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ABSTRACT  

 

This paper examines whether or not community reinvestment, in the form of small 

business lending as required by the Community Reinvestment Act (CRA), in low to moderate 

income (LMI) communities significantly improved in the years following the enactment of the 

Gramm-Leach-Bliley Act (GLBA) of 1999. Throughout the years, the CRA has undergone 

several regulatory changes designed to strengthen the evaluation process of financial institutions 

covered by the Act. These changes to the CRA such as those provisions created by the GLBA 

provide a great opportunity to evaluate the impact of the CRA post and pre-regulatory changes.  

Researchers have primarily focused on comparing the lending activity of CRA-covered and non-

covered financial institutions in order to evaluate the impact of the CRA. Few researchers have 

focused on the impact of policy changes on improving the effectiveness of the CRA. Using a 

cross-sectional and panel analysis of CRA small business loan data I compare loan activity in the 

years prior to GLBA (1997-1999) and after GLBA (2000-2004). The results of my analysis 

indicate that contrary to my hypothesis, after the passage of the GLBA, LMI communities did 

not experience a statistically significant increase in lending. There are several limitations in 

interpreting these results related to data and controls available. Despite this, these results may 

indicate a need to redesign the CRA to keep pace with the evolving financial services industry 

and needs of LMI communities. 

 

 



iii 

 

 

ACKNOWLEDGMENTS  

 

I would like to thank my incredibly patient and brilliant thesis advisor, Katie Fitzpatrick. Her 

dedication and guidance throughout this process helped motivate and challenge me. I truly could 

not have completed my analysis without her.   

 

I would also like to thank my family and friends for their support throughout my academic 

career. Special shout out to Daniel Schlesinger for his enthusiasm concerning my thesis! I’ve 

never met an MBA so excited to read through the policy analysis of an MPP student.  

 

 

BRIDGIT ANTWI 

 

 

 

  



iv 

 

TABLE OF CONTENTS 

Table of Figures .............................................................................................................................. v 

Chapter 1. Introduction ................................................................................................................... 1 

Chapter 2. Background ................................................................................................................... 3 

Community Reinvestment Act .................................................................................................... 3 

Gramm-Leach-Bliley Act ............................................................................................................ 4 

CRA-related Provisions in the GLBA ......................................................................................... 4 

Chapter 3. Literature Review .......................................................................................................... 6 

CRA-related Small Business Lending Studies ............................................................................ 6 

Small Business Lending and Bank Mergers and Acquisitions ................................................... 7 

The Impact of the CRA on Lenders and Low-and-Moderate Income (LMI) Communities ....... 8 

The Impact of Financial Modernization on the CRA ................................................................ 10 

Chapter 4. Conceptual Framework and Hypothesis ..................................................................... 13 

Chapter 5. Data and Methods........................................................................................................ 15 

Primary Data Source ................................................................................................................. 15 

Supplemental Data .................................................................................................................... 16 

Analysis Plan ............................................................................................................................. 16 

Cross-Sectional Analysis ....................................................................................................... 17 

Panel Analysis ....................................................................................................................... 18 

Chapter 6. Results ......................................................................................................................... 20 

Descriptive Statistics ................................................................................................................. 20 

Regression Results .................................................................................................................... 26 

Cross-Sectional Analysis ....................................................................................................... 26 

Panel Analysis ....................................................................................................................... 28 

Chapter 7. Discussion ................................................................................................................... 36 

Interpreting the Results ............................................................................................................. 36 

Policy Implications .................................................................................................................... 38 

Appendix A ................................................................................................................................... 41 

Appendix B ................................................................................................................................... 42 

Appendix C ................................................................................................................................... 43 

References ..................................................................................................................................... 44 



v 

 

TABLE OF FIGURES  

 

Table 1: Number of Tracts By Year ............................................................................................. 20 

Chart 1: Total Number of Loans Originated and Purchased by Year (In thousands) ................... 22 

Chart 2: Total Amount of Loans Originated or Purchased by Year (In billions of dollars) ......... 23 

Chart 3: Average of the Aggregate Amount of Loans Originated and Purchased in a Tract by 

Year (In thousands of dollars)....................................................................................................... 24 

Chart 4: Average of the Aggregate Amount of Loans Less Than $100,000 in a Tract by Year, 

Treatment and Control Groups (In thousands of dollars) ............................................................. 25 

Table 2: The Effect of the GLBA on the Average Amount of  Small Business Loans at the 

Census Tract Level, Difference-in-Difference Analysis .............................................................. 31 

Table 3: The Effect of the GLBA on the Number of Small Business Loans at the Census Tract 

Level, Difference-in-Difference Analysis .................................................................................... 32 

Table 4: The Effect of the GLBA on the Average Amount of Small Business Loans Less than 

$100,000 at the Census Tract Level,  Difference-in-Difference Analysis .................................... 33 

Table 5: The Effect of the GLBA on the Average Amount of Small Business Loans at the Census 

Tract Level, Panel Analysis .......................................................................................................... 34 

Table 6: The Effect of the GLBA on the Number of Small Business Loans at the Census Tract 

Level, Panel Analysis.................................................................................................................... 34 

Table 7: The Effect of the GLBA on the Average Amount of Small Business Loans Less than 

$100,000 at the Census Tract Level, Panel Analysis .................................................................... 35 

Table 8: Portion of all Small Business Loans Attributed to Financial Institutions Required to 

Report CRA Lending .................................................................................................................... 41 

Table 9: Average CRA Small Business Loan Amount ................................................................. 42 

Table 10: Average CRA Small Business Loan Amount, Adjusted for Inflation .......................... 42 

Table 11: Average Number of CRA Small Business Loans Originated or Purchased by Loan Size

....................................................................................................................................................... 43 



1 

 

CHAPTER 1. INTRODUCTION 

The financial crisis of 2008-2009 brought attention to those institutions, individuals 

and/or policies responsible for the global meltdown. In a September 2010 article, economists 

Paul Krugman and Robin Wells provide four explanations of the crisis – low interest rate policy 

of the Federal Reserve; the “global savings glut”; financial innovation that disguised risk; and 

government programs that created moral hazard.
1
  Popular opinion also regards the rise of “too 

big to fail” institutions in the early 2000s as contributing to the vulnerability of the financial 

markets during the crisis. Focusing specifically on the role of the government, there are two 

federal legislative actions that have been brought to the policy forefront as individuals debate the 

origins of the crisis.  

First the Community Reinvestment Act (CRA) has been criticized mostly by 

conservatives for its alleged role in encouraging financial institutions to serve low-income 

individuals perceived as unable to repay the credit extended to them. In addition to this 

sentiment, there is an ongoing debate regarding whether or not the CRA is even effective in 

helping expand access to credit and financial services to low-income communities and 

individuals.  

Second, the Gramm-Leach-Bliley Act (GLBA) also referred to as the Financial 

Modernization Act is often cited for creating “too big to fail” institutions. The GLBA repealed 

remaining provisions in both the Glass-Steagall and Bank Holding Company (BHCA) Acts and 

therefore effectively allowed financial institutions to simultaneously engage in commercial 

banking, insurance and investment banking activities This is the point of contention for many 

                                                           
1
 Krugman, P &  R. Wells (2010). The Slump Goes On: Why?  New York Times Review of Books. September 30, 

2010.  
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that regard allowing financial institutions to simultaneously engage in these businesses created 

firms deemed “too big to fail.”  The GLBA also provided important regulatory changes to the 

CRA stipulating that before a bank is approved for expansion into additional insurance or 

investment banking businesses, regulators must evaluate the bank’s CRA compliance and 

ratings. This regulatory change that transformed the financial services industry provides a unique 

opportunity to evaluate the impact of the CRA.  

