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— STAFF PERSPECTIVE —

While some aspects of the “new economy” have gone the way of the leisure suit, web portals
continue to evolve and change the way business is done. The possible implications of this
evolution on the democratization of credit are boundless. Historically, businesses have served
a particular geographic marketplace, forcing them to tailor their products and services to
the needs of the population in that geographic marketplace. Some businesses have found
ways to serve a much larger marketplace, not limited by geographic boundaries, by providing
homogenous products and services with broad customer appeal in order to achieve economies
of scale. Our new economy has provided ways for some businesses to achieve economies
of scale by providing tailored products to a marketplace defined by customer rather
than geography.

Case in point: log onto the Internet and shop for a dress shirt with a 19-inch neck and 28-
inch arm length and presto . . . a business in Vermont can confirm your order and have the
shirt delivered within days. It would be safe to assume that Vermont does not have a large
population of men who need such shirts. The Internet provides this business with a link to
brand name portals like Yahoo or America Online, a global marketplace for odd-sized dress
shirts, and “customized” economies of scale.

Any time spent on-line at lending portals indicates that financial institutions are searching
for their place in the new economy. Most institutions are under pressure from shareholders
and analysts to provide their products and services in a streamlined and cost-efficient manner
in order to maintain strong earnings growth, which has led to standardization of products.
Laws like the Community Reinvestment Act (CRA) encourage financial institutions to focus
more on geography than a target customer base; a focus that has been criticized by financial
institutions as limiting their evolution to serve the same role as the odd-sized shirt
manufacturer in Vermont, while being supported by community-based organizations as
a way for financial institutions to be responsive to local community needs. Both sides are
right, and the current review of the CRA regulation will offer an opportunity for both to find
a compromise.

Also important in determining where financial institutions can fit within the new economy
are the capital markets. The products underlying existing mortgage-backed securities are
typically very conservative, and although many of the loans originated by community
development financial institutions over the last decade are virtually standardized, there has
been surprisingly little appetite for securities backed by these loans. Although the CRA's
investment requirements for large financial institutions have encouraged the purchase of
geographically targeted mortgage-backed securities, low-income housing tax credits and
community development municipal bonds, these CRA-related investments are simply a
re-labeling of existing products that were already widely available. It would seem that the
capital markets aren't in a position to lead financial institutions towards the new economy.

Perhaps there are investors out there who would happily purchase securities with different
maturities and weighted interest rates, regardless of geography. The demand created by
these investors would spur the development of a lending portal where potential borrowers
of different income levels could request customized loans that exactly match need with
payment ability. The current review of the CRA regulation provides us with an excellent
opportunity to discuss these types of issues and look to the day when purchasing a home
with a customized loan is as easy as buying an odd-sized dress shirt.
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