New Information on Lending to Small Businesses
and Small Farms: The 1996 CRA Data

Raphael W. Bostic and Glenn B. Canner, of themunities with differing economic and demographic
Board’s Division of Research and Statistics, preparedcharacteristics.
this article. Sheryl L. Hudson and John E. Matson Although intended primarily to facilitate assess-
provided research assistance. ments of performance under the CRA, the data on
small business and small farm lending are likely to be
The Community Reinvestment Act (CRA) of 1977 is used in other ways as well. For example, lending
intended to encourage commercial banks and savingsstitutions may use the data to help evaluate the
associations to help meet the credit needs of theieffectiveness of products and services and to calcu-
local communities in a manner consistent with safelate their share of the small business loan market in a
and sound banking practices. As a consequence afiven geographic area. Similarly, the federal agencies
recent revisions to the regulations that implement theharged with enforcing the nation’s antitrust laws
CRA, new information is now publicly available on may use the CRA data in assessing the competitive
the geographic distribution of small loans to busi-effects of bank mergers and acquisitions.
nesses and farms and on community development This article presents an initial assessment of the
lending. Because small businesses and small farmsew CRA data on originations and purchases of small
are more likely than larger ones to borrow smallbusiness and small farm loans during 1996. It is
amounts, the CRA data on small loans are likely tomainly intended to provide a description of the depth
provide a reasonable measure of the extension adnd breadth of the data and to place the information
credit to such businesses (and hence, in this articlén the context in which it will be used for CRA and
inferences about lending to small businesses andther regulatory enforcement activities. The focus of
small farms are based on data on small loans). the analysis is on the broad patterns that emerge
The new CRA data, combined with information when the data are reviewed from a national perspec-
reported by institutions about the geographic areasive rather than on the lending activities of any indi-
that constitute their local communities, enable lend-vidual institution. The article also discusses some of
ers, supervisory agencies, and members of the publithe important limitations of the data and challenges
to better assess the performance of these institutiorthat arise in using this new information.
in meeting their CRA obligations. Just as the avail- For 1996, we find that nearly 2,100 large commer-
ability of credit to purchase, refinance, and improvecial banks and savings associations (savings banks
homes is critical to the well-being of local communi- and savings and loan associations) reported data on
ties, so is the availability of credit for small busi- their small business, small farm, and community
nesses and small farms. The new CRA data thuslevelopment lending and on the geographic areas
complement information made available pursuant tahat constitute their local communitiés/Vhile they
the Home Mortgage Disclosure Act (HMDA) about account for only 18 percent of all commercial banks
the flow of housing-related credit to communities and savings associations, the CRA reporters extend
nationwide! The CRA data also provide new about two-thirds of all small business loans and about
opportunities to gauge the flow of credit to com- one-fifth of all small farm loans granted by such
institutions. Of the CRA reporters that extended
1. HMDA data have been available for many years and have beeranS’ the most active 1 percent granted a Iarge pro-

widely analyzed. Research based on HMDA data has found that thgportion (nearly half) of the small business loans and
flow of mortgage credit varies with characteristics of borrowers and{ 3 percent of the small farm loans.

local neighborhoods. See Glenn B. Canner and Dolores S. Smith, . . .
“Home Mortgage Disclosure Act: Expanded Data on Residential _L'k_e the numb_er of busmesses,and farms, the dis-
Lending,” Federal Reserve Bulletinvol. 77 (November 1991), tribution of lending to small businesses and small
pp. 859-81; and Glenn B. Canner and Wayne Passmore, “Home