The question my analysis attempts to answer is at the intersection of the debate regarding 

the CRA and GLBA. My goal is not evaluate whether institutions are “too big to fail” or whether 

subprime lending behavior changed dramatically because of the CRA. Instead my goal is to shed 

some light on whether the CRA is an effective policy in motivating financial institutions to lend 

to low-to-moderate (LMI) individuals and communities and if regulatory changes due to the 

GLBA may have improved the CRA’s impact. The question I investigate is whether or not small 

business lending as required by the CRA in LMI communities significantly improved in the 

years following the enactment of the Gramm-Leach-Bliley Act (GLBA) of 1999.  
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CHAPTER 2. BACKGROUND 

Community Reinvestment Act 

 

The CRA was enacted in 1977 to combat discriminatory practices by banks such as 

redlining that restricted capital from reaching LMI individuals and neighborhoods regardless of 

creditworthiness. Congress stipulated through the CRA that “regulated financial institutions have 

[a] continuing and affirmative obligation to help meet the credit needs of the local communities 

in which they are chartered.”
2
 Financial institutions are assessed by banking regulators based on 

their CRA activity and then assigned a rating of either outstanding, satisfactory, needs 

improvement or substantial noncompliance. CRA ratings are taken into account when regulators 

evaluate an institution’s application for expansion, mergers and acquisitions. 

CRA examinations are performed by the agency responsible for supervising the 

depository institution. The Board of Governors of the Federal Reserve System is responsible for 

overseeing state member banks and bank holding companies. The Office of Thrift Supervision 

(OTS) monitors savings associations and their holding companies while the Federal Deposit 

Insurance Corporation (FDIC) and Office of the Comptroller of the Currency (OCC) regulate 

state nonmember banks and nationally chartered banks respectively. 

Banks are evaluated on a variety of factors depending on its size. Large institutions
3
 are 

analyzed based on three tests – lending, investment and service. The lending test involves 

evaluating an institution’s lending activity within an assessment area, and includes both 

originations and purchases of home mortgages, small business, and small farm and community 

development loans. Investments considered during the investment test include “community 

development investments whose primary purpose is the provision of affordable housing, 

                                                           
2
 12 USC Sec. 2901 TITLE 12 

3
 Prior to 2005, large institutions were commonly defined as those with assets over $250 million. 
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community services, or the financing of economic and small business development.”
4
 During the 

service test, regulators assess the extent to which banks have developed products to meet the 

unique needs of the geographies they serve. Each regulator considers a bank’s local market 

conditions when conducting the aforementioned test. Ultimately, although there is no strict 

formula for assessing a rating, less subjective measures such as lending have the most influence 

on a bank’s overall CRA rating. Banks with assets less than $250 million are evaluated based on 

components of the three major tests listed above.  

Gramm-Leach-Bliley Act  

The Gramm-Leach-Bliley Act (GLBA), also commonly known as the Financial 

Modernization Act was enacted in 1999 and effectively repealed the remaining provisions of the 

Glass-Steagall and Back Holding Company (BHCA) Acts. Not since the enactment of both 

Glass-Steagall (1933) and BHCA (1956), have financial institutions been allowed to participate 

in the financial markets as an insurance company, commercial bank and securities underwriter. 

The GLBA revolutionized the financial services industry and the business models of many 

financial institutions. Financial institutions that found it beneficial to cross-sell products among 

its large consumer and institutional client base were the primary beneficiaries of the GLBA.  

CRA-related Provisions in the GLBA 

There were three main provisions within the GLBA that impacted the CRA. First, the 

Sunshine Provision required that financial institutions disclose agreements made with 

community organizations related to community lending and investment. Second, the GLBA 

established a new CRA examination for small banks. Small banks with outstanding ratings are 

now evaluated every five years while banks with satisfactory ratings are evaluated every three 

                                                           
4
 National Community Reinvestment Coalition,  CRA Manual, September 2007 
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years. Lastly, the GLBA required financial institutions attain at least a satisfactory rating before 

requests for expansion into additional financial services are approved.  

The last provision is of greatest concern for my analysis. With the bank consolidations 

that followed the passage of the GLBA, the requirement for banks to attain at least a satisfactory 

rating presents an opportunity to study the effectiveness of the CRA. Regulators must review a 

bank’s lending record to those communities which it serves before applications for expansion are 

approved. Banks interested in any form of business expansion would therefore attempt to 

maintain or improve its lending to communities that are of interest to regulators. 
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CHAPTER 3. LITERATURE REVIEW 

Research regarding the impact of the CRA on small business lending is fairly limited. 

Most CRA research is focused on mortgage lending, as available data regarding mortgage 

lending is more detailed and span a greater number of years than available CRA-related small 

business lending data. Despite this, there are a few studies that analyze small business lending 

activity using available CRA data. Below is a summary of these studies followed by other small 

business and CRA impact studies.  

CRA-related Small Business Lending Studies 

Bostic and Canner (1998) conducted one of the first studies of CRA small business data 

collected for the first time in 1996. Their study assesses CRA small business data and discusses 

the challenges and limitations for utilizing available data for research. They find that although 

institutions required to report in 1996 account for only 18% of all commercial and savings 

institutions, these banks account for about 66% of all small business lending. This trend remains 

valid throughout the years immediately prior and following the passage of the GLBA.
5
 Bostic 

and Canner also find that the distribution of small business lending is generally distributed 

according to the distribution of the population by income group. Effectively low-income 

communities represent a smaller portion of the population and as such, the percentage of small 

business lending mirrors this distribution.  According to Bostic and Canner, low-income and 

moderate communities account for 5% and 16%, respectively, of all CRA small business loans. 

 Other prominent studies focus on race and CRA small business lending. Squires and 

O’Connor (2001) conduct a study of the small business lending market in Milwaukee, Wisconsin 

using CRA data between the years 1996 and 1999.  Their primary finding is that small business 

                                                           
5
 see Appendix A. 
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lending is concentrated in predominately white communities and that this disparity has increased 

over time.   

Small Business Lending and Bank Mergers and Acquisitions 

 As my analysis is related to the impact of consolidation within financial services due to 

the passage of the GLBA, understanding the impact of a rise in mergers and acquisitions on 

small business lending is useful. Berger et al. (1998) complete a study on the effect of bank 

mergers and acquisitions on small business lending. They examine data on small business 

lending and 6000 U.S. bank mergers and acquisitions between the late 1970s and early 1990s. 

Their main finding is that small business lending is reduced when the type of merger and 

acquisition between banks is static.
6
 This effect is consistent with prior research. The theory 

behind this is that larger, more complex institutions become less relationship-based and less 

localized in their strategies. Small businesses are therefore negatively impacted by bank 

consolidation as securing small business loans is heavily dependent on owners forming 

relationships with bankers. Berger et al. also find that the decline in relationship-based lending is 

offset by the response from other banks in the market that adjust their strategy to take advantage 

of underserved small businesses. Thus they conclude that the supply of credit to small businesses 

does not change significantly by the merger activity of financial institutions. This result should 

provide some insight into the credit market post-GLBA. Though bank consolidation will create 

larger, less localized institutions any decline in small business lending should generally be offset 

by the willingness of smaller banks to lend to small businesses.  

                                                           
6
 Berger et al. define a static process as that whereby banks simply combine their balance sheets to create a larger 

institution, pro forma. 
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The Impact of the CRA on Lenders and Low-and-Moderate Income (LMI) Communities 

There are a number of notable studies related to the impact of the CRA on lenders and 

LMI communities. With regards to the impact on lender behavior, many studies compare lending 

trends among institutions that must comply with the CRA and those that are not regulated by the 

CRA.  Many of these studies attempt to evaluate the independent effect of the CRA on LMI 

lending. The assumption being that CRA regulated and non-regulated institutions face similar 

market constraints and opportunities as they relate to LMI borrowers except the CRA motivates 

CRA-regulated lenders to provide loans above and beyond that of non-regulated institutions. 

Researchers have found mixed results in response to this hypothesis.  

 In a Ford Foundation (2002) study prepared by the Harvard Joint Center for Housing 

Studies, researchers use Home Mortgage Disclosure Act (HMDA) data to compare CRA-eligible 

lending by CRA-regulated and non-CRA regulated institutions. Using descriptive analyses, 

researchers find that CRA-regulated lenders within their assessment area do a larger portion of 

lending to CRA-eligible borrowers relative to lending outside their assessment areas or compared 

to institutions not covered by the CRA. Researchers also report that in the year 2000, CRA-

regulated institutions provided a higher percentage of CRA-eligible conventional prime loans to 

blacks and Hispanics within their assessment areas than either non-CRA lenders or CRA-lenders 

operating outside their assessment areas. 

