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Concerns about the availability of credit to lower income and minority communities
and individuals are longstanding. This paper assesses newly available information
on the geographic distribution of small loans to nonfarm businesses extended in
1996 and 1997 by large commercial banks and savings associations. The reported
data account for an estimated 45 percent of all loans extended to small businesses
nationwide by all types of lending institutions.
Analysis of the data reveals that the distribution of small business loans
across neighborhoods closely follows the distribution of businesses. After controlling
for the number, size and types of businesses across neighborhoods, the data indicates
that the relationship between small business lending and neighborhood racial
and ethnic composition is complex. While the number of loans falls somewhat
with increases in neighborhood racial composition, the dollar amount of lending
increases. However, without information about the credit worthiness of the businesses located in each neighborhood, their varying credit needs and borrowing preferences and the different credit standards applied by lenders, it is not possible to fully
explain the relationship between neighborhood racial or ethnic composition and
small business lending.
Introduction

Concerns about the availability of credit to lower income and minority communities and individuals are longstanding. Such concerns have
been addressed in varied ways, both by the public and private sectors.
Regulation of lending institutions is one avenue followed by the public sector. In this regard, the Community Reinvestment Act (CRA) of
1977 specifically encourages commercial banks and savings associations (savings and loan associations and savings banks) to make their
products and services available in all parts of their local communities,
including low- and moderate-income areas.

The views expressed are those of the author and not necessarily those of the Board of Governors or the staff of the Federal Reserve
System. The author is grateful for comments and suggestions provided by Robert Avery, Raphael Bostic and John Wolken. Special
thanks to Melissa Mugharbel for research assistance.
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Aside from information about home lending and branch office
locations, little has been known about the availability of other banking
products and services in local communities.1 However, the regulations
that implement the CRA were revised substantially in 1995, and, as a
consequence, information is now publicly available on the geographic
distribution of small loans to businesses and farms and on community
development loans originated or purchased during each calendar
year. Because small businesses and small farms are more likely than
larger ones to borrow small amounts, the CRA data on small loans
are likely to provide a reasonable measure of the extension of credit
to such businesses by commercial banks and savings associations.2
Moreover, because the data include information on the location
(census tract or block numbering area) of the businesses and farms
receiving credit, the CRA data provide opportunities to gauge the
flow of such credit to communities with differing socioeconomic and
demographic characteristics.
This paper assesses a portion of the new CRA data; information
on lending to nonfarm businesses. The analysis is intended to provide
a descriptive overview of the new data and to identify some of the
issues that arise in using the information. As both 1996 and 1997 data
are available for analysis, assessment of both levels and year over year
changes in lending are considered.3 Given the focus of CRA, particular attention is paid to lending to businesses with offices in lower
income and minority communities. Moreover, because of historic
concerns about the availability of credit in central city communities,
the analysis here distinguishes among areas by their degree of urbanization (either central city, suburban or rural location).
The paper begins with a discussion of the new lending reporting
requirements. This is followed by a review of some of the strengths and
limitations of the data. The empirical analysis that follows next shows
the relationships between the number or dollar amount of business
lending and census tracts grouped by relative income, location, and
minority composition. In each case, the distributions of the number of
businesses and of the population are shown to help place the lending
data in some context. In order to better assess the relationship between
neighborhood racial or ethnic status and lending to businesses, the
results of a more comprehensive statistical analysis are also provided.
Beyond the CRA loan data, the analysis presented here draws
on information from the 1990 Census of Population and Housing to
describe the socioeconomic and demographic characteristics of each
census tract. Although somewhat dated, the 1990 Census provides the
most current source of census tract level data. In addition, information
on the number, size (annual revenue), and types of firms located
in each census tract in 1997 is obtained from data supplied by Dun
and Bradstreet.
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Overview of Results

The new CRA data on small business lending is quite comprehensive
despite the relatively small proportion of all commercial banks and
savings associations covered by the reporting requirements. In total,
the reported lending accounts for about two-thirds of the credit provided to small businesses by all commercial banks and savings associations. Overall, it is estimated that such lending accounts for about 45
percent of the loans made to small businesses by all sources.
Analysis of the CRA data reveals that small business lending is
heavily concentrated in central city and suburban areas, as are the
bulk of the U.S. population and most small businesses. Measured by
number of loans, central cities and suburban areas receive nearly the
same volume of credit. Measured in loan dollars, however, central
cities receive a somewhat larger share of the credit, perhaps because
they include relatively more large firms. Disaggregating the data further finds that small business lending varies by neighborhood income
in much the same way as do the number of businesses and residents.
Some small differences between these distributions are found, however, particularly if the focus is on the number of small business loans
rather than the dollar amount of such lending.
Compared to predominantly White neighborhoods, predominately minority neighborhoods are found to receive a somewhat
smaller share of the business loans and loan dollars than might be
expected based solely on the distribution of the number of businesses
and population across areas. However, after accounting for other factors, such as the size and type of businesses located across neighborhoods, the analysis suggests that the relationship between small business lending and racial and ethnic neighborhood composition is more
complex. In particular, while the number of small business loans tends
to fall somewhat with increases in neighborhood minority composition, the amount of lending measured in loan dollars increases.
Disaggregating the minority composition measure into its component
parts finds that these patterns hold for each racial or ethnic group
except Asians. For Asians, both the number and the dollar amount of
lending falls with increases in the percentage of Asians in an area. This
may reflect lower demand for credit among borrowers in Asian neighborhoods or may be due to other factors.
Origins of the New CRA Data Reporting Requirements
on Small Business and Small Farm Lending

The CRA was enacted over two decades ago in response to the concern
that some commercial banks and savings associations were thought to
be accepting deposits from individuals and firms in central cities while
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lending and investing them primarily elsewhere. These “disinvestment” activities, it was maintained, were contributing to the decline of
many urban areas as evidenced by a deterioration in the quality of
housing in these areas and a movement of jobs and population to
surrounding communities.
In adopting the CRA, Congress reaffirmed the principle that
commercial banks and savings associations have an obligation under
their charters to serve the “convenience and needs” of their local communities by providing credit services to all segments of those communities. For purposes of enforcement, the supervisory agencies are
directed to periodically assess the performance of institutions in this
regard, to make available to the public written evaluations, including
CRA performance ratings, and to consider an institution’s record in
acting on applications for deposit facilities, mergers, and acquisitions.
Historically, CRA performance evaluations focused on the
processes used and efforts made by institutions to serve their local
communities as well as on the results of those efforts. This approach
to CRA assessments was heavily criticized, both by community organizations and lending institutions.4
The supervisory agencies revised the regulations that implement
the CRA in May 1995 to make CRA assessments more performancebased, more objective, and less burdensome for covered institutions.
The new regulations substitute three performance tests—lending, investment, and service—for the twelve assessment factors contained in the
original regulation.5
In assessing compliance with the CRA, the three performance
tests are evaluated in the context of information about the institution
and its community, competitors, and peers. For example, CRA assessments consider the economic and demographic characteristics of an
institution’s local service area; lending, investment, and service opportunities in the local community; the institution’s product offerings and
business strategy; and its capacity and constraints.
Information Reported Under the CRA Regulations

The revised regulation requires commercial banks and savings associations defined as “large” under the regulation to collect and report
data annually on the number and dollar amount of their originations
and purchases of small loans to businesses and farms and any community development loans. Only independent institutions with total
assets of $250 million or more and institutions of any size if owned by
a holding company that has assets of $1 billion or more are subject to
the new data reporting requirements.
For purposes of reporting, small loans to businesses and farms
are grouped in two ways. First, loans are reported in three loan size
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categories based on the original amount of the loan: $100,000 or less,
$100,001 to $250,000, and more than $250,000. For businesses, the
maximum loan size reported is $1 million; for farms, the maximum is
$500,000. Second, these loans are categorized according to the geographic location (census tract or block numbering area) of the firms
and farms receiving them. Unlike the business and farm loans, no geographic information is provided for community development loans;
only the aggregate amount of lending by each institution is reported.
The data also include information on how many of the reported
loans were extended to businesses and farms with annual revenues of
$1 million or less. Such firms fall within generally accepted definitions
of a small business, although somewhat larger firms are also often categorized as being a small business or small farm.6 Finally, each reporting institution includes a list of the census tracts that constitute its
local CRA assessment community. If an institution serves more than
one local community, it will list separately the census tracts that constitute each of these communities.
Because the CRA data provide information on whether the firm
receiving credit was small, it provides opportunities to conduct two
types of analyses, those focused on small loans to businesses (potentially of any size) and loans just to small firms. Both types of analyses
are potentially useful. Bank examiners, for example, consider both
aspects of the data when evaluating the CRA performance of banking
institutions. Unless otherwise noted, the analysis that follows here
focuses on the entire set of loans, rather than on just the subset of
loans made to firms with revenue under $1 million.
Cautions in Using the Data

The new CRA data on lending to small businesses provide opportunities to measure the flow of business credit across local communities;
however, interpreting and drawing appropriate conclusions from this
credit flow information poses many challenges. A number of features
of the data, as well as the availability and timeliness of information
needed to place the information in the proper context, greatly complicates assessment of the CRA data. This section highlights some of
the issues that arise in interpreting the new information on small business lending.
The small business lending data reported under the CRA regulations are more limited in scope than similar data reported on home
lending under the Home Mortgage Disclosure Act (HMDA). In particular, the CRA data include information only on loans originated or
purchased, not on applications for credit that are turned down by the
creditor or withdrawn by the customer. Unlike HMDA data, the CRA
data do not include information about applicant income, gender, or
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racial or ethnic background, although the CRA data do indicate
whether a loan is extended to a small firm (revenues of $1 million or
less). Finally, the CRA data are not reported application by application
as HMDA data are, but rather aggregated into three loan size categories and then reported at the census tract level.
As noted, lending institutions are asked to report the geographic
location of the small business (or small farm) receiving the loan.
However, the borrower may use those funds to support business activities in other locations. Thus, assessment of the data may categorize
a loan by the characteristics of the reported geography (typically a
census tract) even though the funds are used to support the activities
of a firm’s offices in a location with different demographic and economic characteristics.
A related issue arises when the reporting institution does not use
the street address of a business to identify the location of a firm.
Ordinarily, this will occur when the only available address is a post
office (P.O.) box number or rural route number. In these situations,
the lender will report the census tract that corresponds to the P.O. box
or rural number. This may create two problems for interpreting lending activity. First, the characteristics of the census tract where the P.O.
box is located may differ from the characteristics of the firm’s actual
location. Second, the data may contain an inordinately high number
of loans in census tracts with P.O. boxes. Some evidence of the latter
possibility was found in research conducted by the Federal Reserve.7
Timeliness of the census data often used in conjunction with the
CRA data to help place the information in some context also creates
potential difficulties. Census tract boundaries and associated demographic information are based on the 1990 decennial census, which is
the most recent broad-based information available about the characteristics of these geographic areas. The population characteristics of
some census tracts have changed substantially since 1990 and the
income and racial composition categorization for any given census
tract may no longer be the most appropriate. Familiarity with
intertemporal changes in local areas is necessary to ensure accurate
assessment of the CRA data.
Perhaps more importantly, while the CRA data provide information on extensions of loans, they do not provide any indication of the
local demand for business credit or factors influencing the supply of
such credit in a given community. Both sides of the market determine
the measured flow of business credit in any given community and
changes in either demand or supply conditions can alter this flow.
Nationwide, based on tax filings in 1994, there were over twentytwo million nonfarm businesses, the vast majority of which are small.8
These firms vary considerably with respect to many characteristics,
including age, location, industry, product markets, and financial
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condition. This diversity, along with differences in local economic conditions, means that the demand for small business loans will vary
greatly across neighborhoods and regions. Moreover, the small business sector is ever changing, responding to market conditions which
provide opportunities for growth in some segments while dampening
opportunities in others. This dynamism suggests that the flow of credit
to any community or geographic area can vary considerably from year
to year as small businesses adjust and modify their demand for loans.
The volume of local lending will also reflect the influence of a
number of supply-related factors, including the underwriting standards applied in a given community, the credit quality of local businesses, and the expected rate of return on such lending. Variation in
lending activity across communities may arise from local differences in
any of these factors. Moreover, when assessing the CRA data, it is
important to keep in mind that commercial banks and savings associations generally do not fund start-up firms, but rather primarily businesses with some track record of performance.9
For each of these reasons, conclusions drawn from analyses using
only the CRA data should be made with caution. Despite its limitations, however, the new small business lending data, when coupled
with the information about the geographic locations that constitute
each institution’s local service area(s) make it possible to better assess
the performance of institutions covered by the CRA.
Comprehensiveness of the Small Business Lending Data

As of year-end 1997, there were 9,136 insured commercial banks and
1,867 savings associations. Evidence from the Federal Reserve’s 1987
and 1993 National Surveys of Small Business Finances suggests that
such institutions account for about two-thirds of all the credit provided to small businesses.10 However, the CRA data on small business
and small farm lending include the lending activity of just the larger
commercial banks and savings associations which represent only
about 17 percent of all such institutions. Despite limited institutional
coverage, CRA reporters account for a sizable fraction of the small
business loans extended each year by all commercial banks and savings associations and consequently a significant portion of all small
business credit.
To determine the comprehensiveness of the CRA data, a comparison was made between the business lending activity of institutions
covered by the CRA data reporting requirements and that of all commercial banks and savings associations as reported on the Call Report
and the Thrift Financial Reports. These reports include the outstanding amount of small loans to businesses for all commercial banks and
savings associations.11 The comparison shows that for 1997, CRA
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reporters accounted for 68 percent of the number of small business
loans and 66 percent of the dollar amount of such loans outstanding
for all commercial banks and savings associations. These figures are
both close to the proportions estimated for 1996. In combination,
the Call Report and Thrift Financial Report data, along with estimates from the National Surveys of Small Business Finances, suggests
that CRA reporters may account for about 45 percent of all small
business lending.
Lending Institutions and Their Small Business Lending Activity