Purchase Lending in Low-Income Neighborhoods and to Low-Income———

Borrowers,” Federal Reserve Bulletinvol. 81 (February 1995), 2. The regulation implementing the CRA requires only large com-
pp. 71-103. mercial banks and savings associations to report their lending activity.
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farms varies geographically. Most small businessesults of those efforts. This approach to CRA assess-
loans are extended in central city and suburban areasjents was heavily criticized, both by community
most small farm loans, not surprisingly, are in rural organizations and lending institutions. Community
areas. Overall, the distribution of small business lenderganizations argued that the examination process
ing across census tracts categorized by their incomfailed to make meaningful distinctions between insti-
generally follows the distribution of the population tutions that performed well and those that performed
and businesses across these areas. Within central cipporly. Lenders contended that CRA enforcement
areas, the data show that most small business loangas too focused on process and paperwork and that
are extended in areas with low home-ownershipthe examination standards were unclear and inconsis-
rates—areas that tend to have high concentrations daéntly applied. In response to these concerns, Presi-
businesses. About half of the CRA reporters extendedent Clinton in July 1993 asked the supervisory agen-
community development loans, which tended to becies to reform the regulations that implement the
much larger in size than the average small business &ZRA#
small farm loan. The agencies subsequently adopted revised regula-
tions in May 1995 that were intended to make CRA
assessments more performance-based, more objec-

ORIGINS OF THENEW DATA REPORTING tive, and less burdensome for covered institutions.
REQUIREMENTS ONSVIALL BUSINESS AND The new regulations substitute three performance
SVIALL FARM LENDING tests—lending, investment, and service—for the

twelve assessment factors contained in the original
The CRA was enacted two decades ago in responsegulation® (See the box “The Three CRA Perfor-
to the concern that many commercial banks andnance Tests.”)
savings associations were thought to be accepting In assessing compliance with the CRA, the three
deposits from households and firms in inner citiesperformance tests are evaluated in the context of
while lending and investing them primarily else- information about the institution and its community,
where. These “disinvestment” activities, it was main- competitors, and peers. For example, CRA assess-
tained, were contributing to the decline of many ments consider the economic and demographic char-
urban areas as evidenced by a deterioration in thecteristics of the local service areas; lending,
quality of housing in these areas and a shift of jobsnvestment, and service opportunities in the local
to surrounding areas. In adopting the CRA, the Concommunity; the institution’s product offerings and
gress reaffirmed the principle that commercial banksusiness strategy; and its capacity and constraints.
and savings associations have an obligation under
their charters to serve the “convenience and needs”
of their local communities by providing credit ser- Lending to Small Businesses and Small Farms
vices to all segments of those communities. For pur-
poses of enforcement, the supervisory agencies amlthough data collection efforts in support of CRA
directed to periodically assess the performance oé&nforcement have traditionally focused on home
institutions in this regard, to make available to themortgage lending, a consensus has evolved in recent
public written evaluations, including CRA perfor- years that lending to small businesses and small
mance ratings, and to consider the institution’s recordarms is also critical for a vital and viable commu-
in acting on applications for deposit facilities, merg- nity. Responding to this recognition, one of the more
ers, and acquisitior’. significant changes to the regulation requires com-

mercial banks and savings associations defined as

Evolution of CRA Regulation _—
4. For a discussion of the original regulation and concerns that
. . . led to the revised regulation, see Griffith L. Garwood and Dolores S.
Hlstorlcally, CRA performance evaluatlons_ foc_us_edSmith, “The Community Reinvestment Act: Evolution and Current
on the processes used and efforts made by institutionssues,” Federal Reserve Bulletirol. 79 (April 1993), pp. 251-67.
to serve their local communities as well as on theFor a discussion of the new regulation and the regulatory alternatives
considered before its adoption, see the Federal Reserve’s press release
on the new CRA regulations, April 24, 1995.
_ 5. For a description of the original twelve assessment factors, see
3. The supervisory agencies are the Board of Governors of theGarwood and Smith, “The Community Reinvestment Act,” p. 253.
Federal Reserve System, the Federal Deposit Insurance Corporation, 6. For further details, see the Federal Reserve press release,
the Office of the Comptroller of the Currency, and the Office of Thrift April 24, 1995, and Kevin T. Kane, “CRA's More Flexible Yard-
Supervision. stick,” Mortgage BankindSeptember 1997), pp. 54—60.
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geographic location (census tract or block numbering
The Three CRA Performance Tests area) of the firms and farms receiving them. Unlike
the business and farm loans, no geographic informa-

The regulations that implement the CRA set forth three tion is provided for community development loans;
tests by which the performance of covered institutions only the aggregate amount of lending by each institu-
will be evaluated: a lending test, an investment test, and a tion is reported.
service test. . | The data also include information on how many of

