
 

UNLOCKING CATALYTIC CAPITAL: 
COMMUNITY REINVESTMENT ACT (CRA) 
 
 
The Community Reinvestment Act has the potential to increase bank provision and facilitation of catalytic 
capital in support of low- and moderate-income communities. This proposal explores ways in which CRA 
could expand the pool of catalytic capital providers and enhance LMI community investment readiness. 
We discuss the limitations of CRA, including the ratings and evaluations process, regulatory consensus, 
and additional incentives outside of the CRA.  
 
 

 

OVERVIEW 
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  The Community Reinvestment Act (CRA) was enacted in 1977 
as an affirmative obligation to “encourage federally insured 
banks and thrifts to help meet the credit needs of their 
communities, including low- and moderate-income (LMI) 
neighborhoods, in a manner consistent with safe and sound 
banking practices.”1 CRA came in response to evidence of 
redlining and disinvestment efforts, and was designed to 
directly prevent redlining, encourage community investment, 
and allow communities to recover by providing equal access to 
credit. The CRA regulatory agencies monitor CRA compliance 
through an evaluation and ratings process. This process 
includes determination of which financial products, activities, 
and services qualify for CRA credit.  
 
This paper outlines three policy options within the CRA that 
could potentially unlock additional catalytic capital from 
financial institutions. In addition, these policies would create 
incentives for more innovation in community development 
through financial institutions, greater cross-sector 
collaboration, and better transparency on outcomes and 
impact reporting. The three policy options are as follows: 
 
 
01    Expand the application of the CRA to include the  
         non-bank financial sector. 
02    Define catalytic capital investments as a qualifying  
         activity under CRA. 
03    Define qualifying CRA expenditures for technical  
         assistance hours, grants, or investments to improve,   
         standardize and scale local capacity and impact  
         measurement practices. 

 
CRA SNAPSHOT 
Banks are evaluated and given a rating 
based on their performance meeting the 
credit needs of local communities in 
which they are chartered. 
 
 

● Regulating bodies: The three 
federal CRA regulators are the 
Office of the Comptroller of the 
Currency (OCC), the Federal 
Deposit Insurance Corporation 
(FDIC), and the  Federal Reserve 
System (FRS).  
 

● CRA Ratings: Banks are 
assigned one of four ratings: 
Outstanding, Satisfactory, Needs 
to Improve, and Substantial 
Noncompliance.  
 

● Three categories evaluated: 
Lending, Investment, and 
Services.* 
 

● When Ratings Matter: 
CRA-regulated entities submit 
CRA ratings when applying for 
mergers, acquisitions, or new 
branch openings. 

 
 
 

 
*Note: The OCC New Rule (issued May 2020) 
implemented a “single metric” which would 
combine all qualifying CRA activity under one 
evaluation metric. 

 



 
In response to the Covid-19 pandemic and resulting economic crisis, credit-related services must be 
equally provided to LMI communities to ensure economic recovery and stability in historically 
marginalized communities. LMI communities are not just disadvantaged by unequal access to banking 
services, but are also shut out of other financial services including insurance (required for mortgage and 
automobile purchase), savings, money transmittal, and securities services on non-predatory terms. 
Acknowledging not just the dramatic shifts in the financial sector since the original CRA in 1977, but also 
the existing Covid-19 crisis, we must consider more effective solutions to address the credit access and 
economic inequities faced by LMI populations.2  
 
Potential to unlock catalytic capital: 
Each of the policy options intends to bring CRA-regulated entities into the impact investing market. The 
first policy option targets expansion of CRA to non-bank financial entities and provides an opportunity to 
leverage CRA to better accommodate significant changes in the financial services industry that have 
occurred since the CRA’s original enactment in 1977. The second and third proposed policy options 
would impact institutions currently regulated by the OCC, FDIC, and FRS and subject to CRA, and would 
complement each other. The second policy option is targeted at direct CRA allowance and provision of 
catalytic capital, and the third policy option is targeted at leveraging CRA to build local capacity needed to 
support catalytic capital investments. The primary goal of these policies is to expand and redirect a 
portion of CRA capital towards catalytic capital to strengthen LMI communities.  
 
 

 
 

 
Following our policy proposals, we have included additional context on the current state of CRA, with 
discussion on the potential limitations to the effectiveness of CRA as a mechanism to unlock catalytic 
capital in the impact investing market, without also including other changes to the CRA. We view this 
context to be a critical element in assessing the CRA’s ability to influence bank behavior, and ultimately 
influence greater participation in the catalytic capital and impact investing markets. These considerations 
discuss the limitations of CRA using the existing ratings and evaluations process, a need for regulatory 
consensus, and the consideration of incentives outside of the CRA.  
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CATALYTIC CAPITAL 
Investment capital that is patient, flexible, risk-tolerant, and sometimes concessionary. Catalytic capital 
enables either or both third-party traditional capital investment or follow-on investment that would not 
otherwise be possible. 
 

 

  Changes to CRA could have a profound impact 
on financial institutional spending. The OCC 
estimates that all banks provided $482 billion of 
CRA lending in 2017 (~4.1 percent of bank 
deposits).3 Currently, community development 
lending ($103 billion in 2018) and single-family 
mortgage lending ($95 billion in 2018) account 
for the greatest dollar volume of lending under 
the CRA.4 These are followed by small business, 
multifamily, and small farm lending. The CRA has 
proven to be a powerful instrument to channel 
funds, for example, a total of $55 billion of CRA 
capital went through CDFIs within 2013 alone.  