For both 1996 and 1997, 91 percent of the institutions covered by the
CRA data reporting requirements reported extending at least some
small business loans. For 1997, these institutions reported information
on about 2.5 million small business loans totaling $159.4 billion (Table
1). Both figures were up about 5 percent from the previous year, owing
in part to a strong economy. Acquisitions and mergers also likely
explain some of the growth in reported lending, as larger covered
institutions merged with smaller previously nonreporting institutions.
Small business lending is concentrated among the largest CRA
reporters. For 1997, institutions with assets of $1 billion or more originated about three-quarters of the reported small business loans. This
proportion is notably higher than in 1996 when the larger institutions
accounted for about 60 percent of the number of loans. The change
in the distribution of lending is less pronounced, however, when measured by the dollar amount of lending: larger institutions accounted for
70 percent of the dollar volume of small business loans in 1996 and 74
percent in 1997.
Credit Card Banks

CRA reporters differ widely in asset size, product offerings, and market specialization. The vast majority of institutions offer a range of
products and services. A few reporters, however, are specialized institutions that have a narrow market niche. Among these are about a
dozen institutions that specialize in credit card lending.
Although small in number, credit card banks account for a sizable proportion of the reported number of small business loans. In
both 1996 and 1997, the credit card banks accounted for nearly 30
percent of the number of reported small business loans. Measured in
dollars, however, their significance is greatly reduced. In both years,
they accounted for only about 3 percent of the dollar amount of small
business lending (data not shown in tables).
Further investigation finds that the small business lending activity of credit card banks is geographically quite widely dispersed. Credit
card bank loans account for roughly equal proportions of the loans
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originated across neighborhoods stratified by income and they are
about equally divided between central city and suburban areas,
although they account for a relatively smaller proportion of lending
in rural areas (only about 16 percent of the total number of loans in
such areas).
Size of Small Business Loans and Borrowers

As noted, under the CRA reporting requirements, small business loans
are reported by census tract in three broad loan size categories. For
both 1996 and 1997, the average small business loan equaled about
$62,000 (derived from Table 2). Most small business loans were relatively small; about 87 percent of the number of loans in both 1996 and
1997 were for an amount equal to $100,000 or less. Only 6 percent
were for an amount exceeding $250,000 (recall the maximum size of
the reported loans is $1 million).
Although the CRA data reporting focuses on the extension of
small loans to businesses, the data also include information on lending specifically to “small” firms (revenues of $1 million or less). For
1996, 56 percent of the small business loans, measured by number of
loans, were extended to small firms. This proportion dropped to 50
percent in 1997. The decline is notably smaller, however, when measured by dollars. In 1996, the proportion of all small business loan dollars extended to small firms was 43 percent compared to 42 percent
in 1997.
The Distribution of Small Business Lending

Small business lending is widely dispersed across the nation. In both
1996 and 1997, only a small percentage of census tracts received no
small business credit from reporting institutions. For example, in
1997, only about 4 percent of all census tracts did not receive any
small business loans. These census tracts included few businesses and
some contained only government facilities or were parklands. For
1997, the average census tract received about 43 loans, totaling $2.67
million, and contained about 120 nonfarm firms. About three-quarters of these firms were either involved in retail trade or in business
or professional services.
Small Business Lending by Degree of Urbanization,
Neighborhood Income, and Minority Composition

The new CRA data provide opportunities to measure the annual flow
of small business credit to neighborhoods and larger geographic
agglomerations with differing demographic and economic characteristics. Although, as noted, the CRA data do not include information on
all small business credit extended by commercial banks and savings
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associations, they do represent a significant portion of such lending.
Nonetheless, it should be kept in mind that small business credit is
made available by a wide variety of other types of financial and nonfinancial firms, and that smaller commercial banks and savings associations, for which CRA data are not available, are likely to focus their
lending activities in and around the local areas where they are based.
Lending by Degree of Urbanization

Because of the longstanding interest in, and concerns about, credit
flows across metropolitan areas, it is useful to begin a geographic analysis of the CRA data by examining gross flows of small business credit
by degree of urbanization (central city, suburban, or rural location).12
As discussed, the CRA data do not include measures of the
demand for small business credit. Such demand is likely to vary considerably across geographies as population, income, and business activity are neither uniformly distributed nor constant over time. To place
small business lending patterns in some context, the following analysis
provides information on the distribution of both population and the
number and size (measured by sales) of businesses across geographies.
Although information on the distribution of businesses across
geographies provides valuable contextual information, like population figures, it has important limits. No specific information about
the credit needs or creditworthiness of these firms is available.
Moreover, an inability to borrow may prevent some potential businesses from starting operations. In that sense, the distribution of
businesses across areas may itself be an outcome of the availability of
credit in an earlier period.
Nationally, most (about 80 percent) of the population and nonfarm businesses are located in central city and suburban locations. In
both 1996 and 1997, such areas received 81 percent of the reported
number of small business loans, about equally divided between the two
(Tables 3 and 4). Measured in dollar terms, central city areas received
a somewhat larger share of the credit, perhaps reflecting the fact that
central cities contain more large firms (firms with revenues greater
than $1 million).13 These broad national statistics do not suggest businesses in central city areas are underserved, but a firm conclusion in
this regard, particularly one that holds across different metropolitan
areas, requires considerably more analysis—an analysis which is
beyond the scope of this paper.
Lending by Neighborhood Income

CRA performance evaluations include an analysis of the distribution
of small business lending across census tracts grouped into four broad
neighborhood income categories: low-income (census tracts in which
the median family income is less than 50 percent of the median family
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income of the broader area [either an MSA or nonmetropolitan portion of the state]); moderate-income (50 percent to 79 percent); middleincome (80 percent to 120 percent); and upper-income (more than
120 percent). In addition, concerns have been raised that small business credit may not be sufficiently available in central city areas. As a
consequence, the analysis here considers how small business credit
flows vary both by neighborhood income and by degree of urbanization.
From a national perspective, both the 1996 and 1997 CRA data
find that small business lending varies by neighborhood income category in much the same way as do the number of businesses and residents (Tables 3 and 4). For example, in 1997, low-income areas contained an estimated 5.6 percent of the nonfarm businesses, and they
received 4.6 percent of the number of small business loans and 5.4
percent of the small business loan dollars. In 1996, these neighborhoods accounted for 5.6 percent of the businesses and received 4.7
percent of the number and 5.6 percent of the dollar amount of small
business loans.
Differences between the share of businesses and either the
share of loans or loan dollars are larger for moderate-income neighborhoods. For 1997, moderate-income areas contained about 18.7
percent of the businesses and received 16 percent of both the number and dollar amount of small business loans. These shares were virtually unchanged from 1996. In contrast to the pattern for moderateincome areas, on average, upper-income neighborhoods received
larger shares of small business loans and loan dollars than their share
of businesses.
Compared to the home lending, small business lending is distributed much more evenly across neighborhood income categories.
For example, in 1997, only 1.4 percent of the home purchase loans
reported under HMDA were extended in low-income areas, and 11.0
percent in moderate-income areas. By comparison, low- and moderate-income areas together received about 21 percent of the small
business loans in 1997.
Lending by Neighborhood Income and Degree of Urbanization

For both 1996 and 1997, the distribution of small business lending by
CRA reporters across census tracts grouped jointly by income and
degree of urbanization follows fairly closely the distribution of population and businesses across such areas. In lower-income areas, and to
a lesser extent moderate-income areas, most of the businesses and
population are in central city areas, as is most of the small business
lending. For example, in 1997, 91 percent of the businesses in lowincome areas were located in central city neighborhoods; such areas
received the same proportion of all the business loans extended in
low-income areas (derived from Table 4). In upper-income areas, the

64

Evaluation of CRA Data on
Small Business Lending

suburbs contained about half of the businesses and they received
nearly half of the small business loans and loan dollars.
The CRA data include lending to businesses of all sizes, but also
indicate how much of this lending went to smaller firms. Both for 1996
and 1997, the CRA data indicate a smaller percentage of small business lending (measured either by number of loans or loan dollars) was
made to smaller firms in low- and moderate-income areas than to
smaller firms in moderate- or upper-income areas. For example, in
1997, 41 percent of small business loans and 34 percent of the loan
dollars went to smaller firms in low-income areas. These proportions
rise to about 50 percent and 44 percent in upper-income census tracts.
These patterns of lending are consistent with the nature of the firms
in lower- and upper-income areas, as relatively more of the businesses
in the former are large.
Although the proportion of business loans extended to smaller
firms is smaller in lower-than upper-income areas, the pattern does
not differ by metropolitan area location. Both in central city and
suburban neighborhoods, the proportion of loans extended to
smaller firms is lower than in upper-income areas. Not surprisingly,
in rural locations a relatively large proportion (over 60 percent) of
the loans is extended to smaller firms regardless of neighborhood
income classification.
To gain greater insight into small business lending activity, neighborhoods within income categories were subdivided by the number
and size (measured by revenues) of business establishments in the
area. The discussion here focuses primarily on central city areas
although data for suburban and rural areas are also provided. Central
city neighborhoods within each income category were characterized in
one of four ways:
(1) high small firm concentration and high large firm concentration;
(2)

high small firm concentration and low large firm concentration;

(3) low small firm concentration and low large firm concentration; and
(4)

low small firm concentration and high large firm concentration.

Areas characterized as “high small firm concentration” neighborhoods
were those in the top quartile in terms of numbers of small firms (sales
under $1 million) for all central city areas in a particular income category. Similarly, areas characterized as “high large firm concentration”
neighborhoods were those in the top quartile in terms of numbers of
large firms (sales greater than or equal to $1 million) for all central
city areas in a particular income category. Areas characterized as “low
small (or large) firm concentration” neighborhoods were those in the
bottom three quartiles in terms of number of small (or large) firms. By
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this categorization, all neighborhoods within central cities are
included in one of the four groupings.
Although accounting for only about 19 percent of all central city
neighborhoods in 1997, those with “high” concentrations of both
small and large businesses included nearly half of all businesses
located in central cities nationwide (derived from Table 5). The specific share of businesses accounted for by these “business intensive”
areas within central cities varies some with area income, accounting
for a high of 56 percent of businesses in all low-income areas in central cities and a low of 45 percent of all firms in middle-income areas.
Not surprisingly, these business intensive areas received a relatively large share of all business loans in 1997. Together, business
intensive neighborhoods in central cities received 52 percent of all the
business loans in central city areas and 56 percent of all the loan dollars. As with the share of all businesses, the share of all loans in central
cities received by firms in business intensive areas varies some with
neighborhood income. Business intensive neighborhoods in lowincome central city areas received nearly two-thirds of the loans (and
loan dollars) extended in all low-income central city neighborhoods in
1997 but, as noted, these areas included only 56 percent of the businesses. In contrast, business intensive neighborhoods in high-income
central city areas received about 50 percent of the loans and 54 percent of the loan dollars extended in all upper-income central city
areas. These lending patterns likely reflect differences in the types of
firms, rather than the size of firms, operating in these neighborhoods,
as business intensive neighborhoods in both income categories had
similar shares of large firms.
Consistent with the nature of the firms in their areas, central
city neighborhoods with high concentrations of small businesses
received a relatively larger share of the loans made to small firms.
Neighborhoods with high concentrations of small firms included
about 58 percent of all the small businesses in central cities and they
received about 56 percent of all the loans made to small firms.
Lending by Neighborhood Minority Composition

Although the CRA data do not include information about the racial
or ethnic status of the owners of businesses receiving credit, lending
activity can be arrayed by the racial and ethnic composition of the residents of the census tracts receiving credit. Once again, to place this
credit flow information in some context, the shares of population and
businesses located in different neighborhood sociodemographic categories are shown (Tables 6 and 7). The analysis, although essentially
descriptive in nature, provides an opportunity to identify possible gaps
in the flow of credit and focus attention on potentially underserved
neighborhoods.