The lending test involves the measurement of lending the reported loans were extended to businesses and
activity for a variety of loan types, including small busi- . S
ness and small farm loans. Among the assessment criteria farms _W'th annu_al .revenues of $1 million O_r_l_ess'
are the geographic distribution of lending, the distribl- Such firms fa"_ within generally accepted deflnlthns
tion of lending across different types of borrowers, the Of @ small business, although somewhat larger firms
extent of community development lending, and the usg of are also often categorized as being a small business
innovative or flexible lending practices to address the or small farmg Finally, each reporting institution
credit needs of low- or moderate-income individuals pr includes a list of the areas that constitute its local
areas. CRA assessment community. For a small institution,

The investment test considers the extent of an institu- the assessment area may be a single, relatively small
tion’s involvement with qualified investments. A quali geographic area; a large institution may have many
izal Irvesinznl (5 s IEsiranl CEpoi, @ ¢en :{at assessment areas, some small and some large, which
benefits the institution’s assessment area or a brogder .

in some cases span the country.

Ztrztae.mde or regional area that includes its assess The data on business and farm lending reported

The service test considers the availability and respon- under the CRA regulations are more limited in scope
siveness of an institution’s system for delivering retail than data reported on home lending under HMDA. In
banking services and judges the extent of its commurity particular, the CRA data include information only on
development services and their degree of innovation. loans originated or purchased, not on applications
Among the assessment criteria are the geographic distri- that are turned down or withdrawn by the customer.
bution of an institution’s branches and automated teller Also, unlike HMDA data, the CRA data do not
machines, the availability of alternative systems for deliv-  jnclude the income, sex, or racial or ethnic back-
ering retail banking services in low- and moderate- 45 nd of applicants. Finally, the CRA data are not
income areas and to low- and moderate-income persens, o rteq and disclosed application by application as
and the provision of community development services HMDA data are; rather the data are aggregated into
the three loan size categories and then reported at the
census tract level.

From the information submitted by reporting insti-

ent

O:a:ge undlelzr thetLeguIatl%n to CdO|L|eC||t and rep(?[rt tiutions, the Federal Financial Institutions Examina-
ata ahnually on the number and dofiar amount Ok;,, - coynci| (FFIEC) prepares a disclosure state-
their originations and purchases of small loans to

buSi d f d v devel ment for each institution, in electronic form, as well
USINesSes and farms and any community develobsg 5, aggregate statement for each of the 332 metro-
ment loans. Only independent institutions with total

- R olitan statistical areas (MSAs) and each of the non-
assets of $250 million or more and institutions of anyIo ( )

N ; etropolitan counties in the United States and Puerto
size if owned by a holding company that has assets P

$1 bill biect to th dat . ico. Before public release of the CRA data, the
) tilion or more are subject to the new data report-er e ang the supervisory agencies review it to help
Ing requirements.

. . ensure its accuracy (see the box “Data Quality”).
For purposes of reporting, smal| loans to bus"The FFIEC made the CRA data on 1996 lending

nesses and farms_are grouped In two ways. Firsty tivity available to the public in October 199For
loans are reported in three loan size categories bas ore information on the content of these disclosures

on the original amount of the loan: $100,000 or less ;
' 'and how to obtain the new CRA data, see the box
$100,001 to $250,000, and more than $250'000:“CRA Disclosures.”

For businesses, the maximum loan size reported is
$1 million; for farms, the maximum is $500,000.

Second, these loans are categorized according to the——
8. According to the 1993 National Survey of Small Business
Finances, sponsored by the Federal Reserve Board and the U.S. Small
Business Administration, about 84 percent of all small businesses
_ (defined as having fewer than 500 full-time employees) have annual
7. For lines of credit, the reported amount is the size of the line atrevenues of less than $1 million.
the time of origination. 9. See the FFIEC press release, September 30, 1997.



4  Federal Reserve Bulletin

January 1998

Data Quality

To maximize the usefulness of the CRA data, the infor-
mation must be accurate and made available to the puplic
on a timely basis. To achieve these objectives, the repprt-
ing institutions and their supervisory agencies have made
a substantial commitment of resources.