  Greatest Dollar Volume 
 

$482 billion  
 
 

$103 billion 
 
 

$95 billion 
 
 

of Lending under CRA 
 
 
of CRA lending, 2017 
 
 
 
Community development 
mortgage lending, 2018 
 
 
 

Single-family mortgage  
lending, 2018 

 



 
 

PROPOSED POLICY OPTIONS 

01     Policy Option #1: Expand the CRA to include the non-bank financial sector
 

We recommend expansion of the CRA to include non-bank financial entities, including credit unions, 
mortgage companies, online lenders, student-loan servicers, and possibly insurance companies. This 
policy proposal is an effort to modernize the CRA based on significant changes in consumer financial 
services, and looks to extend essential consumer products to LMI consumers (including transaction, 
credit, savings, investments, and insurance services) in an equal, fair, and transparent manner.5 By 
broadening the types of entities covered, the CRA can help reduce "informational externalities and entry 
delay by competitive lenders inherent in lending to LMI neighborhoods,” effectively improving LMI credit 
market efficiencies and promoting more equitable access to credit related products and services.6 

At minimum, we recommend a robust evaluation of expansion of the CRA to all federally insured 
depository institutions (commercial banks, savings and loan associations, savings banks, and credit 
unions). 
 

 
The banks and thrifts that still exist, and are subject to CRA, tend to be larger and more geographically 
disbursed (over 6 percent of U.S. bank branches closed between 2008 and 2016).9 Under the current CRA, 
banks can place up to 100 percent of their CRA benefit into their home community (designated 
“assessment area”), resulting in CRA hotspots and CRA (e.g., credit) deserts.10 Evidence also shows that 
in terms of percent of loans to LMI borrowers and smallest businesses, large banks significantly trailed 
their smaller peers.11 Following the passing of the Gramm-Leach Bliley Act, banks have been able to elect 
to become a Financial Holding Company, the growing use of which allows banks to reduce CRA 
obligations.12 Aside from direct credit services, we must also consider the role credit-related services play 
in accessing credit. For example, without access to property insurance and mortgage insurance, an 
individual cannot access a loan to become a homebuyer.  
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  CRA and the Evolution of the Financial Sector 
The financial sector has evolved considerably since the 
original CRA legislation was passed in 1977. Research 
suggests the CRA in its current form might be 
insufficient in its reach and oversight of institutions 
responsible for providing critical financial services and 
access to credit, particularly services available to LMI 
populations.7  
 
Technological innovations have played a significant role 
in the evolution of the banking sector, contributing to a 
shrinking cash economy and the rise of branchless 
banking services and online financial lenders. There has 
also been a significant increase in alternative, non-bank 
lending actors that are not subject to CRA, while at the 
same time, a decline in the number of banks and thrifts 
due to consolidation.8  

 
EVOLUTION IN THE BANKING SECTOR: 
 
Reasons to expand the CRA to include 
non-banks financials are based on several 
evolutionary changes in the banking sector 
that have weakened the application of CRA:  
 
● Establish regulatory consistency 

among different types of financial 
institutions and across units of a 
single institution 

● Address vertical disintegration, 
particularly in the mortgage market 
and increasing share of mortgages 
made by independent mortgage 
companies 

● Mitigate the impacts of consolidation, 
regulatory changes, expansion and 
technology on geographical 
assessment areas 

 



 
“As the share of the nation’s deposits held by regulated depository institutions and the share of home 
mortgage loans made by them have declined markedly in recent years, the potential impact of the 
Community Reinvestment Act has declined.”13 

 

As banks have continued to grow in size, in tandem with non-CRA regulated institutions, competition has 
also inevitably grown. This competition has lead to a cycle of constant cost-cutting and increased 
scrutiny of product-by-product profitability which, in the context of CRA, has resulted in a shift away from 
more specialized products for LMI communities in favor of products that fit into banks’ more general 
audit, compliance, credit, and budget process.18  
 
Increasing competition by non-CRA regulated actors has ultimately made it more challenging for 
CRA-regulated banks to balance their exposure and maintain market share. Because the loan size in CRA 
lending tends to be smaller than the average size of non-CRA loans, CRA loans are, in general, less 
profitable for banks to underwrite. For example, a bank is required to perform the same underwriting for a 
$100,000 loan compared to a $1 million loan; considering a 3 percent origination fee, that would result in 
origination fee revenue of $3,000 compared to $30,000 for the same amount of work.19 Therefore, the 
obligation of a CRA-regulated bank to conduct CRA activity puts them at a disadvantage compared to 
unregulated financial entities that can focus on larger and more profitable loans.20 This competition puts 
pressure on CRA-regulated entities to effectively compete by either pursuing higher loan volume or 
increased pricing on CRA loans - neither of which support equitable offerings to LMI communities.  
 
Finally, in regards to whether or not CRA has resulted in higher risk exposure for CRA-regulated entities, 
and that expanding it would increase overall market exposure, research shows that this concern does not 
hold up.21 Research shows that increased lending to LMI borrowers as a result of CRA has not contributed 
to higher default or delinquency rates.22 
 
Method to Implement Expansion  
Statutory expansion of the CRA would require congressional action. Either way, this proposal will require a 
multi-agency regulatory effort. In terms of the appropriate regulating body for entities not currently 
regulated by FDIC, FRS, or the OCC, expansion of the CRA could look to the Consumer Financial 
Protection Bureau (CFPB) which regulates entities larger than $10 billion and/or the National Credit Union 
Association (NCUA) which regulates credit unions. When considering expansion and application of CRA 
to other financial institutions, it will be necessary to “replicate the statute, assigning responsibility for 
examination and enforcement to regulators (to the extent the firms involved are subject to regulatory 
supervision), or to surrogates such as the U.S. Department of Housing and Urban Development.”23 
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75% 
 

56% 
 

58% 

of national financial assets are 
currently held in non-bank 
financial institutions in the U.S..14 

 

 

of home loans were made by 
independent mortgage companies 
in 2019. 
 