 Using multivariate statistical analysis to isolate the impact of the CRA and other market 

conditions on CRA-lending, researchers in the same study find the following. First, that “CRA-

regulated lenders originate more home purchase loans to lower-income people and communities 

than they would if CRA did not exist.”
7
 Second, CRA lenders have secured a higher portion of 

                                                           
7
Ford Founation (2002). The 25th Anniversary of the Community Reinvestment Act: Access to Capital in an 

Evolving Financial Services System. Joint Center for Housing Studies, Harvard University, March. 



9 

 

the CRA-eligible lending market than they would have if the CRA did not exist. Third, rapid 

increases in home prices and high turnover rates in CRA-eligible communities indicate an 

expansion of credit in these markets. Researchers ultimately conclude that the CRA has a small 

but measurable impact on low-income individuals and communities.  

 Similarly Evanoff and Segal (1996), observe significant growth in the early 1990s of 

mortgage originations to groups targeted by the CRA: minority and low-income individuals and 

neighborhoods. They test for whether these changes can be explained by either regulatory 

changes in the 1990s or other factors. Using regression analysis they evaluate the quarterly 

growth rate of originations by controlling for the gross domestic growth (GDP) rate, change in 

mortgage rates, the consumer price index (CPI) growth rate as well as seasonality using quarterly 

indicators. Evanoff and Segal include binary variables to compare lending pre and post 

legislative changes that strengthened the CRA. Through this model, they discover that although 

mortgage originations increased in the early 1990s, that the growth is not due to regulatory 

changes but instead consistent with lending patterns from previous periods. Though regulatory 

changes may not explain the increase in lending to CRA-targeted groups, Evanoff and Segal 

discover a “change toward increased lending to minority and low-income individuals and 

neighborhoods”.
8
 

 Looking at HMDA data from 1993-1997, Guther et al. (1999) conduct a series of studies 

that contradict findings provided by Evanoff and Segal and the Ford Foundation. Examining 

CRA-covered and non-CRA covered lenders’ portfolio shares of one-to four-family home-

purchase loans to low-income communities, Guther et al. find that non-CRA lenders “devoted a 

growing proportion of their home-purchase lending to  low-income communities and 

                                                           
8
 Evanoff, D.D. & L.M. Segal (1996). CRA and Fair Lending Regulations: Resulting Trends in Mortgage Lending. 

Federal Reserve Bank of Chicago Economic Perspective, 20(6), 19-46. 
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borrowers.”
9
  Whereas for CRA lenders, the share of their portfolios dedicated to one-to four-

family home-purchase loans to low-income communities remained stagnate over the same period 

and in the case of loans to individual borrowers, this portfolio share decreased slightly. Guther et 

al., conclude that forces other than the CRA explain the sudden increase in lending to low-

income communities and borrowers. Forces such as deregulation and technological advances 

have led to increased competition, financial innovation and lower costs that have made lending 

to LMI communities more viable. These factors have encouraged both CRA lenders and non-

CRA regulated lenders to increase their activity among the LMI demographic. 

 The Impact of Financial Modernization on the CRA 

Though the GLBA provided financial modernization and reform to the financial services 

industry, few studies provide insight regarding the impact of the GLBA on CRA-related small 

business lending. As required by a provision in the GLBA, the most relevant studies were 

conducted by the U.S. Treasury as a means of assessing the “extent to which adequate services 

are being provided as intended by the Community Reinvestment Act of 1977, including services 

in low-and –moderate-income neighborhoods and for persons of modest means, as a result of the 

enactment of this Act [GLBA].”
10

 In April 2000, the Treasury issued a Baseline Report which 

provided an analysis of the CRA’s impact pre-GLBA. These results were used as a benchmark to 

guide discussion regarding the effect of the GLBA on the CRA presented in the Treasury’s Final 

Report.  

In the Baseline Report, researchers focused most of their analysis on trends in lending to LMI 

individuals and communities; the role of the CRA in promoting delivery of services; costs of the 

CRA and credit market inefficiencies that impact LMI borrowers/areas. The Baseline Report also 

                                                           
9 Gunther, J.W., K. Klemme, K. & K.J. Robinson (1999). Redlining or Red Herring? Southwest Economy, May/June, 8-13. 
10

 Litan, R.E., N.P. Retsinas, E.S. Belsky, G. Fauth, M. Kennedy & P. Leonard (2001). The Community 

Reinvestment Act after Financial Modernization: A Final Report. Department of Treasury, ES-1 
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provides a macroeconomic context for understanding trends in lending and financial service 

delivery in the years prior to the GLBA. Data from financial institutions regarding their small 

business lending is not available until 1996 which places limitations on analysis regarding the 

CRA’s impact. Additionally, data available are reported by institutions subject to the CRA and 

are limited to lending information from large depository institutions
11

 or institutions owned by a 

bank holding company with assets greater than or equal to $1 billion. That being said, during the 

years 1996-1998, institutions included in publically available CRA data provided 66% of the 

total number of small business loans and 68% of the total amount of small business loans 

provided by commercial banks and savings associations.
12

 The Baseline Report provides basic 

trend analysis regarding small business lending in the years 1996-1998. Lending by CRA 

reporters in LMI areas remained flat in the years 1996 – 1998, yet the proportion of loans to 

businesses in LMI areas declined slightly, from about 21% in 1996 to 20% in 1998.
13

 

The Treasury’s Final Report released January 2001 was intended to provide additional 

insight on the potential impact of the GLBA on the CRA. Conducted less than 2 years after the 

GLBA’s enactment, the Final Report’s preliminary results are inconclusive regarding the 

potential effect of the GLBA on CRA-lending. But early analyses do indicate that the GLBA 

“will not have a significant effect on the delivery of services under the CRA.”
14

 The report 

indicates that one of the reasons for this lack of (negative) impact is due to the desire of financial 

institutions to maintain a satisfactory or above CRA rating in order to make certain strategic 

business expansion and acquisition opportunities are approved by regulators. Interviews 

                                                           
11

 Large depository institutions are those defined as having at least $250 million of assets 
12

 Litan, R.E., N.P. Retsinas, E.S. Belsky & S. White Haag, Susan (2000). The Community Reinvestment Act After 

Financial Modernization: A Baseline Report. Department of Treasury. 
13

 Ibid 
14

 Litan, R.E., N.P. Retsinas, E.S. Belsky, G. Fauth, M. Kennedy & P. Leonard (2001). The Community 

Reinvestment Act after Financial Modernization: A Final Report. Department of Treasury, ES-2 
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conducted with representatives from financial intuitions and community and civic leaders 

confirm this desire to maintain at the least a satisfactory CRA rating.   

Though mortgage lending to LMI borrowers/areas is the principal focus of statistical analysis 

in the Final Report, trends and correlations may serve as a proxy for the expected impact of the 

CRA on small business lending. The study finds that using least squares regression and  

controlling for economic, housing market and demographic factors, the CRA-eligible share of all 

home purchase originations increased over the years 1993-1999. These results do little to 

confirm the impact of the GLBA on CRA-lending and highlight the need to conduct econometric 

analysis on data from the years following the enactment of the GLBA.   
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CHAPTER 4. CONCEPTUAL FRAMEWORK AND HYPOTHESIS 

Capital extended in the form of credit is an essential factor in the creation of economic 

growth fueling small business development, jobs, consumer spending and investment.  

Therefore, market inefficiencies which restrict capital from reaching creditworthy individuals 

and businesses can have devastating effects on the long-term economic viability of communities. 

Additionally, reliable access to financial services is an essential component of economic 

development as these services assist individuals and businesses with accessing credit and 

building wealth.  