The supervisory agencies seek to ensure that
commercial banks and savings associations they su
vise provide complete and accurate information.
facilitate accurate reporting, the FFIEC makes available
tools and information to assist covered institutions
through the CRA site on its World Wide Web home page
(http://lwww.ffiec.gov) and in various hard copy forms.
The FFIEC Web site for the CRA, for example, includes
the regulation, instructions on how to file data reports| a
description of which institutions are covered by the data
reporting requirements, the text of interagency interpre-
tive letters pertaining to the regulation and interagency
questions, and answers to the most frequently asked
guestions about compliance. The CRA site also includes
a geocoding system that allows anyone to identify the
census tract that corresponds to a specific street address.

Beyond informational tools, the FFIEC makes avall-
able an electronic data entry and reporting system that
incorporates a series of edit routines to detect and correct
errors in the data. In addition, the FFIEC reviews each
reporting institution’s CRA data before public release
and subjects the data to further quality checks. Finally,
the supervisory agencies conduct on-site examinatipns
and periodically review the covered institutions’ compl
ance with the geographic reporting requirements of the
regulation. Such reviews consider, for example, the actu-
racy of the geocoding done by reporters and the cogm-
pleteness of their filings.

Reporting Rules and Geocoding

Under the CRA, lending institutions are asked to
report the geographic location of the business or farm
receiving the loan. According to the rules for such
“geocoding,” institutions may designate the location
of the loan as being either the location of the business
headquarters or the primary area where the loan
proceeds are applied. For firms with operations in
multiple locations, the potential for incorrect interpre-
tations of data arises because some or all of the funds
may be used to support activities in locations not
reported by the lender. Thus, assessments of the data
may characterize a loan by the economic and demo-
graphic characteristics of a reported location (the
census tract of the headquarters) even though the
funds are used to support the activities of the business
or farm in a location with different characteristics.
Unfortunately, it is not possible to identify the extent
to which the geographic locations reported in the data
reflect where loan funds are actually uséd.

The potential for this type of census tract mis-
categorization does not appear to be large, however.
Information from the 1993 National Survey of Small
Business Finances indicates that most small busi-
nesses have few offices. According to the survey,
84 percent of small businesses have only one office
and 95 percent have two or fewer offices. In addition,
the effects of such miscategorization are likely to be
small, as the data are not considered in isolation for
CRA performance evaluations. Other information,
such as documentation in loan files, may be available
to help examiners determine whether the census tract
categorization provided by the lender is appropriate.

Post Office Boxes and Rural Routes

CHALLENGES ANDLIMITATIONS

Another issue, also related to the proper geographic
Whether the new CRA data are used to help gauge apgategorization of small business and small farm lend-
institution’s record with respect to the CRA or for ing, arises when the street address of a business or
other purposes, the nature of the information andarm is not used by a lender to identify the location of
limits on information that can be used in conjunctionthe firm or farm. This situation occurs when a street
with the new data pose many challenges for analystsaddress is not available to the lender because the firm
Challenges arise because reporting rules and limiter farm provided only a post office box number or a
on information available to the reporting institutions rural route or box number.
create the potential for incorrect interpretations.
Analysts also face challenges because the census data
used to characterize neighborhoods and to assess t _ o _
distribution of lending are collected ONly EVETY teN g na Lo i, e, 2fises 1 assessing HMDA daia on home

g. For home refinancing and, in some cases, home improvement

years. Finally, an appropriate interpretation of theloans, the funds may be used to support activity in a location that is

CRA data requires an understanding of the differenfot the same as that of the property. For home purchase lending,
however, the HMDA data include the location of the property to be

.. . lo}
demand and Supply conditions  that prevall aCros%urchased (with some minor exceptions), and consequently the appro-
local markets. priateness of the census tract categorization is generally not an issue.
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CRA Disclosures

The CRA data on small business, small farm, and commu-smore than one state must make the statements available
nity development lending are made available to the publicat one office in each of those states. Central depositories
via the financial institutions covered by the act, central datathroughout the nation have the aggregate disclosure state-
depositories (usually a public library, regional planning ments for inspection by the public. In addition, the FFIEC

tion on behalf of the FFIEC. tutorial to help users access, view, and print disclostre