 

of refinance loans were made by 
independent mortgage companies 
in 2019.15 

$71B 
 
 

$1.2T 

Mainstream credit unions have 
increased their market foothold with 
business lending growing from $4 
billion in 2000 to $71 billion in 2018, 
with evidence showing credit union 
LMI services lagging behind 
CRA-regulated banks.16 

 

Insurance companies collected $1.2 
trillion in premiums in 2018, with 
property and casualty insurance 
making up over half of this 
amount.17 



 
To ease implementation, we recommend leveraging existing data sources. For existing CRA evaluation, 
regulators rely on Home Mortgage Disclosure Act (HMDA) data. Given a majority of mortgage companies 
and credit unions already publicly report HMDA data on their lending activity by demographic 
characteristics of their borrowers, the application of CRA to these entities would not require new data 
reporting requirements.24 Application of CRA to insurance companies would require a comprehensive 
data reporting requirement.25  
  
We recommend using the example of Massachusetts Community Reinvestment Act (see page 6, “Case 
Study: Massachusetts CRA Expansion to independent mortgage companies and credit unions”) as a 
roadmap to expand national CRA law to banks, credit unions, and independent mortgage companies. In 
line with Massachusetts, we recommend differing levels of regulatory burden for community lending 
obligations based on institutional size, consistent with the existing CRA and proposals regarding the 
regulation of credit unions.26 

 

Recommending a Phased CRA Expansion 
We recommend consideration of a phased adoption, that would begin implementing CRA regulation with 
new entities based on size and sophistication.27 First, we recommend expanding CRA to apply to credit 
unions, taking example from Massachuesetts. To ease this transition, the first phase of expansion should 
target the largest credit unions which, similar to large banks, have greater internal capacity to manage 
CRA regulatory requirements. Moving to intermediate to small sized credit unions, similar to the existing 
CRA application to small to intermediate sized banks, we recommend a streamlined CRA exam that 
focuses on lending, which is similar to the existing CRA treatment of intermediate to small sized banks. 
Should the transition to regulate credit unions under CRA go successfully, the case to expand CRA to 
other non-bank institutions would be strengthened. Given that robust and sufficient data is already 
available in the mortgage market through HDMA, the application of CRA to mortgage lenders should be 
the next stage of expansion.  
 
As expansion is implemented, adjustments could be made as regulators and financial entities adapt to 
the new regulations. A measured, step-by-step transition might provide a greater probability of success 
than a sudden and comprehensive overhaul. 
 
Should policy-makers consider broader expansion to non-bank entities, CRA obligations could be fulfilled 
by establishing partnerships with banks and thrifts that currently meet CRA regulation standards, or by 
partnering with organizations such as Community Development Financial Institutions (CDFIs), Minority 
Deposit Institutes (MDIs), etc. A market-based approach could be taken to create tradeable obligations to 
meet CRA requirements, along the lines of “cap-and-trade,” wherein organizations subject to CRA would 
either have to fulfill the obligation themselves or pay other institutions to fulfill their CRA quota, similar to 
the approach taken in the emissions market.28 This approach, while needing additional review and 
analysis, might work to support greater participation, collaboration and partnerships within the 
community development and impact investing landscapes. 
 
Challenges to Implementation 
The primary challenge in implementing this proposal will be alignment among the existing CRA regulating 
bodies (OCC, FDIC, and FRS) and alignment and implementation of CRA-like statute among the 
appropriate regulating bodies of non-bank financial, where they exist, (in some cases, for example payday 
lenders, there lacks a singular body of regulation, with separate regulatory requirements state-by-state).29 
Some have suggested that simply including language consistent with the CRA, a “relatively broad 
affirmative mandate to serve,” within a statute that is standard-setting in terms of responsibilities of 
companies coming to the Federal Reserve Discount Window, could be a powerful first-step towards 
expansion.30  
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Alternative solutions will be required for financial services that operate under different or limited 
supervisory regimes, such as insurance companies and other alternative lenders. Any solution should 
take advantage of existing regulatory systems with “the aim of achieving equity in result” by maintaining 
the “principles of the responsibility paradigm...that is consistent with and builds on existing and improved 
consumer-oriented obligations and protections.”31 For state-regulated entities, we can look to national 
legislation that establishes principles, a regulatory floor, and a back-up regulatory regime if states fail to 
adopt the regulatory minimum.3 

 

 

CASE STUDY

Massachusetts CRA Expansion to independent mortgage companies and credit unions. 
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The state of Massachusetts successfully expanded the CRA to include banks, independent mortgage 
companies, and credit unions, which can be a model for expansion at the federal level. Massachusetts 
CRA-regulated entities can earn one of five ratings: Outstanding, High Satisfactory, Low Satisfactory, Needs 
to Improve, and Substantial Noncompliance. In addition to exam sections that are similar to federal exams, 
Massachusetts also includes more rigorous tests on fair lending and abusive lending.  
 
Massachusetts Chartered Banks and Credit Unions:  
Most recently updated in the 2016 Community Reinvestment revolution (209 CMR 46.00), the Massachusetts 
Division of Banks (DOB) includes an evaluation for CRA compliance and for compliance with the Equal Credit 
Opportunity Act (ECOA), the Home Mortgage Disclosure Act (HDMA), and other consumer protection and fair 
lending laws and regulations. Massachusetts chartered banks and credit unions are subject to a lending test, 
investment test, service tests, community development test, and strategic plan evaluation. Massachusetts 
expansion of CRA to credit unions is based on asset sizes and complexity of the credit union. 
 
Mortgage lenders:  
As of the 2007 Mortgage Lender Community Investment regulation (209 CMR 54.11), mortgage companies 
chartered in Massachusetts and mortgage companies chartered in other states but operating in 
Massachusetts, making 50 or more home mortgage loans in the two previous calendar years, must undergo 
CRA examinations. Examinations for mortgage companies include a lending test (number and percentage of 
home loans issued to LMI borrowers and communities), services test, and an optional investment test.33  
 
Applying more rigor to CRA ratings and review: 
Differing from the current CRA, the Massachusetts CRA ranks entities on a scale of five performance ratings 
instead of four and embeds consumer protection and fair lending responsibilities into the evaluation process. 
In addition to performance and tests and standards to evaluate CRA performance, the DOB reviews 
Massachusetts chartered banks and credit unions for evidence of discriminatory lending practices, evaluated 
through review of credit applicant treatment based on race, color, religion, national orgin, ethnic origin, sex, 
martial status, age, sexual orientation, physical impairment, source of income, and property location.34 In the 
mortgage company exams, Massachusetts includes a section called “loss of affordable housing” which 
reviews whether or not lending activity has contributed to LMI borrowers losing housing, in addition to a 
services test that “establishes expectations that mortgage companies must market to underserved 
populations and locate branches in LMI tracts.35 The most recent Massachusetts CRA ratings are as follows:  
 

● 131 Massachusetts banks have CRA ratings as of 2019: 23 (17.6%) are rated “Outstanding,” 18 (13.7%) are rated 
“High Satisfactory,” 88 (67.2%) are rated satisfactory, and 2 (1.5%) are rated “Needs to Improve.” 

