made in the central ward, if, in fact, such
demand exists.
But such loans are going to be made primarily on an FHA/VA

insured basis because the institutions still have a mandate to func-
tion on a sound basis. There are risks.

Senator WILLIAMS. I was particularly pleased to hear of your
subscription to the new issue that's coming out next week, that $100
million. How much housing is anticipated from that?
Mr. ROESSNER. Senator, if you divide the $100 million into about

an average unfortunately, of $40,000, I think that's 2,500 loans.
Somebody liad better check my arithmetic.
Senator WILLIAMS. That's one of the problems that we face, of

course, and not in this context particularly, but the new single
family residential isn't reaching the income levels as I see it of the
lower-middle income.
Mr. ROESSNER. Senator Williams, you're aware particularly in our

State, in New Jersey, the very economics of the situation is such
that very high percentage, perhaps 85 percent of the people are
priced out of the residential mortgage market. The tax burden is
part of this.
Senator WILLIAMS. And that $40,000 average is divided, pretty

much—the first big chunk is the land itself is that right?
Mr. ROESSNER. Yes. Of course, because these loans must be made

in particular neighborhoods of older cities in our State, it will be
primarily existing construction, resale of existing houses. Again, the
economics wouldn't support new construction in any significant
volume.

Senator WILLIAMS. If you don't mind a little ad for your asso-
ciation in New Jersey—
Mr. ROESSNER. Never.
Senator WILLIAMS. My hometown went through the critical pe-

riod of the late sixties and had many problems. It still does. The
showplace is not on Main Street—it's not called Main Street but
it's our secondary main street in Plainfield, N.J.—is City Federal's
new building by Edward Durrell Stone. I guess it's been there 10
years now.
Mr. ROESSNER. Senator, Plainfield is another interesting illustra-

tion. The city, unfortunately, was known nationally for some of the
problems that developed in the sixties. Chairman Marston should
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take credit for this and his predecessors. The neighborhood housing
service in Plainfield was one of the first in this series of NHS ac-
tivities, a broad-based community program, initiated by the Fed-
eral Home Loan Bank Board, supported and funded in part by the
local savings and loan association. We are making progress, not
drainatic, but we are out there trying.
Senator WILLIAMS. I agree. And Plainfield happens to be one city

where 235 housing showed a lot of promise until that sort of dried
up for other reasons.
Mr. ROESSNER. Yes, sir.
Senator WILLIAms. Thank you very much. We are proud of you

for your statement.
Senator SARBANES. Mr. Roessner, I just want to thank you again

for a very thoughtful statement and presentation and a great deal
of sensitivity to the problem. I think it's probably safe to say that
if all the chief executives of lending institutions across the country
had as much concern and sensitivity as you have evidenced this
morning, we might not have quite the problem that we have before
us. Thank you.
Mr. ROESSNER. Thank you. That's very generous of you, Senator.
Senator SABRANES. Thank you. The committee stands adjourned.
[Whereupon, at 12:50 p.m., the hearing was adjourned.]



COMMUNITY CREDIT NEEDS

FRIDAY, MARCH 25, 1977

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING AND URBAN 

AFFAIRS,Washington,D.C.
The committee met at 10:05 a.m. in room 5302 of the Dirksen Senate

Office Building, Senator William Proxmire, (chairman of the com-
mittee) presiding.
Present: Senators Proxmire, Sparkman, and Garn.
The CHAIRMAN. The committee will come to order.
Our first witness this morning is Mr. Todd Cooke, president of

the Philadelphia Saving Fund Society.
I understand you have a plane to catch, and you have to leave

here by 10:30 or so. Therefore, we are going to put you on by your-
self to testify as the initial witness and then we will have a few
questions for you and then we will proceed to the other witnesses.

STATEMENT OF M. TODD COOKE, PRESIDENT, THE PHILADELPHIA
SAVING FUND SOCIETY

Mr. COOKE. I appreciate that, Senator, and I'm sorry I can't stay
for the entire morning.
I am president of the Philadelphia Saving Fund Society, famil-

iarly known as PSFS, with current deposits of $4.4 billion, and
assets of $4.8. PSFS is the largest savings bank in the country, as
well as the oldest. PSFS is also, by a wide margin, the largest mort-
gage investor located in the Commonwealth of Pennsylvania. Dur-
ing 1976, for example, PSFS settled $560 million to mortgage loans.
I am happy to have the opportunity this morning of presenting

my views on the Community Reinvestment Act of 1977. This bill
would direct the Federal financial supervisory agencies to exercise
their authority, for example, when conducting periodic examina-
tions or considering applications for new brandies, to encourage
financial institutions to meet the credit, as well as the deposit needs
of the communities they serve.
I shall briefly state my position with respect to the bill as a

whole and several of its provisions and then make a few general
comments.
One: A financial institution, in my judgment, clearly has a pri-

mary and continuing responsibility to the community in which. it
authorized to operate. This is an underlying premise of the bill in
which I heartily concur.

(289)
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Two: This responsibility cannot be limited simply to helping meetthe community's deposit needs, but must, as a matter of economiclogic extend also to its credit needs.
Three: Accordingly, I take no exception to the bill's directive thatthe supervisory agencies use their chartering, examining, supervis-

ing and regulating authority to encourage financial institutions,
which may have been lax in this regard, to meet these twin responsi-
bilities.
Turning to the detailed requirements of the bill, I must express

two reservations as follows:
One: The requirement—section 4(1) (c)—that financial institu-

tions, as part of their application for a new branch office facility,
indicate the proportion of consumer deposits deriving from the
community which will be reinvested in the community is impractical.
While a rough percentage could be targeted for a specific date, it
would be a little better than a guess, and given the virtual certainty
of shifts in consumer deposit flows and credit demands, would have
little validity for subsequent periods. These shifts result from a
multiplicity of factors, ranging from the local to the global, which
simply cannot, with any plausibility, be reduced to projections for
a community or a neighborhood within a large city.

Accordingly, I would urge the deletion of this section and suggest
that determination of compliance be left to the administrative dis-
cretion of the supervisory agencies.
As a less significant comment I would also suggest that the lan-

guage of section 4(3) be revised to make it clear that the super-
visory agencies' obligation to hold hearings is permissive, rather
than mandatory.
I understand that last year the FDIC considered 866 applica-

tions to open new banking offices or deposit facilities. Clearly, it
would be an intolerable administrative burden were the FDIC, and
the other supervisory agencies, required to hold a public hearing
and receive testimony on each such application.
With your indulgence, I will now make a few general comments.

First, I would like to emphasize that mutual savings banks have a
long and distinguished history of serving the communities in which
they are located. Meeting the credit and deposit needs of the indi-
vidual and the family is one important way that mutual savings
banks have discharged this responsibility.
In addition, they have also, through bond investment, financed

waterplants, police stations, sohools, and numerous other municipal
facilities and improvements. They have provided the funds to build
the churches, hospitals, colleges, and universities and other volun-
tary institutions which are such a vital part of our communities.
In addition, they have encouraged their trustees and officers to

provide, in their individual capacities, the leadership and support
for major community endeavors.
In my testimony, I cite a few examples in the experience of my

own institution. I will not read that portion of my testimony. I
want to bring it. however, to your attention that PSFS was instru-
mental in spearheading in 1975 the Philadelphia mortgage plan.
This has the cooperation of every bank, commercial, and mutual in
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Philadelphia, and is successfully providing mortgage financing on
competitive market terms to creditworthy families who wish to buy
properties in older urban neighborhoods.
What I would like to suggest to your attention is that mutual

savings banks have already and historically accepted their broad
responsibilities to the community. The Community Reinvestment
Act addresses itself to only a small portion of what savings banks
already are doing.
Two final comments which I trust will not be considered gratui-

tous. Financial institutions have a social role which, as the previous
paragraphs suggest, savings banks have historically discharged with
distinction. The social role is intertwined with the savings bank's
vital economic role as a financial intermediary. There is always a
danger, whenever legislation of this type is enacted, that it will
compromise this latter role.
The economic role of financial intermediaries continues to be the

historic one of effecting the transfer of funds from areas of capital
surplus—be they functional or geographic, to those of capital short-
age. Permitting socially desirable constraints to overbalance this
vital economic role will cripple financial institutions and their abil-
ity to function effectively in the public interest in either capacity.
Finally, I must register concern that the Community Reinvest-

ment Act, if passed, might provoke the Federal supervisory agencies
to a frenzy of rulemaking and regulations which could prove bur-
densome to the financial institutions involved, without providing
any real offsetting benefit to the public. PSFS has just completed
preparing the reports, for the last half of 1976, required by the
Home Mortgage Disclosure Act of 1975. The PSFS report runs 32
pages, and, according to the estimates of our comptroller, costs
$83,000 to produce. I am not necessarily questioning the value of
the data which financial institutions are obliged to produce under
the terms of the Home Mortgage Disclosure Act, but simply point-
ing out that each such act, and even more important, the regulations
and reporting requirements deriving from each such act, divert
significant resources from the bank's principal activities, add further
to the mountain of 'paperwork and increase significantly the cost of
doing business.

Accordingly, I would hope that the bill might, as previously
suggested, grant considerable administrative discretion to the super-
visory agencies, so that they would not feel obligated to develop an
elaborate structure of regulations in achieving the bill's objectives.
Mr. COOKE. Mr. Chairman, I would be glad to answer any ques-

tions you may have.
[Complete statement of Mr. Cooke follows :1

PREPARED STATEMENT OF M. TODD COOKE, PRESIDENT,
THE PHILADELPHIA SAVING FUND SOCIETY

My name is M. Todd Cooke. I am President of The Philadelphia Saving Fund
Society, familiarly known as PSFS. with current (2/28/77) deposits of $4.4
billion and assets of $4.8 billion. PSFS is the largest savings bank in the
country, as well as the oldest. PSFS is also, by a wide margin, the largest
mortgage investor located in the Commonwealth of Pennsylvania. During 1976,
for example, PSFS settled $560 million in mortgage loans.
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I am happy to have the opportunity this morning of presenting my views onthe Community Reinvestment Act of 1977. This hill would direct the Federalfinancial supervisory agencies to exercise their authority, for example, whenconducting periodic examinations or considering applications for new branches.to encourage financial institutions to meet the credit as well as the depositneeds of the communities they serve.
I shall briefly state my position with respect to the bill as a whole andseveral of its provisions and then make a few general comments, followingwhich I will be happy to respond to any questions you may have.1. A financial institution, in my judgment, clearly has a primary and con-tinuing responsibility to the community in which it is authorized to operate.This Is an underlying premise of the bill in which I heartily concur.2. This responsibility cannot be limited simply to helping meet the com-munity's deposit needs, hut must, as a matter of economic logic, extend alsoto its credit needs.
3. Accordingly, I take no exception to the bill's directive that the supervisoryagencies use their chartering, examining, supervising and regulating authorityto encourage financial institutions, which may have been lax in this regard,to meet these twin responsibilities.
Turning to the detailed requirements of the bill, I must express tworeservations as follows:
1. The requirement (Section 4) ( 1 ) (C) that financial institutions, as partof their application for a new branch office facility, indicate the proportion ofconsumer deposits deriving from the community which will be reinvested inthe commi.nttv is impraPtical. While a rough percentage could be targetedfor a specific date, it would be little better than a guess, and given the virtualcertainty of shifts in consumer deposit flows and credit demands, would havelittle validity for subsequent periods. These shifts result from a multiplicityof factors, ranging from the local to the global, which simply cannot, with anyplausibility, be reduced to projections for a community or a neighborhood withina large city. Accordingly, I would urge the deletion of this section and suggestthat determination of compliance be left to the administrative discretion of thesupervisory agencies.
2. I would also suggest that the language of Section 4(3) be revised to makeIt clear that the supervisory agencies' obligation to hold hearings is permissiverather than mandatory. Last year, I understand that the FDIC, for example,considered 866 applications to open new banking offices or "deposit facilities".Clearly, it would be an intolerable administrative burden were the FDIC,and the other supervisory agencies, required to hold a public hearing andreceive testimony on each such application.
With your indulgence. I will now make a few general comments. First,I would like to emphasize that mutual savings banks have a long and dis-tinguished history of serving the communities in which they are located.Meeting the credit and deposit needs of the individual and the family isone important way that mutual savings banks have discharged this responsi-bility. In addition, they have also, through bond investment, financed waterplants, police stations, schools and numerous other municipal facilities andimprovements. They have provided the funds to build the churches, hospitals,colleges and universities and other voluntary institutions which are such avital part of our communities. In addition, they have encouraged theirtrustees and officers to provide, in their individual capacities, the leadershipand support for major community endeavors, such as the United Way, andmajor community institutions, such as hospitals and colleges.
To mention only a few examples from the experience of my own institution,PSFS financed the first residential urban renewal undertaking in the country—the Friends Neighborhood Guild rehabilitation project in Philadelphia's EastPoplar area. PSFS also was instrumental. both in terms of providing leader-

ship and financing, in relocating Philadelphia's produce market from theDock Street area, thus clearing the way for the highly successful restoration
and rejuvenation of the historic Society Hill area. PSFS has also, for many
years, taken a special interest in various programs designed to encouragehomeownership and rehabilitation in older urban neighborhoods. Recently,
PSFS was one of three financial institutions which spearheaded the develop-
ment and operation of the Philadelphia Mortgage Plan. This program, which
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now has the active support and participation of every bank—commercial and
mutual, in Philadelphia, is successfully providing mortgage financing, on
competitive market terms, to creditworthy families who wish to buy properties
in older urban neighborhoods. In addition, PSFS has a long history of providing
financing for many of the Philadelphia area's churches, hospitals, colleges,
universities and specialized voluntary institutions. I am, therefore, suggesting
that mutual savings banks have already accepted their broad responsibilities
to the community. The Community Reinvestment Act addresses itself only
to a small portion of what savings banks already are doing.
Two final comments: Financial institutions have a social role which, as the

previous paragraphs suggest, savings banks have historically discharged with
distinction. The social role is intertwined with the savings bank's vital
economic role as a financial intermediary. There is always a danger, whenever
legislation of this type is enacted, that it will compromise this latter role.
The economic role of financial intermediaries continues to be the historic one

of effecting the transfer of funds from areas of capital surplus—be they
functional or geographic, to those of capital shortage. Permitting socially
desirable constraints to overbalance this vital economic role will cripple finan-
cial institutions and their ability to function effectively in the public interest
in either capacity.

Finally, I am concerned that the Community Reinvestment Act, if passed,
might provoke the Federal supervisory agencies to a frenzy of rule-making and
regulations which could prove burdensome to the financial institutions involved,
without providing any real benefit to the public. PSFS has just completed
preparing the reports. for the last half of 1976, required by the Home Mortgage
Disclosure Act of 1975. The PSFS report runs 32 pages, and, according to the
estimates of our Comptroller, costs $83,000 to produce. I am not necessarily
questioning the value of the data which financial institutions are obliged to
produce under the terms of the Home Mortgage Disclosure Act, but simply
pointing out that each such Act, and even more important, the regulations
and reporting requirements deriving from each such Act, divert significant
resources from the bank's principal activities, add further to the mountain of
paperwork and increase significantly the cost of doing business. Accordingly,
I would hope that the bill might, as previously suggested, grant considerable
administrative discretion to the supervisory agencies so that they would not
feel obligated to develop an elaborate structure of regulations in achieving
the bill's objectives.
This concludes my testimony. I shall be happy to answer questions, if you

wish.

The CHAIRMAN. Thank you very much for a constructive state-
ment. I agree with virtually everything you say.
I have questions for you.
There is no question that the bill is limited and limited in its

effect. It is certainly limited in the benefits it is going to bring for
housing and community development. And it is not designed to do
everything by any means at all. It is also only a small portion of
what the savings and loan and other institutions do now with re-
spect to community assistance.
I agree also that this bill should not be designed to impede cap-

ital flow from capital surplus areas to capital deficit areas. We do
not want to do that. That is not the intention of the bill. We should
do all we can to prevent that effect.
I am very impressed by your assertion, which is certainly sensible,

that this legislation should not have the effect of imposing addi-
tional regulation and report writing. What we had in mind is when
institutions wish to branch, that they now have to comply with
providing information, and this would simply change to some ex-
tent the kind of information that they would supply.
We do not have any notion that we would impose a big paperwork

burden here.
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Let me ask you, you say you support the thrust of the bill. You
support its objective. You think it is desirable. But you have some
problem with the proposed mechanism in section 4.
What administrative enforcement in your view should we sub-

stitute for what we provide here? We had testimony on the first
day of hearings, on Wednesday, from Mr. Nader, saying that the
bill was toothless; it needed more force and effect if it is going to do
anything.
Mr. COOKE. The thrust of my comment, Senator Proxmire, would

be to urge that the bill focus attention on a financial institution's
overall response to the credit needs of the community defined in
terms of the overall area served by the financial institution, and not
in terms of each individual branch and the community that the
branch serves.
Perhaps could I elaborate by an example of what troubles me.
The CHAIRMAN. Yes, sir.
Mr. COOKE. We have an office in an older section of Philadelphia.

It is in my judgment precisely the kind of neighborhood that
requires the continuing attention of financial institutions. It needs
mortgage investment. This particular office, our Logan office, has
lost a quarter of a million dollars in deposits over the last 2-year
period. The residents of that community are dissaving. The logic
that could be inferred from the bill is that such dissaving should
also be accompanied by disinvestment.
I recognize clearly that that is not the thrust of the bill. In fact,

I would like to point out in that particular community my institu-
tion, over roughly the same period that deposits dropped by $250,000.
a quarter of a million dollars, has invested $1.8 million in residential
mortgages.
The point I am trying to make is if you restrict the analysis to

limited communities served by specific branches, I'm afraid the
conclusions drawn may be erroneous.
The CHAIRMAN. That is an excellent point. It would be ridiculous

in my view for a regulating body to indicate that because the
deposits had dropped, therefore the investment of the bank in the
community would drop. It may be that the investment of the com-
munity is outrageously deficient to begin with. If the deposits
dropped, they should have increased them before and they should
in this case.
That suggests that we should look at the language and try to

strengthen it.
In your experience on the receiving end of the regulatory policy,

have the regulators ever displayed any sensitivity to whether you
are adequately serving community credit needs? Have they ever asked
you about that or requested of you or asked you for the record?
Mr. COOKE. I would have to say thay have not, to my personal

knowledge. *Whether they have made such inquiries of other officers
in the bank, I cannot say.
The CHAIRMAN. Do you know of a savings bank that failed to get

branch approval because they were failing to serve credit needs?
Mr. COOKE. I do not.
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The CHAIRMAN. Do financial institutions in your view have an
obligation to serve the credit needs of their localities? I take it from
your statement that you think they do.
Mr. COOKE. In my judgment they most assuredly do.
The CHAIRMAN. Your institutions took the lead in providing

Philadelphia residents with more loans in what were viewed as red-
line areas. You are a community leader and a banker that cares
about his city.
What should public policy do to encourage other lenders to dis-

play the initiative you have shown? Or is this a voluntary thing for
lenders, to encourage growth in the community or not through
their eforts?
Mr. COOKE. The bill we are considering would tend to encourage

financial institutions to shoulder these responsibilities where they
have not been doing so. Government can also be supportive to a
program like the Philadelphia mortgage plan, which is entirely a
private program. But it can be sustained and supported very help-
fully by governmental actions, particularly municipal actions which
would be directed to shoring up adjacent areas, to increasing .the
level of municipal services, or perhaps simply to restoring municipal
services to a level in an older community comparable to that already
being provided in a newer community.
The CHAIRMAN. Why in your view are some institutions less

sensitive than yours has been in community needs, in providing
credit for communities? -*
Mr. COOKE. That is a difficult question, Senator Proxmire. Perhaps

Philadelphia with its Quaker tradition has some greater concern
for the community needs. I think also it is fair to say that we in
Philadelphia today benefit from a fairly long tradition of business
and community leaders working together on the whole fairly
harmoniously.
The CHAIRMAN. Senator Sparkman?
Senator SPARKMAN. Mr. Chairman.
Of course, I have not been here during all of the testimony, but

have you expressed yourself—I have tried to read your statement,
but I did not have a chance to read all of it. We are considering
S. 406; that is correct, is it not?
Mr. COOKE. Yes.
Senator SPARKMAN. Have you said yea or nay on the bill?
Mr. COOKE. I believe, Senator, I have said that in general I

would endorse the bill, subject to some reservations which I have
outlined on pages 2 and 3 of my testimony.
The most serious reservation relates to section (4) (1) (c).
Senator SPARKMAN. What is that particular section?
Mr. COOKE. That is the section which would require financial

institutions as part of their application for a new branch office
facility to specifically indicate, presumably by some percentage
figure, the amount of deposits deriving from the community to be
served by the new office which the institutions would propose to
reinvest in the community.
To me that effort, that specificity is impractical.
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The CHAIRMAN. Thank you very much, Mr. Cooke. I thank youfor your support of the legislation and your warning that youwant us to word it in such a way that we don't deprive assistanceto areas that need it.
Now, I would like to have Mr. Ronald Grzywinski, chairmanof the executive committee of South Shore National Bank ofChicago; and Mr. Milligan, who is at the table as our next witnesses

as a panel.

STATEMENTS OF RONALD GRZYWINSKI, CHAIRMAN OF THE EXEC-
UTIVE COMMITTEE, SOUTH SHORE NATIONAL BANK OF CHICAGO,
AND A. A. MILLIGAN, PRESIDENT-ELECT, AMERICAN BANKERS
ASSOCIATION

The CHAIRMAN. I will ask Mr. Grzywinski to lead off and then
Mr. Milligan and then we will question both gentlemen.
Go ahead.
Mr. GRZYWINSKI. I will summarize a little of the written testimony

I presented and add a little to it.
It seems over the 15 years or so that I have been in the banking

business that a banker has three responsibilities.
The first of those is to protect the savings that are entrusted to his

care.
The second one is to earn a reasonable return for his shareholders,

and the third one is to support and encourage the economic develop-
ment of his community.
The community in the case for a bank such as South Shore might

be in our immediate neighborhood.
For larger banks it might be an entire metropolitan area; perhaps

for some of the major money center banks, perhaps the economy of the
entire United States.
It seems to me that the available evidencp shows that generally the

banking industry has done a very good job on the first two. We
have certainly had bank failures in the past couple of years, but
generally the banking industry has done a good job in the past
four decades protecting the savings that are entrusted to its care.
The data also shows that banking as an industry has, over the
years, earned a very reasonable rate of return on invested capital.
I think, more and more, as the data becomes available as a result

of various kinds of disclosure ,ordinances at the State and Federal
levels and in the cities, it is becoming clear that perhaps for a
variety of reasons the banking industry is not doing as good a job
as might be done in supporting and encouraging the economic
development in its primary service area, its community.
There are several reasons. One: That the managers and the owners

of banks are measured and rewarded primarily on the profit per-
formance of their banks. That is the primary measurement stick.
It is the easiest measurement stick and it is also the best reward
system.
Second: We have created in this country a body of public policy

that contributes to the earnings of banks. Many of those policies
were created to serve other purposes, especially during the thirties.
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But, in effect there are a number of such policies that affect the
bottom line of bank earnings statements. Ceilings on interest rates •is one example. It is an example where, if those rates were floating,banks would probably pay higher interest rates than they presently
pay and, in the short term, there would be some reduction in bank
earnings:

Depositor insurance is another. While it is paid for by banks, onecould argue that it has probably made the public less aware of the
capital-to-asset ratios of many of our financial institutions.
I would guess that if we did not have FDIC and FSLIC in-

surance, the public might be more aware of the 20-to-1, 25-to-1, asset-
to-capital ratios that prevail at some banks and might make demands
to have the ratios reduced to 10-to-1.
The focus of this particular legislation restricting entry into the

marketplace is a benefit that is conferred by public policy and thatcontributes to the earnings of banks. If the banking industry were
able to open branches the way the gas companies used to openbranches, competition might be more severe, and we argue thatearnings would be significantly lower. The purpose of going through
this litany is to point out that in my judgment, because of the
public policies, it seems to me that the public has a call on regulatedfinancial institutions to do those things that are in the public interest
and that again, the banking industry seems generally unwilling to
do by itself.
I think our own experience, while it is early and limited, has

pointed out that a financial institution can be the vehicle, perhaps
the means, to restore economic vitality to a particular community.
Probably you know we were able to put together an investor group
31/2 years ago that purchased the South Shore National Bank. The
bank had been started in 1939 and grew through 1968, its peak.
The South Shore National Bank and its neighborhood began to

experience racial change in the sixties. The South Shore National
Bank in 1968 had $80 million in assets.

Thereafter, it began to lose those assets. Its deposits began to
experience deposit attrition. After some time the bank applied for
permission to the Comptroller of the Currency to relocate out of
the neighborhood to a new location in downtown Chicago.

Fortunately, the people who lived in South Shore at that time
were able to get competent, professional assistance, and they were
able to contest that move; and they succeeded in getting a favorable
decision from the Comptroller that required the South Shore Na-
tional Bank to stay in South Shore. The Comptroller said it was an
unprecedented decision for that office.
We were able to purchase the bank 8 months later.
Since that time we have been trying to use it as a development

bank for the neighborhood. That means working within the body
of the regulations. We have tried to consciously make an effort to
use the bank's resources—the credit power of the bank—and reinvest
them in our neighborhood.
To date, through the past 31/2 years we have reinvested about $8

million or a third of our total loan portfolio in South Shore. It is
invested in various ways. While I think it is too early to say that
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the South Shore neighborhood has turned around, there are very
clear indications that it is moving in the right direction.

Single family property values in the past 18 months have increased
by at least 50 percent and in some areas, by more than 50 perecnt,
and it has become an extremely tight market.
There are a number of people becoming interested, including a

major savings and loan service corporation that has started to do
multifamily rehabilitation, and a number of other parties are
coming into the neighborhood looking at the rental housing stock
and working to redevelop it.
We have been working with other people who are interested in

rebuilding the commercial district. If one talked to various people
in the neighborhood, one would find that there is a general spirit
that the situation in the neighborhood has turned around and is
beginning to move in the right direction, although there is still
much to do. We did all of this work pretty much by ourselves.
The contribution by the savings and loan service corporation was

an important contribution.
But during the time we were doing this, two of the largest banks

in Illinois, the two largest banks have had about $25 million in
deposits from our neighborhood. We know this because the city of
Chicago has passed a disclosure ordinance that requires banks, if
they want to receive city funds, to disclose not only the loans but
the deposits they have and the source of those deposits—those banks
have over $25 million and are major sources of competition—if one
excludes statemented loans against charge cards, it appears that they
have only reinvested $500,000 in our neighborhood.
There is data on other neighborhoods in Chicago, which would

tend to show the same thing in the other areas.
So, I have various conversations with bankers—
The CHAIRMAN. Did you say $500,000?
Mr. GRZYWINSKI. Yes. The figures are $25.3 million. Total loans,

$5.6 million. We estimate that 90 percent of the $5.6 million is in
charge card loans, which would leave a net of $500,000. It comes
to 2 percent, if I'm not mistaken. Anyway, the various conversations
I have had with bankers at larger banks have indicated quite clearly.
I think, two things.
One: That many of the banks see themselves as retail savings

banks, but as wholesale lending banks.
They don't see any incentive or any need for getting involved in

lending in the neighborhood. They recognize that and their market-
ing policies are all geared toward attracting personal savings
accounts. They know as well as, I'm sure, members of this committee
know, that that is the fastest growing sector of bank deposits and
has been for some time.
Second: Where I have talked to middle management people in

in larger banks that have branches—we have no branching in
Illinois—it seems that in many cases, there is no communication
between people responsible at the staff level for providing urban
services and the people who have branch line responsibility.
Where the credit decisions are being made, there is relatively

little communication. I think all of this has led me to what my own
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experience has been and to an unfortunate conclusion. Three or
four years ago, I was more optimistic that bankers might work more
aggressively in taking greater initiative in rebuilding neighborhoods
and communities.
The unfortunate conclusion I have come to is that bank managers

may be well-intentioned on that issue, but the simple fact of the
matter is that the system rewards earnings, and development or
reinvestment in neighborhood is an additional short-term cost.
If any bank decides to do that by itself, it is, in effect, self-

imposing a tax on its earnings. Therefore, what is needed is a uni-
versally applied system of incentives and/or sanctions to encourage
development.
I say that, unfortunately, because like most people, I don't like

any more legislation or regulation than we have to have.
It seems as though nothing much is going to happen, if we don't

do something.
S. 406 is a modest, but important, beginning in this regard. It

should be enacted.
However, I think it should be strengthened in the area of the

authority and direction to examine current performance in existing
service areas. Otherwise, I think there is a possibility, perhaps a
probability, that the legislation will be counterproductive. It is
generally viewed that facilities are opened only in affluent markets.
It would not do much for the older areas which are generating large
proportions of the savings in banks and which need most reinvest-
ment.
There are five areas where the committee may wish to consider

strengthening the bill. The first—and it might well be done through
regulation rather than legislation—is to do a better job of defining
the primary savings service area. Questions of definition here are
important. An applicant bank, a bank applying for a new deposit
facility, should prepare an economic impact analysis that shows the
credit needs of the area and how those credit needs are going to be
met.
I'm concerned here that there may be a number of banks, inde-

pendent banks, perhaps banks that have small branching networkr
9 that might be doing a very good job in their primary economic area.

and they might well be located in very attractive growth areas. And
there is a tendency in this country—where bigness per se is able
to take advantage of growth opportunities—to favor larger financial
institutions.
The CHAIRMAN. I hesitate to interrupt but could you summarize

if possible in a few minutes.
Mr. GRZYWINSKI. But I think we need to show where the credit

needs are and how those credit needs are going to be met.
Third: As we saw in the South Shore situation, where the com-

munity group was attempting to fight, it was able to get professional
resources. Generally, there is an imbalance in any public hearing
because an applicant bank is able to muster many more professional
resources and the consumer and community groups are generally
dependent on voluntary assistance.
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I think here the bill could be improved by giving standing to amunicipal government in a hearing, but more importantly, byhaving a system where there is financing and support for a publicadvocate within the agencies who would be looking at the publicpoint of view on the various branch applications.Fourth, I think it is necessary that whatever reporting require-ments there are be done by census tracts. Contrary to Mr. Cooke'sposition, we have seen where, within service areas, there areenormous disparities. Only by getting down to census tracts canyou see where the deposits come from and where the loan needsexist.
Finally: There should be public hearings on the drafting regula-tion.
There should be opportunity after the regulations are draftedthat in each of the various regulatory regions there should behearings on these regulations to see if they are consistent with thelegislative intent.
The final point is that development requires initiative. It does nothappen just by opening your front doors and saying, "Yes, I willmake loans in this neighborhood." It won't happen. There has tobe initiative on the part of either the lending institution or what-ever vehicle is going to be responsible.
I think there has to be the will and motivation to find the wayfor that, which is bard to do, but is necessary.
This would help create a way for serious initiative and morebalanced economic development.
The CHAIRMAN. Thank you for a fine statement.
Mr. Milligan, you are President of the Bank of A. Levy of Oxnard,Calif., and president-elect of the American Bankers Association.You can go ahead.
[Complete presentations of Ronald Grzywinski and A. A. Milli-gan follow :1

PREPARED STATEMENT OF RONALD GRZYWINSKI, CHAIRMAN OF THE EXECUTIVECOMMITTEE, THE 'SOUTH SHORE NATIONAL BANK OF CHICAGO
Neighborhoods are dying in cities throughout America. Good housing turns toslums, profitable businesses leave or go bankrupt, schools deteriorate, andcrime increases. Working on their own, the victims of this process—businesses,churches, schools, and the people—are powerless to stop it. Soon whole neigh-borhoods are abandoned, left to die of spiraling neighborhood deterioration,and the tax base of our cities continues to erode.
The causes of neighborhood deterioration are many and varied. They involvethe psychology of class ,and ethnic prejudice, the pressures of rapid racial andsocio-economic transition, and the problem of aging housing stock. At acritical point credit is shut off, and the community loses the capacity to shapeits future.
Neighborhood deterioration often begins when members of a different racialor ethnic group, seeking a better life, move into an old neighborhood. Generallythe new residents do not have as sound a financial base as the former residents.Deterioration can also occur more slowly as a community ages. As the processcontinues, the ties that bind the neighborhood are severed. Soon the establishedshopkeepers move, community organizations dissolve, the crime rate begins to

climb, the rental properties and the schools decline. Thereafter, the communitysteadily deteriorates.
From a distance, the task of community redevelopment seems complex andexpensive. Social, political, and economic factors appear interwoven in amaze of cause and effect. Even the point and means of entry are disguised.
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Close up, the task becomes one of feasible projects. In nearly every com-
munity across the nation, there already exists an institution that, because of
Its special characteristics, can serve as a pivotal point in the fight against
spiraling neighborhood deterioration. Such an organization is the federally
regulated financial institution.

It is a known and generally trusted institution.
It is a knowing institution. It knows more about the local economy

than any other institution. It can make credit judgements, identify local
economic problems, search for solutions, and develop constructive proposals
for public and private action.
The rules, regulations, procedures, and operating precedents for financial

institutions are in place and do not have to be created anew.
It controls a pool of credit, one of the three prerequisites (along with

capital and know how) for any development work.
As businesses, financial institutions are oriented to a pragmatic, project-

by-project program of development which incorporates measureable stand-
ards of performance.
Because they are highly regulated, the managers of development in a

banking context are constrained to operate within a system of checks
and balances which helps to assure a prudent application of resources.

Federally regulated financial institutions, however, are essentially profit-
motivated. As such, they necessarily choose investment policies to assure the
highest return consistent with prudent risk. As Mr. Robert Bloom, Acting Comp-
troller of the Currency, has pointed out, "a century of experience (has shown) that
the profit motive serves the public interest best in encouraging bankers to
seek out every available opportunity for prudent and economically sensible
investment of depositors' funds." This motivation has produced mixed results.
Seeing themselves as powerless victims of a process of deterioration, bankers
appear, on the one hand, to withdraw savings from capital-rich neighborhoods
In need of reinvestment to rehabilitate aging fixed assets and, on the other,
to deposit them in new but capital-poor neighborhoods which promise a
longer economic life.
The new Administration and the Congress face an unprecedented challenge—

find ways to apply the virtues of our profit-motivated market economy to solve
the problems of economic and social deterioration in those parts of the nation
which have lost their competitive edge. This must be done without adding
unbearable costs to the public treasury and without creating new bureaucracies
that can impede the flow of public resources to areas of need. S. 406, the Com-
munity Reinvestment Act of 1977, is a modest step in this direction. It will
raise the consciousness of managers and regulators of financial institutiops
about their obligation to meet more effectively the credit needs of the localities
they are chartered to serve.

Unfortunately, the Act does not go far enough. It does not create a system of
incentives and sanctions adequate to induce regulated financial institutions
to invest capital, credit, and talent resources in deprived areas either on a
scale commensurate with the needs of the nation or according to the capacities
of such institutions. S. 406 uses only one of the privileges granted to regulated
financial institutions through public policy, that is, restricted entry into the
market place, to encourage banks and savings institutions to meet legitimate
and prudent credit needs. As a first step, however, it should be enacted. As
Senator Proxmire stated in his excellent introduction to the Bill in the Con-
gressional Record of January 24, 1977, it is time to act on the realization that
"the public sector cannot . . . finance all capital needs," that "private financial
institutions are the main source of capital for domestic economic development,"
and that "investment by financial institutions in their communities need not
involve imprudent risks."