From the reported information, the FFIEC prepares astatements of individual institutions and aggregate st
disclosure statement for each institution and an aggregatenents. The CD-ROM also includes a comprehensive pn-
report for each MSA and nonmetropolitan county in the line help system and a function that allows users to copy the
United States and Puerto Rico. The aggregate reports dis<SRA data for use in other applications software. The FFIEC
play lending activity by census tract. To better protect thebelieves that public access to the CRA data will be greatly
confidentiality of the business relationships underlying theenhanced by electronic disclosure and that the costs associ-
data, disclosure statements for individual lenders group andted with distribution of the data will be substantially lov
display the lending information in a limited number of ered by reducing the traditional reliance on paper copies|
income categories. For lending activity in counties that The CRA data order form, which may be used to order
have 500,000 or fewer residents, the data are shown ithe CD-ROM for $10, and the location of each central
four income categories—low, moderate, middle, and upperepository for an MSA are available on the FFIEC's Inter-
(see the box “Categorization of Neighborhoods by Relativenet site at http://www.ffiec.gov. The order form may also
Median Family Income”). For larger counties, the data arebe obtained by calling the CRA Assistance Line jat
displayed in income categories arrayed in intervals of(202) 872-7584. A copy of the September 30, 1997, press
10 percentage points up to a final group, 120 percent orelease announcing the availability of the new CRA data is
more of the median family income for the county. available from the Federal Reserve Board’'s Publications

Individual institutions make their disclosure statementsSection at (202) 452-3245 and on the FFIEC’s Web site.
available at their home office. Organizations with offices in

For post office box addresses, loans were coded bgnost circumstances, the firm and the post office will
the lender according to the census tract of the podbe in close proximity. In many cases, the census tract
office rather than the census tract location of theapplicable to the firm may be the same one applicable
business! This procedure creates two potential prob-to the post office.
lems. First, the characteristics of the census tract To better understand the possible influence of the
where the post office is located may be different fromreporting of post office box locations on the lending
those of the census tract where the firm is locdted. data, information was obtained on the census tract
Second, the data may show inordinately high num{ocations of those post offices that offer post office
bers of loans in some census tracts with post officeboxest3 These post office box census tracts were then
because many businesses or farms outside the censmgtched to the data on the census tract locations of
tract containing the post office may use that office’ssmall business and small farm lending reported by
boxes to receive correspondence. CRA-covered institutions.

The extent of difficulties created by coding based The matching revealed that of the roughly 60,000
on post office boxes is unclear. However, because aensus tracts nationwide for which small business
firm is likely to select a convenient post office to loans were reported, 31 percent contained a postal
receive correspondence, it is reasonably likely that, irservice office with post boxes (table 1). Of the

roughly 17,000 census tracts for which small farm
loans were reported, 58 percent contained an office

11. In some cases, the census tract reported for a post officgvith post box services.
location was determined from the ZIP code of the post office by
mapping the post office location to the census tract at the center of the
ZIP code area.

12. For the future, the agencies have attempted to minimize the use——
of post office addresses when coding by clarifying the instructions to 13. Information on the census tract numbers of postal service
reporting institutions. The instructions emphasize that, except inlocations with post office boxes was obtained from CENTRAX Ser-
unusual circumstances, the street address of the business or farm, noves, Dallas, Texas. Census tract numbers were determined from the
post office, should be the basis for coding. street addresses of post offices offering post office boxes.
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1. Post office box locations and small loans to businesses and census tract income grouping. Census tract

and farms, 1996 boundaries and associated sociodemographic infor-
N o mation are based on the 1990 decennial census,
Census tracts and lendin which is the most recent information available about

Number | Percent| Numbef  Percent  the characteristics of these geographic areas. The
Census tracts in all areas |.. 62,186 100 62,186 100 population characteristics of some census tracts may

Census tracts with loans . 89,631 989 16959 273 have changed substantially since the 1990 census and

loans and i i i i
joansand 18,644 - 0,755 - the income categorization for any given census tract
As a share of may no longer be the most appropriate. The super-
alracts - s — visory agencies recognize this limitation, and examin-
VY S ers consider additional mformatu_m tha_t may help,
~in census tracts them better assess current conditions in a lender’s
With P.O. boxes.......... 876,978 R 175,927 C .
As a share of each CRA service area.
loan type ......... C 36.3 . 81.2
Average
Without P.O. boxes..... 37.5 s 5.6
With P.O. boxes........ 47.0 s 18.0