● 61 Massachusetts credit unions have CRA ratings as of 2019: 2 (3.3%) are rated “Outstanding,” 7 (11.5%) are 
rated “High Satisfactory,” 52 (85.2%) are rated “Satisfactory,” and none are rated below “Satisfactory.” 

 



 

 
 
Potential to Unlock Catalytic Capital 
Put simply by the former head of OCC, Eugene Ludwig, “because nonbank financial institutions now hold 
more financial assets than banks and thrifts, the current CRA is tapping a declining share of the financial 
services sector.”38 By expanding CRA activity beyond currently regulated banks, this policy will unlock 
additional sources of capital for community development (arguably catalytic in itself), particularly capital 
intended for LMI populations.  
 
In terms of potential impact of expansion of CRA, we should also look into the economic benefits of CRA. 
According to a study by Harvard, the additional scrutiny of lending in CRA designated assessment areas 
as a result of CRA regulation was equivalent to a 1.3 percentage point reduction in unemployment.39 The 
impacts of the CRA on home ownership rates can be significant. The Federal Reserve of Philadelphia 
estimates when a neighborhood census tract loses CRA eligibility, the volume of purchase mortgage 
originations by CRA regulated lenders can decline by as much as 20 percent, and subsequently this 
decline is partially backfilled (approximately half) by greater involvement from riskier and more costly 
lending by nondepository institutions that are not subject to CRA.40 Similarly, evidence shows generally 
positive effects of CRA neighborhood eligibility on the growth of small businesses, particularly in terms of 
loan originations in lower-income neighborhoods.41 Small business growth and home ownership are not 
only positive indicators of access to credit, but also can be powerful drivers of local wealth and job 
creation.  
 
Expansion of the CRA to non-bank financial institutions will increase equitable access to financial 
services and products necessary to retain and grow wealth, such as homeownership and employment 
through small business growth.  
 
 

 
 

02     Policy Option 2: Define catalytic capital investments as a qualifying activity under CRA.
 

  
We propose a clarification to the existing CRA regulation and proposed CRA modernization, which seeks 
to normalize catalytic capital as a qualifying activity under CRA. CRA-qualifying catalytic capital refers to 
financial capital (equity, loan, grant) that is patient (length of commitment), flexible, risk tolerant, and/or 
sometimes concessionary (as defined by position in the capital stack), and which enables either or both, 
third-party traditional capital investment or follow-on investment that would not otherwise be possible. In 
particular, we recommend greater clarification, use and acceptance of CRA-eligible activity aligned to 
impact investments, particularly the provision of equity and equity-equivalent capital into financial 
intermediaries that better serve LMI communities.  
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Establishing an accurate assessment area for Massachusetts chartered credit unions 
The federal CRA assessment area designation is defined by geographies where the bank has a physical 
location (office, branch, atm, etc.) and/or the surrounding geographies in which the bank has originated or 
purchased a majority of its loans. The expansion of CRA to Massachusetts chartered credit unions allows for 
credit unions whose membership by-law provisions are not based on residence, to use their membership 
as the assessment area, instead of a geographical area.36 Under this regulation, a credit union can 
define their assessment area to be defined by either their field of membership or by the county or 
counties they serve (e.g., if the credit union serves firefighters, the assessment area could be 
defined by wherever the firefighters live).37  



 
This recommendation may also include provision of what is known as “second-chance” capital, or capital 
that is provided to individuals that have been declined capital and otherwise would not have been 
considered, including checking, savings, and money market accounts, certificates of deposit to meet a 
variety of deposit needs of a community, and lending activity including commercial and small business 
loans, consumer real estate mortgages, down payment assistance and home equity loans, and vehicle 
and other consumer loans.42 Consistent with the CRA regulation, we recommend that any provision of 
catalytic capital is consistent with safe and sound operations.  
 
 
Examples of catalytic capital activity that could be classified as a qualifying CRA Activity:  
 

 
 
Allowing for CRA eligibility for catalytic capital investments will better align these types of public/private 
partnerships with community development best practices and result in greater impact. 
 
Benefits to LMI Populations 
We recommend that the definition of qualifying catalytic capital activity must either primarily or 
exclusively benefit LMI communities, or intermediary organizations and funds that invest in LMI 
communities. Careful consideration should be given as to whether the qualifying language includes 
“primarily” as opposed to “exclusively,” as robust arguments for both exist. Including “exclusive benefit to 
LMI'' offers a way to reduce subjectivity and ensure clarity around qualifying activities. Reducing 
subjectivity has been a major consideration in recent CRA reform activity. However, using language to 
“exclusively benefit” also excludes potential investments, such as mixed-use investments, that can have 
substantial positive impact to a community, while also being more attractive to investors due to 
diversification of risk.  
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ENHANCING CAPACITY OF 
EXISTING ORGANIZATIONS 
SERVING LMI POPULATIONS:  
 
Equity Equivalent (EQ2) 
Investment is a capital product 
for community development 
financial institutions (CDFIs) and 
their investors. EQ2 is a long-term 
deeply subordinated loan with 
features that make it function like 
equity. It is a financial tool that 
allows CDFIs to strengthen their 
capital structures and leverage 
additional debt capital. This 
enables them to increase lending 
and investing in economically 
disadvantaged communities.  