66

Evaluation of CRA Data on
Small Business Lending

Nationally, both the 1996 and 1997 CRA data find that small
business lending varies across neighborhood racial and ethnic category in much the same manner as do the population and the number
of businesses. However, compared to the loan distribution by neighborhood income, the distribution by neighborhood racial and ethnic
composition is somewhat more skewed. In 1997, for instance, predominantly White neighborhoods (less than 10 percent minority population) included about 45.4 percent of the population and 45.3 percent of the businesses, and received 45.9 percent of the small business
loans and 48.2 percent of the loan dollars. Neighborhoods that were
predominantly minority (more than 80 percent minority population)
included 8.9 percent of the population and 5.8 percent of the businesses and received 4.7 percent of the loans and 4.9 percent of the
loan dollars.14
In both 1996 and 1997, relatively large proportions of loans and
loan dollars extended in predominantly White neighborhoods were
granted to smaller firms. A lower percentage of the loans and loan dollars went to smaller firms in predominantly minority neighborhoods.
For example, in 1997, 53.4 percent of the business loans extended in
predominantly White neighborhoods were made to small firms. In
contrast, only 43.1 percent of the loans in predominantly minority
neighborhoods were extended to small firms.
This pattern reflects, in part, differences in the distribution of
nonfarm businesses by revenue size across neighborhoods stratified by
racial and ethnic composition. Generally, neighborhoods with relatively large minority populations tend to have relatively fewer small
firms and relatively more large firms, although the differences are not
large. For example, in 1997, 89.2 percent of all the businesses in predominantly White neighborhoods had revenues under $1 million. By
comparison, in predominantly minority neighborhoods, firms with
revenues under $1 million accounted for 87.5 percent of the businesses. Differences are larger if the comparison is between predominantly White neighborhoods and neighborhoods that are more than
50 percent minority. In this broader category, 86.6 percent of the firms
had revenues under $1 million.
The foregoing analysis examined simple bivariate relationships
between small business lending and neighborhood racial and ethnic
composition using the distribution of the number of nonfarm businesses across areas to place these patterns in some context. A series of
multivariate statistical tests were conducted to further investigate the
relationship between neighborhood racial and ethnic composition
and small business lending. Such an analysis can help better identify
and quantify relationships, although, even here, data limitations caution against drawing strong conclusions. In particular, the available
data do not include information about the creditworthiness of the
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businesses in each census tract, their varying credit needs and
borrowing preferences, or the different credit standards applied by
lenders to different types of business loan products and firms. Without
such detailed information, it is not possible to fully explain any relationship found between neighborhood racial and ethnic composition
and small business lending.
For the analysis, data from a Dun and Bradstreet file of nonfarm
businesses by census tract for 1997 was combined with the CRA
small business loan data and information from the 1990 Census of
Population and Housing. The multivariate analysis estimated separately for each census tract the number or dollar amount of small business loans as a function of: (1) the number of nonfarm businesses by
Standard Industrial Classification (SIC) category and revenue size; (2)
the number of residents; (3) the relative median income of the resident households: and (4) the minority percent of the population.15
Because economic conditions and the distribution of racial and ethnic
populations vary significantly across regions of the country, a variable
was included to represent each MSA and each non-metropolitan portion of each state in the country.
In order to gain greater insight into lending patterns, separate
regressions also were estimated decomposing the census tract minority composition variable into its component parts. Specifically, the
number and dollar amount of small business loans were estimated substituting for the percent minority, the percent Black, Hispanic, Asian,
and American Indian, with the percent White, the excluded category.
The sample used in the multivariate analysis included data pertaining to 58,925 census tracts and block number areas.16 After restriction to exclude agriculture and forestry-related firms, a total of 6.92
million nonfarm businesses were included in the analysis. Variable definitions, mean values and standard deviations for the dependent and
main independent variables included in the multivariate analysis are
shown in Table 8. Because of the large number of SIC/revenue combination values, only the seven broad SIC codes and the eight revenue
size categories are shown. Likewise dummy variables for each MSA and
the non-metropolitan portion of each state are not shown.
As shown in Table 8, census tracts vary considerably in their population and income characteristics. In 1990, the typical census tract
included about 4,200 residents. On average, about one-quarter of
these residents were minority.17
The number, size, and type of business firms also differs across
census tracts. In the typical census tract most firms are relatively small
and they tend to fall in one of three lines of business—retail trade,
business, or professional services. Based on the Dun and Bradstreet
data file, the average census tract included about 120 nonfarm businesses in 1997.
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Table 9 displays the regression results for each estimation.
Generally, the greater the number of nonfarm firms in a neighborhood, whether large or small, the greater the extension of small business credit, measured by either numbers of loans or loan dollars.
Similarly, neighborhood population and the relative median family
income of the neighborhood are both positively associated with both
the number and dollar amount of small business lending.18 This may
indicate that in areas with relatively larger populations and income
there are more firms that may borrow but are less likely to appear
in the Dun and Bradstreet business file, for example, self-employed
businesses. Areas with higher incomes and larger populations may also
generate more business activity and a greater need for credit to support such activity.
The proportion of the census tract population that is minority is
inversely related to the number, but not the dollar amount, of small
business loans. A 10 percentage point increase in minority population
percentage, on average, is associated with a decline of about one-half
of a loan. This is equivalent to about a 1 percent change in lending in
the average census tract. Measured in loan dollars, a 10 percentage
point increase in minority population percentage is associated with an
increase of about $20,000 in the amount of lending in an area. This is
equivalent to about a 1 percent increase in lending for the average
census tract.
Further analysis of the census data allows for a more detailed
examination of the statistical relationship between neighborhood
racial and ethnic composition and small business lending by disaggregating the broad minority population category into its component
parts—percent nonhispanic White, Black, Hispanic, Asian, and
American Indian. These regressions find that only the proportion of
residents that are Asians in an area is consistently related to small business lending measured by both numbers of loans and loan dollars.
Neighborhoods with larger proportions of Asians receive both fewer
loans and a smaller dollar amount of small business lending.
Neighborhoods with relatively high percentages of other racial or ethnic groups tend to receive fewer loans, but more loan dollars. The
results for Asian neighborhoods may reflect lower demand for small
business loans, as firms in Asian neighborhoods may either have less
need for credit or may be more likely to have and rely on alternative
sources of funds to support their business activity.
In order to evaluate the robustness of these observed relationships, census tracts were divided into six groups based on the number
of firms and the population in the neighborhoods. For the groupings,
census tracts were divided based on whether they were in the top, middle, or bottom third in terms of numbers of businesses and whether
they had more or less than 2,000 residents. (Only about 13 percent of
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the census tracts had a 1990 population under 2,000 residents.) Results
of multivariate analysis indicate that the lending relationships found
earlier are not consistently observed across the six groups of census
tracts (data not shown in tables). The earlier results primarily reflect
lending patterns in areas with larger populations and moderate or
large numbers of businesses. The relationships for Asians appear most
pronounced in areas with relatively modest or little business activity.
Concluding Thoughts

Inevitably, debate will arise about the causes of differences in the distribution of small business lending across neighborhoods. One perspective holds that observed patterns of lending reflect the outcome of
competitive market forces where profit seeking institutions strive to
meet the demands of creditworthy loan applicants. In this view, differences in the distribution of small business credit across neighborhoods
are simply the consequence of differences in the demands for and the
returns to small business lending across different areas.
Another view holds that differences in the distribution of lending result from some form of market failure, either due to discrimination or due to the presence of some negative externality.19 In the former case, discrimination, whether prejudicial or information-based,
may result, at least in the short run, in reduced credit availability in
lower-income and minority communities. In the latter case, an inability to benefit fully from the acquisition of costly information or gain
fully from the benefits of lending in an area may result in reduced
lending in some neighborhoods.20
Regardless of one’s view, it is clear that the CRA data on small
business lending provide new opportunities both to measure credit
flows across communities and to help evaluate the performance of
institutions covered by the Act. Like other sources of information on
lending, however, the new CRA data are limited, and information necessary to put the data in the proper context for purposes of evaluation
is often difficult to obtain. For these reasons caution must be exercised
in using and interpreting the data.
Glenn Canner joined the Board of Governors in 1979 as an economist and was
promoted to his current position as senior advisor in 1996. His areas of specialization include home mortgage and consumer lending, with a strong focus
on fair lending laws and community reinvestment issues. Canner has a bachelor’s degree in economics from Lake Forest College and master’s and doctoral
degrees from Brown University.
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TABLE 2
Originations and Purchases of Small Loans to Businesses, by Size of Loan, 1996 and 1997
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TABLE 3
Number and Amount of Small Loans to Businesses, Grouped by
Neighborhood Characteristics and Distributed by Amount of Lending, 1996
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TABLE 4
Number and Amount of Small Loans to Businesses, Grouped by
Neighborhood Characteristics and Distributed by Amount of Lending, 1997
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TABLE 5
Small Business Lending by Neighborhood Characteristic and Degree of Business Concentration, 1997

TABLE 6
Number and Amount of Small Loans to Businesses by Census Tract Minority Percentage and Income, 1996
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TABLE 7
Number and Amount of Small Loans to Businesses by Census Tract Minority Percentage and Income, 1997
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TABLE 8
Description of Variables Used in Multiple Analysis (all variables are at the census tract level)
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Results of OLS Regression Analysis of Small Business Lending Across Neighborhoods
with Varying Degrees of Racial and Ethnic Composition, 1997
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Notes
1

For background information on home lending see, Canner, Glenn B. and
Dolores S. Smith. “Home Mortgage Disclosure Act: Expanded Data on
Residential Lending,” Federal Reserve Bulletin, 77, November 1991, pp. 859-881.
Also see, Canner, Glenn B. and Wayne Passmore. “Home Purchase Lending in
Low-Income Neighborhoods and to Low-Income Borrowers,” Federal Reserve
Bulletin, 81, February 1995, pp. 71-103. For an assessment of the availability of
branch offices across neighborhoods see, Avery, Robert B., Raphael W. Bostic,
Paul S. Calem, and Glenn B. Canner. “Changes in the Distribution of Banking
Offices,” Federal Reserve Bulletin, 83, September 1997, pp. 707-725.

2

Evidence on the relationship between firm size and amounts borrowed is found
in data from the 1993 National Survey of Small Business Finances. Details about
the survey can be found in, Cole, Rebel A., John D. Wolken, and R. Louise
Woodburn. “Bank and Nonbank Competition for Small Business Credit:
Evidence from the 1987 and 1993 National Surveys of Small Business Finances,”
Federal Reserve Bulletin, 82, November 1996, pp. 983-995.

3

For an assessment of the 1996 CRA data see, Bostic, Raphael W. and Glenn B.
Canner. “New Information on Lending to Small Businesses and Small Farms:
The 1996 CRA Data,” Federal Reserve Bulletin, 84, January 1998, pp. 1-21. For
comments on this article see, Immergluck, Daniel. “Comments on New
Information on Lending to Small Businesses and Farms: The 1996 CRA Data,”
Woodstock Institute, February 26, 1998. Also see, Minnesota Association of
Community Organizations for Reform Now (ACORN). “There’s No Business
Like No Business,” unpublished study, November 1997.

4

For a discussion of the original regulation and concerns that led to the revised
regulation, see Garwood, Griffith L. and Dolores S. Smith. “The Community
Reinvestment Act: Evolution and Current Issues,” Federal Reserve Bulletin, 79,
April 1993, pp. 251-67.

5

For a discussion of the new regulation and the regulatory alternatives considered before its adoption, see the Federal Reserve’s press release on the new
CRA regulations, April 24, 1995. Also see, Kane, Kevin T. “CRA’s More Flexible
Yardstick,” Mortgage Banking, September 1997, pp. 54-60.

6

According to the 1993 National Survey of Small Business Finances, sponsored
by the Federal Reserve Board and the U.S. Small Business Administration,
about 84 percent of all small businesses (defined as having fewer than 500 fulltime employees) had annual revenues of less than $1 million in 1992.

7

See, Bostic and Canner (1998).

8

U.S. Government Printing Office. The State of Small Business: A Report of the
President, Washington, D.C., 1996, Table 1.1, p. 36.

9

Of course, many new firms rely on the owner’s personal wealth and access to
credit to fund their initial activities. Personal credit cards and home equity
loans, both issued primarily by commercial banks and savings institutions, are
two frequent sources of such credit.

10

See, Cole, Rebel A., John D. Wolken, and R. Louise Woodburn. “Bank and
Nonbank Competition for Small Business Credit: Evidence from the 1987 and
1993 National Surveys of Small Business Finances,” Federal Reserve Bulletin, 82,
November 1996, pp. 983-995. This estimate includes all types of loans reported
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by small businesses when surveyed including some that may not be categorized
as small business loans on the books of commercial banks and savings associations.
11

Call Report and Thrift Financial Reports are the only source of data on the
small business lending activity of both CRA reporters and those not required to
report the data. Data on small business (as well as on small farm) lending are
only available on the June Reports. The Call and Thrift Financial Reports differ
from the new CRA data in that, while both follow the same definitions of the
types of loans to report, the former provides a measure of the stock of credit,
while the latter measures the annual flow of credit.

12

Degree of urbanization is based on census delineations of the boundaries of
metropolitan statistical areas (MSAs) for each year and the central cities that
are the basis for each MSA. Suburban areas include those census tracts outside
of central cities but within MSAs. Rural areas include census tracts outside of MSAs.

13

Among firms with revenues greater than $1 million, roughly 45 percent are located
in central cities, 41 percent in the suburbs, and 14 percent in rural locations.

14

Compared to home lending, small business lending is distributed more evenly
across neighborhood racial composition categories. For example, in 1997, 3.1
percent of the home purchase loans reported under HMDA were extended
in predominantly minority communities and 51.0 percent in predominantly
White communities. As noted, the former received about 5 percent of the small
business loans, the latter about 46 percent of such loans.

15

For the analysis, businesses in SIC classifications related to agriculture and
forestry were excluded. The remaining 6.92 million nonfarm businesses were
separated into 7 broad SIC classifications: (1) manufacturing; (2) transportation; (3) wholesale trade; (4) retail trade; (5) insurance and real estate; (6)
business services; and (7) professional services. Similarly, each nonfarm business was classified by revenue into one of eight categories: (1) less than $49,999;
(2) $50,000 to $99,999; (3) $100,000 to $249,999; (4) $250,000 to $499,999;
(5) $500,000 to $999,999; (6) $1,000,000 to $4,999,999; (7) $5,000,000 to
$9,999,999; and (8) $10,000,000 or more.

16

About 3,200 census tracts were excluded from the analysis. For the most part,
these census tracts only contained government facilities, were underwater, or
contained only parkland. No small business loans were extended in these areas
and they included fewer than 10,000 firms. In addition, census tracts in Puerto
Rico were excluded from the analysis.

