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Community banks—generally small
and locally focused institutions—are
important sources of credit to small
businesses. Since the 2007–2009 financial
crisis, regulators have made significant
changes to the regulatory environment.
While intended to increase institution
soundness and better protect consumers,
regulations and supervision can also
have effects that Congress or regulators
may not have intended. In particular,
questions arose as to whether regulatory
changes reduced community banks’
ability to make small business loans.

GAO was asked to assess the effect
of regulatory changes since 2010 on
community banks and small business
lending. GAO examined the data
regulators use to measure small business
lending, as well as the extent of any
regulatory effects on the amount of
community banks’ small business lending
and their lending processes, changes
in bank populations, and financial
performance. GAO analyzed community
bank lending and financial data from 2001
through 2017, built econometric models
using these and other data, and surveyed
a nationally representative sample of
over 450 community banks. GAO also
interviewed staff from community banks
(selected to ensure a range of sizes and
geographic regions), small business
advisers, banking and consumer advocacy
groups, and financial regulators.

What GAO Recommends
GAO makes three recommendations to
banking regulators to reevaluate and
modify, as needed, the data they collect
to measure small business lending. They
agreed to the recommendations.

View GAO-18-312.  For more information, 
contact Lawrance L. Evans, Jr. at (202) 512-8678 
or EvansL@gao.gov or Oliver Richard at (202) 
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What GAO Found
The data that banks report to regulators have characteristics that make
determining how community banks' small business lending changed since 2010
difficult. However, GAO's analysis found that the regulatory environment likely
had a generally modest effect on various aspects of community banks and their
small business lending.

Regulators data on small business lending. The data community banks report
to regulators do not accurately capture lending to small businesses because
the data exclude some loans to small businesses. Specifically, the definition
of small business loans used for banks' reporting excludes loans greater than
$1 million and has not been adjusted for inflation since 1992. In addition, the
data capture loans by their size rather than the size of the borrowing entity,
and therefore could include small loans to large businesses. These limitations
hamper regulators' and policymakers' ability to assess actual changes in banks'
small business lending, including any effect of regulation.

Amount of lending . GAO's analysis used alternative measures of small
business lending and found that community banks' lending likely declined
following the financial crisis but then increased from 2013 through 2017. After
adjusting regulators' data to account for community bank mergers and other
exits, remaining banks' small business lending increased by 5 percent from 2013
through 2017, and total business lending by all community banks grew to exceed
2010 levels. GAO's econometric models also found that community banks' small
business lending since 2010 can be explained largely by macroeconomic, local
market, and bank characteristics, and that the potential effect of regulatory
changes was likely modest.

Lending processes. Based on our nationally representative survey of
community banks, GAO estimates that most community banks made changes
to their small business lending processes since 2010. Most banks cited the
regulatory environment as the primary reason for these changes, which included
seeking more documentation from borrowers and taking longer to make loans.
Representatives of entities that assist small businesses were mixed on whether
these changes affected small businesses’ ability to obtain loans.

Number of community banks. From 2010 through 2017, the population
of community banks decreased by about 24 percent, largely due to mergers
among community banks and a decline in the rate of new bank formations.
However, GAO's econometric model found that macroeconomic, local market,
and bank characteristics explained the majority of these trends, but changes in
the regulatory environment and other factors may have also played a small role.

Community bank financial performance. Although many institutions reported
increasing or reallocating staff and other resources to assist with regulatory
compliance since 2010, GAO's analysis suggests that the effect of these changes
on profitability and customer service were likely modest.

As regulatory changes do not occur in isolation and their cumulative effect
cannot be easily quantified, these results should be interpreted with caution.
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Recommendations for Executive Action

We are making a total of three recommendations, one each to the
Federal Reserve, FDIC, and OCC.

• The Chairman of the Board of Governors of the Federal
Reserve System should collaborate with FDIC and OCC to
reevaluate, and modify as needed, the requirements for the
data banks report in the Consolidated Reports of Condition
and Incomes to better reflect lending to small businesses.
(Recommendation 1)

• The Chairman of the Federal Deposit Insurance Corporation
should collaborate with the Federal Reserve and OCC to
reevaluate, and modify as needed, the requirements for the
data banks report in the Consolidated Reports of Condition
and Incomes to better reflect lending to small businesses.
(Recommendation 2)

• The Comptroller of the Currency should collaborate with
the Federal Reserve and FDIC to reevaluate, and modify as
needed, the requirements for the data banks report in the
Consolidated Reports of Condition and Incomes to better
reflect lending to small businesses. (Recommendation 3)
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Introduction

August 6, 2018

Dear Mr. Chairman:

Financial regulators have implemented many new regulations in the
aftermath of the 2007–2009 financial crisis. The Dodd-Frank Wall
Street Reform and Consumer Protection Act (Dodd-Frank Act) of 2010
included numerous reforms to strengthen practices and oversight of
financial institutions.1 Although community banks and credit unions
were exempt from several provisions of this act, they have had to
respond to additional regulatory requirements as a result of it and
other regulatory efforts. These institutions have historically played an
important role in serving their local customers, including providing
credit to small businesses. Because small businesses are important
to the economic well-being of the United States, questions have been
raised about the effect of regulations on their ability to access credit
from smaller depository institutions. According to Census Bureau
data, businesses with less than 500 employees accounted for about
48 percent of U.S. total employment in 2015. A 2017 Small Business
Administration (SBA) report indicated that small businesses annually
contribute almost 40 percent of the U.S. private nonfarm output,
but noted that these businesses typically faced challenges accessing
credit, a key element of small business survival and growth.2

You asked us to examine the effects of changes in the regulatory
environment on community banks and credit unions and their ability
to meet the needs of small businesses. Changes in the regulatory
environment encompass changes to specific laws and regulations as
well as changes in how existing requirements are implemented and
enforced. This report examines, for the period 2010 through 2017, the
effect of the regulatory environment on community banks and credit
unions, including (1) the data regulators use to measure the volume
of small business lending and how and why small business lending
volumes changed, (2) how and why small business lending processes
changed among these institutions, and (3) how and why the number
of institutions and their financial performance changed, as well as (4)
actions regulators took to identify and mitigate the effects of changes

1Pub. L. No. 111-203, 124 Stat. 1376 (2010).
2Small Business Administration, Office of Advocacy, Small Business Lending in the
United States, 2014-2015 (Washington, D.C.: June 2017).
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in the regulatory environment on these institutions and their small
business customers.3 In response to your request, we also provided
you with a report in February 2018 that addressed which regulations
institutions viewed as most burdensome and what actions financial
regulators had been taking to reduce this burden.4

To identify how and why community banks' and credit unions' small
business lending, number of institutions, and financial performance
changed, we took the following steps:

• Analyzing available data. We analyzed bank and credit union
regulatory data on the level of small business lending; mergers,
failures, and new institution formation; and the market shares,
resource costs, profitability, and operational efficiency of these
institutions from 2001 through 2017.5 Because of limitations with
regulators' data, we also used two alternative measures—(1)
business loans of $1 million or less made by survivor community
banks (that is, community banks that did not become or merge
with a large bank, voluntarily exit the market, or fail during the
period we examined) and (2) community banks' total business
loans—as proxy measures of small business lending. We believe
that these measures, identified through our internal analyses
and our conversations with bank regulators, were suitable as
alternative measures of small business lending.

3Throughout this report, data we report for 2017 are as of June 2017 unless otherwise
noted.
4GAO, Community Banks and Credit Unions: Regulators Could Take Additional Steps
to Address Compliance Burdens, GAO-18-213 (Washington, D.C.: Feb. 13, 2018).
5In this report, we define community banks using FDIC’s definition, which takes
into account institutions’ assets, foreign interests, specializations, and geographic
characteristics. Community banks include banks with up to $39.5 billion in assets
in 2017. We considered all banks that were not community banks to be large
banks. In addition, our analysis excluded the largest credit unions with total
assets above an annual threshold (equal to $201 million in 2001 and $994 million
in 2017). The remaining credit unions included in our population represented
approximately 95 percent of all credit unions as of June 2017. For purposes of
our review, all loans for business activities made by credit unions are considered
small business loans. NCUA terms these loans "member business loans" and
they include any loan, line of credit, or letter of credit where the proceeds will
be used for a commercial, industrial, agricultural, or professional purpose and
the net balance is $50,000 or greater. Data we report on banks and credit unions
are as of June 2017 and all dollar figures in the report are in 2016 dollars. Finally,
excepting some trends reported for business loans of $1 million or less, we
analyzed community bank and credit union data as reported for each period
without further adjustments for mergers, consolidations, or other changes in
the community bank or credit union population that may occur from period to
period.
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• Econometric modeling. We developed econometric models
to better understand how many of the changes in community
bank trends (such as small business lending, mergers, and new
bank formations) could potentially be attributable to changes
in the regulatory environment since 2010. Because measuring
the cumulative effect of changes in the regulatory environment
is difficult, we used a two-stage approach that did not involve
estimating regulatory effects directly. First, we developed
models that used data on macroeconomic, local market, and
bank characteristics (factors represented by variables we could
measure) from 2003 through 2009 to forecast community bank
trends from 2010 through 2016. Second, by comparing the
observed trends that actually occurred during the period to the
trends forecasted by the models, we drew conclusions about the
influence of "other factors," which could include the influence of
changes in the regulatory environment since 2010, changes in
demand for small business loans, technological advancements,
and incentives for banks to achieve economies of scale, among
other things. However, because we cannot distinguish the
components of the "other factors" category from one another, we
cannot know with certainty the effect of changes in the regulatory
environment on community bank trends.

• Surveying community banks and credit unions. We surveyed
generalizable samples of more than 450 community banks and
450 credit unions (selected to represent urban and rural areas,
geographic regions, and a range of size categories) to identify why
they may have made changes to their operations from January
2010 through August 2017.6

• Interviewing key stakeholders. We interviewed 18 banks and
credit unions, selected to represent a range of asset sizes and
geographic regions; consumer groups and financial services
advocacy groups chosen because of their familiarity with
community banks and credit unions and changes in the regulatory
environment; and entities that advocate on business issues or
that provide advice to businesses on lending issues.

To determine how regulators identified the effects of regulatory
changes, we interviewed staff from the Board of Governors of the
Federal Reserve System (Federal Reserve), the Bureau of Consumer
Financial Protection (BCFP), the Federal Deposit Insurance Corporation

6We administered our surveys from July 10, 2017 through August 25, 2017
(for community banks) and from July 17, 2017 through August 25, 2017 (for
credit unions). In our surveys, we asked community bank and credit union
chief executive officers to consider changes to their lending and management
decisions since January 2010. In this report, we refer to the period of our survey
as covering January 2010 through August 2017.

Page 4 GAO-18-312 



Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

(FDIC), the National Credit Union Administration (NCUA), and the
Office of the Comptroller of the Currency (OCC).7 We also analyzed
studies by these entities and other researchers and academics on
trends in banking and lending. In addition, we interviewed staff from
SBA. Appendix I provides more detail on our scope and methodology,
and appendix II provides the structure and specifications of the
econometric modeling and the data we used as inputs.

We conducted this performance audit from November 2016 to August
2018 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform
the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit
objectives.

7BCFP has been commonly known as the Consumer Financial Protection Bureau or
CFPB. According to BCFP officials, the agency is discontinuing use of CFPB and now
uses the agency's statutory name.
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Background

Community banks are generally smaller banks that provide
relationship banking services to local communities and have
management and board members who reside in the communities
they serve. Regulators and others have observed that community
banks tend to differ from larger banks in their relationships with
customers. Large banks are more likely to engage in transactional
banking, which focuses on highly standardized products that require
little human input and are underwritten using statistical information.
In contrast, community banks are more likely to engage in what is
known as relationship banking, in which banks consider not only data
and statistics but also nonquantifiable information acquired primarily
by working with the banking customer over time. Using this banking
model, community banks may be able to extend credit to customers,
such as small business owners, who might not be considered for a
loan from a larger bank that engages in transactional banking.

Small business lending is a significant activity by community banks. As
of June 2017, community banks had over $292 billion outstanding in
business loans with original principal balances under $1 million (which
is how small business loans are defined in regulatory reports), which
represented about 19 percent of these institutions’ total lending. In
that same month, large banks held about $390 billion outstanding
in business loans with original principal balances under $1 million,
representing 5 percent of their total lending.

Credit unions are nonprofit, member-owned institutions that take
deposits and make loans. Unlike banks, credit unions are subject to
limits on their membership because members must share a “common
bond”—for example, working for the same employer or living in the
same community. In addition to providing consumer products to their
members, credit unions are also allowed to make loans for business
activities subject to certain restrictions. These "member business
loans" are defined as a loan, line of credit, or letter of credit that
a credit union extends to a borrower for a commercial, industrial,
agricultural, or professional purpose.8

8 See 12 U.S.C. § 1757a(c)(1)(A); 12 C.F.R § 723.2. The statutory cap on outstanding
member business loans does not apply in the case of an insured credit union that
is chartered for the purpose of making, or that has a history of primarily making,
member business loans to its members; that serves predominantly low-income
members; or that is a community development financial institution as defined by the
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Regulators
Overseeing
Community Banks
and Credit Unions

The regulator responsible for overseeing a community bank or credit
union varies depending on how the institution has been chartered
and whether it is federally insured (see table 1). Federal depository
institution regulators are responsible for ensuring the safety and
soundness of the institutions they oversee, protecting federal
deposit insurance funds, promoting stability in financial markets, and
enforcing compliance with applicable consumer protection laws. All
depository institutions that are covered by federal deposit insurance
have a federal prudential regulator that oversees the safety and
soundness of the institution and may issue regulations and take
enforcement actions against institutions within its jurisdiction.

 Table 1: Federal Depository Institution Regulators and Their Functions
Agency Basic function

Board of Governors of the
Federal Reserve System
(Federal Reserve)

Supervises state-chartered banks that opt to be members of the Federal Reserve System,
bank holding companies, savings and loan holding companies and the nondepository
institution subsidiaries of those organizations, and nonbank financial companies designated
for Federal Reserve supervision by the Financial Stability Oversight Council.

Federal Deposit
Insurance Corporation
(FDIC)

Insures the deposits of all banks and thrifts approved for federal deposit insurance;
supervises insured state-chartered banks that are not members of the Federal Reserve
System, as well as insured state savings associations and insured state-chartered branches
of foreign banks; resolves all failed insured banks and thrifts; and may be appointed to
resolve large bank holding companies and nonbank financial companies supervised by
the Federal Reserve. Also, has backup supervisory responsibility for all federally insured
depository institutions.

National Credit Union
Administration (NCUA)

Charters and supervises federally chartered credit unions and insures deposits in federally
chartered and the majority of state-chartered credit unions.

Office of the Comptroller
of the Currency (OCC)

Charters and supervises national banks, federal savings associations, and federally
chartered branches and agencies of foreign banks.

Source: GAO. # GAO-18-312

Other federal agencies also impose regulatory requirements on banks
and credit unions. These include rules issued by BCFP, which was
created by the Dodd-Frank Act and implements and, where applicable,
enforces federal consumer financial laws.9 BCFP has supervisory
and enforcement authority for federal consumer financial laws for
insured depository institutions with more than $10 billion in assets

Community Development Banking and Financial Institutions Act of 1994. 12 U.S.C. §
1757a(b).
9The Dodd-Frank Act defines "Federal consumer financial law" in the Consumer
Financial Protection Act of 2010 (Title X of the Dodd-Frank Act) and a number of other
consumer laws and implementing regulations. See 12 U.S.C. § 5481(14). For example,
federal consumer financial laws include the Equal Credit Opportunity Act, the Truth in
Lending Act, the Fair Debt Collection Practices Act, and the Fair Credit Reporting Act.
See 12 U.S.C. § 5481(12).
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and their affiliates. The federal depository institution regulators—
FDIC, the Federal Reserve, OCC, and NCUA—examine how federally
insured institutions with $10 billion or less in assets comply with
consumer protection requirements. Although community banks and
credit unions with less than $10 billion in assets would not typically
be subject to examinations by BCFP, they are generally required to
comply with the rules related to consumer protection issued by this
agency.

In addition, the Financial Crimes Enforcement Network (FinCEN)
issues regulations that financial institutions, including banks and
credit unions, must follow. FinCEN is a component of the Department
of the Treasury’s Office of Terrorism and Financial Intelligence,
and it supports government agencies by collecting, analyzing, and
disseminating financial intelligence information to combat money
laundering. It is responsible for administering the Bank Secrecy Act,
which, with its implementing regulations, generally requires banks,
credit unions, and other financial institutions, among others, to collect
and retain various records of customer transactions, verify customers’
identities in certain situations, maintain anti-money laundering
programs, and report suspicious and large cash transactions.10

FinCEN relies on financial regulators and other entities to conduct
examinations of U.S. financial institutions across a variety of financial
sectors to determine compliance with these regulations.

Impact of the 2007–
2009 Financial
Crisis

Assessing the effect of changes in the regulatory environment in
the period following the 2007–2009 crisis is complicated by the
severity of the crisis’s economic impact on the United States. In a
January 2013 report, we reviewed academic and other sources and
found that the 2007–2009 financial crisis, like past financial crises,
was associated with a steep decline in output and the most severe
economic downturn since the Great Depression of the 1930s.11 The
U.S. economy entered a recession in December 2007 that lasted until
June 2009, with U.S. real gross domestic product falling by nearly 5
percent and not regaining its pre-recession level until the third quarter

10Pub. L. No. 91-508, tits. I and II, 84 Stat. 1114 (1970) (codified as amended at
12 U.S.C. §§ 1829b, 1951-1959; 18 U.S.C. §§ 1956-1957 and 1960; and 31 U.S.C. §§
5311-5314 and 5316-5332). The Bank Secrecy Act is the commonly used term for the
Currency and Foreign Transactions Reporting Act, its amendments, and the other
statutes relating to the subject matter of that act. 31 C.F.R. § 1010.100(e).
11See GAO, Financial Regulatory Reform: Financial Crisis Losses and Potential Impacts
of the Dodd-Frank Act, GAO-13-180 (Washington, D.C.: Jan. 16, 2013).
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of 2011. Some studies noted that the impacts of the crisis could
persist beyond 2018 or be permanent.

The 2007–2009 crisis was also associated with large declines in
employment, household wealth, and other economic indicators
that could have affected the rate of new business formations and
demand for small business loans. The monthly unemployment rate
peaked at around 10 percent in October 2009 and remained above
8 percent for over 3 years, the longest such stretch since the Great
Depression. Between 2005 and 2011, households collectively lost
about $9.1 trillion (in constant 2011 dollars) in national home equity
in part because of the decline in home prices. The Federal Reserve’s
Survey of Consumer Finances found that median household net worth
fell by $49,100 per family, nearly 39 percent, from 2007 through 2010.
Such dramatic declines in net worth, combined with an uncertain
economic outlook and reduced job security, can cause consumers to
reduce spending, and lower the financial health of businesses and
their willingness to seek credit. Reduced consumption, all else being
equal, further reduces aggregate demand and real gross domestic
product. However, our 2013 report noted that analyzing the peak-
to-trough changes in certain measures, such as home prices, can
overstate the impacts associated with the crisis, as valuations before
the crisis may have been inflated and unsustainable.12

Changes to
Financial
Regulations since
2010

In response to the 2007–2009 financial crisis, Congress passed the
Dodd-Frank Act, which became law on July 21, 2010. The act included
numerous reforms to strengthen oversight of financial services firms,
including consolidating consumer protection responsibilities within
BCFP, which the act created. The Dodd-Frank Act also directed or
granted authority to federal financial regulatory agencies to issue
hundreds of regulations to implement the act’s reforms. Many of
the act's provisions target the largest and most complex financial
institutions, and regulators have noted that much of the act is not
meant to apply to community banks or credit unions.

Although the Dodd-Frank Act exempts small institutions, such as
community banks and credit unions, from several of its provisions
and authorizes federal regulators to provide small institutions with
relief from certain regulations, it also contains provisions that impose
additional restrictions and compliance costs on these institutions. As
we reported in 2012, federal regulators, state regulatory associations,
and industry associations collectively identified provisions within 7 of

12 GAO-13-180.
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the act’s 16 titles that they expected to affect community banks and
credit unions.13

In addition to regulations resulting from the Dodd-Frank Act, other
regulations have created potential burdens for community banks.
For example, depository institution regulators also revised the
capital requirements applicable to banking organizations, including
community banks. These requirements were to implement the
Basel III framework, a comprehensive set of reforms to strengthen
global capital and liquidity standards issued by an international body
consisting of representatives of various countries’ central banks and
regulators. These new requirements significantly changed the risk-
based capital standards for banks and bank holding companies and
introduced new leverage and liquidity standards. As we reported in
November 2014, officials interviewed from community banks did not
anticipate any difficulties in meeting the new U.S. capital requirements
but expected to incur additional compliance costs.14

Although a number of provisions may ultimately affect lending
by smaller institutions, we noted in our 2012 report that officials
from federal agencies, state regulatory associations, and industry
associations identified only one provision in the Dodd-Frank Act
that was directly related to small business lending.15 This provision
was section 1071 of the Dodd-Frank Act, which amended the Equal
Credit Opportunity Act to require financial institutions to compile,
maintain, and report information concerning credit applications
made by women-owned, minority-owned, and small businesses in
accordance with regulations issued by BCFP. The purpose of the
provision was to facilitate the enforcement of fair lending laws and
enable communities, governmental entities, and creditors to identify
the business and community development needs and opportunities
of women-owned, minority-owned, and small businesses. In May
2017, BCFP issued a request for information to seek public comments
to inform its efforts to implement this additional reporting.16

However, some Dodd-Frank Act provisions have also likely resulted
in reduced costs for community banks. For example, revisions to
how deposit insurance premiums are calculated reduced premiums
by 33 percent for banks with less than $10 billion in assets between
the first and second quarters of 2011. Another change reduced the

13For example, see GAO, C ommunity Banks and Credit Unions: Impact of the Dodd-
Frank Act Depends Largely on Future Rule Making, GAO-12-881 (Washington, D.C.:
Sept. 13, 2012).
14GAO, Bank Capital Reforms: Initial Effects of Basel III on Capital, Credit, and
International Competitiveness, GAO-15-67 (Washington, D.C.: Nov. 20, 2014).
15 GAO-12-881.
16 See Request for Information Regarding Small Business Lending Market, 82 Fed.
Reg. 22318 (May 15, 2017).
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audit-related costs that some banks were incurring in complying with
provisions of the Sarbanes-Oxley Act.