 
 
QUALIFYING PUBLIC  
PRIVATE PARTNERSHIP: 
 
 
In October 2020, The Woodforest 
CEI-Boulos Opportunity Fund closed on a 
$1.33 million equity investment into the 
Sharswood Ridge Oppor- 
tunity Zone project in Philadelphia. The 
Sharswood community is a federally 
designated “food desert” and “severely 
distressed” area. This mixed-purpose 
project will bring affordable housing, 
retail including a grocery store, a bank 
branch, and an urgent care medical clinic 
to the community. The project is 
expected to generate more than 200 
construction jobs and over 200 
permanent jobs.* 

 
 
PARTICIPATION IN 
OUTCOMES-BASED 
FINANCING: 
 
Broader participation in 
outcomes-based financing for 
community development. 
Under this CRA qualifying 
activity allowance, we foresee 
additional incentives for banks 
to participate in the growing 
market of outcomes-based 
financing, particularly in the 
more subordinate capital 
stack position or through 
provision of letters of credit.   
 
*See footnotes.43 

 



 

 
Challenges to Policy Implementation 
There has been criticism of expanding CRA-qualifying activities, with particular reference to large 
infrastructure projects (for example, federally funded highway projects46), Opportunity Zone investments, 
and concerns around eligible activities that do not have an exclusive impact on LMI populations. This 
challenge will be particularly relevant when defining eligible catalytic capital activity.  
 

 
At this time, it is also unclear how this policy would interact with the new OCC Rule issued in May 2020, 
including the new allowance in the OCC Rule that provides for “added multipliers for complex and 
innovative transactions,” which has not yet been clearly defined.47 Furthermore, the impact of an 
Advanced Notice of Proposed Rulemaking (ANPR) issued by the FRS could pose additional challenges 
given the changes in bank behavior that result from changes to the bank evaluation and ratings process, 
which is under review and not known at this time. Prior to the new rule, the 1995 CRA revisions 
emphasized lending (50 percent weighting) over community development investments and retail (25 
percent each). Lending included home mortgages and small business loans, however community 
development lending was only used to enhance the lending score. Should the qualifying activity of 
“catalytic capital” be considered “community development” it might be necessary to revise how 
community development activity is taken into the overall lending test to create an incentive.48 See 
Limitations of CRA Regulation at the end of this document. 
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  Potential to Unlock Catalytic Capital 
If financial institutions are given the 
ability to receive CRA credit for 
“catalytic capital” investment as a 
qualifying activity, regulated banks 
might have more incentive to pursue 
impact investments that they otherwise 
might find unattractive, such as 
first-loss/subordinate capital, more risk 
tolerant, patient capital. Guidance on 
CRA credit for catalytic capital could 
help incentivize more bank capital 
(particularly equity capital), flowing into 
organizations that serve LMI 
communities such as Community 
Development Financial Institutions 
(CDFIs), Community Development 
Corporations (CDCs), Minority Deposit 
Institutions (MDIs), and other 
organizations that benefit from 
community expertise and provide 
critical financial products and services.  

 
ADDITIONAL OPPORTUNITIES AND BENEFITS 
 

● Organically grow the impact investing market.This policy 
will give CRA-regulated entities flexibility and incentive to 
engage in non-traditional CRA transactions that 
otherwise might not have been allowable or considered 
under existing CRA guidance. Examples could include 
CRA credit for taking a subordinate position in a social 
impact bond, or committing patient capital (over 5 years) 
to a community development project (and receiving 
credit for each year of commitment), or funding an 
innovative financial service such as piloting postal 
banking.44 Participation and scale provided by financial 
institutions will help to normalize and grow impact 
investing activity.  

● Incentive for innovation. This policy could create an 
avenue for innovation within the CRA for banks to 
contribute dollars to broader community development, 
particularly efforts aside from affordable multifamily 
housing, which within a bank’s assessment areas can 
“double count” toward CRA requirements, earning both 
multifamily and community development lending credit.45 

 

    Mitigation: We recommend a pre-approval process, as provided in the new OCC Rule (May 2020), and as 
suggested in the September 2020 FRS Advanced Notice of Proposed Rulemaking. This process would 
establish transparency among the banking community, set precedence on qualifying catalytic capital 
activity, and allow a pathway for innovation. In time, this process will improve market efficiency and 
coordination, an important step in bridging the gap between CRA and impact capital.  

 



 
With respect to concerns around increasing bank activity through the CRA, there has been criticism about 
the CRA’s role in the subprime mortgage crisis; however, there has been very little evidence that this is the 
case.49 Providing credit for catalytic capital that is subordinate/higher-risk might raise a red flag under 
this criticism. However, one way to mitigate this would be to limit the amount of capital that is placed in 
higher-risk activity. CRA-qualifying activity is still subject to the credit approval process at the bank, which 
would still be responsible for determining an acceptable level of risk on a transaction by transaction 
basis.  
 
 
MULTIPLIERS: USE AND CONSIDERATIONS

 
Using a Multiplier to Incentivize Catalytic Capital 
To help incentivize CRA-regulated financial institutions to provide catalytic capital, we could consider a 
multiplier for additional CRA credit, however we would like to provide additional context around 
considerations on the potentially distorting effects of a multiplier. A multiplier was introduced in the OCCs 
regulation with the following definition, “the quantified value of the activity for purposes of applying the 
general performance standards to the bank’s activities will be increased by a multiplier during the 
evaluation period but only if the bank has properly obtained confirmation by the OCC.”50 Consistent with 
the OCC’s final rule, if a multiplier is included as part of this provision, we suggest it be applied only with 
pre-approval by the appropriate regulating body.51 We also suggest that the multiplier not be applied until 
the amount of community development activities (qualified dollar values of its current period) exceeds 
the amount in the prior exam period.52 

 

 

 
 
Additionally, we could consider multipliers that are based on the amount of additional private sector 
capital leveraged through the catalytic investment, with certain considerations as described below. In this 
context, a multiplier, or an incentive outside of the CRA (such as a tax credit), is likely necessary to 
change the behavior and preferences of CRA-regulated financial institutions to pursue catalytic capital 
investments, (see, “Consideration of the Limitations of CRA to Unlock Catalytic Capital” at the end of this 
document for more information). However, a multiplier incentive will require further consideration with 
respect to unintended adverse consequences of a multiplier. First, multipliers on certain activities might 
create incentives for investment activity that does not align with market needs, (see “Case Study 
Example: Challenges of Multipliers”).53 This consideration is particularly relevant to fixed rules of applying 
multipliers, which is why we suggest an approach that requires review by the appropriate regulating body.  
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EXAMPLE OF “CATALYTIC CAPITAL”  MULTIPLIER   
 
An Equity Equivalent (EQ2) is a CRA-eligible instrument that allows credit for the additional private capital 
the EQ2 investment leverages. One example of how a multiplier might work is the following: Suppose a 
CRA bank makes a $1 million first loss investment that facilitates and de-risks an additional $3 million 
private sector senior capital investment. The bank would receive credit for its investment, plus 50% of the 
private sector capital that it leveraged, for a total credit of $2.5 million.  
 