17

For this analysis the racial and ethnic category termed “other” was included
with Whites. This category is very small adding less than one-tenth of 1 percent
to the overall minority category. Results of the statistical analysis are unaffected
by this categorization.

18

Because of their large number, estimated coefficients for the 56 SIC/Revenue
size categories are not shown in table 9. However, the vast majority of these
coefficients are positive and statistically significant in all regressions.

19

A large number of studies of lending discrimination have been written.
References to many of those focusing on home lending can be found in “Race
and Default in Credit Markets: A Colloquy,” Cityscape, 2:1, February 1996, U.S.
Department of Housing and Urban Development; in Ladd, Helen F. “Evidence
on Discrimination in Mortgage Lending,” Journal of Economic Perspectives, 12:2,
Spring 1998, pp. 41-62, and in a special issue of the Journal of Financial Services
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Research, 11:1 and 2, February/April 1997. Studies of discrimination in small
business finance are much fewer in number, examples include Timothy Bates,
“Commercial Bank Financing of White and Black-Owned Small Business StartUps,” Quarterly Review of Economics and Business, 31:1, Spring 1991, pp. 64-80; and
Cavalluzzo, Ken and Linda Cavalluzzo. “Market Structure and Discrimination:
The Case of Small Businesses,” Journal of Money, Credit, and Banking, 30:4,
November 1998, pp.771-792.
20

For a fuller description of these alternative views see, Canner, Glenn B. and
Wayne Passmore. “Home Purchase Lending in Low-Income Neighborhoods
and to Low-Income Borrowers,” Federal Reserve Bulletin, 81, February 1995, pp.
71-103.

References
Avery, Robert B., Raphael W. Bostic, Paul S. Calem, and Glenn B. Canner.
“Changes in the Distribution of Banking Offices,” Federal Reserve Bulletin, 83,
September 1997, pp. 707-725.
Bates, Timothy. “Commercial Bank Financing of White and Black-Owned Small
Business Start-Ups,” Quarterly Review of Economics and Business, 31:1, Spring 1991,
pp. 64-80.
Benston, George J., W. Curt Hunter, and George G. Kaufman. Journal of Financial
Services Research, 11:1, February 1997.
_______. Journal of Financial Services Research, 11:2, April 1997.
Bostic, Raphael W., and Glenn B. Canner. “New Information on Lending to Small
Businesses and Small Farms: The 1996 CRA Data,” Federal Reserve Bulletin, 84,
January 1998, pp. 1-21.
Canner, Glenn B. and Wayne Passmore. “Home Purchase Lending in Low-Income
Neighborhoods and to Low-Income Borrowers,” Federal Reserve Bulletin, 81,
February 1995, pp. 71-103.
Canner, Glenn B. and Dolores S. Smith. “Home Mortgage Disclosure Act:
Expanded Data on Residential Lending,” Federal Reserve Bulletin, 77, November
1991, pp. 859-881.
Cavalluzzo, Ken and Linda Cavalluzzo. “Market Structure and Discrimination: The
Case of Small Businesses,” Journal of Money, Credit, and Banking, 30:4, November
1998, pp. 771-792.
Cole, Rebel A., John D. Wolken, and R. Louise Woodburn. “Bank and Nonbank
Competition for Small Business Credit: Evidence from the 1987 and 1993
National Surveys of Small Business Finances,” Federal Reserve Bulletin, 82,
November 1996, pp. 983-995.
Garwood, Griffith L. and Dolores S. Smith. “The Community Reinvestment Act:
Evolution and Current Issues,” Federal Reserve Bulletin, 79, April 1993, pp. 257-67.
Immergluck, Daniel. “Comments on New Information on Lending to Small
Businesses and Small Farms: The 1996 CRA Data,” Woodstock Institute,
Chicago, Illinois, February 26, 1998.

84

Evaluation of CRA Data on
Small Business Lending

Kane, Kevin T. “CRA’s More Flexible Yardstick,” Mortgage Banking, September 1997,
pp. 54-60.
Ladd, Helen F. “Evidence of Discrimination in Mortgage Lending,” Journal of
Economic Perspectives, 12:2, Spring 1998, pp. 41-62.
Minnesota Association of Community Organizations for Reform Now (ACORN).
“There’s No Business Like No Business,” unpublished study, November 1997.
U.S. Department of Housing and Urban Development. “Race of Default in Credit
Markets: A Colloquy,” Cityscape, 12:2, February 1996.
U.S. Government Printing Office. The State of Small Business: A Report of the President,
Washington, D.C., 1996, Table 1.1, p. 363.

85

A CCESS TO C APITAL : M ILWAUKEE ’ S
S MALL B USINESS L ENDING G APS
Gregory D. Squires and Sally O’Connor
University of Wisconsin-Milwaukee

Under the federal Community Reinvestment Act, large commercial banks and thrift
institutions were required to publicly disclose small business lending by geographic
area beginning with lending activity for 1996. That information, to be disclosed on
an annual basis, became available for the first time in 1997. Using Milwaukee,
Wisconsin as a case study, this paper illustrates how these new data can be utilized
to assess the allocation of small business loans throughout a local market. This
study found that small business loans (defined as loans for less than $1 million)
were highly concentrated in upper-income areas and were more concentrated in those
communities than is the case nationwide. Such lending was also concentrated in
White neighborhoods with Black and Hispanic communities receiving far fewer
loans per population than was the case in White areas. Approximately half of all
small business loans went to firms that were small businesses (defined as those firms
with assets of less than $1 million). Finally, this study found substantial differences
among area lenders in the distribution of their loans by neighborhood income level
and by size of business. Policy recommendations are offered to improve the value of
small business lending data that will be collected in the future.
Introduction

Small businesses, and particularly small minority-owned businesses in
urban communities, often experience difficulty in obtaining small
business loans. Recent evidence indicates that minority-owned firms
receive fewer and smaller loans than White-owned firms with identical
traits (Ando, 1988; Bates, 1989, 1997; Conta and Associates, 1990).
Under the Community Reinvestment Act (CRA) depository institutions are required to affirmatively ascertain and be responsive to the
credit needs of their entire service areas, including low- and moderateincome communities. New regulations promulgated in 1995 require
large commercial banks and thrift institutions to report small business
We want to thank Leah Sweetman, an Urban Studies Programs graduate student at the University of Wisconsin-Milwaukee, and Donna
Schenstrom, head cartographer of the University’s Cartographic Services Laboratory, for their assistance in preparing this report. We
also want to thank Glenn Canner, an economist with the Federal Reserve Board, for the small business data he supplied for this report.
This research was supported, in part, by the Milwaukee Community Outreach Partnership Center at the University of WisconsinMilwaukee which is funded by the U.S. Department of Housing and Urban Development.

86

Access to Capital: Milwaukee’s
Small Business Lending Gaps

and small farm lending by geographic location to their regulators (12
C.F.R. §25.42(a); Marsico, 1996). Lending activity for the 1996 calendar year was reported to federal financial regulatory agencies, and in
October 1997 small business and small farm lending data were
released to the public for the first time by the Federal Financial
Institutions Examination Council (FFIEC).
Researchers with the Federal Reserve Board conducted a preliminary nationwide analysis of the small business lending data and
concluded that the distribution of loans and loan dollars in low-, moderate-, middle-, and upper-income areas reflected the distribution
of the population and number of businesses in those areas (Bostic
and Canner, 1998). But researchers with the Woodstock Institute
responded that when loans-per-business were calculated there were
substantial gaps between lending activity in low- and upper-income
areas (Immergluck, 1998). In a study documenting such gaps in
the Chicago metropolitan area, Woodstock researchers asserted the
importance of examining individual markets as well as national trends
(Immergluck and Mullen, 1997).
Researchers with the Federal Reserve Bank of Chicago (1998)
published a preliminary analysis of small business lending in five midwestern communities (Chicago, Des Moines, Detroit, Indianapolis,
and Milwaukee). Lending in these communities was compared to the
nation. They found that the percentage of all loans and the ratio
of loans-per-business were lower in low- and moderate-income tracts
than in middle- and upper-income tracts in each geographic location,
with the largest gaps occurring in Milwaukee. The Milwaukee Journal
Sentinel found that among the 50 largest metropolitan areas in the
nation, Milwaukee had the lowest proportion of small business loans
going to low- and moderate-income areas (Norman, 1998).
This study provides a more detailed review of small business
lending in Milwaukee and illustrates how this new data set can be
utilized to assess small business lending in virtually any local market.
Data and Methodology

Under the new CRA rules issued in 1995, banks with assets totaling
more than $250 million or affiliated with a holding company totaling
more than $1 billion in assets are required to report small business
and small farm loan information to their regulatory agency beginning
with the 1996 calendar year. That information includes the number,
dollar volume, and census tract of business loans for less than $1 million and farm loans up to $500,000. Lenders are also required to
report lending activity to businesses and farms with annual revenues
below $1 million, an approximation of lending to small businesses. In
other words, not all small business loans go to small businesses.
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Data made available by the FFIEC report aggregate lending (i.e.
loans made by all lenders combined) by census tract by county. But
individual lender disclosure reports do not provide data at the tract
level. For individual lenders data are reported by aggregations of census tracts according to median family income levels of those tracts.
The categories used in this analysis are the following: 1) low-income
(median family income in the tract is less than 50 percent of the metropolitan area median family income); 2) moderate-income (50-79
percent); 3) middle-income (80-120 percent); and 4) upper-income
(more than 120 percent).
This report examines small business loans in the four county
Milwaukee Metropolitan Statistical Area (MSA). The four counties
are Milwaukee, Ozaukee, Washington, and Waukesha. Small business
loans are defined as those whose original amounts are $1 million or
less and which were secured by nonfarm or nonresidential real estate.
Generally this includes loans that meet the definition of “loans to
small business” that are reported in Call Reports and Thrift Financial
Reports (Federal Financial Institutions Examination Council, 1996).
Nationwide for 1996, 2,078 lenders reported 2,414,805 small
business loans totaling $147 billion (See Table 1). Since smaller institutions are not covered by these reporting requirements, not all small
business lending is included. But among depository institutions, these
reports account for approximately two-thirds of all small business lending. These loans included originations and purchases with originations accounting for more than 98 percent of the total. A slight majority of these loans went to businesses with annual revenues below $1
million (Federal Financial Institutions Examination Council, 1997;
Greenspan, 1998). In Milwaukee there were 15,181 small business
loans totaling $1.5 billion, with originations accounting for more than
98 percent.
There are several limitations to these data. First, the location
reported for the borrower may not be the same location that is supported with the borrowed funds. A business may have several locations
and some or all of the borrowed funds may be invested in neighborhoods other than the one that is reported to the federal regulator as
the main address of the organization. Most businesses, however, have
only one location so the extent of misclassification is minimal. Second,
in some cases the borrower reported post office addresses where correspondence is sent which can be different from where the business is
actually located. This problem will be rectified in future reports where
lenders will be asked to solicit a street address and then report the
appropriate census tract (Federal Register, 1997). Third, no information is provided on credit demand. That is, unlike mortgage loans
reported under the Home Mortgage Disclosure Act (HMDA), there is
no information on the number or types of businesses that applied for
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a loan. Consequently, there is no information on the disposition (e.g.
approval or denial, reasons for denial) of applications for small business loans. Fourth, again unlike the HMDA data, there is no information on the race, gender, or income of those receiving business loans.
Fifth, only loan originations and purchases made in 1996 are reported.
Outstanding loans made in previous years are not included, so total
lending activity in a given area by a particular institution may not be
fully accounted for in these reports. Finally, business lending activity is
reported by census tract. Once again unlike HMDA data, individual
small business loan data are not reported. Given the limited information about the characteristics of borrowers and the nature of demand
for small business loans, as well as the limited information on the disposition of the loan and the nature of the supply for such credit, it is
important to cautiously interpret any reported differences in the distribution of small business loans (Bostic and Canner, 1998).
The following section examines aggregate small business loans
and loan dollars by census tract income level for financial institutions
doing business in the Milwaukee metropolitan area and compares
those patterns to all reporting institutions nationwide. Loans and loan
dollars to businesses with annual revenues of less than $1 million by
tract income level are then presented. The ratio of loans and loan dollars per person and per business are also presented by tract income
level. Business counts were generated by Dun and Bradstreet and
provided by the Board of Governors of the Federal Reserve System.
Aggregate lending activity on the part of financial institutions serving
the Milwaukee area is then examined by racial composition of neighborhoods. Finally, comparative data are provided for each lender that
made more than 100 business loans in Milwaukee. This sample
includes 20 lenders which accounted for approximately 90 percent of
all reported small business loans and loan dollars in the metropolitan
area. Comparative information is presented on small business loans
and loan dollars, as well as loans and loan dollars to businesses with
revenues of less than $1 million by tract income level.
Findings

Four basic findings emerge from this analysis. First, lending activity in
Milwaukee is concentrated in middle- and upper-income areas, and is
more concentrated in such communities than is the case nationwide.
Second, lending to small businesses (i.e. the proportion of all small
business loans and loan dollars that went to firms with assets below $1
million) in Milwaukee is below nationwide levels, particularly in lowincome areas. Third, small business lending and lending to small firms
are concentrated in predominantly White communities with Black and
Hispanic communities receiving relatively small shares of such loans
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and loan dollars. And fourth, Milwaukee area lenders vary substantially in their distribution of small business loans by neighborhood
income level.
Small Business Lending by Neighborhood Income Level