Potential Benefits
of Financial
Regulation

Financial regulations can also provide significant benefits. For
example, a primary objective of banking regulations is to promote the
safety and soundness of banks and the banking system.17 Effective
regulation and supervision can safeguard against future financial
crises and provide an important source of confidence to the market
about the general health and resiliency of the banking sector. Past
banking-related crises have demonstrated the need for federal
banking regulators to respond proactively to problems developing
in the banking system. In February 2018, we reported that staff of
federal regulators and consumer groups noted various benefits
of regulations related to mortgage activities and requirements to
report suspicious banking activities.18 For example, they said that
collecting data on a mortgage applicant’s demographic characteristics
(such as an applicant's race, ethnicity, and sex) has helped address
discriminatory lending practices and are essential for the enforcement
of fair lending laws and regulations.19 Similarly, regulators have
reported that requirements for institutions to report large cash
deposits help ensure that the U.S. financial sector is not used to aid
illicit activity, including the sale of illegal narcotics, terrorism, and
human trafficking.20

17GAO, Bank Regulation: Lessons Learned and a Framework for Monitoring Emerging
Risks and Regulatory Response, GAO-15-365 (Washington, D.C.: June 25, 2015).
18 GAO-18-213.
19Under the Home Mortgage Disclosure Act of 1975, depository institutions with
more than $45 million in assets that do not meet regulatory exemptions must collect,
record, and report data about their applicable mortgage lending activity. See 12
U.S.C .§ 2803 and 12 C.F.R. 1003 supp.I.
20The Currency and Foreign Transactions Reporting Act, commonly known as the
Bank Secrecy Act, as amended by the Uniting and Strengthening America by Providing
Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 (USA
PATRIOT Act), establishes reporting, recordkeeping, and other anti-money laundering
requirements for financial institutions, including a customer identification program
and performance of customer due diligence or enhanced due diligence in certain
situations, unless they are exempted by regulation. Pub. L. No. 91-508, tits. I and
II, 84 Stat. 1114 (1970) (codified as amended at 12 U.S.C. §§ 1829b, 1951-1959; 18
U.S.C. §§ 1956-1957 and 1960; and 31 U.S.C. §§ 5311-5314 and 5316-5332); Pub. L.
No. 107-506, § 352, 115 Stat. 272, 322 (codified at 31 U.S.C. § 5318(h)). Additionally,
during examinations related to these requirements, regulators evaluate institutions’
programs for identifying and reporting transactions that involve sanctioned countries
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and persons to ensure they comply with the economic sanctions administered and
enforced by the Office of Foreign Assets Control.
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Major Findings

Small Business Lending Data Have Substantial Limitations, but the
Eect of the Regulatory Environment on Lending Volumes Appears
Modest

Limitations in the data banks report to bank regulators make it
difficult to determine how small business lending by community
banks changed after 2010. However, alternative proxies that partially
address these limitations suggest that such lending has increased
since the financial crisis. In addition, our econometric analysis
indicates that changes in the regulatory environment likely had a
modest effect on community banks' small business lending volumes
from 2010 through 2016.21 Further, small business lending by credit
unions, which accounts for a small share of total small business
lending, increased considerably from 2010 through 2017.22

21In this report, we define community banks using FDIC's definition, which takes
into account institutions’ assets, foreign interests, specializations, and geographic
characteristics. Community banks include banks with up to $39.5 billion in assets in
2017.
22Our analysis considered only small and medium credit unions, which accounted
for about 95 percent of all credit unions in June 2017. In this report, we define small
and medium credit unions as credit unions with total assets less than a maximum
threshold. The maximum threshold increases each year based on a compound annual
growth rate and was $994 million in 2017. Credit unions make loans for business
activities subject to certain restrictions. As defined by NCUA, business loans include
any loan, line of credit, or letter of credit where the proceeds will be used for a
commercial, industrial, agricultural, or professional purpose and the net balance is
$50,000 or greater. For the purpose of our review, all loans for business activities
made by credit unions are considered small business loans. Because loans less than
$50,000 are not included in this definition of business loans, this approach likely
underestimates small business lending by credit unions. Data we report for 2017 are
as of June 2017.
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Measuring Small
Business Lending
Using Call Report
Data Poses
Challenges

The data banks report to bank regulators on their lending do not
provide a fully accurate measure of loans to small businesses.
Specifically, in Consolidated Reports of Condition and Income (Call
Reports)—financial reports that banks provide to regulators—banks
are required to report any loans they make to businesses with
original principal balances of $1 million or less.23 These data, which
bank regulators use as a proxy to measure small business lending,
appear to show that community bank lending to small businesses
declined after the financial crisis. Specifically, community banks' total
business loans with original principal balances of $1 million or less
decreased by 16 percent from 2010 through 2017, from $347 billion in
outstanding loans to $292 billion.

However, using business loans with original principal balances of $1
million or less is not an accurate measure of small business lending
for two reasons:24

• The measure is based on loan size rather than size of the
business obtaining the loan. As a result, a loan for more than
$1 million obtained by a small company is not reported as a small
business loan. In November 2017, FDIC presented preliminary
results of a survey indicating that banks with less than $1 billion
in total assets (a population that includes most community banks)
made about $93 million in commercial and industrial loans—
one type of business loan included in the Call Report data on
small business lending—as of December 31, 2015, that were
not counted under this measure because the loans to small
businesses exceeded the $1 million threshold.25 In addition, banks

23Call Reports are quarterly financial reports prepared by insured depository
institutions for federal banking regulators. The reports include detailed information
on the operating condition of the institutions, such as income and asset levels.
Regulators use the reports to gauge the individual and collective health of banks
and thrifts. The Call Report data on small business lending we present here include
farm loans of $500,000 or less and 2017 data are as of June 2017. For additional
information about our methodology, see appendix I.
24The Call Report data on business loans, including small business loans, do not
include loans made to borrowers using residential property as collateral. According to
FDIC officials, by not including these loans, the Call Report data may be undercounting
business lending.
25Federal Deposit Insurance Corporation, Community Bank Advisory Committee,
Preview: FDIC Small Business Lending Survey (Washington, D.C.: Nov. 1, 2017).
According to FDIC officials, they anticipate issuing the final report in 2018. The
Call Report data on small business lending include unsecured commercial
and industrial and commercial real estate loans of $1 million or less and farm
loans of $500,000 or less. The FDIC study focused mainly on the commercial
and industrial portion of these data but also found that small business loans
collaterized by residential property are also excluded from the Call Report data
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would also report as part of this measure loans obtained by a
large company for less than $1 million, which further distorts its
use as a measure of lending to small businesses.

• Inflation distorts the accuracy of the measure over time. The
loan thresholds for Call Report data on small business lending
—$1 million for businesses and $500,000 for loans to farms—
are not adjusted for inflation and have not changed since 1992.
As a result, the number of loans that fall under these thresholds
decreases over time due to inflation alone, which averaged about
2 percent annually from 1992 through 2017.26 Therefore, the data
this measure captures have likely significantly underestimated
banks' lending to small businesses since 1992. As shown in figure
1, if the measure's $1 million threshold had been indexed to
inflation, banks would have reported loans with original principal
balances under around $1.6 million as small business loans in
2017. A $1 million loan in 2017 was equivalent to a loan of about
$625,000 in 1992 terms.

on small business lending. The findings of this study suggest that the measure
used to report data on small business lending could result in an undercount
of loans to small businesses. However, these findings cannot be viewed as
conclusive evidence of an undercount of small business lending because the
study relied on one quarter of data and one type of loan. Nevertheless, it is
indicative of inaccuracies that may emerge when using loan amount to proxy
small business lending.
26In this report, we adjusted for inflation using the Bureau of Economic Analysis'
Gross Domestic Product Implicit Price Deflator.
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Figure 1: Effect of Inflation on Bank Regulators' $1 Million Threshold for Small Business Lending, 1992–2017

Notes: These lines represent how the $1 million small business loan threshold would have
changed if it had been indexed to inflation when it was established in 1992 (dotted line)
and what the $1 million small business loan threshold represents in 1992 terms because it
was not indexed to inflation when it was established (dashed line). Data we report for 2017
are as of June 2017.

Another factor affecting the use of these data for assessing
community banks' lending to small businesses is that the population
of these banks changes over time. Thus, the amount of lending
captured by the data can decline as a result of banks exiting the
population, rather than as a result of banks decreasing their lending. A
bank exits the population of community banks when the bank:

• no longer meets the definition of a community bank (for example,
by merging or growing to become a large bank),

• voluntarily exits (for example, by becoming a credit union), or

• fails without being acquired by another community bank.27

27Failures are the closing of banks or credit unions by a federal or state regulator
and generally occur when an institution is unable to meet its obligations to
depositors and others. Mergers are generally a means by which banks or credit
unions can expand their size and geographic reach by merging with or acquiring
other institutions operating under separate ownership. Growth can cause
community banks to become large banks (that is, banks that are not community
banks), leading to exits from the population of community banks.
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As a result, these exits can overstate the extent to which small
business lending as captured in the Call Report data appear to
decrease over time.

Alternative
Measures
Addressing Some
Small Business
Lending Data
Limitations Suggest
That Lending May
Have Increased in
Recent Years

To address some of the limitations of the Call Report data on
small business lending, we examined two alternative measures of
community bank small business lending. These alternative measures
suggest that community banks' small business lending likely increased
from 2013 through 2017 after decreasing from 2010 through 2012
following the financial crisis. Our first alternative measure adjusted
the Call Report data to account for exits by banks leaving the
population of community banks. To account for the effect of these
departures, we identified as "survivor" community banks those
community banks that existed or formed since 2001 and remained
in existence through 2017, and we excluded banks that exited the
population of community banks at any time from 2001 through
2017.28 Analyzing the lending by these survivor community banks
allowed us to capture changes in bank lending levels rather than
changes resulting from banks leaving the population of community
banks.

When we adjusted the Call Report data on small business lending to
account for exits from the community bank population, we found that
survivor community banks' volume of loans outstanding decreased
by 6 percent from 2010 through 2012, but increased by 5 percent
from 2013 through 2017 (see fig. 2).29 This analysis suggests that exits
explain some portion of the 16 percent decline shown by the Call
Report data on small business lending from 2010 through 2017.

28Survivor community banks include community banks that merged with another
community bank such that the resulting bank remained a community bank.
Analyzing survivor community banks allowed us to focus on community banks by
excluding institutions that later became large banks or credit unions or otherwise
ceased operating as community banks. Because the number of community banks
in existence declined over the period we analyzed, survivor community banks
represented about 79 percent of the full community bank population in 2001, and
their proportion of the full population increased each year until reaching 100 percent
in June 2017.
29Data we report for 2017 are as of June 2017.
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Figure 2: Volume of Community Banks' Outstanding Business Loans with Original Principal Balances of $1 Million or
Less, 2001–2017, by Bank Population

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. Survivor
community banks (those that continued operating as community banks from 2001 through
2017) represented about 79 percent of the full community bank population in 2001, and
their proportion of the full population increased each year until reaching 100 percent in
2017. All dollar amounts are in constant 2016 dollars, and data we report for 2017 are as of
June 2017.

Adjusting the Call Report data for exits from the community bank
population does not address all the limitations of these data
discussed above. Specifically, examining Call Report data for survivor
community banks also does not capture small business loans larger
than $1 million, and they may include loans under $1 million made
to large businesses. In addition, this analysis does not overcome the
limitation of the $1 million small business loan threshold not being
adjusted for inflation. Finally, restricting the population of banks for
analysis may also introduce some bias by excluding information on
changes in small business lending by the institutions that exited.

A second alternative measure we used to try to overcome the
limitations of the Call Report data on small business lending was to
examine community banks' total loans to businesses, which banks
also report to regulators and includes business loans of all sizes.
Because data on total business lending includes loans of any size,
inflation does not cause a growing proportion of small business
loans to be excluded from the data over time. FDIC officials said they
typically use the Call Report total business lending measure as a
proxy measure for community banks' small business lending activity.
FDIC officials noted that the preliminary results of their recent small
business lending survey confirm that many community bank business
loans are small business loans. According to this survey, 86 percent
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of banks with assets less than $250 million and 77 percent of banks
with assets between $250 million and $1 billion said that "largely all"
of their commercial and industrial lending is to small businesses.30

However, measuring community banks' small business lending using
data on these institutions' total business lending overestimates
these institutions' small business lending by including loans to large
businesses.

We found that community banks' total business lending increased
from 2010 through 2017 (see fig. 3).31 Specifically, we found that
community banks' total business lending dipped slightly after the
financial crisis, but exceeded precrisis levels by 2017 (similar to
lending by survivor community banks, which also began to increase
in the years following the financial crisis). Without accounting for
exits from the community bank population, community banks' total
business loans outstanding increased from about $689 billion 2010
to about $765 billion in 2017, or approximately 11 percent.32 When
we accounted for exits from the community bank population, the
increase was even larger. Specifically, survivor community banks’ total
business lending increased by about 36 percent, from $563 billion in
outstanding loans in 2010 to $765 billion in 2017. These results again
suggest that some portion of the decline shown by the Call Report
data on small business lending for the full population of community
banks from 2010 through 2017 is likely due to the limitations of that
measure rather than actual changes in banks' lending activities.

30Federal Deposit Insurance Corporation, Community Bank Advisory Committee,
Preview: FDIC Small Business Lending Survey (Washington, D.C.: Nov. 1, 2017).
According to FDIC, as of September 2017, approximately 98 percent of banks with
assets less than $1 billion met FDIC’s definition of a community bank.
31These figures include some small business loans guaranteed by SBA, which are
made to small businesses as defined by SBA, may exceed $1 million, and increased
significantly from 2010 through June 2017. According to SBA data, the amount of
small business lending by banks guaranteed each year through SBA's 7(a) loan
program—SBA's primary lending program—increased by 65 percent during this
period—from about $18 billion worth of loans guaranteed in 2010 to about $24.5
billion worth of loans guaranteed in 2017. (These dollar amounts are in constant 2016
dollars.)
32The 2010–2017 increase in total business lending was even greater for large banks,
whose dollar amount of total business lending increased by 42 percent during this
period.
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Figure 3: Volume of Community Banks' Outstanding Business Loans with Original Principal Balances of $1 Million or Less
and Total Business Loans, 2001–2017

Notes: We defined community banks using FDIC's definition, which takes into account
institutions' assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. All dollar
amounts are in constant 2016 dollars, and data we report for 2017 are as of June 2017.

Regulators Have
Not Taken Steps
to Address the
Limitations in the
Call Report Measure
of Small Business
Lending

As previously discussed, the data that banks report to regulators do
not reflect the full range of their lending to small businesses because
they are based on loan rather than firm size and have not been
adjusted for inflation. The use of Call Report data on business loans
with original principal balances of $1 million or less as a measure
of small business lending was established as a result of the Federal
Deposit Insurance Corporation Improvement Act of 1991 (FDIC
Improvement Act). The act requires FDIC, the Federal Reserve, and
OCC to collect information from insured depository institutions that
is sufficient to assess the availability of credit to small businesses and
small farms.33

FDIC officials said they recognize that the data they use for community
banks' small business lending have some flaws, but they define
small business loans as they do to minimize the reporting burden
for banks. When establishing the reporting requirements in 1992,

33 See Pub. L. No. 102-242, § 122, 105 Stat. 2236, 2251 (codified at 12 U.S.C. § 1817
note). Regulators collect data on "loans to small businesses and small farms" on the
Call Reports.
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bank regulators considered categorizing loans as small business loans
based on the total sales volume of borrowing businesses and farms.
However, they did not adopt that definition after receiving a large
number of comments that it would be burdensome to implement.34

FDIC officials also said that banks would likely find continually
adjusting the loan threshold in their reporting systems for inflation to
be difficult and potentially burdensome. In addition, Federal Reserve
officials told us that bankers and other stakeholders often express
concerns about the burden of collecting data on small business
lending, noting that community banks often use basic systems and
sometimes rely on paper record keeping.35

Officials from FDIC, the Federal Reserve, and OCC told us their
agencies have not reevaluated the reporting requirements since they
were established in 1992, except for mandated reviews in which bank
regulators must determine whether each Call Report item should
remain in place.36 FDIC and OCC officials also said they were not
aware of their agencies making or considering any formal proposals
to alter the requirements, but officials from the Federal Reserve said
they have proposed changing the definition so that it is based on the
size of the borrowing firm. When bank regulators established the
existing requirements for reporting on small business loans, they cited
a 1989 survey that found a correlation between business size and
loan size, but bank regulators told us they have not reexamined this
correlation because they have no reason to believe it does not still
hold true.

Some evidence suggests that basing the reporting requirements for
small business lending on firm size and adjusting them for inflation
may not be as burdensome as bank regulators and others once
thought. For example, a 2016 survey found that community banks

34 See Reporting of Information on Small Business and Small Farm Lending by
Insured Banks, Thrifts, and U.S. Branches of Foreign Banks, 57 Fed. Reg. 54235 (Nov.
17, 1992).
35In response to a 2016 request for comments on updates to the Call Reports, a small
number of commentators (5 of the approximately 1100 respondents) stated that
reporting data on business loans of $1 million or less was particularly burdensome.
According to regulators, concerns about the potential burden from reporting small
business lending activities were also raised during banker outreach meetings and
as part of the Economic Growth and Regulatory Paperwork Reduction Act of 1996
reviews. (This act directs the Federal Reserve, FDIC, and OCC to review at least every
10 years all of their regulations and through public comments identify areas of the
regulations that are outdated, unnecessary, or unduly burdensome. See 12 U.S.C. §
3311).
36Every 5 years, bank regulators must review the information they require banks to
report in Call Reports. See 12 U.S.C. § 1817(a)(11)(a). Bank regulators must also reduce
or eliminate any items they conclude are no longer necessary or appropriate. See 12
U.S.C. § 1817(a)(11)(b).
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already use a borrowing firm's total revenue as the top factor in
defining small business loans.37 In addition, technological changes
since 1992 may facilitate banks' ability to collect these data without
creating additional undue burden on banks.

Because the reporting requirements for small business loans likely
exclude a significant portion of loans to small businesses, bank
regulators are hindered in their ability to assess the availability of
credit to small businesses and small farms, as required by the FDIC
Improvement Act. Moreover, the Federal Reserve recently began
a new survey on small business lending because, officials told us,
existing data are not sufficient for understanding and addressing
related policy issues, which further underscores the limitations of
available data.38 Federal internal control standards also state that
entities should obtain relevant data from reliable internal and external
sources to achieve their objectives.39 Without reporting requirements
that better reflect banks' lending to small businesses, bank regulators
and policymakers may be limited in their ability to assess the effects
of regulation and other factors on the availability of credit to these
firms.

37Board of Governors of the Federal Reserve System and Conference of State Bank
Supervisors, Community Banking in the 21st Century 2016 (St. Louis, Mo.: September
2016). The results are based on a web survey developed by Conference of State Bank
Supervisors staff in concert with individuals from the Federal Reserve, academia,
and Cornell University’s Survey Research Institute and distributed in April 2016 to
community banks (defined as commercial banks and savings and loan associations
with less than $10 billion in assets). In all, 557 community banks participated, down
from 1,008 in 2014 and 974 in 2015. The sampling strategy and response rate are not
reported, but a comparison to similar banks did not reveal notable differences along
key characteristics such as asset size and geographic diversification.
38In February 2018, the Federal Reserve began collecting quarterly survey data on the
availability and cost of small business commercial and industrial loans made to U.S.
nonfarm small businesses (defined as nonfarm businesses in the United States with
no more than $5 million in total annual revenues) through the Small Business Lending
Survey (FR 2028D).
39GAO, Standards for Internal Control in the Federal Government, GAO-14-704G
(Washington, D.C.: September 2014).
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Macroeconomic,
Local Market,
and Bank
Characteristics
Largely Explain
Community Bank
Small Business
Lending since 2010,
but the Regulatory
Environment Also
May Have Played a
Small Role

Our econometric analysis suggests that the effect of changes in
the regulatory environment on small business lending, if any, was
relatively small from 2010 through 2016. To examine influences on
community banks' small business lending from 2010 through 2016,
we developed econometric models of each of our two alternative
measures of small business lending—survivor community banks'
business loans of $1 million or less and all community banks'
total business lending. Because measuring the cumulative effect
of changes in the regulatory environment is difficult, each model
attempts to determine the extent to which macroeconomic, local
market, and bank characteristics—factors we can measure—explained
community banks' small business lending compared to all other
factors:40

• Macroeconomic, local market, and bank characteristics.
Macroeconomic conditions include growth in gross state product
and interest rates. Local market demographics and competition
include unemployment rates, population density and growth,
changes in house prices, and the extent of market competition
among all banks and credit unions. Bank characteristics include
bank size, whether a bank is geographically diversified, the extent
of performing and nonperforming loans, and the level of equity
capital.

• Other factors. This category includes all factors that may
have affected small business lending volumes other than
those listed above. We did not include data for these factors
directly in our model. These factors may include changes in the
regulatory environment after 2010, changes in demand for small
business loans, technological changes, and lending by nonbank
competitors, among others.41

To examine the cumulative effect of the regulatory environment
on small business lending, we estimated each model using data

40Developing quantitative measures for changes in the regulatory environment is
difficult because such changes involve not only changes in laws and regulations but
also how they are implemented and enforced. In addition, regulatory changes can
vary in their effect, meaning that the total number of new regulations that became
effective in a given period could, for example, be a misleading way to measure the
extent of change in the regulatory environment during that period.
41Lending by nonbank competitors includes, for example, lending by individuals
or institutions, such as hedge funds, that primarily use online platforms to lend
to consumers and small businesses. Because some of the variables we included
in our model, especially those related to local market competition and bank
characteristics, could be affected by changes in the regulatory environment, we
conducted additional analysis of each of our models excluding these variables.
These models had similar results.
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on macroeconomic, local market, and bank characteristics from
2003 through 2009. We then used these results to forecast the small
business lending trends that would have occurred from 2010 through
2016 given the macroeconomic, local market, and bank characteristics
that prevailed during this later period.42 We then compared the
lending levels our model forecasted to those that actually occurred.
To the extent these differed, a greater difference between actual and
forecasted lending indicates a greater influence by the set of factors
that includes the regulatory environment.43

Our models found that macroeconomic, local market, and bank
characteristics explained the majority of community banks’
outstanding small business lending from 2010 through 2016, leaving
a relatively small portion of lending volumes that could potentially
be explained by changes in the regulatory environment.44 Because
macroeconomic, local market, and bank characteristics forecasted
small business lending trends that closely resembled the actual
trends, we were able to conclude that the influence of other factors,
such as changes in the regulatory environment after 2010 and
changes in demand for small business loans, was likely relatively
small. Because the extent to which any of these other factors actually
influenced lending levels is unknown, our analysis does not provide
definitive conclusions about the effect of changes in the regulatory
environment on small business lending. Rather, it provides reasonable
information on the potential role of regulation (see app. II for a more
complete discussion of our model's approach and limitations).

42Specifically, we extrapolated the 2003–2009 relationships between small business
lending and macroeconomic, local market, and bank characteristics to the 2010–2016
period in order to develop our forecast. Because the period from 2003 through 2009
preceded post-2010 changes in the regulatory environment, using 2003–2009 data to
construct our model allowed us to assess the effect of macroeconomic, local market,
and bank characteristics independent of the influence of changes in the regulatory
environment after 2010. Using the estimated coefficients from the regression model
(including the constant term) and values for macroeconomic, local market, and bank
characteristics from 2010 through 2016, we forecasted the effects of these factors
absent the presence of any "other factors," including changes in the regulatory
environment, after 2010.
43In addition, we compared the difference between the actual levels of lending and
what our model predicted from 2003 through 2009. The relatively small differences
between the actual and predicted lending indicates that our model was a reasonable
fit for the data.
44Actual amounts of community bank small business lending were within the 95
percent confidence intervals for the forecasted lending amounts. This suggests that
the net effect on community banks' small business lending from factors we included
in our model (macroeconomic, local market, and bank characteristics) may not have
fundamentally changed between the two periods we analyzed (2003 through 2009
and 2010 through 2016) and that the effect of other factors we did not include in our
model were likely small from 2010 through 2016.
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Specifically, as shown in figure 4, we found the following:

• Survivor community banks' business loans of $1 million
or less. Our model of survivor community banks' outstanding
business loans with original principal balances of $1 million or
less found that the actual volume of these loans was on average
2 percent less than forecasted from 2010 through 2016, based
on the macroeconomic, local market, and bank characteristics
in place during this period.45 Although the difference between
the forecasted and actual volume of business loans with original
principal balances of $1 million or less these banks made was
relatively small throughout the period, this difference peaked
a few years after the financial crisis (our model forecasted that
the volume of outstanding business loans with original principal
balances of $1 million or less would be 11 percent higher in 2013
than it actually was) before returning to a difference of 3 percent
or less in 2014.

• All community banks' total loans to businesses. Our model
of community banks' total outstanding business loans found
that the actual volume of these loans was on average 16 percent
more than our model forecasted from 2010 through 2016 given
the macroeconomic, local market, and bank characteristics that
prevailed during that period. Specifically, actual lending levels
consistently exceeded the levels our model forecasted each year
during this period, with actual loan balances ranging from 6
percent to 23 percent higher than forecasted from 2010 through
2016.