 



 
Challenges of Multipliers 
 

 
Additionally, we could consider multipliers that are based on the amount of additional private sector 
capital leveraged through the catalytic investment, with certain considerations as described below. In this 
context, a multiplier, or an incentive outside of the CRA (such as a tax credit), is likely necessary to 
change the behavior and preferences of CRA-regulated financial institutions to pursue catalytic capital 
investments, (see, “Consideration of the Limitations of CRA to Unlock Catalytic Capital” at the end of this 
document for more information).  
 
However, a multiplier incentive will require further consideration with respect to unintended adverse 
consequences of a multiplier. First, multipliers on certain activities might create incentives for investment 
activity that does not align with market needs, (see “Case Study Example: Challenges of Multipliers”).54 
This consideration is particularly relevant to fixed rules of applying multipliers, which is why we suggest 
an approach that requires review by the appropriate regulating body.  
 
Consideration should also be given to potential gaming and market distortion that could occur with the 
use of a multiplier. For example, if leverage is used to determine a multiplier, the bank could receive 
additional credit for providing both a commercial rate loan and a subordinated “catalytic” loan to the 
same project or enterprise, with the intent to claim their commercial loan as leverage and the mechanism 
by which leverage is determined.55 Consideration should be given to whether or not a multiplier would 
result in less community development activity overall or a loss of community development transparency, 
two primary concerns expressed by comments responding to the OCC’s most recent ANPR prior to the 
rule issued May 2020.56 Additional restrictions on multipliers were suggested by community groups, 
industry, and public commenters including a recalibration of multipliers including a regular public 
feedback process.  
 
With more exposure to the transaction, the CRA-regulated entity making the catalytic capital investment 
would have an incentive to support financial performance. Having multiple types of exposure is not 
uncommon in the catalytic capital market. For example, private foundations are major providers of 
catalytic capital. One way that catalytic capital is derisked is by pairing different types of capital in the 
same transaction. This approach is consistently implemented at the Bill and Melinda Gates Foundation, 
where Program Related Investments (loan, equity investment, or guarantee, made by a foundation in 
pursuit of its charitable mission, often used as catalytic capital) are de-risked by pairing investments with 
programmatic grant capital to support expected financial and social returns.57 CRA financial institutions 
could take a similar approach by supporting catalytic capital investment dollars with grant dollars, and 
receiving CRA credit for both. 
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    “The problem with multipliers is that they do not adjust for relevant Performance Context factors (see 
author’s Fourth Comment dated April 8, 2020). For example, a fixed rule of applying a multiplier of two 
for investing in a CDFI minority bank Certificates of Deposits as compared to no multiplier for traditional 
Mortgage Backed Securities (MBS) secured by loans to LMI borrowers may be flawed if the bank being 
evaluated is in a market where affordable housing is the most critical credit need.  In that case, MBS 
secured by loans to LMI borrowers are the primary vehicle for providing affordable housing, whereas the 
funds provided to a minority bank may or may not be used for that purpose.”  
 
See comment memo submitted on OCC/FDIC CRA NPR: “The 75% Solution to Optimal CRA Reform”.  

 



 

03     Policy Option #3: Define qualifying CRA expenditures on technical assistance (hours, grants or 
investments) that support catalytic capital investments and/or improve, standardize, and scale impact 
measurement practices. 

 
 
Research shows the benefits of community-led economic development in creating more resilient and 
inclusive economies.58 However, communities often lack the technical expertise and/or resources needed 
to develop and implement strategic economic plans, particularly those that require innovative and 
sophisticated development and financing options (as has been seen through the implementation of 
opportunity zones). On the capital side, we see that CRA transactions with high community impact are 
often not approved because the bank does not receive credit sufficient to justify the effort.59 An incentive 
that encourages CRA expenditures on technical assistance could help bridge critical information and 
readiness gaps that often impede community-led innovation and investment, while providing sufficient 
CRA credit to make the engagement and transaction worthwhile. 
 

 
Over the long term, investing in community-led economic development, including investment readiness, 
will contribute to more sustainable and inclusive economic growth. Inclusive economic growth will 
support increasing individual wealth and product/service sophistication, resulting in greater credit needs. 
Because CRA-regulated entities will benefit from growing needs for their services and products, this type 
of CRA-incentivized activity should be viewed as a win-win for both locally served CRA communities and 
the CRA capital providers. Within the context of improving market readiness, we have identified three 
primary needs behind community-led economic development:  
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CRA-regulated banks can currently receive 
CRA credit for providing technical 
assistance on financial matters to 
nonprofit, tribal, or government 
organizations serving LMI housing or 
economic revitalization and development 
needs, as well as to small businesses or 
community development organizations.60 
However, even though direct support made 
through philanthropic community 
development grants receives some CRA 
credit under the Investment Test, the dollar 
volume of grants often pales in comparison 
to the dollar volume of investments.61 This 
reality makes these grants unappealing to 
banks trying to reach their CRA 
requirements in the most economically 
efficient way possible.  