In Milwaukee, small business lending was concentrated among higher
income census tracts. Upper-income tracts received over 37 percent of
all loans and loan dollars (see Tables 1 and 2) but accounted for just
27.1 percent of the population (see Table 3) and 32.2 percent of all
businesses (see Table 4). Low-income tracts received approximately
5.5 percent of all loans and loan dollars while accounting for 12.7 percent of the population and 8.8 percent of all businesses. Loans per
1000 persons ranged from 5 in low-income tracts to 15 in upperincome tracts while loans per 100 businesses varied from 20 to 37 in
these two areas (see Figure 1 and Map 1). Loan dollars varied in a similar manner. Loan dollars per 1000 persons ranged from $449 in lowincome areas to $1407 in upper-income areas. Loan dollars per 100
businesses reached $1950 in low-income tracts and $3561 in upperincome tracts. The lowest loan dollar per 100 businesses ratio, $1675,
occurred in moderate-income tracts.
The percentage of small business loans in low-income tracts was
actually higher in Milwaukee (5.5 percent) than nationwide (4.7 percent). This reflects the fact that the proportion of the total population
and of all small businesses in low-income areas is substantially higher
in Milwaukee than elsewhere. Low-income tracts accounted for 12.7
percent of the population in Milwaukee compared to 4.9 percent
nationwide, and 8.8 percent of all businesses in Milwaukee compared
to 5.6 percent nationwide. Consequently, loans per population and per
number of businesses in low-income tracts were lower in Milwaukee
than elsewhere. In low-income areas the number of loans per 1000
people was 5 in Milwaukee and 9 nationwide, while the number of
loans per 100 businesses was 20 in Milwaukee and 25 nationwide (see
Figure 2). Similar gaps were found in moderate-income areas. The
number of loans per 1000 persons was 5 in Milwaukee and 8 nationwide, while the number of loans per 100 businesses was 20 in
Milwaukee and 25 nationwide in moderate-income areas.
The percent of loan dollars in low-income areas was the same in
Milwaukee and the nation—5.6 percent. Loan dollars per 1000 persons reached $449 in Milwaukee and $661 throughout the nation. But
loan dollars per 100 businesses were slightly higher in Milwaukee
($1,950) compared to the nation generally ($1,800).
Conversely, lending activity in upper-income tracts was greater in
Milwaukee than elsewhere. The proportion of all loans in such neighborhoods was 37.5 percent in Milwaukee compared to 29.5 percent
nationwide. Loans per population and per business were also higher
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in Milwaukee. And loan dollars were similarly distributed. In
Milwaukee, the number of loans per 1000 persons in upper-income
tracts was 15 compared to 12 nationwide, while loans per 100 businesses was 37 in Milwaukee and 34 nationwide. Loan dollars per 1000
persons was $1,407 in Milwaukee and $774 nationwide, while loan dollars per 100 businesses was $3,561 in Milwaukee and $2,185 nationwide.
Loans to Small Businesses

The share of small business lending going to small businesses (i.e.
firms with assets of less than $1 million) was approximately the same
in all areas except low-income tracts in Milwaukee. Approximately 54
percent of these loans and 38 percent of loan dollars went to small
firms in moderate-, middle-, and upper-income areas compared to just
37.6 percent of loans and 26.4 percent of loan dollars in lower-income
tracts (see Table 5).
The proportion of small business loans and loan dollars going to
small businesses was substantially lower in Milwaukee than in the
nation generally. In Milwaukee, 52.2 percent of all loans and 37.2 percent of loan dollars went to such businesses compared to 55.9 percent
of loans and 42.6 percent of loan dollars nationwide (see Table 5 and
Figure 3).
These differences are accounted for primarily by lending activity
in low-income tracts. In moderate-, middle-, and upper-income tracts,
the proportion of small business loans going to small businesses in
Milwaukee was approximately the same as for the nation generally,
though the proportion of loan dollars going to such firms was slightly
lower in Milwaukee (see Table 5). But in lower-income tracts the differences were substantial. The proportion of loans going to small businesses was 37.6 percent in Milwaukee and 46.8 percent nationwide,
while comparable figures for loan dollars are 26.4 percent and 35.3
percent (see Figure 3).
Lending Activity By Neighborhood Racial Composition in Milwaukee

Small business lending activity is concentrated in predominantly White
communities with approximately 90 percent of loans and loan dollars
going to firms in these areas. In the Milwaukee metropolitan area,
Blacks account for 13.8 percent and Hispanics account for 3.4 percent
of the total population according to the 1990 census. Approximately
2 percent of loans and loan dollars went to the area’s predominantly
Black neighborhoods and less than one percent went to Hispanic areas
(see Table 7 and Figure 4). The number of loans per 1000 persons varied from a high of 13 in neighborhoods where the population was at
least 90 percent White to a low of 2 in neighborhoods where the population was more than 70 percent Black. Loans per 1000 persons also
varied from 11 in areas that were less than five percent Hispanic to 4
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in areas that were more than 25 percent Hispanic (see Table 8, Figure
4 and Maps 2 and 3). Loan dollars varied similarly. That is, the number of loan dollars per 1000 persons decreased as the proportion of
non-Whites in the population increased.
Lending activity per business by racial composition could not be
calculated because the data on the number of small businesses were
not available at the individual census tract level. This information was
made available only by aggregate census tracts based on income level.
That is, the number of businesses was provided in each of the following four categories (low-, moderate-, middle-, and upper-income) of
census tracts. From the available data, it is impossible to determine the
number of businesses in a group of census tracts characterized by their
racial composition.
The proportion of loans to small businesses also decreased as the
non-White population increased. The share of all small business loans
that went to firms with assets of less than $1 million varied from a high
of 53.0 percent in predominantly White areas to 42.2 percent in predominantly Black areas. The share of loans to small firms also varied
from 52.5 percent in areas where the Hispanic population was less
than five percent to 45.0 percent where Hispanics accounted for more
than 25 percent of the population (see Table 9).
Variations Among Milwaukee Area Lenders

Perhaps more revealing than the differences between Milwaukee area
lenders and those nationwide are the disparities among financial
institutions within the Milwaukee metropolitan area. Just as some
mortgage lenders have far surpassed their colleagues in levels of service provided to lower-income communities (Squires and O’Connor,
1998), business lending in these communities also varied dramatically
among lenders.
While 5.5 percent of all loans went to low-income tracts, among
the twenty institutions included in this sample, two of them made
fewer than one percent of their small business loans in low-income
areas and one of these lenders provided no loans in lower- or moderate-income areas. However, one lender did 14.0 percent of its lending
while three others provided 9 percent or more of their loans in lowincome areas (see Table 10). Whereas 5.6 percent of all loan dollars
went to low-income areas, three lenders provided less than one percent of their small business loan dollars while one lender provided
14.4 percent of its loan dollars in these areas (see Table 11).
Approximately 37 percent of loans and loan dollars went to
upper-income areas, but six lenders made more than 40 percent of
their loans, while nine provided more than 40 percent of their loan
dollars to borrowers in these neighborhoods. One lender made only
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5.8 percent of its loans and 7.6 percent of its loan dollars in the upperincome tracts.
Loans to small businesses varied dramatically as well. Over half of
all small business loans went to small firms. But two lenders made less
than 1 percent of their small business loans to small firms while one
made 85 percent of these loans to small firms, and in four other cases
this number exceeded 75 percent. And while 37.2 percent of loan dollars went to small firms, loan dollars to such firms varied from zero to
86.8 percent (see Table 12).
Patterns varied by neighborhood income level as well. Of all
loans made in lower-income tracts, four lenders provided no loans to
small firms while four institutions made 75 percent or more of their
loans and three provided more than 75 percent of their loan dollars
to such businesses (see Tables 13 and 14). In upper-income areas,
however, only one lender reported none of its loans to small businesses, while five made more than 75 percent of their loans and three
provided more than 75 percent of their loan dollars to these firms.
As indicated earlier, data for individual lenders are available only
by the four income levels reported above, while aggregate data for all
lenders reporting loan activity in the Milwaukee area are available at
the individual census tract level. Therefore, it is not possible to determine lending activity for an individual institution by racial composition of neighborhood. But lending by income level and lending to
small firms varies substantially among lenders. Given the association
between income and race, it is likely that lending patterns also vary
substantially by the racial composition of neighborhoods as well.
In Milwaukee, access to small business loans appears to be, at least
in part, a function of the institution to which a borrower applies.
Characteristics of those institutions, along with the creditworthiness of
borrowers, likely affect the distribution of small business loans.
The Woodstock Institute recently found that banks with branch
offices in low- or moderate-income areas make a greater proportion
of their loans in those areas (Immergluck and Mullen, 1997). This
appears to be the case in Milwaukee as well. Those lenders with
branches located within economically distressed census tracts,
referred to as the “Target Area” by the Comptroller of the City of
Milwaukee (City of Milwaukee, 1996), made 6.6 percent of their loans
in low-income tracts compared to 5.1 percent for lenders without a
Target Area branch (see Table 15). Figures for loan dollars were 6.8
percent and 5.5 percent. But lenders without Target Area branches
provided a slightly higher proportion of their loans and loan dollars to
small firms.
More research on a range of lender characteristics would yield
additional information on the factors influencing the allocation of
small business loans. Size of lender, whether it is independently owned
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or part of a regional or national holding company, working relationships with community organizations, and racial composition of the
work force are just some of the factors that might affect the distribution of small business loans.
Preliminary Analysis of 1997 Lending

Not surprisingly, there was little change in overall lending patterns in
1997. In Milwaukee, small business lending was concentrated in middle- and upper-income areas, and that pattern emerged more strongly
in Milwaukee than in the nation generally.
The number of loans increased in Milwaukee (15,181 to 16,340)
and nationwide (2.4 million to 2.6 million) (see Tables 1 and 16). The
proportion of loans in low- and moderate-income tracts increased
slightly in Milwaukee (12.3 percent to 13.4 percent) but stayed virtually
the same nationwide (20.6 percent) (see Tables 2 and 16). The share
of loan dollars in low- and moderate-income areas remained virtually
the same in both Milwaukee (11.6 percent and 11.9 percent) and in the
U.S. generally (21.6 percent and 21.4 percent) (see Tables 2 and 16).
Lending remained heavily concentrated in middle- and upper-income
tracts. The number of businesses in low- and moderate-income areas in
Milwaukee and in the U.S. declined while the number in upper-income
areas increased, and loans per business increased slightly in Milwaukee
and nationwide at all income levels. But the same pattern prevailed.
Lending activity, in terms of loans and loan dollars, was much lower in
low- and moderate-income areas and this disparity was greater in
Milwaukee than in the U.S. generally (see Tables 4 and 16).
The share of small business loans going to firms with assets of less
than $1 million dropped slightly in Milwaukee (52.2 percent to 50.1
percent) and nationwide (55.9 percent to 50.0 percent), but the share
of loan dollars to such businesses remained virtually unchanged (see
Tables 5 and 16). In Milwaukee, the proportion of loans going to small
businesses declined at every income level as was the case with loan dollars except in moderate-income areas. However, these changes were
small, reaching less than one percent in some cases. Nationwide the
proportion of loans going to small businesses declined at each income
level as did the number of dollars except in high-income tracts. Again,
these changes were quite small (see Tables 5 and 16).
In fact, it would be surprising if substantial changes had
occurred in just one year—no surprises were uncovered. Only future
research can determine whether and when these patterns change.
Research and Policy Implications