Assuming efficient market behavior, credit is allocated to individuals based on 

creditworthiness and credit risk.  Thus borrowing costs dramatically differ for individuals based 

on factors such as their credit score, credit history, net worth and annual income. The greater risk 

associated with lending to an individual, then the higher their cost of borrowing and thus a 

lender’s expected return.  Economic conditions impact an individual’s cost of borrowing as well 

as the availability of credit. Generally during economic downturns, credit is less available and 

borrowing costs are often higher than during periods of economic expansion.  

Proponents of the CRA argue that the credit market is inefficient due to the challenge of 

LMI creditworthy borrowers in accessing capital. These same supporters suggest that the CRA is 

a policy mechanism that ensures depository institutions are meeting the credit needs of those in 

the communities in which they are located. Without the CRA, disinvestment would be 

exacerbated and LMI individuals and communities will continue down a road of decline.  Thus 

analyzing the impact of the CRA on lending to LMI individuals and communities provides 

valuable insight on the benefits of such a policy in revitalizing LMI communities.  

One way to analyze the impact of the CRA is to observe changes in lending in response 

to regulatory changes that should encourage greater compliance among CRA-regulated 
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institutions. The passage of GLBA provides such an event. After the passage of the GLBA, 

banks interested in expanding their businesses would be motivated to attain at least a  

satisfactory CRA rating. My hypothesis is that this focus on CRA compliance would result in 

banks increasing their CRA-related investments (measured by small business loans), 

indicating the relevance of the CRA in encouraging lending to LMI individuals and 

communities. 

As banks increase CRA-related investments, the increase in capital to LMI individuals 

and communities should translate into wealth creation and economic development.  As much of 

the CRA activity is related to small business and mortgage lending, the most obvious measures 

of wealth creation include new home purchases, new business startups, improved employment 

rates within lending areas.  

The challenge in evaluating my hypothesis will relate directly to exogenous factors that 

influence lending beyond the CRA. These factors include the macroeconomic environment, 

neighborhood and borrower characteristics that serve as a proxy for credit risk, toughness of 

regulators in enforcing the CRA, bank’s limitations based on its size and financial health and 

other regulations that encourage economic development.  
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CHAPTER 5. DATA AND METHODS 

Primary Data Source 

The data for my analysis is collected by The Federal Financial Institutions Examination 

Council (FFIEC). Each year the FFIEC collects data on financial institutions from CRA 

examinations conducted by the Federal Reserve System (FRB), Office of the Comptroller of the 

Currency (OCC), Federal Deposit Insurance Corporation (FDIC) and the Office of Thrift 

Supervision (OTS). Thus, the data includes information collected from state member banks, state 

nonmember banks, national banks, and savings associations that are not small or special-purpose 

institutions.
15

 My analysis focuses on the aggregate data files for years immediately prior and 

following the enactment of GLBA, the years 1996-2004.  

These data files are comprised of aggregate originations and purchases of small business 

and small farm loans at the tract level.  For reporting purposes, small business loans are defined  

by the loan amount rather than the size of the business. CRA small business loans are classified 

as those that are less than $1 million. My analysis focuses solely on small business loans within 

census tracts in the 50 U.S. states. CRA small business loan data is incredibly limited. Prior to 

1996, CRA-regulated institutions were not required to report small business loans. From 1996-

2005 only institutions with assets greater than $250 million are required to report their small 

business lending activity.  

FFIEC data provides a variety of variables to measure loan activity within a tract. Loans 

are divided by size of loan – loans less than $100,000; loans greater than $100,000 but less than 

$250,000; and loans greater than $250,000 but less than $1 million. There are variables that 

provide information regarding the number and dollar amount of small business loans by loan 

size. Lastly, there is a categorical variable that describes the income group of a tract relative to 

                                                           
15

 FFIEC’s Guide to CRA Data Collection, 2001. 
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the median family income in the 1990 Census.   

Unlike data on mortgage loans, small business data does not include detailed information 

on the characteristics of business owners such as race and gender. Business addresses may not 

accurately reflect the location of a small business in an LMI tract as the information provided 

may be the owner’s home address rather than business address. 

Supplemental Data 

As the data available through the FFIEC is limited, I utilize additional data in order to 

provide more information regarding the census tracts observed. The Neighborhood Change 

Database (NCDB), a product of Geolytics and developed in conjunction with the Urban Institute 

and the Rockefeller Foundation, provides decennial census data beginning with the 1970 Census. 

The NCDB data set provides social and economic data at the census tract level that helps further 

define treatment and control groups used during my analysis as described in the next section.   

 As CRA data from the years 2003 onward are reported based on 2000 decennial census 

tracts, I convert 2000 census tracts to 1990 census tracts for the years 2003 and 2004. I also 

adjust the loan data for inflation by converting monetary units into real 2010 dollars based on the 

Consumer Price Index (CPI). 

Analysis Plan 

I explore the data in two ways: a cross-sectional analysis using a difference-in-differences 

specification and a panel analysis of lending pre- and post- GLBA.  In both analyses, I define 

small business lending at the census tract level in a variety of ways: (1) the Average Amount of  

Small Business Loans, (2) Number of Small Business Loans and (3) the Average of Small 

Business Loans Less than $100,000.   

For both of these methods, when appropriate, I utilize an income variable describing the 

general income of a tract relative to the 1990 Census Median Family Income. As these are a 



17 

 

series of categorical variables, I drop the income group representing 0 to 50% of MFI to prevent 

colinearity. In addition, in some specification, I include a linear time trend to control for time 

trends in small business lending or year fixed effects to control for common time shocks.  

Cross-Sectional Analysis 

 

In the cross-sectional analysis of the GLBA on small business lending, I limit the sample to 

census tracts with unemployment and/or poverty rates at the 75
th

 percentile and above for the 

dataset.
16

 This translates to those tracts
17

 with poverty rates greater than 19.48% and 

unemployment rates greater than 8.79%.  I estimate the following model, where i and t specify 

the tract (observation) and year respectively. 

                                                           

 

 

The outcome of interest Y is a measure of small business loan activity as defined by either 

average amount of small business loans, number of small business loans or average amount of 

small business loans less than $100,000. The treat variable indicates those that belong to the 

treatment group most impacted by the GLBA. For my analysis, the treatment group represents 

those tracts at or below the median value for unemployment and/or poverty among tracts in the 

sample. That is, these are the most distressed tracts and include those with poverty rates above 

32.26% and/or unemployment rates above 13.82%. The control group consists of tracts that are 

doing slightly better – poverty rates ranging from 20% to 40%  and/or unemployment rates 

ranging from 9% to 17% – although by any objective measure, these tracts are still economically 

                                                           
16

 The 1990 Census provides the only tract-level data prior to 1996 thus unemployment and poverty rates are based 

on the 1990 Census. 
17

 The sample of tracts for the years 1997 – 2004 used during my analysis are those tracts derived from the 1996 

FFIEC CRA data with poverty rates greater than 19.48% and unemployment rates greater than 8.79%. 

Equation 1: Basic Difference in Difference Model Used to Determine the Impact of the GLBA on CRA-

related Small Business Lending 
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depressed. It should be noted that this does not necessarily translate into half of the sample being 

included in the treatment group.  Without much guidance on how regulators determine which 

tracts are the most distressed, this narrow definition of treatment and control attempts to compare 

tracts that are similar. The post variable signifies those loans made in the years following the 

passage of GLBA, years 2000-2004. The difference in difference estimator, the coefficient, β3 of 

the interaction of treat*post provides the true effect of the GLBA on CRA small business 

lending. I also include a limited number of controls in X. These controls are a series of dummies 

for various income levels
18

 and a linear time trend variable. Year and geographic (state and 

metropolitan statistical area) fixed effects allow for the control of time invariant characteristics. 

Panel Analysis 

 

Because of limitations on data available, as well as the need to control for time invariant aspects 

of the census tract that could impact small business lending, I adopt a fixed effects specification. 

