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Financial Services Modernization 
Provides an Opportunity for Increased 
Responsiveness to Community Needs 

Vincent Di Lorenzo 

Increasingly, legislators and market forces are eliminating barriers be- 
tween banking and other fmancial or nontinancial industries. These de- 
velopments present opportunities for regulators and members of the bank- 
ing community to better respond to the needs of low and moderate income 
communities. This article examines three aspects of the current evolution 
in financial,services: participation in the lending market, sources of funds 
in the deposit market ~mcluding the emergence of Internet banking), and 
the legal environment. Some of these opportunities require legislators to 
take action, but others can be pursued directly by regulators. 

Evolution of the Loan Marketplace 

With the Community Reinvestment Act of 1977 (CRAI, Congress sought 
to provide equal credit opportunity to all communities, including those in 
low and moderate income areas. Although regulators implementing the 
CRA have typically focused on equal opportunity for home mortgage 
loans, they have in recent years emphasized small business lending as well. 

-PIni RAzahiq&asbeen%mitediritscoverage7rxiw&ngo~ 
insured depository institutions (referred to as CRA lenders).’ In the past, 
such institutions dominated the home lending market, but by the 1990s 
other types of lenders had gained market share. In 1982, one category of 

DeLcent of all mort- 
gages on one- to four-family units. By 1994, their share of such loans in- 
creased to 52.8 percent? a trend that has continued through the 1998~~ 
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Some of this growth has come either because banks and thrifts have 
acquired independent mortgage companies or because loan origination ac 
tivity has shifted to newly formed bank and thrift mortgage banking affll- 
iates. The Department of Treasury’s Baseline Report on the CRA indicates 
that between 1993 and 1998, two-thirds of all home.pmchase or re6nanclng 
loans were originated by CRA lenders or their affiliates, which include 
depository institutions and their subsidiary mortgage banks, Currently, 
all such mortgage banks fall outside the reach of the CRA. 

In small business lending, CRA lenders still dominate the market, 
though non-CRA lenders have obtained a substantial share. The 1993 Na- 
tional Survey of Small Business Finances revealed that banks and thrifts 
held 65.3 percent of all outstanding small business credit while other lend- 
ers held 34.7 percent.5 Nonbank financial institutions, however, have ag- 
gressively entered the small business loan market in recent years6 The 
Consumer Bankers Association’s 2000 Small Business Banking survey 
found nonbank competitors gaining in prominen~with American Rx- 
press and Merrill Lynch named as likely top competitors withln five years.’ 
In addition, the Gramm-Leach-Bliley Act of 1999 (the GLBA) may increase 
nondepository institutions’ share of the small business lending market. 

The GLBA is also likely to further increase the number of home mort- 
gages originated by non-CRA lenders. New IIrms that enter traditional 
banking markets and engage in home mortgage lending are likely to do so 
through a mortgage banking subsidiary. Though it is too early to know 
how financial holding companies will behave under the GLBA, nonbank 
firms’ past activities offer some insights. For example, General Motors Ac- 
ceptance Corporation won government approval to charter a thrift on April 
20, 2000. GMAC Mortgage will be an operating subsidiary of the thrift, 
GMAC Bank, and wilI be one of the country’s largest originators and ser- 
tic__o~r&de .~drtg~~~ _~~~~~~~..~-~~~~~~~.~c 8-*-a 

have one office (in Wihnington, Delaware) and GMAC Mortgage will op- 
erate approximately 170 retall branches.8 

When debating the GLBA, Congress declined to extend the CRA to 
mortgage companies. As a result, low and moderate income communities 
may face greater challenges to their credit needs. 

Although some researchers argue that mortgage companies are active 
_-in-lowan~odera~~~m~c~~~ti~~e~~~~~~--~- 

mandate; the Treasury Department’s Baseline Report, issued in April 2000, 
presents a more complex picture. It reveals that most loans to low and 
moderate income borrowers and neighborhoods were made by CRA lend- 
ers and their affiliates.*O Admittedly, independent mortgage companies are 
making a substantial share of loans in low and moderate income commu- 
nities, but the overwhelming majority of loans made by such lenders were 
subprime loans” In other words, non-CRA lenders are seeking high profit 
lending opportunities in low income neighborhoods. From 1993 to 1998, 
CRA prime lenders and their affiliates increased their home purchase loan 
originations in low and moderate income communities by 47 percent, com- 


