In addition to suggesting specific amendment to S. 906, I will comment on
one section that deserves careful scrutiny. Sec. 4(1) (D) requires an applicant
financial institution to "demonstrate how (it) is meeting the credit needs of
the primary savings service areas in which it or its subsidiaries have already
been chartered to do business." Without sufficient direction as well as authority
to examine in depth the reinvestment behavior of a financial institution in
those communities from which it already attracts a large portion of the
available saving deposits, the Bill is an insignificant gesture. As we have
seen, financial institutions branch most aggressively into newer communities

88-032 0 - 77 - 20
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that promise rapid growth rates. They seem to count on the reluctance ofdepositors to change established depository relationships, and they deferopening facilities in older communities which, although there is adequatemarket penetration, have the greatest need of reinvestment. Therefore, if this' bill intends to stimulate large-scale reinvestment in needy communities, it mustinsure, as a precondition to opening any new deposit facility, a comprehensivereview of a financial institution's reinvestment policies in all communitiesfrom which it attracts significant deposits.
To achieve S. 406's objective of local reinvestment, this Committee maywant to consider the following amendments:
1. Add a more specific definition of the "primary savings service area" inwhich financial institutions have been chartered. The definition should includefor example, any area in which a financial institution now attracts approx-imately 15% of the known savings deposits. (This may require amending theHome Mortgage Disclosure Act of 1975 to include disclosure of sources ofdeposits by census tract.)
2. Require any applicant of a new deposit facility to prepare an economicimpact analysis: Current regulations offer the large financial institutions thegreatest opportunities to expand their deposit facility network. In many partsof the nation this has led to steadily increasing concentration of bankingresources without a corresponding commitment to community credit needs.(For example, the two largest banks in Illinois control approximately 24.6%of all domestic funds on deposit in the state, without benefit of branches.Together they now withdraw $25.3 million in deposits from the South Shoreneighborhood of Chicago, but they have reinvested only $5.6 million in loans,of which approximately 90% are thought to be bank card credits at annualinterest rates of approximately 18%.) An economic impact analysis would helpto prevent further concentration of banking resources. Such a report wouldhave to outline the credit deficiencies of the service area and argue persuasivelythat the credit needs can only be met through opening a deposit facility. Theprovision would accomplish two objectives: insure that any new institutionentering the service area has designed a strategy to meet existing credit needs;and protect from the glutony of bigness per se those institutions that havebeen doing a responsible job in a particular service area.3. Include specific safeguards to the public interest: While the Bill wouldencourage "community, consumer, or similar organizations to present testi-mony at hearings on applications for deposit facilities on how well the applicanthas met . . . credit needs," we should recognize that such organizations areoften volunteer staffed. They cannot summon the talent resources a well cap-italized financial institution will muster to present and defend its application.Such a situation can only result in an imbalanced adversary relationship withthe public inadequately represented. Two amendments to the Bill could rectifythis potential (probable) inequity.
a. State that official representatives of the municipal government are entitledto testify at such hearings. (As the financing of municipal services becomesIncreasingly difficult in more of the older cities, local officials should take agrowing interest in the reinvestment policies of financial institutions and shouldbe able to call upon the resources needed to analyze fully the reinvestmentperformance of financial institutions.)
b. Require applicants for deposit facilities to provide sufficient financial sup-port for a Public Advocate both to work within the appropriate Federalfinancial supervisory agency and to represent the public's interest at all hear-ings. (Such an office in New Jersey recently resulted in the Public UtilitiesCommission not only rejecting New Jersey Bell's bid for a $150.2 million rateincrease, but actually ordering a $1 million rollback for low use customers."A key feature in the Jersey plan is a requirement that any utility filing arate petition must pay one-tenth of one percent of its operating revenues forthe preceding year to support the challenge, thus enabling the Public Advocateto hire qualified consultants on a par with the expert witnesses that utilitiesalways muster to support their rate cases." New York Times editorial.)4. Amend the first line of Sec. 4(4) to read, "requiring periodic reports bycensus tract from regulated financial institutions." This would avoid theproblem of wide economic disparities that can exist within a given savingsservice area.
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5. Include a provision in Sec. 6 for public hearings in each regulatory dis-
trict after publication of the draft regulations but prior to implementation.
This would insure that community, consumer, and similar organizations have
an opportunity to comment on the regulations. Also, correct the typographical
error, "one hundred and eight days" to read "one hundred and eighty days."

Neighborhoods are the basic unit of our national community. The Community
Reinvestment Act of 1977 attempts to deal with a specific geographic area
defined as a primary savings service area. This area should in fact be
identified as a neighborhood. If the Bill is enacted, conflicts will inevitably
arise over what constitutes such a primary savings service area. Further-
more it seems clear that this and other committees will be looking at neigh-
borhoods with greater frequency. Therefore, the Senate Banking Committee
might want to introduce legislation requiring the appropriate Federal agency
to define Standard Neighborhood Statistical Areas throughout the nation.
Such definition would simplify the process of dealing with neighborhoods.

MONEY MATTERS

(By Judith Barnard)

Water began seeping into the elegant South Shore Villa condominium during
the night of October 21, 1976. Within a few minutes, the city water depart-
ment had been called and a crew left the station at 79th and Ashland to drive
in to South Shore. Before they got to the Villa, the cracked water main that
had allowed the seepage burst, and five million gallons of water exploded into
69th Street at South Shore Drive.
The street was sucked into a 60-foot lake; cars floated on its surface. As

the earth washed away, the south wall of the Villa crumbled, opening living
rooms, bedrooms, and kitchens to the night air.
The water department crew had to shut off six valves to stop the flow; each

took 20 minutes. When they had finished, and the sound of rushing water had
died away, television crews, news photographers, and residents lining the
collapsed street took stock of the damage.

It was a terrific disaster for the public—high drama and no one hurt or
killed. But for those who knew what the Villa meant symbolically, the flood
had wounded an entire neighborhood. That regal building had been given up
as a prospective slum by its mortgage holder, Talman Federal. The community
of South Shore had been declared a disaster area, soon to become one large
slum, by urbanologist Pierre de Vise, by a majority of its former white resi-
dents, and by the money merchants of Chicago.
But the 39-unit Villa had been reclaimed, renewed. It was sold at a hefty

profit to a developer, and its residents formed a strong, active condominium
association. It was both an example and a symbol of what South Shore could
achieve in its homes and businesses—if the streets held, and if the community
didn't become discouraged. And if the commitment held firm among the people
behind the Villa renovation, behind the effort to turn South Shore around—
the staff of the South Shore National Bank.
At its peak, the South Shore National Bank had assets a $80 million—a

stable bank in a stable, prosperous white community with a lakefront, an
enclave of mansions, blocks of modest homes, and solid three-story walkups,
high-rises, designer shops along 71st Street, churches, synagogs, schools, proxim-
ity to the Loop and the University of Chicago, and a heterogeneous popula-
tion of 80,000.
What happened in South Shore isn't a unique story any more—but what's

happening now is unique. It may even carry hope for other deteriorating
urban areas where all those involved claim—and believe—they are victims of
forces beyond their control.

South Shore "went black." Within a few years, the population in the area
bounded by Jackson Park (67th Street), Stony Island, 83rd Street, and the
lake shifted from 99 percent white to 85 percent black. The white residents
who stayed either had substantial investments in mansions in the section called
the Jackson Park Highlands, or an investment of another kind; a commitment
to integration and a belief, or hope, that they could keep South Shore from
going the way of neighboring Woodlawn.
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The forces that accompany, and accelerate, the deterioration of an area arecomplex and, seen in isolation, baffling. But they have a pattern, and SouthShore's in the 1950s and 1960s went something like this:The pressure for good housing for blacks was enormous. Where they could,blacks burst out of their overcrowded, deteriorating neighborhoods into areaswith better housing, lower crime rates, better schools, and breathing space.The demand pushed prices up; landlords raised apartment rents, and blacks,having few options, paid them. Other landlords followed suit, and white fami-lies, who did have options, moved to neighborhoods where rents were lower.At this point, two things happened. Landlords assumed that blacks wouldruin the area, so many saw no sense in spending good money on maintenanceor on screening applicants or on enforcing density restrictions. Maintenancebecame minimal; rents went up; many black families, to make payments,shared apartments with cousins or friends. And owners watched their self-fulfilling prophecies be fulfilled.
By "milking" their buildings (also called "managing for demolition"), own-ers pocketed money they would have spent on maintenance and taxes. In thatway they could recover the purchase price of a building in three years. TheCity of Chicago allows a "grace period" of ten years of nonpayment of taxesbefore it takes over a building; so the owners, their names often buried inland trusts, had plenty of time to walk away from buildings that by then werewogthless.
Single-family homes were treated much the same way. Black families thatcould not get conventional mortgages (the area, by this time, had been red-lined by most banks and savings and loan institutions), got FHA-insured mort-gages. And when they couldn't keep up payments (FHA screening proceduresare minimal), and the mortgages were foreclosed, those houses had to standempty for one year (a peculiar FHA regulation) before new owners couldtake over. By that time, the houses had become playgrounds, stripped of theirfixtures and damaged by cold, rain, and wind. More, neighbors had stoppedfixing up their homes because the sore spots depressed values on the block."Disinvestment" means the conscious decision by financial institutions tokeep investment money out of a community. It applies to banks in the com-munity as well as those downtown. At about the time the color of South Shorebegan changing, the owners of the South Shore National Bank decided theycouldn't cope with the new residents. Banking habits were different, the peoplewere different from those with whom the bank had been comfortable. Manyfamiliar customers were leaving and taking their deposits elsewhere. Thebank had made its own decision to disinvest, which in effect meant creatingconditions that would speed the outflow of deposits. The lobby got dirty and

wasn't cleaned up, tellers weren't replaced when they left, and people had to
stand in line for as long as an hour to open a new account. The minimum
deposit required for high-interest accounts was greater than in downtown
banks, services were minimal, and mortgages were refused. In 1972, the bank
lent $59,000 in South Shore mortgages for the entire year: two homes.
As a policy, it worked. Assets dropped from $80 million to $46 million,

deposits to $41 million. Business was so had, the owners said, they had to get
out. They had buyers who wanted to move the bank to the Standard Oil Build-
ing. They filed an application to move.
Looking over its shoulder at Woodlawn. the South Shore Commission, a

& community organization begun in the 1950s, fought the move. They testified
before the Comptroller of the Currency that there wasn't a good reason for
the bank to move, that the move would do irreparable damage to South Shore.
And for the first time, the Comptroller of the Currency turned down such

an application, stating that the bank "has failed to show persuasive reason
at this time for abandoning its present service area and leaving the South
Shore community without a strong, established, and adequately capitalized
commercial bank."
Sometimes events coincide as if by plan. At the same time that the owners

of the South Shore National Bank were looking for a way out of a community
they no longer understood, a group of people in Hyde Park was looking ror a
bank to buy. One member of the group was the former president of the Hyde
Park Bank and Trust Company, Ron Grzywinski (Griz-win-'ski), who had
just completed a two-year fellowship at the Adlai Stevenson Institute, where
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he worked up a model for a development bank that could help a community
reverse the spiral of deterioration.
Grzywinski named his model the Neighborhood Development Corporation;

it would be a holding company that would buy a bank and eventually form
subsidiaries, both for profit and nonprofit, to act as a catalyst and a base of
support for neighborhood rehabilitation and development.
He had talked it out with the people who would help him put the model

into action: Mary Houghton and Milton Davis, who, as directors of the Hyde
Park Bank's urban development division, had created the successful minority
business-loan program.
In another of those fortuitous conjunctions of events, in August 1972, at the

4 same time Grzywinski was looking over the South Shore National Bank, the
Federal Reserve Board ruled that bank holding companies could make "in-
vestments in corporations or projects designed primarily to promote com-
munity welfare, such as the economic rehabilitation and development of low-
income areas." The ruling went on: "Bank holding companies possess a unique
combination of financial and managerial resources making them particularly
suited for a meaningful and substantial role in remedying our social Ills."

It was a trumpet sounding the charge. Grzywinski took his model, the new
Fed ruling, and his own considerable charm, and went calling on foundations,
wealthy individuals, and church groups, looking for four million dollars.
He wasn't preaching the kingdom of heaven as a reward for good works in

South Shore; he was making a business pitch for investments that he ex-
pected, but could not promise, would pay dividends if investors would agree to
defer their earnings until the new owners could reverse the outflow of deposits
and attract new money from within and outside South Shore.
At no time, verbally or in his written proposals, did he conceal the role that

he and his fellow officers intended the bank to play in making an experiment
that hadn't been made in any other deteriorating neighborhood in the country:
"While the policy of the corporation is to make loans and investments only

in situations which it believes offer a reasonable expectation of return to the
corporation, it will not attempt to, maximize such return at the expense of its
primary goal of developing the neighborhood for the benefit of its residents.
Moreover, the corporation expects to conduct or contract for research and
studies to provide technical assistance and to make grants related to neigh-
borhood development. While the effect of such expenditures may be to improve
the neighborhood, they may also reduce the returns, if any, to the participants
in the corporation." (From the Offering Circular of the Illinois Neighborhood
Department Corpora,tion: italics added.)

It was hardly a conventional approach: what followed was even less so.
The Offering Circular reiterated the dangers the new owners might face—
hostility from the community, lack of sufficient outside investments to maintain
momentum, absence of any models on which to base their experiment, the
danger of the bank's going under before the decay could be reversed. Then
the circular added, almost casually, that if the bank became profitable and
succeded in its commercial and residential development goals, its ultimate
goal would be "to sell to residents of the neighborhood the equity in the
corporation, or alternatively in the bank."
But the radical punch line was only one line in 47 pages of hard business

and banking sense, with the comforting word "profit" appearing frequently, and
it was presented by Grzywinski with his special blend of youth (he is 40),
energy, and experience as a bank president in Hyde Park and in Lockport,
Illinois. Between the first offering (1973-74) and the second (beginning in
1975) nearly three million dollars was committed. And Ron Grzywinski bought
a bank.
"The first day," Mary Houghton says, "nothing was different at the bank

except that three new people came to work."
They went to work on August 23. 1973—Ron Grzywinski, chairman of the

board, Mary Houghton, vice president, and Milton Davis, president. Mary
Houghton, tall, with an open, engaging smile, walks with a long stride bent
forward as if hurrying to see around the next corner. She is forthright and
accessible—hallmarks of the entire staff, by design as well as by inclination.
They came to a bank where their predecessors had been distrusted, even
despised by many black residents, a bank that had been run by white males
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who had tried their d,amnest to get out of South Shore. Now here was a
new bunch taking over; was the fact that Houghton was female and Davis
was black and Grzywinski "cared" about people enough to convince South
Shore that things had really changed?
Not for a long time. "The population was nervous about the bank," says

Calvin Bradford (of the Circle Campus College of Urban Sciences), who has
been studying the South Shore community. "They took one look at these peoplewho came in saying, 'We're going to remake your neighborhood,' and their
first reaction was to say. 'The hell you are.' No one knew whether they were
bankers or some new kind of community group. Did they want to make a
splash nncl then lenve. or a fat profit and then leave, or did they really have
something new in mind?"
There is one tested way to reach into a community and convince people

you're for real: Grzywinski and Davis did what independent precinct workers
in Chicago have done for years; they had a coffee campaign.
They started in the lobby of the bank. Grzywinski young and roseate, Davis

short, stocky, dark, with a quiet smile and an even quieter voice, almost a
murmur. (Oddly, all three of them. Grzywinski, Davis and Houghton, speak
In low tones, sometimes mumbling, as if the radical things they have to say—
radical for bankers—are better said slidingly and then put into action.)
Davis and Grzywinski stood in the lobby of the bank offering coffee, asking

questions—What do you want from the bank? What do you want for South
Shore? What services are important to you?—and talking about themselves at
the same time.
Then they went to living rooms, recreation centers—wherever they could

wangle an invitation. Sometimes only three people came to listen; at other
times, up to a dozen. But information travels, and one special piece of in-
formation got around: With the new ownership, no resident of South Shore
could be turned down for a loan unless Grzywinski, Davis. or Houghton agreed.
The days of low-echelon summary refusals were over. "What they'd had," said
Houghton, "was some stuffy banker talking to a street-wise black. They just
talked past each other. Eventually they stopped talking altogether."
"Of course, we do turn down applications," Grzywinski says. "We should

take more risks but our interest is in surviving."
"The point is," adds Houghton, "that many loans can be made less risky if

someone tries to put a package of protections together. That's one of our
main roles."
But the coffee campaign wasn't only about loans; it was also about deposits,

urging South Shore residents to "plant your money close to home," to deposit
their dollars where the dollars would stay, in the form of loans, mortgages,
and investments.
Eighty thousand people Jive in South Shore, with a total of more than $110

million in their bank accounts, most of which are in large downtown banks.
In 1974, the Chicago Disclosure Ordinance required those banks wanting to

qualify as depositories for city funds to disclose the amount of their savings
deposits and home loans in every census tract In the city. Some of the dis-
closures:
In 1974, Continental Bank made 92 percent of its loans in suburbs, eight per-

cent in the city, of which 59 percent were made in the North Side Gold Coast
and three percent downtown.
Harris Trust and Savings made 95 percent a its loans in suburbs, and five

percent in the city, of which 49 percent were made in the Gold Coast.
First National made 76 percent of its loans in suburbs, 24 percent in the

city, of which 46 percent were made in the Gold Coast.
In 1974, six banking institutions (Continental, LaSalle, First National,

Exchange, Central. American National) with $144 million In savings deposits
from the communities of Logan Square, Austin, Roseland, West Englewood,
and South Shore, returned to those communities one•talf cent on the dollar
in home loans.
To the argument that no one in these redlined communities asked for mort-

gages or qualified, the officers of the South Shore bank responded with skepti-
cism in 1973 and 1974. In 1976, they responded with figures on home mortgages
they made in South Shore in that year alone: 52 loans made for a little over
one million dollars. At the end of the year, only two were delinquent.
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While the evenings were given over to downing coffee and talking up the
new policies, the days were occupied with raising a sinking bank. In the 12
months before the new owners took over, $6.3 millions in deposits had been
withdrawn. Customer fraud and delinquent personal loans were rampant, and
reporting systems were poor.
It took 26 months for the new owners to report to their shareholders that

"in 1975, the •South Shore National Bank restored profitability to its opera-
tions and, for the first time in seven years, experienced substantial growth in
ordinary deposits."
(By the end of 1976, Grzywinski was beginning to talk about the possibility

of paying dividends to shareholders, as each quarter's profits were dramatically
higher than those of the preceding quarter. His goal is to pay a standard (for
banking) return of ten to twelve percent on invested capital, which would, he
says, "make it very difficult for bankers to say that profitability and develop-
ment are mutually exclusive.")
The new owners had put a host of new procedures into practice. They hired

a number of highly professional banking people, and others whom Mary
Houghton calls "compulsive, flexible people who don't necessarily have a
banking background, but are very good at solving problems."
They rewarded tellers for speed and accuracy with the highest teller salaries

in the city, which, together with tighter procedures, reduced teller fraud and
carelessness and eliminated the long lines that had infuriated would-be
depositors.

Interest rates were made competitive with those of downtown banks;
certificate-of-deposit accounts were made available; free-checking-with-savings
accounts were introduced; banking hours were lengthened to six p.m. on week-
days and, for the first time, included Saturday mornings; data processing was
upgraded; loan collection procedures were strengthened. "The Bread Rapper,"
a bimonthly newsletter in the format of Illinois Bell's "Telebriefs," was in-
augurated and sent to all checking-account customers; it is both a community
newspaper and a regular report of bank activities.
And they redecorated the bank, inside and out.
"I was ashamed to say I worked there," Houghton says. "It was grubby

and depressing. I remember there was a sign up front above the teller cages
that said, 'We no longer give deposit balance information.' It was filthy and
covered with fingerprints; it had been there for three years."
They replaced the blue tille on the exterior walls with new brick facing; the

lobby was completely redone with carpeting, •sofas, bright lights, graphics of
the bank's new logo, a walnut counter for tellers, ceiling-high plants, and a
dramatic burgundy-and-blue color scheme.
"People had been saying the bank must be in trouble" Houghton says. "Any

place that looked as lousy as this one did had to be in trouble. Which was
another way of saying how bad things were in South Shore. Then we fixed
up the place and people began saying the bank must be doing real well, and
that meant South Shore was doing better because not only were we staying
here, but we looked prosperous. And if we believed in South Shore, that waS
big news because bankers always know what's safe to believe in, right?"
By the end of 1976, with a remodeled bank, a new drive-in facility recently

opened two blocks west on 71st Street, land cleared and construction under
way for a much-needed parking lot across the street, and a lobby that was
becoming a community social center, the bank had 30,000 deposit accounts
totaling $47,844,300. Its assets stood at $54,500,580, and its profit for the year
was $420,000. More important, it had financial fingers in a number of South
Shore pies.
That after all, was the main idea. The bank Sales Book, which is given to

potential investors, sets this sentence alone on one page: "To our knowledge,
INDC [Illinois Neighborhood Development Corporation] is the only bank
holding company organized for the primary purpose of neighborhod renewal."
"What we had to do," Milton Davis says ,"was put people and their money

together." He smiles: such a simple idea. He sits in his small office off the
main lobby, with just enough room for a desk and two guest chairs; his door
is usually open. For weekly meetings he goes upstairs, past the small alcove
off the hall where Mary Houghton has her desk, and into the combined con-
ference room and Neighborhood Development Center. (Until recently, Ron
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Grzywinski used the conference table as his desk; finally, after three years,
he has his own office: a cubicle at the end of the upstairs hall.)
At the weekly meetings of the various bank committees, people and their

money are put together—when possible. The various committees evaluate per-
sonal- and business-loan applications from what could be the split-person-
ality viewpoint of banker and developer. The drive behind these meetings is
to keep the split from getting too wide.
"A banker is a judge," Grzywinski says. "A developer is an advocate. There's

inevitable tension between the two. We try to be as creative as possible in
keeping the tension to a minimum and being developers as much as possible."
"Ali mortgages," says University of Chicago sociologist Richard Taub, who

has used South Shore as a living laboratory for three years, "should be seen
as development techniques. Banks traditionally have been passive; instead,
they should go out and actively seek people who can become owners. There's
no other way to create a real sense of community, to truly develop an area."
Grzywinski agrees; it is basic to the way the bank views some mortgages—

which, elsewhere, might be perfectly conventional loans—as tools for the
development of South Shore. "Power runs to ownership in this country. If we
can get a core of stable, home-owning families, a lot of the other problems
that come with transient populations will be eliminated."
"And, adds Mary Houghton, "to do that we use every guarantee we can

find—the Mortgage Guarantee Insurance Corporation, Federal insurers, good
collateral, any solid help we can get to make mortgages others might refuse."
The center of these efforts is the newly formed Neighborhood Development

Center, headed by Mary Houghton, with fund raising handled by Susan Davis.
The funds are raised from outside South Shore. Susan Davis has sent

letters (signed by Ron Grzywinski) to more than 30,000 people, and has made
telephone calls to hundreds of others, asking for savings deposits of at least
$1,000 as a unique investment in a community.
The approach is both conventional and offbeat. First, depositors are assured

they will receive the same insurance protection and interest paid by all banks;
they aren't being asked to plunge into risky waters. But Susan Davis also tells
them that each $1,000 they deposit produces $500 in credit and $25 in annual
earnings, which goes directly into the rebuilding of South Shore. And the im-
portance of that kind of investment to people outside the community (aside
from the chance to do good without losing a penny) is that if the experiment
works, if a neighborhood can be rehabilitated and made livable and attractive
to the whole city, not only is the city strengthened, but other neighborhoods
can have hope that eventually rehabilitation may spread as rapidly as urban
blight does now.
There are, then, "two kinds" of money coming in to the bank: regular de-

posits from South Shore residents which, with bank investment activity, sup-
port the day-to-day operations, expansion, and so on; and development de-
posits, aiming at turning South Shore around, which are solicited from beyond
the area and dispensed by the Neighborhood Development Center. Says Mary
Houghton: "In most banks, rewards are given for caution. At South Shore
we're more interested in innovation—not irresponsible, but still not the kind
of caution exercised elsewhere. But even with innovation, there are proposals
that no one in the bank will take a chance on; those are the ones we get in
the development center. We try to find ways to minimize the risk, then one of
us presents the application to the loan committee as its advocate. And still we
turn down about 90 percent of the small-business loan applications we get."
Paul Carson, commercial loan officer, adds, "If all else fails, I ask the

applicants if there's a brother Or cousin or friend who might go in with them
and share the risk. If they can't find anyone, we have to give up."
The development center began with some dismal statistics:
In 1975, there were 148 vacant stores in South Shore totaling more titan

200,000 square feet: 20 percent of all retail space in the area. Many of the
occupied stores looked and often were, marginal.
There was no central shopping area; only commercial strips with plenty of

fast-food carry-outs and wig shops, but no mix of stores for one-stop shopping.
As much as 80 percent of South FThore's sales potential went to shopping centers
outside the area.
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"Our customers were all gone," says Seymour Seder, in his elegant women'sshop in Flossmoor Commons. His old store on 71st Street still has the out-lines of the name Seder above the front door. "It wasn't that we wanted toleave; we had to leave."
"Everyone feels like a victim," Ron Grzywinski says. "The banks, the storeowners, the people who leave, the people who move in. They don't talk aboutadjusting to new conditions: they talk about 'losing' a neighborhood.""Bankers," says Milton Davis, "and many shopkeepers, had nothing in theirbackgrounds to give them an understanding of what was happening to SouthShore."
Against expectations, the average income level of South Shore residents wasno lower than it had been when the area was all white. But the spread be--, came greater: about 17 percent of the residents earn more than $20,000 ayear; about 17 percent are on welfare (a close approximation, by the way, ofthe whole city) ; and "black money" was seen by financial and business peopleas less dependable than "white money." So shop owners fled, small-businessloans were generally unavailable, mortgages and home-improvement loans wererefused, and the weeds grew high along the Illinois Central tracks that split71st Street down the middle.
When the Neighborhood Development Center was formed, more than 13percent of South Shore's housing units were in trouble: 476 buildings with

3,892 units were in abandonment, tax delinquency, foreclosure, or combina-
tions of these. And a building that's in trouble has company; it infects theblocks in all directions. The biggest problem in South Shore was that the
buildings most in trouble weren't clustered where they could be isolated for
drastic one-shot action; they were scattered throughout the community, each
infecting its own area.
Susan Davis' letters and phone calls for development deposits focused on

the two problems of South Shore: deteriorated commercial strips and housing
units in trouble. And the money has come in, growing from the first year's
deposits of $863.000 to a total at the end of 1976 of $7,300,000.
But that isn't the whole story. When solicitation costs and development

expenses (staff time, etc.) are subtracted, development income doesn't ap-
proach development expense. In a monthly report from the development
center, Mary Houghton lists loans that "furthered the bank's development
objectives by extending funds within South Shore in innovative ways." There
were loans to small businesses and community groups, personal education
loans, home-improvement loans, and mortgages (including several in the South
Shore Villa, the showplace of development activity in South Shore). There
were also one-time projects such as the preparation of a booklet for bank
customers titled A Guide to Banking Services—a description of bank service
charges, interest computation, ways to maximize earnings and avoid charges—
following a trail blazed by California consumer groups pushing for full dis-
closure of bank charges.

All of this is "development expense," which, in 1976, exceeded development
income by approximately $125,000 (money that might otherwise have been
paid as dividends to investors) mostly because of an item called "staff time."

It's one of the biggest and probably the most slippery expense for the bank,
because without large infusions of staff time, development wouldn't happen.

o& "Bricks and mortar are the easiest," Grzywinski says. Development is as much
an attitude as it is a rehabilitated building. And that takes not only dollars,
but energy and time.
Early on, the new owners went to the South Shore Commission, the com-

munity organization that, though buffeted and drifting, was the most intact
group in the area. Commission members and bank staff established a resident
advisory council to work with the bank on policy and to act as a liaison with
the community. It is the only citizen advisory board to a commercial bank in
the country.
"We don't replace the Commission," says Bob Pickens, chairman of the

advisory council. "But we have committees that work directly with the bank—
bank services, commercial development, housing, and marketing and education.
We discuss with the bank whether certain businesses would be a good addition
to the community, how the bank can help residents, what people expect and
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need from the bank. We thought it would be a good idea to have classes onbalancing checkbooks, and the bank had them. They were very successful. Thebank also provides space for us to meet, and research and staff time."There it is again: staff time—provided on request to every group formed orin formation in South Shore. Staff time is provided to the Parkside Project,though a foundation grant pays the salary of the project director, Jim Bringley.Parkside (the northwest corner of South Shore) is the area's most deterioratedsection. Bringley devotes full time there, going door to door, talking to peopleabout their needs, locating owners, identifying the buildings being managed fordemolition, and the status a tax payments. "At first we really weren't trusted,"he says. "But lately that's changed. In one month we made seven home-improvement loans; we've applied for a grant to landscape three empty lots asparks. And through Model Cities and the Woodlawn Urban Progress Center,CETA [Comprehensive Education and Training Act] workers scraped andpainted window frames. Do you have any idea of the amazing difference fresh-painted window frames make to the appearance of a building? And to theattitude of the people who live there, and to the whole block?
"There are things we can do together with the city. If we find five or sixpeople to buy a building of 12 or more units, the city would give a grant of50 percent of the rehab money; the bank, together with other financial in-stitutions and insurance companies, would finance the rest. We could dowhole blocks at once that way. We have to make large, visible changes; there'sno other way."
"If you inch your way along," says Cal Bradford of Circle Campus, "build-ings die behind you as you go."
Bank staff time is provided to the South Shore Arts Association, a nonprofitgroup formed by residents to operate the Jeffery Theatre. To insure room for

future expansion, the bank has bought the building next door, which houses
the theatre. The bank leases the theatre to the Arts Association and helps thegroup plan renovation and develop profitable management techniques. Profits—
when they come—will be plowed into other community programs: summerconcerts, ballets, plays, art fairs.

Staff time is provided to the South Shore Center on the Lake. a nonprofit
group organized to save the South Shore Country Club from demolition.
Though in disrepair from neglect by the park district, which now owns it, the
club is a natural community center, and the Center on the Lake, with bank
help, is trying to find ways to keep that magnificent white elephant and its
65 acres available to the public.

Staff time is provided to the South Shore Block Club Coalition for United
Action—residents who organized to renovate and sell a square block of aban-
doned townhouses in the center of South Shore. When the block club coalition
and those abandoned townhouses came together at the bank, the trumpet
call of the Fed ruling on bank holding companies sounded loud and clear—
"to promote community welfare, such as the economic rehabilitation and
development of low-income areas." As a direct result, the Jeffery Development
Corporation, a nonprofit subsidiary of the bank holding company, was formed
and staffed by bank people, to work with community groups—specifically,
for a start, with the block club coalition—to rehab housing units. The bank
applied to the Chicago Department of Urban Renewal for a grant to hire an
architect and housing consultant. It promised the coalition that it would
appraise the units after rehab, write the proposal for interim financing of
the rehab project on a revolving fund basis (as soon as the houses were
sold, the money would go back into the fund for use as interim financing of
the next project), advertise for buyers, screen would-be purchasers, and
provide mortgages.
The bank also promised to arrange financing for neighborhood homeowners

for improvement to their property (the inevitable "ripple" effect), to clean up
the neighborhood, and to convert an open space (when a nearby building was
demolished) to a playlot or park.
But perhaps the biggest step of all requiring staff time in line with the

Fed ruling and the goals of the bank, is the latest one: the formation of the
South Shore Area Development Company. The formal launching was at a
reception at the South Shore Country C'ub, with 70 business and professional
people and the guest of honor, Mitchell Kobelinski, director of the Small

1g



311

Business Administration (SBA). There were brief speeches and a slide show
of a shopping mall in Maryland, and then everyone went back to work, but
the occasion was important and the guests knew it. South Shore is one of the
few communities (and the one most closely watched because of the presence
of the bank) to have a nonprofit local development corporation (LDC) or-
ganized to borrow SBA money and funnel it to for-profit businesses for construc-
tion, modernization, or expansion. Up to $500,000 per business may be borrowed
at 6.625 percent for up to 25 years. The LDC will receive applications and
screen them with the help of the bank, then borrow 90 percent of the coatof each project from the SBA, investing the other ten percent itself. (The ten
percent can be a pledge of assets, though usually it will be dollars.) Merchantsmay be asked to put up 90 percent of the LDC's required ten percent, but the
bank is looking for grants to fund the full ten percent required for each
business.
While a few community groups have formed an LDC without much outside

support, it is unlikely that the South Shore Area Development Company would
have come into being without the bank. The spur to the renewal of South
Shore has been the bank—there is a straight line from its staff to the South
Shore Commission to the resident advisory council to the local development
corporation.
(Paul Carson says, "I talk to people who used to come in for loans and

weren't even listened to. Now, when I go to meetings, like the chamber of
commerce, I hear people say, 'That's my banker.' ")
Four years ago, conventional wisdom had it that by 1976 South Shore would

be a slum. An officer of a downtown bank says that major banks and savings
and loans were trying to dump all their investments in South Shore. Talman
Federal, for one, sold the South Shore Villa at a loss to a developer who
remodeled it, converted it to condominiums, and made a profit on it. Two
of the condominium mortgages were made by Tatman.
Some visible examples of the new confidence in South Shore:
Elzie Higginbottom, a vice-president of Baird and Warner, has developed,

independently, two large high-rises in South Shore, financing the rehab work
through the Illinois Housing Development Authority. He raised rents to
attract more stable tenants and screened those who applied. "We have no
robberies, no muggings; we don't need 24-hour security. We have a good
mix of tenants; some units are subsidized for elderly residents under section
eight of FHA regulations, but nobody knows who they are; there's no stigma.
It's been a profitable venture for me, largely because the bank is there as an
anchor in the community. You put people in the right frame of mind—believing
In a place—and it's amazing what they can do."
"When a building is renovated," says Ron Grzywinski, "other people on

the block mow their lawns, paint window frames, plant flowers. It happens
every time."
"But," adds Higginbottom, "parts of South Shore will need more than

private assistance to stop the cancer. Middle-class blacks are taking a 'wait-
and-see' attitude, and the bad areas need massive kinds of help to convince
those people to move in."
Saul Klibanow is the director of Rescorp (Renewal Effort Service Corpora-

tion), a development company funded by 57 savings and loan institutions in
Ohicago. Rescorp has rehabilitated more than 150 units in large buildings in
South Shore and soon will begin work on another 150. Klibanow says, "We
went in because the bank was a stabilizing, commercially sound factor. And
we made a profit of $75,000. The main thing is that we did a highly visible
cluster of buildings. Phase Two will be the same—several large buildings on
one or two blocks, each unit rehabbed, the exteriors sandblasted, and the
grounds landscaped. Our job is to demonstrate the potential of an area that
we think will respond to a stimulus. We give the stimulus; we construct an
environment."
The rehab done by Rescorp was financed by the Illinois Housing Develop-

ment Authority (IHDA), as were Elzie Higginbottom's two buildings. Iry
Gerick, the director of IHDA, echoes Klibanow: "We went into South Shore
because the bank was a source of private capital that would still be there when
IHDA and Rescorp were gone. And we felt that the combination of IHDA
money and the bank's presence would influence other developers. Nobody,
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after all, has enough funds to save a whole community. We look for strong
developers, strong contractors, various protections against default, and aninstitution like the bank. A project has to make economic sense to make social
sense; we've put seed money in to show our faith that South Shore can make
sense both ways."
Once a month, on a Wednesday afternoon when the bank is closed, the

officers and staff meet at Ron Grzywinski's Hyde Park home from three in the
afternoon through dinner.