 
CURRENTLY ALLOWABLE ACTIVITY UNDER “CRA 
COMMUNITY DEVELOPMENT” 
 
Investments can include economic development activity 
such as:  
 
● Job creation including permanent job creation, 

retention, and/or improvement for LMI persons or 
initiatives that include provisions for creating or 
improving access by LMI persons to jobs or job 
training or workforce development programs 

● Community or tribal-based child-care 
● Educational, health, social services to LMI populations 
● Workforce development or job training programs 

targets to LMI persons 
● Affordable housing for LMI individuals 
● Activities that revitalize or stabilize LMI areas, 

designated disaster areas, or underserved or 
distressed nonmetropolitan middle income 
geographies 



 

 
Incentivising CRA credit for improved data and measurement infrastructure could foster greater adoption 
of impact measurement among community organizations and the banking and impact investing 
community more broadly. Accepted methods could include OFN’s CDFI Assessment and Rating System 
(CARS), IRIS, or GIIN.63 Activities to improve impact measurement processes and data could include 
building out robust reporting standards, improving internal and external processes, and covering third 
party evaluation expenses. and marketing efforts to improve impact measurement processes and data.  
 
In addition to general provision of CRA credit for technical assistance, in certain cases, this CRA 
allowability could be mandated where the impact of an activity is unknown and/or requires additional 
technical assistance or impact measurement. Another solution could be to require technical assistance 
and/or impact measurement for CRA activity that has either been recently included as “qualifying” or 
activity that requires pre-approval by the CRA regulating body (an option for pre-approval was included in 
the new OCC Rule and the ANPR issued by FRS). For example, additional technical assistance could be 
required when paired with another incentive such as the use of CRA capital in qualified opportunity zones.  
 
Potential to Unlock Catalytic Capital 
While this policy does not directly unlock catalytic capital, it would help grow the market for the catalytic 
capital in two ways.  
 
First, direct technical assistance would help support communities that are on the demand side of 
catalytic capital. As with any financial market, problems can exist on the demand side (or accepting side) 
of catalytic capital and the impact investing market more broadly, including lack of willingness to seek 
investment, lack of knowledge among investees, and lack of general investment readiness among those 
that seek investment.64 With improved capacity, local communities would be better able to attract and 
accept catalytic capital, alongside other forms of external capital.  
 
Second, more robust local outcome and impact measurement infrastructure might ultimately incentivize 
more catalytic, impact-first investments by CRA-regulated and non-CRA-regulated entities, particularly if 
the entity was part of the community-led economic development process. In this way, we hypothesize a 
spillover effect for this policy to create more impact investing market readiness, transparency, and 
efficiency. Accurate and robust impact measurement is a necessary component of impact investing 
transactions, across asset classes, but particularly to impact-first investments. With more adoption and 
normalized practice, we can more accurately predict and measure social returns of a given transaction. In 
this way, this policy proposal helps to build market infrastructure and contributes to the growth of the 
impact investing market. 
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    01.  Community development planning 
 

This includes support to develop community-driven economic development efforts aligned with 
activities that already qualify for CRA Community Development Credit (see “Currently allowable 
activity under CRA Community Development”).62 

    02.  Community investment readiness 
 

Building community capacity required to attract external investment. 

    03.  Improved data and measurement infrastructure 
 

Improve internal data and measurement infrastructure, impact measurement and impact 
measurement practices at CRA-eligible partner organizations (e.g., CDFIs, SBICs, 501(c)3s, etc.) to 
help attract public and private social capital.  



 
Challenges to Policy Implementation 
Regulatory oversight must be included as part of this solution to ensure that any credits being claimed are 
being used to drive community-led economic development and/or improve impact measurement 
infrastructure internally at the bank claiming credit, or externally at CRA partners.  
 
For impact measurement implementation specifically, CRA-regulated banks and regulators should agree 
upon a common framework and suggested methodologies (e.g., IRIS+, CARS, GIIN, etc.) for impact 
measurement to ensure that adoption of impact measurement practices also supports market 
standardization. We do not recommend mandating any one particular framework until a commonly 
accepted and standardized impact measurement methodology exists.  

 
Examples of how technical assistance can support catalytic capital investments 
Community Development. The Federal Reserve Bank of St. Louis prepared an introduction on the 
importance of community development to promote economic growth and financial stability in 
communities across the country, especially those in LMI areas. Two case studies (“Community 
Collaboration Spurs KIPP: St. Louis” and “Memphis Organization Lifts Voices of Community”) show how 
community-led development can attract investment to a local area.65 By supporting community-led 
development, CRA financial institutions can help support local economic growth, while building their 
internal pipeline of eligible CRA investment.  
 
Impact Measurement: One of the first public examples of CRA using impact measurement in the 
underwriting process was in 2006, when the Merrill Lynch Community Development Fund implemented 
the use of the CDFI Assessment and Rating System (CARS), a comprehensive, third-party analysis of 
impact performance and financial strength, to place $93 million with community development financial 
institutions across the U.S.66 
 
 

 
 
 
 

CONSIDERATION OF THE LIMITATIONS 
OF CRA TO UNLOCK CATALYTIC CAPITAL 
 
 
CRA as a Mechanism to Influence Bank Behavior 
The goal of this white paper is to propose policy options that would influence CRA-regulated bank 
participation in the impact investing market by way of providing “catalytic capital.” While achieving this 
goal will require incorporation of the policy concepts outlined above, it will also require a significant shift 
in behavior and decision making at financial institutions. A shift in behavior would require a regulatory 
incentive (a “carrot”) or a regulatory requirement (a “stick”). Despite broad agreement that the CRA has 
been somewhat successful in changing bank behavior towards reinvesting deposits back to where they 
are sourced, we would like to note some potential limitations around the effectiveness of CRA as a 
mechanism to unlock catalytic capital in the impact investing market, without additional measures 
designed to change bank behavior by way of a regulatory “carrot” or “stick.”67 Of note, we discuss the 
limitations of the existing ratings and evaluations process, the need for regulatory consensus, and 
consideration of behavior incentives that live outside of the CRA. 
 
First, one of the primary mechanisms the CRA utilizes to influence bank behavior is the CRA evaluations 
and ratings system (including assessment areas and performance standards). Under the most recent 
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CRA rating system (prior to the new rule issued independently by the OCC in May 2020), there were five 
evaluation methods that varied between the FRS, FDIC, and OCC: small bank evaluation, intermediate 
small bank evaluation, large bank evaluation, community development test, and strategic plan.68 Each 
method evaluates respective banks in a unique way, incorporating factors such as a bank’s previous CRA 
ratings.  
  
