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This note gives background on the Community Reinvestment Act (CRA), as an example 
for increasing access to credit in developing countries. The CRA is a US law that 
encourages financial institutions in the US to target lending, investment, and financial 
services to disadvantaged areas of the country, and disadvantaged sectors of the 
economy. The CRA asserts that financial institutions have “a continuing and affirmative 
obligation” to service the communities in which they are chartered to do business.  
 
One of the biggest problems in the area of financial services in developing countries is 
the lack of access of credit. In particular, credit is often unavailable to some of the sectors 
that can spur growth the most, such as small and medium sized enterprises (SMEs). Other 
sectors such as the mortgage market are also often underdeveloped. In addition, different 
geographical areas, such as rural areas or poorer areas often lack access to credit. Many 
developing countries have opened the financial sector to foreign banks in the hope of 
strengthening the banking industry and increasing lending. Ironically, foreign banks in 
developing countries have been shown to lend mostly to multi-national corporations and 
high-end customers. Foreign bank penetration has been associated with less private sector 
credit, slower credit growth and less access to credit1.  
 
The CRA provides an example of how regulators can target lending to these areas. For 
example, the CRA monitors lending, investment, and financial services broken down by 
geographical location, income levels, type of loan (including mortgage, small business 
and small farm loans), and community development. The CRA also distinguishes 
between large and small banks with stricter rules covering larger banks. This type of 
breakdown can be used by developing countries to focus on larger banks, which often 
encompasses international financial institutions.  
 
Background:2

The Community Reinvestment Act is a US federal law passed in 1977 (and revised in 
1995) that requires banks and depository institutions to offer credits throughout the entire 
market area in which they operate. The CRA prohibits banks from the practice of 
targeting only wealthier communities, known as “redlining”.3 It is intended to encourage 
depository institutions to increase the availability and affordability of credit, with a 
primary emphasis on serving underprivileged communities.  
 
The CRA ranks depository institutions on their lending practices to low and mid-income 
communities to determine whether or not it meets the credit needs of its entire 
                                                 
1 See Foreign Banks in Poor Countries: Theory and Evidence, IMF Working Paper, Enrica Detragiache, 
Thierry Tressel, and Poonam Gupta, January 2006 
2 Background information source is from: http://www.ffiec.gov/cra 
3 Redlining is a false practice which indicates banks would not lend to specific areas that were marked with 
red lines on a map due to either the racial or economic make-up of the indicated community. 
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community. The CRA record is then taken into account when the federal government 
considers an institution’s application for deposit facilities (including mergers and 
acquisitions).   
 
In the U.S., all institutions regulated by the Board of Governors of the Federal Reserve 
System (FRB), the Federal Deposit insurance Corporation (FDIC), the office of the 
Comptroller of the Currency (OCC), and the office of Thrift Supervision (OTS) that meet 
the asset size of $1 billion or greater (as of December 31 of each of the prior two calendar 
years) are subject to data collection and report requirements.  
 
1995 CRA Regulations4

There are two rules under the 1995 CRA regulations that apply to all banks and saving 
associations 

1. Evidence that a bank is engaged in a discriminatory or illegal credit practices will 
adversely affect its CRA regulations 

2. Each bank must define the geographical area in which it has CRA obligations and 
in which its CRA record will be evaluated 

 
In addition, the 1995 CRA regulations subjects large, small and wholesale banks to 
different tests for CRA compliance. 
 
Large Banks: banks and saving associations with $250 million or more in assets size are 
subject to the lending, investment, and service tests.  
 
The lending tests measures: 

• Types of loan including number and dollar amount of home mortgage, small 
business and small farm loans 

• Geographic distribution of loans 
• Loans to borrowers at different income levels 
• Community development loans 
• Innovative or flexible credit practices  

 
The investments test measures: 

• Dollar amount of community development investment 
• Innovativeness and complexity 
• Responsiveness to credit and community development needs 
• Extent to which they are not provided by other investors 

 
The service test measures: 

• Branch distribution by neighborhood income level 
• Record of opening and closing branches 
• Alternative means such as automated teller machines for providing bank services 

                                                 
4 The source for much of this section is 
http://www.nyls.edu/pdfs/ClealringhouseCRAArticle.pdf s 
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• Range of services provided in neighborhoods by income level 
• Community development banking services 

 
Large banks report three types of data under the 1995 CRA regulations: 

• Small-business and small-farm loans 
• Community development loans 
• Home mortgage lending 

 
Small Banks: banks and saving associations with less than $250 million in assets size are 
evaluated according to a test that is not as demanding as the lending test for large banks 
and are not subject to an investment or service test. The small bank test evaluates the 
banks’: 

• Loan to deposit ratio 
• Percentage of loan in its community 
• Record of lending to borrowers at different income levels and farms and business 

of different sizes 
• Responsiveness to complaints 

 
Small banks and saving associations are not required to report data under CRA. 
 