"It's really a chance for me to cook," Grzywinski says, but, though relaxed,
the group spends an intense three hours reading and discussing reports on
community groups like the Metropolitan Area Housing Alliance; bank activ-
ities; other banks in Chicago; and the South Shore community.
As he cooks Swiss chard (picked a few minutes before from the backyard

vegetable garden), slices cucumbers (also just picked), and mixes up a salad
dressing, Grzywinski answers questions about the bank, especially, "What
makes it different from other banks?"
"If you looked at most bank staff meetings, they wouldn't look like this one,"

he says, for openers. Fifteen to twenty people sit in a circle. They range in age
from early twenties to over forty; they're about evenly divided between black
and white. Uncompetitive among themselves, eclectic, with an air of defiance
in their talk of "other banks" (especially attempts to get branch-banking
legislation passed), they are absorbed in the continuing problems of the costs
of banking, the costs of community renewal, the costs of even the less ambitious
but first-step goal of stabilization of the neighborhood.
In a number of ways, South Shore has stabilized. Welfare and crime figures

have stopped rising, though they haven't fallen. Since the new owners took
over the bank, homes and apartments have appreciated between five and ten
percent, depending on the area within South Shore. Foreclosures are down,
though many buildings still are being managed for demolition. Six to seven
large buildings a year are being converted to condominiums, increasing the
number of owners—a major condition of stability.
Perhaps most important, community organizations are proliferating; all of

them depend on the bank for staff time and facilities, but they are beginning
to build their own momentum. Says Stanley Hallett of the Northwestern
University Center for Urban Affairs, and a board member of the South Shore
Bank: "People see things happening and they follow each other's lead. Some-
thing important has happened in South Shore: people are beginning to under-
stand the structure of their neighborhood—specific problems, how they can
be tackled, in what order, by whom, and when. The level of their goals, the
agendas of their meetings have gone way up; large numbers of them suddenly
are working very hard to get things done. That's all a function of their under-
standing who 'we' are and what 'we' have to do to make South Shore a good
place to live. For all of this, the bank is necessary but not sufficient. The
people are the first investors in their neighborhoods."
With the growth of community organizations, the apparent stability of the

area, millions of dollars loaned by IHDA for rehabilitation, and loans and
mortgages made by the bank, large businesses are re-evaluating South Shore.
Jewel Companies' Chicago real-estate manager, Pat Burke, says Jewel sees

"nothing to discourage us in South Shore." The company is building a 44,000-
square-foot store—"the largest in Chicago except for the Grand Bazaars"—
at 75th and Stony Island. In addition, Jewel executives are "observing"
shopping patterns to decide if they want to buy the land across the street
which had been the chosen spot for a new National before that company decided
to pull out of the Chicago area.
Walgreen's has expanded one store and is remodeling another; Certified

food store owner Michael Berezin bought the Hi-Lo when it closed (retaining
the entire staff) and in 1976 enlarged his own office space, citing the bank for
"investing in people, which is the best way to invest in an area."
The consensus on the bank is not unanimous. When National wanted to

expand its supermarket at 71st and South Shore Drive, which required de-
molishing a building (from which most of the tenants had already moved),
neighbors objected to having a large store and a parking lot next to their
apartment buildings. The bank defended the store at community meetings,
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and much of the opposition faded when National presented plans for fencesand landscaping to screen the parking lot. With National gone, the issue hasdied, but it did revive the initial suspicions about Grzywinski, Davis andHoughton: Are they bankers or developers, and what do they expect to getout of us?
For some, the question lingers, fed by the bank's decision to raze buildingsacross the street for a parking lot. No one doubts the desperate need for park-ing on 71st Street, but residents did question the location: "They tore downbuildings that were in good shape," said one at a recent town meeting heldat the South Shore Country Club. "Those aren't the ones they should be tearingdown."
Others question the bank's priorities. At that same meeting, Bill Saphir,president of one of the neighborhood councils in South Shore, challenged thedecision to tear down buildings for parking instead of studying the feasibilityof an area-wide transportation system, such as the mini-bus run by MichaelReese Hospital.
In all probability, when the now-empty land is surfaced and landscapedto Ben Weese's impressive design, the opposition will fade, and residents andshop owners will laud the bank for its leadership in providing parking in anarea where people have been complaining about the lack of parking for morethan 20 years.
The pattern of doubt, slow acceptance, and then lavish enthusiasm has beenrepeated throughout the three years the new owners have been at the bankby nearly every group with which they have dealt. Today it is difficult to findsubstantive local criticism. Whatever the future of South Shore, communityleaders are convinced that it is the bank that will make that future happen.William Strickland, whose Midas Muffler Shop on Stony Island is one of

the most successful in the country, is one of the bank's strongest supporters,though he takes no active part in community organizations. "They're one of
the few groups who still care about helping us. Don't you ever think thingshappen in this country by accident; the national commitment to help minorities
has ended. If it weren't for the bank, we'd be left with the racism of the
downtown banks, we'd be ignored just like we were before the bank changedhands, and South Shore would have gone nowhere but down."
The commitment of the South Shore Bank is not specifically to integration,

but to the development of the community, whatever the make-up of its popula-
tion. "We have too many massive problems to put integration near the top,"Milton Davis says. "We have about 15 percent white residents now; if more
white families are going to move to South Shore, it will be only when we have
a stable community with good shopping and a relatively low crime rate. Right
now, we're concerned with the people who live here."
Calvin Bradford of Circle Campus adds: "There's a feeling, finally, that a

community doesn't have to die as soon as it 'turns black.' In fact, there's a
waiting list for many buildings in South Shore. That doesn't mean the problems
are solved, only that there are indicators they can be."
At the staff meeting at Ron Grzywinski's house, the talk is of MAHA studies

on redlining. Why would other banks make loans in South Shore, even if the
South Shore National Bank is a profitable institution?
"For three reasons," Grzywinski answers. "First, legislative. There's a

growing realization on the part of government that there won't be enough
public monies to rebuild neighborhoods. And we have to rebuild them; housing
units are desperately needed, and it's far too expenseive to build new units. So
banks, savings and loan institutions, pension funds, and so on are being looked
at as sources of money. There may well be legislation that will restrict the
ways institutions may use some of their funds.
"Second, there's clout. Political leaders can say to the banks, 'If you want

branch banking, if you want city deposits, if you want other kinds of help we
can give you, here's what you do.'
"And finally there are profits. There is enormous profit potential in the rehab

of older buildings. If clusters of buildings are refurbished or completely re-
habbed, there's a very big spread between a purchase price of, say, $3,000 for
a building and the price its units can be sold for, even after adding in all the
rehab costs. Rescorp has proved it. We're about ready to go into the community
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ourselves, as Rescorp has done: Our holding company would acquire and rehab
properties for sale as condominiums or low-income co-ops if we could get
Federal or private subsidies for them.
"Look at what's been done already in South Shore; not one developer who

has come in in the past few years to rehab for sale or rent has lost money.
Every one of them has made a profit. We're not saying we don't have a lot to
learn; we're not saying there are no problems. Some are huge, and none of
them are easy to solve. But we are saying that South Shore—and maybe most
other deteriorating communities—aren't necessarily places where investors
will get burned."
On Wednesday night, October 17, 1976, Alderman Ross Lathrop convened a

meeting at the South Shore Country Olub with representatives of the city
water department and an attorney from the corporation counsel's office. About
300 South Shore residents were there to hear what the city was going to do
about the 60-foot hole in 69th Street and the property washed out by the
broken water main.
The city, said the officials, was not legally responsible for the damage, but

Mayor Daley had decided, "for moral reasons," to pay for ruined automobiles,
personal property, and damage to the South Shore Villa, as soon as the resi-
dents filed their claims. The South Shore National Bank is providing staff time
to help the residents with the paper work.

PREPARED STATEMENT OF A. A. MILLIGAN ON BEHALF OF THE AMERICAN BANKERS
ASSOCIATION

Mr. Chairman, and members of the Committee, my name is A. A. Milligan. I
am President of Bank of A. Levy, Oxnard, California, and President-Elect of
the American Bankers Association. I appear here today on behalf of the
American Bankers Association with respect to S. 406, the Community Reinvest-
ment Act.
The bill would require an applicant for a financial institution charter,

Insurance, branch (including an electronic terminal), holding company acquisi-
tion, merger, or home or branch office relocation to supply information as
to its past record and future intent with respect to meeting the credit needs of
the community in which it is located to the Federal financial regulatory agency
with jurisdiction over the applicant.
The bill would specifically require an applicant to: 1) define the area from

which it draws or intends to draw more than fifty percent of its deposit
customers (its "primary savings service area") ; 2) analyze the deposit and
credit needs of the area, and how it proposes to meet them; 3) detail the
proportion of the savings and time deposits a individuals residing in that
area which it intends to reinvest there; and 4) describe how it is meeting the
credit needs of the areas in which it is already located.
The Federal financial institution regulatory agencies would be required to

use the information so provided in considering applications for approval
and must permit and encourage community, consumer, or similar groups to

appear at hearings on such applications, and testify as to the applicant's
proposal or record on meeting the credit needs of the communities already

served by the applicant. The bill also mandates that Federal financial institu-

tion regulators require periodic public reports from financial institutions they

supervise as to their record of serving the credit needs of their communities.

The ABA recognizes that S. 406 is intended to help revitalize and rebuild

the housing and economic base of communities threatened with deterioration,

and we agree with that goal.
We recognize that this bill would impose on banks a significant additional

burden of administrative processes and paperwork. If this were the only

problem, we would nonetheless not oppose the opportunity to demonstrate that

the majority of banks are, in fact, working to meet the financial needs of

their communities. However, we cannot support S. 406 because it is based on

a serious misunderstanding of how the nation's financial system functions to

meet the credit needs of all communities. The bill seems to imply that a bank

should lend to borrowers in its deposit service area in some direct proportion

•
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to the amount of funds it gathers in deposits in that area. Any attempt torequire banks to meet that criterion would seriously undermine the bankingsystem's ability to meet the financial needs of this nation. It would guaranteethat communities now suffering from economic deterioration would be unableto generate sufficient funds to finance their own economic redevelopment.Mr. Chairman, in your own state of Wisconsin, many community banks areInvolved in financing projects which their own deposits are not sufficient tofinance. They do this either by putting together loan participations involvingbanks outside their communities, or by drawing on lines of credit with theircorrespondents in urban areas. That's good for the communities in Wisconsinbecause their financial needs are being met. But under this bill, the banksin urban areas, such as Milwaukee, Chicago, or Minneapolis, that are provid-ing the necessary funds for rural community development in Wisconsin wouldnot be considered to be meeting the needs of their own deposit service areas.They would be labeled derelict in their responsibilities to their own communities—even if their own communities had no current need for the funds that werebeing channeled into other communities in Wisconsin in need of loanable funds.Consider the situation in the San Joaquin Valley in California. Under normalcircumstances, the credit needs of farmers in the Valley very widely overthe year. At times, their credit needs may be several times the total value ofthe deposits of banks located in Valley communities. The only way thosebanks can meet the credit needs of these farmers is to draw on deposits atbank offices located outside the Valley. Yet under this bill, bank offices out-side the Valley would not be considered to be meeting the credit needs oftheir own communities.
This year, of course, this example takes on added importance because ofthe drought California farmers are experiencing. They will need additionalfunds to tide them over until the next rain—funds that cannot possibly begenerated in the farming communities where they deposit their savings.These farmers raise a major part of the produce consumed by the entirenation, and if they are to survive this drought in relatively good economichealth, they will need to draw on savings generated by banks and savers out-side their immediate communities. Yet under this bill, banks outside Californiathat make loans to California farmers would not be meeting the financial needsof their own communities.
Finally, consider the financial needs of the urban communities in the North-east Corridor. These are the communities most seriously threatened witheconomic deterioration, the communities most in need of the assistance thisbill is intended to provide. But deposits from communities in the NortheastCorridor may not be sufficient to finance the necessary urban redevelopment.Successful urban redevelopment would likely have to rely on funds fromfinancial institutions located outside the Northeast, perhaps in the fast-growing Sunbelt. Again, under this bill, institutions in the Sunbelt that choseto channel funds into the Northeast would not be considered to be meetingthe financial needs of their own communities.
We do not deny that there is a problem—that from time to time a fewbanks may be channeling funds that appear to be needed within their depositservice areas to borrowers outside their communities in search of a quick,high yield. But we believe that competitive pressures will In the future, asthey have in the past, force those banks to change their policies. Their com-petitors within their communities take advantage of these local loan oppor-tunities—and will advertise the fact that they are concerned about communitydevelopment, whereas the other institutions are not. The resulting publicityforces these few institutions to begin paying more attention to their com-munity's credit needs.
Even if these competitive pressures did not exist, however, this bill would

not solve the problem. What it would do is impose another layer of needless
regulation and paperwork on the vast majority of banks that are doing their
best to meet the financial needs a their communities. It would create needlessly
rigid formulae for determining what constitutes adequate financial service to
a financial institution's deposit service area. In fact, it is a major step toward
political allocation of credit. It is a step toward specifying the kind and amount
of loans to be made by financial institutions. It would substitute the judgment
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of a Federal agency as to what constitutes a legitimate credit need for the
judgment of borrowers and financial institutions.
If this bill is carried to its logical conclusion, financial institutions could

find themselves forced to turn down creditworthy borrowers in order to make
other loans, perhaps of lower quality, to meet the priorities determined by
the Federal financial institution regulators. In fact, the bill has the potential
for creating a major conflict of interest for the regulators. On the one hand,
they would be charged with establishing and enforcing priorities for a financial
institution's loan portfolio. They would encourage banks to make certain
kinds of loans to satisfy those earlier establiShed priorities. But in some
instances, a bank might be forced to make substandard loans to satisfy those
priorities. The regulators would then be required to criticize the very loans
they in effect required the bank to make.
Worst of all, this bill would not reverse the economic and resulting physical

deterioration of the communities it is intended to help. In instances where the
credit needs of a deposit service area exceed its total deposits, as is the case
in many urban communities, the bill would make it more difficult to finance
urban redevelopment. Under this bill, banks outside these urban areas would
not have the flexibility to channel additional funds into these deteriorating
communities. S. 406 would, in fact, narrow the "convenience and needs" test
applied in bank chartering, thereby reducing the flexibility and discretion of
Federal bank regulatory agencies to ensure that financial institutions effectively
serve the deposit and credit needs of their communities.
The American Bankers Association appreciates the opportunity the Com-

mittee has offered to present our views on S. 406.

The CHAIRMAN. Thank you very much.
We are delighted to have the ABA come in and testify. But I

do not know •how many generations will pass before the ABA
comes out in favor of something in the public interest. You opposed
the Federal Reserve Act. You opposed the Federal Deposit Insurance
Corporation. You opposed Truth-in-Lending. You have opposed
everything in the 20 years that I have been on the committee except
the power of States to impose an effective tax on banks.
Mr. MILLIGAN. As a matter of fact, we have been positive on many

issues which have come before this and other committees of the
Congress. In response to a statement you made in a hearing on
March 22, 1973, we wrote a letter on the question of negativism to
Senator Thomas McIntyre, which is included in the record of hear-
ings on the extension of the Interest Rate Control Act in March
1973.
We wrote you again on May 12, 1975, in response to your comment

to our witness on the proposed Home Mortgage Disclosure Act of
1975.
In addition, you personally complimented our witness, Mr. Rex

Morthland, during his testimony on housing legislation on March
19, 1975. Last year, we did not oppose H.R. 3035, to provide for
earnings on idle funds in Treasury tax and loan accounts, or S. 2304,
to increase the powers of bank regulatory agencies. And I am sure
you remember our vigorous efforts to support actions by this com-
mittee to revise the RESPA statute in 1975.
It is not accurate to characterize the ABA as generally negative

on banking legislation.
The CHAIRMAN. Come on. Every one of those matters that you

favored provided no real benefit to the public interest or the social
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obligations of banks. But let me point out that here we have a TV
ad which was sponsored by the American Bankers Association and
it says or suggests the following—and let me read the captions:
"Where does your money go after you put it in your bank? Some

of it is right here, building your neighborhood with construction
loans and home mortgages. Money for your public parks and money
for your schools. Today, American banks have over $80 billion in-
vested in communities like yours.
"So, if you believe in your community, there is no better place to

put your money than your bank."
Mr. MILLIGAN. Those statements are correct. Twenty-five percent

of the assets of the commercial banking system are invested in
housing and related functions today. The total investment is in excess
of $220 billion.
May I put this in the record for the benefit of the committee?
The CHAIRMAN. Fine.
[The information follows:]

THE BANKING INDUSTRY'S RELATIVE CONTRIBUTION TO HOUSING FINANCE

In the past, thrift institutions have garnered most of the credit for financ-
ing residential housing. If the situation is viewed solely in terms of residential
mortgage holdings, their claims have validity. But direct housing credit is not
the sole requirement for providing decent housing, that also depends on the
existence of streets and sewers, utilities, construction companies and industry
to produce housing materials. And all of these housing factors are financed
by banks. Moreover, banks provide the major share of funds for other forms
of privately financed low cost housing.

I. RESIDENTIAL MORTGAGE LOANS

MORTGAGE LOANS OUTSTANDING, BY TYPE OF LENDER 1ST QUARTER 1976

[Dollars in billions]

Lender 1 to 4 family Multi-family Total

Savings and loan associations $231.3 $25.9 $257.2
Commercial banks 78.2 5.5 83.7
Mutual savings banks 50.3 13.9 64.2
Life insurance companies 17.3 19.7 37.0
All others 126.3 35.7 162.0

Total 503.4 100. 7 604.1

Banks held $83.7 billion in residential mortgages at the end of the first
quarter of 1976, ranking second only to the savings and loan industry in these
loans (and banks' bad debt reserve provisions do not provide a special incentive
to hold such loans, as is the case with savings and loan associations and
mutual savings banks). But, this is only the beginning of the story.

II. MOBILE HOME LOANS

Banks are the major source of credit for purchasing mobile homes which
have become the dominant factor in the low-cost housing market. Mobile homes
account for almost half of the new single family dwellings sold in the U.S.
last year and strong sales continue. Mobile homes are virtually the only kind
of low-cost housing that is widely available to American families earning under
$8,000 per year. At the end of 1975 banks had $8.7 billion in mobile home loans
outstanding, an estimated two-thirds of all such debt.

88-032 0 - 77 - 21
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III. CONSTRUCTION LOANS

HOLDING OF RESIDENTIAL CONSTRUCTION LOANS BY TYPE OF LENDER 2d QUARTER, 1976

[Dollars in billions

Lender 1 to 4 family Multi-family Total

Commercial banks $5.5 $2.5 $8.0Savings and loan associations 8.0 2.1 10.2Mutual savings banks . 3 .3 .6Mortgage companies 1.1 1.0 2.0Mortgage investment trusts .7 2.0 2.7All others .1 1.7 2.7

Total 15.7 9.6 21.3

Banks are a major supplier of funds for residential construction, an essential
base of housing finance. Atthe end of the second quarter of 1976 banks held
$8 billion in residential construction loans, nearly one-third of the total. More-
over, banks held $4.5 billion in land loans at the end of the quarter, an esti-
mated half of which was for residential purposes.

IV. LOANS FOR THE INFRASTRUCTURE OF HOUSING

The total shelter needs of families require more than just the direct financing
of construction and final mortgages. Also needed are services to make a house
usable-for example, such private and municipal services as electricity, water,
streets and sewers. Considering all financing requirements to provide adequate
housing and related facilities, banks rank near the top of the lending groups.
Some of the most recent data available reveal that banks:

Invest in obligations of Federal government agencies involved in hous-
ing, amounting to $14.5 billion.
Hold over $100 billion in municipal securities, of which an estimated

$7 billion were issued to finance residential support facilities-roads,
sewers and other utilities.
Provide $5.9 billion in home improvement loans.
Provide credit assistance to the housing industry indirectly through

the loans they make to other housing lenders, such as savings and loan
associations, mortgage bankers, life insurance companies and real estate
investment trusts, totaling an estimated $20 billion.

V. MEASURING BANK'S CONTRIBUTION TO HOUSING

Residential mortgage loans $83. 7
Mobile home loans 8. 7
Home improvement loans 5. 9
Residential construction loans 8. 1
Residential land loans 2. 3
Federal housing agencies obligations 14. 5
Municipal securities supporting housing 78. 0
Loans to other housing lenders 20. 0

Total   221.2

This over $221 billion commitment of the banking industry to housing is a
rough estimate, but a conservative one. It does not cover an indeterminate amount
of loans to contractors, building suppliers and other businesses engaged in hous-
ing construction, servicing, and supply. But by any standard of measurement,
a 221.2 billion investment is a very significant commitment to the housing in-
dustry. This puts banks in a very strong and very close second position to the
savings and loan associations in the overall financing of the nation's housing
needs.

FEBRUARY, 1977.
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What does it take to start the wheels
of American industry rolling?
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That's where Savings & Loans
come in.
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LENGTH: :30

and money.

in the form of home loans. The
Savings and Loan commitment to
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The CHAIRMAN. There is one bank here in Washington that will
not make home mortgage loans but is generous to the outside business
interests of its board of directors. No mortgage loans but its board of
directors have 100 percent of all of its loans that exceed $100,000.
Banks in New York City do not care much about Brooklyn but

are up to their ears in REITs. They have tanker loans.
Your testimony concedes that some banks may be channeling

funds needed locally to out-of-area borrowers in search of a high
yield. Is this the bankers' constitutional right or should there not
be some regulatory constraint to serve local needs, too. I am con-
cerned about the fact that there is too much emphasis in having
Government try to do everything. And banks say this is not their job.
Local communities are not their job. But when they are in a slightly

• deteriorating shape, the neighborhood, they say, leave that to the
Government.
What I want to do is use your expertise, your experience, your

ability, discipline, your record of success to make this go; and
sitting just to the left of you is a man who proves this can be done.
He runs a bank that has done this and succeeded in it. He made a
13.8 percent return on his capital last year by his policies.
We are trying to encourage bankers to try this. You will find

it works out pretty well.
Mr. MILLIGAN. I believe he made the bulk of his returns on the

transactions in his securities portfolio rather than on his loan port-
folio. Securities transactions are beside the point.
The CHAIRMAN. No, it is not. He can do both. I am not saying,

put everything in the local community. There may be situations
where you can only put in 10 or 5 percent. This bill says where
there is a local credit need, where the need is sound, that it should
be provided for.
We had Ms. Gren-wald appear a few days ago before the com-

mittee, the commissioner of banking in Massachusetts, and she
found in the lowest income census tracts there was no worse record
of delinquency than in the highest income census tracts. She has
been pushing the banks in Massachusetts to get into community
lending. They found it worked well.
Mr. MILLIGAN. That is a rare exception. Also, the banks you cite

that are not involved in their communities are the rare exception
out of the 14,000-odd commercial banks in the United States.
The CHAIRMAN. Mr. Grzywinski is the rare exception?
Mr. MILLIGAN. Not necessarily. There are a great many banks that,

if we had had the opportunity to survey, would be shown to be doing
a good job in their own areas.
The bulk of commercial banks are. There are few banks which are

really subject to the criticism you are making. I submit that with
14,300-plus banks in the United States, there will obviously be some
that will fit the category which I mentioned in my statement and
which you have mentioned in your press release, that is, which are
ignoring their communities' needs.
The CHAIRMAN. How about the two big Chicago banks that Mr.

Grzywinski mentioned? How about the pitiful inadequacy of their
investment in the neighborhoods?
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Mr. MILLIGAN. He does say that they do have $5.6 million total
credit in that area. Not $500,000. He estimates that a good percent-
age of that $5.6 million is in credit lines.
The CHAIRMAN. Do you know what percentage $5 million repre-

sents to those banks? Peanuts. It is a tiny fraction of one-tenth of
1 percent. It is nothing.
Mr. MILLIGAN. Right.
Mr. GRZYWINSKI. If I may respond, there is a lot of data in

Chicago. I do not have it here with me. I think that any objective
person would, in reviewing that data, conclude that at least in that
city that the banks, the major banks, are not investing in the old
neighborhoods from which they get deposits.
I do not have that data here. I cannot afford a staff to bring it

here. But I could make that available. It is a matter of public
record.
From time to time I have gotten into other neighborhoods around

the country. I have been in Brooklyn
' 

Hoboken, and various kinds
of places. Generally, when you talk about mortgage loans, real
estate mortgage loans that the industry makes, I am sure that
those numbers are correct.

Generally, you know as well as I know that it is much easier
and safer and more profitable to make a loan on a new home in a
new subdivision for a variety of reasons.
But that is not where the problems exist. Problems exist with

the people, neighborhoods and tax base of the old cities and old
neighborhoods. And that is where our industry should be making
its investment.
We have a public charter and public responsibility. That is not

what is happening. I wish there were no more regulation, that we
would not have to have legislation. But by and large the initiative
that is required and the initiative the industry should be taking is
not happening.
When you talk about our own earnings and how much is invested—

but the breakout, reinvestment in the South Shore neighborhood by the
major banks of Chicago, other than charge cards, is miniscule.
But two banks alone have $25 million in deposits from my neigh-

borhood. The grand total of deposits to other banks from my
neighborhood is $50 million.
Development costs money and there is no escaping that. The

problem is I am serving a predominantly black market that for all
of the reasons in our society has generally lower incomes. The
average balance in my deposit account is 60 percent of the industry
average.
I am presently a $58 million bank and I serve over 31,000 deposit

accounts. I do not know what the statistics are for your bank, but
I am sure our balance is considerably lower than your own.
That is where the problem comes in, in trying to serve those

accounts.
What we have found—by doing development work and having,

in our particular case, a charge imposed upon us by our shareholders
to do this kind of work—is that we have had to become sharper
bankers in every part of our management, including the bond
portfolio management.
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The examiners came in in June or July, and they said that for
the first time in 10 years, the trend in the bank was up. It is not
easy, but somehow we have to find ways in the industry to do this.
Mr. MILLIGAN. I wasn't criticizing what he has done. He has

done an excellent job. I'm not an expert on the Chicago situation.
And it would be improper, I would think now, for me to have any
opinion in response to your question about the First National Bank
of Chicago and Continental Illinois, and what kind of job they are
doing in Chicago.
They have been there for a long time. I submit that the problem

we are currently addressing, which is that of the central cities and
the deterioration and funneling of credits to them, is a problem;
but it is one which has been a long time in the making and is, as far
as the financial industry is concerned—I'm blanketing in the thrifts,
as well as the commercial banks—is one being addressed. If I
recall what Mr. Cooke said about what was happening in Phila-
delphia, they are doing a good job there.
The CHAIRMAN. What are we trying to do here is not to provide

for any terrible sanction or require that you make loans that aren't
sound. Every loan should be sound. We are not saying that you
should make a loan that has any greater prospect of default in the
community. All we are saying is that the job that you do in servic-
ing community needs should be taken into consideration as one
element in whether or not branching should be approved. It is a
mild proposal, it seems to me.
Mr. MILLIGAN. Yes, Mr. Chairman. I submit that social conscious-

ness has found its way into every board room or most of them.
The CHAIRMAN. I hope SO.
Mr. MILLIGAN. The bottom line is an indication of what manage-

ment has done, yes, but management can't accomplish that bottom
line unless it has a social conscience and an awareness of its own
community and serves it. Otherwise, the bread and butter of a com-
mercial institution won't come through its front door.
The CHAIRMAN. We have the appalling facts of our cities. Presi-

dent Carter was right when he said last spring in Milwaukee that
the number one problem, economic problem in this country, is our
cities. I think you would agree with me. We don't want to solve
the problem with Government money. We couldn't do it. We couldn't
do it with a Marshall plan for the cities. We have to do it with the
people who are there, people who understand the city, live in the
city, who know the economy, loan officials who understand the value
of the property, who understand what it is to require effective
discipline.
You are the people, you bankers are the people who can do the

job. You have more resources than we have in the Federal Govern-
ment. You do. The private sector is bigger. The resources of our
financial institutions are vast. Some of us in Congress are little
deceived by the notion that we can proceed and spend more and
.invest more and more, but that is a fallacy which will end up giv-
ing us inflation or an ineffective way of doing the job. This is
simply one mild constructive approach.
I hope you will reconsider this. Talk to the ABA about this.

When you say that this bill will result in not providing money to
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the northeastern parts of our country from the banking institutions,
from the banking institutions outside the Northeast, the Sun Belt
that doesn't make any sense at all. The banking institutions in the
northeastern part of our country are investing so much of their
funds abroad.
Our banking system has $250 billion invested abroad; $50 billion

to lesser development countries that are considerably more risky
than investments in local communities.
Mr. MILLIGAN. That remains to be seen. I was not referring to

the money center banks. I was thinking of Altoona, Pa., Buffalo,
upstate New York, rather than the New York metropolitan area
which I readily recognize is part of the thrust of the bill. But
certainly I would concur with you completely on your feeling
that the private sector can attack and accomplish these projects.
The CHAIRMAN. My time is up. You are not saying you would

expect the Florida banks under this bill to stop investing money
in Altoona. I don't think there is much of that going on really.
Mr. MILLIGAN. Of course not. The examples are obviously hypo-

thetical. These are possibilities and that is what we are talking
about. 'We are only projecting what the possibilities might be.
The CHAIRMAN. My problem is the flow has been the other way.

It has been from the depressed communities. You get deposits there
and then you invest in the outside thriving communities.
Mr. MILLIGAN. This is turning around.
The CHAIRMAN. We want to encourage that.
Mr. MILLIGAN. Certainly, and so does the private sector.
The CHAIRMAN. Senator Gam.
Senator GARN. Thank you, Mr. Chairman. I don't know whether

I should speak at all or not. I have had a few moments to cool off.
I would like you to know there are some members of this committee
who feel that it is the banking industry and savings and loan
industry in this country who have been responsible for building
this Government and not government. Damn it to hell, we have had 200
years of the private sector building the greatest country. There are
problems and I know a lot about them firsthand, having spent 7 years
in local government. The answer isn't more rules and regulations.
Piecemeal, we are heading for credit allocation and Government
bureaucrats sitting back here interfering with the private sector. I'm
sick and tired of the antibusiness attitude of this committee. I think
the record speaks for itself. It is constant.
You come in here; you are insulted day after day, treated rudely,

but the Kathleen O'Reillys, the Ralph Nader's have their asses
kissed every day and and told how wonderful their testimony is over
and over again, while we are building up a regulatory burden that
is going to destroy the housing industry in this country.
I get so sick and tired of it. Talk about negativism. This committee

is negative. You have a staff that is so overwhelmingly antibusiness
that—and they don't have a practical bit of experience in their
brains—every answer is: "Pass another law." I deliberately stayed
away from these hearings most of this week, so I wouldn't have an
outburst like this. I couldn't stand to come and hear Ralph Nader
over and over again representing himself as representing millions
of people.

•
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At least there are a few of us who happen to think there are
problems that do need correction, but more and more Federal regula-
tion isn't the answer to that problem. I have the greatest respect for
Senator Proxmire and his ability and intelligence. He is probably
one of the hardest working Senators in the entire U.S. Senate.
I suggest maybe his Golden Fleece Award go to this committee

for the costs it has imposed on the American consumer and not on
the financial institutions, because they have to be passed on to the con-
sumer and when we are going to get reason and balance in these
decisions, I don't know.
One of .these days I'm going to get so sick of this Senate and their

ideas of imposing more and more regulations and ignoring what
builds the greatest standard of living. I think we should look at
what we have passed in the past and make sure they work properly
and do what they were intended to do rather than continue to impose
new regulation.
I feel like going home and making as much money as I can

before I drop dead, after fighting ethics code and everything else.
I'm sorry, but after 2 years, I have had a belly full of the answer
being: "Let's push through another law in the name of consumer-
ism," and the poor consumer is getting ripped off by it.
When we start going back to a cost-benefit analysis, how much

does it cost, who pays the bill and who is going to benefit, then
maybe we will come up with answers. We are not willing to wait
for the chairman's and my bill to go through to get a neighborhood
commission and answers and analyses of past programs.
We just keep throwing in more. I apologize for getting so angry,

but I feel strongly about this. As the chairman and everybody else
knows, I'm tired of not being listened to at all. I don't know what
good it did to spend 7 years in the neighborhoods of this country and
think I have the answers when you have the groups coming into
your office and commission meetings there you are out in the trenches
and front lines. More would like to build housing. But the ridiculous
HUD that sits there with their silly rules and regulations doesn't
result in building houses, but you end up just filling out forms.
When they wise up to the fact that for 20 years, we have been
having Federal programs that haven't been producing housing,
maybe they will look the other way.
Maybe I'm totally wrong. My way hasn't been tried. I'm not

listened to at all. I apologize for my anger, but I think we are
heading for a totally regulated centralized banking system in this
country, politicized with whoever happens to be in power, although
I doubt I'll live long enough to see the Republicans control any-
thing, even the elevator operators around here.
I don't know. I happen to think we ought to have a balanced

viewpoint between the private and public sectors, rather than this
overwhelming unbelievable morass of Government and bunch of
bureaucrats that have never been out in the real world trying to
regulate and plan. Let's put Humphrey-Hawkins in and we will have
a real jewel.
The CHAIRMAN. I agree with you wholeheartedly that we should

do our best to solve these problems in the private sector.
That is what this bill is designed to do.
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This bill is designed to get the banks to do the job rather than
have the Federal Government do the job.
You and I agree that they do a better job than the Federal

Government can. They have far more expertise. They know their
neighborhood and their area.
One approach is to do nothing. They say: Let's keep things the

way they are. The profit system will enable things to work out.
Perhaps it would gradually improve.
You have the Ron Grzywinskis that show the way, perhaps.
I am trying to propose legislation that would provide some mild

incentive to persuade the banks to get into their local communities
more aggressively than they have in the past and to try the kind
of prescription that Mr. Grzywinski has indicated can be shown.
Let me ask you, Mr. Grzywinski—we have heard a great deal

from the trade associations about the lack of demand for mortgage
credit in older neighborhoods. What is your experience in the South
Shore area? Has demand materialized when you opened your doors
and said you were available to make loans or did you have to go
out and spread the word?
Mr. GRZYWINSKI. We did a lot of spreading of the word. The first

winter we were there the president of the bank and I thought we
were running an independent political campaign because we spent
two or three nights a week in parlor meetings, PTA meetings, telling
people what we were trying to do with the bank.
We tried to convince them that the neighborhood wasn't going

down.
The CHAIRMAN. You had to fight for it, sell it?
Mr. GRZYWINSKI. We had to fight for it. There is data which

shows the notion of demand is really a myth. The realtors know
where they can get the loans. The realtor is interested in making
the profit and closing that deal as quickly as he can.
If he has a prospective buyer, he will send that buyer to the

place where he is most certain he can get that loan.
I did this in Lockport when I was managing a bank in a county

that had no FHA lending in a blue collar community. I put together
a package and got all of the realtors together over lunch and told
them what we were doing, and we did more business that year than
a savings and loan that was five times our size.
People just have to know you are doing it.
The CHAIRMAN. Are creative loans more costly to service?
Mr. GRZYWINSKI. There is an inescapable cost of development.