In the Milwaukee metropolitan area, small business lending is concentrated in upper-income and predominantly White communities.
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These patterns may reflect differences in demand, creditworthiness of
borrowers, unfamiliarity on the part of potential borrowers and lenders
about prevailing opportunities, unlawful discrimination, Milwaukee’s
low rate of minority business ownership and representation in corporate
management compared to other metropolitan areas (Norman, 1998),
and a range of other factors. But these are clearly not random fluctuations.
These findings also reveal substantial differences between
Milwaukee area lenders and financial institutions nationwide in the
distribution of loans and loan dollars by neighborhood income levels.
Compared to their counterparts nationwide, Milwaukee area lenders
provide a lower concentration of their lending activity in lower-income
neighborhoods and among small businesses. This pattern may reflect
differences in the industrial composition of the Milwaukee economy,
variations in the demand for business credit, more conservative lending practices by Milwaukee area financial institutions, or some combination of these and other factors.
The findings also indicate widespread disparities among lenders
in the distribution of small business loans throughout Milwaukee area
neighborhoods. These patterns may reflect legitimate differences
in marketing strategies among lenders, illegal discrimination against
low-income areas and minority communities, business opportunities
overlooked by some institutions, or a combination of these and other
factors. The broad disparities suggest that something other than the
quantity and quality of the demand for credit accounted for current
lending patterns since all of these reporting institutions are serving
the same metropolitan area.
Clearly, far more research is essential to fully understand the
underlying causes and policy implications, if any, of these findings. But
recent disclosure of small business lending provides additional insight
into the lending behavior of financial institutions covered by the CRA.
Three minor changes in current small business disclosure requirements would enhance the value of this information.
First, covered lenders should be required to report the number
of applications for small business loans they receive along with the disposition of those applications. This would provide at least one measure of demand for such credit and further insight into the response of
lenders to that demand.
Second, the Federal Reserve Board should act on a proposal it is
currently considering that would allow lenders to solicit information
on the race of small business loan applicants. Currently, requesting
such information violates the Equal Credit Opportunity Act. The U.S.
Departments of Justice and the Treasury, the Comptroller of the
Currency, and the Office of Thrift Supervision support the proposed
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regulatory changes which would facilitate collection of this information (Reno, 1988).
Anecdotal evidence suggests that minority-owned businesses
have more difficulty accessing small business loans than majorityowned firms. While disclosure of this information alone would not
confirm or deny the existence of unlawful discrimination, it would
enhance our current understanding of racial disparities concerning
access to small business loans. Many businesses, of course, are owned
by more than one person. In those cases where there is multiple ownership, if more than 50 percent of the business is owned by members
of a particular race, that would be the one which is reported. A multirace option could also be utilized where no single group is controlling.
Such additional reporting could increase the chances that the
identity of a particular business would be revealed. The FFIEC could
establish a threshold for a minimum number of loans (e.g. at least
three loans in a tract) that must be reported before the individual loan
data would be revealed in order to preserve confidentiality where it
might otherwise be breached.
Third, the FFIEC should release tract level data for individual
lenders and make available tables that display lending activity by racial
composition of tracts. While users could locate the racial composition
of each tract and then aggregate them in order to examine the distribution of loans for all reporting institutions by neighborhood racial
make-up, as we have done here, data currently available do not permit
such analysis at the individual bank level. FFIEC should provide this
information in a similar manner as mortgage lending is provided in
HMDA reports. Selected aggregate HMDA reports display lending
activity (e.g. applications, originations, etc.) in tracts that are less than
10 percent minority, those between 10 and 19 percent, 20 to 49 percent, 50 to 79 percent, and 80 to 100 percent. These reports are available for individual lenders and for all lenders combined by metropolitan area. Similar tables reporting business loan activity should be prepared and disseminated by FFIEC. Again, where confidentiality might
be breached, the information could be suppressed.
The data examined in this study and called for in these recommendations, alone, would not be sufficient to confirm or deny the
existence or prevalence of compliance or non-compliance with
the CRA or other fair lending rules. Comparative analysis of individual loan files or paired testing by “mystery shoppers” posing as small
business credit applicants would be required for that purpose. The
patterns that are revealed, however, can provide guidance to regulators, lenders, and others concerned with problems and potential
opportunities in small business lending. The information provided
by the small business data can assist regulators in targeting and
conducting their examinations, reveal potential trouble spots for
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lenders, and identify missed opportunities for financial institutions
and their community reinvestment partners. The minimally expanded
reporting and disclosure recommended here can enhance the value
of that guidance.
HMDA and CRA have changed the way many mortgage lenders
do business and have increased the supply of funds for community
reinvestment (Evanoff and Segal, 1996; Shlay and Goldberg, 1997;
Squires, 1992). Hopefully, the new CRA regulations calling for disclosure of small business loans can extend those effects by nurturing an
increase in the availability of small business loans in previously underserved communities.
Gregory Squires is a sociology professor and a member of the Urban Studies
Programs faculty at the University of Wisconsin. His most recent publications
include, Why an Insurance Regulation to Prohibit Redlining? (1998),
Insurance Redlining (1997), Capital and Communities in Black and White
(1994) and From Redlining to Reinvestment (1992).
Sally O’Connor is a lecturer in the Department of Sociology at the University of
Wisconsin–Milwaukee. She is a consultant to the Fair Lending Coalition and
a member of the Metropolitan Milwaukee Fair Housing Council. O’Connor’s
recent publications include Do Lenders That Redline Make More Money
Than Lenders Who Don’t? (1995) and Fringe Banking in Milwaukee: The
Rise of Check Cashing Businesses and the Emergence of a Two-Tiered Banking
System (1998).
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Small Business Lending by Neighborhood Income Level
Milwaukee MSA and the U.S., 1996

Access to Capital: Milwaukee’s
Small Business Lending Gaps

Gregor y D. Squires and Sally O’Connor

TABLE 3
Small Business Lending Per Person by Neighborhood Income Level
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TABLE 4
Small Business Lending Per Business by Neighborhood Income Level
Milwaukee MSA and the U.S., 1996
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TABLE 5
Small Business Lending to Firms with Revenues of $1 Million or Less by Neighborhood Income Level
Milwaukee MSA and the U.S., 1996
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TABLE 6
Small Business Lending (Totals) by Neighborhood Racial Composition
Milwaukee MSA, 1996
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TABLE 7
Small Business Lending by Neighborhood Racial Composition
Milwaukee MSA, 1996
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TABLE 8
Small Business Lending Per Person by Neighborhood Racial Composition
Milwaukee MSA, 1996
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TABLE 9
Small Business Lending to Firms with Revenues of $1 Million or Less by Neighborhood Racial Composition
Milwaukee MSA, 1996

TABLE 10
Small Business Lending (Loans) by Neighborhood Income Level—Individual Lenders
Milwaukee MSA, 1996
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TABLE 11
Small Business Lending (Loan Dollars) by Neighborhood Income Level—Individual Lenders
Milwaukee MSA, 1996

Gregor y D. Squires and Sally O’Connor
107

TABLE 12
Small Business Lending to Firms with Revenues of $1 Million or Less—Individual Lenders
Milwaukee MSA, 1996
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TABLE 13
Small Business Lending (Loans) to Firms with Revenues of $1 Million or Less by Neighborhood Income Level—Individual Lenders
Milwaukee MSA, 1996
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TABLE 14
Small Business Lending (Loan Dollars) to Firms with Revenues of $1 Million or Less by Neighborhood Income Level—Individual Lenders
Milwaukee MSA, 1996
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TABLE 15
Small Business Lending by Branch Bank Location and by Neighborhood Income Level—Individual Lenders
Milwaukee MSA, 1996
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TABLE 16
Selected Measures of Small Business Lending
Milwaukee MSA and the U.S., 1997
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FIGURE 1
Small Business Lending
Milwaukee MSA, 1996
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FIGURE 2
Small Business Lending
Milwaukee and the U.S., 1996
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FIGURE 3
Small Business Lending to Firms with Revenues of $1 Million or Less by Neighborhood Income Level
Milwaukee MSA and the U.S., 1996
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FIGURE 4
Small Business Lending by Neighborhood Racial Composition
Milwaukee MSA, 1996
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MAP 1
Small Business Lending by Neighborhood Income Level
Milwaukee MSA, 1996
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MAP 2
Small Business Lending by Black Population Concentration
Milwaukee MSA, 1996
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MAP 3
Small Business Lending by Hispanic Population Concentration
Milwaukee MSA, 1996
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I NTRAURBAN P ATTERNS OF S MALL
B USINESS L ENDING : F INDINGS
FROM THE N EW C OMMUNITY
R EINVESTMENT A CT D ATA
Daniel Immergluck
The Woodstock Institute

Discrimination and redlining in business lending have been cited as contributing
to economic decline in lower-income neighborhoods. The Community Reinvestment
Act covers access to small business as well as mortgage credit, but, until recently,
bank regulators have not collected geographic data on business loans.
Using new data collected by regulators, this paper measures small business
lending flows to different types of neighborhoods in the Chicago metropolitan area.
While data limitations preclude a definitive finding of differential access to credit,
lower-income and minority neighborhoods areas are found to receive fewer loans
after accounting for firm density, firm size, and industrial mix. When combined
with the literature on access to business credit, these findings support the notion of
geographic and/or race-based discrimination in marketing or approving loans
and places the burden on regulatory agencies to collect and disclose more detailed
lending data for further investigation.
Introduction

Anemic or declining business development in low- or moderateincome neighborhoods continues to be of concern to policy makers
and researchers (Bingham and Zhang, 1997; Porter, 1995; U.S.
Department of Housing and Urban Development, 1995). One potential contributor to such problems is inadequate access to credit by
small businesses in these areas. Bates (1989) shows that levels of both
financial equity and debt are important to the viability of start-up
firms, with the latter being more important to minority-owned than
White-owned firms. Some have argued that lending discrimination
and geographic redlining have constrained access to credit by firms
in lower-income areas and by Black-owned businesses (Bates, 1993;
Dymski, 1996).
This article is an abbreviated and simplified treatment of material covered in a forthcoming article in Urban Affairs Review, entitled
“Intrametropolitan Patterns of Small Business Lending What Do the New Community Reinvestment Act Data Reveal?” (July, 1999).
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As a response to concerns over redlining, the 1977 federal
Community Reinvestment Act (CRA) and its attendant regulations
require banks and thrifts to offer small business credit throughout
their market areas and prohibit them from excluding low- and moderate-income sections of their larger market areas from their formal
regulatory assessment areas (U.S. Department of the Treasury, 1995).1
This paper examines new data made available under recent revisions
to CRA regulations. These data, while not sufficient to confirm or
deny racial or geographic discrimination in small business lending
markets, describe, for the first time, patterns of small business lending
across intrametropolitan space. They can be used to indicate whether
bank lending flows are consistent with explanations of discrimination
or redlining and whether the collection of more detailed loan data is
warranted. Moreover, they can be used to model the general determinants of small business lending flows, providing important information for economic development and bank regulatory policy.
Until recently, bank examiners conducting CRA evaluations
could analyze the geographic patterns only of residential mortgages
because no geographic data on business loans were collected by regulators. Revisions to the CRA regulations, finalized in 1995, require all
but the smallest banks to report small business lending volumes by
census tract (U.S. Department of the Treasury, 1995).2 The data were
collected for the first time in 1996, and the 1996 figures were disclosed
in late 1997. Unfortunately, the aggregate nature of the data and
the lack of detailed information on applications and denials, firm size,
industry, credit history, and race prevent direct conclusions regarding
geographic or race-based lending discrimination.3 At the same time,
these new data are important, and like studies of early Home
Mortgage Disclosure Act (HMDA) data, their analysis will determine
the extent to which lending varies by neighborhood income and race.
In the short run, studies of these data are likely to provide critical evidence in ongoing debates over whether bank regulations should be
changed to provide for the collection and disclosure of more complete and disaggregated data, such as those collected on mortgages.
This paper seeks to identify the determinants of credit flow to
small businesses with annual sales of less than $1 million. There are at
least two reasons why these small firms may be most likely to suffer
from differential credit access across urban space. First, Bates (1997)
has shown that Black-owned start-up firms are able to leverage their
initial equity investments at lower rates than White-owned firms. That
is, controlling for other firm characteristics, Black start-ups receive
smaller amounts of bank debt per dollar of owner equity than Whiteowned firms. Second, larger, more established firms are likely to be
lower-risk and generate higher profit margins for the bank. Because
discrimination is expected to be most important at the margin, a
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lender’s racial or geographic preferences are likely to affect their decisions more when dealing with smaller firms whose risk characteristics
place them near the lender’s risk tolerance threshold. Larger firms
also tend to take out larger loans and consume more banking services,
yielding higher profit margins for lenders. If their discrimination is
pure, lenders might be adequately compensated for lending to “distasteful,” but relatively large customers. If discrimination is statistical,
higher expected revenues might enable lenders to absorb the costs
necessary to induce them to assess the risks of individual borrowers.
The Redlining and Lending Discrimination Literature

The bulk of the literature on redlining and lending discrimination has
concerned residential mortgage lending, with much of it using data
collected under the Home Mortgage Disclosure Act and related regulations. The availability of HMDA data and the historic focus of CRA
and fair lending regulations on mortgage activity has spurred substantial research on residential lending patterns (Munnell et al., 1992;
Wienk, 1992; Kim and Squires, 1995). The empirical literature on
mortgage redlining can be categorized into two basic types: those studies focusing on an outcome-based definition of redlining; and those
focused on a process-based definition concerned with the approval or
denial of formal applications (Yinger, 1995). Outcome-based studies
of lending flows, which focus on lending rates to different types of
neighborhoods, were the norm before 1990, when Home Mortgage
Disclosure Act data began to include microdata on loan applications,
rather than only census tract summaries of originations (Bradbury,
Case, and Dunham, 1989; Hula, 1991; Shlay, 1988).
More recently, the mortgage access literature has focused on the
approval or denial of formally submitted mortgage applications, in
large part because the newer, publicly available HMDA data has
repeatedly shown large disparities in approval rates by race, even after
controlling for income. The bulk of this literature has focused on
lending discrimination by race of applicant, and less on a processbased definition of redlining, where the effect of the geographic location on approval rates is examined. In a study that spurred much
of the recent lending discrimination literature, Munnell et al. (1992)
find significant evidence of discrimination in loan approvals, but no
evidence of redlining in the approval process.
Yinger (1995) notes that the outcome-based studies often find
evidence of redlining, or differential flows of credit when controlling
for neighborhood characteristics. The outcome-based studies are
more difficult to model, because they attempt to explain the results
of a number of different current and historical processes, including
the marketing and screening procedures of lenders and realtors,
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anticipated discrimination by potential home buyers, and historical
discrimination. The process-based studies, on the other hand, merely
attempt to isolate discrimination or redlining in the approval of
formal loan applications, which is only one part of the lending
process. While these studies are easier to implement, the findings
may be quite limited. If redlining occurs primarily through lenders
not marketing their services in certain areas, for example, a processbased study finding no redlining in the approval process may be of
limited relevance.
Determinants of Business Lending