Changes of CRA in 20055

In 2005, the four CRA enforcement agencies issued new amendments to the regulations. 
The highly controversial review process was largely the result of original efforts to 
promote community reinvestment and economic development in the low and moderate 
income or the underprivileged communities. At the same time, banks argued that the 
CRA created market inefficiencies and reduced profitability, and lobbied to weaken the 
provisions of the regulations.  
 
The key changes in the Community Reinvestment Act Regulations included: 

⇒ The new version of CRA lifted the required asset size of the depository 
institutions (from $250million to $1 billion), which led to a reduction in the 
number of banks and savings associations subject to more rigorous CRA 
standards.   

⇒ One of the complaints made by the communities against the CRA was that sub-
prime and predatory lending persisted (and was likely encouraged by the 
regulations, which ignored the credit cost). In response to this, the FRB, FDIC, 
OCC adopted changes that cover all home mortgage loans (and affiliate loans if 
the banks choose to include them in the CRA evaluation). It also enacts an illegal 
credit practice, which is the violation of nonexclusive list of statutes. (The Office 
of Thrift Supervision did not adopt these changes.) 

⇒ The FRB, FDIC, and OCC allowed banks to include revitalization efforts in 
distressed middle-income rural census tracts and designated disaster areas as 

                                                 
5 The main source for this section is: 
http://www.nyls.edu/pdfs/ClealringhouseCRAArticle.pdf s 
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community development. (The OTS defines “community development” as large 
savings associations excused from the investment and service tests at their 
discretion.) 

 
Impact of the CRA – Empirical Findings 
The preponderance of research has found that the CRA has led to increased lending and 
investment in low and moderate income neighborhoods, and has been particularly 
effective in the area of mortgage lending. According to one study6, before the changes to 
the CRA in 2005, the amendment generated nearly more than $1.7 trillion of investment 
in underprivileged areas, with nearly half going into affordable housing.  Several studies 
also cite evidence that banks with CRA agreements have lent more to lower-income areas 
than banks without CRA agreements. 
 
Most of the studies point out that home mortgage lending to low and moderate income 
households increased at significantly higher rates than the increases in lending to other 
segments of the population since the CRA has been enacted.7 Evidence of the impact of 
the CRA on this increase is mixed, but again, most studies find that the higher rate of 
growth at least in part to the CRA. For example, several studies have found that mortgage 
loans to low and middle income borrowers in CRA areas were higher than in non-CRA 
areas.8 Glenn Canner and Wayne Passmore,9 concluded that the CRA has expanded 
access to mortgage capital, but pointed out that the CRA fails to keep pace with the 
changing industry structure. 
 
Other studies10 have found that the experiences in Chicago, Cleveland, New Jersey, and 
Pittsburgh suggested that CRA agreements improve bank responsiveness to urban 
communities. Besides home mortgage lending, banks seem most consistently successful 
in reaching their goals of affordable housing investments (tax credits) and making grants 
to community based organizations. The record is more uneven and harder to assess for 
small business and real estate development loans. For example, the growth in lending to 
upper-income areas still exceeded the growth in lending to lower-income areas.11   
 
Conclusion 
The CRA gives an example of how policymakers can use regulations to encourage banks 
to lend to under-credited sectors of the economy. It can also be used to enforce different 
regulations for different types of financial institutions.  

                                                 
6 See “Banking on Local Communities”, the New York Times, April 15, 2004 
7 See Susan White Haag, “Community Reinvestment and Cities: A literature Review of the CRA’s impact 
and Future”, Discussion paper for the Brookings Institution Center on Urban and Metropolitan Policy, 
March 2000 
8 See the FRBSF Economic Letter, November 2004-16, June 15, 2004 
9 Glenn Canner and Wayne Passmore, “The Community Reinvestment Act and Profitability of Mortgage-
Oriented Banks”, 1997 
10 Alex Schwartz, “From Confrontation to Collaboration? Banks, Community Groups, and the 
Implementation of Community Reinvestment Agreements”,  1998  
11 See Susan White Haag, “Community Reinvestment and Cities: A literature Review of the CRA’s impact 
and Future”, Discussion paper for the Brookings Institution Center on Urban and Metropolitan Policy, 
March 2000 
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It should be pointed out, however, that for developing countries to enforce rules like the 
CRA they will need to develop regulatory capability, as well as data collection. Indeed, in 
the early years of the CRA it enforcement suffered from problems of data collection. That 
being said, a rule like the CRA can be used to help regulatory authorities improve 
capacity and improve overall data collection.   
 
As the case of the US shows, vested interests in the financial sector are likely to fight 
against such legislation. In addition, as mentioned above, there is some evidence that the 
early CRA encouraged high cost and predatory lending because it mandated lending, but 
did not judge that lending by the interest cost., although amendments to the CRA 
prohibited this practice. The implication is that rules have to be carefully developed to 
avoid perverse incentives.  
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