Some loans are more expensive than others. Depending on interest
rates in the marketplace, mortgage loans may or may not be a
profitable investment.
Student loans are difficult to service even though they are in our

case 100 percent insured. We have to do the collection work and
they are difficult to service.
We do not let our installment loan people turn down an install-

ment loan until it has been reviewed by another committee at the
bank.
Small business loans, we have had a good relationship for 10 years

with the Small Business Administration. We have to go through a
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separate level, after we approve the loan. We have to take it to the
SBA and they go through the process all over again and we have
to sell them on it. That costs money. It is difficult.
We subsidize part of that cost by raising deposits from outside

our market and using the earnings from that.
If we talk about a national system, there are ways where we

should be able to develop cash-and-profit incentives so we can get
banks to do more of this.
As I said in the beginning of my testimony, this bill is a reason-

able bill and ought to be passed because I think already banks do
benefit from public policy.
While there would be additional costs involved, what we have to

create is a system by which banks have some incentive to find ways.
They should start arguing for doing away with the bureaucracies
involved.
We need a development banking system in this country, and we

don't have it.
The CHAIRMAN. You do agree in principle that a bank charter

to serve the convenience and needs of the community has some
obligation to make loans in that community?
Mr. MILLIGAN. Yes, and most banks fulfill their charters.
You will find that to be the fact in this country.
The CHAIRMAN. The three bank regulatory agencies have never

sanctioned a bank or failed to approve a branch application because
the bank was failing to meet community needs.
In the absence of sensitivity by the regulators, how can we expect

lenders to pursue this obligation to the community?
Mr. MILLIGAN. We have an excellent example of the attitude of the

regulators sitting here at the table where they said that a particular
bank might not move out of the area in which it was established
because it was serving the convenience and needs of that community
and it should stay there and continue to do so rather than move
uptown and perhaps be more profitaible to the shareholders.
The CHAIRMAN. That is a rare case.
Mr. MILLIGAN. It is very likely that it is seldom that the problem

actually arises in the consideration of a charter.
The CHAIRMAN. Don't we need to redefine convenience and needs

to make sure it includes loans and not just deposits?
Mr. MILLIGAN. Mr. Chairman, if you define the convenience and

needs clause again, you are going to circumscribe the regulatory
authorities, whereas now they have broad authority.
If you narrow down the definition

' 
then the regulators are going

to be held within the confines of that definition whereas at this point
they can, through the various powers they have, exert influence on
the financial industry, if you will, to accomplish the purposes for
which they are intended.
And I suspect that from within our own industry there is that

kind of pressure and influence which is accomplishing the purposes
that you are speaking of.
It may be painfully slow.
Maybe it needs a nudge, but it is getting a nudge. And when I

say there is social consciousness up and down the pike, if you will,
it is there and it is becoming more evident.
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The major banks have departments which devote themselves com-
pletely to this area.
The CHAIRMAN. I think you are a remarkably fine witness, and

you make a fine impression. I am sure you spoke with complete
sincerity.
What concerns me, of course, is the fact that all we are asking

to do here is that the regulatory bodies put emphasis on the record
of serving community needs, particularly with respect to loans, and
we want to take that into consideration.
It is such a mild suggestion or request. You are such a reasonable

man that it would seem to me that would appeal to you.
You agree with the general objective, although you don't agree

with our means of achieving it. You say, relax and let things take
their course; we will work our way out of it. But we see this real
problem in our cities. It is not a racial problem either. We have
many cities which are entirely white, where the housing stock is
somewhat old, and they are having a great deal of trouble.
It is a broad problem, as you know. It is a problem for residences

as well as small businesses.
Mr. MILLIGAN. The ramifications of that problem are tremendous.
They are things again to which we should be addressing ourselves,

but outside the purview of this particular hearing.
But, certainly, we feel strongly that these problems must be

addressed. They must be conquered. It can't all be done overnight,
because there isn't that much expertise.
One of the things we are concerned about is that a simple bill

will result in rather substantial set of regulations and, again, that
there will be 
The CHAIRMAN. You have good reason to be concerned about that.

We have seen that happen before. We are determined to not let that
happen again this time. What I would like to do with this legisla-
tion is to find out from the regulatory bodies what kind of regula-
tions they would have and make sure we don't repeat the mistake
made by the Congress in enacting the Real Estate Settlement Pro-
cedures Act. We had agreement with the industry. They favored the
bill and they found they had a nightmare.
I supported Senator Garn in trying to repeal that. Your bank

is a small institution, understaffed, overworked, specializing in the
kind of loans that take a great deal of staff time. You have testified
this bill should be strengthened to require a comprehensive review of
reinvestment policies and all of the others that go with it.
You don't think this will represent an intolerable paperwork

burden.
We found we made serious mistakes in the past in this committee

in enacting legislation that did that, and we don't want to do that
again.
Mr. GRZYWINSKI. It would take additional work. Our bank hold-

ing company has to file each quarter an extensive report to the
Federal Reserve Board on the holding company. There are other
regulations. Truth-in-Lending, for instance, takes time. If we wanted
to open a branch, or a drive-in facility which is all we could do in
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Illinois, it would be an additional burden. We would want to make
sure that we were interested in going into that area before doing
that.
.1 don't like it. I wish there were a better way to do it. But I

dislike the paperwork, as much as anybody else.
I don't know what the costs are. But, certainly, it costs money.

I think it should be kept as simple as it can be. But I don't know
if there is any other answer to it. I would like to add for the record
that in our dealings with the Comptroller's Office and the Fed
they have been fair and, within the extent of the regulations, quite
supportive of the work we have been doing.
In the last examination by the Comptroller's Office in June or

July of last year, we were at the end of the examination. What we
were doing in terms of reinvestment in the neighborhood, and it.
appeared as though the examiner-in-charge had a questionnaire and
he was asking questions from that questionnaire, and we had to tell
him what we were doing.
Mr. MILLIGAN. The examiners always look at the domicile of the

loans to make sure we are loaning in an area not only close to home,
but loaning in an area where we know a little about what we are
doing. That is an ongoing thing.
The CHAIRMAN. Senator Garn ?
Senator GARN. The chairman has said this committee has made

serious mistakes in the past. Maybe you could underscore that in
the record.
Second: Mr. Grzywinski, I agree with you and the chairman that

this bill by itself does not impose that big a regulatory burden. But
won't you agree with the totality of what this committee and the
Congress has done over a period of years is a massive paperwork
burden with very large costs?
For 2 years, one of the first questions I asked came at this com-

mittee. I said how much does it cost? For 2 years I have been asking
that question, and I can't get an answer from the proponents or oppo-
nents of the bills. I was on the executive side of the Government in
Utah. I couldn't make decisions without having some idea of costs.
We do it all the time without knowing. The totality concerns me.
A little bill here and a little there. It is like building the match-

stick houses. You build them for a long ways and then they collapse.
This one little bill isn't that big a deal.
Mr. GRZYWINSKI. I don't keep track of the work of the committee;

I run a bank.
Senator GARN. You must be familiar with some of the things:

Equal Credit Opportunity, Truth-in-Lending. On and on and on.
You are familiar with them. If you are not, you are violating the
laws.
Mr. GRZYWINSKI. We don't willingly violate the laws. We hope

we don't do it unwillingly. We file those reports. They take time.
Our comptroller sometimes can't do something else, because he has to
do that. When I weigh that against the needs we have in our neigh-
borhood and the kind of needs I see existing in other neighborhoods,
and when I don't see any effort on the part of other banks to take
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initiative to try to help in some way, and I don't care if they help
in my neighborhood, there are a lot of other neighborhoods—we
have 75 in Chicago to choose from—but I started out 5 years ago
believing if you could show that you could do development—I
started doing developmental lending in 1967 at another bank—
that bank has made $21 million or $22 million worth of loans and
its losses have been $100,000, I have been told. I believe if we started
doing that—I might add that that operation is profitable to the
best of my knowledge—but if we started doing that, other banks
would follow the lead.
They would say, we will get serious. Maybe under our holding

company, we may open up a development office or development
subsidiary as a couple of large banks around the country have.
However, it hasn't happened in 10 years. I thought if we started

dealing with the bank and could go into a neighborhood and turn
it around that bankers would move agressively.
And there has been movement, I agree.
Senator GARN. May I interrupt you to pursue a line of question-

ing?
I will make a statement so you know how I feel.
Redlining does exist. I may surprise you after hearing my initial

outburst. Redlining does exist.
What I disagree with, is how do we solve the problem of redlining?

Do we blame the credit unions, savings and loans, banks? Or do we
look at maybe another cause of the problem?
The consumers groups, they say damn the financial institutions,

they won't make loans. I agree with what you are saying. But how
do we stimulate what you are talking about? Do we do it by pass-
ing a law that requires people to do things, that mandates, and
assign a bureaucracy to police it, or do we look at the basic causes?
Sometimes such things have nothing to do with the ability of the

owner to pay, but any financial institution has to look at the condition
of the house that is being bought and the situation that exists in the
neighborhood.
If we could get people off septic tanks and get code enforcement

programs from the Federal Government and the chairman will tell
you that nobody has pushed harder for section 312 than I, against
two administrations and maybe now we will get $120 million this year.
You can see a situation, one mayor from Utah, in his town they

had rehabilitated 119 homes for $70,000 of state government money.
The likelihood of banks going in and saying, we can make a loan there,
now is good.
That is the point I have been trying to make for 2 years and I

have seemed to fail totally.
That is just another law, more regulations from the various

regulatory agencies will never ever solve the problem of disinvest-
ment and redlining and the problems in the inner-cities. Until we
attack the problem on a total basis, getting banks involved with
the city government and with the Federal Government all in coopera-
tion, things are not going to happen.
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You know the lead the financial institutions have taken in cities
like Baltimore.
I don't disagree with you. You know a banker can't disagree with

what I'm saying. Unless we correct some of the other problems and
cooperate you just can't pass a law and expect the financial institu-
tions to bail out the inner-cities. At the same time they have hear-
ings about problem banks and what a lousy job they are doing and
we have to stiffen the regulations because they are making poor
loans. There has to be commonsense and balance. Do you agree or
disagree?
Mr. GRZYWINSKI. Last June or July I testified before this com-

mittee on things that I thought would provide additional incentives
that would not cost the Treasury anything, using such things as
regulation Q and the dollar amount of insurance by the FSLIC and
FDIC as market incentives to encourage banks to do more in the
area of development.
You would have to create a system of measurement which would

be difficult but to have a system by which a banker is doing a
better job of development might be able to pay 51/2 and 6 percent
on savings accounts and would have a competitive edge in the
marketplace. It would be an advantage to the consumer and give
the bank a market advantage. If my depositors were insured to
$50,000 or $60,000 and First National depositors were insured only
to $40,000, there wouldn't be much paperwork involved in that.

Philosophically, we are saying the same thing.
On the other hand, I don't see that happening. It may happen

someday.
Senator GARN. My point is there, rather than just passing a law

that is going to try by legislative fiat require you to do something,
wouldn't we be better off in this Congress to encourage what I'm say-
ing? Wouldn't we be better off to put more money into community
development grants through local government, wouldn't that cost you
less in development costs and wouldn't the banking and savings and
loan industry be better able to go in and make loans in these redlined
areas if we improved the entire situation?
You can't raise one ship in the harbor. But if you raise the level

of the harbor, all of the ships come up.
Mr. GRZYWINSKI. Those things would help. I don't know what

the costs would be.
When I read the projections from the Bureau of the Budget that

there will be no new spending until 1980, I don't know where the
money is going to come from.
Senator GARN. We are going to take it out of water projects in

the West.
Mr. GRZYWINSKI. I don't know what the total work of the com-

munity is but this legislation is what, we have now.
It seems if it is passed it would be a step in the direction in

which we need to move.
Senator GARN. You are talking about deficits and I abhor them,

too.
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Look at the balance of our housing programs. We fight to get

$120 million for rehab. Would you agree that there is a tremendous
inventory and asset of good, solidly built, older homes in most of
the cities? Rehab rather than going out and building new public
housing, the billions of dollars of costs, that 15 years from now will be
falling apart—
Mr. GRZYWINSKI. I have seen two examples of remarkable re-

development activities.
Senator GARN. I tried in this committee for 2 years to reduce

some of the—not talking about increasing the total budget, but
the priorities within it, reducing the programs that don't work like
236 and to reduce conventional public housing. If you can rehabili-
tate 119 homes for $70,000 to make them livable and safe and up to
code standards that is wonderful.
Mr. GRZYWINSKI. 236 and section 8 are important pieces in the

beginning cycle of turning around a neighborhood. An area may
be too far depressed to come in with market rate and market term
loans, but if you have a strategy for a neighborhood or that partic-
ular area and come in first with a large enough segment of con-
centrated subsidized moderate income housing, then you can build
around that and begin to come in—
Senator GARN. Isn't rehab the very first step in revitalizing a

neighborhood?
Do you think $120 million is adequate in a rehab program?
Mr. GRZYWINSKI. No. We couldn't use $120 million in South

Shore, but close to it.
Senator GARN. You have made my point exactly. That is what

we have if the $50 million extra I requested is put in for the entire
country for rehab. A house in Salt Lake City, typical World War
II type, small home, elderly couple living in it, and if you start
looking at the possibilities of low income housing for them. For
$3,000 out of our funds in the city, through a rehabilitation program,
the major problem was plumbing, electrical and the furnace. It had
a wall heater that was very dangerous. With $3,000, we went in and
dug a partial basement, put in a new furnace, improved the electrical
and plumbing and they have a nice home now.
What would it have cost them to go into any other thing. I think

somebody might be willing to make a loan on that house. In the
future, when that elderly couple is gone and somebody wants to buy
that home, I bet any bank or savings and loan in Salt Lake City
will make a loan on that house and the $3,000 made it possible.
Mr. GRZYWINSKI. You can rehab many houses for between $6,000

to $8,000.
The subsidy programs, section 8 and 236, the construction costs

are coming in at $15,000 to $16,000 a unit and then you get up to
$30.000 a unit with soft costs.

Nonetheless—and I think those are expensive costs—that kind of
system has to be used as a way of priming the pump, and where
we do have subsidies, housing subsidies, where we are making large
housing expenditures, those expenditures should be made in areas
where there is non-Government subsidized development as part of
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the package. We have not used the subsidized housing packages
the way they should be used, to encourage more market activity in
that area.
Senator GARN. My time is up.
I don't think there is too much difference in our opinions.
The CHAIRMAN. Senator Gam has made an excellent argument

for our bill. I don't think he would acknowledge that but he has
The private sector does have an important role here.
I didn't think the day would come when the distinguished Senator

from Utah makes a pitch for the Government coming in and solving
these problems through Government-paid rehabilitation, through
Government actions of various kinds and not rely first on the private
sector, which is all this bill does.

44. This won't cost the Federal taxpayer a nickel. It may cost some-
thing to the banking institutions but that is something that you as
a banker can assume.
But the important thing is whether you want to solve this problem

with Government funds or with as little Government funds as
possible; if we are going to succeed, we have to enlist the private
sector.
You can provide rehabilitation too. The banks with the right kind

of incentive and encouragement will provide more and better re-
habilitation than we can ever provide in the Congress of the United
States.
You have provided rehab loans, isn't that correct?
Mr. GRZYWINSKI. Yes, sir.
The CHAIRMAN. That is what the bill is trying to achieve.
Senator GARN. May I assume that you will support in the next

housing bill greatly expanded rehabilitation and cut down on con-
ventional public housing?

All I have succeeded with all of the compliments you have paid me
is allocate $120 million out of a $450 billion budget. That's peanuts
for a conservative. Put that in the record, too.
The CHAIRMAN. I hope you will join me in my committee initia-

tives.
Senator GARN. Will you fight to keep that extra $50 million in

that I requested this year?
The CHAIRMAN. For what?
Senator GARN. Section 312.
The CHAIRMAN. $50 million isn't much for an ex-mayor from

Utah, but from a poor old country boy from Wisconsin, that is a lot.
Senator GARN. This committee has unanimously put it in.
As chairman I would expect you to follow your committee's direc-

tions as you sit on the Appropriations Committee.
The CHAIRMAN. I do whenever I agree with the committee.
Thank you, gentlemen.
Our next witness is Morris Crawford, Edward Brooks, Security

Federal Savings and Loan of Richmond, who, I understand will
give us the viewpoint of the savings and loan industry and Ms.
Kathleen Hamilton, Central West End Savings and Loan of St.
Louis.

88-032 0 - 77 - 22
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STATEMENTS OF MORRIS D. CRAWFORD, JR., CHAIRMAN OF THE
BOARD, BOWERY SAVINGS BANK, NATIONAL ASSOCIATION OF
MUTUAL SAVINGS BANKS; EDWIN BROOKS, JR., PRESIDENT,
SECURITY FEDERAL SAVINGS AND LOAN OF RICHMOND; AND
KATHLEEN O'C. HAMILTON, CENTRAL WEST END SAVINGS AND
LOAN ASSOCIATION, ST. LOUIS, MO.

Mr. CRAWFORD. Thank you, Mr. Chairman.
[Statement of Mr. Crawford follows:]

PREPARED STATEMENT OF THE NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS

Mr. Chairman and Members of the Committee, my name is Morris D. Craw-
ford, Jr., chairman of the board of the Bowery Savings Bank, New York City,
and chairman of the National Association of Mutual Savings Banks' Com-
mittee on Federal Legislation.
I am pleased to have this opportunity to discuss S. 406 the Community Re-

investment Act of 1977, introduced by Chairman Proxmire earlier this year.
As we understand the bill, its stated purpose and intended effect would be to
require the appropriate Federal supervisory agencies, in passing upon applica-
tions for new "deposit facilities," to determine whether the applicant institution
has been satisfying credit needs in areas contiguous to exiting deposit facilities.
Further, applicants would be required to set forth the porportion of consumer
deposits expected to be obtained from residents in the service area of the pro-
posed facility that would be subsequently reinvested in that service area.
Federal statutes pertinent to savings banks presently require the FDIC to

take into consideration, among other criteria, both the convenience and the
"needs" of the community in determining whether or not to act affirmatively
on applications affecting deposit facilites. For example, in order to qualify a
bank for insurance under Sec. 61 of the Federal Deposit Insurance Act, the
Board of FDIC must consider "convenience and needs of the community" as
a factor. Under Sec. 18(d) of the Act, the same criteria must also be satisfied
In order for a savings bank to establish and operate any new branch. The same
test is also found in the merger section—Section 18(c) (5) of the F.D.I.A.a
Based on existing statutes, therefore, the Federal supervisory authorities

can undoubtedly interpret "needs of the community" to include credit needs.
We have reason to believe that they do apply this interpretation from time to
time but not in all cases and not always expressly. This suggests that the
enactment of S. 406 is not strictly necessary and that its purpose might be
accomplished by administrative regulations or even by simple revision of
present forms of application.
If, however, Congress should determine that no statutory duplication would

be involved in the enactment of S. 406, we believe that some of the require-
ments set forth in the bill might be reconsidered. For example, the definition
of a bank's "primary savings service area" as "a compact area" which is
geographically "contiguous to a deposit facility" may not be entirely appropri-
ate for a branch facility located in a commercial center, a large regional
shopping area, a high-rise office building or certain metropolitan markets.
Many of these branches draw 50 percent or more of their deposits from such
widely spread geographic areas that the actual savings service area cannot
be thought of as either "compact" or "contiguous."
Further the applicant for a "deposit facility" would bear the burden of

analyzing the "credit needs" of its "primary savings service area" and pro-
posing methods for meeting "those needs." The applicant would also be re-
quired to indicate the "proportion of consumer deposits obtained from indi-
viduals residing in the primary savings service area by the deposit facility that
will be reinvested in that area." In the first instance, nowhere does the bill
provide a definition of "credit needs." Lacking such definition, the burdens of

12 U.S.C. 1816.
212 U.S.C. 1828(d).
3 12 U.S.C. 1828(c) (5).

•
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analysis of, and providing proposals for meeting, "those needs" would be
virtually insurmountable. Even assuming a reasonable conceptual definition of
"credit needs" could be provided, the mechancial problems of compliance
would be significant.
There are other aspects of the bill which might also be reviewed. For

example, Senator Proxmire, in his introductory message accompanying the
bill, pointed out that the "needs" of a community may sometimes be ignored
because of the motives of applicants who "may be interested primarily in
financing their own outside business interests" or "may wish to invest the
community's savings in far-flung ventures." This just does not apply to the
nation's mutual savings banks. Most savings banks are severely restricted or
completely prohibited by state law from the financing of business interests of
their officers or trustees or from significant investment in far-flung business
ventures. Most observers would argue that mutual savings bank support for
the national housing market through secondary market purchases of mortgage
paper on out-of-state properties or through the purchase of municipal obliga-
tions is in the national interest and helps move needed funds for public hous-
ing goals from capital surplus to capital deficient areas. The question thus
arises as to whether the proposed legislation addresses a critical problem in
the case of our specific industry.

Section 4(3) of the bill suggests that regulators encourage testimony from
community organizations at deposit facility application "hearings." Present
FDIC regulations provide for public notice of all such applications and an
opportunity to be heard for all interested parties, whether or not a formal
"hearing" is held. Because of the delays involved, we would not like to see
formal "hearings" for all such applications but it could well be that the
regulatory authorities could amend present regulations to bring this notice
more specifically to the attention of interested groups and without further
legislative direction.
While we respectfully submit that S. 406 would not add significantly to

powers that Federal supervisory authorities already have, its passage would
concern us in several other respects. The bill is obviously designed in part to
combat alleged geographic discrimination on the part of some lending institu-
tions—a practice commonly referred to as "redlining." The bill implies that
in the solution of this complex and vexing matter, there should be some sort
of relationship between where an institution receives its deposits and where
it should be investing those deposits. Granted, no such ratio is spelled out or
even required under the literal terms of the bill but we, suggest that Federal
regulatory authorities could well interpret the legislation this way.
This disturbs us for at least three reasons. First, the nature of the problem

appears to be one of perception at least as much as one of reality. In instances
where mechanisms have been established to deal with the practice, it has been
shown that these perceptions were not a reflection of actual conditions. Second,
the mutual savings bank industry has addressed this issue through its own
initiatives and finds this private approach much preferred, from a public
policy standpoint. I will expand on these points further on in my statement.
Third, we believe that any implication that there should be a specific relation-
ship between where deposits come from and where investments should be made
is too simplistic and could well be self-defeating for those who seek to encour-
age greater investment in less affluent communities. Financial intermediaries
have always moved funds from capital surplus to capital short areas. Any
unrealistic criteria for local investment of local savings could well lead (i) to
unnecessary investment in capital surplus areas, (ii) to even less investment
than at present in capital short areas, and (iii) to the location of deposit
facilities primarily in relatively affluent areas wthout sufficient regard to the
convenience of savers in less affluent areas.
It is the tradition of the mutual savings bank industry that community

needs must and shall be served, provided such service is compatible with safe
and sound banking practices. For example, we believe our industry has an
excellent record with respect to establishing special programs to encourage
investment in urban areas. What these programs have in common is that they
represent private initiative by the lending community to channel funds, fur-
nished on a voluntary basis by participating institutions, into areas that may
have previously experienced difficulty in securing mortgage finance. These pro-
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grams already exist in Boston, Pittsburgh, and Philadelphia, and a similar
program has been developed and is about to be launched in New York City. They
typically involve a "mortgage review" committee and these committees con-
sist not only of bankers, but of neighborhood represenatives as well.
It might serve to examine one of these programs in more detail. In Boston,

an Urban Mortgage Review Board was established in 1976 to review appeals
brought by rejected mortgage loan applicants. The board consists of six
members—three bankers and three neighborhood representatives. It is signifi-
cant to note that in the board's first eight months of operation, 1,603 mortgage
applications for loans on Boston properties were received by savings banks.
Of this number, 243 were denied. All 243 of the denied applicants were advised
of their right to petition the Urban Mortgage Review Board and some 30 did so.
Out of these 30 cases, there were only four where even a single member of
the board felt that location might have been a factor in the initial rejection of
the loan application. Thus, the results in Boston suggest there may be far less
"redlining" than residents of affected neighborhoods once believed to be the
case.
In reviewing the bill and allied materials, however, we were gratified to note

Senator Proxmire's words in his introductory message: "The bill is not intended
to force financial institutions into making high risk loans that would jeopardize
their safety. Indeed, the bill specifically requires that any action taken by the
bank regulators must be 'consistent with safe and sound' banking practices."
Accompanying me today are two of the leading savings bankers involved in

urban lending review programs in New York and Boston: Mr. Vincent J.
Quinn, president and chairman of The Brooklyn Savings Bank and Mr. Arthur
F. Shaw, president of the First American Bank for Savings in Boston. These
two gentlemen are far more expert than I am and would be pleased to answer
any questions of the Committee as to the operation of urban lending review
programs in fulfillment of the "needs" of the community.
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The New York Public Interest Research Group, Inc. (NYPIRG) is a
nonpartisan research and advocacy organization established, directed,
and supported by New York State college and university students.
NYPIRG's staff of lawyers, researchers, and organizers works with
students in offices in Albany, Binghamton, Brooklyn, Buffalo, Manhattan,
Queens, and Syracuse. Staff and students work at learning citizenship
skills and shaping public policy. Consumer protection, energy, fiscal
responsibility, political reform, and social justice are NYPIRG's principal
areas of concern.

ACKNOWLEDGMENT

This report would not have been possible without the dedicated
work of students at Brooklyn College who helped conceive and plan it and
were entirely responsible for researching the data. The contribution of
Andy Roth was especially important. He headed the task force of students,instructing them in the intricacies of county real estate records and making
sure that the work was done on schedule. The members of the task force
were: Barry Glickman, Barbara Kluger, Robert Levine, Susan Lyons, Maxine
Margo, Dennis Mulligan, Susan Odessky, Marc Pergament, and David Rosen. Theeffort of Eric Cohen also merits special acknowledgment. As staff projectcoordinator at the Brooklyn College Chapter of NYPIRG, he inspired and
advised the students and helped them channel their concern about urban
housing into constructive action. Richard Golden, a NYPIRG staff attorney
assigned to the Brooklyn office of NYPIRG, helped edit the report and has
testified before City and State committees investigating the problem of red-
lining.

For additional copies of this publication
($1.00) or information on bulk rates write: NYPIRG
Publications, 5 Beekman Street, New York, N.Y. 10038
(212) 349-6460

Copyright 1976 New York Public Interest Research Group, Inc. 1M120176



*

*

339

CONTENTS

Preface  i

Introduction  1

Methodology  2

Results  3

Analysis of Data  4

Brooklyn Is Redlined

Black Neighborhoods Fare Worse Than White Neighborhoods

Corroboration of Data  6

Conclusion  7

Appendices:

Table I: The Seven Banks Surveyed

Table II: Mortgages Issued During 1975

Table III: Values of Mortgages Issued

Table IV: Comparative Ranking of Banks

Map I - A to G: Postal Zone Distribution of Mortgages Aggregated
by Bank

Map II: Combined Postal Zone Distribution of Mortgages



34()

PREFACE 

Housing dominates the domestic economy of most Americans. A
house is the most expensive lifetime purchase for most people, with their
automobiles and funerals being distant seconds and thirds. For apartment
dwellers, rent is usually the greatest single monthly expense, absorbing
at least one quarter of disposable income.

As might be expected, housing has as much importance for society
as it does for individuals. Homes are so expensive that almost everyone
wno buys one must do so on credit, extended in the form of mortgage and
home improvement loans. When mortgages are not available for credit-worthy
people to buy structurally sound homes, entire neighborhoods and cities
decline. Young families with children cannot find homes and older residents
leave without being replaced. City real estate tax income declines, leading
to a diminution of school quality. Customers leave or cannot move into neigh-
borhoods and local businesses close, leading to unemployment, lower sales
taxes, decreased income tax revenues, and thus to a decline of municipal
services.

People with steady jobs, good income, and a record of credit-
worthiness cannot obtain a mortgage at all or can do so only by going to
a government or private insurance pool that charges "points", thereby inflat-
ing interest costs. Whites, who have the choice of moving to suburbs where
less expensive conventional mortgages are available, no longer move into
the inner cities. "Transition" neighborhoods, which would become racially
integrated if whites could obtain mortgages at competitive prices, instead
turn into racial ghettos.

These symptoms of credit strangulation have appeared with fright-
ening speed and intensity in New York City. Racial ghettos are spreading;
real estate tax revenue is falling; schools and municipal services are
suffering.

Credit is extended by those with money, which means, in our
society, banks. This power to extend or withhold credit has been given to
banks by their depositors. In the past, residents who deposited money
in a local savings bank could assume that their money would be used for
the community's benefit. This assumption is recognized by Congress in the
Home Mortgage Disclosure Act of 1975, which is predicated on banks' "obliga-
tions to serve the housing needs of the communities in which they are
located."

There are two kinds of banks in America: commercial and savings
banks. Commercial banks are formed by stockholders and are profit-moti-
vated. Savings banks are not required to earn more than enough to give
depositors a fair return on deposits and to cover administrative costs.

4W
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As this report shows, many Brooklyn savings banks have abdicated
their responsibility to their depositors and communities. With one hon-
orable exception, the seven banks surveyed by NYPIRG are choking the flow
oi credit in Brooklyn. They pursue profit outside their home areas and
ignore the credit needs of local residents. The withdrawal of credit affects
every neighborhood, every race, and every income group.

The red line is drawn in secret, without the knowledge of depositors
to whom these banks should be accountable. As can be seen from the metho-
dology section of this report, it was possible to obtain the facts only
after months of work by many people searching diffuse and voluminous public
records.

One of the most disheartening aspects of the redlining problem
is the infinite number of ways a bank can refuse to keep capital in a given
area. The average mortgage term may have been 25 years; it suddenly becomes
ten or 15 years, making the monthly charge prohibitive. Previously the
loans would be for 80 percent or 85 percent of the appraised value of the
house; now the loan will be for only 60 percent or 70 percent of the appraised
value. While before, the appraised value would approximately equal market val-
ue, now appraised value is only 60 percent to 70 percent of market value. Pre-
viously the mortgage would be closed when title passed; banks now begin to re-
quire completion of unnecessary repairs or redecoration prior to closing the
mortgage. Whereas previously a balloon mortgage on an apartment building
would automatically be rolled-over at termination of the term, suddenly banks
demand payment of the outstanding principal or agree to extend the loan
only at an exorbitant rate of interest. Before, the potential borrower
could apply for a loan without charge; now the bank imposes "front end"
costs such as application fees, appraisal fees, commitment fees, and closing
and attorneys fees. Whereas previously a credit-worthy purchaser could
simply assume the obligations of an existing mortgage, suddenly the bank
imposes a "due-on-sale" clause accelerating payment of the loan upon sale
of the property, which requires the property's purchaser to negotiate a new
mortgage at a higher rate of interest and with front end fee',.

Using these techniques, a bank does not have to proclaim explicitly
that an area is redlined. Once it gets the reputation for employing these
practices, potential borrowers do not even bother to apply. Without mortgage
applications, the bank can come into the public forum and say with a straight
face that demand does not exist. This report proves that demand for mort-
gages exists in Brooklyn, no matter how "mature" its neighborhoods. One of
the smallest banks surveyed recorded 722 mortgages in Brooklyn during the
most recent full calendar year -- four times the number of mortgages as the
bank with the next highest number of recorded mortgages. If the other banks,
with their far greater resources, had invested a similar proportion of their
assets, there would have been $313 million in mortgages issued; the actual
total was $40 million.

Banks take money given to them under a false assumption as to how
that money will be used. They not only do not use that money for the purpose
intended, but also actively deprive the depositors of use of the money,
much to their harm. There is a word for this conduct; it is "fraud".
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People who wish to buy a home in a redlined neighborhood are not
seeking favors or special treatment. All they ask is the opportunity to
commit the same down payment and pay the same interest as their friends in
other areas. They are denied this opportunity by people who until now have
been beyond accountability.

There are many ways to correct the situation. Public officials
can be helpful in enacting and enforcing better laws. But the surest, fastest,
and most effective solution lies in the hands of ordinary citizens. Deposi-
tors must unite to demand an accounting. Some banks are more responsive
to community needs than others. Citizens have the ultimate power. They can
put redlining banks out of business. By depositing wisely, they can make
responsible banks and their own neighborhoods flourish. NYPIRG pledges
every assistance it can render to this effort.

Donald K. Ross
Director
November l97A

•
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INTRUUCTION 

Low and middle income Americans have tr ditionally used banks
in two ways: first, as the repository of familie ' life savings; and
second, as the financer of the largest purchase m .st families ever make --
their home. These two services are closely relat_d because money depo-
sited as savings is lent in the form of home mortlage and improvement
loans. Banks thus safeguard and disburse the lending pool necessary for
continual rejuvenation of neighborhoods.

In recent years banks in many areas acriss the country, includ-
ing Brooklyn, have abandoned their role as lendin pool for local home
ouyers. Instead, they take deposits from area re idents but invest them
in other neighborhoods, nearby states, or even ot er parts of the country.
Local residents see their savings withdrawn from heir own neighborhoods
and employed for the benefit of other communities

This geographic disinvestment is called "redlining" since, in
effect, banks draw a red line around neighborhood , and refuse to make
mortgage loans within them. Redlining contribute to a downward spiral
of community abandonment, lowered property values and racially and/or
economically segregated neighborhoods.

Despite visual evidence of vast rundown neighborhoods and the
complaints of frustrated persons who unsuccessful - y sought to obtain mort-
gages (the NAACP has filed suit on behalf of black families denied access
to houses south of Avenue H), it has until now ben impossible to prove
the existence of redlining in Brooklyn. Banks refuse to let the public
know how much mortgage money they have invested a neighborhood or the
amount of deposits made by neighborhood residents The depositor/mortgage
applicant has no readily accessible source for delermining the previous
record of the bank in granting mortgages in his ov her neighborhood. How-
ever, it is possible to discover a bank's investment in a given area
through the extremely arduous process of examining public records of deeds
and mortgages.