Before attempting to develop a model of small business lending flows
across urban space, some basic information on determinants of credit
access is important. In a nongeographic, process-based study using
data from the Federal Reserve Board’s 1993 National Survey of Small
Business Finances, Cole (1998) finds that newer and smaller firms are
more likely to be turned down for loans than older and larger firms.
The Federal Reserve Board’s Survey of Small Business Finances shows
that wholesalers and manufacturers account for a disproportionate
amount of commercial bank loans to small corporations (Federal
Reserve Board of Governors, 1997).
Using a survey of 1,300 firms, Ando (1988) finds that Blackowned firms are denied bank loans at significantly higher rates than
White-owned firms. Similarly, from a survey of 448 firms in the Denver
area, Ford et al. (1996) find that Black-owned firms are denied loans
at 3.5 times the rate that White-owned firms are. After screening out
firms not meeting minimum sales and net worth levels and three years
of operating history, the denial rates for screened White firms are
found to drop significantly, while denials rates for screened Black
firms do not. Both of these studies are likely to suffer from selection
bias, because firms rejected for bank loans and no longer in business
are not included in the surveys. This bias suggests that the denial rate
disparities in these studies may be underestimated.
In analyzing data from the Characteristics of Business Owners
(CBO) database, Bates (1989, 1993) finds that banks make smaller
loans to start-up firms located in minority areas than to firms in nonminority areas while controlling for financial equity, owner education,
race, age, and experience. To compound the problem, he finds that
minority-owned start-up firms in minority areas tend to have smaller
educational and financial equity endowments than other firms, resulting in even smaller loan sizes. In a more recent study, Bates (1997)
again finds that White-owned firms are able to attract larger amounts
of debt than similarly situated Black-owned firms.
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The Data

The data used here are collected by the Federal Financial Institutions
Examination Council (FFIEC), a federal agency that coordinates common activities among the four federal banking regulators. Banks and
thrifts with at least $250 million in assets, or owned by a bank holding
company with at least $1 billion in assets, are required to report data
aggregated by census tract on the number and dollar amount of
loans to businesses, including subtotals by loan size (up to $100,000;
$101,000—$250,000; $250,000—$1,000,000) and by annual sales of
business ($1,000,000 or less; over $1,000,000).4 The data reported to
the FFIEC are not fully disclosed to the public. Aggregate levels for all
reporting institutions are essentially fully disclosed, with a report providing aggregate number and dollar amount of lending for all census
tracts where loans are made. Bank-specific reports, however, do not
provide tract-by-tract data.5
The FFIEC data do not include all lending to small firms. The
small banks and thrifts not required to report these data accounted
for approximately 35 percent of the outstanding business loans of
$1,000,000 or less reported on the balance sheets of banks and thrifts
in June, 1996 (Bostic and Canner, 1998). Moreover, data from the 1993
National Survey of Small Business finances show that commercial
banks accounted for 63 percent of outstanding loans, by dollar
amount, to small nonfinancial corporations (Federal Reserve Board of
Governors, 1997). Finance companies constituted another 18 percent,
with other sources accounting for the rest.6
To identify differences in intrametropolitan business lending
rates, I analyze loans to firms with sales under $1 million in the sixcounty Chicago metropolitan area from the 1996 FFIEC data. In the
six-county Chicago area during 1996, banks and thrifts reported
24,182 loans to firms with annual sales of $1,000,000 or less in census
tracts with nonzero residential populations.7 Table I provides lending
activity broken out by four neighborhood income categories for the
Chicago area.8 The table also breaks out the number of firms with sales
of $1 million or less, as reported by Dun and Bradstreet, located in
each type of tract in 1996. Also shown are loan-per-business rates in
each of the four neighborhood income categories.
Table I shows that loan-per-firm rates are substantially higher in
higher-income tracts than in lower-income tracts. The lending rate is
50 percent higher in upper-income tracts than in low-income tracts,
and is 14 percent higher in middle-income tracts than in moderateincome tracts.
Dun and Bradstreet data are expected to undercount firms, especially smaller ones, those less likely to seek credit, or those operating
primarily in the informal economy. It might be expected, therefore,

128

Intraurban Patterns of Small Business Lending:
Findings from the New Community Reinvestment Act Data

that firms in lower-income, and especially ethnic or immigrant, neighborhoods would be less likely than those in more affluent areas to be
included in the Dun and Bradstreet data. If this is the case, then the
differentials in loan-per-firm rates shown in Table I would underestimate the actual differentials.
Multivariate Analysis of Geographic Lending Patterns

Both the demand and supply of loans in a geographic area are likely
to depend on some variables that are difficult to observe, such as the
credit history or revenue trends of local firms. While unobserved variables and the aggregate form of the data preclude definitive conclusions about geographic or racial discrimination in marketing or
approving loans, measuring intrametropolitan lending patterns while
controlling for some important tract characteristics aids in the understanding of business financing. Moreover, such analysis helps to indicate the degree to which concern is warranted over access to business
credit in lower-income areas and among minority-owned firms. In the
near-term, this has important implications for regulatory policy
regarding the collection of more detailed business loan data.
The new CRA data allow for the regression of neighborhood
small business lending volumes on the business and resident demographics of the neighborhood. The dependent variable is the number
of loans made to small firms (those with sales under $1,000,000) in a
census tract during 1996. The data set was selected from the 1,738 census tracts with nonzero population in the six-county Chicago area.
Because tracts with very few small firms might be expected to receive
no small business loans, such tracts were excluded from the analysis.
As shown in Table I, there were 0.151 loans made for each small business in the region. Thus, on average, one loan is expected for every 6.6
small firms. To ensure a reasonable, minimum number of small firms
in every observation, 172 tracts with fewer than 13 small firms were
excluded, leaving 1,566 observations.
Table II provides the results of an ordinary least squares estimation of business lending activity. The results of the regression indicate
that all independent variables are significant at the 0.01 level, except
for proportion manufacturing and proportion retail, which are significant at the 0.05 level. The signs of all coefficients are as expected.
Other things equal, areas with relatively large businesses (firm size)
are expected to receive more loans, which is consistent with Cole
(1998). Tracts with more wholesalers and manufacturers, and with
fewer retailers, are expected to see more lending, with proportion
wholesale having the stronger effect.
Higher median incomes and lower proportions of minority residents also lead to higher numbers of small business loans. Other
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things held constant, going from a low-income neighborhood with a
1989 median family income of $20,000 to an upper-income neighborhood with a median income of $60,000, for example, is expected to
result in an increase of two small business loans. Given an average
number of small business loans of 15.3, this is a significant effect. The
effect of proportion Hispanic has a large effect on lending activity.
Going from an all White to an equivalent all Hispanic neighborhood
is expected to result in a decrease of 5.9 small business loans. Going
from an all White to an all Black neighborhood is expected to result
in a decrease of 2.7 loans. It should be pointed out, however, that the
standard deviation of proportion Black (0.35) is significantly higher
than that of proportion Hispanic (0.20), so that difference in standardized coefficients (not shown here) for these two variables are not
as large as the difference in unstandardized coefficients.
In many large cities, sizable changes in neighborhood income
are typically accompanied by significant racial change. Combining
the effects of income and racial change show substantial effects on
business lending volumes. Going from an all White tract with a 1989
median income of $60,000 to an otherwise similar all Hispanic tract
with a median income of $20,000 is expected to result in a drop in the
number of loans by 7.9 loans. Given a mean of 15.3 loans, this is a very
large decrease. Similarly, an all Black neighborhood with an income of
$20,000 is expected to see 4.7 fewer loans than a similarly situated all
White tract with a median income of $60,000.
The results in Table II can be criticized for failing to account for
the problem of spatial autocorrelation, which occurs when the regression residuals of a pair of nearby observations are more similar than
those of more distant pairs and can result in biased coefficient estimates. I use a spatial lag model to account for spatial autocorrelation.
This model accounts for the lending levels of other neighborhoods
within a distance of approximately 7 miles and weights these neighboring observations by an inverse distance function, following the
gravity model of spatial interaction.
The results of a two-stage least squares estimation of this model
are given in Table III. For purposes of sensitivity analysis, two different
specifications of the spatial lag function are estimated. The signs of all
coefficients remain unchanged from the OLS results in Table II.
Moreover, for variables including the number of firms, firm size, proportion manufacturing, and proportion wholesale, coefficient magnitudes are similar to the OLS results of Table II, and significance levels
remain the same. Coefficient magnitudes for proportion retail, neighborhood income, proportion Black, and proportion Hispanic do
decline significantly compared to Table II. Controlling for spatial
lag correlation yields results in which proportion retail is no longer
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significant, and the significance of proportion Black depends on the
precise specification of the spatial lag variable.
The results in Table III do not suggest a reduced effect of location on lending activity. Rather, they merely indicate that race and
income, alone, do not fully describe a neighborhood’s locational predisposition for lending volume. A White neighborhood surrounded by
many minority neighborhoods with low lending volume is expected
to see lower lending activity than a White neighborhood surrounded
by other White neighborhoods with high lending activity. This is consistent with the fact that bank branches, which tend to be located in
middle- and upper-income areas, serve larger areas than single census
tracts. Thus, the demographics of surrounding areas may be an important determinant of a neighborhood’s lending level. To interpret the
effects of neighborhood race and income then, the spatial lag variable
must be held constant. Since most lower-income and minority neighborhoods are situated near other lower-income and minority neighborhoods, their spatial lag variables will tend to have relatively low values.
Thus, the race, ethnicity and income coefficients in Table III are conservative measures of race and income effects because they measure
only the independent impact of the neighborhood’s demographics
and not the effects of the demographics of nearby neighborhoods,
which are now captured in the coefficient of the spatial lag variable.
Even after holding lending in surrounding areas constant, neighborhood income has a positive effect on small business lending. A
$40,000 increase in the median family income of a neighborhood is
expected to result in between 1.1 and 1.4 more loans in otherwise similar neighborhoods. At the mean of 15.3 loans, this represents a 7–10
percent increase in lending volume. Going from an all White to an
equivalent all Black tract is expected to result in a decrease of 1–1.8
loans, approximately 7–12 percent at the mean, although the precise
specification of the distance lag (k=2 vs. k=3) affects whether the result
remains statistically significant. Finally, going from an all White to an
equivalent all Hispanic tract is expected to result in a decrease of 3.7–
4.6 loans, or a 24–30 percent reduction at the mean.
Again, changes in race and income tend to occur simultaneously
across neighborhoods. Going from an all White tract with a $60,000
median income to an otherwise equivalent all Black tract with a
$20,000 median income is expected to result in a decrease of 2.1–3.2
loans, equal to a 14–21 percent reduction at the mean of 15.3 loans,
holding lending in surrounding areas constant. A similar comparison
to an all Hispanic tract with a $20,000 median income would result in
an expected decrease of 4.8–6 loans, or a 31–39 percent decrease at
the mean.
The effect of proportion Hispanic on lending volume is particularly strong and of special concern. From a survey of mostly 235 small
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firms in the predominantly Mexican-American neighborhood of Little
Village in Chicago, Bond and Townsend (1996) conclude that firms in
the survey, most of which are Hispanic-owned, were credit-constrained
in their start-up financing. They suggest that bank loans may be too
inflexible for such firms, although they do not provide strong evidence
for this conclusion. They also find that the Hispanic firms that had
applied for a loan experienced a rejection rate of at least 44 percent.
Thus, it is not clear the extent to which low lending activity in such
areas is due to cultural affinity issues, overt discrimination or redlining, or inappropriate credit vehicles. It seems likely, however, that cultural and language barriers between loan officers and business owners,
especially recent immigrants, create barriers to credit. Research in
mortgage lending provides some evidence of cultural affinity barriers,
at least in the case of Black mortgage applicants. Kim and Squires
(1995) find that thrifts with higher proportions of Black staff approve
loans to Blacks at higher rates.
As with the denial rate studies reviewed above, the omission of
loan applicants who are no longer in business, or were never able to
start up, is a problem of selection bias, so that patterns of loans originated may underestimate any problems of poor access to credit. On
the other hand, the inability to fully measure firm demand across
space may suggest bias in the other direction.
Conclusions and Policy Implications

The new CRA data on small business loans provide, for the first time,
a description of the flow of small business loans to different types of
neighborhoods. While these data are not adequate to confirm the existence of lending discrimination, lower-income and minority areas
suffer from lower lending rates than higher-income and White neighborhoods, after controlling for industrial mix, firm size, and firm population. The negative effect of the proportion of residents who are
Hispanic on lending volume is particularly strong. More research is
needed to explain the low lending levels in low-income, Black and,
especially, Hispanic areas.
These findings have important implications for both CRA and
fair lending policies. Under the revised CRA regulations, examiners
are now expected to assess the geographic patterns of banks’ small
business as well as residential loans. The results above, and the available evidence on small business access to credit, suggest the need
for regulators to take this charge seriously. Moreover, under the Equal
Credit Opportunity Act, banks are prohibited from discriminating
on the basis of race. The Department of Housing and Urban Development and the Department of Justice have investigated mortgage
lenders for fair lending violations. Similar investigations, including the
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use of matched-pair testing, could be used to identify lenders who discriminate in small business lending. Such investigations are made
more difficult, however, by the lack of data on applications and the
race of applicants, which would enable investigators to identify banks
that are more likely to be guilty of discrimination.
Better data are needed that can be regularly examined to
measure and explain business lending activity in lower-income and
minority neighborhoods. Bank regulators should collect and disclose
MDA-like microdata on small business loan applications, including
details such as approvals, loan purpose, firm size, industry, and race of
owner. While even HMDA-like data are unlikely, by themselves, to provide definitive evidence of discrimination, due to the inevitable omission of some relevant firm characteristics, they would provide much
stronger suggestive evidence and could be used to spot potential
violators of CRA and fair lending laws.
Daniel Immergluck, vice president at the Woodstock Institute, has authored
more than a dozen publications for the Institute. In addition, he has published
research and commentary articles in a wide range of journals, including
Urban Studies, Economic Geography, Journal of Urban Affairs, and Economic
Development Quarterly. Immergluck has a master’s degree from the University
of Michigan and a Ph.D. in urban planning and policy from the University
of Illinois at Chicago.
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TABLE I
Small Business Lending to Firms with Annual Sales of $1,000,0000 or Less
by Income of Census Tract in 6-County Chicago Area, 1996
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TABLE II
OLS and Heteroscedastic-Robust Results (Equation 1)
Dependent Variable Equals Number of Loans
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TABLE III
Two-stage Least Squares Estimation of the Spatial Lag Model
Using Inverse Distance Squared and Cubed Weighting
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Notes
1

While lending discrimination is prohibited under the Equal Credit Opportunity
Act, the CRA does not explicitly cover discrimination against individuals or
minority groups, only the geographic patterns that might be caused in part by
individual-based discrimination.