45As noted previously, survivor community banks are those that formed prior
to or since 2001 and remained in existence through 2017. By analyzing survivor
community banks, we help ensure that data illustrate changes in lending levels
rather than changes in the population of community banks.
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Figure 4: Actual Outstanding Amounts of Survivor Community Banks' Business Loans with Original Principal Balances
of $1 Million or Less and All Community Banks' Total Business Loans Compared to Amounts Expected Based on
Macroeconomic, Local Market, and Bank Characteristics, 2003–2016

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. Survivor
community banks are those that continued operating as community banks from 2001
through 2017. The data we used represented 70 percent of community banks for the
model of survivor community banks’ business loans of $1 million or less and 80 percent of
community banks for the model of all community banks’ total business loans. From 2003
through 2009, the difference between the actual and predicted lines represents the extent
to which our model was a reasonable fit for the data; a smaller difference indicates a
better fit. From 2010 through 2016, the difference between the actual and forecasted lines
represents the combined influence of "other factors" we were unable to include directly
in our econometric model. These other factors may include changes in the regulatory
environment, changes in demand for small business loans, technological changes, and
lending by nonbank competitors, among other things. Because the individual influence of
each of these other factors is unknown, our ability to determine the effect of changes in
the regulatory environment on community bank small business lending is limited. Actual
amounts of community bank small business lending were within the 95 percent confidence
intervals for the forecasted lending amount. All dollar amounts are in constant 2016
dollars.

Although our models found that the influence of factors other than
macroeconomic, local market, and bank characteristics on small
business lending was small, the direction of this influence (i.e., the
extent to which these other factors contributed to actual lending
that was higher or lower than what our models forecasted) varied.46

46To test whether the differences between the results of the survivor loans model and
the results of the total loans model were due to these models using data for different
community bank populations, we conducted an additional analysis of our total
business lending model using data for survivor community banks only. The results of
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Specifically, our model of survivor community banks' business loans of
$1 million or less found that the actual volume of outstanding lending
was lower in some years than our model forecasted. This difference
in small business lending volumes was attributable to factors we
did not include directly in our model, which may include the effect
of post-2010 regulatory changes. However, lower-than-forecasted
lending could also have been the result of changes in the demand for
small business loans, or it could have been affected by some other
factor for which we did not include data in our model.

In contrast, our model of community banks' total loans to businesses
found that the actual volume of outstanding business loans was
consistently higher than what our model forecasted given the
macroeconomic, local market, and bank characteristics in place from
2010 through 2016. This difference may be the result of increasing
demand for loans over $1 million (which were excluded from the Call
Report data on small business lending) as compared to demand for
loans under that amount. However, because the data banks report on
their lending do not include information on specific loans or average
loan amounts, the extent to which increased demand for larger loans
affected our results is unknown.

Credit Unions Have
Increased Small
Business Lending
since 2010

Although credit unions account for a small share of total bank and
credit union small business lending, their lending to small businesses
increased considerably from 2010 through 2017.47 Our analysis of
NCUA data found the following:

• Dollar amount of small business lending. Small business
lending by credit unions increased by 109 percent from 2010

this model were similar to the results of our total business lending model that used
data for the full population of community banks, which allowed us to conclude that
using data for different community bank populations was not the primary reason for
differences in the results for these two models.
47As noted previously, our analysis considered only small and medium credit unions,
which accounted for about 95 percent of all credit unions in June 2017. NCUA, the
credit union regulator, defines small business loans differently than bank regulators.
Specifically, as defined by NCUA, business loans include any loan, line of credit,
or letter of credit where the proceeds will be used for a commercial, industrial,
agricultural, or professional purpose and the net balance is $50,000 or greater. For
the purpose of our review, all loans for business activities made by credit unions are
considered small business loans. Because loans less than $50,000 are not included in
this definition of business loans, this approach likely underestimates small business
lending by credit unions. Data we report for 2017 are as of June 2017.
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through 2017, from $12 billion in outstanding loans in 2010 to $25
billion in 2017.

• Number of small business loans. The number of small business
loans by credit unions increased by about 85 percent, from about
79,000 outstanding loans in 2010 to about 146,000 outstanding
loans in 2017.

As shown in figure 5, small business lending by credit unions
increased each year from 2002 through 2017, indicating sustained
growth. However, we cannot conclude that changes in the regulatory
environment had no effect on credit union small business lending,
because we do not know how credit union small business lending
would have trended in the absence of such changes.48

Figure 5: Dollar Amount of Credit Union Small Business Loans Outstanding, 2001–2017

Note: Our analysis considered only small and medium credit unions, which accounted for
about 95 percent of all credit unions in June 2017. We excluded large credit unions with
total assets above an annual threshold (equal to $201 million in 2001 and $994 million in
2017). Amounts of credit union small business lending are in constant 2016 dollars, and
data we report for 2017 are as of June 2017.

Community Banks Reported That the Regulatory Environment Was
a Primary Reason for Changing Lending Processes

We found, based on our generalizable survey, that the majority of
community banks changed their small business lending processes

48We did not conduct econometric modeling of credit unions' small business lending
for a variety of reasons, including the unique characteristics of credit unions and the
small share of total small business lending accounted for by credit unions.

Page 28 GAO-18-312 



Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

from January 2010 through August 2017, including increasing
documentation requirements and processing time, and most cited the
regulatory environment as the primary reason for these changes. A
smaller proportion of credit unions also changed their small business
lending processes, and the regulatory environment was the reason
they cited most frequently.

Community Banks We estimated, based on our survey results, that 79 percent of
community banks increased documentation requirements for small
business borrowers from January 2010 through August 2017.49

As shown in figure 6, the regulatory environment was the top
factor community bank representatives cited as the reason for
this increase. Specifically, according to our survey, an estimated
97 percent of the community banks that reported increasing the
amount of documentation they required borrowers to provide as
part of obtaining a loan cited the regulatory environment as a factor
that affected the increase to a moderate or great extent.50 However,
we estimated that about 50 percent of the community banks that
increased documentation requirements also indicated that economic
conditions affected this increase to a moderate or great extent.51

49To obtain community bank representatives' perspectives on the extent to which the
regulatory environment may have affected small business lending and other issues,
we conducted a generalizable survey of the chief executive officers of 466 community
banks. For more information about our survey methodology and our complete survey
results for community banks, see appendixes I and III, respectively. The 95 percent
confidence interval for this estimate is (75, 84).
50The 95 percent confidence interval for this estimate is (94, 99).
51The 95 percent confidence interval for this estimate is (44, 57).
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Figure 6: Survey Estimates of Factors Affecting the Increase in Documentation Required for Community Bank Small
Business Loans, January 2010–August 2017

Notes: We defined community banks using the Federal Deposit Insurance Corporation's
definition, which takes into account institutions’ assets, foreign interests, specializations,
and geographic characteristics. Community banks include banks with up to $39.5 billion
in assets in 2017. We conducted a survey of the chief executive officers of 466 community
banks from July 10, 2017 through August 25, 2017. Survey results are generalizable to
the population of community banks. The lower and upper bounds of the 95 percent
confidence intervals for our survey estimates are given on the left and right ends,
respectively, of each whisker. Bars do not sum to 100 percent because respondents could
select multiple factors as having affected the increase in documentation requirements for
small business loans.

To obtain perspectives on the potential effect of changes to bank
lending processes, we interviewed a judgmentally selected sample of
small business advisers from six states' Small Business Development
Centers as well as representatives of six small business advocacy
groups.52 A few of these small business advisers agreed that
the amount of required documentation for obtaining loans had
increased after the financial crisis, but the types of additional
documentation sought by banks varied. One adviser said banks
sought documentation they had not previously required, such as
student loan information, appraisals, and personal asset verification.
Representatives of one community bank also said they had

52Small business advisers are staff from Small Business Development Centers who
provide coaching and other assistance to aspiring and existing small business owners
throughout the country.
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introduced additional documentation requirements for small business
loans beyond what was required by regulation—such as additional
years of financial statements—to preempt any questions from bank
examiners about borrowers' creditworthiness.

We also estimated, based on our survey results, that 69 percent of
community banks increased the time they took to process small
business loans from January 2010 through August 2017.53 As
shown in figure 7, almost all community banks that reported an
increase in processing time attributed the increase to changes in the
regulatory environment, among other factors. Community banks
we interviewed also discussed reasons that processing time had
increased. For example, one community bank said that the TILA-
RESPA Integrated Disclosure, a requirement related to residential
mortgage lending, increased the time needed to close loans that
use residential real estate as collateral, which may include small
business loans.54 Although, according to FDIC officials, the TILA-RESPA
Integrated Disclosure rule would likely not apply to these loans, as
we have previously reported some compliance burdens arose from
misunderstandings of the requirements.55

53The 95 percent confidence interval for this estimate is (64, 74).
54The combined TILA-RESPA Integrated Disclosure requires mortgage lenders to
disclose certain mortgage terms, conditions, and fees to loan applicants during the
origination process for certain mortgage loans. The requirement includes exemptions
for certain activities, including the extension of credit primarily for a business,
commercial, or agricultural purpose, such as a small business loan. See 12 C.F.R. §
1026.3(a).
55GAO, Community Banks and Credit Unions: Regulators Could Take Additional Steps
to Address Compliance Burdens, GAO-18-213 (Washington, D.C.: Feb. 13, 2018).
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Figure 7: Survey Estimates of Factors Affecting the Increase in Time Needed to Make Community Bank Small Business
Loans, January 2010–August 2017

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. We conducted a
survey of the chief executive officers of 466 community banks from July 10, 2017 through
August 25, 2017. Survey results are generalizable to the population of community banks.
The lower and upper bounds of the 95 percent confidence intervals for our survey
estimates are given on the left and right ends, respectively, of each whisker. Bars do not
sum to 100 percent because respondents could select multiple factors as having affected
the increase in the time needed to make small business loans.

Our survey also found that community banks changed their lending
processes in other ways, including increasing fees, raising minimum
credit criteria, or making other changes, and a majority of banks
attributed these actions to changes in the regulatory environment
(see table 2). However, as previously discussed, we found that the
effect of the regulatory environment on the volume of community
banks' small business lending appeared to be relatively modest, which
suggests that changes to community banks' lending processes may
not have significantly affected small business' ability to obtain loans.
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 Table 2: Survey Estimates of Factors Affecting Changes to Community Bank Small Business Lending Processes, January
2010–August 2017

Percentage that said their decision to make the
change was affected to a moderate or great extent by:

Changes
community
banks made
to small
business
lending
processes

Percentage that
made the change

Competition Economic
conditions

Low interest
rates

Technological
advances

Regulatory
environment

Estimate 45 25 68 32 26 89Increased
minimum credit
criteria

Confidence
interval

39, 50 18, 33 60, 76 24, 40 18, 33 82, 94

Estimate 38 35 40 52 31 77Increased
product or
service fees

Confidence
interval

33, 44 26, 44 31, 49 42, 61 22, 39 68, 85

Estimate 26 21 51 17 13 97Decreased
availability
of loans
to atypical
borrowers

Confidence
interval

21, 31 12, 31 39, 62 10, 28 6, 23 91, 99

Estimate 8 — — — — 96Decreased
products
or services
offered

Confidence
interval

5, 11 — — — — 82, 100

Legend: — = margin of error was greater than +/- 15 percentage points at the 95 percent level of
confidence and deemed insufficiently reliable for this report
Source: GAO analysis of community bank survey data. | GAO-18-312

Notes: We defined community banks using the Federal Deposit Insurance Corporation's
definition, which takes into account institutions’ assets, foreign interests, specializations,
and geographic characteristics. Community banks include banks with up to $39.5 billion
in assets in 2017. We conducted a survey of the chief executive officers of 466 community
banks from July 10, 2017 through August 25, 2017. Survey results are generalizable to the
population of community banks. Confidence intervals are given at the 95 percent level of
confidence.

Representatives of some community banks told us that they perceived
a generally stricter regulatory environment, which could explain
the decisions to make changes to their lending processes. A few
community bank representatives we spoke with said their small
business lending processes were affected by increased scrutiny of
their lending activities during examinations, and several community
bank representatives said they changed their processes in anticipation
of increased scrutiny. For example, representatives of one community
bank reported testing all potential commercial customers—including
small businesses—to assess how they would react to different
financial situations, although no regulation requires them to do so.
In addition, some institutions could perceive a stricter regulatory
environment because of fines imposed for regulatory infractions.
Although not specifically related to small business lending, since
2010 federal agencies have collected billions of dollars in settlement
payments and penalties from financial institutions for alleged
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violations of regulations related to mortgage loan origination and
servicing and Bank Secrecy Act/anti-money laundering activities.56

Small business advisers had mixed views on the extent to which
changes to banks' lending processes affected small businesses'
ability to obtain loans. According to several advisers we interviewed,
tightened credit standards since 2010 have made obtaining small
business loans more difficult, and a few advisers said that meeting
documentation requirements and higher credit standards was harder
for newer small businesses. As a result, some advisers said small
businesses were increasingly turning to alternative lenders for their
credit needs. In contrast, other advisers said they did not think
changes to lending processes affected the availability of credit for
small businesses. For example, one small business adviser said he
did not think increased fees would discourage small businesses from
applying for loans.

Although few of the regulatory changes that have taken effect
since 2010 directly relate to small business lending, community
banks' small business lending processes may have been affected by
regulatory changes in other areas. For example, a few community
bank representatives we interviewed said that increased regulation
related to residential mortgage lending had spillover effects into their
small business lending activities, such as when a customer seeking a
business loan used personal real estate as collateral.57

However, regulatory changes since 2010 may have also benefited
community banks' small business lending and consumers. For
example, FDIC officials told us that because regulatory changes have
required community banks to hold more capital their safety and
soundness has improved. In addition, some changes community
banks made to their documentation requirements may have
improved bank institution's safety and soundness. For example,
as we reported in August 2010, origination features such as low
or no documentation of income or assets may be associated with
an increased likelihood of default.58 Similarly, a few community
bank representatives we interviewed said regulatory changes have
helped community banks return to good business practices, and

56GAO, Financial Institutions: Penalty and Settlement Payments for Mortgage-Related
Violations in Selected Cases, GAO-17-11R (Washington, D.C.: Nov. 10, 2016) and
Financial Institutions: Fines, Penalties, and Forfeitures for Violations of Financial
Crimes and Sanctions Requirements, GAO-16-297 (Washington, D.C.: Mar. 22, 2016).
57In February 2018, we reported that community banks identified new requirements
related to disclosing home mortgage loans and costs to consumers and changes to
required reports on home mortgage loan characteristics as especially burdensome,
see GAO-18-213.
58GAO, Nonprime Mortgages: Analysis of Loan Performance, Factors Associated with
Defaults, and Data Sources, GAO-10-805 (Washington, D.C.: Aug. 24, 2010).
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representatives from one small business advocacy group stated that
regulatory changes have helped protect consumers.

Credit Unions Our survey found that the majority of credit unions increased
documentation requirements for small business loans from January
2010 through August 2017, and some credit unions also made
other changes to their small business lending processes (see table
3).59 Representatives of credit unions that changed their lending
processes often cited changes in the regulatory environment as
the reason, although few of the regulatory changes since 2010
directly relate to small business lending by credit unions.60 In written
comments provided in response to our survey, some credit union
representatives cited increased regulatory scrutiny of their lending
decisions, including examiners' requests for additional documentation
of lending decisions, as affecting their small business lending.

59To obtain credit union representatives' perspectives on the extent to which the
regulatory environment may have affected small business lending and other issues,
we conducted a generalizable survey of 470 credit union chief executive officers.
Because we surveyed only small and medium credit unions, our survey results apply
only to credit unions that fit these size categories. For more information about
our survey methodology and our complete survey results for credit unions, see
appendixes I and IV, respectively.
60One recent regulatory change that directly related to small business lending by
credit unions is a rule that took effect in January 2017. See 12 C.F.R. pt. 723. However,
rather than introducing additional requirements or other burdens, this rule gave
credit unions more flexibility to make small business loans.
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 Table 3: Survey Estimates of Factors Affecting Changes to Credit Union Small Business Lending Processes, January 2010 –
August 2017

Percentage that said their decision to make the
change was affected to a moderate or great extent by:

Changes
credit unions
made to small
business
lending
processes

Percentage that
made the change

Competition Economic
conditions

Low interest
rates

Technological
advances

Regulatory
environment

Estimate 66 18 41 25 24 96Increased
documentation
requirements

Confidence
interval

57, 74 10, 28 31, 52 16, 36 15, 34 89, 99

Estimate 47 39 59 53 33 96Increased time
needed to
make loans

Confidence
interval

38, 55 27, 50 48, 71 42, 65 22, 45 88, 99

Estimate 31 — 58 57 — 84Increased
minimum credit
criteria

Confidence
interval

24, 39 — 44, 72 43, 70 — 72, 93

Estimate 28 — — — — 97Decreased
availability
of loans
to atypical
borrowers

Confidence
interval

20, 37 — — — — 83, 100

Estimate 24 — — — — —Increased
product or
service fees

Confidence
interval

17, 33 — — — — —

Estimate 22 — — — — —Decreased
products
or services
offered

Confidence
interval

15, 31 — — — — —

Legend: — = margin of error was greater than +/- 15 percentage points at the 95 percent level of
confidence and deemed insufficiently reliable for this report
Source: GAO analysis of credit union survey data. | GAO-18-312

Notes: We conducted a generalizable survey of 470 credit union chief executive officers
of credit unions from July 17, 2017 through August 25, 2017. Our analysis considered
only small and medium credit unions, which accounted for about 95 percent of all credit
unions as of June 2017. We excluded large credit unions with total assets above an annual
threshold (equal to $201 million in 2001 and $994 million in 2017). Confidence intervals are
given at the 95 percent confidence level.

Factors Other Than Regulatory Environment Explain Most Changes
in the Number and Financial Performance of Community Banks

Long-term community bank trends and macroeconomic, local market,
and bank characteristics—rather than changes in the regulatory
environment—appeared to explain most changes in the number of
community banks and their market shares since 2010. In addition,
although many institutions reported in our survey that they increased
or reallocated staff and other resources to assist with regulatory
compliance from 2010 through 2017, our analysis suggests that the
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effect of these changes on community banks' financial performance, if
any, was minimal.

Regulatory
Environment Likely
Had a Relatively
Small Eect on
the Decline in
Community Bank
Numbers

The number of community banks declined by about 24 percent from
2010 through 2017, from about 7,000 to about 5,300.61 Similarly, the
number of credit unions declined by 22 percent during this period.
However, these declines are similar to those that occurred prior to
2010: from 2001 through 2009, the number of community banks
declined by 16 percent, while the number of credit unions declined 24
percent.

Figure 8: Number of Community Banks, Credit Unions, and Large Banks, 2001–2017

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. Large banks are
all banks that are not considered community banks. We excluded large credit unions with
total assets above an annual threshold (equal to $201 million in 2001 and $994 million in
2017). Data we report for 2017 are as of June 2017.

The decline in the total number of community banks since 2010 has
been most pronounced among small community banks—those with
less than $300 million in assets in 2016 dollars—which declined by 31
percent from 2010 through 2017 (see fig. 9). These banks made up
the majority—approximately 74 percent (about 5,200 banks)—of all
community banks in 2010, but by 2017 their proportion of the total
community bank population had declined to 67 percent. Conversely,

61Data we report for 2017 are as of June 2017.
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the number of larger community banks—those with $1 billion or more
in assets in 2016 dollars—increased by 6 percent during this period.62

Figure 9: Number of Community Banks, 2001–2017, by Community Bank Size Category

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
We define small community banks as having less than $300 million in assets, medium
community banks as having between $300 million and less than $1 billion in assets, and
large community banks as all banks designated as community banks by FDIC that have $1
billion or more in assets (which included some banks with up to $39.5 billion in assets in
2017). Dollar amounts are in constant 2016 dollars, and 2017 data are as of June 2017.

Our analysis indicates that from 2010 through 2017, approximately
1,800 community banks exited the population by merging,
consolidating, or failing (see table 4):63

• Mergers. The majority of the exits from the community bank
population—approximately 64 percent (1,181)—resulted from

62FDIC's community bank definition used an asset-size cutoff of about $1.5 billion in
2017. However, it also allows banks that exceed the asset-size cutoff to be considered
community banks if they meet certain other characteristics—see appendix I for the
complete FDIC community bank definition. In 2017, the largest community bank had
about $39.5 billion in assets.
63Mergers are generally a means by which banks can expand their size and
geographic reach by combining with or acquiring other banks that previously had
different owners. According to FDIC, approximately 3 percent of mergers were
government assisted. Consolidations occur when an existing bank holding company
combines related institutions holding separate charters. Banks generally fail when
their financial conditions have deteriorated to the point that they are unable to meet
their obligations to depositors and others and they are closed by a federal or state
banking regulator.
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mergers and about 72 percent of these mergers were between
community banks. A similar portion of exits—about 66 percent—
resulted from mergers from 2001 through 2009, the period before
and during the financial crisis. The majority of credit union exits
from 2010 through 2017 were also due to mergers.

• Consolidations. Consolidations of related banks under one
charter accounted for about 14 percent of community bank exits
from 2010 through 2017.64

• Failures. Failures represented about 18 percent of community
bank exits from 2010 through 2017.65 Over two-thirds of these
failures were in 2010 and 2011, the 2 years immediately after the
2007–2009 financial crisis.

 Table 4: Number and Percentage of Community Bank and Credit Union Exits, 2010–2017, by Type of Exit
Community banks Credit unionsType of exit

Number of exits Percentage of total
exits

Number of exits Percentage of total
exits

Merger 1,181 64 1,817 95

Consolidation 267 14 n/a n/a

Failure 337 18 94 5

Other 64 3 1 <1

Total 1,849 100 1,912 100

Legend: n/a = not applicable.
Source: GAO analysis of data from the Federal Deposit Insurance Corporation (FDIC), National Credit Union Administration
(NCUA), and Board of Governors of the Federal Reserve System. | GAO-18-312

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. We excluded
large credit unions (those with total assets above an annual threshold equal to $201 million
in 2001 and $994 million in 2017) from this analysis. Mergers are generally a means by
which banks or credit unions can expand their size and geographic reach by combining
with or acquiring other institutions that previously had different owners. Consolidations
occur when an existing bank holding company combines related institutions holding
separate charters. According to NCUA officials, no legal provision allows credit unions to
consolidate. Institutions generally fail when their financial conditions have deteriorated to
the point that they are unable to meet their obligations to depositors and others and they
are closed by a federal or state regulator. Other exits include voluntary liquidations and
unexplained closings. Percentages may not add up to 100 percent due to rounding.

Our econometric model estimated that macroeconomic, local market,
and bank characteristics explained the majority of community bank
mergers from 2010 through 2016. However, other factors—which
could include changes in the regulatory environment, the availability
of banks for mergers, and incentives to achieve economies of scale,

64This is in contrast to the period prior to the crisis from 2001 through 2009,
when consolidations accounted for about 25 percent of exits.
65This is in contrast to the period prior to the crisis from 2001 through 2009,
when failures accounted for about 7 percent of exits.
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among other things—likely had some effect.66 The actual numbers
of mergers for this period were, on average, 20 percent higher than
our model forecasted, based on macroeconomic, local market, and
bank characteristics at the time (see fig. 10).67 This difference between
actual and forecasted mergers indicates that other factors likely had
some effect, although the effect was relatively small. This effect was
most pronounced from 2013 through 2016 where the difference
ranged from 23 to 31 percent.

66To determine the extent to which various factors explained community bank
mergers, we constructed a model using macroeconomic, local market, and bank
characteristics. To help control for potential differences in institutions’ size between
the banks that merged and those that did not, we randomly selected community
banks that were not acquired through a merger to match those that were acquired
based on their total asset size and used the matched pairs as our data in our model.
Because it is difficult to measure the cumulative effect of changes in the regulatory
environment, this model used data on these characteristics from 2003 through 2009
to forecast mergers from 2010 through 2016 based on these macroeconomic, local
market, and bank characteristics. We then compared the mergers forecasted by
the model to those that actually occurred over the period to capture the difference
or residual. We drew conclusions about the influence of this residual (which we
call “other factors”). Because the individual influence of each of these factors is
unknown, our ability to determine the cumulative effect of changes in the regulatory
environment on community bank mergers is limited. For more information on our
econometric modeling methodology and results, see appendix II.
67With the exception of 1 year, the actual number of community bank mergers were
within the 95 percent confidence intervals for the forecasted number of mergers
from 2010 through 2016. This suggests that the net effect on mergers from factors we
included in our model (macroeconomic, local market, and bank characteristics) may
not have fundamentally changed between the two periods we analyzed (2003 through
2009 and 2010 through 2016) and that the effect of other factors we did not include in
our model were likely small from 2010 through 2016.