Students working with the Brooklyn College Chapter of the New
York Public Interest Research Group, Inc. (NYPIRG) decided to make the
commitment of time and labor to examine these records. A task force of
ten Brooklyn College undergraduates resolved to answer the following ques-
tion: Are banks which received the dominant portion of their savings
deposits from Brooklyn residents investing a similar portion of these de-
Posits in mortgages or properties located in Brooklyn?"
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METHODOLOGY 

The first step was to identify those ban .s with the greatest
percentage of Brooklyn residents as depositors. T ds task was complicated
by the refusal of banks to release the relevant da.a, but it is generally
accepted in the banking industry that most of the lepositors in a particu-
lar savings bank office live close to that office. Commercial banks were
not considered because Brooklyn residents form too small a portion of
their depositors. Only savings banks with headguaters or a majority of
branches in Brooklyn were used. To insure that th , banks selected for
study were capable of major investment in Brooklyn only those with more
than $800 million in assets and a total investment in mortgages of more
than $500 million during the most recent fiscal ye'r, 1975, were chosen.
Seven savings banks meeting these criteria were ch sen for survey:*

Brooklyn Savings Bank.
The Dime Savings Bank of New York.
East New York Savings Bank.
The Greater New York Savings Bank.
Greenpoint Savings Bank.
Metropolitan Savings Bank.
Williamsburgh Savings Bank.

Every mortgage issued is recorded in the office of the county
clerk for the county in which the property is locaied. This record is public
and is usually examined by anyone thinking of buyitg a property to determine
if there are any outstanding debts on it. Informa ion on Brooklyn mortgages
is recorded in a ledger, indicating the bank grant ng the mortgage, the
property owner, the block and lot designating the iroperty location and a liber
number. The liber number is used to locate the moltgage on microfilm reels,
where the value of the mortgage is recorded as wel as the street address.
The Brooklyn College task force went to the Municipal Building in Brooklyn
and, over a period of five months, looked at the mortgage record for each of
the 9,000 blocks in Brooklyn. The students recorded data from the mortgage
ledgers for mortgages granted by the seven savings banks during calendar
1975. Using the liber numbers, they then consulted the microfilm reels to
determine the amount of the mortgage and the street address of the property.

The next step was to obtain the banks annual reports for fiscal
1975. Figures for total assets, total deposits, overall mortgage invest-
ment, annual mortgage investment, and number of branch offices were abstracted
from the reports.

The main office of Greenpoint Savings Bank is now in Flushing, Queens,
but Greenpoint was included among the surveyed banks in order to investigate
its reputation for major investment in Brooklyn.
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RESULTS 

The data obtained by the task force is summarised in the following
tables and charts.

Table I: The Seven Banks Surveyed: Locations of main offices and
Brooklyn branches; total assets as of close of fiscal year
1975.

The surveyed banks had assets varying between less than one billion
dollars (East New York and Greenpoint) to almost four billion dollars
(Dime Savings).

Table II: Mortgages issued by surveyed banks on Brooklyn properties
during calendar 1975.

Six of the seven banks invested only a token amount in Brooklyn. The
largest bank (Dime) invested little more than five million dollars.
One of the smallest banks (Greenpoint) invested almost $25 million.

Table III: Dollar value of mortgages issued on Brooklyn properties
during calendar 1975 as percentage of total value of
mortgages reported at close of 1975 fiscal year and as
percentage of total assets at close of fiscal year 1975.

Six of the banks committed less than one half of one percent of their
assets to Brooklyn during calendar 1975. The seventh (Greenpoint)
committed almost three percent.

Table IV: Comparative Ranking of Seven Savings Banks Studied. Number
of Brooklyn mortgages issued during calendar 1975; dollar
value of Brooklyn mortgages issued during calendar 1975;
percentage of total outstanding mortgages; percentage of
total assets.

The bank with the second smallest amount of assets (Greenpoint) ranks
highest by all indicia of investment in Brooklyn.

Map I - A to G: Geographic Distribution by zip code of mortgages issued
during 1975 on properties located in Brooklyn.
Separate map for each bank surveyed.

Map II: Combined geographic distribution by zip code.

The northern part of Brooklyn is mostly black and Hispanic and receives
little or no mortgage investment; the southern part is white and receives
most of what little money is committed to Brooklyn.

•
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ANALYSIS OF DATA 

Brooklyn Is Redlined 

page 4

The feature which calls for attention first is the small number
of properties involved. According to the 1976 U.S Census, there are
209,842 owner-occupied housing units in Brooklyn. The surveyed banks made
mortgage loans involving only 1,186 properties.

The next observation is that these banks, with total assets of
almost $11 billion, issued only $40 million in mortgages on Brooklyn proper-
ties in 1975. They thus committed less than one hclf of one percent of
their assets to Brooklyn.

When the banks do invest in Brooklyn mortgages, they choose the
more valuable properties. According to the 1970 census, the median value
of owner-occupied dwellings in Brooklyn was $25,400. The average amount
of a mortgage extended by the banks surveyed was $33,804 during 1975. When
a bank is asked to extend a mortgage loan, it sends an appraiser to the pro-
perty. The appraiser gives the bank his opinion as to the market value of
the house. Traditionally in New York the appraised value is conservative
and is usually 10 to 20 percent below the price agreed to by the seller
and buyer. The bank will extend a mortgage only to between seventy and
eighty percent of the appraised value, requiring the buyer to supply the
balance of the purchase price either by secondary financing or from his
or her own resources. Thus, an average mortgage value of $33,000 indicates
that the market value of the property was in the vicinity of $45 to $50
thousand.

Taken as a whole, then, the performance of these banks is deplor-
able. However, one bank consistently lent proportionately more on Brooklyn
properties. The Greenpoint Savings Bank committed 3.58 percent of its total
mortgage investment and 2.87 percent of its total assets to Brooklyn properties.
The corresponding figures for the other six banks average 0.22 percent and
0.14 percent. Even though it ranked sixth among the seven banks surveyed
in terms of total assets, Greenpoint alone issued 722 Brooklyn mortgages
in 1975 totaling $25 million in mortgages.

The record compiled by the six banks other than the Greenpoint
indicates an acute state of lethargy. Together, the six banks issued
464 mortgages in 1975 totaling $15 million compared with 722 mortgages to-
taling $25 million for Greenpoint. The combined assets of these six banks
is $10 billion. Their mortgage investments in Brooklyn represent only 15
percent of total assets. The greatest commitment of mortgage money by a single
bank among the six was only $5 million for 184 mortgages. If these banks, with
their far greater resources, had invested in Brooklyn during 1975 at the
same rate as Greenpoint, $313 million of mortgage money would have been in-
vested instead of $40 million. The performance of Greenpoint undermines any
allegations by the other banks that there is no market for mortgages in Brook-
lyn or that it would not be sound business practice to accept mortgages on
Brooklyn properties.

4
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Black Neighborhoods Fare Worse Than White Neighborhoods 

The entire borough of Brooklyn is redlined but some neighbor-
hoods suffer more than others. Study of the postal zone maps, and espe-
cially Map II, shows that the surveyed banks concentrate their mortgage
activity on the southern third of Brooklyn. The 35 mortgages made in the
Greenpoint section (zip code 11222) were all from the Greenpoint Savings
Bank and the 28 mortgages in East New York (zip code 11207) were all made
by the East New York Bank for Savings. Except for these two concentrations,
no postal zone north of Eastern Parkway received more than ten mortgages
during 1975.

This singular neglect of neighborhoods may be related to their
racial composition. The zip code 11222 area, which received the largest
number of mortgages north of Eastern Parkway, also has the largest white
population north of Eastern Parkway. Census figures are similarly sugges-
tive. Brooklyn census tract 291 is located in the Bedford-Stuyvesant
neighborhood of zip code area 11221, one of three zones to receive no mortgages.
Census tract 686 is locate, in the Mill Basin neighborhood within zip code
11234 which received the h }hest number of mortgages of all Brooklyn zones.
Tract 291 has a 97.8 perce, t black population while the black population of
tract 686 is 1.1 percent. rhe housir,,, stock in tract 291 consists of turn-of-
the-century brownstones, w, ,le the hcdsing in tract 686 is post-war suburban.

This pattern of I icial discrimination is not isolated to two census
tracts. Similar evidence ( f discrimination is available from examination of
census tracts 916 and 280. Census tr,ct 916 is located in the East New York
neighborhood within zip co, 11212, which received three mortgages in 1975.
Tract 280 is located in th, Bensonhurst neighborhood within zip code 11214,
which received 65 mortgage. in 1975. Tract 916 has a black population of
76.8 percent; the black pol ilation of tract 280 is 3.0 percent.
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CORROBORATION OF DATA 

The Office of Finance/Administration, De ,artment of the Treasury
of the City of New York has custody of millions of dollars paid into local
courts pending determination of lawsuits. The Dep rtment deposits these
funds in interest bearing accounts at savings bank located in the county
which is the site of the action.

On February 27, 1976, Commissioner Jay E Butler wrote to these
depositories, among whom are all of the seven surv.yed banks. He asked
them to disclose, among other information: the tot 1 amount of their deposits
and the amount of these deposits in New York City iffices; and the total
amount of their mortgage portfolio and the amount (f this portfolio invested
in New York City properties. These figures were r(quested as of December
31, 1974 and December 31, 1975.

Three of the surveyed banks -- Metropolitan, East New York, and
Brooklyn -- either did not reply at all or submitt(d an unresponsive letter.
Data as of December 31, 1975 from the remaining barks was as follows, calcu-
lated as percentages:

Dime Greater Greenpoint Williamsburgh
N.Y.

Deposits in New York City
offices as percentage of
total deposits.

Mortgages on New York City
property as percentage of
total mortgages. 

73% 98% 93% 81%

177 15% 61% 15%

The banks receive at least three quarter, of their deposits from New York City
offices, but place fewer than one fifth of their mortgages on New York City
property. Again, the one exception is Greenpoint.

These figures, supplied by the banks themselves, and for the first
time making public data on the relation between deposits and mortgages,
confirm the trend identified by the NYPIRG task force. Brooklyn-based banks
are investing a negligible proportion of their assets in Brooklyn. This
fact becomes even clearer when one notes that the figures submitted by the
banks to Finance/Administration represented their total portfolio. The
trend away from Brooklyn must have been going on for some time if only 15
percent of a bank's mortgage portfolio remains there.

We still have no comprehensive data showing where the banks are
investing our money. Naturally, the banks themselves do not release this
;nformation.
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One indication of what is going on, however, is the fact that,
according to the December 4, 1975 issue ef "Southee.st Real Estate News",
the Williamsburgh Savings Bank committed five million dollars to the General
Development Corporation of Miami as financing for 200 residential properties.
This one loan far outweighed the less than two million dollars Williamsburgh
committed to mortgages on 67 properties located in Brooklyn during all of
1975.

CONCLUSION

The Brooklyn College NYPIRG task force bejan this study with the
following question: Are banks which receive the dominant portion of their
savings deposits from Brooklyn residents investing a similar portion of
these deposits in mortgages on properties located in Brooklyn?" For six
of the seven surveyed banks, the answer must be a resounding "No!" Only
the Greenpoint Savings Bank has returned more than a negligible portion of
its deposits to Brooklyn in the form of mortgage iniestment.

All seven of the banks surveyed have discriminated against the
black population of Brooklyn by channeling mortgage money to those neighbor-
hoods that are predominantly white.

Banks do not publish in their annual reports or publicity literature
figures which would tell depositors where their money in invested. The banks'
attitude has been: All you should worry about is the rate of interest."
Depositors concerned about their neighborhoods should care about more than
that.

NYPIRG has published this report as an aid to residents of Brooklyn.
Armed with the information contained here, depositors can either demand
greater investment in redlined areas by their savings banks or transfer
their accounts to more responsible banks.

Public officials can also help. They can place public money in
banks which are responsive to community needs. They can enact statutes
prohibiting discrimination against credit-worthy people on the ground of loca-
tion of the property just as discrimination because of race, national origin,
religion, or gender is now prohibited. They can demand that banks release
complete data on the source of their deposits and the beneficiaries of
their credit.

The problem of redlining can be solved in many ways. The important
thing is to begin.

88-032 0 - 77 - 23
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Mr. CRAWFORD. My name is Morris D. Crawford, Jr., chairman
of the board of The Bowery Savings Bank of New York City, and
chairman of the National Association of Mutual Savings Banks'
committee on Federal legislation.
I would be happy to respond to your questions.
However, I would like to say with particular reference to mort-

gage review boards, I have accompanying me today two of the
leading savings bankers involved in urban lending programs in
New York and Boston.
Vincent J. Quinn, president and chairman of the board of Brook-

lyn Savings Bank and Arthur F. Shaw, president of the First
American Bank for Savings in Boston.
They would be happy to answer the questions of the committee

as to the operation of urban lending review programs in fulfilling
community need.
Thank you.
Mr. BROOKS. Thank you, Mr. Chairman.
My name is Edwin Brooks.
I am president of the Security Federal Savings and Loan Associa-

tion of Richmond, Va., and I appear today as legislative policy
committee vice chairman of the U.S. League of Savings Associations.
The U.S. League 'appreciates this opportunity to present its views

on S. 406, the Community Reinvestment Act.
In the interest of time, I have cut my statement down, but I would

like to file my complete statement for the record.
The CHAIRMAN. I appreciate that, and it will be printed in full

in the record.
Mr. BROOKS. As you know, savings and loan associations are

established to serve the thrift and home ownership needs of the
American public.
Over 90 percent of the investments by our institutions are in

residential real estate, and close to 80 percent are in single-family
home loans.
One result of this specialization has been that our institutions

originated four out of every five mortgage loans in our country
during much of the past 2 years.
Another result has been to make our institutions targets for

community groups and others who allege that our investment
practices cause neighborhood disinvestment and urban decay.
The 94th Congress responded by passing the Home Mortgage

Disclosure Act.
We view the legislation under consideration today, the Community

Reinvestment Act, as a continuation of that approach, and my com-
ments will reflect many of the same reservations we expressed two
years ago.

First, some regulatory considerations:
The introductory statement for S. 406, reprinted in the January

24 Congressional Record, states:
The credit needs of the locality and the applioants capacity to service these

needs—have been almost ignored by the regulatory agencies.

While we cannot speak for other depository institutions the
savings and loan associations under the jurisdiction of the Federal
Home Loan Bank Board would take issue with this statement.
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The Board can, and does, place a burden upon the applicant to
justify the credit needs of the community to be served.
If the purpose of S. 406 is to increase the documentation which

already accompanies these types of applications we would note
that S. & L. applicants already shoulder a significant paperwork
burden.
Adding to this burden implies processing delays for obtaining

approval or denial of these facilities—and resulting delays in serving
the public.
An even more troublesome problem is presented by the periodic

report requirement of Section 4.
That language calls for periodic reports concerning the amount

of consumer deposits obtained from and the amount of credit
extended in the institutions' primary savings service areas and
making such reports available to the public.
In the first place, this recordkeeping appears to duplicate the

Home Mortgage Disclosure Act for institutions with home or branch
offices in SMSA's.
We strongly recommend that the Congress await the results of

the March 31 reporting date under HMDA, the first to use census
tract coding, before universally imposing any new reporting re-
quirement for home loan activity.
Furthermore, the collection and distribution of savings data, as

called for in S. 406, raises serious questions of privacy and potential
abuse—for institutions and for our depositor customers.
The committee wisely rejected such a provision in the HMDA

2 years ago, and we urge you to do so again.
As we testified at that time, periodic disclosure of areas of high

savings concentration would provide a "gold mine" of information
which would not only be of interest to competing institutions, but
could attract the attention of door-to-door salesmen, direct mail
advertisers, and so forth.
In sum, the periodic reporting section of this bill would be an

administrative nightmare for larger savings and loans with many
branch office locations, and such costly requirements would dis-
courage smaller institutions from expanding to meet their com-
munity's needs.
S. 406 raises another regulatory issue. Branching approvals by

FSLIC-insured, State-chartered savings and loan associations have
heretofore been determined solely by the appropriate State regula-
tory agency.
To impose a review at the Federal level of these branching de-

cisions by State authorities would certainly constitute a fundamental
change in our regulatory structure, and intrude upon State sover-
eignty.
We would also note that the Subcommittee on Financial Institu-

tions of this committee recently received testimony on the Interim
Report of the National Commission on Electronic Fund Transfers.
The recommendations of that report regarding terminal place-

ment are effectively preempted by the requirements contained in
S. 406.
We also have problems with the proposition that new applications

should be tested by an applicant's "past record" in meeting com-
munity credit needs.
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Neighborhoods and communities change—and regulatory agencies
must be given some flexibility in permitting institutions which, as
a sound business decision, seek to respond to that change.
With the increased regulatory restraint proposed in this legisla-

tion, few institutions would seek to locate offices in any areas except
those with the most favorable possibilities for future mortgage
loan demand.
Thus, established neighborhoods, business districts, and industrial

locations would be more poorly served as a result.
Won't one of the consequences of the "past record" criteria be to

encourage institutions to close down service locations in marginal
investment areas if it will prevent them from applying for more
profitable locations?
Or, do we really want to penalize an institution located in an

area which becomes blighted—due to factors beyond its control—
by denying it an opportunity to relocate?
In short, we question whether the penalty of denying new services

to the community is justified by previous credit performance at ex-
isting locations.
I would now like to discuss briefly some economic considerations

of the Community Reinvestment Act.
We need to have branches to get the money which supports our

home lending activity. If savings and loan associations are denied
convenience locations for attracting savings customers—for example,
in an established neighborhood of high-rise apartments with little
need for additional mortgage credit—those potential customers
will move their deposits to some other kind of institution or market
instrument. The housing market will pay the price.
On a local level, the markets for savings and for loans are dis-

tinct and separate. They cannot be linked as S. 406 suggests. Loans
may be needed by younger families in bedroom neighborhoods and
suburbs; savings may be available in downtown locations near
jobs or in retirement communities.

Parenthetically, I would like to say at this point Mr. Elbert
Stuart, who is president of the Berkely Savings & Laon Association
in Norfolk, Va., which is a minority association, is here on his own
initiative this morning. He has expressed to me, when he heard I
was testifying, his concern about this bill.
He has stated that if you wish, he would be happy to answer any

of your questions relative to this matter or he would be most
happy to consult with your staff or the staff of any of the members
of the committee at a later time.
The CHAIRMAN. Very good.
Mr. BROOKS. Continuing with the testimony: Further, it is our

observation that savings flows do not necessarily coincide with
mortgage loan demand.
One example might be the situation in the Great Plains States

where bumper crops have led to fast savings growth, but there is
little or no population growth creating mortgage loan demand.
These institutions buy loans and participations in loans originated

in the urban centers, thus moving their excess funds efficiently to
areas where they are needed for housing city families.
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The . movement of funds from capital surplus to capital short
areas is, as your committee heard last fall, the purpose of the
secondary market facilities.
The Community Reinvestment Act erects new barriers to this

movement of capital. It is potentially destructive to the secondary
markets.
We also take exception to the notion that our credit practices

initiate neighborhood decline.
There are many, many factors besides lending decisions which

contribute to urban decay—poor municipal services, code enforce-
ment, local tax policies, educational facilities, transportation, job
opportunities, et cetera.
What is often needed is a total community effort to arrest urban

decay and revitalize neighborhoods.
As you know, savings associations are financial "intermediaries."

We invest other people's money.
We must do so in a prudent and safe manner, not only for the

protection of our depositors, but for the protection of the Federal
Savings & Loan Insurance Corp.
We, therefore, cannot ignore risk in our lending decisions.
In this regard, the U.S. League has commissioned a study by

two former governors of the Federal Reserve Board, Andrew
Brimmer and Sherman Maisel, to isolate urban lending "risk" from
noneconomic factors—such as racial discrimination—and to quantify
risk in urban residential lending situations.
We will share this material when completed.
The CHAIRMAN. We have the highest respect for Governor Maisel

and Governor Brommer. We would like to get that.
Thank you.
Mr. BROOKS. In our view what is needed is a program of incentives

to private sector financial institutions to encourage them to tackle
the higher risks inherent in inner-city lending.
Together with the Federal Home Loan Bank Board staff, we

have explored a shared-risk insurance plan for conventional home
loans introduced as H.R. 15407 in the last Congress.
The concept involves establishment of an insurance fund to appor-

tion the risk of loss on an 80/20 basis with originating lenders.
Properties in areas determined—perhaps by HMDA data—to

have insufficient loan activity would be eligible for these conventional
mortgages.
Lenders would retain their share of the risk—and their commit-

ment to the neighborhood—throughout the life of the loan.
The FHA's experimental section 244 coinsurance program and

the Farmers Home Administration's new guaranteed single-family
home loan program are similar concepts which,. I understand, are
under review by your Housing and Rural Housing Subcommittees.
We would welcome further congressional consideration of these

various loan programs.
All of these incentives' approaches to lending in higher risk

situations merit careful review. They provide "loans, not lists" for
the home-buying public.
The coverage of S. 406 is limited to those providers of credit under

the jurisdiction of Federal financial supervisory agencies.

88-032 0 - 77 - 24
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In the area of mortgage finance, of immediate concern to us, theCommunity Reinvestment Act would not apply to mortgage bankers,insurance companies, pension funds, finance companies, and, underthe terms of the bill, credit unions.
Under the Home Mortgage Disclosure Act, the U.S. League ofSavings Associations has been helpful by supplying coding guides,and so forth, for each standard metropolitan statistical area.The U.S. League of Savings Associations has also been helpfulin encouraging the neighborhood housing services program under-way in more than 30 cities.
I believe the members of this committee visited an NHS project inBaltimore recently.
We are also encouraging the establishment of mortgage reviewboards around the country to provide appeals procedures for re-jected loan applicants.
The Milwaukee area mortgage opportunity plan in your homeState, Mr. Chairman, has served as a prototype for development ofmortgage review panels in other cities.
These activities and others within the housing and communitydevelopment jurisdiction of your committee promise far more in theway of meeting community credit needs than does the CommunityReinvestment Act, S. 406.
I appreciate this opportunity to testify and invite your questions.[Complete statement of Mr. Brooks follows:]

PREPARED STATEMENT OF EDWIN BROOKS, JR.
Mr. Chairman: My name is Edwin Brooks, Jr. I am President of SecurityFederal Savings and Loan Association of Richmond, Va., and appear today asLegislative Policy Committee Vice-Chairman of the United States League ofSavings Associations.* The U.S. League appreciates this opportunity to pre-sent its views on S. 406, the Community Reinvestment Act.
As you know, savings and loan associations are established to serve thethrift and home ownership needs of the American public. Over 90% of theinvestments by our institutions are in residential real estate, and close to 80%are in single-family home loans. One result of this specializaton has been thatour institutions originated 4 out of every 5 mortgage loans in our countryduring much of the past two years. Another result has been to make ourinsititutions "targets" for community groups and others who allege thatour investment practices cause neighborhood disinvestment and urban decay.The 94th Congress responded by passing the Home Mortgage Disclosure Act.We view the legislation under consideration today, the Community Reinvest-ment Act, as a continuation of that approach, and my comments will reflectmany of the same reservations we expressed two years ago.
Before addressing these concerns, Mr. Chairman, I would note that under therules of the Committee our written statement is submitted 48 hours in advanceof presentation; it is difficult to anticipate the comments, constructive andotherwise, which the Committee will receive at their Wednesday and Thurs-day hearings. Thus, I would appreciate an opportunity to amplify upon theseprinted remarks during our oral testimony on Friday.

* The United States League of Savings Associations (formerly the United StatesSavings and Loan League) has a membership of 4,600 savings and loan associations,representing over 98% of the assets of the savings and loan business. League member-ship includes all types of associations—Federal and state-chartered, insured anduninsured, stack and mutual. The principal officers are: John Hardin, President,Rock Hill, South Carolina; Stuart Davis, Vice President, Beverly Hills, California;Lloyd Bowles, Legislative Chairman, Dallas, Texas; Norman Strunk, Executive VicePresident, Chicago, Illinois. Arthur Edgeworth, Director—Washington Operations; andGlen Troop, Legislative Director. League headquarters are at 111 E. Wacker Drive,Chicago, Illinois 60601; and the Washington Office is located at 1709 New York Avenue,N.W., Washington, D.C. 20006; Telephone: (202) 785-9150.

*-1
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REGULATORY CONSIDERATIONS

The introductory statement for S. 406, reprinted In the January 24 Con-
gregsional Record, states: "The credit needs of the locality and the applicants'
capacity to service these needs—have been almost ignored by the regulatory
agencies." While we cannot speak for other depository institutions, the sav-
ings and loan associations under the jurisdiction of the Federal Home Loan
Bank Board would take issue with that statement. We assume that this
observation applies primarily to applications for branches and remote termi-
nals, new charters, and insurance-of-accounts coverage. In these cases, the
Board can and does place a heavy burden upon the applicant to justify the
credit needs of the community to be served.
If the purpose of S. 406 is to increase the documentation which already

accompanies these types of applications, we would note that S&L applicants
already shoulder a significant paperwork burden. Adding to this burden im-
plies processing delays for obtaining approval or denial of these facilities—
and resulting delays in serving the public.
An even more troublesome problem is presented by the periodic report re-

quirement of Section 4. That language calls for periodic reports "concerning
the amount of consumer deposits obtained from and the amount of credit
extended in the institutions' primary savings service areas and making such
reports available to the public." In the first place, this record-keeping appears
to duplicate the Home Mortgage Disclosure Act for institutions with home or
branch offices in SMSAs. We strongly recommend that the Congress await the
results of the March 31 reporting date under HMDA, the first to use census
tract coding, before universally imposing any new reporting requirement for
loan activity. Furthermore, the collection and distribution of savings data,
as called for in S. 406, raises serious questions of privacy and potential abuse—
for institutions and for our depositor customer. The Committee wisely re-
jected such a provision in the HMDA two years ago and we urge you to do
so again. As we testified at that time, periodic disclosure of areas of high
savings concentration provide a "gold mine" of information which would not
only be of interest to competing institutions, but could attract the attention of
door-to-door salesmen, direct mail advertisers and so forth. In sum, the
periodic reporting section of this bill would be an administrative nightmare
for larger savings and loans with many branch office locations. Such costly
requirements would discourage smaller institutions from expanding to meet
their community's needs.

S. 406 raises another regulatory issue. Branching approvals by FSLIC-
insured, state-chartered savings and loan associations have heretofore been
determined solely by the appropriate state regulatory agency. To impose a
review at the Federal level of these branching decisions by state authorities
would certainly constitute a fundamental change in our regulatory structure,
and intrude upon state sovereignty. We would also note that the Subcom-
mittee on Financial Institutions of this Committee recently received testi-
mony on the Interim Report of the National Commission on Electronic Fund
Transfers; the recommendations of that report regarding terminal place-
ment are effectively preempted by the requirements contained in S. 406.
We also have problems with the proposition that new applications should be

tested by an applicant's "past record" in meeting community credit needs.
• Neighborhoods and communities change—and regulatory agencies must be

given some flexibility in permitting institutions which, as a sound business
decision, seek to respond to that change. With the increased regulatory re-
straint proposed in this legislation, few institutions would seek to locate offices
in any areas except those with the most favorable possibilities for future
mortgage loan demand. Thus, established neighborhoods, business districts
and industrial locations would be more poorly served as a result. Won't one of
the consequences of the "past record" criteria be to encourage institutions to
close down service locations in marginal investment areas if it will prevent
them from applying for more profitable locations? Or, do we really want to
penalize an institution located in an area which becomes blighted—due to
factors beyond its control—by denying it an opportunity to relocate? In short,
we question whether the penalty of denying new services to the community
is justified by previous credit performance at existing locations.
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Before leaving the regulatory considerations we would note that theproceedings at the Federal Home Loan Bank Board and at the District FederalHome Loan Banks already encourage "community, consumer or similarorganizations to present testimony" on applications.

ECONOMIC CONSIDERATIONS

I would now like to discuss briefly some economic considerations of theCommunity Reinvestment Act.
In 1975, the League commissioned Booz, Allen, Hamilton to study consumerservice strategies for savings associations. Their report emphasized the im-portance of convenience locations to attract savings. We need to have branchesto get the money which supports our home lending activity. If savings and loanassociations are denied convenience locations for attracting savings customers—for example in an established neighborhood of high-rise apartments with littleneed for additional mortgage credit—those potential customers will move theirdeposits to some other kind of institution or market instrument. The housingmarket will pay the price.
On a local level, the markets for savings and for loans are distinct andseparate. They cannot be linked as S. 406 suggests. Loans may be needed byyounger families in bedroom neighborhoods and suburbs; savings may beavailable in downtown locations near jobs or in retirement communities.Further, it is our observation that savings flows do not necessarily coincidewith mortgage loan demand. One example would be the recent recessionary

period when consumer uncertainty led not only to high personal savingslevels, but also to hesitancy to make such significant purchases as new homes.Another example might be the situation in the Great Plains States wherebumper crops have led to fast savings growth, but there is little .or no popula-tion growth creating mortgage loan demand. These institutions buy loans andparticipations in loans originated in the urban centers, thus moving theirexcess funds efficiently to areas where they are needed for housing cityfamilies.
The movement of funds from capital surplus to capital short areas is, asyour Committee heard last fall, the purpose of the secondary market facilities.The Community Reinvestment Act erects new barriers to this movement ofcapital. In our view, it is potentially destructive to the secondary markets—which provide a cushion for the swings in the economy which have been sucha problem for housing in the past. As suggested by the example above,secondary market activity can play a helpful role in revitalization of our

nation's urban areas, too. Placing undue emphasis on an institution's overall
community lending record is inefficient in economic terms and could be agreat disservice to many communities.
We also take exception to the notion that our credit practices initiate neigh-

borhood decline. There are many, many factors besides lending decisions whichcontribute to urban decay—poor municipal services, code enforcement, local
tax policies, educational facilities, transportation, job opportunities, etc. What
is often needed is a total community effort to arrest urban decay and revitalize
neighborhoods.
As you know, savings associations are financial "intermediaries". We invest

other people's money. We must do so in a prudent and safe manner, not only
for the protection of our depositors, but for the protection of the Federal
Savings and Loan Insurance Corporation. We, therefore, cannot ignore risk
in our lending decisions. In this regard, the U.S. League has commissioned a
study by two former Governors of the Federal Reserve Board, Andrew Brim-
mer and Sherman Maisel to isolate urban lending "risk" from non-economic
factors (such as racial discrimination) and quantify risk in urban residential
lending situations. Their studies are not yet complete; however, their pre-
liminary findings show that risks are typically higher in older neighborhoods
in larger, rather than smaller cities, and, not surprisingly, neighborhoods of
higher incomes represent lower credit risks. We will certainly share this
material with the Committee when completed.
In our view, what is needed is a program of incentives to private sector

financial institutions to encourage them to tackle the higher risks inherent in
inner-city lending. Together with the Federal Home Loan Bank Board staff,
we have explored a shared-risk insurance plan for conventional home loans intro-



360

duced as H.R. 15407 in the last Congress. The concept involves establishment
of an insurance fund to apportion the risk of loss on an 80/20 basis with
originating lenders. Properties in areas determined (perhaps by the HMDA
data) •to have insufficient loan activity would be eligible for these conventional
mortgages. Lenders would retain their share of the risk—and their commit-
ment to the neighborhood—Ahroughout the life of the loan. The FHA's ex-
perimental Section 244 co-insurance program and the Farmers Home Adminis-
tration's new guaranteed single-family home loan program are similar con-
cepts which, I understand, are under review by your Housing and Rural
Housing Subcommittees. We would welcome further Congressional considera-
tion of these various loan programs. All of these incentives' approaches to
lending in higher risk situations merit careful review. They provide "loans

4 not lists" for the home-buying public.

PO

COVERAGE
The coverage of S. 406 is limited to those providers of credit under the

jurisdiction of Federal financial supervisory agencies. As the introductory
statement noted, this excludes close to half of the total credit extended in the
U.S. In the area of mortgage finance, of immediate concern to us, the Com-
munity Reinvestment Act would not apply to mortgage bankers, insurance
companies, finance companies, and, under the terms of the bill, credit unions—
which could become a growing factor when H.R. 3365, now in Conference,
becomes law.

WHAT S&LS ARE DOING
We are not unmindful of the criticism of inadequate savings association

performance in a number of our major cities. The U.S. League has endeavored
to provide its members with the most accurate material available with which
to comply with the Home Mortgage Disclosure Act. Through arrangements
made with the Reuben H. Donnelly Corporation of Chicago, we have produced
specially-designed Census Address Coding Guides for each Standard Metro-
politan Statistical Area. These guides, in use not only in our business but in
commercial banks as well, assure the best compliance achievable for the 1976
data.. (March 31, as mentioned previously, is the first compliance date utilizing
census tract recording.) While the HMDA may have improved responsiveness
of financial institutions to community housing needs in some isolated locations,
we would repeat our judgment that the exercise has been time-consuming,
costly and unproductive for the vast majority of depository institutions located
in SMSAs across the nation where "redlining" is not considered a problem.

Savings associations have also responded through their participation in the
Neighborhood Housing Services program now underway in more than 30
cities. Members of this Committee and staff, I understand, have toured the
Baltimore NHS project and are acquainted with this innovative and coordin-
ated approach to stabilizing urban neighborhoods.
We are also encouraging the establishment of mortgage review boards around

the country to provide appeals procedures for rejected loan applicants. The
Milwaukee Area Mortgage Opportunity Plan in your home state, Mr. Chair-
man, has served as a prototype for development of mortgage review panels in
other cities.
These activities and others within the housing and community development

jurisdiction of your Committee promise far more in the way of meeting
community credit needs than does the Community Reinvestment Act, S. 406.
I appreciate this opportunity to testify and invite your questions.

