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Introduction


On Monday, February 22, 2010, the New York City Council’s Committee on Community Development, chaired by Council Member Albert Vann, will hold an oversight hearing to consider Resolution No. 17, calling upon the New York State Legislature to adopt and the Governor to sign legislation which would allow credit unions, savings banks, and savings and loan associations to accept and secure deposits from municipal corporations. Specifically, the Committee will discuss the current status of legislation, A.8386/S.6221 and A.4370/S.1782, which was introduced by both the New York State Assembly and New York State Senate respectively on January 6, 2010. 


Among those invited to testify are representatives from the United States Small Business Administration, New York State Banking Department, New York City Department of Consumer Affairs, the Community Development Financial Institutions Fund, New York State Office of the Comptroller, Office of the New York City Comptroller, New York State Bankers Association, the Credit Union Association of New York, and other representatives from community development banks, credit unions, loan funds and development corporations and other entities. 

PRIOR COMMITTEE TESTIMONY


On December 15, 2009, the Committee on Community Development held a hearing entitled, “Community-Based Financial Institutions and Their Impact on Community Development.”  The Committee received testimony concerning the prohibition of municipalities (including New York City) from depositing funds in non-commercial banking institutions, such as credit unions, savings banks and savings and loan associations.  Cathie Mahon, the Assistant Commissioner and Executive Director of the Department of Consumer Affairs, testified that credit unions and savings banks were “absolutely as safe a place to deposit money as a bank, New York is one of only five states that require municipal funds to reside solely in banks.”
  Ms. Mahon further added that “the infusion of even a small amount from our point of view of municipal deposits could actually dramatically increase their ability to lend in their communities.”

The Committee received other testimony concerning the significance and effectiveness of non-commercial banking institutions, such as community development financial institutions (CDFI’s), in facilitating funding and development in disadvantaged communities.

EFFECTS OF PASSAGE OF RESOLUTION 17


Resolution 17 supports two sets of legislation currently before the New York State Legislature.  Assembly Bill 8386 and its companion bill, Senate Bill 6221, and Assembly Bill 4370 and its companion bill, Senate Bill 1782 are supported by Resolution 17 [Attachment A].  These legislative proposals break the monopoly on municipal deposits currently enjoyed by commercial banks and trusts.  Although the two set of bills are not identical, both, if enacted would allow three types of financial institutions (credit unions, savings banks and savings and loans) to receive municipal deposits.  The effect of an enactment of either legislation would allow community development financial institutions, such as community development credit unions and community development banks, to receive municipal deposits as well.  


One significant difference between A.8386/S.6221 and A.4370/S.1782 is that A.8386/S.6221 would add school districts as a fourth category of institution permitted to receive municipal deposits, whereas A.4370/S.1782 would make federal savings association a fourth type of institution eligible to receive municipal deposits.

A third set of bills, A.4319/S.717, by Assemblyman Weisenberg and Senator Johnson, are not included within Resolution 17.  A.4319/S.717 would authorize only credit unions, savings banks and savings and loans associations to receive municipal deposits.  The deposits however, would be limited to $1 million per institution and, the municipality making the deposit would have to pre-select the depository institution by resolution, and file the resolution with the State Comptroller’s Office. 
Banks and Disadvantaged Communities

For decades, advocates for low-income communities and disadvantaged minorities have argued that these groups have been disproportionally underrepresented by the mainstream banking industry.  The contention is that the large mainstream banking institutions severely limit the funding of entrepreneurs, small businesses and homeowners in low income and minority populated communities and as a result, legislation on the national level was required.
  