Page 40 GAO-18-312 



Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

Figure 10: Actual Number of Community Bank Mergers Compared to Number
Expected Based on Macroeconomic, Local Market, and Bank Characteristics,
2003–2016

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. To help control
for potential differences in institutions’ size between the banks that merged and those that
did not, we randomly selected community banks that were not acquired through a merger
to match those that were acquired based on their total asset size and used the matched
pairs as our data in our model. From 2003 through 2009, the difference between the actual
and predicted lines (given in percentage terms below the figure) represents the extent
to which our model was a reasonable fit for the data; a smaller difference indicates a
better fit. From 2010 through 2016, the difference between the actual and forecasted lines
represents the combined influence of "other factors" we were unable to measure directly
in our econometric model, which may include changes in the regulatory environment, the
availability of banks for merger, and incentives to achieve economies of scale, among other
things. Because the individual influence of each of these factors is unknown, our ability to
determine the cumulative effect of changes in the regulatory environment on community
bank mergers is limited. With the exception of 1 year, the actual number of community
bank mergers was within the 95 percent confidence intervals for the forecasted number of
mergers.

Banks may choose to merge in order to achieve economies of scale
—that is, to increase their size to generate additional revenues
at lower costs.68 Although the existence of economies of scale in
banking has been the subject of debate, some research suggests

68Increasing returns to scale are created when an increase in bank size leads to
increase revenues but with a less than proportionate increase in cost and, therefore, a
decline in average costs. See GAO, Community Banks and Credit Unions: Impact of the
Dodd-Frank Act Depends Largely on Future Rule Makings, GAO-12-881 (Washington,
D.C.: Sept. 13, 2012).
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that banks can lower their costs by expanding.69 Some community
bank representatives we spoke with said banks consider merging to
increase profitability and operational efficiency by becoming larger
institutions. In response to changes in the regulatory environment
since 2010, representatives of one community bank told us that
their bank merged as a way to increase resources and staff, while
maintaining profitability. In addition, FDIC analysis found that the
number of banks, including community banks, has been declining
since the 1980s, when federal and state legislative changes began
relaxing geographic restrictions on banking activities and allowed
banks to operate across multiple states under a single charter,
resulting in mergers that reduced the number of banks.70 For
example, FDIC researchers found that bank numbers were steady for
several decades prior to the 1980s, but declined by around 66 percent
from 1980 through 2013.

The overall decline in the number of community banks and credit
unions is also related to the rate at which new institutions form, which
was lower from 2010 through 2017 than in prior periods.71 According
to bank regulator data, only 10 new community banks formed during
this period—a rate of approximately one new community bank per
year (see fig. 11). In contrast, 814 new community banks formed from
2001 through 2009—a rate of 90 per year. Similarly, according to
our analysis of NCUA data, 19 new credit unions formed from 2010
through 2017 (a rate of about 2 per year), while 62 new credit unions
formed from 2001 through 2009 (about 7 per year).

69Research by the Federal Reserve found that banks of all sizes, but in particular
smaller banks, appeared to benefit from economies of scale, see: David C. Wheelock
and Paul W. Wilson, “Do Large Banks Have Lower Costs? New Estimates of Returns
to Scale for U.S. Banks,” Working Paper 2009-054E, Federal Reserve Bank of St. Louis,
Revised (May 2011) and Gregory Elliehausen, “The Cost of Banking Regulation: A
Review of the Evidence,” Staff Study 171, Federal Reserve (Washington, D.C.: April
1998). In contrast, FDIC's 2012 research on the cost economies of scale for community
banks found that economies of scale did not confer significant benefits on community
banks with more than $500 million in total asset size for most lending specializations.
See: Stefan Jacewitz and Paul Kupiec, Community Bank Efficiency and Economies of
Scale, FDIC, December 2012.
70Benjamin R. Backup and Richard A. Brown, "Community Banks Remain Resilient
Amid Industry Consolidation," FDIC Quarterly, vol. 8, no. 2 (2014).
71For the purposes of this report, we consider a new bank formation to be a new
community bank that was not a charter conversion and not a new bank formed by
an existing bank holding company. For analyzing trends, we measured the number of
new bank formations using the period when the bank was chartered.
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Figure 11: Number of New Community Banks and Credit Unions, 2001–2017, by Type of Institution

Notes: We define a new entrant as a new institution that is not a charter conversion or a
new bank formed by an existing bank holding company. We defined community banks
using FDIC's definition, which takes into account institutions’ assets, foreign interests,
specializations, and geographic characteristics. Community banks include banks with up
to $39.5 billion in assets in 2017. We excluded large credit unions (those with total assets
above an annual threshold equal to $201 million in 2001 and $994 million in 2017) from
this analysis. Data we report for 2017 are as of June 2017.

Our econometric analysis found that macroeconomic and local
market characteristics were the primary factors affecting the rate
of new community bank formations from 2010 through 2016.
Specifically, our model forecast that the prevailing macroeconomic
and local market characteristics would result in relatively few new
community bank formations (no more than three markets with new
bank formations in any one year) from 2010 through 2016; the actual
number of new community bank formations that did occur exceeded
this model's forecast, but only slightly (see fig. 12).72 The similarity

72To determine the extent to which various factors explained new community
bank formations, we constructed a model using macroeconomic and local market
characteristics. To help control for the effect of differences in market sizes on new
bank formation in markets, we randomly selected markets with no new community
bank formations to match with markets with new community bank formations and
used the matched pairs as the data in our model. Because it is difficult to measure
the cumulative effect of changes in the regulatory environment, this model used
data on these characteristics from 2003 through 2009 to forecast new community
bank formations from 2010 through 2016 based on these macroeconomic and local
market characteristics. We then compared the new community bank formations
forecasted by the model to those that actually occurred over the period to capture the
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between the actual and forecasted numbers of new bank formations
suggests that the effect of changes in the regulatory environment
on new community bank formation was relatively small. This result
was similar to a 2014 Federal Reserve study that found that economic
conditions explained the majority of the decline in new banks.73

difference or residual. We drew conclusions about the influence of this residual (which
we call the "other factors"). Because the individual influence of each of these factors is
unknown, our ability to determine the cumulative effect of changes in the regulatory
environment on new community bank formations is limited. For our modeling, we
measured the number of new community bank formations annually based on the
period when the bank began collecting deposits (as compared to the period when
the bank was chartered). Since there were no new community bank formations in
2012, 2013, and 2015, the model was unable to generate results for these years. The
actual number of community bank formations were within the 95 percent confidence
intervals for the forecasted number of formations from 2010 through 2016. This
suggests that the net effect on new community banks from factors we included in our
model (macroeconomic and local market characteristics) may not have fundamentally
changed between the two periods we analyzed (2003 through 2009 and 2010 through
2016) and that the effect of other factors we did not include in our model were
likely small from 2010 through 2016. For more details on our economic modeling
methodology and results, see appendix II.
73Robert M. Adams and Jacob P. Gramlich, "Where Are All the New Banks? The Role
of Regulatory Burden in New Charter Creation," Finance and Economics Discussion
Series, 2014-113 (Washington, D.C.: Dec. 16, 2014). This research analyzed new
entrants from 1976 through 2013 and found that factors other than regulation, such
as the low interest rate environment and weak economic conditions, explained at
least 75 percent of the declines in new charters.
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Figure 12: Actual Number of Markets with New Community Bank Formations
Compared to Number Expected Based on Macroeconomic and Local Market
Characteristics, 2003–2016

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. To help
control for the effect of differences in market sizes on new bank formation in markets,
we randomly selected markets with no new community bank formations to match with
markets with new community bank formations and used the matched pairs as the data
in our model. There were no new community bank formations (measured as the period
when the banks began collecting deposits) in 2012, 2013, and 2015. From 2003 through
2009, the difference between the actual and predicted lines represents the extent to
which our model was a reasonable fit for the data; a smaller difference indicates a better
fit. From 2010 through 2016, the difference between the actual and forecasted lines
represents the combined influence of "other factors" we were unable to measure directly
in our econometric model, which may include changes in the regulatory environment and
incentives for new banks to enter, among other things. Because the individual influence
of each of these factors is unknown, our ability to determine the cumulative effect of
changes in the regulatory environment on new community bank formations is limited. The
actual number of new community bank formations was within the 95 percent confidence
intervals for the forecasted number of formations.

Number and Geographic Location of Community Bank
Branches

From 2010 through 2017, the number of community bank branches
—which are defined as all locations that accept deposits—declined,
and our survey results and interviews suggest that these changes
were due to various factors. According to our analysis of FDIC data,
the number of community bank branches decreased by 15 percent
from 2010 through 2017, from about 35,000 to about 30,000. This
decrease reversed the previous trend of increasing numbers of
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branches leading up to the 2007–2009 financial crisis: according
to FDIC data, from 2001 through 2009, the number of branches
increased 6 percent, from about 33,000 to about 35,000.

Based on our survey results, we estimated that 20 percent of
community banks closed one or more branches from January 2010
through August 2017.74 Our survey results suggest that multiple
factors, including changes in the regulatory environment, economic
conditions, and technological advances, influenced these closures.75

Representatives from some community banks we interviewed said
branch opening and closing decisions are often based on branch
profitability and growth opportunities, which stem from economic
conditions, and that closures did not have major effects on customers.
In contrast, our prior work found that compliance with Bank Secrecy
Act/anti-money laundering regulations along with other factors,
including demographic factors, contributed to bank branch closures.76

The number of community bank branches in about half of U.S.
counties increased or remained the same in 2010 and 2017, while
the number decreased in the other half of counties (see fig. 13).
Additionally, although small, the percentage of counties with no
community bank branches increased slightly in 2017 as compared
with 2010.77

74We surveyed generalizable samples of community bank and credit union
representatives about management decisions from January 2010 through August
2017. This estimate includes community banks that were in the process of closing an
office at the time of the survey. The 95 percent confidence interval for this estimate
is (16, 25). For additional information on our methodology and our results see
appendixes I, III, and IV.
75According to our community bank survey, of those institutions that closed one or
more branches, an estimated 50 percent (38, 63) cited the regulatory environment,
49 percent (37, 61) cited changes in economic conditions, and 42 percent (30, 55)
cited advances in technology as factors affecting their decision to a moderate or great
extent.
76This analysis considered banks of all sizes (not just community banks). This analysis
is subject to a number of important caveats. For more information about our
methodology and results, see: GAO, Bank Secrecy Act: Derisking Along the Southwest
Border Highlights Need for Regulators to Enhance Retrospective Reviews, GAO-18-263
(Washington, D.C.: Feb. 26, 2018). The Bank Secrecy Act established reporting, record
keeping, and other anti-money laundering requirements for financial institutions to
assist government agencies to detect and prevent money laundering and terrorist
financing by, among other things, maintaining compliance policies, conducting
ongoing monitoring of customers and transactions, and reporting suspicious financial
activity.
77The percentage of counties with no community bank branches increased by about
2 percentage points, from 4 percent in 2010 (130 counties out of 3,141) to 6 percent in
2017 (173 counties out of 3,141).
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Figure 13: Changes in the Number of Community Bank Branches at the County Level, in 2010 and 2017

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017.

The distribution of community bank branches between urban and
rural areas appears to have remained largely unchanged from 2010
through 2017. The majority of community bank branches are located
in urban areas—about 70 percent in 2017—and declines in the
number of branches were largest in urban areas (see table 5).78

78For the purposes of this report, we defined "urban" and “rural” areas using the
Department of Agriculture’s Rural-Urban Commuting Area codes. These codes classify
all census tracts in the United States on a 10-tier continuum from rural to urban
based on daily commuting patterns, urbanization, and population density. For our
analysis, we collapsed the 10 tiers into 4, where 2 tiers are considered rural and the
other 2 are considered urban.
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 Table 5: Number and Percentage of Urban and Rural Community Bank Branches, 2010 and 2017
2010 2017Type

Number Percent Number Percent

Urban branches 25,302 72 20,793 70

Rural branches 9,715 28 8,942 30

Total 35,017 100 29,735 100

Source: GAO analysis of Federal Deposit Insurance Corporation (FDIC) and Department of Agriculture data. | GAO-18-312

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. We define
"urban" and "rural" areas using the Department of Agriculture's Rural-Urban Commuting
Area codes. These codes classify all census tracts in the United Sates on a 10-tier
continuum from rural to urban based on daily commuting patterns, urbanization, and
population density. For our analysis, we collapsed the 10 tiers into 4, where 2 tiers are
considered rural and the other 2 are considered urban. The totals in this table exclude 15
community bank branches in 2010 and 9 in 2017, because we were unable to classify the
branch locations as urban or rural.

Our analysis of NCUA data shows that from 2012 (the first year for
which reliable data are available) through 2017, the number of credit
union branches decreased by 5 percent, from about 16,000 to about
15,000. Based on our survey results, we estimated that 22 percent
of credit unions closed one or more branches from January 2010
through August 2017 or were in the process of closing a branch. 79

Some credit union representatives we interviewed said credit unions
make decisions about branch openings and closings based on the
profitability of individual branches or member needs.

Market Share of Bank Activities

Along with decreases in the number of community banks, their
market shares of banking activities—total banking assets, deposits,
and loans and leases—decreased from 2010 through 2017.80 For
example, their share of total assets declined from 15 percent in 2010
to 13 percent in 2017, and their share of total deposits declined from
20 percent in 2010 to 15 percent in 2017.

79The 95 percent confidence interval for this estimate is (16, 27).
80Data we report for 2017 are as of June 2017.
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Figure 14: Community Banks' Market Share of Total Assets, Deposits, and Loans and Leases, 2001–2017

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. Data we report
for 2017 are as of June 2017.

These declines appear to be part of longer-term trends to some
degree. As figure 14 shows, although community banks’ market shares
rose during the 2007–2009 financial crisis, their slight declines since
then continued an overall downward trend in community bank market
shares from at least 2001. According to FDIC officials, the loss of
market shares by community banks may, in part, be the result of the
Federal Reserve expanding its balance sheet and providing hundreds
of billions in additional balances into the banking system in response
to the financial crisis.

Credit unions' market shares of total assets, deposits, and loans and
leases were largely unchanged.81 From 2010 through 2017, their
market shares of total assets, deposits, and loans and leases each
changed by less than 1 percentage point.

81As noted previously, for the purposes of this report, we define small and medium
credit unions as those with assets of less than $994 million in 2017. See appendix I for
our full definition of small and medium-sized credit unions.
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The Eect of
Regulatory Changes
on Community
Bank Financial
Performance Is
Likely Modest

In response to changes in the regulatory environment, community
banks and credit unions may hire additional staff or outside
consultants, invest in new software, or take other actions to help
comply with new requirements. As a result, the number of employees
and the administrative and personnel costs are likely to increase, and
profits and performance are likely to decrease, all else being equal.
However, while our survey results suggest many community banks
and credit unions made such changes in response to regulations,
these changes appear to have had minimal effects on community
banks' and credit unions' total employment levels, expenses, and
financial performance. Additionally, our econometric analysis
suggests that the effects of changes in the regulatory environment on
community bank profitability were likely small.

Changes in Employment

Our survey results indicated that most community banks and credit
unions increased or reallocated staff from January 2010 through
August 2017 to assist with changes in the regulatory environment, but
FDIC and NCUA data for banks and credit unions showed no increases
in total employment for these institutions.82 Based on our survey,
an estimated 73 percent of community banks hired additional staff
and 86 percent reallocated existing staff to assist with changes in the
regulatory environment.83 However, our analysis of FDIC data found
that total employment levels at these institutions decreased slightly
from 2010 through 2017 (see fig. 15).84 Based on our survey of credit
unions, we estimated that most credit unions (61 percent) did not
hire additional staff from January 2010 through August 2017, but that
61 percent of credit unions reallocated existing staff to assist with
changes in the regulatory environment.85 Similarly, our analysis of
NCUA data shows that the median numbers of full-time and part-time
credit union employees decreased during this period.

82We surveyed generalizable samples of community bank and credit union
representatives about management decisions and small business lending activities
from January 2010 through August 2017. For additional information on our
methodology and our results see appendixes I, III, and IV.
83The 95 percent confidence interval for these estimate are (68, 77) and (82, 90),
respectively.
84Data we report for 2017 are as of June 2017.
85The 95 percent confidence intervals for these estimates are (55, 68) and (54, 68),
respectively.
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Figure 15: Median Number of Employees per $1 Million in Assets, 2001–2017 for Community Banks and Credit Unions, by
Type of Institution

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. We excluded
large credit unions (those with total assets above an annual threshold equal to $201 million
in 2001 and $994 million in 2017) from this analysis. Dollar amounts are in constant 2016
dollars and data for 2017 are as of June 2017.

Our survey results suggest that institutions’ decisions to reallocate
existing staff to assist with changes in the regulatory environment
were driven or offset by other changes. For example, to help mitigate
the negative effects of changes in staffing, institutions may have made
greater use of technology. Of the community banks that decreased
the time staff spend engaging directly with individual customers (an
estimated 18 percent of community banks overall), an estimated
87 percent attribute that decision to technological advances.86

Furthermore, an estimated 89 percent of community banks and 92
percent of credit unions increased their investments in customer-
facing technologies, such as online or mobile banking.87 Shifts in
staffing allocations may also have resulted in decreased availability of
products and services; however, our survey results found that most
community banks and credit unions did not decrease the time staff
spend engaging with customers or identifying new and innovative
products. Based on our survey, we estimated that 83 percent of

86The 95 percent confidence intervals for these estimates are (13, 22) and (76, 95),
respectively.
87The 95 percent confidence intervals for these estimates are (85, 92) and (88, 95),
respectively.
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community banks and 82 percent of credit unions increased or did
not change the time staff spend engaging directly with individual
customers during this period.88 Similarly, an estimated 91 percent of
community banks and 97 percent of credit unions increased or did not
change the time staff spend identifying new or innovative products.89

Changes in Operating Expenses

Many survey respondents reported spending on outside services
to help assist with changes in the regulatory environment, but our
analysis found that noninterest expenses—a measure that includes
these and other regulatory compliance costs, as well as salaries,
employee benefits, and consulting and advisory expenses—decreased
overall. According to our survey results, an estimated 96 percent of
community banks and 78 percent of credit unions hired a third party
or purchased additional software or automated systems to assist with
changes in the regulatory environment from January 2010 through
August 2017.90 As figure 16 shows, median noninterest expenses
as a percentage of assets for community banks increased prior to
and during the 2007–2009 financial crisis but then declined through
2017.91 Similarly, credit unions' median noninterest expenses as a
percentage of assets increased leading up to the financial crisis but
have since declined to below precrisis levels.

88The 95 percent confidence intervals for these estimates are (78, 87) and (75, 87),
respectively.
89The 95 percent confidence intervals for these estimates are (87, 94) and (93, 99),
respectively.
90The 95 percent confidence intervals for these estimates are (93, 98) and (72, 84),
respectively.
91Data we report for 2017 are as of June 2017.
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Figure 16: Median Noninterest Expenses, 2001–2017 for Community Banks and Credit Unions, by Type of Institution

Notes: Noninterest expenses include salaries, employee benefits, and consulting and
advisory expenses. We defined community banks using FDIC's definition, which takes
into account institutions' assets, foreign interests, specializations, and geographic
characteristics. Community banks include banks with up to $39.5 billion in assets in 2017.
We excluded large credit unions (those with total assets above an annual threshold equal
to $201 million in 2001 and $994 million in 2017) from this analysis. Data we report for
2017 are as of June 2017.

Community bank and credit union financial performance also
improved from 2010 through 2017. In the prior period from 2001
through 2009, community banks' median efficiency ratio—a measure
of operating expenses as a proportion of income—increased from 66
percent to 74 percent (see fig. 17), suggesting a decline in efficiency.92

However, the ratio for these institutions has since decreased to 69
percent in 2017, indicating slightly greater efficiency. Similarly, from
2001 through 2009, credit unions' median efficiency ratio increased
from about 85 percent to about 92 percent; however, it then improved
to about 90 percent in 2017.

92The efficiency ratio is defined as noninterest expenses, less amortization of
intangible assets, as a percentage of net interest income plus noninterest income.
This ratio measures the proportion of net operating revenues that are absorbed by
operating expenses, so that a lower value indicates greater efficiency of operations.
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Figure 17: Median Efficiency Ratio, 2001–2017 for Community Banks and Credit Unions, by Type of Institution

Notes: The efficiency ratio is defined as noninterest expenses, less amortization of
intangible assets, as a percentage of net interest income plus noninterest income. This
ratio measures the proportion of net operating revenues that are absorbed by operating
expenses, so that a lower value indicates greater efficiency. We defined community banks
using FDIC's definition, which takes into account institutions' assets, foreign interests,
specializations, and geographic characteristics. Community banks include banks with up
to $39.5 billion in assets in 2017. We excluded large credit unions (those with total assets
above an annual threshold equal to $201 million in 2001 and $994 million in 2017) from
this analysis. Data we report for 2017 are as of June 2017.

Changes in Profitability

Our analysis of FDIC data suggests that community bank profitability
is increasing and that regulatory environment has likely not negatively
affected profitability significantly. Specifically, the median pretax
return on assets—a measure of profitability—for the population of
all community banks decreased leading up to and during the 2007–
2009 financial crisis (see fig. 18).93 From 2010 through 2017, however,
the median return on assets for the population increased, although
it remains below precrisis levels.94 Similarly, credit unions’ median

93Return on assets is defined for banks as net income before income taxes,
extraordinary income, and other adjustments as a percentage of average total assets.
We define it for credit unions as net income as a percentage of total assets.
94Data we report for 2017 are as of June 2017. In a study published in 2016, FDIC
analyzed the core profitability of community banks (which FDIC defined as the
portion of return on assets attributable to structural factors that reflect the operating
environment and business practices of banks and excludes macroeconomic factors)
from 1985 to 2015. The study found that, while average community bank return on
assets had generally remained lower than its levels before the 2007–2009 financial
crisis, core profitability has returned to levels comparable to those experienced prior
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return on assets decreased during the financial crisis but increased
from 2010 through 2017.

Figure 18: Median Return on Assets, 2001–2017 for Community Banks and Credit Unions, by Type of Institution

Notes: Return on assets is defined for banks as net income before income taxes,
extraordinary income, and other adjustments as a percentage of average total assets.
We define it for credit unions as net income as a percentage of total assets. We defined
community banks using FDIC's definition, which takes into account institutions' assets,
foreign interests, specializations, and geographic characteristics. Community banks include
banks with up to $39.5 billion in assets in 2017. We excluded large credit unions (those with
total assets above an annual threshold equal to $201 million in 2001 and $994 million in
2017) from this analysis. Data we report for 2017 are as of June 2017.

Our econometric analysis found that community bank profitability
was higher from 2010 through 2016 than would have been expected
based on macroeconomic, local market, and bank characteristics
at the time.95 Specifically, our model found that, on average,
community banks’ actual return on assets was 40 basis points
higher than our model forecasted given the macroeconomic, local
market, and bank characteristics in place during the post-crisis

to the financial crisis. See Jared Fronk, "Core Profitability of Community Banks: 1985–
2015," FDIC Quarterly, vol. 10, no. 4 (2016).
95To determine the extent to which various factors explained community banks'
pretax return on assets, we constructed a model using macroeconomic, local market,
and bank characteristics. Because it is difficult to measure the cumulative effect of
changes in the regulatory environment, this model used data on these characteristics
from 2003 through 2009 to forecast community banks’ return on assets from 2010
through 2016 based on these macroeconomic, local market, and bank characteristics.
We then compared community banks’ return on assets forecasted by the model to
those that actually cover the period to capture the difference or residual. We drew
conclusions about the influence of this residual (which we call the "other factors").
For more information on our econometric modeling methodology and results, see
appendix II.
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period from 2010 through 2016 and despite any change in the
regulatory environment.96 This effect was most pronounced in 2010
(immediately after the crisis), when the actual return on assets did
not dip as low as our model forecasted, and in 2012 and 2013—
community banks’ return on assets was 70 basis points higher than
would have been expected. From 2014 through 2016, actual return
on assets continued to be higher than our model forecasted, but the
difference was smaller.