The CHAIRMAN. Thank you very much.
Ms. Hamilton?
Ms. HAMILTON. Mr. Scatizzi and I are happy to be here on behalf

of our group.
The CHAIRMAN. We didn't anticipate that there would be two of

you.
If you can abbreviate your statements, we would appreciate it.
Mr. SCATIZZI. I am Thomas A. Scatizzi.
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The type of community-oriented financial institutions which areenvisioned in the Community Reinvestment Act is what we havebeen through. We have fulfilled all of the provisions of this actin the last 2 years that we have been putting this thing together,unknowing to us that this act would be produced.
We determined a primary service area. We established the amountof savings capital that would be available to a neighborhood savingsand loan association. We attempted to outline a program concerningcommunity needs. It has been exciting.
The commmunity support we have received has been terrific. Thetype of institution we envision would be one operating in theneighborhood, drawing its resources from the neighborhood, pro-viding a base for reinvestment of resources drawn from that areaback into those specific neighborhoods.
We are also concerned residents of a large American city. Wesaw the demise—we saw the lack of lending opportunities. We trynot to take the industry to task too greatly, because basically wefeel if this was due to a lack of understanding by the industry: Iwould be hesitant to lend someone else's money in an area whichI did not understand. We appreciate this. This is why we feelcommunity-oriented and controlled financial institutions such as areenvisioned in this bill are a cornerstone in this country, as savingsand loans and banks have been throughout the history of thisnation.
They have provided the resources that brought our country to thelevel it is at now. We are heartened by the fact that it is not aregulatory measure. Its purpose is to encourage a national policywhich we feel is a policy, is a program that the savings and loanand banking industries can live with and can function and operatewithin.
And we feel that by identity of one with the other that they canbe successful in isolating these profitable lending opportunitieswithin the area, with a critical element of local control.
In closing, one other remark I would like to make is, as theother witnesses have stated, the reporting requirements of the act,and I am familiar with the reporting requirements for banks andsavings and loans, if care could be taken not to duplicate and makethem as minimal as possible in order to accomplish the goals of the

act because these can be burdensome and difficult to financial
institutions.
Thank you.
I will defer to Ms. Hamilton.
Ms. HAMILTON. I am Kathleen Hamilton and I am one of theincorporators of the proposed Central West End Savings and

Loan Association located in St. Louis, Mo.
This was an area neighborhood hit by real estate blight. Our

institution will be controlled by area residents and. businessmen
who are committed to the neighborhood and sensitive to its need.
As stated in the Congressional Record on February 24, a financial

institution's investment in the community in which it is located
often involves less risk because of the lender's firsthand knowledge
of the community.
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We believe community support is critical for a community-oriented
financial institution since active community groups are major
cornerstones of the life of an urban neighborhood and are a valuable
resource for a lending institution with community commitments.
I would like to emphasize section 4, part 3 of this bill, directing

such lending institutions to demonstrate community support.
There is a continuing, and mutually enriching need for communi-

cation and cooperation between a local financial institution such as
the savings and loan association and various commmunity groups
that are the cornerstone of that area's life and continued growth.
We feel this Community Reinvestment Act is vital to the survival

of the cities by focusing on serving the housing needs of the
neighborhood and reinvesting a certain amount of its deposits to
assure continued growth of that neighborhood which is a major
deposit resource.
An important element of the success of such financial institutions

is outlined in your bill and is seen in our proposed savings and loan
association, through control of area residents and businessmen who
have commitments to the area and understand its needs.
We feel this act can be a major contribution to the continued

growth of healthy urban neighborhoods.
Thank you.
The CHAIRMAN. Thank you very much.
Thank you for doing such a fine job of making your statement

concise. We appreciate it.
[Complete statements follow:]



372

TESTIMONY FOR
THE COMMUNITY REINVESTMENT ACT, SENATE BILL 406

SENATOR WILLIAM PROXMIRE, CHAIRMAN
COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS
MARCH 25, 1977
DIRKSEN SENATE OFFICE BUILDING, ROOM 5302
WASHINGTON, D.C.

CRITICAL IMPORTANCE OF COMMUNITY SUPPORT IN FINANCIAL
INSTITUTIONS SERVICING A PARTICULAR NEIGHBORHOOD.

Presented by:

Kathleen O'C. Hamilton
Member
Board of Incorporators
Central West End Savings and Loan
Association, St. Louis, Missouri -
Proposed

6252 Westminster Place
St. Louis, Missouri 63130
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TESTIMONY PRESENTED BY THE INCORPORATORS OF THE PROPOSED CENTRAL

WEST END SAVINGS AND LOAN ASSOCIATION, ST. LOUIS, MISSOURI,

CONCERNING THE CRITICAL IMPORTANCE OF COMMUNITY SUPPORT IN

FINANCIAL INSTITUTIONS SERVICING A PARTICULAR NEIGHBORHOOD.

TESTIMONY FOR THE COMMUNITY REINVESTMENT ACT, SENATE BILL 406

SENATOR WILLIAM PROXMIRE, CHAIRMAN
COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS
MARCH 25, 1977
DIRKSEN SENATE OFFICE BUILDING, ROOM 5302

WASHINGTON, D.C.

Senator Proxmire and Distinguished Members of the Senate

Committee on Banking, Housing, and Urban Affairs, we are very

pleased to be able to testify to you and your committee on

behalf of the Community Reinvestment Act, S. 406, and thank you

for this opportunity. We feel that our proposed savings and

loan association, The Central West End Savings and Loan Assoc-

iation, is an explicit example of what your bill, The Community

Reinvestment Act, is seeking to accomplish in encouraging lending

institutions to be aware and supportive of the needs of the

community in which it is located. Our proposed institution will

be controlled by area residents and businessmen who are committed

to the neighborhood and sensitive to, and knowledgeable of, its

needs. We believe that community support is critical for a

community-oriented financial institution since community groups

are a major cornerstone of the life of an urban neighborhood.

Such groups can literally bring back to life a dying and decaying

area; and are an invaluable resource for a lending institution

with particular community commitments such as are outlined in

your bill.

I feel this statement is best illustrated by a brief re-

counting of the revitalization of our west end community of

(
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St. Louis, whose rebirth is largely due to the dedicated involve-

ment and spirit engendered by the formation of community groups

to buttress and promote the area.

The central west end community of the City of St. Louis is

a racially mixed neighborhood, located in the central corridor

of the city which includes the site of the 1904 St. Louis World's

Fair. As a lifelong resident of the west end in the specific

Skinker-DeBaliviere area, I have come to firmly believe that

thriving neighborhoods, with their own loyalty and personal

identity, are key answers to the salvation of the city. The

central west end of St. Louis is such a neighborhood community.

My husband and I bought our first home in the Skinker-DeBaliviere

area of this community in 1966 when there was apparent evidence

of neighborhood decline through migration to the suburbs,

deteriorating buildings, rising crime, growth of real estate

speculators, the abuse of the "235" housing financing program,

abandonment of houses, and the practice of "redlining" certain

areas for excessive insurance premiums and a lack of home loans.

But the housing stock that was and is available in the magnificent,

spacious, older homes, many in need of restoration, but offering

a lifestyle and heritage that could not be built, along with

the reasonable cost of such residences, outweighed the obvious

liabilities. Financing of such homes was particularly frustrating

in that lending institutions were unfamiliar with the area and

were reluctant to invest their resources in such neighborhoods.

We moved into this community when the demise of the area had

been accelerating since the late 1950's. But the influx of

dedicated, new homeowners, coupled with the commitment and

belief in the area by residents that had remained, prevented a
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further downward spiral. I feel this upturn was directly

motivated by the mobilization and beginning of community groups

forming an encouraging and intense community spirit, and loyally

promoting the area.

Our proposed Central West End Savings and Loan Association is

a natural outgrowth of such community groups. The central west

end urban community of St. Louis could not have been designed

more effectively to be an example of an area that can meet the

requirements of The Community Reinvestment Act.

The plan of restoration and attack on neighborhood blight,

rising crime, and declining home values, was directed by a core

of home owners who persevered in obtaining financing for home

mortgages, and home remodeling at incredible obstacles. By form-

ing effective and aggressive community groups, focus was con-

centrated on three areas: promotion of the neighborhood to

encourage people not only to be actively aware of this west end

community, but to purchase homes and move in and be a part of it;

crime reduction of the area; and political impact to effect a

positive change.

The promotion and stabilization of neighborhood real estate

activity began in the late 1960's and early 1970's. The Skinker-

DeBaliviere Council was established in March, 1966, as a co-operative

effort of three local neighborhood residential organizations,

three area Churches, and Washington University, which is located

within the area. Its purpose is to work together as aforce to

maintain and develop a healthy, urban community to benefit present

and future residents. In 1969, the Skinker-DeBaliviere residential
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service, a volunteer group of home owners dedicated to promoting

residential sales, was established. The concentration of the

group was focused on weekend house tours of available and re-

habilitated property. An outgrowth of this organization is now

an annual neighborhood art fair and house tour of unique and

recently renovated homes which receives city-wide attention. One

local real estate company which is still actively interested

in the sale of west end homes, concentrated on hiring agents

residing in particular west end blocks, to promote housing avail-

ability when other real estate companies were bypassing the area.

Our community contains many magnificant and unique private

place residential areas dating from the time of the 1904 World's

Fair era. These have now attained national recognition through

being designated as historic districts due to the diligent research

and promotion of its residents and their local political repre-

sentatives. A for-profit corporation, with profits held in trust,

West End Townhouse, was also established in the late 1960's by

area residents concerned about reclaiming deteriorated multiple

dwellings. Since financing was so difficult at the time, loan

guarantees were underwritten by Washington University and the

Catholic Archdiocese of St. Louis. Now, many apartments are

also owned by area home owners so that absentee landloards are

at a minimum.

Crime prevention achieved a major breakthrough through the

formation, in 1970, of the Women's Crusade Against Crime. Its

founding co-chairwomen are west end residents. This is a national,

pioneer organization in volunteer crime prevention. Its strength
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stems from neighborhood and block-street involvement. The local

police force meets regularly with neighborhood groups. Aggressive

representation by aldermen within the neighborhood on the city

level and representation on the state level was instrumental in

revitilizing our community. Through such representation, the

mayur of St. Louis was made aware of neighborhood needs and

recently created the Community Development Agency, whose first

head was the past alderman from the Skinker-DeBaliviere area. This

agency has played a vital and rejuvenating role in neighborhood

rehabilitation and renewal.

Our hearing this past November for preliminary approval for

a state charter for the Central West End Savings and Loan Association

fulfilled the requirements of the Community Reinvestment Act as

stated in section four, part three, which directs that such lend-

ing institutions should demonstrate community support. We received

solid endorsement and support from the mayor of St. Louis, the

treasurer of the State of Missouri, state representatives and

aldermen, as well as numberous business organizations devoted to

the area, including the local bank, churches, and both Washington

and St. Louis Universities which are located in or near our primary

market area. All explicitly endorsed the idea that such a lend-

ing institution was needed and could derive support from the area.

The fact that it would be controlled by local area and business

residents was emphasized as a positive factor.

Previously, our only lending resource was chiefly two commercial

banks whose main interest is not home financing. But through

the persistence of our political representatives and our local

real estate agents, of which I am one, who are residents of the

area, savings and loan institutions were made more aware of the
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lending needs. In the past, it had been extremely difficult to

obtain mortgage financing from these institutions. Just this

past November, the St. Louis Post Dispatch had an editorial and

corresponding cartoon which showed the noose of mortgage loan

red-lining around the city. In recent years there was a great

disparity between city and county lending practices which was

documented by the Phoenix Fund report. The chief executive officer

of a large, regional savings and loan association which has been

increasingly responsive to the city's needs, testified in our

behalf at our November hearing. Loans are now being made on a

more balanced scale, looking to the capacity of the person seeking

the loan rather than the location of the house in the city or

suburbs. This past February, the Federal National Mortgage

Association, the government-chartered secondary market for residential

mortgages, has committed twelve million dollars in home mortgages

in St. Louis neighborhoods.

We feel that city savers should deposit in institutions

sensitive to their needs which is directly addressed by the Community

Reinvestment Act. All the governmental, financial, educational,

and community support for us has emphasized that such a savings

and loan association should be controlled and directed by residents

of the area who understand problems and other factors critical

in that specific area's growth and improvement.

The involvement of two major universities in our area and

a major redevelopment of Washington University's hospital complex

has generated extensive real estate activity along with private

redevelopment groups. There is now over two hundred million dollars

worth of redevelopment activity in our primary market area.
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The emergence of a savings and loan association such as the

Central West End association which is controlled and directed

by area residents and businessmen, can be viewed as an organic

growth from such cellular, neighborhood, community active groups

as have been described. The two monthly, neighborhood news-

papers with volunteer staffs that have emerged within the past

five years, have viewed the local control of a savings and loan

institution as adding another dimension to all our efforts to

preserve and enhance city living. The Community Reinvestment

Act further directs our efforts to preserve the quality of city

life.

An important part of this bill should greatly emphasize the

need for communication and co-operation between the local, financial

lending institution, such as a savings and loan association, and

the various community groups that are the cornerstones of that

area's life and continued growth.

Such a bill as The Community Reinvestment Act is vital to

the survival of the cities by focusing on serving housing needs

of a neighborhood and reinvesting a certain amount of its deposits

to insure continued growth of that very neighborhood which is a

major deposit resource. The success of such financial institutions

as outlined in your bill, and as specifically seen in our proposed

savings and loan association, is commensurate with the control of

it by area residents and businessmen who have a commitment to

the area, and understand the problems and other factors crucial

to the area's improvement. The critical importance in the corn-
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munication and input received from an ongoing communication

between such a lending institution and community neighborhood

groups cannot be overestimated. Such groups, through their

active loyalty and commitment and promotion of the central west

end neighborhood, have completely turned around and revitalized

the area. It is also happening in other neighborhoods nationally.

This is a chief key to urban revitalization. We feel the

Community Reinvestment Act can be a major factor in the continued

growth of healthy, urban neighborhoods. Thank you for giving us

the opportunity to express our support of such a vital bill.

•
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TESTIMONY PRESENTED BY THE INCORPORATORS OF THE PROPOSED CENTRAL

WEST END SAVINGS AND LOAN ASSOCIATION, ST. LOUIS, MISSOURI.

CONCERNING THE NEED TO LEGISLATE A NATIONAL POLICY RELATING

TO COMMUNITY REINVESTMENT OF RESOURCES BY FEDERALLY INSURED

BANKS AND SAVINGS AND LOAN ASSOCIATIONS.

TESTIMONY FOR THE COMMUNITY REINVESTMENT ACT, SENATE BILL 406

SENATOR WILLIAM PROXMIRE, CHAIRMAN

COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS

MARCH 25, 1977
DIRKSEN SENATE OFFICE BUILDING, ROOM 5302

WASHINGTON, D.C.

Senators:

We offer these remarks both as Incorporators of the Central

West End Savings and Loan Association as well as being concerned

residents of a large American City. The urban neighborhoods which

constitute our primary service area are characterized by resident

promoted revitalization, enjoying a strategic location at the center

of a large metropolitan area, and having a rich historical and

cultural heritage. These neighborhoods contain a sound and virtually

irreplaceable housing stock in need of a continuing infusion of

new and caring residents willing to invest the financial resources

necessary to promote the systematic rehabilitation which will maintain

their inherent viability. In addition to its residential qualities

the area has located at its peripheries two noted private Univer-

sities as well as a large University affiliated hospital-medical

school complex. Financial resources must and should be made

88-032 0 - 77 - 25

(
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available to those persons choosing an urban way of life. Therefore,

we view the criteria as set forth in the Community Reinvestment Act

as specifically applying to the community forces and needs which

led to the organization of our proposed Central West End Savings

and Loan Association.

We speak not only for ourselves but also for potential resi-

dents of this Central West End community who have been constantly

frustrated by the past lack of understanding as to the inherent

value of this area by St. Louis lending institutions. The Community

Reinvestment Act recognizes, as we do, that a vital urban neigh-

borhood such as the Central West End of St. Louis, as well as many

other such neighborhoods nationally, provides an attractive, exciting

and cosmopolitan alternative to suburban living. In addition to

offering an effective means to counter act the negative and costly

forces of urban sprawl which have flourished in our country for

the past quarter century. The stability of such areas should and

must be insured if a very important element of American society,

namely city living, is to be preserved.

We are convinced that community oriented financial institu-

tions should play a vital role in maintaining the stability of such

urban neighborhoods as well as realizing profitable lending oppor-

tunities resulting from existing and potential investments located

within these areas. Consequently, as concerned residents and

businessmen who are committed to our Central West End neighborhood,

we decided that we could most favorably support this area through

establishing as a result of our own efforts a Savings and Loan

institution at the neighborhood, grass-roots level which engenders
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solid community support as well as educates, informs and serves

to broaden the base of the home lending industry. Establishing

such a neighborhood-oriented and supported Savings and Loan

Association parallels what we feel to be the thrust of the Commu-

nity Reinvestment Act, which is an exciting and practical attempt

to guide and encourage financial institutions to lend in urban

areas where a majority of these institutions have previously

refrained from reinvesting resources in a manner which serves the

best interests of the community in which these institutions are

located.

Through the years the Thrift Institution and Banking Indus-

tries have provided a cornerstone for economic growth and have

served as an important vehicle for improving the quality of

American life. Neighborhood oriented and controlled lending

institutions are vital to orderly and profitable future commercial

growth in this country as well as providing the resources to ex-

pand and improve housing facilities. People in our greatly root-

less American society can personally identify with and be committed

to a local neighborhood institution, especially one which encom-

passes such a unique and intense community spirit which is inherent

to its own existence. The orientation and focus provided by neigh-

borhood financial institutions is consistent with the overall well

being of our entire money market system since the banking industry

nationally Must rely on the cellular support of local institutions

for its foundation and basic strength. A national policy based

on this commitment to local neighborhood reinvestment should be

formulated to lead banking institutions to attain this necessary
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life in our great American cities.

The provisions of this Bill requiring lending institu
tions

to examine the deposit potential and lendi
ng needs of the commu-

nities in which they are located is of critic
al importance to the

viability and execution of a national goal
 of community involved

financial institutions. Another positive force which could result

from implementation of this legislation would give ri
se to increased

competition among financial institutions. Policies established

as a result of the passage of the Community Reinve
stment Act hope-

fully would encourage the formation of more respon
sive lending

institutions which would serve to retard the de
velopment of large

centralized banking institutions which often le
ad to a noncompe-

titive and unfavorable concentration of financi
al resources. It

is our belief that the principal impetus of thi
s legislation should

require regulatory authorities to investigate
 and give reasonable

consideration as to whether existing or proposed f
inancial insti-

tutions are utilizing or will fully utilize sound 
reinvestment

opportunities which exist within their market areas 
prior to granting

permission to establish additional facilities or g
ranting new

charters.

We have examined the provisions of this legislatio
n, and in

our opinion the criteria established are reason
able; and that these

provisions are capable of being fulfilled not on
ly by us in our

primary service area but by other financial instit
utions as well.

We feel that the primary market area where our deposi
t facility

is to be located will be a drawing source for the bulk 
of both

our savings and lending customers. Our application for a Savings
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and Loan Association charter has analyzed the deposit and credit

needs of the primary market area, and we feel we can successfully

and profitably satisfy these needs. Our statistical projections

indicate that a major portion of consumer deposits obtained from

our primary service area can be soundly reinvested in that area.

Therefore, permit us to reinforce the concept that Senate Bill 406--

as submitted--properly places principal emphasis on the encourage-

ment of seeking out sound reinvestment opportunities as opposed

to regulated or imposed quota percentage reinvestment of capital

resources. As it is our opinion that such a regulated imposition

would be contrary to the basic principles of our Free Enterprise

system. Therefore, we urge you to maintain the emphasis on encour-

agement as opposed to regulation. Also it is our considered opinion

that caution should be taken to specify that any reporting require-

ments established in this law be as minimal as possible and not

lead to an unnecessary expansion of the extensive reporting burdens

currently imposed upon regulated financial institutions.

We have formed what we consider to be a nucleus neighborhood

Savings and Loan Association which will serve as a model nationally

for policies affecting such lending institutions. We note that

the Central West End Savings and Loan Association will be the

first such financial institution chartered in twenty three years

in the St. Louis metropolitan area and only the second to be char-

tered in the past twenty years in the State of Missouri.

We recognize that in the final conclusion no institution can

be required to originate and pursue unsound lending policies.

However, a lending institution situated in an urban community,
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dedicated to the needs of that community and controlled by inte-

rested members of that community can be mutually beneficial and

profitable to the neighborhood in which it is located as well as

to the institution itself. We applaud this proposed legislation

whose goal as introduced is not directed toward the regulation

of lending institutions or their policies, but provides a reaso-

nable framework to encourage institutions to develop a greater

understanding of the communitites in which they exist through the

close identification and support of one with the other. It is

also appropriate that the Federal Government utilize its conside-

rable resources, prestige and power to provide the impetus for for-

mulation of a committed national policy of urban reinvestment and

neighborhood preservation.

We as the Central West End Savings and Loan Association will

provide a grass-roots example of a community involved financial

institution as is envisioned in this legislation, such as can exist

and grow throughout the United States serving to strengthen the

roots and broaden the scope of the Savings and Loan and Banking

Industries. The goals of the Community Reinvestment Act can be

accomplished within sound lending practices, and we enthusiastically

support the passage and adoption of this legislation to insure

specific urban neighborhood stabilization and the sound financial

growth of our nation.

Respectfully Submitted:

Thomas A. Scatizzi, Chairman
Board of Incorporators
Central West End Savings and Loan Assn.

(Proposed)

4440 Lindell Boulevard #1003
St. Louis, Missouri 63108
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CENTRAL WEST END SAVINGS AND LOAN ASSOCIATION-PROPOSED
ST. LOUIS, MO.

3.0 MORTGAGE POTENTIAL IN THE PRIMARY MARKET AREA

The anticipated potential volume of mortgage activity for each of the first
three years of operation of the institution has been estimated by a method
discussed in 3.1 below. The mortgage estimates for the Primary Market Area
as a whole are disaggregated for each of the four sub-areas previouslyidentified.

3.1 METHODOLOGY OF DETERMINING POTENTIAL LOAN DEMAND

Table 4 summarizes the estimated potential mortgage demand in the Primary
Market Area for the period 5/75 to 6/76. From each sub-area, a representative
sample of blocks was selected for detailed analysis. From this analysis, resi-
dential sales activity for each sub-area and the primary market area was
Identified.
For each sample area, a. total number of property transfer transactions for

the past 3 years (5/73-6/76) was recorded from the plat book records in the
City of St. Louis Assessor's office, Real Estate Department. The total number
of structures for each sub-area was determined from the Sanborne maps and
a thorough familiarity with the areas being analyzed. These two sets of data
permitted the development of a ratio (number of transactions: number of
structures) which could then be applied to the area as a whole. The resulting
ratio permitted the determination of the total volume of property transactions
which could represent bankable mortages for each sub-area and the entire
Primary Market Area. A factor of 10% was deducted from this figure to
account for transactions where no sale was involved (title transfers and fore-
closures) to yield an estimated total volume of property transactions.
In estimating the dollar volume of transactions, an average property trans-

action dollar amount for each sub-area was determined. The average trans-
action dollar amount was derived from information provided by:

1. Comparable data files of residential sales compiled by the American
Society of Appraisers for the Primary Market Area.

2. The working knowledge of realtors active in the Primary Market Area.
3. Information provided by the Washington University Medical Center

Redevelopment Corporation.

3.2 ASSESSMENT OF POTENTIAL LOAN DEMAND

The annual estimated potential demand for mortgages in the Primary
Market Area is estimated at approximately $22,000,000. To estimate the pro-
portion of this amount which the proposed Central West End Savings & Loan
Association can be expected to capture, 50% of the total property transaction
volume was projected to be absorbed by other institutions (i.e. other Savings
& Loans, Commercial Banks, Insurance Companies). Approximately $11,000,000
In tranactions was therefore estimated to be a realistic potential total dollar
volume of mortgages relating to the proposed Association. Assuming a 25%
standard down payment, the actual mortgage demand in the Primary Market
Area available for service by the Central West End Savings & Loan is esti-
mated at about $8,250,000. (See Table 4).
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TABLE 4.—ESTIMATED VOLUME OF PROPERTY TRANSACTIONS IN PRIMARY MARKET AREA, BY SUBAREA
(MAY 1975—MAY 1976)

Area No.

Estimated number
of transactions

in subarea
(May 1975—
May 1976)

Average trans-
action 3 price
per property

Estimated total
annual volume
of transactions
for May 1975—

June 1976

1 244 '540,000 59,760,0002 139 I 28,000 3,892,0003 153 2 10,000 1,530,0004 316 I 21,500 6,794,000

Totals 852 24,875 21,976,000

Less 50 pct to be absorbed by other institutions 10,988,000Less 25 pct for downpayments ________________________________________________ 8,241,000

I Average price based on appraisal data and general knowledge of area.
2 Washington University Medical Center Redevelopment Corp.
3 Other sources: Plat books, city assessors office, City of St. Louis and U.S. Census. 1970.
Note.—The figures for areas 1 and 2 have been modified to take into account a more representative sample of housingtypes. The average price of transactions for area 3 was estimated by the Washington University Medical Center Redevelop-ment Corp. staff, who are very familiar with the area and its transactions as part of their everyday activities.

The CHAIRMAN. I would like to call Mr. Crawford and Mr.
Brooks' attention to the last sign we have over here. This indicates
the beautiful music that we see on TV about how your institutions
service the communities.
This is a savings and loan foundation. Music under. It begins,
What does it take to start the wheels of American industry rolling? It

takes machines, men, money. That is where the savings and loans come in.
Money you save with us goes back into your community in the form of home
loans.

It shows the typical house in a city, row house.
The savings and loan commitment to housing generation, over $100 million

a day. For jobs, goods, and services, help keep America rolling by having your
savings and loan account at your savings and loan.
Music then ends.
Soft violins playing put us in the mood for feeling that this is a

message of truth and message that paints a beautiful picture of what
happens.
[See illustrations printed on pp. 319 and 320.]
The CHAIRMAN. Mr. Crawford, according to data released by the

New York City treasurer, your institution has the lowest percentage
of its assets reinvested in New York City of any of the large New York
banks. One small savings bank, Immigrant, is lower, with 7.1 percent.
Most of the others reinvest 20 and some over 60 percent. What is

the reason for your policy? Do you consider New York a poor risk?
Mr. CRAWFORD. I do not consider New York a poor risk. I think

New York is still the greatest city in the world, and I think it has
a good future, Senator.
I am not quite sure of the figures you are quoting from the city

treasurer. I am not aware of them. Perhaps I should, if you want
to talk about Bowery Savings Bank, tell you a few of the things
that we have done.
In the first place, back as far as 1956 our bank established an

office in Harlem, the first one in 50 years, and built in connection
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therewith an apartment house, 200 units, which is still, and has
always been, fully occupied.
The CHAIRMAN. What year was that?
Mr. CRAWFORD. 1956.
In 1968, long before the concerns that are so widely expressed

today, Bowery Savings Bank in New York, having tried for years
to do something in the really deteriorated areas of the city, under-
took a turnkey program. By that, I mean we actually became
developers of the low-income area in South Harlem, Brooklyn, the
lower east side. We actually acquired properties, tenaments that
were burned out, and we in the first instance built an apartment
of 50 units, 123rd Street of New York City.
We had no commitment from any Government Agency to take us

out of that, ultimately. We had a mere handshake from the public
housing authority that they would buy the property back.
We constructed that first apartment house in 13 months—from

the day we acquired the property to the day it was ready for
occupancy. The public housing authority told us it takes them 7
years to accomplish the same result.
We went on from there with other banks and insurance companies.

When the 236 program and other funds that were available were
taken away from us in 1973, we had at that time built 1,000 new
units of housing. That is a considerable portion of the new housing
in the deteriorated areas of New York that were built by anyone.
The CHAIRMAN. You are making a good and thoughtful response,

but it is not a response to the question I asked. My question Was the
proportion. The fact is, you are the biggest bank of your kind,
savings bank, in New York. Very large bank, $3.7 billion. And the
percentage, proportion that you invest in the commmunity is less
than any of the other large banks.
The question is—you have done things obviously. With that

colossal amount of capital, you are bound to be making some local
investment. We do not deny that. I want to know why it is so low.
Mr. CRAWFORD. I do not know what figures you are talking about

there, but the Bowery Savings Bank made the largest investment
in the bonds floated to bail out the Urban Development Corpora-
titon. We just completed that operation in New York, as you know,
and the savings banks have, by making an investment of $240 million,
made possible a saving of 20,000 units of housing that the UDC is
building.
It is far from being the low investor in that area. We have by

far the largest amount invested of any savings bank in New. York.
The CHAIRMAN. You are the biggest. The point I make is that

you have total deposits of $3.762 billion, as of the end of 1975.
And as of the end of 1975 your New York City mortgages were
$477 million, which was 11.8 percent, which was less than any of
the other banks.
Mr. CRAWFORD. I didn't hear that last figure.
The CHAIRMAN. 477 million was the dollar amount of New York

City mortgages at the end of 1975 and the total percentage of the
total percent was 11.8 percent.
Are those figures right or wrong?
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Mr. CRAWFORD. That may be right. I don't recall. As you know,
New York City, the total assets of the savings banks are something
near $50 billion.

Traditionally, the large Brooklyn banks and others have con-
centrated in the one-family home lending in the Brooklyn area. We
have done what we have in the branch areas that we have, and we
only recently have had branches in that area.
The CHAIRMAN. You have Manhattan banks. You have Drydock,

23 percent. You have Empire, 45 percent. You have Greenwich, 37
percent. You have Manhattan, 20 percent. You have New York
Bank for Savings, 30 percent. You have Union Dime, 15 percent.
United Mutual, 40.6 percent.
Yours is the lowest.
Mr. CRAWFORD. Yes. There is a division of labor. If we were to

put all of our funds into housing—
The CHAIRMAN. I'm not asking for that.
Mr. CRAWFORD. I don't think the market has suffered. Also there

have been initiatives in other housing-related areas that have been
substantial.
The CHAIRMAN. Isn't the lending record of your own bank proof

that we need reinvestment initiatives, so that banks will give
priorities to the communities where they draw their deposits?
MT. CRAWFORD. I don't think so.
The CHAIRMAN. Do you have proposals to encourage mortgage

investments in areas where you have depositors, to encourage build-
ing or home loaning?
Mr. CRAWFORD. We have established branches in the Long Island

area in the last 3 years.
We pursue mortgages in that area. I have told you about our

efforts in connection with the new housing.
The CHAIRMAN. That is the suburbs.
Mr. CRAWFORD. There aren't many one-family homes in Man-

hattan for one thing. We have recently had an office open in Queens
and we are lending money there. We are lending money in New
York City, whenever we have the opportunity to make a sound
loan, whether it be a one-family house or apartment house or any
other kind of loan in the city of New York.
The CHAIRMAN. Well, I certainly don't mean by these statistics

to be at all critical of you or your bank.
It has a marvelous reputation. And it is a well-deserved reputa-

tion. I'm saying it seems that this bill should be useful in providing
a criteria for you and your bank which, as I say, although it has
done many fine things, seems to be lagging behind in local com-
munity investment. And I don't have—you apparently don't have
a specific program for New York City. Mr. Brooks, you say on
page 2 of your statement that application for charters and branches,
the bank board places a heavy burden on the applicant to justify
the credit needs of the community to be served.
Just what is that heavy burden?
Mr. BROOKS. Mr. Chairman

' 
there is an extraordinary amount of

materials, paperwork, studies, feasibility studies, et cetera, a lot of it
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on the mortgage data and construction and housing in the par-
ticular area that you are going in.
I have four offices in my association. I'm an average size associa-

tion in Richmond. I think I have a typical size association for the
country. I have in my briefcase, a copy of the files from the day I
incorporated Security Federal 20 years ago.
We have been serving the public and our community since that

time, excellently.
The files, getting back to the question, the file of incorporation,

and looking at the last branch we got, it has gone from thin to
voluminous. Where is it going to stop? But the point is that the
Federal Home Loan Bank Board and Federal Home Loan Bank of
Atlanta do require us to do extensive work to justify going into a
particular community.
The CHAIRMAN. Let me make two points then. Let me quote

Daniel Goldberg, who is the bank board's general counsel, in a
speech to the U.S. League. He said: "I recognize that branches are
established primarily to attract savings." Primarily to attract sav-
ings. He doesn't say primarily to attract savings and then meet
credit needs by lending the money. Isn't this the real message you
get from the regulators under existing law and practice?
How much do they care about where you are providing credit?
Mr. BROOKS. It naturally follows the credit needs will be met.

Let me say this to you, I look on my association as perhaps a manu-
facturing corporation, if I may, and money is my raw material, and
I have to get it.
If I don't get it, I don't supply the end product, credit.
I think Mr. Goldberg's statement, and I'm not too familiar with

it, but hearing you repeat it, is aimed at that particular situation.
We have to get the money first, sir, before we can lend it.
The CHAIRMAN. I understand that. If you get the money, if you

don't make it available to the community, that is my point.
Let me point to the forms, Federal Home Loan Bank forms, re-

quired items, check lists for permission to organize. There is a list
of requirements. It is a detailed list.
It requires a great deal. It would be simple to take this form and

without any significant additional burden, make this form comply
with this particular bill.
It won't take more than a few computations to provide the credit

information. However, there is nothing on this form that we can
find, and we have gone through it carefully, that requires the in-
formation with respect to meeting credit needs. They have proposed
saving service area, local savings, proposed operations, office location,
so forth.
But I don't see that the regulators now are requiring you to pro-

vide credit information.
Mr. BROOKS. Mr. Chairman, again, in the file and I would be glad

to supply copies of anything you want from my own files to the
committee, believe you me, there is plenty of information there
about credit. Let me go one step further. I happen to have a copy
of the letter from the Federal Home Loan Bank of Atlanta to Mr.
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Blumenauer, who is the president of Columbia Federal Savings &
Loan Association here in Washington. This is one example where
they requested more "credit needs" documentation from a branch
applicant. The letter says: "Please also indicate the expected mort-
gage volume on the annual basis for the proposed office."
I state this because the Home Loan Board does ask for it.
The CHAIRMAN. Mortgage volume, but not in the service area.