With a fixed effects specification, I must modify my estimation strategy slightly. I focus on the 

most distressed tracts, those from the treatment group in the cross-section analysis. I again 

examine three measures of small business loan activity. This has the benefit of possibly not 

comparing census tracts that are experiencing different trends and subject to different economic 

factors but has the drawback of relying solely on variation over time in measuring the impact of 

GLBA. Without a comparison group, I will be unable to separately identify the effects of GLBA 

from larger macroeconomic trends affecting distressed areas. The equation for this panel analysis 

using fixed effects specification is defined below. 

 

                                                           
18

 Income dummies are based on each tract’s income level as a percentage of the 1990 Median Family Income 

(MFI).  Each tract is categorized as belonging to one of the following income groups: low income (0 to 50% of 

MFI), moderate income (50% to 80% of MFI), middle income (80% to 120% of MFI) and upper income (greater 

than 120% of MFI). 
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The variable of interest is the post variable which indicates changes in small business loan 

activity in each distressed tract after the passage of the GLBA. Control variables include a time 

trend variable, income group controls and year fixed effects.  

 

Equation 2: Basic Fixed Effects Model Used to Determine the Impact of the GLBA on CRA-related Small 

Business Lending Among Distressed Tracts 
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CHAPTER 6. RESULTS 

Descriptive Statistics  

 

In 1996, for the first time ever, financial institutions with assets greater than $250 million 

were required to report small business lending. Each year following, examination schedules 

varied for each financial institution observed in 1996. Table 1 provides a summary of the number 

of census tracts in the 50 U.S. states and the District of Columbia available for the years 1996 

through 2004 from the FFIEC’s CRA data.   

Table 1: Number of Tracts By Year 

Treatment Control

1996 59,886 0 0

1997 30,076 1,800 3,340

1998 32,325 1,792 3,533

1999 39,341 2,110 4,190

2000 58,970 3,448 6,581

2001 59,091 3,465 6,586

2002 59,128 3,474 6,591

2003 54,762 3,245 6,150

2004 42,256 2,664 4,748

SampleFull Data 
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L
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 Tracts (observations) between the years 1999 and 2000 increase by almost 50% due to a 

change in reporting where credit card lending was included for the first time by certain 

institutions. This increase in loans reported translates into an increase in the number of new tracts 

with reported loan activity and an increase in loans reported in existing tracts included in data 

prior to 2000. This change in reporting remains effective in subsequent years. The FFIEC 

provides no distinction between which loans at the tract-level are due to traditional small 
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business lending versus credit card lending.
19

 This change in reporting occurs exactly during the 

passage of the GLBA and thus poses some challenges to my analysis. I continue to use the data 

provided based on the rationale that new tracts (observations) which likely indicate newly 

reported credit card loans are not included in the data prior to 2000 and will not impact any 

relative comparisons during a cross-sectional analysis.  

Additionally, my analysis sample excludes data from the year 1996 in an effort to make 

the sample similar over time; the assumption being that data from the year 1996 represent the 

universe of institutions whereas data from the years following represent the random examination 

of institutions and/or institutions examined due to potential business expansions mergers or 

acquisitions. Thus, data from 1997 onward may be more representative of institutions responding 

to CRA requirements.  

 

 

                                                           
19

 The FFIEC does provide guidance on interpreting the data in 2000 compared to 1999. Credit card loans bring 

down the average amount of loans reported in the data as credit card lending is much smaller than small business 

loans, averaging $8,000 per loan versus $35,000 for small business loans in the year 2000. The FFIEC reports that 

after adjusting for credit card lending the number of loans increased by 8% and the amount of small business loans 

decreased by 8% between the years 1999 and 2000. 

Source: FFIEC, Findings from Analysis of Nationwide Summary Statistics for 2000 Community Reinvestment Act 

Data Fact Sheet, published on the FFIEC website. 
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Chart 1: Total Number of Loans Originated and Purchased by Year (In thousands) 

 

I begin with a descriptive analysis of the effect of GLBA on small business loans. In  

Chart 1, I show that the number of loans originated or purchased
20

 significantly increased after the 

passage of GLBA peaking in 2002 with approximately 6.9 million loans originated or purchased. 

One should not interpret this data as supporting the idea that the volume of loans increased post-

GLBA without considering the fact that the FFIEC data available contains a greater number of 

observations in the post-GLBA years. Still, it provides some initial evidence in support of my 

hypothesis. 

Chart 1 also displays data from the sample by number of loans originated or purchased by 

treatment and control groups. Similar to the full data set, the number of loans appears to have 

increased in the post-GLBA years. The disparity in the number of loans available in the treatment 

                                                           
20

 Originations make up the overwhelming majority of FFIEC small business lending data in terms of number and 

dollar amount of loans.  Purchases comprise only 1% in the number of total loans and 2% in terms of the amount of 

all loans. This dynamic between originations and purchases holds true in the treatment and control groups.  
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and control group is a factor of the sample containing more control observations relative to 

treatment observations as observed additionally in Table 1.  

Chart 2: Total Amount of Loans Originated or Purchased by Year (In billions of dollars) 

 

Chart 2 displays data regarding the total dollar amount of small business loans originated 

and purchased during the years 1997-2004. This figure also illustrates that lending increased after 

the passage of GLBA. Lending peaks in the years 2002 and 2003 with approximately $300 billion 

in lending. 

To correct for the inconsistent number of observations from year to year in the FFIEC 

data, Chart 3 below displays trends in the average of the aggregate amount of loans originated and 

purchased in a tract. Averages combined with totals help paint a better picture of loan activity as 

it standardizes the amount of loans originated or purchased by the number of tracts. In the years 

prior to the passage of the GLBA, the average of the aggregate amount of loans originated and 

purchased in a tract remains fairly stagnate with slight declines in the years 1998 and 1999. Yet in 
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the years following GLBA the average number of small business lending grows significantly 

excluding the year 2004. The same trend is observed in the treatment and control sample groups. 

Chart 3: Average of the Aggregate Amount of Loans Originated and Purchased in a Tract 

by Year (In thousands of dollars) 

 

Finally, I focus my analysis on small loans (loans less than $100,000) in Chart 4 by 

examining trends in the average of the aggregate amount of small loans originated or purchased in 

a tract within the sample by treatment and control groups. In terms of all loans, small loans make 

up the majority of the CRA data, ranging from 87% to 93% depending on the year, with the 

average small business loan amount originated or purchased in nominal terms being $60,000 pre-

GLBA and $35,000 post-GLBA.
21

  Small business loans may serve as a strong indicator of 

lending to LMI areas where businesses may demand lower capital requirements. Similar to trends 

observed in lending activity mentioned above, the average of the aggregate dollar amount of small 

                                                           
21

 see Appendix B 
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business loans increases slightly for both the treatment and control groups following the passage 

of the GLBA. 

Chart 4: Average of the Aggregate Amount of Loans Less Than $100,000 in a Tract by 

Year, Treatment and Control Groups (In thousands of dollars) 
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Regression Results 

I now turn to regression estimates as to the effect of GLBA on community reinvestment 

lending as measured by small business loan activity. I explore the data in two ways: a cross-

sectional analysis using a difference-in-differences specification (Tables 2, 3 and 4) and a panel 

analysis of lending pre- and post- GLBA (Tables 5, 6 and 7).  In both analyses, I define small 

business lending at the census tract level in three ways: (1) Average Amount of  Small Business 

Loans, (2) Number of Small Business Loan s and (3) Average Amount of Small Business 

Loans Less than $100,000.   

Cross-Sectional Analysis 

 

 The first column of Table 2 provides the results from the raw difference-in-difference 

estimate for the average amount of small business loans. As Column 1 shows, the most distressed 

tracts experienced a statistically significant reduction in small business loans of $5,081 after 

GLBA, compared to slightly less distressed tracts. Contrary to my hypothesis this would indicate 

that after the passage of GLBA, the average amount of total loans in distressed, LMI tracts 

decreased by over five thousand dollars. This reduction has moderate economic significance as it 

represents a 6% reduction in the average small business loan amount pre-GLBA.
22

 This 

coefficient remains statistically significant and negative even after controlling for income and 

trends over time (Column 2), although the magnitude is reduced slightly to a reduction of $4,315. 