Figure 19: Actual Community Bank Pretax Return on Assets Compared
to Returns Expected Based on Macroeconomic, Local Market, and Bank
Characteristics, 2003–2016

Notes: We defined community banks using FDIC’s definition, which takes into account
institutions’ asset, foreign interests, specializations, and geographic characteristics.
Community banks includes banks with up to $39.5 billion in assets in 2017. From 2003
through 2009, the difference between the actual and predicted lines represents the extent
to which our model was a reasonable fit for the data; a smaller difference indicates a
better fit. From 2010 through 2016, the difference between the actual and forecasted lines
represents the combined influence of "other factors" we were unable to measure directly
in our econometric model, which may include changes in the regulatory environment and
the elimination of underperforming community banks through mergers or failures, among
other things. Because the individual influence of each of these factors is unknown, our
ability to determine the cumulative effect of changes in the regulatory environment on

96WIth the exception of 2 years, the actual community bank return on assets was
within the 95 percent confidence intervals for the forecasted return on assets from
2010 through 2016. This suggests that the net effect on community banks' return
on assets from factors we included in our model (macroeconomic, local market, and
bank characteristics) may not have fundamentally changed between the two periods
we analyzed (2003 through 2009 and 2010 through 2016) and that the effect of other
factors we did not include in our model were likely small from 2010 through 2016.
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community bank return on assets is unknown. With the exception of 2 years, community
banks' actual return on assets was within the 95 percent confidence intervals for the
forecasted returns.

The difference between actual community bank return on assets
and what the model forecasted is attributable to the influence of
the “other factors” category, which could include the influence of
weaker banks exiting from the population. For example, FDIC reported
that from 2009 through 2012 (during and following the crisis), many
weaker banks exited, which may have contributed to an upturn in
overall community bank profitability.97 In addition, FDIC found that
banks acquired during a merger from 2010 through 2016 had lower
profitability than their peers—removing these weaker institutions
from the population of community banks could also explain the
higher-than-forecasted return on assets.98 However, the individual
influence of the other factors is unknown, which limits our ability to
determine the cumulative effect of these other factors on community
bank return on assets.

Finally, the influence of changes in the regulatory environment on the
number and financial performance of community banks and credit
unions is not necessarily an indication of undue burden; such changes
could also result in benefits to individual institutions and the overall
financial system. A change in a bank's or credit union's behavior may
be the appropriate result of the regulators addressing weak business
practices, and federal oversight serves, in part, to help ensure that
these institutions do not take excessive risks that could undermine
their safety and soundness.

Regulators Have Taken Steps to Analyze and Mitigate the Eects of
Regulatory Changes on Small Business Lending

In response to the 2007–2009 financial crisis, the financial banking
regulators—the Federal Reserve, FDIC, and OCC—have taken various
actions to identify and mitigate effects of changes in the regulatory
environment on community banks and small business lending. In a
policy statement published in February 2010, regulators underscored
the importance of ensuring that financial institutions, including
community banks, continued to make credit available to small

97Jared Fronk, "Core Profitability of Community Banks: 1985–2015," FDIC Quarterly,
vol. 10, no. 4 (2016).
98Eric C. Breitenstein and Nathan L. Hinton, "Community Bank Mergers Since the
Financial Crisis: How Acquired Community Banks Compared with their Peers," FDIC
Quarterly, vol. 11, no. 4 (2017).
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businesses.99 In particular, the policy stated that supervisory policies
or actions should not inadvertently curtail the availability of credit to
sound small businesses.100

Federal Reserve and FDIC officials told us that to help assess the
extent to which credit has continued to reach small businesses
following the crisis, they have regularly monitored small business
lending trends, including external data sources that assess small
business demand for credit. For example, Federal Reserve officials
analyzed data published by the National Federation of Independent
Business on small business owners' perceptions of credit market
conditions.101 Similarly, FDIC officials told us that to monitor the effect
of changes in the regulatory environment on small business lending,
FDIC compared community banks' total business loan growth (as
a measure of small business lending) to growth in gross domestic
product and found that community banks' lending outpaced overall
economic output. In addition, in December 2017, the Federal Reserve
took steps to help strengthen its ability to monitor small business
lending activity through a new quarterly survey of banks.102 This
initiative is designed to collect information on the availability and cost
of loans to small businesses, the role of community banks in providing
loans to small businesses, and small businesses' access to credit in
their local communities.

To complement their data analysis, Federal Reserve and FDIC
officials told us they have also gathered information directly from
community banks to help identify any potential effects of changes in

99The Board of Governors of the Federal Reserve System, the Federal Deposit
Insurance Corporation, the National Credit Union Administration, the Office of
the Comptroller of the Currency, and the Office of Thrift Supervision, Interagency
Statement on Meeting the Credit Needs of Creditworthy Small Business Borrowers
(Washington, D.C.: Feb. 12, 2010).
100In their policy statement, regulators noted that institutions that engage in prudent
small business lending after performing a comprehensive review of a borrower's
financial condition will not be subject to criticism for loans made on that basis.
They cautioned that institutions should avoid excessive tightening of underwriting
standards and that sound small business borrowers should not automatically be
refused credit because of borrowers' particular industry.
101The National Federation of Independent Business Research Foundation has
collected data on small business economic trends with quarterly surveys since 1974
and monthly surveys since 1986. The survey asks members about economic outlook
and credit conditions, among other things. According to Federal Reserve officials, they
also monitored small business lending demand using the Wells Fargo/Gallup Small
Business Index, which measures small business owners' optimism.
102The Federal Reserve's Small Business Lending Survey (FR 2028D) replaces
the Survey of Terms of Business Lending (FR 2028A), which the Federal Reserve
determined was insufficient for addressing questions about small business lending
during the financial crisis, ensuing recession, or economic recovery.
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the regulatory environment on small business lending activities. For
example, the Federal Reserve has met twice yearly since 2013 with
an advisory council of community bank and other representatives,
where they ask for information on changes in the availability of small
business loans and the effects of examination practices on access
to credit, among other issues.103 Additionally, in 2017 FDIC issued
preliminary results of a survey of banks' small business lending
products and processes.104 According to FDIC officials, this survey was
designed to help improve their understanding of the types of small
business loans provided by banks, including community banks.

Although OCC officials told us that they have not analyzed the effects
of changes in the regulatory environment on community banks' small
business lending, they are considering analyzing the cumulative effect
of regulatory changes on the overall performance and activities of
smaller banks in 2018 or 2019. OCC officials said that the scope and
methodology of this study, including the extent to which it will include
specific analysis of the effect of regulatory changes on small business
lending activities, have not yet been determined.

The Federal Reserve and FDIC have also taken steps to assess the
effects of changes in the regulatory environment on the number and
performance of community banks. For example, Federal Reserve
researchers assessed the effects of regulatory changes on the
formation of new community banks and found that the effect
was relatively small.105 In addition, a 2016 FDIC study analyzed
the effects of changes in macroeconomic factors relative to core
profitability (a measure that includes the regulatory environment)
on the overall profitability of community banks and found that
macroeconomic shocks, such as unemployment levels and interest
rates, explained the majority of the change.106 A Federal Reserve
study and a survey conducted by FDIC also analyzed how changes in
the regulatory environment affected community banks' compliance

103The Federal Reserve established its Community Depository Institutions Advisory
Council in 2010 and it held its first meeting in 2013. The council provides first-hand
input on the economy, lending conditions, and other issues.
104FDIC defined small banks as those with less than $10 billion in assets, a group
that includes many community banks. For preliminary results of their research, see
Federal Deposit Insurance Corporation, CBAC 2018 Preview: FDIC Small Business
Lending Survey (Washington, D.C.: Nov. 1, 2017). According to FDIC officials, they
anticipate issuing their final report in 2018.
105Robert M. Adams and Jacob P. Gramlich, "Where Are All the New Banks? The Role
of Regulatory Burden in New Charter Creation," Finance and Economics Discussion
Series 2014-113 (Washington, D.C.: Dec. 16, 2014).
106In this study, community bank profitability is measured using pretax return
on assets. Jared Fronk, "Core Profitability of Community Banks: 1985-2015," FDIC
Quarterly, vol. 10, no. 4 (2016).
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costs, performance, and operations.107 According to Federal Reserve
officials, the results of their study were largely inconclusive. Similarly,
FDIC's survey of the factors affecting regulatory compliance costs at
nine community banks found that data limitations prevented them
from identifying any specific effects.108

Banking regulators have also taken steps to try to mitigate potential
effects of changes in the regulatory environment on small business
lending. For example, to reduce the time and resources community
banks use for compliance activities, Federal Reserve, FDIC, and OCC
officials said they made changes to the duration of examinations and
provided technical assistance related to regulatory compliance and
bank management.109 Community bank representatives and policy
and advocacy groups have also suggested that the cost of complying
with new capital rules reduced the ability of community banks to lend
to small businesses. In response, regulators proposed changes to
certain capital rules, adopted in 2013, for institutions with total assets
under $1 billion.110

107The Federal Reserve and the Conference of State Bank Supervisors conducted an
annual survey of community banks from 2014 through 2017. According to Federal
Reserve officials, this research was intended to assess anecdotal reports from banks
that regulatory changes required banks to add staff and expenses. The survey results
are available at https://www.communitybanking.org/ (last accessed on Jan. 5, 2018).
FDIC's Division of Insurance and Research conducted interviews with nine community
bankers to understand the factors affecting the cost of regulatory compliance and to
obtain financial data to better understand how regulation and supervision affect bank
performance. The interviews were conducted in October and November 2012. Federal
Deposit Insurance Corporation, FDIC Community Banking Study (Washington, D.C.:
December 2012).
108FDIC found that the study participants in general did not separately track the cost
of regulatory compliance, and the majority of the nine study participants indicated
that it was costly to separate out the indirect costs of compliance from normal
operating costs. As a result, FDIC was unable to obtain specific information about
what drives the cost of regulatory compliance.
109In 2014 and 2015, the Federal Reserve revised its examination guidelines to
more closely align the expected examination activities with the size, complexity,
and risk profile of the institution (see: Board of Governors of the Federal Reserve
System, Community Bank Risk-Focused Consumer Compliance Supervision Program,
Consumer Affairs Letter CA 13-19 (Nov. 18, 2013) and Enhancements to the Federal
Reserve System's Surveillance Program, Supervision and Regulation Letters SR 15-16
(Dec. 10, 2015)). According to Federal Reserve officials, they also began conducting
more examinations from off-site locations. In 2016, in response to a legislative
change allowing regulators to decrease the frequency of examinations for certain
institutions, FDIC, the Federal Reserve, and OCC decreased the frequency of on-site
examinations for institutions with total assets under $1 billion (a population that is
primarily composed of community banks ).
110 See Simplifications to the Capital Rule Pursuant to the Economic Growth and
Regulatory Paperwork Reduction Act of 1996, 82 Fed. Reg. 49984 (Oct. 27, 2017). The
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Similar to community bank regulators, NCUA has also taken steps
to monitor and assess the effects of changes in the regulatory
environment on credit unions' activities, including small business
lending.111 According to NCUA officials, they monitor trend data,
conduct 3-year rolling reviews of their regulations, and convene
special working groups to monitor implementation of new rules.

• Data monitoring. NCUA officials told us that to identify any
potential effects of changes in the regulatory environment on
credit unions' small business lending, they monitor institutions'
small business lending activities.112 NCUA officials found that
credit unions' small business lending has steadily increased since
2001 and was the fastest growing segment of credit unions' loan
portfolio.

• Review of regulations. In addition, NCUA conducts an annual
retrospective review of its regulations, whereby credit union
representatives, other stakeholders, and the public are invited
to identify opportunities to reduce the burden of NCUA's
regulations.113 According to NCUA officials, credit union and
industry group representatives use this process to help identify
unintended consequences of regulatory changes. For example,
NCUA's updated small business lending rule went into effect in
January 2017, and NCUA officials said they plan to use the annual
retrospective review process to identify any unexpected effects on
credit unions' small business lending from this change.114

• Monitor implementation. Finally, NCUA officials told us that in
2017, following the issuance of NCUA's updated small business
lending rule, they created a working group of credit union
representatives, state regulators, and NCUA staff to discuss the

2013 rules were designed to strengthen the capital requirements of banks and certain
banking organizations by improving the quality and quantity of regulatory capital
and increasing the risk-sensitivity of the capital rule. The proposal addresses aspects
of the generally applicable capital rules related to the treatment of acquisition,
development, or construction loans; items subject to threshold deduction; and
minority interests included in regulatory capital, among other things.
111For the purpose of our review, all loans made by credit unions for business
activities are considered small business loans.
112NCUA collects quarterly data from credit unions on their financial condition,
income and expenses, and lending activities (among other things).
113Annually, NCUA solicits public comments on opportunities to modernize,
improve the applicability, or reduce the burden of approximately one-third of
their regulations. According to NCUA officials, the process is structured so that
each NCUA regulation is considered for public comment every 3 years.
114 See Member Business Loans; Commercial Lending, 81 Fed. Reg. 13530 (Mar.
14, 2016). According to NCUA officials, they anticipate that the annual review
process will include the updated small business lending rule in 2019 or 2020.
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implementation of the new rule, including how credit unions are
adapting to the new requirements. Among other things, the group
is intended to increase understanding of supervisory expectations,
identify concerns with interpretation and enforcement of the
regulation, and identify opportunities to improve NCUA's guidance
related to the regulation.
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Conclusions

Financial regulation helps ensure the safety and soundness of the
financial system but can also have unintended effects. Although
recent regulatory changes have generally targeted larger institutions,
these changes have the potential to affect community banks' small
business lending as well. It is therefore important for regulators to
understand how regulation may be affecting community banks and
their small business customers. However, the data banks are required
to report to regulators do not accurately capture community banks'
lending to small businesses because they exclude a portion of these
loans and may include loans to large businesses. Federal internal
control standards require regulators to obtain relevant and reliable
data from external sources. Bank regulators have not reassessed
the reporting requirement since 1992 (when it was established as
mandated by Congress), but technological changes since then may
allow regulators to change the requirement to better reflect lending
to small businesses without unduly increasing reporting burdens on
banks. Without data that better reflect community banks’ lending
to small businesses, regulators and policymakers are limited in
their ability to assess the availability of credit to small businesses
as Congress envisioned and to understand how regulation may be
affecting these institutions.
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Agency Comments and Our Evaluation

We provided a draft of this report to the Federal Reserve, BCFP, FDIC,
NCUA, OCC, and SBA for review and comment. We received written
comments from the Federal Reserve, FDIC, and OCC, which we have
reprinted in appendixes V through VII. The Federal Reserve, BCFP, and
FDIC also provided technical comments, which we incorporated as
appropriate.

In their written comments, the Federal Reserve, FDIC, and OCC agreed
with the recommendation made to each regulator to collaborate to
reevaluate and modify (as needed) the requirements for the data
banks report in the Call Reports to better reflect lending to small
businesses. Each agency stated its intent to coordinate through the
Federal Financial Institution Examination Council to reassess and
potentially modify the reporting requirements. The regulators also
noted that in considering revisions to the reporting requirements they
would attempt to balance the importance of maximizing information
collection with the potential burden changes would place on banks. In
addition, OCC noted that any changes to the reporting requirements
would be issued for public comment prior to taking effect.

As agreed with your office, unless you publicly announce the contents
of this report earlier, we plan no further distribution until 30 days
from the report date. At that time, we will send copies to the Federal
Reserve, BCFP, FDIC, NCUA, OCC, and SBA, and other interested
parties. In addition, this report will be available at no charge on the
GAO website at http://www.gao.gov.

If you or your staff have any questions about this report, please
contact Lawrance Evans, Jr. at (202) 512-8678 or Oliver Richard at
(202) 512-8424. You may also reach us by email at evansl@gao.gov
or richardo@gao.gov. Contact points for our Offices of Congressional
Relations and Public Affairs may be found at the end of this report.
Key contributors to this report are listed in appendix VIII.

Sincerely yours,

Lawrance L. Evans, Jr.
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Managing Director

Financial Markets and Community Investment

Oliver Richard

Director, Center for Economics

Applied Research and Methodology
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Congressional Addressees

Addressees
The Honorable Steve Chabot
Chairman
Committee on Small Business
House of Representatives
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Appendixes

Appendix I: Objectives, Scope, and Methodology

This report examines the effect of changes in the regulatory
environment on community banks and credit unions and their
ability to meet the credit needs of small businesses. It examines,
for the period from 2010 through 2017, the effect of changes in the
regulatory environment, including (1) the data regulators use to
measure the volume of small business lending and how and why
small business lending volumes changed, (2) how and why small
business lending processes changed among these institutions,
and (3) how and why the number of institutions and their financial
performance changed, as well as (4) actions regulators took to identify
and mitigate the effects of changes in the regulatory environment on
these institutions and their small business customers.115

Data Used for Our
Analysis

To address these four objectives, we compiled regulator data on
community banks and credit unions from January 2001 through June
2017.

Data on Banks

For this report, we defined community banks using the Federal
Deposit Insurance Corporation's (FDIC) definition, which takes into
account a bank’s business activities, asset size, office structure, and
geographic scope of operations to determine the extent to which it
focuses on traditional lending and deposit gathering.116 Specifically, to
identify community banks, FDIC:

115Data we report on banks and credit unions are as of June 2017.
116Community banks include banks with up to $39.5 billion in assets in 2017. For
additional information on FDIC's definition of community banks, see: Federal Deposit
Insurance Corporation, FDIC Community Banking Study (December 2012).
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1. Aggregates all charter-level data reported under each holding
company into a single banking organization.

2. Excludes any banking organization with (a) no loans or no core
deposits; (b) foreign assets greater then or equal to 10 percent
of total assets; or (c) more than 50 percent of assets in certain
specialty banks, including credit card specialists and industrial
loan companies, among others.

3. Includes all remaining banking organizations that engage in basic
banking activities as measured by a total loans-to-asset ratio
greater than 33 percent and a ratio of core deposits to assets
greater than 50 percent.

4. Includes all remaining banking organizations that operate within a
limited geographic scope. This is measured as having: (a) at least
one branch and not more than an indexed maximum number
of branches (the indexed maximum was 75 branches in 2010),
(b) no more than the indexed maximum level of deposits for any
one branch (the indexed maximum was $5 billion in 2010), (c)
branches in no more than two large metropolitan statistical areas,
and (d) branches in no more than three states.

5. Includes all banking organizations (even those previously excluded
due to limited banking activities or geographic scope) under an
indexed maximum asset size threshold (the indexed maximum
was $1 billion in 2010).

To identify community banks from 2001 through 2017, we used
the community bank indicator in FDIC's Statistics on Depository
Institutions and their Historical Community Banking Reference
Data.117 In total, we identified 9,914 unique community banks from
the first quarter of 2001 through the second quarter of 2017 for
analysis. We assessed the reliability of these data for the purposes of
identifying community banks by reviewing relevant documentation;
interviewing knowledgeable officials; and electronically testing the
data for missing values, outliers, and invalid values, and we found the
data to be sufficiently reliable for that purpose.

We subsequently compiled quarterly bank-level data on both
community banks and large banks (that is, all banks that were
not community banks), including information on their loans and
leases, assets, deposits, employment, return on assets, and other
characteristics from FDIC's Statistics on Depository Institutions. These
data are submitted quarterly by all FDIC-insured banks through the
Federal Financial Institution Examination Council's Consolidated
Reports of Condition and Income (Call Reports) and, prior to March

117These publicly available data contain quarterly records for all FDIC-insured banks.
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2012, from Thrift Financial Reports.118 We compiled these data for
every quarter from the first quarter of 2001 through the second
quarter of 2017. We assessed the reliability of these data by reviewing
relevant documentation; interviewing knowledgeable officials; and
electronically testing the data for missing values, outliers, and invalid
values, and we found the data to be sufficiently reliable for the
purpose of identifying community banks and constructing indicators
associated with compliance costs and business lines for banks.

In addition, we used FDIC's Community Banking Study Structure
data to determine, from the first quarter of 2001 through the second
quarter of 2017, the number of exits from the pool of community
banks each year, the reason for the exit, and, for mergers, whether
the acquiring bank was a community bank.119 We assessed the
reliability of these data by reviewing relevant documentation;
interviewing knowledgeable officials; and electronically testing the
data for missing values, outliers, and invalid values, and we found
the data to be sufficiently reliable for the purpose of identifying bank
mergers, failures, and other exits.

To identify the number of new community banks formed each year,
we used the Board of Governors of the Federal Reserve System's
(Federal Reserve) National Information Center Bulk Structure data,
which contain a variable indicating the date on which each community
bank became active. Specifically, we matched these data with our data
set of community banks using the Federal Reserve's identification
number for each bank to count the number of new community bank
formations in each year.120 We assessed the reliability of these data by
reviewing relevant documentation and electronically testing the data
for missing values, outliers, and invalid values, and we found the data
to be sufficiently reliable for the purpose of identifying new banks.

118Call Reports are a primary source of financial data used for the supervision and
regulation of banks. They consist of a balance sheet, an income statement, and
supporting schedules. Every national bank, state member bank, and insured state
nonmember bank, is required to file a consolidated Call Report. The specific reporting
requirements depend on the size of the institutions and whether they have any
foreign offices. All institutions file a Call Report normally as of the close of business on
the last calendar day of each calendar year. As of March 2012, savings associations no
longer filed Thrift Financial Reports and instead were required to file Call Reports.
119These data contain records identifying each instance an FDIC-insured bank enters
or exits the universe of banks filling Call Reports beginning in the second quarter of
1984.
120Institutional identification numbers are assigned by the Federal Reserve when
an institution becomes active and are unique to that institution. The identification
numbers stay with an institution during a charter conversion (such as, a credit union
converting to a bank) and are not reused.

Page 69 GAO-18-312 



Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

To identify the number of bank branches and their locations, we
used FDIC's Summary of Deposits data from 2001 through 2017.
Banks submit information on each of their branches annually to FDIC.
These data are available as of June of each year. For our purposes,
we defined a branch as any bank branch or location that accepts
deposits. We assessed the reliability of these data by reviewing
relevant documentation and electronically testing the data for missing
values, outliers, and invalid values, and we found the data to be
sufficiently reliable for the purpose of determining the number and
location of bank branches.

Finally, we placed community banks into four size categories based
on total assets (measured in 2016 dollars) in a given year. We defined
micro community banks as having less than $100 million in assets,
small community banks as having at least $100 million but less than
$300 million in assets, medium community banks as having at least
$300 million but less than $1 billion in assets, and large community
banks as all community banks having $1 billion or more in assets.

Data on Credit Unions

We also assembled data on credit unions that we obtained from
regulators' public websites and directly from the National Credit Union
Administration (NCUA). We analyzed small and medium (based on
total assets) natural person credit unions and excluded large credit
unions from our analysis.121 To identify large credit unions, we used
a methodology similar to that used by FDIC to define community
banks.122 Mirroring FDIC’s approach, we used NCUA Call Report data
to determine that the largest 5 percent of credit unions had total
assets greater than about $100 million in 1994 and $900 million in
2016. We used these thresholds—$100 million and $900 million—
to exclude the largest credit unions in 1994 and 2016, respectively.
Moreover, we calculated that growth from $100 million in 1994 to
$900 million in 2016 represented an approximately 10.5 percent
annual growth rate. To determine which credit unions to exclude in
the years from 1994 through 2016, we applied this annual growth
rate to our 1994 base of $100 million, which allowed us to calculate

121Natural person credit unions are credit unions whose members (and owners) are
individuals.
122To account for changes in bank size over time due to economic conditions,
inflation, and the size of the banking industry, FDIC used a compound annual growth
rate of 5.7 percent to adjust the asset size threshold each year for its community
bank definition. It made the size threshold $250 million in 1985 and $1 billion in 2010.
Approximately 90 percent of all banking organizations fell within these asset-size
thresholds in both 1985 and 2010, the base years for their compound annual growth
calculation.
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asset-size thresholds for 1994 through 2017. To identify the credit
unions for our analysis, we applied these asset-size thresholds to all
federally, state-, and privately insured credit unions that filed an NCUA
Call Report in each quarter from the first quarter of 2001 through the
second quarter of 2017. The remaining credit unions included in our
population represented approximately 95 percent of all credit unions
as of June 2017. To better ensure the validity of this methodology, we
shared our approach with officials from NCUA and incorporated their
comments into our methodology.