In 1977, Congress addressed the perceived “redlining” and other discriminatory and disparate practices of the banking industry, that left entire communities lacking funding resources.  Congress enacted the Community Reinvestment Act (CRA).
  The CRA was intended to encourage financial institutions, most notably banks and thrifts, 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”.
 If and when funding resources were available to these communities, the lenders were typically credit unions, community development banks and other such institutions, later to be known as CDFI’s
.
Background on Community Development Financial Institutions

Community Development Financial Institutions (CDFI) are financial entities such as banks, credit unions, loan and venture funds that focus on low-income communities.  CDFI’s primary purpose is to provide funding and assistance (technical and administrative) to residents, businesses and other institutions within local communities historically lacking receipt of similar services from mainstream financial entities like commercial banks. CDFI’s in general represent the bulk of direct funding sources for community development in low and middle income communities not serviced by nationally centered institutions.
CDFI’s Gaining Prominence

President Obama, in recognition of the role CDFI’s play in disadvantaged and distressed communities, authorized up to $1 billion in Troubled Asset Relief Program Funds (TARP) money for Community Development Financial Institutions to lend to businesses in distressed communities.
  Treasury Secretary Tim Geithner, following the President’s announcement, stated “These institutions operate in parts of the country where unemployment is way above the national average and where there’s been a huge amount of damage to people’s faith and confidence in the system - This program is a very powerful way to try to make sure that we’re starting to open up some of the credit channels for businesses in parts of the country where it’s most needed, and we think there’s going to be a very high return.”


The U.S. Treasury stated that its mission in funding CDFI’s was “to expand the capacity of financial institutions to provide credit, capital, and financial services to underserved populations and communities in the United States”.
  In describing the unique status and role of CDFI’s, the Treasury department said CDFI’s:

· fill a gap in the market through their focus on low-to-moderate income (LMI) communities

· Serve communities that traditional banks often find unattractive, and many CDFI’s provide non-conforming financial services and products at below-market pricing. 

· Maintain a significant focus on small business lending, and in the current economic environment, CDFIs are registering greater demand for loans as traditional lenders have curtailed lending activities in many LMI communities.


There are generally five types of CDFI’s and of these, credit unions and development banks supply the majority of funding in disadvantaged communities.
 New York City has dozens of CDFI’s and a handful of certified CDFI’s [Attachment B].
Credit Unions Generally

Credit unions are “member-owned, not-for-profit, cooperative financial institutions.”  Credit unions are established federally, by state government or privately.  In the U.S. there are 8,101 federally insured credit unions and 5,036 state chartered and insured credit unions. 
Credit unions have long served low-income communities.  In fact, the first credit union, established in 1908 in New Hampshire, called “St. Mary’s Bank”, was “set up to serve low-income people”.
 

In New York State, there are 461 credit unions, representing over 4.3 million New Yorkers.  New York City has 72 of these credit unions, representing over 698,067 members.
  

In 2007, the Filene Research Institute published a report entitled, “Who Uses Credit Unions?” and the report demonstrated that the least affluent group of U.S. households utilizing banks and credit unions were those who used credit unions exclusively.
 

Community Development Credit Unions

There are 25 community development credit unions in New York City and of this group, 6 are certified community development financial institutions.
 
Community Development Credit Unions (CDCU) are credit unions serving specific neighborhoods.  They are generally non-profit, and regulated by state and federal agencies.  CDCU’s provide affordable credit card and retail financial services, consumer banking services and loans to member-residents of lower income communities. Financial literacy, credit counseling and business planning services are provided for its members.

Typically, membership is available to those who work, live, worship, attend school and volunteer in the neighborhood.
  These credit unions began more than 60 years ago with a specific mission to serve low-income and minority communities “beyond the reach of banks and mainstream credit unions.  They specialize in populations considered “hardest to serve, including low-income wage earners, recent immigrants and people with disabilities.”

Community Development Banks
Community Development Banks are financial institutions that provide capital, in the form of mortgage financing, home improvement, loans to businesses, non-profits and students. Through targeted lending and investment, most of the capital received by these banks comes from deposits from individuals, institutions and governmental sources.  These banks are generally for-profit corporations, regulated by state and federal agencies, which maintain a level of community representation on its board of directors.

In the late 1990s, it was demonstrated that there is a strong connection between financial affiliation and demographic neighborhood characteristics.
 Individuals who were elderly or very young, self-employed, less educated, and who made less money tended to use credit unions and community banks.
Conclusion 


Today’s hearing will examine the merits of Resolution 17 and the underlying legislation which it supports.  The Committee is interested in hearing from all interested parties as it takes under consideration this resolution. 
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