Contextual Framework

Source. FFIEC and CENTRAX Services.
The most significant challenge facing those using the

The matched data file indicated that census tractaew CRA data will be to place the information in the
with post office box locations received, on average proper context. Variations in demand for credit
forty-seven small business loans, nearly ten moreamong small businesses and farms across localities as
than the average census tract without post officavell as differences in underwriting standards and in
boxes. At the same time, the typical census tract withthe credit quality of local firms will greatly influence
a post office box location had virtually the samethe level and distribution of lending. Analysts must
number of businesses on average as census traaensider these issues in interpreting patterns in the
with no post office box locations—139 and 136 data.
respectively (data not shown in table). This result
suggests that some fraction of businesses use post
offices outside their census tracts as their primary\ casurement of Demand
mailing address and that this may affect the loan

distributions observed in the data. _Nationwide there are more than 22 million busi-
Differences in lending between census tracts withyesses, most of which are small businesses or small
and without a post office box location are morefyms. They vary considerably with respect to many
significant for farm lending. Census tracts with POSt haracteristics, including age, location, industry,
office boxes received, on average, eighteen smal\roqyct markets, and financial conditien. This
farm loans while those without a post office box gjversity, along with differences in local economic
location had only six. Further, of the 100 censuscqngitions, means that the demand for small business
tracts with the largest numbers of small farm 10ans,ang small farm lending will vary greatly across neigh-
all but 2 included a post office that offered post office orn00ds and regions. Although the new CRA data
box services. On balance, the analysis suggests thgi;oyide information on extensions of credit, they
particularly for small farm lending, coding loan loca- 45 not provide any indication of these local credit
tion by using the post office box location may influ- yemands. Therefore, conclusions drawn from analy-
ence the interpretation of the data related to the geaseg using only the loan data should be made with

graphic distribution of loans. caution, as differences in local loan volumes may
reflect differences in local demands, among other
Timeliness of Census Data things. Indeed, CRA performance assessments by the

supervising agencies focus on evaluating the volume
The 1997 CRA disclosure statements portray 199@nd distribution of lending in the context of local
small business and small farm lending by census tract

14. An alternative explanation for this pattern is that businesses———
located in census tracts with post office box locations have a greater 15. See “Report to the Congress on the Availability of Credit to
borrowing propensity than businesses located elsewhere. We lack datmall Businesses,” Board of Governors of the Federal Reserve Sys-
to assess this hypothesis. tem (October 1997).
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credit needs and the capabilities and capacities of theontext, we provide information on population and
lending institutions. For instance, examiners will con-the number of businesses and farms in different
sider the size and characteristics of the population irgeographic areas when possible.
a lender's community, the number and types of small
businesses and small farms, and many other factors.

OVERVIEW OF THEL996 CRA ATA

Because the 1996 CRA data have been available for
review for only a short time, relatively little is known
The volume of local lending will also reflect the @Pout what the new data may reveal after thorough

influence of a number of supply-related factors’a_nalysis. Also,_ beca_use there are no daf[a from_pre-
including the underwriting standards applied in aVious years with which to make comparisons, time
given community, the credit quality of local busi- rend analysis using the 1996 data is not possible.
nesses and farms, and the expected rate of return on 1he focus of the present analysis is on nationwide
such lending. Variation in lending activity across totals rather than on the activity of any individual
communities may arise from local differences institution. When appropriate, comparisons are made
in any of these factors. For example, in areas withwith data on small busmes_s_ and small farm lending
weak economic conditions, as often happens durinégom the Report of Condition and Income (Call
regional recessions, local firms may have more uncerR€pPort) submitted by commercial banks and some
tain prospects and hence pose more credit risksSavings associations and the Thrift Financial Report

Lenders may respond by limiting the amount andSuPmitted by savings and loan associations. In
terms of credit they are willing to offer in such réviewing the nationwide totals, it should be noted

communities. that the lending activity of individual institutions may
vary greatly, both in comparison with other institu-
tions and with patterns for the nation as a whole,
depending on their location, the types of businesses