We then compiled quarterly Call Report data on these credit unions'
loans and leases, assets, deposits, employment, return on assets,
and other characteristics from the first quarter of 2001 through the
second quarter of 2017. We assessed the reliability of these data
by reviewing relevant documentation; interviewing knowledgeable
officials; and electronically testing the data for missing values, outliers,
and invalid values. We found the data to be sufficiently reliable for
the purpose of identifying small and medium credit unions and
constructing indicators of the number of institutions, their lending
activities, and financial performance.

To identify the number of new credit unions and credit union mergers,
for each year in the period, we obtained data from NCUA. These data
identify the name of the new, acquiring, and acquired credit unions
and the date the event occurred. We assessed the data for reliability
by electronically testing these data for missing values, outliers, and
invalid values, and found the data to be sufficiently reliable for the
purpose of constructing indicators on credit union mergers and new
entrants. Finally, we used the Federal Reserve's National Information
Center Bulk Structure data to count the number of credit unions that
failed each year.123 As noted previously, we determined that these
data were sufficiently reliable for identifying credit union failures.

Finally, to facilitate our comparison of bank and credit union data
across multiple years, we adjusted dollar figures for inflation using the
Bureau of Economic Analysis's Gross Domestic Product Implicit Price
Deflator. All dollar figures in the report are in 2016 dollars.

123These data contain structural information on banks, credit unions, and other
institutions for which the Federal Reserve has supervisory, regulatory, or research
interest. Information is available for all active banks and credit unions and the last
instance of closed institutions. Among other things, these data contain information
identifying the reason for a credit union failure and the date on which the exit
occurred.
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Data on Small Business Lending

While conducting our analyses, we found that the reported regulatory
measure of community banks' small business lending using bank
regulators' data on "loans to small businesses" had limitations for
accurately measuring small business lending. For example, the
$1 million threshold that defines small business loans and the
$500,000 threshold that defines small business farm loans are
not indexed to inflation. As a result, the number of loans that fall
under these thresholds decreases over time due to inflation alone,
regardless of any actual changes in lending levels, which may cause
the data to underestimate the volume of small business lending.
In addition, these data include small loans to large businesses and
exclude larger loans to small businesses, which may result in an
over- or underestimation of the volume of small business lending. To
further explore the limitations of these data, we reviewed regulator
analyses that used these data, including Federal Reserve reports to
Congress.124 We also used the Bureau of Economic Analysis's Implicit
Price Deflator to show how the value of the small business loan
threshold would have changed over time if it had been indexed to
inflation when it was established. Although the data were limited in
their ability to measure small business lending, we determined that
the data were generally a reliable measure of business loans with
original principal balances of $1 million or less.

As we were unable to measure banks' small business lending directly,
we identified two additional proxy measures of small business lending
(business loans with original principal balances of $1 million or less
made by survivor community banks and total business lending) and
used these measures together to analyze community banks' small
business lending. We identified these alternative measures based on
our internal analyses and conversations with bank regulators and
believe these are suitable alternative measures of small business
lending. Specific information on our methodology follows:

Survivor community banks' business loans of $1 million or less.
Our first measure used as its basis the data regulators collected
from institutions on small business lending defined as commercial
real estate loans and commercial and industrial loans with original
principal balances of $1 million or less and farm loans with original
principal balances of $500,000 or less, regardless of the size of the
borrowing business or farm. These data were available through FDIC's
Statistics on Depository Institutions annually (as of the second quarter
of each year) from 2001 through 2009, quarterly from 2010 through
2016, semi-annually for banks with less than $1 billion in assets in

124For example, Board of Governors of the Federal Reserve System, Report to
the Congress on the Availability of Credit to Small Businesses (Washington, D.C.:
September 2017).
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2017, and quarterly for banks with $1 billion or more in assets in
2017.125

To help ensure that our analysis of trends in Call Report data on
business loans of $1 million or less captured lending levels rather
than changes in the population of community banks, we adjusted the
data regulators collected on small loans to business to account for
the effect of exits from the population of community banks.126 Exits
occur due to a community bank becoming a large bank or merging
with a large bank, voluntarily exiting the market, or failing during the
period we examined. To account for these exits, we identified those
banks that were in operation through the entire period from 2001
through June 2017 and were community banks in June 2017, were
new entrants during this period and were community banks in June
2017, or merged with another community bank where the merged
entity continued to exist until June 2017 and was a community bank
at that time. This population is known as "survivor" community
banks. To identify these survivor community banks, we first started
with the quarterly Statistics on Depository Institutions data for all
community and large banks from the first quarter of 2001 through
the second quarter of 2017. We then matched these data with FDIC's
Community Banking Structure data and (1) eliminated all institutions
that exited for some reason other than a merger (such as from a
failure, a voluntary exit, or an unexplained exit) and (2) replaced the
FDIC identification numbers of institutions that exited due to a merger
or consolidation with the identification numbers of their ultimate
owner at the end of the study period (the second quarter of 2017). We
considered an institution to be a community bank for our entire study
period if it or its ultimate owner met FDIC's definition of a community
bank in the second quarter of 2017. We then calculated the annual
amount of outstanding business loans of $1 million or less for the
survivor population of community banks as of the second quarter
of each year from 2001 through 2009, the fourth quarter of each
year from 2010 through 2016, and the second quarter of 2017 and
analyzed changes for these institutions for the periods from 2001
through 2017.127 To address the potential for survivor bias with this

125Effective March 2017, regulators changed the frequency for reporting on loans
to small businesses of eligible institutions (generally, those with only domestic
offices and total assets less than $1 billion) from quarterly to semi-annually. All other
institutions continue to file quarterly reports.
126According to FDIC and OCC officials, when comparing a subpopulation of
institutions, they sometimes adjust the population being analyzed to take into
account entries and exits from the population—this is known as merger-adjusting.
Merger-adjusting has advantages and disadvantages, including introducing survivor
bias into the analysis.
127The quarters analyzed varied because of changes to the frequency and timing of
regulators' collection of small business lending data from 2001 through the second
quarter of 2017.

Page 73 GAO-18-312 



Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

measure, we also analyzed total business lending without adjusting
for exits from the population of institutions.

Total business lending. Our second proxy measure of small business
lending used data collected from community banks on all commercial
real estate, commercial and industrial, and farm loans. These data are
collected in the quarterly Call Reports and are available through FDIC's
Statistics on Depository Institutions. This alternative measure of small
business lending also has limitations. In particular, it overestimates
small business lending by community banks by including loans to
large businesses. As large businesses are more likely than small
businesses to obtain large business loans, the small number of large
business loans could be disproportionally represented in data on total
business lending by community banks.

Although both of these proxies for measuring community banks'
small business lending have limitations, we determined that these
data, used in combination, are appropriate measures for providing
perspective on community banks' small business lending.

For credit unions, the Call Report definition of a member business
loan includes any loan, line of credit, or letter of credit where the
proceeds will be used for a commercial, corporate, or agricultural
purpose and the net balance is $50,000 or greater. For the purpose
of our review, all member business loans made by credit unions are
considered small business loans. Because loans for less than $50,000
are not included in this definition of business loans, this approach
likely underestimates small business lending by credit unions.
Additionally, we analyzed data on Small Business Administration (SBA)
section 7(a) loans from 1992 through 2017, which were provided to us
by SBA. We assessed the community bank, credit union, and SBA data
for reliability by electronically testing these data for missing values,
outliers, and invalid values, and we found the data to be sufficiently
reliable for the purpose of analyzing community banks' and credit
unions' small business lending.
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Changes in
Community Banks'
and Credit Unions'
Small Business
Lending, Number
of Institutions,
and Financial
Performance

To identify how and why community banks' and credit unions'
small business lending, the number of institutions, and financial
performance changed from 2001 through 2017, we conducted a
literature review; interviewed key stakeholders; analyzed data we
compiled on banks and credit unions, including developing and
estimating econometric models; and conducted generalizable surveys
of community bank and credit union representatives.128

Literature Review

We conducted a literature review to identify (1) potential indicators
and data sources to analyze and describe the number of community
banks and credit unions and these institutions' small business
lending and financial performance and (2) analysis, research,
and other statements made by researchers, market participants,
stakeholders, and agency officials about factors, including the effects
of changes in the regulatory environment, which could influence
changes in community bank and credit union activities since 2010.
To identify existing research, analysis, and statements, we conducted
searches of various databases, such as ProQuest, Scopus, Public
Affairs Information Service, Policy File, Econlit, and the Harvard
Kennedy School's Think Tank and federal agency websites. Our
literature review primarily covered sources from 2010 onward. From
these sources, we identified studies and articles that appeared
in journals or were published by federal agencies, stakeholders,
universities, or public policy organizations that were relevant to our
research. We performed these searches and identified articles from
November 2016 to April 2017. We reviewed the methodologies of
these studies and determined that they were sufficiently reliable for
identifying indicators and data sources for our analysis and potential
explanations for trends in community bank and credit union activities
since 2010. We used the results of this literature review to help
inform our analysis of trends in community banks' and credit unions'
activities, including by identifying data sources and indicators of bank
and credit union performance used in these analyses. To supplement
our identification of potential indicators and data sources, we also
asked regulators (Bureau of Consumer Financial Protection (BCFP),
the Federal Reserve, FDIC, NCUA, and the Office of the Comptroller of
the Currency (OCC)) and SBA officials about the indicators and data
sources they use to monitor the number of institutions and activities
of banks and credit unions.

We also used the results of this literature review to develop a list
of potential effects of changes in the regulatory environment on
community banks and credit unions, including effects on lending
products and services (e.g., changes in the time to make loans, the

128Data we report on community banks and credit unions are as of June 2017.
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products offered, the cost of these products, the availability of these
products to certain types of borrowers); the number of institutions
(e.g., decisions to merge, close branch offices, open branch offices);
and services provided to customers (e.g., time to serve customers,
develop new products and services, innovate). We also used the
literature review to identify alternative explanations for changes in
the number and activities of community banks and credit unions,
such as changes in the economic environment, competition, and
technological changes in the industry. To further inform the initial
list of potential effects, we also included a question about the effects
of changes in the regulatory environment on community banks and
credit unions during five focus groups held with community bank
and credit union representatives as part of GAO's work on a related
engagement assessing which regulations created the most burden for
community banks and credit unions.129

Interviews

We also conducted semi-structured interviews with a range of market
participants and regulators to obtain additional information about
the effects of changes in the regulatory environment, as well as other
factors that may influence small business lending, the number of
community banks and credit unions, and the financial performance
of these institutions and to help inform our survey questions.
Specifically, we interviewed representatives of 10 community banks
and 8 credit unions, selected to include in our sample institutions
with a range of asset sizes, geographic locations, and urban and
rural locations. We also interviewed representatives of one of the
largest U.S. banks (based on total asset size) with significant small
business lending. To supplement our interviews with financial
institutions, we interviewed representatives of 4 consumer groups
and 3 financial services advocacy groups, selected because of their
familiarity with community banks and credit unions and changes
in the regulatory environment. In addition, we interviewed officials
from the Federal Reserve, BCFP, FDIC, NCUA, and OCC. To obtain
the perspective of small businesses on changes in the availability
and cost of small business credit, we interviewed a judgmentally

129Specifically, we asked two focus groups of community bank officials and three
focus groups of credit union officials about the impact of compliance with changes to
the Bank Secrecy Act/anti-money laundering requirements, the TILA-RESPA Integrated
Disclosure requirements (a mortgage-related regulation), and Home Mortgage
Disclosure Act of 1975 reporting requirements on community banks' and credit
unions' activities. Focus group participants were selected to represent a range of
total asset sizes. For additional information on the focus group methodology, see:
GAO, Community Banks and Credit Unions: Regulators Could Take Additional Steps to
Address Compliance Burdens, GAO-18-213 (Washington, D.C.: Feb. 13, 2018).
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selected sample of small business advisers from six states' Small
Business Development Centers, including at least one state from each
of the four Census regions and representatives of six small business
advocacy groups.130 To select small business advocacy groups to
interview, we judgmentally chose organizations representing a
range of membership types (e.g., start-ups, established businesses,
organizations serving minority- or women-owned businesses). Finally,
we interviewed SBA officials about changes in the availability of small
business lending and the factors that may have affected any changes.

Analysis of Bank and Credit Union Data

In addition, we analyzed trend data on banks' and credit unions'
small business lending, the number of these institutions, and their
financial performance from 2001 through 2017, and we developed
econometric models to describe the extent to which changes in
the regulatory environment may have contributed to these trends
for community banks.131 To analyze changes in community banks'
small business lending, we analyzed data on their business loans
of $1 million or less and total business lending both before and
after adjusting for exits. Specifically, for Call Report data on business
loans of $1 million or less, we calculated the total number and dollar
amount (adjusted for inflation) of community banks' loans as of the
second quarter of each year from 2001 through 2009, the fourth
quarter of each year from 2010 through 2016, and the second quarter
of 2017. We also calculated the amount of business loans of $1 million
or less for survivor community banks and by community bank size
category. For total business lending, we calculated the dollar amount
(adjusted for inflation) of community banks' total business lending
both for all community banks and survivor community banks. Finally,
for credit unions, we calculated the total number and dollar amount
(adjusted for inflation) of small business loans. We then analyzed
how these trends changed over the period from 2001 through 2017
(including the changes during the period from 2010 through 2016,
which we identified because they represent periods of key changes in
the operating and regulatory environment for financial institutions).
We also compared community banks' trends in the amount and
number of loans to small businesses and amount of all business loans

130Small business advisers are staff from Small Business Development Centers who
provide coaching and other assistance to aspiring and existing small business owners
throughout the country. We interviewed advisers in Connecticut, Ohio, Arkansas,
Texas, Nevada, and Oregon.
131Data we report on community banks and credit unions are as of June 2017.
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to those of large banks,and compared community banks' amount of
loans to small businesses to that of credit unions.132

To further analyze the trends in small business lending, we also
analyzed the lending of small business loans guaranteed by SBA.
Specifically, we calculated the total dollar amount (adjusted for
inflation) of SBA-guaranteed loans that community banks disbursed
each year from January 1992 through December 2017 using loan-level
data provided by SBA. These data contained the FDIC certification
number of the lending bank for each bank loan. Using this number,
we were able to identify banks and calculate their amount of SBA-
guaranteed lending from 1992 through 2017.

To analyze changes in the number of banks and credit unions and
the financial performance of banks and credit unions from 2001
through 2017, we compared trends occurring during this period.
Specifically, for community banks, large banks, and credit unions,
we calculated the percentage change in the number of institutions
from 2001 through 2009, and from 2010 through 2017, and compared
trends for these two periods and also compared trends between
community banks and large banks. To better understand the extent
to which institutional growth, mergers, failures, and new entrants
contributed to changes in the number of institutions,we counted
the number of community bank and credit union exits annually by
reason (consolidations, mergers with an existing community bank,
mergers with a large bank, failures, and other unexplained exits)
and the number of new entrants for the period from 2001 through
2017.133 We then calculated the percentage change in the number of
institutional exits (by exit reason) and entrances for the two periods
and compared the results.

To complement our analysis of changes in the number of institutions,
we also analyzed changes in the number of bank and credit union
branches and their locations. To identify the number of bank branches
and their locations, we used FDIC's Summary of Deposits data from
2001 through 2017 to count the number of community and large bank

132Our large bank analysis of Call Report data on business loans of $1 million or less
is not adjusted for exits because we judged that relatively few large banks became
community banks during this period.
133Consolidations occur when an existing bank holding company combines
related institutions. According to NCUA officials, there is no legal provision for the
consolidation of credit unions; therefore, we did not count consolidations for credit
unions. Banks or credit unions fail when their financial conditions have deteriorated
to the point that they are unable to meet their obligations to depositors and others
and they are closed by federal or state regulators. Mergers are generally a means
by which banks and credit unions can expand their size and geographic reach by
combining with or acquiring other banks or credit unions that previously had different
owners.
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branches in each year. We then compared trends in the number of
community bank branches for the periods from 2001 through 2009,
and 2010 through 2017. To determine how many counties had no
community bank branches in 2010 and 2017, we combined FDIC's
data with county-level unemployment data from the Bureau of Labor
Statistics for these years, which allowed us to identify all U.S. counties,
including those without community bank branches. This allowed us
to determine whether the number of counties with no community
banks had increased or decreased during this period. We assessed
the reliability of these data by reviewing relevant documentation and
electronically testing the data for missing values, outliers, and invalid
values, and determined they were sufficiently reliable for purposes of
counting and identifying the geographic location of community bank
offices.

Using FDIC data and MapInfo, we also calculated the percentage
changes in the number of community banks in each county between
2010 and 2017 and determined the number and portion of counties
that gained community banks, had no change in the number of
community banks, declined by no more than 10 percent, declined by
more than 10 percent but not more than 25 percent, and declined by
more than 25 percent.

For our analysis of community bank branch data, we categorized
branches as rural or urban based on their physical addresses in
2010 and 2017 using the Department of Agriculture's Rural-Urban
Commuting Area codes. The codes classify all Census tracts in
the United States into 10 tiers from rural to urban based on daily
commuting patterns, urbanization, and population density. For ease
of presentation, we consolidated these 10 tiers into two categories
where "rural" consists of loans in large rural towns and small towns
and isolated rural areas and "urban" consist of loans in urban and
suburban areas. We assessed the reliability of these data by reviewing
relevant documentation and electronically testing the data for missing
values, outliers, and invalid values, and we found the data to be
sufficiently reliable for the purpose of categorizing institutions as
urban or rural. We then analyzed how the number and percentage
of community bank offices in urban and rural areas changed during
this period. To identify the number of credit union offices, we used
NCUA's Call Report data to count the number of credit unions in each
year from 2012 through 2016, the only years for which reliable data
were available.134 We then analyzed the percentage change in the
number of credit union offices during this period. We did not analyze
the location of credit union offices because of the limited number of
years for which the data were available.

134NCUA collects information on credit union branches. However, NCUA officials said
they believed this information is only reliable for the purposes of calculating trends in
credit union branches starting in 2012.
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We also analyzed the financial performance of community banks
and credit unions by identifying key indicators of financial institution
performance and comparing trends in these indicators for the
period from 2001 through 2017 (we calculated these indicators
as of the fourth quarter of each year from 2001 through 2016
and as of the second quarter of 2017).135 To identify indicators of
financial performance, we used the results of our literature review
(described previously) to identify indicators used by researchers,
market participants, and other stakeholders to describe the financial
performance of community banks and credit unions. We also
considered indicators used in our prior work analyzing the financial
performance of community banks and credit unions.136 We selected
indicators for analysis that provided information on key community
bank and credit union performance measures that our literature
review and interviews with stakeholders identified as potentially
affected by changes in the regulatory environment or other changes
following the crisis. For example, in response to changes in the
regulatory environment, community banks and credit unions may
have hired additional staff or outside counsel or consultants, invested
in new software, or taken other actions that may have increased
the number of employees and the cost of resources and also,
potentially, decreased institutions' profits and performance. To
measure these changes, we selected indicators of the market shares
of financial institution activities (including total assets, deposits,
and loans and leases); cost of resources (using the median ratio of
noninterest expenses to assets); employment (using the median
number of employees per $1 million assets); profitability (measured
by the median pretax return on assets); and institutional efficiency
(measured as the median proportion of net operating expenses that
are absorbed by overhead expenses).137 We then analyzed how these
indicators changed over the period from 2001 through 2017.

Finally, to help determine the extent to which changes in the
regulatory environment may have affected changes in community

135We did not merger-adjust the bank or credit union data for these analyses.
As noted previously, according to FDIC and OCC officials, when comparing a
subpopulation of institutions, they sometimes adjust the population being analyzed
to take into account entries and exits from the population—this is known as merger-
adjusting. Merger-adjusting has advantages and disadvantages, including introducing
survivor bias into the analysis.
136GAO, Dodd-Frank Regulations: Impacts on Community Banks, Credit Unions and
Systemically Important Institutions, GAO-16-169 (Washington, D.C.: Dec. 30, 2015)
and Troubled Asset Relief Program: Most Community Development Capital Initiative
Investments Remain Outstanding, GAO-16-626 (Washington, D.C.: July 5, 2016).
137For our analysis of market share of deposits, we only considered domestic
deposits. The efficiency ratio is defined as noninterest expenses, less amortization of
intangible assets, as a percentage of net interest income plus noninterest income. A
lower value indicates greater efficiency.
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banks' small business lending, the number of institutions, and
their financial performance, we constructed econometric models.
These models considered the extent to which macroeconomic, local
market, and bank characteristics or other factors (including changes
in the regulatory environment, demand for small business loans,
and technological changes) affected changes in community bank
small business lending; merger activities; new bank formation; and
return on assets. For more information about our econometric
modeling, including model specifications, data sources, and results,
see appendix II.

National Survey of Community Banks and Credit Unions

To obtain information on the changes community banks and credit
unions made to their small business and residential mortgage
lending products and management activities since the 2007–2009
financial crisis and the factors that influenced those changes, we
administered web-based surveys to nationally representative samples
of community bank and credit union chief executive officers.

Community Bank Survey. We administered our community bank
survey to a generalizable sample of 466 community bank chief
executive officers from July 10, 2017, to August 25, 2017. We used
publicly available FDIC Call Report data to build our population frame.
We then stratified by three different asset size categories and a two-
level urban/rural categorization. This resulted in 6 sampling strata.
We then sorted the banks geographically by Census division within
each stratum and selected a systematic random sample within each
stratum to ensure that our selection of banks was geographically
representative. The asset size categories we used were small (less
than $100 million in total assets), medium (between $100 million and
$300 million in total assets), and large (more than $300 million in total
assets). To designate community banks as urban or rural, we used
Rural-Urban Commuting Area codes. We excluded community banks
without Rural-Urban Commuting Area codes and community banks
that conducted no business lending in 2016 from our sample. FDIC
provided contact information for selected community banks so that
we could request their participation in our survey.

We allocated sufficient sample size to the 6 strata to support
estimation for an attribute measure with a margin of error no greater
than plus or minus 10 percentage points at the 95 percent level of
confidence for small, medium, large, urban, and rural banks. We then
adjusted the initial stratum sample size allocations upward further
for an assumed response rate of 60 percent. Our original sample
size was 474; however, 6 banks had gone out of business or been
acquired between the time the 2016 FDIC Call Reports were filed and
when we contacted FDIC for the bank representative information and,
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in their survey responses, an additional 2 banks indicated that they
had not originated any small business or residential mortgage loans
since 2010. We treated these 8 banks as out-of-scope. In addition,
19 of the banks selected in our sample had already been selected to
receive a survey for another GAO engagement running concurrently
with ours. These 19 banks were not contacted as part of our survey
to minimize respondent burden and subsequently were treated as
nonrespondents for this survey. Our community bank survey had a
weighted response rate of 68 percent. Because our survey instrument
subdivided respondents into banks that answered "increased,"
"decreased," or "no change" to top-level check questions, we were not
able to report survey results by all subpopulations. For information on
the specific questions asked in the survey, see appendix III.

Credit Union Survey. We administered our credit union survey to
a generalizable sample of 470 credit union chief executive officers
from July 17, 2017, to August 25, 2017. We built our population frame
from publicly available NCUA Call Report data. We stratified the credit
unions that engaged in both business and residential mortgage
lending in the first quarter of 2016 by two asset size categories and a
two-level urban/rural categorization. This resulted in four strata. We
then placed all credit unions that engaged in residential mortgage
lending only in the first quarter of 2016 into a fifth stratum. We
then sorted the credit unions geographically by Census division
within each stratum and selected a systematic random sample
within each stratum to ensure that our selection of credit unions was
geographically representative. We used this stratified design to ensure
that we would be able to collect information on residential mortgage
lending as well as small business lending by credit unions. Given that
credit unions are generally smaller institutions than community banks,
the asset size categories we used to stratify the credit union sample
were smaller than the categories we used to stratify the community
bank sample. Specifically, the two asset size categories we used were
small (less than $50 million in total assets) and large (more than $50
million in total assets). We also used Rural-Urban Commuting Area
codes to designate credit unions as urban or rural. We excluded
credit unions without Rural-Urban Commuting Area codes and credit
unions that conducted no business or residential mortgage lending
in the first quarter of 2016 from our sample. NCUA provided contact
information for the selected credit unions so that we could request
their participation in our survey.