Estimates are similar if I replace the linear time trend with year fixed effects (Column 3), as well 

as add state fixed effects (Column 4). Estimates decline somewhat to a roughly $3,300 relative 

reduction in small business loans if I include metropolitan statistical area (MSA) fixed effects 

(Column 5).  

                                                           
22

The average loan amount expressed in real terms pre-GLBA is $80,530 as referenced in Appendix B. 
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I explore alternative measures of small business lending in Tables 3 and 4. Table 3 provides 

estimates when the outcome variable is the total number of loans in each tract. Column 1 of Table 

3 displays results for the raw difference-in-difference model. The difference-in-difference 

estimator produced from this model is statistically significant and represents a decline in the 

number of loans originated or purchased in a tract of nine. A reduction of nine is of great 

economic significance as this represents a reduction of 23% in the average number of loans 

originated or purchased in a tract post-GLBA.
23

  

Even after controlling for income and trends over time, the number of loans originated or 

purchased in a tract declines by nine (Column 2). This result remains statistically significant. The 

magnitude of the estimator and statistical significance remains consistent even when I replace the 

linear time trend with year fixed effects (Column 3), add state fixed effects (Column 4) or MSA 

fixed effects (Column 5).  

Table 4 provides results regarding the impact of the GLBA on loans less than $100,000, 

described as small loans. As Column1 illustrates, the raw difference-in-difference estimator is 

statistically significant and indicates that the average amount of small loans decreased by $1,328 

post-GLBA. This is a negligible drop as it represents a 1.6% drop in the average amount of a 

small businesses loan prior to GLBA.
24

 

This coefficient remains statistically significant and negative even after controlling for 

income and trends over time (Column 2), the estimator indicates in this case that the average 

amount of small loans decreases by $1,280 post-GLBA. Estimates are similar if I replace the 

linear time trend with year fixed effects (Column 3), add state fixed effects (Column 4) or MSA 

                                                           
23

 As provided in the FFIEC data, the average number of loans originated or purchased in a tract was 41, pre-GLBA 

(see Appendix C). 
24

The average loan amount expressed in real terms pre-GLBA is $80,530 as referenced in Appendix B. 
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fixed effects (Column 5). The estimators produced through these variations to the raw difference-

in-differences model indicate a drop of $1,241, $1,236 and $1,039 respectively.  

Overall, the difference-in-difference analysis produces consistent results even when 

analyzing loan activity using different measures. The difference-in-difference term produces a 

negative magnitude but remains significant even with some controls and fixed effects. Yet what 

differs among each measure of loan activity is the economic significance of the magnitudes 

produced from the difference-in-difference analysis.  The drop in the total number of small 

business loans had the greatest economic significance whereas the drop in the averages of all 

loans and small loans was of moderate and negligible economic significance respectively.  

Interpreting each indicator alone may limit one’s understanding of loan activity in years 

prior and following the passage of GLBA. For instance, the number of loans may increase yet the 

average amount may decline which would do little to impact the aggregate amount of lending. An 

increase in both of these indicators would demonstrate that aggregate loan activity is on the rise. 

Therefore each of the indicators are valuable in measuring loan activity and paint a clearer picture 

of how, if at all LMI communities are affected by the passage of the GLBA.  The results I obtain 

suggest that following the passage of GLBA, LMI communities did not experience a growth in 

small business lending as the number of small business loans decreased and the average loan 

amount fell slightly compared to the years before the passage of GLBA.  

Panel Analysis  

 

 Fixed effects specification provides an opportunity to analyze the most distressed tracts 

and control for time invariant characteristics that could impact lending.  I again analyze the same 

three measures of loan activity as included in the cross-sectional analysis. 
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 Focusing first on the average amount of small business loans in Table 5, I obtain a 

negative coefficient on the post variable in the model without any controls (Column 1). Moreover, 

the estimate is a larger magnitude than the comparable difference-in-difference analysis. It 

indicates that there was a reduction of nearly $31,000 in the average loan amount to small 

businesses after GLBA. This decline may be explained by several factors that are associated with 

changes in time, including trends in the national economy or other unobservables. I incorporate a 

time trend (Column 2) and find similar, although slightly smaller estimates for the decline in 

average loan amount. Estimates are nearly identical when I control for income characteristics of 

the census tract (Column 3). The income group controls are generally not significant in each 

model analyzed, this is assumed to be due to the lack of variation in income over time. Each tract 

remains fairly consistent in terms of which income category it belongs to over time.  Finally, I 

include year fixed effects to the raw model (Column 4) as well as income controls with year fixed 

effects (Column 5) and continue to find a large and statistically significant negative effect on the 

average amount of small business loans. 

The number of loans outcome, displayed in Table 6, produces a positive post coefficient in 

each model. Before the addition of controls or year fixed effects, the coefficient on the post 

variable indicates that post-GLBA, the number of small business loans originated or purchased 

increased by 31 (Colum 1). This trend is readily apparent in the descriptive results (Chart 1), 

which illustrate that the total number of small business loans increased after the passage of 

GLBA.  

I again incorporate a time trend in Column 2 and find a significant although slightly 

smaller estimate that indicates the number of loans originated or purchased in a tract increased by 

22 loans post-GLBA. Estimates are significant and identical to those of Column 2 even after 

controlling for income characteristics of the census tract (Column 3). After adding year fixed 
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effects to the raw model (Column 4) as well as income controls with year fixed effects (Column 

5), the total number of loans originated or purchased in a tract increased by 19 while the post 

variable remains significant in both scenarios.  

Results in Table 7 provide some insight regarding trends in the average amount of small 

loans originated or purchased post-GLBA. Before adding controls and fixed effects, the average 

amount of loans decreased by $9,674 (Column 1). Though the magnitude is more negative than 

that of the comparable difference-in-difference analysis, the value is statistically significant and 

consistent with the direction of the magnitude produced during the difference-in-difference 

analysis. This trend in the post variable coefficient is true for all models presented in Table 7. 

After implementing a liner time trend (Column 2) and additional income controls (Colum 3), the 

magnitude of the post coefficient becomes less negative, indicating a decline post-GLBA in the 

average amount of small loans by $7,269 and $7,045 respectively. I then replace the linear time 

trend with year fixed effects and add income controls to the model (Columns 4 and 5), the post   

variables indicate the average amount of small loans decreased by $10,656 and $10,635 

respectively post-GLBA. When included in the model, the income controls remain mostly 

statistically insignificant due to the lack of variation in income classification across tracts over 

time. 

 From the panel analysis, I determine that although the number of small business loans may 

have increased in the years post-GLBA, the average loan amount in distressed, LMI tracts 

decreased over time.  

 

.
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Table 2: The Effect of the GLBA on the Average Amount of  Small Business Loans at the Census Tract Level, Difference-in-Difference Analysis 

  (1) (2) (3) (4) (5) 

Treat 11.023 *** 5.706 *** 5.628 *** 7.035 *** 7.765 *** 

  (0.901)   (0.809)   (0.807)   (0.945)   (1.099)   

Post -26.525 *** -22.262 *** -30.303 *** -32.604 *** 4.470   

  (0.613)   (0.942)   (0.906)   (1.024)   (56.266)   

Treat*Post -5.081 *** -4.315 *** -4.243 *** -4.665 *** -3.282 *** 

  (1.052)   (0.954)   (0.952)   (1.044)   (1.196)   

50% to 80% of MFI     -7.367 *** -7.425 *** -5.608 *** -3.264 *** 

      (0.548)   (0.547)   (0.567)   (0.665)   

80% to 120% of MFI     -13.212 *** -13.299 *** -9.195 *** -2.014 * 

      (0.725)   (0.723)   (0.794)   (1.196)   

Greater than 120% of 

MFI     5.011 ** 4.549 ** 8.292 *** 14.327 *** 

      (2.384)   (2.379)   (2.390)   (3.124)   

Linear time trend, t     -1.213 ***             

      (0.171)               

Year Fixed Effects No   No   Yes   Yes   Yes   

State Fixed Effects No   No   No   Yes   No   

MSA Fixed Effects No   No   No   No   Yes   

                      