Data Features they serve, the types of products they offer, the credit
standards they employ, and the nature of their local

In many ways, the new CRA data are quite similar tocompetition.

the type of data available under the original pro-

visions of HMDA. Each institution’s lending activity

is aggregated at the census tract level and pertainshe Lending Institutions

only to originations and purchases. Further, no infor-

mation is available about the characteristics of indi-For 1996, 2,078 institutions, consisting of 1,564 com-

vidual borrowers. While these features limit the usesmercial banks and 514 savings associations, reported

of the CRA data, much as they did the original data under CRA requirements (table 2, memo it&m).

HMDA data, the new data still provide important Roughly 9 percent of the reporting institutions did

insights into the nature and distribution of lending in not extend any small business or small farm loans;

local markets. 44 percent did not report any community develop-

Also, the CRA data include information only about ment lending (derived from table 10, memo item).

new originations and purchases of loans during 19960verall, 133 institutions (6 percent) extended no

The data contain no information about the totalsmall business, small farm, or community develop-

amount of small business and small farm creditment loans and reported only the census tracts or

outstanding or about the duration or other terms ofblock number areas that constituted each of their

originated or purchased loans. Therefore, conclusion€RA assessment areas. Most of the reporting institu-

drawn about an institution’s lending presence in ations (75 percent) had assets of less than $1 billion

community that rely exclusively on the CRA data (table 2, memo item). About one-third of the com-

may be misleading. For example, two institutions that

extend comparable lending services to a community

may have very different patterns of loan originations

over a year depending on loan terms and products 16. The count of commercial banks and savings associations pre-

offered. sented here differs somewhat from the totals provided in the FFIEC's

. . . . . September 30, 1997, press release because, as a result of a different
The foIIowmg sections describe in some detail thegrouping procedure used for the press release, some savings associa-

1996 CRA data. To help place this lending activity in tions were placed in the commercial bank category.

Supply Effects
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2. Originations and purchases of small loans to businesses and farms, grouped by type of borrower and loan
and distributed by type and size of lending institution, 1996

Commercial banks, by asset size
(millions of dollars)

All commercial bank

All institutions

Type of borrower
and loan Less than 100 100 to 249 250 to 999 1,000 or more
Total Percent Total Percen Total Percent Tot%l Percent Total Percent T})tal Percent
Number of loans
Business
Originations. .. .. 89,569 3.8 476,028 20.2 354,972 15.1 1,379,301 58.5 2,299,870 975 2,358,256 100
Purchases...... 160 -5 197 0.3 4,025 7.1 48,022 84.9 52,404 927 56,549 100
Total ......... 89,729 3.7 476,225 19.7 358,997 14.9 1,427,323 59.1 2,352,274 97.4 2,414,805 100
Farm
Originations. . ... 20,928 9.7 30,485 14.2 71,903 335 87,371 40.7 210,687 98.1 214,771 100
Purchases....... 197 10.6 240 12.9 585 315 531 28.6 1,553 83.6 1,858 100
Total ........, 21,125 9.8 30,725 14.2 72,488 335 87,902 40.6 212,240 98.0 216,629 100
All
Originations. . . .. 110,497 4.3 506,513 19.7 426,875 16.6 1,466,672 57.0 2,510,557 97.6 2,573,027 100
Purchases....... 357 .6 437 7 4,610 7.9 48,553 83.1 53,957 924 58,407 100
Total .......... 110,854 4.2 506,950 19.3 431,485 16.4 1,515,225 57.6 2,564,514 975 2,631,434 100
Amount of loans (thousands of dollars)
Business
Originations. . ... 2,276,073 16 8,446,694 58 28,703,666 19.9 99,072,089 68.5 138,498,522 95.8 144,588,665 100
Purchases....... 25,316 11 46,420 19 398,622  16.7 1,549,036 64.8 2,019,394 844 2,391,819 100
Total ........\ 2,301,389 16 8,493,114 5.8 29,102,288 19.8 100,621,125 68.5 140,517,916 956 146,980,484 100
Farm
Originations. . . .. 656,122 6.4 1,181,149 115 3,147,226 30.7 5,070,868 49.4 10,055,365 97.9 10,266,808 100
Purchases...... 7,839 4.8 11,833 7.3 46,533 28.5 56,372 345 122,597 75.1 163,191 100
Total ......... 663,961 6.4 1,192,982 11.4 3,193,779 30.6 5,127,240 49.2 10,177,962 97.6 10,429,999 100
All
Originations. . ... 2,932,195 19 9,627,843 6.2 31,850,892 20.6 104,142,957 67.3 148,553,887 959 154,855,473 100
Purchases....... 33,155 1.3 58,253 2.3 445175 174 1,605,408 62.8 2,141,991 83.8 2,555,010 100
Total .......... 2,965,350 19 9,686,096 6.2 32,296,067 20.5 105,748,365 67.2 150,695,878 95.7 157,410,483 100
MEwmO
Number of
institutions
reporting .. 208 293 690 373 1,564 2,078
Number of
institutions
extending
loans....... 198 289 668 346 1,501 1,887