That could be anywhere.
Mr. BROOKS. For the proposed office. That is implied.
The CHAIRMAN. No, the proposed office could make mortgage loans

in California or Florida.
Mr. BROOKS. But that is not how we read it. I don't lend in Cali-

fornia from my Willow Lawn branch.
The CHAIRMAN. You have connection in California?
Mr. BROOKS. I made $30 million worth of loans last year. Of the

money, $13 million came from the secondary market. It came from
other associations into the Richmond market. We are supplying
the community need.
The CHAIRMAN. I don't object to your making loans out and this

bill would not inhibit that. But it says that you should provide for
the necessary needs of your local community.
That is what the bill would provide.
Mr. BROOKS. We are doing that.
The CHAIRMAN. If you make loans in Florida and California,

there is no objection to that. I'm not saying you have to have 95 or
100 percent of your loans in the local community. You might have
50, 40, 30, or less. If the situation in the local community was fully
met, you may have less.
But that is one of the criteria which the examiner would look

for—regulator would look for.
Mr. BROOKS. You will find that the situation in most communities

are like that.
Steps are being taken where the deficiencies occur. This problem

wasn't created overnight. We are trying to meet the deficiencies.
To put in legislation—I testified before you on RESPA, and you
know what a problem that was 
The CHAIRMAN. I was never in favor of RESPA. I was opposed

to it. It was Senator Brock's bill.
We repealed part of that bill.
Ms. Hamilton, you testified that yours is the first new savings and

loan in St. Louis in more than 20 years.
Ms. HAMILTON. It is the first charter application in 23 years in

St. Louis and 17 years in Missouri.
The CHAIRMAN. It is astonishing.
MS. HAMILTON. It is.
The CHAIRMAN. Did you find that the older neighborhood had

difficulty in obtaining mortgage credit from the older established
savings and loans?
Ms. HAMILTON. Yes, and I'm a real estate agent also, and I did

find that. For 7 years we have had a problem in educating lending
institutions to lend in this area.
They are more responsive now.
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We had the executive of a major savings and loan association
testify in our behalf. It is because we have been persistent in trying
to get the education that was needed to these savings and loans.
We are a grassroots organization, and I think we could be a

national example of what can happen with such a bill as this to
neighborhoods to help themselves.
This is why we are so elated about this particular legislation.
The CIIAIRMAN. Mr. Crawford, your testimony emphasized how

much the mutual savings and loans are doing for their com-
munities voluntarily.
Some lenders are meeting community credit needs and the two

folks on your left are examples of that in St. Louis. They will be
doing that.
Mr. Cooke and Mr. Grzywinski, two other witnesses from this

morning are models of what imaginative lenders can do. Except
for a relatively small number, others do not seem to care.
Look at the lending statistics for Brooklyn. One small savings

bank, Green Point is providing more mortgage credit in Brooklyn
than the other six Brooklyn Banks combined. Green Point Bank's
assets are $868 million. The others have more than $9 billion.
Shouldn't we send those other banks a message to do better? Isn't
that what this legislation would do?
Mr. CRAWFORD. I would like Mr. Quinn to answer that question.
Mr. QUINN. I assume in your statistics you are referring to the

report of the Public Interest Research Group, which was made on
seven savings banks in Brooklyn.
The CHAIRMAN. That is right.
Mr. QUINN. First of all, the data was just for the year 1975. It

ignores completely the total mortgage loan commitment by the
remaining six banks. The report also leaves out three other major
banks in Brooklyn, who meet the same size criteria reported to be
the criteria used by the Public Interest Research Group. This leads
to the next question

' 
as to whether or not their allegations would

not have been as well founded if they included those three banks.
In terms of the commitment to Brooklyn of savings banks men-

tioned in the report, one of the banks brought to task by that report
has, in fact, 44 percent of its total mortgage portfolio in Brooklyn
and derives only 43 percent of its total deposit base from Brooklyn.
I might also add in my own bank's case—I have 10 branches—five

of them are in Brooklyn. In the year suggested by the report, three
of those branches lost money. There is no reference to that in the
report.
In addition to which, during that year and well before that year,

dating back to 1967, the Brooklyn savings banks have, including the
five or six banks in the report, have, in fact 
The CHAIRMAN. Let me interrupt to say that you relate the per-

cent of deposits to loans.
Mr. QUINN. I did that because that is what the report did.
The CHAIRMAN. That is what the bill would do.
Mr. QUINN. Does the bill mean I should disinvest in the other

three areas 
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The CHAIRMAN. Of course not. This would be one crude, rough
overall guide. But it wouldn't be the determinative factor. As I say,
you could get 100 percent of your deposits in the community andlend 3 or 4 percent there, if it could be shown that the investment
opportunity was being fully met.
Mr. QUINN. It seems difficult, Senator, as one of the witnesses

mentioned before, to describe the community which the Brooklyn
Savings Bank serves.
The CHAIRMAN. Let me take your bank.
Mr. QUINN. Did you say the Brooklyn Savings Bank in 1975, the

year covered by that report, increased their mortgage portfolio net by
$30 million?
I'm sorry. Some $40 million. Of that $40 million, $311/2 million

went into New York State. More than 75 percent of it was invested
in New York State. Over 50 percent—$20.6 million—of that net
increase went into the five boroughs of New York City.
The CHAIRMAN. Let's take your bank, the Brooklyn Savings

Bank with $1.1 billion in assets. You made 52 loans in Brooklyn
during 1975.
Green Point Bank, a smaller bank made 722 loans in Brooklyn

or about 15 times as many. That certainly proves the demand is
there.
What is so objectionable about Brooklyn?
Mr. QUINN. It proves the demand was there for the Green

Point's area, in particular. It does not prove that we have not met
the community need, when we have invested over 50 percent of our
total mortgage increase in that year in the five boroughs of New
York. Are we limited to Brooklyn as our community? Would this
bill suggest that New York City, the rest of New York City should
suffer?
The CHAIRMAN. I am asking the question.
Mr. QUINN. There is no way to respond to the question of

whether or not the demand is there. If you extrapolated the same
percentage that the Green Point invested to their total assets in
Brooklyn and tried to have all of the other savings banks to do the
same percentage, there wouldn't possibly be enough demand.
The CHAIRMAN. Most of the Green Point loans were not made in

Green Point. Only 22 were made there. They were made in other
parts of Brooklyn. They were made at the far corner of Brooklyn
from Green Point-36 in Canarcy, 34 in Ryder, 29 in Homecrest, 23
in Grave's End, 14 in Bath Beach, and so on. They are made not in
Green Point. They were made elsewhere.
Again, I'm not saying that you shouldn't make loans elsewhere.

You should.
I'm saying when you compare these, it looks as if this bank was

more aggressive and active and serviced its community more
effectively than your large bank did.
Mr. QUINN. I don't necessarily agree with that. Our bank spe-

cializes in large high-rise apartment houses—multifamily dwellings.
Green Point does not. We consider ourselves more specialized in

that area. I maintain once again that more than 50 percent of our
total mortgage increase for the same year referred to in the Public
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Interest Research Group report went into the five boroughs of New
York. That is still serving the community. Over 75 percent of the
total mortgage increase went into the State of New York.
I submit if you extrapolate those figures in terms of the savings

banks in the city you will find they are serving the community. In
the 10-year period from 1965 to 1975—which is the year covered by
the report—the savings bank investment in New York City in-
creased by over 60 percent.
The CHAIRMAN. New York State is a large State. It is 18 million

people. New York City itself has what-8 million people? It is an
enormous city.
Your community is Brooklyn. You are the Brooklyn Savings

Bank. A great proportion of your deposits come from Brooklyn.
I'm sure you get deposits from elsewhere. Much of your deposits
come from Brooklyn. The contrast, in this case, your bank is not
serving that community, where you are located.
Mr. QUINN. You can't take the current deposit flows in any 1

year and say we are not serving the Brooklyn community. A large
base of our deposits are in Brooklyn. A large base of our existing
mortgages are in Brooklyn. The increase in our deposits in the last
5 years has come from outside of Brooklyn. We have served those
communities from which the new deposits have come. I do not agree
that we do not serve the community where we have our deposits.
The CHAIRMAN. You have testified that existing statutes already

require the regulatory agency to take into consideration community
credit needs in determining whether to approve branch applica-
tions. Have either one of you ever heard of any case where one of
the regulatory agencies rejected an application, or required the
applicant to make a greater loan commitment on the grounds that
the proposed facility would not be sufficiently attentive to the
community credit needs?
Mr. CRAWFORD. Before I answer that may I amplify what Mr.

Quinn said?
I have tried to get at this by answering your first question. When

you have the kind of concentration of deposits such as we have in
the New York City savings banks, there is necessarily a division of
labor amongst them. The Green Point, the Dime, others, have con-
centrated almost exclusively on the one-family home.
Mr. Quinn says his bank takes up the great deal of demand in

the multifamily area and so do other banks, including the Bowery.
There are things that have to be done in the community. We have

to have office buildings, shopping centers, all kinds of facilities.
Many of the large banks like the Bowery have had to pick up that
type of lending—which the smaller banks cannot do.
You mentioned 11 percent. 11 percent of $4 billion is still a

sizable amount of money. If you were to try to relate the source of
deposits with the source of loans, it is a very impractical thing to do.
In the 18 months, years 1973 and 1974, Bowery Savings Bank

had a net deposit outflow of $300 million. This was generally the
situation of all of the banks in the metropolitan area. Their mort-
gage lending, be it shopping centers, apartment houses, one-family
houses, continued undiminished.
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received from any given community then—
The CHAIRMAN. I'm not asking that. Perhaps we should have

language in the bill that would make it clear that that isn't the
purpose of the bill. Can you answer the question as to whether you
can cite a single instance where the regulator rejected an applica-
tion or required the applicant to incorporate a greater local com-
mitment on the grounds that they weren't serving the local
communities?
Mr. CRAWFORD. I have no knowledge of that. We are not told

why a branch application is turned down. There are branch applica-
tions turned down. It could be on that basis. I would say this, that,
the New York State Banking Department requires the trustees of
each bank to form an audit committee each year to have an examina-
tion of the bank.
There are a number of questions which our banking department

requires to be answered. One of those is how are you serving the
local community's need for housing? That matter is gone into by
our own trustees, and by the examiners who come in to examine our
operations and our lending. We have never been criticized for not
pulling our weight in that respect.
This is one example where the State supervisor constantly asks

whether we are working on the community needs.
Mr. BROOKS. I have two aspects of that in answer to your ques-

tion, sir. First of all, one of the items in the criteria for establishing
the savings and loan association, as you know is, is there a need or
necessity for the institution?
Now, admittedly, it doesn't say deposits or credit. We are

charged by charter to be thrift and home financing institutions. So
the Federal Home Loan Bank sees a need for both. I have heard
time and time again—I can't document it here, but I can later—of
associations being turned down because of lack of need, lack of
necessity. It hasn't been broken down as to whether it was lack of
need for deposits or lack of need for credit.
But, nevertheless, I feel that associations have been turned down

because there was not a credit need. Now, I mentioned Mr. Stewart
from Norfolk and I also mentioned he is the president of a minority
association. There is a lesson here. He serves central Norfolk. I be-
lieve the supervisory agency of the Federal Home Loan Bank
Board approved this association primarily for the extension of
credit, not deposits.
The CHAIRMAN. My question is whether or not an application was

turned down because there was a finding that the institutions did
not propose to meet community need for credit and therefore would
not be allowed to branch.
Mr. BROOKS. I don't know of any case that has been turned down

for that.
The CHAIRMAN. That is the answer?
Mr. BROOKS. No.
The CHAIRMAN. They ought to do that once in a while.
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Mr. BROOKS. With the kind of surveys we have to give, if we 
icouldn't prove that, we wouldn't put the application n. In thesavings and loan business, they require us to document that there issuch a need and that we are serving the community.

The CHAIRMAN. But with all of the S. & L.'s we have in thiscountry, with all of the branches we have in this country, youwould think—and with the delinquency in some cases I don't makecharges with respect to anyone here today, but we know there areinstitutions that don't meet credit needs.
Everybody who has testified, even the spokesman for the ABA,admitted that. Yet, there hasn't been anyone that we can find whoknows of a bank that was turned down because they failed to meet thecredit needs.
Mr. BROOKS. The administrative aspect of our business could beimproved, but I don't think it takes a law to do it.
The CHAIRMAN. Mr. Brooks, you say, we really want to penalizean institution located in an area that becomes blighted due to factorsbeyond its control, by denying it the opportunity to relocate. Theanswer to that is yes. Look at the witness who preceded you. Mr.Grzywinski's bank wanted to relocate to get out of the blightedneighborhood. That is when it was under different ownership. Butthe only ruling of this kind, the Comptroller said it would deprivethe community of needed services.
Mr. Grzywinski got the bank and that bank has been a primefactor in that community's revival. But you think the bank shouldbe able to move to more lucrative opportunities.
Mr. BROOKS. Each case is different. Perhaps in the Chicago case,there was a need for that. In other areas, I would be willing to saya savings and loan, if it remained, could not do what seems to bedemanded here this morning.
The CHAIRMAN. The people who had the bank before thoughtthat. But Mr. Grzywinski, however, made it fly. As he said, hehad meetings in cellars and in neighborhoods. He went out ag-aressively and fought hard to get the kind of business that would

make his bank move and it did. It is a profitable bank. It makes a
14-percent return.
Mr. BROOKS. In that case, it is correct. But we are reasoning from

the specific to the general here. It seems to me to get an overall
picture we should get other cases.
The CHAIRMAN. I think that is right. There are cases undoubtedly

where a neighborhood is in such a shape that you would have to
permit the bank to move out. I think it should be a consideration.
That is all this bill would do.
Mr. BROOKS. I don't think you need a law to do it.
The CHAIRMAN. It is not being done now.
Mr. CRAWFORD. The deputy superintendent of banks has said no

proposal for solving the problem is worthwhile because the effect of
the problem has not been defined. This is an issue we are dealing
with here. These two people are talking some fine ideals, but I note
this is a proposed organization, and I wish them well.



Here is the deputy superintendent of banks saying that for more
than a year and a half they have been actively involved investigat-
ing the problem of checking the mortgage credit in New York State,
particularly, the charge that banks redline or discriminate against
borrowers on the basis of where their property is located. He goes on
to explore ways that this problem can be dealt with through incentives
and initiatives under way, and so forth.
He concludes that because the department is in a process of pre-

paring a report on mortgage financing in New York State, based on
the study of data derived from the disclosure information, it is not
prepared to make recommendations at this time, as to what specific
actions would be most effective in New York. I submit to you that
this problem has not been properly defined.
There has never been yet, to my knowledge, a conclusive argument

made that there are effective mortgage credit demands that are un-
resolved in New York City—or anywhere else. Now, we all have
black hats and white hats. We are not all perfect and we don't live
in a perfect world. But, there are serious initiatives that are being
experimented with in New York and Boston and elsewhere. We have
put together for the first time this enormous amount of data on
where the loans are being made and in what amounts.
I feel myself embarrassed to come before this committee for the

first time and take a negative attitude. I have been here supporting,
over the last 12, 15 years, legislation that I think is supportive of
housing. I submit to you, I think a little breathing spell, a little
time to analyze whatever we can get out of this enormous amount
of data, would be worthwhile before imposing on the banks these
additional burdens, and I might add, imposing further burdens on
the regulatory agencies.
The agencies now are strung very, very thin in terms of their ex-

aming staff. I just learned yesterday that in New York State, for
example, there are 60 unfilled positions for bank examiners and we
know why that is. It is not an attractive job. The pay is not very
good.
If we add on them—until we are sure this kind of legislation is

necessary—further additional burdens, I think it is going to make
our supervision less effective. I don't think the case has been made
that this kind of an approach will solve the problem that we all
know exists.
The CHAIRMAN. You say the problem exists. I am glad to hear

you say that.
The problem exists.
We have seen that Mr. Cooke, who was our first witness this morn-

ing, and Mr. Grzywinski, have been able to show and established the
fact that there are mortgage needs that weren't being met, that they
were met because they got out and did the job of developing and
making it possible for these people who weren't getting mortgage
loans and wanted them and needed them.
We have the remarkable record of the banking commissioner in

Massachusetts.
We have similar experience in California and Connecticut.



399

We had testimony on that before this committee on Wednesdayestablishing the fact that when the banking commissioner insistedon more aggressive action on the part of their financial institutionsthat they found again and again a great market not being met thatcould be met on a sound basis, not by making unsound loans, but ona sound basis.
We have a record establishing the fact that there is a market here,a need. You can see that there is a need. It isn't being met now.That is what we mean by saying there is a need. It is not beingmet.
All we are doing with this mild and limited legislation is to pro-vide encouragement, incentive, reward for those who do the job weall agree should be done and is not being done.
Mr. CRAWFORD. I have to correct my statement.
I think we can do a better job than we are doing now. But I don'tthink that this is the way to do that.
I would like to see these initiatives going forward now, have moretime to bring on the effects we are all trying to accomplish withoutburdensome, additional paperwork which is costly and time-con-suming.
I don't know how you go into a new branch and establish before-hand what the credit need is.
For example, we established a branch about 2 years ago on LongIsland. We knew that there was a good deposit-gathering potentialin that area.
Mr. Brooks pointed out that is the beginning of the process.
We then encouraged all of the community groups to come in. Wehad a public facility for them to use and it is used every single nightof the week. They know we are there and they know we are anxiousto make mortgage loans.
I don't know if you can huddle in basements and get mortgageloans, but-
The CHAIRMAN. It sounds appealing to me. That is the way youget votes.
Mr. CRAWFORD. We are not running for office.
The CHAIRMAN. You may not be, but you are hustling, letting theneighborhood know what you have to offer and what they can do.
You are not interested only in affluent people, but with everyone.
Your bank particularly. Your name signifies you are interested

in people with modest incomes.
Mr. CRAWFORD. There is no question in my mind that the people

of the city of New York know they can come to the savings banks
and get a fair hearing.
In New York State, the savings banks, as of 1974, had $42 billion

of mortgage holdings; commercial banks $13.4 billion.
The CHAIRMAN. The testimony of the banking commissioner of

Massachusetts was that a great deal of loans for low income census
tract areas were made with private mortgage lenders at much higher
rates on terms which required much higher monthly payments be-
cause the term was shorter, much higher down payments in spite of
the fact she said her experience was that the default rate was the
same in all of the census tracks regardless of income.
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Mr. SHAW. That figure is nearly right except that the commission-
er's figures did show that 80 percent of the home sales, by her own
figures—that she took for a period of a year-80 percent of those
home sales were mortgages.
The percentage to which she refers going to other than banks was

that some of the loans went to private mortgage companies. And I
think in all of this we have to realize there are people who do not
qualify credit-wise for mortgages.
Unfortunately, there are several companies operating who take

these loans with no credit basis whatsoever. They take almost any
loan immediately. It is a lucrative operation.
We are not turning these people away because we don't see them.

We might have to turn them down, but we are not seeing these
people at all.
The CHAIRMAN. I don't in any way deny the fact that you have to

turn down some people who apply.
Mr. SHAW. We are one bank and one area where the regulator is

over-sensitive to what we are discussing—Commissioner Greenwald.
We do have to provide all of this information you saw in her testimony.
To this date she has not turned down an application for a branch.
I think this responds to the inference that you had in your ques-

tion—we are getting looked at in this area.
The CHAIRMAN. That is a good point on your side. Thank you very

much.
I want to thank Ms. Hamilton for testifying.
We didn't have very many questions for you because we agree

more with you.
I think this is a fine record, and I appreciate it.
The committee will stand adjourned..
[Whereupon, at 12:55 p.m., the committee hearing was adjourned.]
[Additional material received for the record follows:]
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Mortgage Bankers Association of America
1125 Fifteenth Street, Northwest, Washington, D. C. 20005 (202) 785-8333

April 13, 1977
Oliver H. Jones

1.'ice Pres'dent

The Honorable William Proxmire
Chairman
Senate Committee on Banking, Housing
and Urban Affairs

5300 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. Chairman:

The Mortgage Bankers Association of America (MBA) welcomes the oppor-
tunity to comment on S.406, the Community Reinvestment Act of 1977.
It is our understanding that the bill would encourage financial institutions
to meet the credit needs of the communities in which they are located.
Specifically, the bill would provide that federal financial regulatory
agencies require the institutions they regulate to review the credit needs
of their local communities whenever approval was sought for mergers,
federal charters, insurance of deposits, branching or any other relocation
of deposit facilities.

An applicant would be required to designate the community boundaries,
i.e., a "primary service area" from which it expects the deposit facility
will draw more than one-half of its deposits; to analyze the deposit and
credit needs of that community and how those needs would be met by
a new charter or branch; to detail how much of the consumer deposits
obtained from the primary service area would be reinvested in that
community; and, finally, to show how the applicant would meet the credit
needs of the communities in which it has already been chartered to do
business.

The Mortgage Correspondent System 

The mortgage correspondent system is a combination of mortgage com-
panies that originate mortgages for sale to a diversified body of invest-
ing institutions, often remotely located from the mortgaged property.
Mortgage funds flow through this nationwide system from surplus deposit
areas to areas where the demand for mortgages exceeds the supply of
savings. The correspondent system provides a vehicle through which the
nation's homes and other real properties may be financed promptly and
efficiently.

It evens out fluctuations in the supply of mortgage funds and it reduces
the cost of mortgage credit by bringing competition into communities
where mortgage demands exceed the supply of savings.
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S.406 would contract the correspondent system and, thereby,

1) make mortgages a less attractive investment by preventing
investors, such as federally regulated depository institutions,
from reaching out of their primary service areas for mortgage
loans;

2) prevent the nationwide credit markets from competing with
local lending needs by limiting the transfer of savings from
areas of capital surplus to areas that are capital short; and

3) discourage homeownership and homebuilding by encouraging
geographic differentials in mortgage interest rates and savings
deposit interest rates.

Effect of S.406 on Savings Flows, Investment and Growth 

Growing economic areas attract the development of new depository insti-
tutions and branches. Being growth areas, deposit flows do not equal
credit demands and local borrowers must reach out beyond the community's
borders for the funds needed. If the surplus areas are cut off or restricted
from investing outside of their primary service areas, the growing areas
will be stymied in their efforts.

Note that the surplus areas do not have an adequate demand and, if their
surplus funds cannot be moved, they must pay savers less in order to reduce
their supply of funds. Moreover, jobs created in the growth areas and
in all areas where they must purchase the materials needed to expand
would diminish in number.

When a growing area reaches maturity, it will pass through a period where
its savings and credit demands are in balance. In this period, its financial
institutions would not need and would not use the secondary mortgage
market. Even then, the availability of mortgage credit from distant areas
acts as a competitive force to keep interest rates in the area from reflecting
monopolistic conditions.

Once growth is complete, the community would find itself with savings
exceeding the demand for credit and in need of outlets for funds beyond
its primary service area.

The mortgage banking correspondent system ties these phases of growth
together and permits the nation to balance its requirements from area
to area. Accordingly, it reduces interregional differences in interest
rates on mortgages as well as savings. It is part of a highly efficient system
of moving funds across the nation to places where they are most needed.

ii



4

403

Effect on Borrowers Perceived to be Disadvantaged 

The proposed legislation would thwart these valuable economic functions
and would not provide credit to marginal borrowers or marginal properties.
The needs of disadvantaged or deteriorating neighborhoods would not be
met. Indeed, they would be further disadvantaged because the growth cycle
could not be regenerated by outside funds.

Lenders are not the prime cause, nor are they blameless in the deteriora-
tion of the nation's cities. They are one important pert of a very complex
process of growth, decline, deterioration and rebirth of major portions
of our cities. In this process home mortgage credit is not the sole nor
even the principal reason for neighborhood deterioration. Lenders merely
react to precedent changes in the economic circumstances of a neighbor-
hood in a complex process in which local government officials, real estate
brokers, real estate appraisers and citizens of the community also play
important roles.

A HUD publication, The Dynamics of Neighborhood Change, (1976) de-
scribes this process of neighborhood change:

"The decision of individuals and groups of people...determines most
of what happens. Households in the neighborhood decide to move
out; households presently looking for a house decide not to buy in
that neighborhood; bank officers decide not to loan money for the
area; owners of apartments houses decide to cut down on mainten-
ance to keep what they consider to be a reasonable profit.

In other words, it is the decisions that people make—individually
or collectively—that have the critical impact on what happens to
the buildings, streets, schools and parks...

"Many decisions are made during the process of neighborhood change,
by households, building owners, bankers, real estate brokers, school
boards. Each decision is made in response to some event or change
in circumstances. That is the cause. Once the decision is made it
has consequences—the effect. A sequence, cause—decision—effect.
Of course, as the sequence progresses the effects become the cause 
that trigger the next decision, in a kind of chainreaction."

In this process, it is impossible to isolate and to fix responsibility for the
initial decision that begins neighborhood decline. Indeed, it is the process
not the initial decision that is important. However, this scenario of change
also implies that decisions may be made to intervene at a later time in
the process and arrest decline.

Understandably, individual lenders, real estate brokers, public officials,
and even neighborhood residents are typically reluctant to intervene.
None feels responsible for the decline. Each feels powerless to halt it.
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Acting alone, no lender, homeowner, broker, or appraiser can affect the
process. Spending vast sums of money will not be successful, nor will
legislation like S.406, the Community Reinvestment Act of 1977 revitalize
a dying neighborhood.

Conclusion

MBA believes that enactment of S.406 would be unwise and premature.
In recent weeks the Department of Housing and Urban Development issued
a request to outside consultants for a six-month study to catalogue effec-
tive ways for localities to analyze and use date required under the Home
Mortgage Disclosure Act. HUD was particularly looking for ways to use
that information to secure "private reinvestment" in neighborhoods. S.406
would require lenders to compile reams of data when the Federal govern-
ment is not yet sure how to make constructive use of information already
collected at both public and private expense.

In addition, the Department of Housing and Urban Development has urged
the Congress to await the Administration's proposals for a "comprehensive
approach to the subject" of urban reinvestment before moving ahead with
S.406. MBA agrees that the problem of urban reinvestment should be
addressed in this manner, rather than piecemeal.

The purpose of S.406 to increase the identification of credit needs of

neighborhoods is well intentioned. MBA, however, believes that the bill's
delineation of "primary service areas" and the concomitant effort to
require loans to be made in proportion to the deposits in that primary
service are misplaced. Our studies, see enclosure, indicate that the public
would be better served by identifying those neighborhoods that credit
can salvage with the joint cooperation of the federal government, local

officials, lenders, and the real estate industry. A commitment by these
groups can be the catalyst that generates a new cycle of growth, that
attracts distant as well as local investors, and that benefits the entire

economy. Tying lenders to a primary service area without such a commit-
ment and without regard to the area's stage of growth and development

would harm the community, the lender, and the saver.

OHJ/pab
Enclosure

Sinc ely,
/ ., /I

Oliver H. 'o es
Executive ice President

e
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Mortgage Bankers Association of America
1125 Fifteenth Street, Northwest, Washington, D. C. Z0005 (202) 785-8333

January 12, 1977

Mr. Kennon V. Rothchild, President
Mortgage Bankers Association of America
1125 15th Street, N. W.
Washington, D. C. 20005

Dear President Rothchild:

It is our pleasure to transmit the final report of the Redlining
Study Committee, a Task Force appointed by President William Ezzell
in July, 1975.

The Task Force was given a charter to develop a positive program
on the subject of redlining that would provide financing in inner
city areas if certain criteria defined by the Task Force were met,
and that would involve many segments of the real estate lending
industry.

Our report responds to that charge and we hope it will be useful
to all members of MBA. In its work, the Task Force concentrated
on the ender's underwriting decision--should credit be extended
to a loan applicant or not--and on the community socio-political
process that influences that decision.

Of equal interest to the Task Force, but not addressed in its field
visits or its report, are the many innovative techniques used by
lenders in recent years to provide mortgage financing in inner-
city areas. Although these techniques were designed to meet individual
needs, the Task Force believes other communities and other lenders
could benefit by a catalog that provided details, and encouraged
replication elsewhere. The Task Force believes the Association
should undertake this project as a complement to its own report.

The members of the Task Force worked hard and knowledgeably on
this very difficult project. It was an honor and a pleasure to
serve as their Chairman.

Sincerely yours,

verett Mattson

EM/kd

Enclosure
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FINAL REPORT

REDLINING TASK FORCE

MORTGAGE BANKERS ASSOCIATIOr OF AMERICA
December 31, 1976

Foreword

The Mortgage Bankers Association of America established a Task Force in

June, 1975, in an effort to evaluate serious allegations made before the

Senate Banking Committee during hearings on the Home Mortgage Disclosure

Act.

The allegations included the following:

"Redlining. . .refers to a process of purposeful manipulation of neigh-

borhoods to bring about their deterioration and destruction."

"It is the initial action of local financial institutions in cutting

off loans from the community that led to a decline in property values."

In their work, the Task Force held fact-finding meetings in Chicago, Illinois,

Los Angeles, California, and Pittsburgh, Pennsylvania.

In those cities, the Task Force visited neighborhoods involved in the red-

lining controversy and visited similar-looking neighborhoods where mortgage

credit is plentiful.

Representatives of local public officials, neighborhood associations, and

lending institutions met with the Task Force and presented their views

of redlining.

This report reflects the facts and conclusions drawn from those first-hand

field visits.

It defines the nature and scope of the problem and suggests a solution

for the myriad problems that have been lumped--sometimes erroneously--under

the term "redlining."

The Association is indebted to the members of the Task Force who gave their

time and energies to this project. Members of the Task Force included:

Everett Mattson, Task Force Chairman, The Lomas & Nettleton

Company, Dallas, Texas

Richard A. Crissman, Assistant Vice President, Ralph C.

Sutro Co., Los Angeles, California

James C. Fitzmaurice, Senior Vice President, First
Federal Savings & Loan Association of Chicago,

Chicago, Illinois

Donald E. Goodman, Vice President, Kirk Mortgage

Company, Philadelphia, Pennsylvania

Lawrence C. Humphrey, President, Premier Mortgage

Corporation, Detroit, Michigan



407

-2-

Sidney Kaye, Advance Mortgage Company, Southfield
Michigan

Robert W. Larson, President, Larson Mortgage Company,
Plainfield, New Jersey

Erwin A. Salk, President, Salk, Ward & Salk, Inc.,
Chicago, Illinois

Robert J. Spiller, President, The Boston Five Cents
Savings Bank, Boston, Massachusetts

Robert H. Wilson, President, Percy Wilson Mortgage
and Finance Corporation, Chicago, Illinois

Peter M. Williams, Senior Director, Management Services
Department, Mortgage Bankers Association of America,
served as staff representative to the Task Force.

Citizens, lenders, appraisers, real estate brokers and public officials
in any community should be able to use the work of this Task Force as a
base upon which to build the mutual understanding and respect that is
essential to solve this difficult problem.

Kennon V. Rothchild, President
Mortgage Bankers Association of

America
Washington, D. C.
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Summary of Findings 

The Task Force's findings reject the allegation that neighborhood deteriora-
tion is caused by lenders. This is a simplistic and erroneous conclusion.
Lenders are not the prime cause, nor are they blameless in the deterioration
of the nation's cities. They are one important part of a very complex
process of growth, decline, deterioration and rebirth of major portions
of our cities. In this process, home mortgage credit is not the sole nor
even the principal reason for neighborhood deterioration.

The Task Force believes that lenders are justified in refusing to extend
credit for conventional financing of loans if:

Market appeal is low,

Residents and the city government are not organized to
work together for improvement,

Residents are justifiably displeased with city services,

Most housing is rental property,

Significant maintenance needs exist,

Either overcrowding or high vacancies exist,

Code violations are rampant and no enforcement program
is operating.

The Task Force finds the first two items on the list are especially impor-
tant. First, many allegations of redlining are notable for their lack of
data showing a demand for financing. The Task Force believes there is
an excess supply of deteriorating, older housing in our cities and that
this will continue to be true until an increased number of buyers choose
to live in them. In many cities, spurred by neighborhood associations
and local-federal cooperative programs, this buyer demand is increasing.
The Task Force believes lenders should be on the lookout for opportunities
to provide financing to creditworthy applicants wherever there is clear
evidence of stability and demand for housing, even in areas where these
were lacking in the past.

Second, the Task Force finds compelling evidence that neighborhood decline
is more likely to be stopped, or even reversed, when local government
officials, neighborhod residents, lenders, appraisers and real estate
brokers make a joint commitment to a neighborhood.

Redlining Defined

For this study, the Task Force adopted the following definition of red-
lining:

"The identification of a specific geographic area for the
purpose of denying real estate loans or varying lending
terms in a discriminatory pattern."
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The phrase "in a discriminatory pattern" refers to the use of underwriting

criteria to make credit unavailable or more difficult to obtain in a

particular area.

For example, if a lender wanted to avoid making loans to members of a

race--a practice specifically prohibited by law--it might involve a sound

underwriting criterion, for example the age of houses in the neighborhood,

to mask its discrimination.

Often, lenders are unjustly accused of redlining when they apply sound

underwriting criteria uniformly, because the effect appears to be discrimi-

natory. For example, there is a close correlation in many parts of our

nation between family income and race. If lenders' underwriting rejections

for insufficient income are predominantly members of one race, it may be
difficult to establish that inadequate credit was the determining factor,

rather than race.

The phrase "vary lending terms" does not imply that this practice is unsound

or necessarily discriminatory. Historically, sound underwriting has called

for differences in downpayments, maturities, and interest rates to account

for different risks. If lenders are willing to accept risks of varying

degrees, they must either use varying terms or raise the credit standards

for the lowest quality of loan acceptable. In the latter situation, the

good credit risk would have no advantage and the less worthy risk would

have no loan. No other way exists to carry out lenders' fiduciary respon-

sibility to savers and to provide savers with compensation that recognizes

the risks taken.

Historically, lenders have also established rigid and standardized lending

policies to place an outside limit on their risks and reduce the discretion

left in the hands of loan officers.

Examples of these policies include:

Exclusion of properties that are more than a fixed number of years

old;

Exclusion of loans below a fixed minimum amount; and

Exclusion of properties in neighborhoods that are judged to be
"economically obsolete," regardless of the physical condition
of a specific property.

The correlation of age of property and obsolesence of neighborhood with
rejection of loans may make the availability of credit appear to be an
overt practice of redlining. Clearly, some sound loans may be overlooked
or avoided because of rigid rules but the Task Force does not condone this
result. However, there may be legitimate economic reasons for avoiding
specific geographic areas where property values are declining.
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Certainly the property is important to the lender. A real estate loan
is more than a credit loan to the borrower. The security offered--the
property--is critical on its own merits becau:7e:

The property is the essential collateral needed to provide homebuyers
with the excellent loan terms they have traditionally enjoyed.

The assumption of an existing loan by a new homeowner can occur
without the lender's ability to insist upon adequate credit
standards.

A borrower may encounter a financial reversal, where loss to the
lender can be avoided only if the property's market value at that
time is greater than the outstanding loan balance.

Where many houses in a neighborhood are tenant occupied, lenders properly
suspect that the absentee owners have several motives, none of which give
assurance of near-term stability. Such owners may be speculating that
land use may change, or they may be former occupants who moved elsewhere
but were unable to sell their homes. Any lender must be assured that the
remaining owner-occupants are responding to these changing ownerships in
a positive way; e.g., by forming a neighborhood association and enlisting
the city's aid to achieve rehabilitation and reversal of the trend.

In some neighborhoods, there are so many families who can not afford market
priced housing that those who can move elsewhere. More lending in these
areas without governmental subsidy of both housing and social services
will only make the general condition worse.

This problem of housing the poor is often linked mistakenly with redlining.
Redlining, however, refers to a refusal to make loans to creditworthy
applicants on sound properties for reasons that are discriminatory, but
has nothing to do with denying loans to applicants who are not creditworthy.

The Complex Process of Neighborhood Decline 

The Task Force finds scant evidence that financial institutions, by with-
holding funds from healthy neighborhoods, cause property values to decline.
Instead, lenders react to changes in the economic circumstances of a neigh-
borhood in a complex process in which local government officials, real
estate brokers, real estate appraisers, and citizens of the community also
play important roles.

The local government, through its policies of public investment,
building code enforcement, zoning decisions, and political leadership,
has a great impact--either good or bad--on the quality of life and
economic stability of neighborhoods.
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Real estate brokers, intentionally and unintentionally, may let clients
know their attitudes about a neighborhood's value and influence decisions
to purchase property.

Real estate appraisers directly affect the amount of credit lenders
are willing or, under statute and regulation, are able to provide.
If appraisers misjudge the process of neighborhood change, including
the segment of re-birth, they may participate in accelerating decay.

Lenders are reluctant to encourage home buyers to invest in neigh-
borhoods in which values are declining.

Citizens of a neighborhood affect the value of their own properties--
and others in the neighborhood--through their action or inaction in
maintaining and remodeling of their houses, and their support of
neighborhood associations.

In essence, decline occurs when the interplay of these and less direct
forces result in the replacement of higher income families with successively
lower income families. In the process, property upkeep suffers, a neigh-
borhood often acquires heterogeneous types of housing, and, more and more,
prospective buyers see it as less desirable than other parts of the community.

This process is summarized in the accompanying table which was taken from,
The Dynamics of Neighborhood Change, published by the Department of Housing
and Urban Development. The characteristics of each of the five types of
neighborhoods are pertinent to any discussion of credit availability.
As the process of decline occurs, for example, lenders believe that more
stringent terms are justified on the basis of long-established, economically
sound underwriting standards.