Observations 

                       

61,781    

                       

70,749    

                       

70,749    

                       

60,888    

                       

47,072    

Notes: Author’s calculations using FFIEC data. Statistical significance is denoted as follows: *** p <.01, ** p <.05, * p <.10 .  
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Table 3: The Effect of the GLBA on the Number of Small Business Loans at the Census Tract Level, Difference-in-Difference Analysis 

  (1) (2) (3) (4) (5) 

Treat -6.643 *** -2.583   -2.553 

 

0.397 

 

6.823 *** 

  (1.682)   (1.755)   (1.748)   (1.730)   (2.065)   

Post 35.428 *** 28.816 *** 20.092 *** 20.173 *** 332.036 *** 

  (1.144)   (1.676)   (1.987)   (1.952)   (106.545)   

Treat*Post -9.002 *** -9.472 *** -9.265 *** -8.396 *** -9.089 *** 

  (1.956)   (1.949)   (1.941)   (1.906)   (2.242)   

50% to 80% of MFI     4.443 *** 4.679 *** 1.553   6.259 *** 

      (1.021)   (1.017)   (1.029)   (1.238)   

80% to 120% of MFI     11.428 *** 11.531 *** 9.886 *** 22.237 *** 

      (1.352)   (1.347)   (1.440)   (2.223)   

Greater than 120% of 

MFI     75.881 *** 76.684 *** 77.757 *** 107.758 *** 

      (4.409)   (4.392)   (4.339)   (5.789)   

Linear time trend, t     1.659 ***             

      (0.327)               

Year Fixed Effects No   No   Yes   Yes   Yes   

State Fixed Effects No   No   No   Yes   No   

MSA Fixed Effects No   No   No   No   Yes   

                      

Observations 

                       

63,717    

                       

62,789    

                       

62,789    

                       

62,789    

                       

48,628    

Notes: Author’s calculations using FFIEC data. Statistical significance is denoted as follows: *** p <.01, ** p <.05, * p <.10 .  
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Table 4: The Effect of the GLBA on the Average Amount of Small Business Loans Less than $100,000 at the Census Tract Level,  Difference-in-Difference Analysis 

  (1) (2) (3) (4) (5) 

Treat 1.407  *** 1.385  *** 1.340  *** 1.214  *** 1.156  *** 

  (0.165)   (0.173)   (0.170)   (0.169)   (0.190)   

Post -8.738 *** -6.012 *** -10.266 *** -10.097 *** -12.594 *** 

  (0.112)   (0.166)   (0.204)   (0.201)   (0.211)   

Treat*Post -1.328 *** -1.280 *** -1.241 *** -1.236 *** -1.039 *** 

  (0.193)   (0.193)   (0.189)   (0.187)   (0.207)   

50% to 80% of MFI     -0.015   -0.052   -0.208 *** -0.510 *** 

      (0.101)   (0.099)   (0.101)   (0.115)   

80% to 120% of MFI     0.213   0.163   -0.377 *** -0.794 *** 

      (0.134)   (0.132)   (0.142)   (0.207)   

Greater than 120% of 

MFI     3.228 *** 2.982 *** 2.794 *** 3.280 *** 

      (0.437)   (0.430)   (0.427)   (0.540)   

Linear time trend, t     -0.741 ***             

      (0.033)               

Year Fixed Effects No   No   Yes   Yes   Yes   

State Fixed Effects No   No   No   Yes   No   

MSA Fixed Effects No   No   No   No   Yes   

                      

Observations 

                       

61,605    

                       

60,714    

                       

60,714    

                       

60,714    

                       

46,927    

Notes: Author’s calculations using FFIEC data. Statistical significance is denoted as follows: *** p <.01, ** p <.05, * p <.10 .  
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Table 5: The Effect of the GLBA on the Average Amount of Small Business Loans at the Census Tract Level, Panel Analysis 

  (1) (2) (3) (4) (5) 

Post -30.709 *** -26.416 *** -25.923 *** -32.038 *** -32.114 *** 

  (0.905)   (1.487)   (1.517)   (1.939)   (1.997)   

50% to 80% of MFI         2.126       0.060   

          (1.888)       (1.902)   

80% to 120% of MFI         2.366       -0.847   

          (4.307)       (1.902)   

Greater than 120% of MFI         13.798       9.314   

          (9.811)       (9.792)   

Linear time trend, t     -1.120 *** -1.255 ***         

      (0.320)   (0.335)           

Year Fixed Effects No   No   No   Yes   Yes    

                      

Observations                 21,120                        21,120                        20,733                        20,971                        20,733    

Notes: Author’s calculations using FFIEC data. Statistical significance is denoted as follows: *** p <.01, ** p <.05, * p <.10 .  

           
           Table 6: The Effect of the GLBA on the Number of Small Business Loans at the Census Tract Level, Panel Analysis 

  (1) (2) (3) (4) (5) 

Post 31.447 *** 22.278 *** 21.931 *** 19.078 *** 19.908 *** 

  (1.555)   (2.534)   (2.565)   (3.045)   (3.143)   

50% to 80% of MFI         2.967       -4.908   

          (2.478)       (3.107)   

80% to 120% of MFI         18.786 ***     7.134   

          (5.699)       (6.945)   

Greater than 120% of MFI         85.197 ***     25.010   

          (14.124)       (16.704)   

Linear time trend, t     13.399 *** 2.107 ***         

      (2.081)   (0.541)           

Year Fixed Effects No   No   No   Yes   Yes    

                      

Observations                 21,988                        21,988                        21,593                        21,988                        21,593    

Notes: Author’s calculations using FFIEC data. Statistical significance is denoted as follows: *** p <.01, ** p <.05, * p <.10 .  
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Table 7: The Effect of the GLBA on the Average Amount of Small Business Loans Less than $100,000 at the Census Tract Level, Panel Analysis 

  (1) (2) (3) (4) (5) 

Post -9.674 *** -7.269 *** -7.045 *** -10.656 *** -10.635 *** 

  (0.166)   (0.272)   (0.275)   (0.348)   (0.357)   

50% to 80% of MFI         0.886 ***     -0.036   

          (0.341)       (0.339)   

80% to 120% of MFI         0.980       -0.416   

          (0.778)       (0.770)   

Greater than 120% of 

MFI         3.343 *     1.406   

          (1.774)       (1.746)   

Linear time trend, t     -0.653 *** -0.715 ***         

      (0.058)   (0.061)           

Year Fixed Effects No   No   No   Yes   Yes    

                      

Observations                     21,043                        21,043                        20,657                        21,043                        20,657    

Notes: Author’s calculations using FFIEC data. Statistical significance is denoted as follows: *** p <.01, ** p <.05, * p <.10 .  
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CHAPTER 7. DISCUSSION 

Interpreting the Results  

After conducting both a cross-sectional and panel analysis of CRA small business loan 

data, results indicate that contrary to my hypothesis, after the passage of the GLBA, LMI 

communities did not experience a statistically significant increase in lending. These results are 

subject to several limitations of the data.  

 First, though the majority of coefficients on the variables of interest in the cross-sectional 

and panel analysis have negative magnitudes, I achieve one result that contradicts this, suggesting 

an increase in small business loan activity occurred post-GLBA. As presented in Table 6, panel 

analysis suggest the number of loans increased even after controlling for the tract’s income group 

and including a linear time trend or year fixed effects.  The challenge therefore is to decide which 

analysis represents a better assessment of loan activity post-GLBA. The cross-sectional analysis 

allows for the comparison between two groups that are similar and thus the relative comparison 

suggest that lending declined post-GLBA for the most distressed tracts. Yet there are a number of 

unobservables that impact lending that cannot be measured in this scenario. The panel analysis 

allows for the control of fixed unobservables yet it lacks the opportunity to compare loan activity 

between groups to determine if trends in loan activity for the most distressed tracts deviate from 

the control group. The panel analysis variable of interest, post reflects how lending changes over 

time among distressed tracts. This change could be due to a number of external factors such as 

other policies or the economic environment.  