We allocated sufficient sample size to the five strata to support
estimation for an attribute measure with a margin of error no greater
than plus or minus 10 percentage points at the 95 percent level of
confidence for small, large, urban, and rural credit unions and credit
unions that conducted only residential mortgage lending. We then
adjusted the initial stratum sample size allocations upward further
for an assumed response rate of 60 percent. Our original sample size
was 513; however, 8 credit unions had gone out of business or been
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acquired between the time the 2016 NCUA Call Reports were filed
and when the sample was fielded. We treated these 8 credit unions
as out-of-scope. Finally, 35 credit unions indicated on the survey
that they had not originated a small business loan or a residential
loan since 2010. We treated these 35 credit unions as out-of-scope.
Our credit union survey had a weighted response rate of 61 percent.
Because our survey instrument subdivided respondents into credit
unions that answered "increased," "decreased," or "no change" to top-
level check questions, we were not able to report survey results by all
subpopulations. For information on the specific questions asked in
the survey, see appendix IV.

Both surveys included questions on small business lending activities,
management decisions, and residential mortgage lending. Aside
from some terminology, the survey questions were identical and
included both multiple choice and open-ended questions.138 To
develop the survey questions, we considered information obtained
from interviews and focus groups with community banks, credit
unions, industry groups, and regulators; a literature review; a review
of topical congressional hearings; and a review of regulators' strategic
plans since 2010. To ensure that our questions were relevant and
reasonable and that survey respondents could provide reliable and
valid responses, we conducted pretests of both surveys with four
banks and three credit unions. Our survey expert also reviewed both
instruments and provided feedback. To encourage participation, we
conducted follow-up efforts, including multiple email and phone call
reminders, throughout the survey period. These reminders allowed
us to encourage respondents to complete the survey and provide
support in accessing the survey questionnaire.

To analyze the results of each survey, we examined responses to
multiple choice and open-ended questions separately. For multiple
choice questions, we constructed 95 percent confidence intervals
around each estimate and examined the extent to which institutions
cited a variety of factors, including the regulatory environment,
as having contributed to changes in their small business lending,
residential mortgage lending, and overall management. For open-
ended questions, we categorized written comments by the topic(s)
they addressed and examined which topics institutions addressed
most frequently in their comments. For the community bank survey
results, see appendix III. For the credit union survey results, see
appendix IV.

Because we followed a probability procedure based on random
selections, our sample is only one of a large number of samples
that we might have drawn. Since each sample could have provided

138For example, in the credit union survey, the small business lending section was
labeled "member business lending" to reflect the terminology used in credit union
lending.
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different estimates, we express our confidence in the precision of
our particular sample's results as a 95 percent confidence interval
(for example, plus or minus 7 percentage points). This is the interval
that would contain the actual population value for 95 percent
of the samples we could have drawn. Confidence intervals are
provided along with each sample estimate in the report. All survey
results presented in the report are generalizeable to the respective
population of in-scope community financial institutions, except where
otherwise noted.

In addition to the reported sampling errors, the practical difficulties of
conducting any survey may introduce other types of errors, commonly
referred to as nonsampling errors. For example, differences in how a
particular question is interpreted, the sources of information available
to respondents, or the types of people who do not respond can
introduce unwanted variability into the survey results. We included
steps in both the data collection and data analysis stages for the
purpose of minimizing such nonsampling errors.

Regulators'
Identification of the
Eects of Changes
in the Regulatory
Environment and
Mitigating Steps

To evaluate the extent to which regulators took steps to identify
and address any effects of changes in the regulatory environment
on community banks and credit unions, we reviewed regulators'
collection and analysis of information on any effects and the steps
they took to mitigate any effects. We then compared these actions
with standards for using quality information to inform decision
making.139 To identify actions regulators took to assess the effects
of changes in the regulatory environment on community banks and
credit unions, we collected and reviewed regulators' research on
effects; reviewed documentation of regulators' outreach activities with
institutional representatives and other stakeholders; and interviewed
regulators, community bank and credit union representatives, and
other stakeholders. To identify regulators' research, we conducted a
literature review to identify works published by regulators from 2010
through 2017 that assessed trends in the number of institutions, their
financial performance, and their small business lending products and
processes. To identify existing research, we conducted searches of
the ProQuest database. We supplemented our search with a review
of regulators' websites and confirmed our list of research papers
with regulators. We then reviewed each research paper to assess the
extent to which they evaluated trends in the number of institutions

139GAO, Standards for Internal Control in the Federal Government, GAO-14-704G
(Washington, D.C.: September 2014).
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(e.g., decisions about acquiring or being acquired, branch closure or
opening, changes in staff time and activities, profits); their financial
performance; or institutions' lending activities (e.g., changes in the
time period to make loans, number of lending products and services
offered, minimum credit quality criteria, borrower documentation
requirements, access to credit for certain types of borrowers) and the
extent to which regulators considered the effects of changes in the
regulatory environment as a factor affecting those trends.

To identify actions regulators took to collect and analyze information
from community bank and credit union representatives and other
stakeholders, we reviewed regulators' websites and interviewed
regulators about efforts to collect information, including the extent to
which they collected information on effects as part of the examination
process. We analyzed (where available) the agendas, transcripts,
and notes from outreach meetings with institutional representatives
and other stakeholders to assess the extent to which regulators
asked about the effects of changes in the regulatory environment
on community banks' and credit unions' management decisions and
lending activities and the extent to which participants highlighted
challenges. Specifically, we analyzed documents associated with the
Federal Reserve's Community Depository Institutions Advisory Council
and FDIC's Advisory Committee on Community Banking; regulators'
outreach meetings with industry representatives, including the
Federal Reserve's, FDIC's, and OCC's Economic Growth and Regulatory
Paperwork Reduction Act outreach meetings (the process used input
from the public to identify ways to reduce regulatory burden on
institutions); and the 2012–2016 comment letters NCUA received
as part of its annual regulatory review process. For each of these
documents, we used a data collection instrument to assess the extent
to which regulators explicitly asked about the effects of changes in
the regulatory environment on their activities and the extent to which
participants or letter writers identified specific effects on institutions'
management activities, financial performance, or lending activities.

To complement these reviews, we also interviewed institutional
representatives and regulators. Specifically, we interviewed 10
community bank and 8 credit union representatives and asked about
the extent to which regulators asked about any effects of changes
in the regulatory environment on the number of institutions, their
performance, and their small-business lending activities. As noted
previously, these institutional representatives were selected to provide
a mix of institutions of various size (based on total asset size) and
geographic locations (both urban and rural and throughout the United
States). We also interviewed Federal Reserve, FDIC, NCUA, and OCC
officials about their efforts to identify any effects of changes in the
regulatory environment on community banks and credit unions.
Finally, we interviewed officials from BCFP and SBA about their efforts
to identify and analyze any effects of changes in the regulatory
environment, including BCFP's changes to rules governing residential
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mortgage lending, on the number and financial performance of
community banks and credit unions and their small business lending.

To assess the extent to which regulators took steps to mitigate any
effects from changes in the regulatory environment on community
banks and credit unions, we interviewed regulators about the steps
they took and reviewed related documentation. Specifically, we
asked regulators to provide information and documentation of
actions they took in response to concerns raised by institutions
and their customers about the effects of changes in the regulatory
environment, including the elimination of certain lending products
or services and decreased staff time to engage with customers.
We reviewed regulators' documents, such as notifications of policy
change, to assess the extent to which regulators identified the
effect of changes in the regulatory environment as motivating the
adjustment to policies or processes.

We conducted this performance audit from November 2016 to August
2018 in accordance with generally acceptable government auditing
standards. Those standards require that we plan and perform
the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit
objectives.
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Appendix II: Description of GAO's Econometric Models of Factors
Aecting Community Bank Outcomes since 2010

Introduction The regulatory environment of banks has changed since the 2007–
2009 financial crisis as Congress enacted new legislation and
regulators have implemented additional regulatory requirements.
In particular, the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act) imposed new requirements on
banks of all sizes, and although these requirements were directed
primarily at large banks, questions exist over the extent to which
this act and regulations implemented since then, such as new capital
requirements, have affected community banks.140 This appendix
provides detail on our analysis of the effects of changes in the
regulatory environment since 2010 on various community bank
outcomes, specifically mergers, formation of new institutions or
charters, small business lending, and pretax return on assets.141

It is generally difficult to determine the effects of changes in the
regulatory environment on community banking outcomes for a
number of reasons. First, the regulatory environment comprises
changes in laws and their implementation, enforcement by
supervisory agencies, and regulatory uncertainty on the part of
community banks in the aftermath of the financial crisis. Second,
apart from the financial crisis, concurrent events that could confound
the effects of changes in the regulatory environment include changes
in risk aversion on the part of community banks pertaining to credit,
changes in technology such as innovations in online banking, and
competition from alternative or nonbank lenders. Third, the ability to
credibly identify the cumulative effect of regulation is limited by the
data and available estimation methodologies.

Although it is difficult to determine a direct link between changes
in the regulatory environment and subsequent community banking
outcomes, regulations could impose compliance costs if they increase
regulatory reporting and compliance requirements and likely reduce
the profitability of community banks. We reported in 2012 that,
although the Dodd-Frank Act reforms are directed primarily at large,
complex U.S. financial institutions, regulators, industry officials,
and others collectively identified provisions within the act that they

140Pub. L. No. 111-203, 124 Stat. 1376 (2010).
141In this report, we define community banks' using FDIC's definition, which takes
into account institutions' assets, foreign interests, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017.
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expected to have both positive and negative effects on community
banks.142 At the same time, it is difficult to know for sure which
provisions would affect community banks because the outcome
would depend largely on how agencies have implemented certain
provisions through their rules.143 Furthermore, not all of the rules had
been finalized at the time of our review, and others had probably not
had sufficient time to materially influence bank activity.144

GAO's Econometric
Models of
Community Bank
Outcomes

We used econometric models to examine, to the extent possible,
potential effects of changes in the regulatory environment on
community bank outcomes from 2010 through 2016, the period
when the Dodd-Frank Act was enacted and other regulatory and
supervisory changes were made. Because it is difficult to directly
estimate the cumulative effects of changes in the regulatory
environment on community banking outcomes, we focused on the
role of nonregulatory factors (such as macroeconomic, local market,
and bank characteristics) and inferred from that the potential role of
regulations.

Description of Estimation Methodology

Our approach was developed under the premise that it is difficult to
measure directly the cumulative effect of the regulatory environment.
We developed econometric models to better understand the extent
to which community bank outcomes (such as mergers, new bank
formations, small business lending, and return on assets) could

142GAO, Community Banks and Credit Unions: Impact of the Dodd-Frank Act Depends
Largely on Future Rule Makings, GAO-12-881 (Washington, D.C.: September 2012).
143The rules that were expected to affect community banks include depository
insurance reforms and Bureau of Consumer Financial Protection supervision of
nonbank providers of financial services and products, certain mortgage reforms
mandated by the Dodd-Frank Act, and risk retention provision for securitizations.
144In a study in which FDIC conducted interviews with nine community banks to
better understand what drives the cost of regulatory compliance at their banks, most
interview participants stated that while no one regulation or practice had a significant
effect on their institution, the cumulative effects of regulatory requirements led them
to increase staff over the past 10 years. Moreover, the interviews indicated that it
would be costly in itself to collect more detailed information about regulatory costs.
As a result, measuring the effect of regulation remains an important question that
presents substantial challenges. See Federal Deposit Insurance Corporation, FDIC
Community Banking Study (December 2012).
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potentially be attributable to changes in the regulatory environment
since 2010. Because measuring the cumulative effect of changes in
the regulatory environment is difficult, we used a two-step approach
that did not require us to estimate regulatory effects directly.

• First, we estimated models that used data on macroeconomic,
local market conditions (consisting of local market demographics
and local market competition), and bank characteristics, which
represent factors that we could measure, prior to 2010 (from 2003
through 2009) to help forecast community bank outcomes from
2010 to 2016; that is, we forecasted the counterfactuals since
2010 based on the regression models in the absence of all the
factors not included in the model ("other factors") that include the
effects of the regulatory environment.

• Second, by comparing the actual outcomes that occurred during
the period to the outcomes forecasted by the models, we drew
conclusions about the influence of other factors that represent
the difference between the actual and forecasted outcomes.145

These other factors represent the combined effect of all the
variables that we did not include in our model and would include
changes in the regulatory environment since 2010, and depending
on the model, factors such as demand for small business loans,
credit standards applied by banks, innovations in online banking
and competition from nonbank lenders, technological changes,
and scale economies.146

In addition to the limitations of the models mentioned earlier, it is
implicit in our approach that the preferences of the marketplace
participants did not generally change between the two periods. More
important, we could not determine the contribution of the regulatory
environment that would be part of the other factors. We acknowledge
this study's inherent weaknesses with respect to these aspects.

General Structure of Models Used

Following the existing literature, we hypothesized that the factors that
could affect community bank outcomes and that we could adequately
measure are macroeconomic conditions (MACRO), local market
demographics (LDEMOG), local market competition (LCOMP), and
community bank characteristics (BANKCHAR). In general, all these

145Adams and Gramlich (2014) used a similar approach in their study of new
bank formations.
146The impact of the costs of regulatory compliance is expected to be included in
the effects of regulatory changes.
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factors are intended to capture the role of nonregulatory factors.147

The general specification of the models we used is as follows:

Y imt  = B0  + MACRO t  B1  + LDEMOG mt  B2  + LCOMP mt  B3 +
BANKCHAR it  B4   + e  imt .

Y is the dependent variable representing the community bank
outcome. It represents outcomes or trends of community bank
(i) in market (m) in year (t). The parameters to be estimated are
represented by the Bs (where B 0 is the constant term), and “e” is the
regression error term.

The community banks are identified based on the Federal Deposit
Insurance Corporation's (FDIC) methodology (see app. I).148 We
defined a local market to be a metropolitan statistical area (MSA)
or a non-MSA county for an area that is not part of an MSA. All the
variables were measured on an annual basis, and dollar values
are in billions (unless indicated otherwise) and in 2016 dollars. We
developed models for four community bank outcomes.

Mergers Model

We modeled whether a community bank (i) was acquired by another
bank (community bank or large bank) in year (t).149 The data are bank-
year observations that equal 1 if a community bank was acquired
and 0 if not acquired. The likelihood of a merger acquisition depends
generally on the difference in perceived postmerger valuation of the
target community bank between the acquirer community bank or
large bank and the target community bank. Thus, factors affecting the
current performance of the target community bank are important.150

We identified two groups of community banks: those that were
acquired (treatment banks) and those that were not acquired (control
banks) during the sample period. We used matched pairs data where
the control banks were randomly selected to match the number
of treatment banks for each year. The explanatory variables are 1-

147Because local market competition and bank characteristics could be affected by
regulatory changes and some of the other factors, we also estimated the effects of
only macroeconomic factors and local market demographics, which are not likely to
be influenced by these other factors. We obtained similar results.
148Federal Deposit Insurance Corporation, FDIC Community Banking Study,
December 2012.
149The FDIC estimated that about 3 percent of the acquisitions were government
assisted but they were not identified in the data.
150See, for example, studies by Akhigbe, Madura, and Whyte (2004), and Ballew, Iselin,
and Nicoletti (2017).
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year lags prior to the merger years because of potential endogeneity
concerns and data limitation.151 We estimated the model using a
logistic regression technique.

New Bank Formations Model

We modeled whether new community banks were formed in market
(m) in year (t).152 The data are market-year observations that equal
1 if a market had new community banks formed and 0 if no new
community banks were formed. The likelihood of new bank formation
in a market generally depends on factors affecting the new bank’s
expected profits upon entry, which would depend on local market
conditions, including competition.153 We identified two groups of
markets: those where a new community bank was formed (treatment
markets) and those where no new community banks were formed
(control markets) during the sample period. We used matched pairs
data where the control markets were randomly selected to match
the number of treatment markets for each year. The explanatory
variables are the average of the 2 years prior to the new bank
formation because of potential endogeneity concerns and data
limitation.154 We estimated the model using a logistic regression
technique.

Small Business Lending Model

We modeled small business lending by a community bank (i) in year
(t). Small business loans are proxied by loans of $1 million or less at

151The data reported for the acquired bank generally stopped one quarter before the
reported merger date, meaning that sufficient data on the bank were not generally
available in the year of the merger.
152For the purposes of this report, we consider a new bank formation to be a new
community bank that was not a charter conversion and not a new bank formed by
an existing bank holding company. We measured the number of new community
bank formations based on the period when the bank began collecting deposits (as
compared to when the bank was chartered) in order to match the data to the bank
branches data.
153See, for example, studies by Seelig and Critchfield (2003) and Adams and Gramlich
(2014).
154For instance, the treatment market for 2016, when there was a single new bank
formation, did not have data available for 2015.

Page 91 GAO-18-312 



Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

origination for commercial and industrial loans and for commercial
real estate loans, and $500,000 or less at origination for farm loans
(i.e., agricultural farmland or production finance loans). Small business
lending by community banks tended to fall over time due to exits
from failures or when a community bank becomes a large bank
through growth or a merger, it does not capture lending to small
businesses of loans over $1 million, and the thresholds as reported in
the Call Reports are not adjusted for inflation. We therefore modeled
loans within the threshold made by "survivor" community banks—
community banks that existed or formed since 2001 and remained
in existence through 2017, and we excluded banks that exited the
population of community banks at any time from 2001 through 2017.
We also modeled total business loans by community banks, which are
not subject to the potential bias due to lack of inflation-adjustment
of the threshold but have other limitations discussed in the body
of this report. The volume of lending by community banks depends
generally on factors affecting the supply of and demand for loans by
businesses.155 We estimated the models using an unbalanced panel
consisting of data on bank-market-year observations. The explanatory
variables are 1-year lags because of potential endogeneity concerns
and data limitation.156 We estimated the models using an ordinary
least square regression technique.

Pretax Return on Assets Model

We modeled pretax return on assets of community bank (i) in year
(t). It is the annualized pretax net income as a percentage of total
assets. The profitability of community banks depends generally on
macroeconomic conditions and structural factors such as business
practices and competitive environment.157 We estimated the models
using an unbalanced panel consisting of data on bank-market-year
observations. The explanatory variables are 1-year lags because of
potential endogeneity concerns. We estimated the model using an
ordinary least square regression technique.

155See, for example, studies by Kiser, Prager, and Scott (2012), and Berrospide and
Edge (2010).
156Prior to 2010 the data for business lending were reported only in the second
quarter, thus the reported loans were between July 1 of that year and June 30 of the
subsequent year. Therefore it is appropriate to forward the outcome variable of our
regression model by 1 year.
157See, for example, Fronk (2016) and Athanasoglu, Brissimis, and Delis (2008).
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List of Explanatory Variables Used

The list of the explanatory variables we used in the models is provided
below.

The macroeconomic (MACRO) factors consist of the following
variables:

• Federal funds rate: the effective federal funds rate (percent).

• Rate spread: the difference between the 10-year and 1-year
Treasury notes (percent).

• Gross state product growth rate: percentage change in gross state
product (percent).

The local market (LDEMOG) factors consist of the following variables:
158

• Market size: the market in which a community bank operates is
assigned to one of four categories based on the total assets of all

the community banks in that market—1st (1), 2nd (2), 3rd (3), and

4th (4) quartiles (indicators).

• MSA markets: equals one for counties in MSAs and equals zero for
non-MSA counties (an indicator).

• Income per capita growth rate in the market: percentage change
in per capita income (ratio of personal income to population).

• Unemployment rate in the market (percent).

• Population growth rate in the market: percentage change in
population.

• Population density in the market: ratio of population to land area
(population per square mile).

• House price percentage change in the market: percentage change
in house price index.

158We included market fixed-effects, which are market-level characteristics unique
to each market that do not vary over time, in the lending and pretax return on assets
models, which used panel data. We did not include state fixed-effects because they
could include state regulations; however, we note that the market fixed-effects could
capture state regulations that have not changed over the period of our study.
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The local market competition (LCOMP) factors consist of the following
variables:

• Market concentration of bank deposits: Herfindahl-Hirschman
Index of market concentration of bank deposits.

• Market concentration of bank branches: Herfindahl-Hirschman
Index of market concentration of bank branches.

• Credit union assets: credit unions' total market assets (in logs).

• Number of credit unions in the market.

The bank characteristics (BANKCHAR) consist of the following
variables:159

• Community bank size: each bank is assigned to one of four
categories based on the bank's total assets size—micro (less than
$100 million), small (equal to or greater than $100 million and less
than $300 million), medium (equal to or greater than $300 million
and less than $1 billion), and large (equal to or greater than $1
billion), (indicators).

• Total equity capital: equity capital (percent of total assets).

• Nonperforming assets: net charge-offs (percent of total loans and
leases).

• Core deposits: core or retail deposits (percent of total assets).

• Brokered deposits: brokered deposits (percent of total assets).

• Current loans: loans that are less than 90 days past due or
accruing interest (percent of total loans and leases).

• Other real estate owned (REO) assets: other REO assets (percent
of total assets).

• Loan concentration in residential real estate: residential, 1-4
family, real estate loans (percent of total assets).

• Geographic diversification: equals one if community bank has
branches in multiple states and equals zero otherwise (an
indicator).

159We included community bank fixed-effects, which are bank-level characteristics
unique to each bank that do not vary over time in the lending and pretax return on
assets models, which used panel data.
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• Subchapter S corporation (indicator): equals one if community
bank is a subchapter S corporation and equals zero otherwise (an
indicator).

Results of Analysis
of Community Bank
Outcomes

We analyzed community bank outcomes for mergers, new bank
formations, small business lending, and pretax return on assets from
2010 through 2016. The analysis examined the relative contributions
of nonregulatory factors—represented by macroeconomic conditions,
local market conditions (consisting of local market demographics
and local market competition), and bank characteristics—and all
the factors not included in the models (other factors), which would
include changes in the regulatory environment, to the community
bank outcomes. We estimated our regression models using data
from 2003 through 2009, the period before the post 2010 regulatory
changes. Using the regression estimates from the model and the
data for the factors that we were able to include in our models we
forecasted community bank outcomes from 2010 through 2016. Our
analysis indicated that for all the models the actual outcomes were
within the 95 percent prediction intervals we constructed for the
forecasted outcomes, except for 1 year in the mergers model and
for 2 years in the return on assets model. This suggests that the net
effect of factors that we included (i.e., macroeconomic, local market,
bank characteristics) on community bank outcomes may not have
fundamentally changed from the 2003–2009 period to the 2010–
2016 period, and the effect of other factors that we did not include,
such as the regulatory changes, on community bank outcomes were
likely small over the 2010-2016 period.160 It is important to note, our
forecast of the influence of the other factors is combined and we
could not decompose it to determine the cumulative effects of the
changes in the regulatory environment since 2010.

160The regression estimates using data from 2003 to 2009 are provided in tables 6
and 7. The relationship between the actual outcomes and the predicted outcomes
from 2003 to 2009 provide an indication of the extent to which the macroeconomic,
local market, and bank characteristics predicted the outcomes. All the estimated
models were statistically significant at the 1 percent level; however, the strength of
the relationships between the community bank outcomes and the measured factors,
represented by the R-squared or the area under the receiver operating characteristic
(ROC) curve for the mergers and return on assets models, is moderate. We performed
several robustness checks of the models, including using different sample data and
estimation techniques, and obtained results similar to those we have reported. See
tables 6 and 7 or more details.
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Mergers

As shown in figure 20, our model forecasted that the contribution of
the other factors to acquisition of community banks ranged between
6 percent and 31 percent from 2010 through 2016, implying that
macroeconomic, local market, and bank characteristics explain
most (that is, 69 to 94 percent) of the mergers for this period. Our
analysis indicates that the actual number of mergers was higher
than forecasted by the macroeconomic, local market, and bank
characteristics, and this higher number is attributable to the effects
of other factors. The other factors could include regulatory changes
since 2010, as well as factors such as the availability of failed banks
that attracted banks seeking to grow, the opportunity to expand in
their existing markets or enter new markets, and incentives to achieve
scale economies to lower costs of increased regulatory compliance.
New regulations required by the Dodd-Frank Act entail significant
compliance costs for banks above the $10 billion asset threshold
and could have made banks approaching or just above the threshold
more likely to engage in acquisitions to reduce such costs.161 The
individual contributions of these other factors is unknown, which
limits our ability to determine the cumulative effects of changes in the
regulatory environment on the acquisitions of community banks.