Underwriting Standards for Conventional Loans Made by Depository Institutions 

Depository institutions make the majority of single-family conventional
loans in America. These institutions are supervised by state and federal
government agencies that establish lending standards the depository insti-
tutions must meet.

The Task Force finds that the underwriting standards of these government
agencies place considerable emphasis on present neighborhood conditions
and prospective value.

The Federal Savings & Loan Insurance Corporation in Section 571.1(g) of
its regulations permits institutions under its supervision to "obtain the
services of a professional appraiser. . .to ascertain whether the neigh-
borhood is improving, stabilizing or declining."
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The Federal Home Loan Mortgage Corporation, in its Single-Family Under-
writing Guidelines, published in April, 1974, gives several examples of
neighborhood characteristics that should be treated as weaknesses when
considering a loan application. They include: (1) mixed land use, (2)
changes in land use, (3) the need for general maintenance, (4) a predom-
inance of older (25+ years) properties that have not been modernized, and
(5) below average appeal to prospective buyers compared with available
alternatives. These weaknesses are present in almost every city in the
United States where charges of redlining are voiced.

The FHLMC Guidelines conclude:

"Always relate loan-to-value ratio and loan term to the security under
consideration. . . If property values are fairly stable, but some
sign of weakness is noted, the term should be shortened, or the loan-
to-value ratio reduced. . . ."

Challenges to Traditional Underwriting Standards 

Loan underwriting is an art, not a mechanical exercise, and some standards
that lead to rejecting or varying the terms of a loan are subjective.
The Task Force is not surprised that citizen groups or local government
officials, not trained as appraisers, are critical of the lender's deci-
sions. Even lenders make different judgments about the acceptability of
a specific loan application.

Th underwriting decision on an older property is often based on the len-
der's judgment about the question: "Will or will not this applicant
maintain the house?" The decision is often based not on the present value
of the property but on the underwriter's subjective judgment of the buyer's
motivation. The lender may be hard pressed to justify its decision, be-
cause motivation is difficult to evaluate. But, motivation of the buyer
is a valid concern of the lender.

Criteria such as "neighborhood influences," "stability of neighborhood
value," and "remaining economic life" are also vulnerable to criticism,
not only because they are largely subjective, but because they are based
on social attitudes that have changed radically in recent years.

For example, American attitudes have changed perceptibly on the following
factors which are directly linked to the underwriting criterion of "neigh-
borhood stability:"

Racial integration

Family size

The desirability of existing housing compared to new, because of cost,
location, design, construction quality and esthetic appeal of older
dwellings

Restoration and preservation of historically or architecturally signi-
ficant buildings, and the financial backing of this activity.
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As homeowner attitudes on these factors change, their effect on property

values changes also.

Most appraisal tests describe "healthy" neighborhoods in terms of middle

class suburban settings. By contrast, a neighborhood with a mixture of

kinds and sizes of houses, or one that contains both commercial or rental

property, is put in an inferior category. Because "healthy" also suggests

relatively new, the implication is clear that anything more than a gen-

eration old is nearing the end of its "economic life." Furthermore, suburbs

have street widths that match contemporary engineering standards, the

setbacks are uniform, and there is architectural sameness in the street-

scape; anything having other qualities is not considered standard. No

one should be surprised, then, that loan officers see old or mixed-use

neighborhoods as unsuitable for "safe" loans.

Admittedly, it is extremely difficult for an appraiser to place a reasonably

accurate value on a house that is badly in need of repair, is scheduled

to be renovated with the loan proceeds, and is surrounded by other houses

in equally poor condition and with no prospects for remodeling.

The Task Force finds that lenders in Pittsburgh, because of their commit-

ment to the rejuvenation of specific neighborhoods, have instructed appraisers

either to not use "remaining economic life" tests or to apply them in a

most flexible manner. Loans are made on older houses built on 20-foot

lots--too narrow to qualify for a building permit under Pittsburgh's current

zoning rules. As one lender told the Task Force "we determine a fair value

and make the loan."

The lender's underwriting criteria should recognize the changes in attitude

and efforts to revive specific neighborhoods in a way that assists the

process of change. The lender alone cannot get the job done, but it should

work actively with others to bring about constructive change.

The Role of FHA-Insured Wan Programs in Neighborhood Decline 

The Task Force also considered the charge voiced by a Los Angeles official

that "studies have confirmed that when FHA becomes the only source of

financing, property values decline."

The Task Force, though it did not review any studies purporting to prove

this charge statistically and though it does not entirely agree with the

statement, does believe that FHA's "acceptable risk" programs, used in

older portions of our cities since 1965, have contributed to the decline

of neighborhoods.

Prior to the late 1960s, FHA-insured loans were the only source of financ-

ing in thousands of city neighborhoods containing moderate-priced houses.

The flow of funds to these neighborhoods, based on sound underwriting

standards, excellent property standards, and thorough appraisals, resulted

in appreciating property values that equaled or bettered the record of

neighborhoods with higher priced housing that, because of statutory limits

on FHA loan amounts, were ineligible for FHA-insured loans.
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However, Congress enacted several "acceptable risk" FHA insurance programs
in the 1960s. These aimed at providing homeownership to persons who could
not meet the traditional underwriting standards of depository institutions,
the Veterans Administration, nor the "economic soundness" tests of previous
FHA programs.

At a Congressional hearing in 1972, former Secretary of HUD, George Romney
testified that "the substitution of 'economic soundness' by 'acceptable
risk' thrust FHA into the inner-city housing market. . .[in] an effort to
buck [deteriorating] trends.

"There was widespread sentiment at the time [1968] that homeownership. . .by
itself could reverse advancing decay and growing social and economic problems,"
Romney told Congress.

These FHA programs, principally Section 221(d) (2) and 223(e) were designed
for neighborhoods in the "clearly declining" and "accelerating decline"
phase of deterioration. In these neighborhoods, the "economic soundness"
tests of conventional lenders required loan terms that were more conser-
vative than normal. Under the new FHA programs, however, loans were insured
with higher than normal loan-to-value ratios, lower credit standards and
longer than normal terms (30 years).

The Society of Real Estate Appraisers, in its 1975 publication, Inner-city
Valuation Study made this incisive statement:

"Low income families were already living in the community. The
result of the housing programs was to convert tenants of substandard
properties into homeowners of substandard properties. In effect,
the Act assisted in the unloading of substandard property upon un-
informed purchasers. Borderline credit was accepted. Thirty-year
loans were approved in communities with an economic life of 5 to 10
years. . . [and] assured the FHA a great number of foreclosures and
repossessions."

The FHA "acceptable risk" programs had a devastating effect on neighborhoods
in the "incipient decline" type where moderate-priced houses were occupied
by owners who had met the more stringent "economic soundness" credit tests.

For example, in a HUD circular FHA-400.2, dated August 1, 1968, the Section
223(e) program was stated to have the following purpose:

". . .to encourage use of FHA mortgage insurance in older, declining
urban areas, in order to provide housing for low and moderate income
families and to contribute to the upgrading or stabilization of such
areas."

The Task Force finds that, although the program fulfilled the first purpose
and has provided homeownership opportunities for tens of thousands of urban
dwellers, the program failed to achieve the second when it was used in
neighborhoods where homeowners had previously met higher, conventional
loan underwriting standards.

The new FHA credit standards, permitting a lower downpayment, less employ-
ment stability, and a lower monthly income to meet the same monthly mortgage
payment brought in buyers with less income than the sellers. This resulted

In a reduction in average neighborhood income--a clear indication of a

--, n declirp.



For these reasons, the Task Force finds it is inappropriate to lower credit
standards and encourage homeownership by purchasers who are unable to pay
the full economic costs involved.

Intervening in the Process of Neighborhood Change 

The HUD booklet, The Dynamics of Neighborhood Change, describes the process
of neighborhood change as being continuous:

"the decision of individuals and groups of people. . .determines most
of what happens. Households in the neighborhood decide to move out;
households presently looking for a house decide not to buy in that
neighborhood; bank officers decide not to loan money for that area;
owners of apartment houses decide to cut down on maintenance to keep
what they consider to be a reasonable profit. In other words, it
is the decisions that people make--individually or collectively--that
have the critical impact on what happens to the buildings, streets,
schools and parks. . . .

"Many decisions are made during the process of neighborhood change,
by households, building owners, bankers, real estate brokers, school
boards. Each decision is made in response to some event or change
in circumstances. That is the cause. Once the decision is made
it has consequences--the effect. A sequence, cause--decision--effect.
Of course, as the sequence progresses the effects become the causes 
that trigger the next decision, in a kind of chain reaction."

In this process, the origin of neighborhood decline--the initial decision
that begins the process--is not only impossible to isolate, but relatively
unimportant. However, this scenario of change also implies that decisions
may be made to intervene in the process and arrest decline.

Understandably, individual lenders, real estate brokers, public officials,
and even neighborhood residents are typically reluctant to intervene.
None feels responsible for the decline. Each feels powerless to halt it.

Acting alone, no lender, homeowner, broker, or appraiser can affect the
process. Spending vast sums of money will not be successful,fif it is
used to attack only one part of the problem. Certainly, the history of
the federal urban renewal program and other housing programs that focus
on buildings is that public expenditures alone are not sufficient to arrest
neighborhood decline.

The Task Force believes that the earlier intervention strategies are begun
in the process of neighborhood decline, the more likely they are to succeed.
The adage "an ounce of prevention is worth a pound of cure" is extremely
relevant. The redlining issue is most explosive in neighborhoods in the
"Incipient Decline" category. Intervention strategies should begin here,
not in the "Accelerating Decline" and "Abandoned" neighborhoods favored
by past federal urban renewal programs.
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The Task Force believes a successful program must:

First, bring together all the intermediaries whose decisions affect the
future of the neighborhood. Their views must be given an opportunity to
be heard and evaluated.

One writer, Roger S. Ahlbrandt, Jr., expressed it this way.

"Without a means of trading information, neighborhood deteriora-
tion may become a self-fulfilling prophecy in neighborhoods where
an early intervention strategy of a comprehensive, coordinated
nature could have succeeded in preserving an area. It is un-
fortunate, but true, that financial institutions, Realtors, appraisers,
insurance companies, city governments and neighborhood residents
often act on poor Oformation, and their actions are then harmful
to all concerned."-

Second, a commitment to the neighborhood must be made by lenders, local
government officials, appraisers, real estate brokers, and the residents
who live there.

The commitment by lenders should be to provide a flow of mortgage funds
to buyers of houses in the neighborhood and to present homeowners who seek
to rejuvenate their houses. All lenders must work together. No single
lender is willing, nor can afford, to be the only lender in a neighborhood.

The commitment to provide funds may be made in a variety of methods to
assure the participation of all lenders in the area. Many plans have
evolved as lenders have attempted to respond to obvious needs. This ex-
perimentation has produced many worthwhile programs that should be con-
tinued.

The commitment by the local government should include:

Maintenance or upgrading of those government support services that
improve the livability of a neighborhood. These include schools,
crime prevention, street maintenance, street lighting, garbage col-
lection, automobile parking facilities, public transportation,
libraries and parks.

Accepting responsibility for coordinating the efforts of homeowners,
real estate brokers, lenders, and other city government departments
to fulfill their commitments to the program.

Using federal Community Development funds under special revenue sharing
in ways that restore and maintain the social and economic vitality
of the community.

Enacting and/or enforcing a workable building code that guarantees
buyers safe and sanitary housing, but does not impose needless re-
habilitation that results in raising the price of housing beyond the
reach of typical residents of the neighborhood.

1
-Roger S. Ahlbrandt, Jr., The Mortgage Banker, March, 1976, p. 16.

88-032 0 - 77 - 28
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The commitment by professional appraisers should be flexible enough to
ensure that the value assigned to properties for lending purposes reflects
the commitment of the other participants to the neighborhood.

The commitment by real estate brokers should include wholehearted compliance
with the spirit of the federal or local government laws that forbid racial
steering, blockbusting, fright-inducing door-to-door solicitations, and
similar practices that ethical real estate brokers have repeatedly repudiated.

The commitment by local residents to their neighborhood should be evidenced
by a formal, active community or homeowner's organization dedicated to
maintaining the desirability of the community as a place to live. Neighbor-
hood groups have an essential role to play. When they are comprised of
local residents who show interest and enthusiasm, local governments and
lenders should work with them in a positive way.

Neighborhood organizations have evolved on a grass roots basis in almost every
major city. They need the coordination provided by city officials and
the cooperation of other groups to succeed.

Code Enforcement--A Controversial Intervention Strategy

The Task Force finds that enforcement of building codes has sometimes
assisted the recovery of neighborhoods, but has at times hastened their
decline. If property owners believe they will recover repair costs from
increased rents or higher sales price, then strict enforcement of codes
assists a neighborhood. If property owners come to the opposite conclu-
sion, code enforcement increases abandonment and furthers neighborhood
decline.

Code enforcement works best when it is one element in an overall neigh-
borhood intervention strategy. It provides the legal backing that is
needed to impose the community's desire for property upkeep upon each
individual owner.

Enforcing codes in a neighborhood of older houses means costly repairs.
In a neighborhood of moderate-priced houses, many property owners are often
unable to take on additional debt obligations. This suggests that any
comprehensive strategy to assist a neighborhood should provide home im-
provement loans at low interest rates to homeowners who cannot afford
market rates.

The Federal Role in Intervention Strategies

Federal government's role in intervention strategies requires that its
policies:

Be flexible enough to allow for variations in different cities to
respond to different needs,

Provide assistance in restoring properties to good condition, and

Subsidize on a one-time, front-end basis, with no continuing liability,
either direct or contingent.
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Flexibility. The Task Force notes that successful intervention strategies

in use across the country vary widely to reflect unique local problems

and the solutions worked out by the local community. The Task Force

believes this is appropriate and should be encouraged.

Federal expenditures are always a welcome addition to local resources,

but their impact is likely to be most successful when used to assist a

local intervention strategy. The Task Force believes that the Community

Development block grants offer the best mechanism yet developed to achieve

this goal.

For example, a community plan might determine that new neighborhood com-

mercial buildings are badly needed as part of an intervention strategy.

Federal funds would be helpful to assist the acquisition and construction

costs.

Provide Assistance to Rehabilitate Existing Structures. As noted earlier,

rehabilitation of older houses often carries a price tag higher than

moderate-income property owners can afford. In many cases involving these

owners, the only choices are to subsidize the cost of improvements or allow

the structures to continue deteriorating.

Subsidies for this purpose should be used only in neighborhoods with com-

prehensive restoration strategies. There are not enough funds available

to meet the total need for restoration of older buildings. Therefore,

subsidies should be directed to neighborhoods that have made the necessary

commitments. Subsidy dollars alone will not be helpful in the long run.

The Task Force notes that past federal subsidy programs have emphasized

construction of new or substantially rehabilitated housing: Section 235

program, GNMA tandem plans, Section 202 (elderly) project loans, and Section

236 apartments. The Task Force believes that housing for low- and moderate-

income families can be obtained at considerably less cost per unit through

subsidized remodeling loans. The loan amount will be less, and the ex-

posure to loss will be dramatically less than building new units.

One-Time Subsidies. Intervention strategies based on Federal programs

involving long-term payment of subsidies should be weighed carefully

because the budget impact is large and the life of the subsidy program

is too uncertain to support continuing neighborhood and city programs.

For example, the Section 235 program was used in some cities to finance

substantial rehabilitation of older houses in declining neighborhoods.

The finished units sold for approximately $20,000 and mortgage payments

were subsidized down to 1 percent. This substantial reduction of monthly

payments permitted persons with income as low as $8,000 to $10,000 to buy

housing that, without the subsidy, would have required a considerably

higher income. Other houses in the neighborhood typically had not been

rehabilitated, and were valued at $10,000 to $15,000. Owners of these

units had incomes comparable to the purchasers using Section 235.

1/4

•
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In its early years, when the owners of the rehabilitated houses sold the

units, the subsidy continued if the new owner's income did not exceed the

allowable limit.

After the program was suspended in 1973, however, the subsidy stopped when

the property was sold on terms requiring a new mortgage. This reduced the

value of the property substantially since persons with the average income

of those living in the area could not afford to make the monthly payment

on a $20,000 mortgage, and higher income buyers were unlikely to move

into the neighborhood.

Faced with a substantial loss on the sale of the house, the typical seller

permitted the lender to foreclose, and HUD took possession of the property,

later reselling it at its reduced unsubsidized value.

The Task Force believes this is an expensive, administratively complicated

method to rehabilitate houses.

A far less expensive method would be to sell the rehabilitated unit for

a below-cost figure of $12,000 to $15,000--a price buyers could afford

to pay--and pay the federal subsidy in a lump sum when the house is sold

to the first owner.

The Task Force notes that subsidies have always been in short supply in

the past, and that cities should assume that programs requiring continuing

appropriations will ultimately fail.

The National NHS Program--An Intervention Strategy

One highly-regarded intervention strategy is guided by the Urban Reinvest-

ment Task Force (URTF), a joint effort of HUD and four federal financial

regulatory agencies. More than 25 communities have formed a "Neighborhood

Housing Service" under this program, and others are in the planning stage.

Neighborhoods chosen generally are in the "Incipient Decline" or "Clearly

Declining" stages, as described above. The housing stock is basically

sound, but showing signs of deterioration. Owner-occupied houses predominate.

To be eligible for assistance by the URTF, neighborhood residents must

demonstrate that they want to preserve their neighborhood and improve their

homes. Residents must commit themselves to making the program work.

Components of a Neighborhood Housing Service. As stated in the application

procedure published by the URTF, the most important components of a Neighbor-

hood Housing Service are:

The NHS organization itself. It is a private, nonprofit corporation,

whose board of directors are predominately community residents, but

with significant representation from financial institutions. A staff,

typically three persons, carries out the NHS work of financial counsel-

ing, assistance with rehabilitation specifications and bids, monitoring

of contractors, administration of revolving loan fund and maintaining

liaison with city agencies and financial institutions.
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Financial institutions that agree to invest in the neighborhood by
making loans at market rates to all homec,ners who meet normal credit
standards. The financial institutions (and other local businesses)
normally contribute to the NHS to meet its operating costs.

A "high-risk" revolving fund for making loans at flexible rates and
terms to residents who do not meet normal credit standards. Capital
for these revolving funds has been contributed by foundations and
local corporations in past years though, increasingly, local govern-
ments have used community development block grant funds for this
purpose.

A local government that agrees to reinvest in the neighborhood by
making necessary improvements in public amenities and by conducting
an appropriate housing code compliance program coordinated with NHS
activities.

Pittsburgh's Neighborhood Housing Service (NHS)--An Example of a Successful 
Intervention Program 

Although, the Neighborhood Housing Service programs in some cities have
not yet demonstrated great success, the Task Force finds the NHS operating
in Pittsburgh Pennsylvania, to be an excellent example of a coordinated
program that shows great promise of arresting and reversing neighborhood
decline.

Functions of the NHS. According to Thomas A. Jones, Pittsburgh's NHS
executive director, the most important functions of the NHS have been:

Generating objective discussion about the NHS neighborhood's
problems,

Providing the mechanism for all interested participants to reach joint
decisions about actions to take and working together to implement
them.

The Pittsburgh NHS was not "installed" ready-made, but evolved over a two
year period, beginning in the mid-1960's. At that time several neighborhood
programs were operating in Pittsburgh with financing assistance from a variety
of Federal and local government sources. These programs concentrated on
different issues, depending upon the needs of the community.

In the neighborhood served by what is now known as the NHS, the program
focused on maintaining an on-going market in existing housing for moderate-
income residents. This decision was not imposed by the professional staff,
but developed by the neighborhood residents. However, the staff assisted
this process by first, arousing interest among the residents to working
together to improve their neighborhood. Next, the staff helped form "block
clubs" comprised of local residents, providing a mechanism that could be
used for a joint effort. After the block clubs developed "want lists," the
staff then assisted in forming committees to work on the most important
issues.
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One comittee focused on the absence of financing for the rehabilitation
of the houses in the neighborhood. The houses were old and lacked modern
kitchen and bathroom facilities. Many units were in violation of one or
more provisions of the city's building code. Typically, lenders were un-
willing to make loans in the neighborhood.

The deterioration was almost universal and each lender felt the risk of
an individual loan was great. In addition, many residents living in housing
that needed rehabilitation were unwilling to incur the expense because
they could not meet the market-rate repayment schedules on their limited
incomes; they needed subsidized loans.

In addressing these problems, the committee, with the assistance of the
professional staff, met with city officials and with lenders.

Reaching a joint decision. For example, the committee worked with the
city government to decide which parts of the building code should be enforced
rigidly, which parts should be enforced flexibly.

The process was slow because the residents did not thoroughly understand
the code or the implications of enforcement versus non-enforcement. The
NHS staff's position was that no enforcement (and this had been the city
policy for the most part) led ultimately to the razing of neighborhoods.
This had occurred many times under the Urban Redevelopment Agency and was
accepted as fact by residents and the city government. To avoid razing
of houses, codes had to be enforced on some basis.

However, both city officials and neighborhood residents were determined
not to permit the code enforcement program to force out poor people unable
to afford the cost of compliance. Previous Urban Renewal projects in that
city had been insensitive to the social problems caused by displacement
of local residents and everyone was determined to find a better solution.

When a detailed program was worked out, its implementation was relatively
simple because all participants understood and agreed with its purpose.

The committee also worked with the city's lending institutions to agree
on a lending program that would meet the needs of the neighborhood residents
and the lenders' regulatory requirements for prudent underwriting.

The lenders formed a committee also, believing that the program developed
should be used by all lenders, not one or two.

NHS Today. Ultimately, the Neighborhood Housing Service was formed with
the lenders contributing funds to pay its operating costs.

Funds for home repair loans are obtained from capital gifts from corpora-
tions and foundations, the city's Federal Community Development funds--
used to establish a special low-interest rate revolving loan fund--, and,
finally, HUD's Section 312 program--including direct federal home improvement
loans at 3 percent interest.
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Loans may be made directly by a lender without NHS staff involvement.
Generally, however, the staff pre-approves the case and refers it to a
lender.

The entire rehabilitation and financing transaction is difficult for the
borrower to understand and the NHS fills a vital role representing the
homeowner with the city, the contractor, and with the lender.

Financing the Sale of Properties. Although FHA and VA financing are used
in many cases, the NHS staff would object strenuously to lenders if no
conventional loans were made. According to Mr. Jones:

Terms of conventional loans are more flexible. FHA's rules are more
rigid, especially on property requirements. Unusual conditions are
rarely acceptable.

The minimum downpayment on FHA and VA loans reduces homeowner equity
and provides less motivation to care for the property.

Sellers balk at FHA-VA financing because of the discount points they
must pay.

The Need to Identify Neighborhoods 

The message of today's urban neighborhood groups appears to be: "We don't
want our bank to make unsound loans and lose our savings, but we want the
reasons for rejection to be based on criteria that fit today's society."
The findings of the Task Force strongly indicate that the balanced
approach this statement implies poirts toward a need to identify neighborhoods
that can be saved.

This must be done in cooperation with all parties and a full sharing of
the reasons for the decision. Accordingly, the Task Force believes that
resolving the redlining issue will require continuing objective analysis
of the physical, economic, and social characteristics of neighborhoods
to evaluate whether or not sound loans can be made in each particular area.

In most cities today, no formal study has been made. Instead, decisions
to lend or not to lend in an area are based on limited facts and each
lender's inability--acting alone--to influence the overall neighborhood
environment. Although lenders should be involved in the analysis process,
others should be included. The local government and neighborhood groups
cannot be expected to agree with the results unless they participate in
the work.

Neighborhood boundaries are already well-established in most cities as
part of the planning process. Census tracts usually conform to neighbor-
hood boundaries and Census Bureau reports provide many statistics that
could be useful in such an analysis.
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The Task Force urges that greater publicity be given to neighborhood trends

in sales prices, trends in occupancy by owners vs. renters, levels of

maintenance and upkeep, adequacy of municipal services, crime rates (es-

pecially street crime and other crimes of violence), and similar underwriting

criteria. This will help prospective borrowers understand why one area

is favored and another is disadvantaged.

The Task Force believes lenders can assist public understanding of their

position by publicizing the market demand for loans and the reasons why

loans are rejected. Although the Home Mortgage Disclosure Act requires

reports of loans made in each neighborhood, the number of applications 

(demand) and rejections are not part of the report, though they are equally

important in evaluating lenders' performance. The Task Force notes that

the Equal Credit Opportunity Act requires lenders to provide each rejected

applicant with the specific reason for rejection. Thus, it should be

relatively simple to provide aggregate statistics.

The Task Force believes that the best long-term method lenders can use

to prove they are not rejecting loans in a neighborhood for discriminatory

reasons--i.e., redlining--is to publicize their underwriting standards,

the facts about a neighborhood that make it ineligible for loans, and the

reasons why individual applicants (in aggregate) are rejected.

It is essential that all lenders in a community have the information and

neighborhood support necessary to make a public commitment to lend or not

to lend in a given area. If loans can be made in a neighborhood on a sound

basis, then all lenders should be prepared to make them. However, if the

facts support a decision that loans cannot be made on a sound economic

basis, then--and only then--is it appropriate to reject loans on the basis

of the neighborhood's condition.

If lenders adopt such a strategy and publicly advise the community of their

reasons--especially if they do so as a group--the Task Force believes the

issue of redlining will be replaced by constructive efforts between lenders,

local residents, and local governments to work together to remove the con-

ditions in the neighborhood that produced unacceptability. If such a commit-

ment from all parties is lacking, long-term rehabilitation of a neighborhood

is unlikely under any circumstances.

Changes in attitude are an important part of the neighborhood rehabilita-

tion process, and this can occur only by working together toward a common

objective, not through new laws, subsidies, and court injunctions.
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Geno Baroni, PresidentOr*NatiTohnale

Senator William Proxmire
Chairman
Senate Banking Committee
5300 New Senate Office Building
Washington, D.C.

Urban Ethnic
Affairs

1521 16TH STREET, NM.

April 4, 1977

An Independent, Non-prolot Orgenaatien

• WASHINGTON, D.C. 20036

Area Code 202/232-3600

Dear Senator Proxmire and Members of the Senate Banking Committee:

The National Center for Urban Ethnic Affairs supports the Community Reinvest-
ment Act of 1977 (S.406) which if passed, will provide regulatory incentives to
meet neighborhood credit needs by lending institutions. We are pleased with
developing federal legislation addressing the concerns of reinvestment in the
neighborhoods.

One of the more important aspects of S.406 is that nothing new is requested
from financial regulatory agencies. This authorization would permit review of
lending policies and practices of private institutions prior to their merging,
opening a branch office, relocating the home offices and establishing bank
holding companies. This bill, in effect, focuses on how to best use this
authorization to ensure that the local (current and proposed) credit needs
both are being met. While the Community Reinvestment Act of 1977 attempts to
focus on investment patterns in neighborhoods and is complementary to the Home
Mortgage Disclosure Act of 1975, still, these are some weaknesse to bill S.406.

First, the bill is restricted to effect only those lending institutions
which undertake activities specified in the bill (mergers, branching, reloca-
tion, etc.). Those which do not choose any of these activities will not be
affected by the Community Reinvestment Act of 1977. A mechanism should be
provided to check these banks and S & Ls for their record of meeting local credit
needs as well. Perhaps a review of these practices can be included in bank
examinations.

Secondly, the bill calls for the lending institutions to determine the
"local credit needs" and how to plan to meet them. We would suggest that stronger
language and examples be included to identify community participation in this
process. There is only one section in the bill which directly addresses the
consumer role and which is through the traditional channel of public testimony.
While this may be sufficient in some cases, the Center's experience with neigh-
borhood organizations is that there is often times disagreement between community
and lending representatives on:

. what are the local credit needs?
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. what are the possible ways of meeting these needs?

. what are the definitions of the primary service areas?

. what are the criteria for credit-worthiness?

Without community input from the beginning, there is no guarantee that a
report on the credit needs prepared by a lending institution will be sensitive
to the varying needs of an urban neighborhood. Provisions of this bill should
offer incentives to lending institutions to prepare lbredit needs reports" and
proposals for action in conjunction with local organized efforts. If we are all
in agreement that successful neighborhood reinvestment efforts require activity
of the public, private and community sectors, then it makes sense for the bill
to outline in greater detail, the role of community and neighborhood groups.

The earlier Home Mortgage Disclosure Act is a stepping stone to this three-

sector process of working toward reinvestment. The proposed Community Reinvestment

Act, if strengthened, can provide still another vital part of the efforts to re-
vitalize our nation's unclean neighborhoods.

As additional background and support information to S. 406, we are entering

the draft of a Center's publication, "Neighborhood Reinvestment: A Citizen's
Compendium for Programs and Strategies." This covers a variety of efforts to

establish reinvestment programs throughout the country with particular attention
paid to the involvement of community groups. We hope this information is of

use to you. If we can be of further assistance to you in the development of
S. 406 or other reinvestment initiatives, please do not hesitate to notify us.

Sincerely,

Robert J Corletta
Presiden
. ,

Karen Kollias
Director, Disclosure and Reinvestment Project

RJC:KJK:lmm
Encl.
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LEGISLATURE OF MICHIGAN
WASHINGTON OFFICE

444 North Capitol Street, Suite 214
Washington, D.C. 20001

202/624-5490

March 22, 1977

The Honorable William Proxmire, Chairman
Senate Committee on Banking, Housing and Urban Affairs
5300 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. Chairman:

We in the Michigan Legislature have been carefully researching ways to
deal with the economic crisis in our cities. We have studied the phenomenon
of urban disinvestment and are developing legislation at the state level to
promote neighborhood conservation and to combat the problems of insurance
and mortgage redlining, unemployment and crime.

Michigan, along with every other state, needs help in the form of
federal legislation. By ourselves, we lack the power to successfully
attack such a severe, broad and all-encompassing issue. It is my under-
standing that at the State Strategies for Housing Conference in Chicago,
February 25-27, 1977, Mr. Kenneth McLean, Staff Director for the U.S. Senate
Banking, Housing and Urban Affairs Committee, emphasized that state
government resources are inadequate to meet the needs of urban reinvestment.
I couldn't agree more:

We welcomed the National Home Mortgage Disclosure Act of 1975 as a
first step in arresting the decay of neighborhoods--but it is only a first
step. We must not only stop the flow of capital out of cities, but must
encourage capital to flow into our cities.

Disinvestment causes the oppressive conditions of high unemployment,
high crime and abandoned housing in urban areas. It causes the loss of
business, industry and retailing from center cities and neighborhoods.
Detroit is in critical condition. The cities of Flint, Grand Rapids? Saginaw,
Lansing, Kalamazoo and Battle Creek are in serious condition. Regulated
financial institutions have a continuing and affirmative obligation to
help meet the credit needs of the communities which they are chartered to
serve. Therefore I strongly urge passage of S. 406, the Community Reinvestment
Act of 1977, with amendments recommended by National People's Action. With
these amendments, S. 406 can provide a basis on which to build successful
state programs to revitalize our dying cities

Si 1 v.

by iirk
Speaker o the House of Representatives



NATIONAL ASSOCIATION OF REALTORS,
Washington, D.C., April 7, 1977.

Hon. WILLIAM PROXMIRE,
Chairman, Committee on Banking, Housing and Urban Affairs, Dirksen Senate

Office Building, Washington, D.C.
DEAR MR. CHAIRMAN: At the direction of the Realtors® Legislative Committee,

I submit the following comments concerning S. 406, "The Community Reinvest-
ment Act of 1977" and ask that they be made part of the hearing record.
The National Association of Realtors® shares the concern for community

reinvestment which is the. basis for S. 406. We have long voiced our alarm over
the increased deterioration of our cities, with untold numbers of structurally
sound existing housing units going under-utilized, denying adequate shelter for
millions of ,underhoused Americans, while ever 'more costly new housing is being
built elsewhere. In the very near future, this Association will present the
public, and the Congress with its detailed proposal for revitalizing our cities
and communities.

While we share this general concern with the 'philosophy behind 'S. 406, we
must, however, state our opposition, on both philosophical and operating grounds,
for the approach required by this bill:

1. The Congress has decreed that, for the safety of the public, that deposi-
tory institutions must be regulated in terms of entry, (and sometimes exit), in-
surance, branching, and similar matters. That is, unlike non-regulated indus-
tries, the usual hallmarks required by economic theory regarding competition,
are absent, but, absent because of government reguiation. To now require an
institution which petitions for the required governmental action on a requested
deposit facility, to 'undergo additional requirements is akin to a Catch-22
proposition.

2. As expounded in the statement introducing S. 406 on January 24, the
regulatory agency review which would be required is likened to the current
FOC review of radio and TV license applications and renewals. We feel that
this is a fallacious economic theory, akin to comparing apples and oranges. The
airwaves are a public resource, owned and licensed as a monopoly by the
Federal government for the public good. By contrast, a basic rationale for
government involvement with financial institutions is the protection of deposi-
tors' funds.

3. The very philosophy underlying S. 906 seems to be at odds with the concept
of encouraging mobility of capital. In the mortgage market, in particular, this
Is of crucial importance, as its institutions and instruments are less "sophisti-
cated" than in other financial markets. The Congress created FNMA, FHLMC,
and GNMA specifically to enhance the mobility of mortgage funds. S. 406 miti-
gates against that mobility.

4. While we are aware that the present bill does not require mandatory credit
allocation, nevertheless, we are fearful that if S. 406 were enacted, the next step
would be such a requirement. Our current system of specialized thrift institutions
serves the credit needs of our various housing markets quite well. To further
refine such allocation on the basis of specific localities is both unnecessary and
inimical to the basic system of free enterprise.

5. Implementation of S. 406 could well necessitate increased costs for these
institutions, resulting in lower returns for depositors and stockholders, who are
also consumers. It is unfair to impose on one class of society the alleged benefits
enjoyed the entire population.

6. Credit is not a right, as implied in S. 406, but a privilege. Under S. 906, the
institution is assumed guilty of not meeting the (non-defined) credit needs of its
(ill-defined) community and then asked to bear the burden of proving its inno-
cence.

7. No provision is made for failing institutions. Currently, when a financial
institution is in danger of failing, the regulatory agencies generally arrange for
that institution to be investigated or acquired by a stronger one, thus preserving
the existing facilities for its current savers and customers, yet S.404, making
no provision for this, would obviously both discourage stronger institutions from
agreeing to such takeovers, and indefinitely delay the acquisition thereby depriv-
ing the community of financial services.
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As stated above, while this Association shares the concern for the problems
which prompted S. 906, we feel that this bill approaches the matter in a nega-
tive rather than a positive manner. For example, as an alternative, we suggest,
to encourage community investment, that the "shared-risk" proposal of Federal
coinsurance be seriously considered, and also that "Mortgage Review Boards"
with a pooled high risk fund could be a possibility. But to specify that Federally-
chartered or insured financial institutions must carry the burden of what should
be an overall community revitalization and reinvestment program is, in our
opinion, grossly inequitable.
We appreciate the opportunity to comment on S. 406, and look forward to

presenting you with our detailed proopsals on revitalizing the cities shortly.
Thank you.

Sincerely,
ALBERT E. ABRAHAMS,

Staff Vice President, Government Affairs.
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