Regulatory agencies use the CRA rating system to incentivize good performance by allowing poor ratings 
to slow potential merger activity and halt bank branch expansion plans. However, in 2019, 98.7 percent of 
banks received either outstanding or satisfactory CRA ratings.69 Evidence also shows that since CRA 
ratings became public, CRA noncompliance ratings have decreased from a high of 10 percent in the early 
years to 2 percent or less in recent years (1990–1996).70 Under the existing ratings system, given that 
most banks receive a passing rating, there is little incentive for CRA-regulated banks to increase their 
community reinvestment efforts or adopt new catalytic capital practices, even if the activity qualifies, due 
to existing understanding and complacency around acceptable action to achieve a passing rating. 
 
The current treatment of the CRA ratings systems was largely a result of the 1995 interagency CRA 
revisions, which put new emphasis on “production over process,” rewarding CRA activity by dollar and unit 
volumes. This change drastically reduced regulatory burden and resulted in increased CRA lending, but it 
is not clear that this increased quantity of activity actually led to more impact and strengthened 
communities. With priority placed on volume, banks have moved in favor of CRA products with 
economies of scale, leaving little incentive to develop niche products, participate in complex or innovative 
deals, or emphasize impact over profit.71 Without incentives for niche products, banks have little 
motivation to tailor offerings to community needs, “the greater the variety of activities desired, the less 
weight each gets, thus opening the possibility that some activities will not yield a sufficient payoff to 
warrant any significant attention by the banks.”72  
 
 
Because of these limitations, the policy options described above might have limited uptake unless there 
is also a change to the CRA evaluation and ratings process. While outside the scope of this paper, 
potential suggested modifications to the ratings mechanism that might shift bank behavior could be 
additional rigour applied to the evaluations and rating process, with particular attention to 
anti-discrimination practices and consumer lending protection. Additional modifications could include a 
limitation on the number of outstanding ratings that are given in each ratings cycle, reduced insurance 
premiums for those banks that receive outstanding ratings, or other incentives for outstanding ratings.73 
 
 
Current CRA Context and Impact to Ratings Mechanism 
Changes to the CRA evaluation and ratings process have been a major component of discussions to 
revampt and modernize the CRA beginning in 2018. In 2019, the OCC and FDIC released a Notice of 
Proposed Rulemaking (NPR) to modernize CRA legislation.The OCC acted alone in releasing a Final Rule 
concerning CRA regulations on May 20, 2020 with new regulations going into effect October 1, 2020. 
Changes include the enumeration of CRA-qualifying activities, how banks will determine assessment 
areas, the establishment of new performance standards, and increasing data collection requirements. In 
September 2020, the FRS released its own Advanced Notice of Proposed Rulemaking, which differs 
significantly from that of the OCC.74 For example, the OCC rule includes implementation of a single dollar 
volume metric (which could significantly change the type, quantity, volume, and location of CRA activity). 
There are still questions as to how the final rule will be implemented, which could create challenges with 
respect to quantifying the eventual impact of any CRA policy change. 
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Prior to the OCC rule, there was broad bipartisan support for responsible modernization, including support 
among the nation’s largest banks and most progressive community advocates.75 Failure to agree on a 
joint rule could result in confusion and inefficiencies among banks, community partners, and present a 
risk of regulatory arbitrage, (for reference, the OCC oversees about 70 percent of CRA activities, while 
FDIC/FRS are responsible for the remaining 30 percent). Some research suggests that rather than a 
radical overhaul as proposed by some of the agencies, perhaps what must happen to make the CRA more 
effective is a refinement of performance measures and associated ratings.76 Given the CRA evaluation 
process is the primary mechanism that exists in CRA to shift bank behavior, consent and coordination 
around this process would be a prerequisite to using CRA to unlock catalytic capital through financial 
institutions. 
 
Failure to achieve consensus among the regulating bodies in the foreseeable future will limit any attempt 
to make changes to CRA. While the regulating bodies are currently at odds around CRA reform, we would 
like to note that building consensus among the regulating agencies has historically taken time to achieve. 
For example, during the early 1990s reform process, the FRS took about two years to sign onto the 1995 
reform.77 For the purpose of consensus, we recommend revisiting the original intent and purpose of the 
CRA, while acknowledging key themes and questions such as the emphasis on people or places, 
addressing access or fairness, and reviewing whether or not evaluations be based on processes, outputs, 
or outcomes.78 
 
Both the FDIC and FRS have been hesitant to issue new CRA regulation during the Covid-19 pandemic, 
which could pose an additional delay to any final rules made by the FDIC or FRS. With these limitations in 
consideration, significant departure from interagency consensus warrants thorough assessment of the 
outcomes related to bank behavior as a result of having multiple evaluation processes within the 
CRA-regulated market, particularly among financial institutions that are subject to regulation at multiple 
agencies. 
 
 
Solutions to Influence Bank Behavior Outside of CRA 
Finally, a change to the CRA evaluation process alone might not be sufficient to influence broader bank 
participation as providers of catalytic capital in the impact investing market. The banking industry is 
structured around the prospect of profit, without which, “banks are unlikely to make major investments to 
promote and produce a product on a sustained basis.”79 It would be prudent to acknowledge other factors 
existing outside of CRA that affect bank behavior: capital requirements, interest rate environment, 
changes in tax laws, and technological innovations.80 Ultimately, the decision of CRA regulated entities to 
provide catalytic capital will be based on the combination of these factors, not the least of which is the 
risk tolerance applied to all investments. Consequently, changes to the CRA that are designed to promote 
greater bank participation in catalytic capital investment must also make the activity attractive to banks 
to do so within the confines of their investment frameworks.  
 
 
Suggested Citation: Clarke, K., Dubno, J., Jowers, J., Nicholson, A. (2020). Unlocking Catalytic Capital: Community 
Reinvestment Act (CRA). [White paper]. 
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