2

All banks and thrifts with assets of at least $250,000 or whose parent holding
company has assets of at least $1 billion dollars must report all business loans of
$1,000,000 or less. Such loans are typically referred to as “small business loans”
by bank regulators but are actually better described as small loans to businesses,
since loans to businesses of any size are reported.

3

Even the much more detailed Home Mortgage Disclosure Act data are not
complete enough to discern discrimination in the loan approval process.
Supplemental loan file data is needed for such work. At the same time, the
HMDA data by themselves are much more powerful in suggesting potential
discrimination than are the CRA business loan data.

4

The FFIEC uses error checking algorithms to spot likely errors. Also, if borrowing firms only provide post office boxes, the tract of the post office is used as
the location of the firm. The extent of this problem is not clear, because the
number of loans for which post office locations were used is unknown. See
Bostic and Canner (1998) for further discussion of data issues.

5

Instead, bank-specific reports provide a distributional report for each county
where a bank made loans during the year. These reports break lending volumes
out into different neighborhood income ranges, such as low-, moderate-, middle- and upper-income. Finer breakdowns are provided for larger counties.

6

Firms may also borrow from friends and family or through consumer credit
cards. Business credit cards are included in the data.

7

These figures actually include both loans originated and purchased by reporting institutions. Purchases are not broken out for loans to firms with sales of $1
million or less. However, more than 97 percent of all loans in the six county
area are purchased, and this ratio is likely to be even higher in considering only
loans to firms with sales of $1 million or less.

8

Income categories follow CRA categories and are determined by whether the
tract’s median family income falls within 0-49% of metropolitan median family
income (low-income); 50-79% (moderate-income); 80-119% (middle-income);
or 120% or greater (upper-income) (U.S. Department of the Treasury, 1995).
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S TUDIES O F CRA D ATA O N
S MALL B USINESS L ENDING
Discussion Comments
Anthony M.J. Yezer
George Washington University

The papers in this section present estimates of simple single equation models that
explain either the number or amount of business loans made in various census
tracts by large depository institutions. The analogy between application of new
CRA business lending data and HMDA data on mortgage lending is strong.
Unfortunately, the papers fail to note the extensive literature which demonstrates
that HMDA data on mortgage lending cannot be used to test for discrimination
and that naive use of the data in simple statistical models tends to produce false
positive indications of discrimination.
This comment argues that all of the problems inherent in the use of HMDA
data to test for mortgage lending discrimination also apply to business lending.
Furthermore, there are a host of additional problems, some of which are noted in the
papers while others are ignored. The overall conclusion, ignored in the papers, is that
implied statistical analysis of the data on business lending under the new CRA data
requirements cannot demonstrate the presence or absence of discrimination. Proposals
to supplement the business lending data, including demographic characteristics of
the owner(s) and adding information on applications, will produce a data set whose
only use is to produce false positive indications of lending discrimination.
Studies of CRA Data on Business Lending

The papers by Canner (1999), Squires and O’Connor (1999), and
Immergluck (1999) use data on the geographic distribution of small
loans to businesses reported by larger commercial banks and savings
associations. All three papers report tabulations of the data by various
categories, particularly according to the demographic characteristics of
the census tract to which the loan is attributed. Finally, ordinary least
squares regressions relate the volume, measured either as number or
dollar amount, of lending to the number of businesses in the tract, as
estimated from Dun and Bradstreet listings, and the income, population, and minority composition of each census tract. While all authors
note that this level of analysis is not sufficient to prove anything about
the presence or absence of discrimination in small business lending,
Squires and O’Connor (1999) and Immergluck (1999) appear to suggest that proposed elaboration of the reporting requirements for
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business loans would allow one to make inferences about the existence
and extent of discrimination in lending.
The inspiration for use of new CRA (“new CRA”) or proposed
extensions of new CRA (“extended CRA”) data to test for the presence or absence of discrimination in small business lending is motivated by an analogy with data on mortgage lending provided under
the Home Mortgage Disclosure Act (“HMDA”). There appears to be
an implicit assumption that HMDA can be used to test for discrimination in mortgage lending and that the models used in mortgage
lending discrimination studies can be adapted to business lending.
The first problem with this view is that the academic literature has
overwhelmingly rejected the proposition that HMDA data provide a
basis for testing for discrimination. The second problem is that business lending is far more complex than home mortgage lending and
that approaches are inadequate for testing discrimination in home
mortgage lending have no chance of succeeding in tests for discrimination in business lending. I will elaborate on both of these problems
in the next two subsections.
Statistical Analysis of HMDA Data Produces
False Positive Indications of Discrimination

HMDA data, even with the expanded coverage provided since 1995,
cannot be used to test for the presence or to demonstrate the absence
of discrimination in mortgage lending. Discrimination by lenders
implies differential supply of credit based on the minority status of the
applicant and/or the minority composition of the neighborhood in
which the object property being financed is located. Testing for discrimination requires that the effects of mortgage applicant demand
for credit be disentangled from the terms under which credit is
supplied. There are many reasons why HMDA data are incapable of
distinguishing differences in lending outcomes due to applicant
demand differentials from those arising from possibly discriminatory
supply differentials.
In reviewing numerous studies using HMDA data, Benston
(1979, 1995) has identified two persistent problems that tend to produce false positive indications of discrimination. First is the failure to
record a variety of information, particularly credit history and credit
score, that plays a critical role in the lending process, which results in
omitted variable bias in estimates of loan volume or loan denial frequency. Second is inability to distinguish effects due to applicants
from the behavior of lenders. This second problem is particularly
troublesome in models that estimate the probability of loan rejection,
relating applicant characteristics and loan terms to a binary variable
reflecting the probability that a loan is rejected. The problem with
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such single-equation models of loan supply or applicant rejection is
that they assume that loan terms, loan-to-value ratio, loan amount,
monthly payment to income ratio, presence of cosigners, etc., are chosen without regard to their effect on the probability of rejection. This
contrasts with the real world in which lenders routinely advise marginal applicants to adjust their loan request in order to lower the probability of rejection. Yezer, Phillips, and Trost (1994) have demonstrated that the use of single-equation models of loan rejection to test
for discrimination, by ignoring the endogeneity of loan terms, tends to
produce false positive indications of discrimination where none exists.
Overall, the experience with statistical testing for discrimination
using HMDA data is discouraging. It has been used to estimate simple,
single-equation models of mortgage supply or loan rejection that are
biased in that they tend to produce false positive indications of lender
discrimination where none exists. For those interested in advancing
political goals which require a prior belief that lenders discriminate
against minorities, such false positive results have proved extremely
useful. As catalogued in Benston (1995), simple statistical testing has
become accepted as evidence of discrimination by the media and
much attention has been given to spurious results. The papers by
Immergluck (1999) and Squires and O’Connor (1999) appear to
regard this prior misuse of HMDA data as a positive contribution
to bank regulation and to promise similar misapplication of the
extended CRA business lending data in the future.
Statistical Analysis of CRA Business Loans
is Even More Problematic Than HMDA Data

While the record of statistical testing for discrimination using HMDA
data is discouraging to those interested in fair and unbiased tests, testing based on extended CRA business lending promises to have an
even more problematic relation to the truth. The problems of omitted
variable bias are even more important for business lending because:
(1) collateral quality is far more difficult to appraise in business lending than it is for mortgages; (2) loan terms, including credit enhancements, are more complex for business loans; (3) creditworthiness may
well include the owners as well as the business characteristics; and (4)
lending is often based on an existing banking relationship with a history of its own. All four of these factors tend to exaggerate problems
of omitted variable bias due to the inability to observe important characteristics of the transaction, and simultaneous equation bias arising
from the endogeneity of the multiplicity of loan terms and credit
enhancements. These were serious sources of biased estimates and
false positive indications of discrimination in single equation statistical
models of mortgage lending. The tendency to produce false positive
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indications of discrimination in similar single equation models
applied using either new or extended CRA data to models of business
credit supply will be even larger.
Other factors complicate testing for discrimination in business
lending. Some of these are noted in Canner (1999) but some are omitted. The precise effect of these complications on the outcome of tests
such as those performed in the three papers should be determined
after careful modeling of the lending process. Nevertheless, I have
speculated on each complication along with its likely direction of bias
in the listing below.
(1)

Dun and Bradstreet listings do not provide an accurate count
of small businesses, and this measurement problem is exaggerated when attempting to account for location by census tract.
All three papers appear to accept these business totals without
question.

(2)

As noted by Canner (1999), one effect of lending discrimination
may be to reduce the number of businesses. Thus discrimination
could be unobserved because the businesses discriminated
against would cease to exist.

(3)

Business loans, particularly to small enterprises, may be associated with the residential address of the owner. This likely produces false positives by allocating too many loans to higher
income, lower minority suburban locations.

(4)

Business credit may be supplied through personal loans, mortgages, home equity loans, etc. To the extent that minority borrowers are less likely to qualify for such credit, this may tend to
produce false negative indications of discrimination.

(5)

There is an inverse relation between the term of business loans
and the number and volume of loans recorded in the new or
extended CRA data. To the extent that minority businesses rely on
shorter term loans, this tends to produce false negative indications
of discrimination.

(6)

Businesses with multiple banking relations may borrow smaller
amounts from several lenders. To the extent that minority firms
have fewer banking relations, this would produce false positive
indications of discrimination.

(7)

Canner (1999) observes that survey evidence indicates that nonbank credit sources are very important for small firms. The
extent of such competition likely varies substantially with location
and its effect on testing could be profound but difficult to sign.
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One problem in securing small business credit is lack of documentation of payment capability. This gives rise to low documentation lending which banks generally avoid. The effect of
this market on testing using new or extended CRA business loan
data is uncertain. Given that some of the low documentation
loan market may be motivated by tax evasion, it is not clear that
aggressive entry by banks into this market is good social policy.

The listing of complicating factors provided above is not intended to
be exhaustive. However, it does provide some indication that, in addition to problems of false positives based on omitted variables and
simultaneous equations biases, statistical models using new or
extended CRA business loan data cannot provide evidence on the existence and extent of discrimination in small business lending. While
some of these issues are discussed in Canner (1999), the three papers
give an overall impression that the problems can be overcome. Clearly,
I believe the literature suggests that these problems are major and
inherent in use of this data.
CRA Data on Business Lending Results
in Contradictory Incentives for Lenders

Because statistical analysis of CRA data on business lending produces biased estimates of the existence and extent of discrimination, use of such data and analysis in the regulatory process creates
distorted and contradictory incentives for lenders. Again, the analogy with models based on HMDA data is very strong. If lenders
attempt to increase minority lending by aggressively seeking applications in the minority community, they will inevitably attract
minority applicants with greater credit risk. Increased lending to
minority borrowers may well please regulators. However, this institutional strategy will also result in greater minority rejection rates
that, given the built-in biases in statistical tests for discrimination
using CRA data, will result in the false appearance of substantial
discrimination by the very lenders attempting to increase minority
lending. Furthermore, there will be a tendency for higher risk
minority loans to be priced higher and therefore, if the investigation extends to loan pricing, the institution will be in far greater
peril with regulators and plaintiffs than if it had never begun the
minority outreach program. Perhaps the classic example of this
in the mortgage lending area was a depository institution that
acquired a mortgage banking subsidiary in order to improve its CRA
rating and was promptly accused of discriminatory pricing because
of lending by that subsidiary in the minority community.
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Unfortunately, the papers at this conference do not consider the
problems that arise when inadequate CRA data, on mortgage or small
business lending, are used by regulators or community groups to evaluate depository institutions. The potential for misuse and perverse
incentives is substantial.
Conclusions from the Studies of CRA Business Lending Data

Given the substantial biases toward the production of false positive
indications of discrimination in the CRA business lending data, the
lack of significant indications of lower lending, particularly for loan
amount, in high minority census tracts reported by Canner (1999) is
surprising. Indeed even findings of an 18 percent reduction in number of loans in going from an all White tract with $60,000 median
income to an all Black tract with a $20,000 median income reported
in Immergluck (1999) is small given the obvious problems with omitted variable bias and simultaneity noted above. The magnitudes of
differential lending, at least in numbers, reported by Squires and
O’Conner (1999) are closest to my prior expectations of what one
would get using a flawed data set and biased estimator.
The primary applications of the CRA business lending data are
in the aid of political ends, not in the scientific search for discrimination in mortgage lending. If we are to go forward with the collection
and dissemination of this data on a regular basis, there is one step that
could be taken to “level the playing field” with regard to omitted variable bias. It is a simple matter to request credit reporting bureaus to
create depersonalized credit histories and to average these reports by
census tract. If the data were released with mean FICO scores (that is,
credit scores), bankruptcy, and delinquency rates by census tract, this
additional information would help to make up for obvious deficiencies
in the current data.
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