It is difficult to determine which analysis is the best estimate of loan activity post-GLBA 

because of these limitations. The change in the reporting of credit card loans in the years 

following the passage of GLBA tips the scales in favor of placing greater emphasis on the results 

produced by the cross-sectional analysis. The new reporting standard noticeably increased the 
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aggregate amount (dollar and number) of loans reported but also the number of tracts 

(observations) reported. Since the FFIEC does not distinguish between credit card and traditional 

small business loans, this data limitation cannot be corrected. Yet new tracts that arise in the data 

post the reporting change are easy to identify and are irrelevant for the cross-sectional analysis. 

The best attempt to correct for the new reporting standard is through the implementation of a 

cross-sectional analysis that focuses on tracts consistent through the years 1997 and 2004. 

Assuming that the treatment and control groups are similar enough, one should expect loan 

activity to remain similar post-GLBA in the cross-sectional analysis. The panel analysis helps 

provide some understanding concerning the general trend in loan activity but due to the lack of a 

comparison group and a way to distinguish between newly reported credit card loans it is difficult 

to determine if any trends are unusual.  

Second, data collected from institutions regarding its small business lending lacks 

information on factors aside from the GLBA that influence small business lending. Data detailing 

the demographic, social and economic profile of each tract observed over the years prior and 

following the passage of the GLBA would allow for the creation of more robust models 

measuring small business loan activity.  

Third, the macroeconomic environment plays a significant role in credit market activity. 

The time period following the passage of the GLBA was defined by a series of events that caused 

inconsistencies in the supply of credit. During the early part of the decade, the U.S. economy was 

hit hard by the burst of the technology bubble, the recession that followed and the September 

2011 terrorist attacks. I attempt to correct for trends in time through either the use of a linear time 

trend or year fixed effects. Yet each of these events is impossible to appropriately control for, 

even in the most robust of models. As one would expect in times of economic uncertainty, credit 
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is constrained therefore this maybe why I obtain results that indicate CRA small business loan 

activity declined in the year post-GLBA. 

Fourth, without much guidance on the definition of distressed tracts by regulators, I 

selected treatment and control groups based on the distribution within the CRA data of tract-level 

unemployment and poverty rates from the 1990 Census. Thus, the most recent tract-level data set 

is over a decade removed from the last year of observations used during my analysis. The 

unemployment and poverty indicators may not reflect the economic and social profile of tracts 

during the period of my analysis.  

Policy Implications 

Despite the limitations mentioned above in the data and the cross-sectional and panel 

analysis several policy implications can be obtained. My analysis is an attempt to determine the 

effectiveness of the CRA in helping LMI individuals and neighborhoods access financial services. 

Legislative policy changes designed to strengthen the effectiveness of the CRA provide the best 

opportunity to measure its impact. After financial modernization, with the anticipated activity that 

followed the dissolving of barriers that kept commercial banks, insurance companies and 

investment banks from combining, one would anticipate a desire by institutions to ensure their 

CRA ratings remained above satisfactory. This would translate to financial institutions increasing 

or at the least maintaining their CRA lending. My analysis would suggest that this may not have 

been the case and that the CRA may be somewhat ineffective at supporting LMI individuals and 

communities. The discussion below presents some of the shortcomings of the CRA that explain 

the outcome of my analysis and therefore represent opportunities to strengthen the CRA’s 

effectiveness. 

After observing bank ratings in 1999, regulators assigned financial institutions with 

majority outstanding and satisfactory ratings. Of those banks examined in this year, only 3% of 
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institutions received a rating below satisfactory.
25

 This suggests that the majority of banks are 

rated as making exceptional to sufficient effort to serve their communities and/or that regulators 

are often too willing to give out compliant ratings. This would also explain why I failed to 

observe an increase in small business loan activity from my panel and cross-sectional analysis. 

Financial institutions covered by the CRA experience no true threat from regulators to make 

additional effort to serve LMI communities. One argument being that if regulator ratings properly 

reflected the impact of lending in LMI communities, over time these communities would 

experience improvements directly associated with small business investment. Indicators such as 

unemployment, poverty and income would improve. Yet as my analysis indicates there is little 

variation in the income classification of tracts over time. 

 One of the major criticisms of the GLBA is that policy makers missed out on an 

opportunity to strengthen the impact of the CRA on LMI communities. The financial services 

industry has evolved significantly since the passage of the CRA in 1977.  Increasingly assets are 

no longer held solely in commercial banks; with the internet, electronic banking services have 

become popular and changed the need for localized services; and non-CRA regulated institutions 

have increased market share. Thus the reach of the CRA could be expanded to additional 

institutions that are becoming popular lenders including credit unions, mortgage companies and 

affiliates of holding companies such as securities firms and insurance companies.  Additionally 

the impact of the CRA would be better understood with improvements in data collected on small 

business loans. This includes the collection of basic demographic information on loan recipients 

as well as information regarding the universe of small business loan applications – accepted and 

rejected applicants.  

                                                           
25

 Historic CRA ratings are made publically available on each examiners website. 
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Regardless of one’s view on the benefit of the CRA, it is apparent that measuring the 

CRA’s impact is challenging as financial services evolve. Thus it is vital that policy makers 

through research understand the value and potential of the CRA in expanding credit to qualified 

borrowers in LMI communities. My analysis is an attempt to contribute to the body of research 

evaluating the CRA and its effectiveness in meeting the needs of LMI individuals and 

communities.  
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APPENDIX A 

 

Table 8: Portion of all Small Business Loans Attributed to Financial Institutions Required 

to Report CRA Lending
26

   

 

  
Year 

Number of 

Loans 
Loan Amount 

P
re

-G
L

B
A

 *†1996 67% 67% 

*1997 67% 67% 

*1998 67% 67% 

*1999 75% 75% 

P
o
st

-G
L

B
A

 2000 84% N/A 

2001 84% 75% 

2002 88% 77% 

2003 91% 77% 

2004 78% 74% 

 

 

 

                                                           
26

 Source: FFIEC, Findings from Analysis of Nationwide Summary Statistics for Community Reinvestment Act Data 

Fact Sheet, years 1997-2004 

† As reported by Bostic and Canner (1996).  

* Reported values do not specify if portion is measured by number or amount of loans  
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APPENDIX B 

Table 9: Average CRA Small Business Loan Amount
27

 

 

 

Table 10: Average CRA Small Business Loan Amount, Adjusted for Inflation
28

  

  Year Loans Average 

P
re

-G
L

B
A

 1996 $84,776 

$80,530 
1997 $84,233 

1998 $83,610 

1999 $69,500 

P
o
st

-G
L

B
A

 2000 $44,320 

$42,702 

2001 $45,557 

2002 $40,605 

2003 $41,241 

2004 $41,787 

 

                                                           
27

 Source: FFIEC, Findings from Analysis of Nationwide Summary Statistics for Community Reinvestment Act Data 

Fact Sheet, years 1997-2004 
28

 Values in 2010 dollars based on Consumer Price Index (CPI) 

  Year Loans Average 

P
re

-G
L

B
A

 

1996 $61,000 

$59,650 
1997 $62,000 

1998 $62,500 

1999 $53,100 

P
o

st
-G

L
B

A
 2000 $35,000 

$35,300 

2001 $37,000 

2002 $33,500 

2003 $34,800 

2004 $36,200 
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APPENDIX C 

Table 11: Average Number of CRA Small Business Loans Originated or Purchased by Loan 

Size
29

 

  

Year 
Loans < 

$100,000 

Loans < $250, 

00 but > 

$100,000 

Loans < $1m 

but >$250,000 

Average 

Across 

Loan 

Size & 

Year 

P
re

-G
L

B
A

 1996 35 3 2 

41 
1997 37 3 3 

1998 34 3 2 

1999 36 3 2 

P
o
st

-G
L

B
A

 2000 76 3 3 

98 

2001 89 4 4 

2002 110 4 4 

2003 108 4 4 

2004 73 3 3 

 

                                                           
29

 Source: FFIEC CRA Small Business Loan data 
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