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Introduction


On Tuesday, June 8, 2010, the New York City Council’s Committee on Community Development, chaired by Council Member Albert Vann, passed Proposed Res. No. 247-A , calling upon the United States Congress to amend the Community Reinvestment Act to provide incentives to financial institutions to finance stalled affordable housing construction projects by a vote of 6 in the affirmative, with no abstentions.  
Background


The current “Great Recession” strangling the nation’s economy has not spared the once bustling housing market of New York City.  Less than three years ago, the City was experiencing one of its greatest building booms.  However, due to the well-documented crisis within the finance and credit markets, many construction projects within the City have stalled shortly after commencement or have been suspended just short of completion.  In non-recessionary periods, the City’s housing market is notoriously expensive.  During the current financial crisis, securing affordable housing by middle-income residents has become more difficult.  Consequently, the Committee sought to address this issue in its consideration of Proposed Res. No. 247-A.    

Reports indicate that nearly 600 construction sites, representing approximately 11,000 units of new housing, commercial and industrial space, are currently suspended, or stalled in the City 
.  Discussing the need to address this growing trend, Mayor Bloomberg noted that, “Private developments that sit vacant or unfinished could have a destabilizing effect on our neighborhoods” 
. Speaker Quinn addressed the depths to which the stalled projects have affected communities within the City and stated, “The economic crisis has forced everyone to look for new and innovative solutions to age old problems” and added that, “The credit crunch has left buildings across our city empty, just waiting for someone to call them home” 
. Due to market forces creating both the number and effect of the City’s stalled projects, it seemed unlikely that this trend could be reversed in the near future. Therefore, a governmental response on the local level was forthcoming. 

In July 2009, City leaders created a tangible response to the growing problem of stalled construction projects and their impact upon the City’s middle-income home seekers and neighborhoods.  The Mayor and Council devised the Housing Asset Renewal Program (HARP).  HARP, a pilot program, was created with a $20 million fund to convert “unsold condominiums, unrented apartments and stalled construction sites into affordable housing opportunities for moderate- and middle-income families” 
.  The program is a “market-based” program, designed to “gauge market interest”; it requires banks and developers to receive less money from a project than the bank or developer originally invested in the project 
.  The program’s intention was to convert up to 400 housing units.  To date however, the HARP pilot project has not converted any stalled units 
.  Instead, industry experts contend that banks will the stalled projects to remain idle, hoping and waiting for a day in time that the market makes the projects attractive to fund again 
. 

Similar to the local effort by the City to reduce the impact of stalled projects, it has been reported that statewide efforts to re-start stalled projects and likewise met market-based resistance 
.  Industry officials also raise the prospect that the negative impacts on property values and the state government’s inexperience converting stalled projects into moderate-income housing are factors negatively affecting local and state efforts to reduce stalled projects 
.

The Community Reinvestment Act (CRA)

The Community Reinvestment Act (CRA), 
 enacted by Congress in 1977, was a response to perceived “redlining” and other discriminatory and disparate practices that left entire communities with extraordinarily few funding resources.  The CRA was intended to encourage financial institutions, most notably banks and thrift institutions, to provide credit and other financial services to the communities from which these financial institutions received their deposits.  The text of the CRA reads - “regulated financial institutions have a continuing and affirmative obligation to help meet the credit needs of the local communities in which they are chartered”. 
  Federal regulators monitoring bank compliance must “assess the institution’s record of meeting the credit needs of its entire community, including low- and moderate- income neighborhoods, consistent with safe and sound operation of such an institution” 
. A regulated institution can be rated outstanding, satisfactory, needs to improve and substantial noncompliance.  Regulators utilize an institution’s ratings when considering applications for chargers, or the approval of bank mergers, acquisitions and branch openings 
.

The primary impact of the CRA is the public disclosure of an institution’s ratings and performance in meeting the CRA’s goal of servicing the community, which fills its balance sheet with deposits. While the CRA does not have absolute levels at which institutions must provide service, nor does it have mandated funding amounts, nor does it impose explicit penalties or fines for poor or neglectful performance of CRA goals, the CRA has become quite effective at changing the behavior of these lending institutions.  As recounted by a congressional witness who previously served as a director of the Office of Thrift Supervision and as an Executive Vice President of a CDFI the “CRA has generated major changes in the manner in which banks and thrifts view and serve low- and moderate- income communities and consumers.  Billions, perhaps trillions, of dollars of credit and investment has come into these communities spurred, incented, or directed by the act and collateral laws” 
.

Proposed Res. No. 247-A

Proposed Res. No. 247-A seeks federal action as a solution to the stalled projects problem.  Specifically, the Resolution calls upon Congress to provide incentives to regulated financial institutions to finance stalled construction projects of affordable middle-income housing.  The incentive would be the award of credits to the ratings and performance of banks and thrifts within the Community Reinvestment Act evaluation process.  The intent of the Resolution is to facilitate the execution of regulatory agreements between lenders and local housing agencies to provide affordable middle-income housing for families earning up to 130% of the Area Median Income (AMI) for rental units and 165% of the AMI for units for homeownership.

Section 28-b of the New York State Banking Law has a CRA-like statute along with regulations that implement it. The State Banking Department is intending to promulgate regulations that would allow for higher CRA-type credits to be earned by a bank or thrift institution in consideration of  such factors as:

1. Whether the new owner has the support of the community, which may be demonstrated by working with a not-for-profit community development corporation;

2. The length of time that the units will be set aside for affordable, low-and moderate-income housing; and

3. The amount of the write-down that is over and above the amount the bank could have obtained if the set aside for low-and moderate-income tenants was not in place

Proposed Res. No. 247-A calls upon congress to amend the federal CRA to incorporate those factors as well into its required evaluation. 
Congress’ enactment of legislation in conformity with Proposed Res. No. 247-A could improve a financial institution’s CRA rating and performance.  Although the CRA rating does not guarantee any specific benefit to financial institutions rated as outstanding, CRA ratings are considered by regulators when determining whether a bank may expand or merge its operations.

Conclusion

The Committee’s hearing examined the underlying issues addressed in Proposed Res. No. 247-A and ultimately, the merits of the proposed resolution itself.  The Committee heard from a number of interested parties as it took under consideration this proposed Resolution.
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