mercial banks but few of the savings associations The vast majority of the reported small business

(5 percent) had assets of less than $250 million.

loans (about 97 percent measured by the number of

A total of 2,414,805 small business loans, forloans) were either originated or purchased by com-
$147 billion, and 216,629 small farm loans, totaling mercial banks or their affiliates. The large role of
$10 billion, were reported for 1996. Unlike the casecommercial banks relative to savings associations in
for mortgage lending, a well-developed secondarysmall business lending is consistent with information
market for small business loans does not exist, anffom other data sources, including the 1987 and 1993

the new CRA data reflect this market realityMost

National Survey of Small Business Finances, which

of the small business and small farm loans reportegdhow that commercial banks are the predominant
were originations; only about 2 percent of small source of credit for small businesséS he CRA data
business loans and less than 1 percent of small farnmdicate that affiliates of commercial banks and sav-
loans were reported as purchases from anothangs associations account for only a small proportion
(1.1 percent) of the reported loans (table 3).

institution.

17. The one exception is for small business loans guaranteed by 18. See Rebel A. Cole, John D. Wolken, and R. Louise Woodburn,
the Small Business Administration. See “Report to the Congress orfBank and Nonbank Competition for Small Business Credit: Evi-
Markets for Small Business- and Commercial Mortgage-Relateddence from the 1987 and 1993 National Surveys of Small Business
Securities,” Board of Governors of the Federal Reserve System andrinances,” Federal Reserve Bulletinvol. 82 (November 1996),

the U.S. Securities and Exchange Commission (September 1996).

pp. 983-95.



New Information on Lending to Small Businesses and Small Farms: The 1996 CRA [@ata

2.—Continued
Savings associations, by asset size
(millions of dollars) All savings i it
Type of borrower RS All institutions
and loan Under 100 100 to 249 250 to 999 1,000 or more
Total Percent Total Percen Total Percent Tot%l Percent Total Percent T}Jtal Percent
Number of loans
Business
Originations. .. .. 635 * 597 * 26,638 11 30,516 1.3 58,386 25 2,358,256 100
Purchases...... 4 * 0 * 1,391 2.5 2,750 4.9 4,145 7.3 56,549 100
Total ......... 639 * 597 * 28,029 1.2 33,266 1.4 62,531 2.6 2,414,805 100
Farm
Originations. . ... 81 * 124 A 1,789 .8 2,090 1.0 4,084 19 214,771 100
Purchases....... 0 .0 0 .0 80 43 225 121 305 16.4 1,858 100
Total ........, 81 * 124 1 1,869 9 2,315 11 4,389 2.0 216,629 100
All
Originations. . . .. 716 * 721 * 28,427 1.1 32,606 1.3 62,470 2.4 2,573,027 100
Purchases...... 4 * 0 .0 1,417 25 2,975 51 4,450 7.6 58,407 100
Total .......... 720 * 721 * 29,898 1.1 35,581 1.4 66,920 215 2,631,434 100
Amount of loans (thousands of dollars)
Business
Originations. .. .. 63,787 * 61,718 * 2,796,333 1.9 3,168,305 2.2 6,090,143 42 144,588,665 100
Purchas