161See the study by Ballew, Iselin, and Nicoletti (2017), who suggested that increased
costs, which may not vary substantially with assets, could result from the requirement
to perform annual stress tests and Bureau of Consumer Financial Protection
oversight.
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Figure 20: Actual Number of Community Bank Mergers Compared to Number
Expected Based on Macroeconomic, Local Market, and Bank Characteristics,
2003–2016

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. The data
consisted of acquired community banks, and community banks that were not acquired,
randomly selected to match the acquired community banks for each year to create
a matched-pairs data set. The solid line in this figure depicts the actual number of
community banks acquired by other community banks or large banks for each year. The
numbers do not include banks that were omitted due to missing data. The remaining data
represented 83 percent of the total community banks that were acquired. The dotted line
in this figure—the predicted or forecasted number of mergers in each year—is the mean
of the product of the estimated coefficients of the macroeconomic, local market, and bank
characteristics (including the constant term) from the regression model using 2003–2009
data and their levels from 2003 through 2016, multiplied by the total number of treatment
and control banks we used in the model. From 2003 through 2009, the difference between
the actual and predicted lines (given in percentage terms below the figure) represents the
extent to which our model was a reasonable fit for the data; a smaller difference indicates
a better fit. The forecasted outcomes from 2010 through 2016 are the counterfactuals
since 2010 based on the regression model in the absence of the other factors, including
regulatory changes. The forecasted—not actual—relative contributions of other factors,
which include the regulatory environment, in explaining the acquisitions of community
banks from 2010 through 2016, are measured by the percent of the difference between the
actual number of mergers and the forecasted number of mergers for the factors included
in the regression model to the actual number of mergers. With the exception of 1 year, the
actual number of community bank mergers was within the 95 percent confidence intervals
for the forecasted number of mergers. "N" refers to the number of community banks used
in the model in each year.

Page 97 GAO-18-312 



Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

New Bank Formations

Although our model forecasted relatively few new community bank
formations from 2010 through 2016, not exceeding 3 in any year,
based on macroeconomic and local market conditions, the actual
number of new community bank formations was only slightly higher,
meaning that the difference that is attributable to the effects of other
factors is small.162 Furthermore, our model forecasted the sharp
decline in the number of new community banks from 2010 through
2016, meaning that macroeconomic and local market conditions
explained the majority of the decline in new bank formations.163

Nonetheless, the other factors, which include regulatory changes
since 2010, might have played a limited role. In particular, from
2009 through 2016, FDIC increased the required de novo period
for newly organized, state nonmember institutions from 3 years
to 7 years, which means new banks seeking deposit insurance are
subject to a longer probationary period of examinations, capital
requirements, and other requirements. Also, the low number of new
bank formations from 2010 through 2016 could be because it was
cheaper to buy a failed bank that had an existing charter than obtain
a new charter for a bank. Again, the individual contributions of these
other factors is unknown, which limits our ability to determine the
cumulative effects of changes in the regulatory environment on the
new community bank formations.

162This analysis does not include bank characteristics in the measured factors
because it is for the formation of new community banks in a market.
163Adams and Gramlich (2014) obtained a similar result.
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Figure 21: Actual Number of Markets with New Community Bank Formations
Compared to Number Expected Based on Macroeconomic and Local Market
Characteristics, 2003–2016

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. The data
consisted of markets with new community banks, and markets where no new community
banks were formed, randomly selected to match the markets with new community banks
for each year, creating a matched-pairs data set. The solid line in this figure depicts the
actual number of markets with new community banks for each year. The numbers do not
include markets that were omitted due to missing data. The remaining data represented 78
percent of the markets where new community banks were formed. The dotted line in this
figure—the predicted or forecasted number of markets with new community banks in each
year—is the mean of the product of the estimated coefficients of the macroeconomic and
local market characteristics (including the constant term) from the regression model using
2003–2009 data and their levels from 2003 through 2016, multiplied by the total number
of treatment and control markets we used in the model. From 2003 through 2009, the
difference between the actual and predicted lines (given in number terms below the figure)
represents the extent to which our model was a reasonable fit for the data; a smaller
difference indicates a better fit. The forecasted outcomes from 2010 through 2016 are the
counterfactuals since 2010 based on the regression model in the absence of the other
factors, including regulatory changes. The forecasted—not actual—relative contributions
of other factors, which include the regulatory environment, in explaining the formation of
new community banks from 2010 through 2016, is measured by the difference between
the actual number of markets with new community banks and the forecasted number of
markets with new community banks for the factors included in the regression model. The
actual number of new community bank formations was within the 95 percent confidence
intervals for the forecasted number of formations. There were no new community bank
formations in 2012, 2013, and 2015. "N" refers to the number of markets used in the
model in each year.
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Small Business Lending

As shown in figure 22 (left panel), our model forecasted that the
contribution of the other factors to total small business loans held by
community banks was 11 percent or less from 2010 through 2016,
implying that macroeconomic conditions, local market, and bank
characteristics explain most of total small business loans held by
community banks for this period, using data for "survivor" community
banks—community banks that existed or formed since 2001 and
remained in existence through 2017, excluding banks that exited
the population of community banks at any time from 2001 through
2017.164 Our analysis indicates that total small business loans were
generally lower from 2010 through 2014 but higher in 2015 and
2016 than forecasted by the macroeconomic, local market, and bank
characteristics, and the difference is attributable to the effects of
other factors. The other factors could include regulatory changes
since 2010, as well as factors such as low demand for small business
loans, innovations in online banking and competition from nonbank
lenders, technological changes, and tightened credit standards in the
aftermath of the financial crisis, which more likely affected smaller
loans. The right panel of figure 22 shows our results for total business
lending, which includes loans over the small business loan threshold
that are excluded from the left panel of figure 22. Our analysis
indicates that total business loans were higher than forecasted by the
macroeconomic, local market, and bank characteristics and the higher
amount of loans is attributable to the effects of other factors, which
is 23 percent or less. The difference between the results for the small
business loans under the survivor community banks model and the
total business loans model is likely because the small business loans
model includes only loans under the $1 million threshold while the
total business loans model includes loans of all sizes.165 A possible
reason is that after a merger (especially when a large bank acquired
a small bank) the merged bank's small business lending would likely
exceed the premerger lending of both the acquirer and the target
resulting in more business lending postmerger.166 The individual
contributions of the other factors is unknown, which limits our ability
to determine the cumulative effects of changes in the regulatory
environment on business lending by community banks.

164We obtained similar results for the effects of the factors when we used data for
small business loans for all community banks.
165We conducted a sensitivity analysis of the total business lending model using data
for survivor banks only. We obtained similar results suggesting that the difference
between the small and total business lending models is not likely due to using data
for different community bank populations.
166See Jagtiani, Kotliar, and Maingi (2016), who studied the effect of community bank
mergers on small business lending using data from 2000 through 2012.
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Figure 22: Actual Outstanding Amounts of Survivor Community Banks' Business Loans with Original Principal Balances
of $1 Million or Less and All Community Banks' Total Business Loans Compared to Amounts Expected Based on
Macroeconomic, Local Market, and Bank Characteristics, 2003–2016

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. The solid lines in
each panel depict the actual total dollar amount of outstanding loans for the two measures
of community bank small business lending we modeled: (1) survivor community banks'
business loans of $1 million or less and (2) total business loans for all community banks
for each year. The amounts do not include lending by banks that were omitted due to
missing data. The data we used represented 70 percent of community banks for the model
of survivor community banks’ loans of $1 million or less and 80 percent of community
banks for the model of all community banks’ total business loans. The dotted lines in each
panel—the predicted or forecasted total dollar amount outstanding of business loans of
$1 million or less and total business loans in each year—is the mean of the product of
the estimated coefficients of the macroeconomic, local market, and bank characteristics
(including the constant term) from the regression model using 2003–2009 data and their
levels from 2003 through 2016, multiplied by the number of community banks we used
in the models. From 2003 through 2009, the difference between the actual and predicted
lines (given in percentage terms below the panels) represents the extent to which our
model was a reasonable fit for the data; a smaller difference indicates a better fit. The
forecasted outcomes from 2010 through 2016 are the counterfactuals since 2010 based
on the regression model in the absence of the other factors, including regulatory changes.
The forecasted—not actual—relative contribution of other factors, which may include the
regulatory environment, in explaining business lending by community banks from 2010
through 2016, is measured by the percent of the difference between actual business loans
and the forecasted business loans for the factors included in the regression models to
the actual business loans. The actual amounts of community bank business lending were
within the 95 percent confidence intervals for the forecasted lending amounts. All dollar
amounts are in constant 2016 dollars. "N" refers to the number of community banks used
in the model in each year.
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Pretax Return on Assets

As shown in figure 23, the actual return on assets was higher than
our model forecasted.167 Our model forecasted that the contribution
of the other factors to the pretax return on assets of community
banks increased from 50 basis points to 70 basis points from 2010
through 2013, and fell below 50 basis points from 2014 through 2016.
The other factors could include regulatory changes since 2010, the
subsequent failure of numerous banks from 2009 through 2012 that
eliminated many underperforming community banks with low pretax
return on assets, and increased competition from other lenders
that improved the performance of bank operations over time. The
individual contributions of these other factors is unknown, which
limits our ability to determine the cumulative effects of changes in the
regulatory environment on the pretax return on assets of community
banks.

Figure 23: Actual Community Bank Return on Assets Compared to Returns
Expected Based on Macroeconomic, Local Market, and Bank Characteristics,
2003–2016

Notes: We defined community banks using FDIC's definition, which takes into account
institutions’ assets, foreign interests, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017. The solid line
in this figure depicts the actual pretax return on assets of community banks for each year.
The returns do not include the performance of banks that were omitted due to missing
data. The remaining data represented 80 percent of the community banks. The dotted

167The strength of relationship between return on assets and the factors we included
in the model is consistent with previous studies; see, for example, Fronk (2016).
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line in this figure—the predicted or forecasted pretax return on assets in each year—is the
mean of the product of the estimated coefficients of the macroeconomic, local market,
and bank characteristics (including the constant term) from the regression model using
2003–2009 data and their levels from 2003 through 2016. From 2003 through 2009, the
difference between the actual and predicted lines (given in number terms below the figure)
represents the extent to which our model was a reasonable fit for the data; a smaller
difference indicates a better fit. The forecasted outcomes from 2010 through 2016 are the
counterfactuals since 2010 based on the regression model in the absence of the other
factors, including regulatory changes. The forecasted—not actual—relative contribution
of other factors, which include the regulatory environment, in explaining pretax return
on assets of community banks from 2010 through 2016, is measured by the difference
between actual pretax return on assets and the forecasted pretax return on assets for the
factors included in the regression model. With the exception of 2 years, community banks'
actual return on assets was within the 95 percent confidence intervals for the forecasted
returns. "N" refers to the number of community banks used in the model in each year.

Regression
Estimates of
Community Bank
Outcomes

The regression estimates using data from 2003 through 2009 are
provided in tables 6 and 7. All the estimated models are highly
significant based on the p-values of the tests of the models. We
performed several robustness checks of the models, including using
different sample data and estimation techniques. We obtained results
similar to those we have reported.168

Mergers: In table 6, the regression estimates, which used data
from 2003 through 2009 to obtain counterfactual of the effects of
macroeconomic, local market, and bank characteristics from 2010
through 2016 in the absence of the other factors, indicate that several
factors were associated with an increased likelihood of a community
bank being acquired. These acquired community banks had lower
equity capital and higher nonperforming assets, suggesting they were
more likely to be underperforming. Also, the acquired community
banks had lower core deposits but higher brokered deposits (which
suggests a lower proportion of funding from stable sources), were the
smallest community banks, or were more likely to operate in multiple
states but not likely to be subchapter S corporations. The acquisitions
were also more likely to be in markets with higher unemployment,
higher population growth, faster house price growth, and in MSA
markets.169

168See tables 6 and 7 for more details.
169See table 6 for more details.
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 Table 6: Logistic Regression Estimates of Community Bank Outcomes of Mergers and New Bank Formations, 2003–2009

Explanatory variables a Mergers b New bank formations c

1.2213 2.2440*Federal funds rate

(0.1698) (0.9659)

1.2702 3.5768**Rate spread

(0.2356) (1.9933)

1.0300 1.0873Gross state product growth rate

(0.0244) (0.0660)

n/a 0.8745Market size: 2nd quartile (indicator)
n/a (0.3436)

n/a 0.8805Market size: 3rd quartile (indicator)
n/a (0.3521)

n/a 0.9624Market size: 4th quartile (indicator)
n/a (0.3983)

1.9411*** 8.4694***Metropolitan statistical area markets (indicator)

(0.2947) (3.0204)

1.0194 1.0385Income per capita growth rate in market

(0.0165) (0.0465)

1.0844** 1.0289Unemployment rate in market

(0.0407) (0.0743)

1.2123** 2.4351***Population growth rate in market

(0.0971) (0.4740)

1.0004*** 1.0031**Population density in market

(0.0001) (0.0013)

1.0295*** 1.0358House price percentage change in market

(0.0112) (0.0276)

0.9999 n/aMarket concentration of bank deposits

(0.0001) n/a

n/a 0.9997*Market concentration of bank branches

n/a (0.0002)

0.9988 n/aCredit union total assets in market (in logs)

(0.0086) n/a

n/a 1.0237**Number of credit unions in market

n/a (0.0111)

0.5793*** n/aCommunity bank size: small (indicator)

(0.0640) n/a

0.4943*** n/aCommunity bank size: medium (indicator)

(0.0693) n/a

0.9425 n/aCommunity bank size: large (indicator)

(0.2454) n/a

0.0086*** n/aEquity capital

(0.0138) n/a

1.3809*** n/aNonperforming assets

(0.1486) n/a

0.9889** n/aCore deposits

(0.0047) n/a
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1.0323*** n/aBrokered deposits

(0.0118) n/a

1.9969** n/aGeographic diversification (indicator)

(0.5957) n/a

0.5069*** n/aSubchapter S corporation (indicator)

(0.0596) n/a

0.6062 0.0012***Constant

(0.5395) (0.0027)

Unit of analysis Bank-year Market-year

Model p-value 0.0000 0.0000

Area under the receiver operating characteristic
(ROC) curve

0.70 0.92

Treatments: 1,059 Treatments: 227Number of unique banks or markets

Controls: 1,059 Controls: 410

Number of observations 2,118 820

Legend: n/a=not applicable
Source: GAO analysis of data from the Federal Deposit Insurance Corporation, Board of Governors of the Federal Reserve
System, Bureau of Economic Analysis, Bureau of Labor Statistics, Census Bureau, Federal Housing Finance Agency, and National
credit Union Administration. | GAO-18-312

Notes: In this report, we define community bank using FDIC's definition, which takes
into account institutions' assets, foreign interests, specializations, and geographic
characteristics. Community banks include banks with up to $39.5 billion in assets in
2017. Community bank size (micro) is the omitted category for the community bank size
variables. Market size (1st quartile) is the omitted category for the market size variable.
aThe reported coefficients are odds ratios and robust standard errors are in parentheses.
***, **, and * represents coefficients that are statistically significant at 1 percent, 5
percent, or 10 percent or less, respectively. We could not use fixed-effects estimation
because the banks and markets predicted the outcomes perfectly, respectively; however,
we randomly selected control banks or markets to match the treatments to help minimize
any potential bias in the selection of the controls. For both the mergers and new bank
formations models, we also estimated the effects of only macroeconomic factors and local
market demographics because local market competition and bank characteristics could be
affected by regulatory changes. We obtained similar results.
bMergers model: The mergers model is for community banks that are acquired (equals 1)
and community banks that are not acquired (equals 0) in a year. The model used a random
sample of nonacquired community banks as controls to match the number of acquired
community banks for each year to create matched pairs of bank-year observations. We
also estimated the model by market-year observations, and obtained similar results.
cNew bank formations model: The new bank formations model is for markets where
any number of new community banks are formed (equals 1) and markets with no new
community banks formed (equals 0) in a year. The model used a random sample of
markets with no new community banks formed as controls to match the number of
markets where new community banks were formed for each year to create matched
pairs of market-year observations. We also estimated the model using an ordered
logistic technique—we obtained results for the markets where only one new community
bank was formed, which represented 75 percent of the markets with new community
bank formations. We obtained similar results. Although the ordered logistic estimation
imposed the assumption of proportional odds, we could not relax this assumption using a
generalized ordered logistic estimation because the estimation did not converge.

New bank formations: In table 6, the regression estimates, which used
data from 2003 through 2009 to obtain counterfactual of the effects
of macroeconomic and local market characteristics from 2010 through
2016 in the absence of the other factors, indicate that several factors
were associated with an increased likelihood of new community bank
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formation in markets. They include markets with a high presence of
credit unions. New bank formations were more likely in MSA areas
and markets with high population growth. Also new bank formations
were more likely when interest rates and the rate spread were high.170

Lending: In table 7, the regression estimates, which used data
from 2003 through 2009 to obtain counterfactual of the effects of
macroeconomic, local market, and bank characteristics from 2010
to 2016 in the absence of the other factors, indicate that several
community bank characteristics were associated with small business
lending. Lending was higher for community banks with lower equity
capital, higher current loans, lower nonperforming loans, lower
core deposits but higher brokered deposits, lower concentration of
residential loans, geographically diversified banks with branches in
multiple states, and larger banks. Also, lending was higher in markets
with higher personal income growth and lower house prices, in states
with lower economic growth, when interest rates were lower, and
when the rate spread was smaller. In general, the direction of the
effects is similar for total business lending, but with slightly larger
impacts.171

 Table 7: Ordinary Least Squares Regression Estimates of Community Bank Outcomes of Business Lending and Pretax
Return on Assets, 2003–2009

Explanatory variables a Small business

lending b
Total business

lending c
Pretax return on

assets d

-0.0020*** -0.0076*** 0.0219*Federal funds rate

(0.0002) (0.0006) (0.0126)

-0.0038*** -0.0137*** 0.1382***Rate spread

(0.0003) (0.0008) (0.0170)

-0.0002*** -0.0005*** 0.0547***Gross state product growth rate

(4.3e-05) (0.0001) (0.0026)

0.0072 0.0276 -0.5563Metropolitan Statistical Area markets
(indicator) (0.0082) (0.0211) (0.4524)

0.0001*** 0.0004*** -0.0051***Income per capita growth rate in market

(2.0e-05) (4.9e-05) (0.0014)

-0.0001 -0.0037*** 0.0301***Unemployment rate in market

(0.0002) (0.0006) (0.0106)

0.0003* 0.0018*** -0.0902***Population growth rate in market

(0.0002) (0.0004) (0.0100)

1.6e-06 1.9e-05 -0.0001Population density in market

(1.1e-05) (4.2e-05) (0.0002)

-0.0002*** 0.0011*** 0.0452***House price percentage change in market

(3.3e-05) (0.0001) (0.0017)

Market concentration of bank deposits 6.7e-07* 2.4e-06*** 4.2e-05*

170See table 6 for more details.
171See table 7 for more details.
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(4.0e-07) (8.1e-07) (2.5e-05)

-2.0e-05 0.0003* 1.9e-05Credit union assets in market (in logs)

(0.0001) (0.0002) (0.0040)

0.0070*** 0.0073*** 0.0343Community bank size: small (indicator)

(0.0006) (0.0010) (0.0362)

0.0220*** 0.0450*** -0.1418**Community bank size: medium (indicator)

(0.0018) (0.0028) (0.0568)

0.0629*** 0.1829*** -0.7980***Community bank size: large (indicator)

(0.0081) (0.0152) (0.1189)

-0.0244*** -0.0356*** -3.1378***Equity capital

(0.0031) (0.0114) (0.2301)

-0.0006*** -0.0022*** -0.0702***Nonperforming loans

(0.0002) (0.0005) (0.0211)

-0.0001** -0.0002** 0.0119***Core deposits

(2.8e-05) (0.0001) (0.0016)

0.0003*** 0.0010*** -0.0334***Brokered deposits

(0.0001) (0.0002) (0.0034)

0.0005*** 0.0009*** 0.2396***Current loans

(0.0001) (0.0003) (0.0114)

-0.0002 -0.0005 -0.4369***Other Real Estate Owned loans in total

(0.0003) (0.0007) (0.0357)

-0.0001*** -0.0005*** n/aLoan concentration in residential real
estate (3.6e-05) (0.0001) n/a

0.0165*** 0.0497*** -0.2906***Geographic diversification (indicator)

(0.0044) (0.0080) (0.1046)

0.0004 -0.0009 -0.0477Subchapter S corporation.(indicator)

(0.0006) (0.0013) (0.0368)

0.0009 0.0342 -23.6057***Constant

(0.0117) (0.0310) (1.1563)

Unit of analysis Bank-year Bank-year Bank-year

Fixed effects Banks, markets Banks, markets Banks, markets

Model p-value 0.0000e 0.0000e 0.0000e

R-squared 0.93 0.95 0.66

Number of unique banks 6,703 8,316 8,316

Number of unique markets 1,587 1,644 1,644

Number of observations 42,003 49,445 49,445

Legend: n/a = not applicable
Source: GAO analysis of data from the Federal Deposit Insurance Corporation, Board of Governors of the Federal Reserve
System, Bureau of Economic Analysis, Bureau of Labor Statistics, Census Bureau, Federal Housing Finance Agency, and National
Credit Union Administration. | GAO-18-312

Notes: In this report, we define community bank using FDIC's definition, which takes
into account institutions' assets, foreign interests, specializations, and geographic
characteristics. Community banks include banks with up to $39.5 billion in assets in
2017. Community bank size (micro) is the omitted category for the community bank size
variables.
aThe reported coefficients are marginal effects and the robust standard errors are in
parentheses. ***, **, and * represent coefficients that are statistically significant at 1
percent, 5 percent, or 10 percent or less, respectively. We used bank and market fixed-
effects estimation to control for possible unobserved heterogeneity across the banks and
markets. For the small business lending and return on assets models, we also estimated
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the effects of only macroeconomic factors and local market demographics because local
market competition and bank characteristics could be affected by regulatory changes. We
obtained similar results.
bSmall business lending model: The small business model is for total loans (in billions
of 2016 dollars) with origination amounts of $1 million or less for commercial and
industrial loans or commercial real estate loans, or $500,000 for farm loans, for "survivor"
community banks—community banks that existed or formed since 2001 and remained in
existence through 2017, and we excluded banks that exited the population of community
banks at any time from 2001 through 2017. Survivor community banks include community
banks that merged with another community bank such that the resulting bank remained
a community bank. The model was estimated with robust standard errors clustered at the
bank level using data for the "survivor" community banks. We also estimated lending that
was within the thresholds of the business loans with outstanding principal balances of $1
million or less for all community banks. We obtained similar results.
cTotal business lending model: The total business model is for total loans (in billions of
2016 dollars) for commercial and industrial loans, commercial real estate loans, or farm
loans, for a community bank in a year. The model was estimated with robust standard
errors clustered at the bank level. We also used a two-step Heckman selection procedure
to account for the entry and exit of community banks over time, and estimated total
business loans using data for only survivor community banks. We obtained similar results.
dPretax return on assets model: The pretax return on assets model, in percent, is for a
community bank in a year. The model was estimated with robust standard errors clustered
at the bank level. We also used a two-step Heckman selection procedure to account for the
entry and exit of community banks over time, and used data for only survivor community
banks. We obtained similar results.
eThe value is based on a model without the bank and market fixed-effects because the
model F-value could not be computed due to lack of variation between some clusters in
the model presented in the table, which is estimated with robust standard errors clustered
at the bank level.

Pretax return on assets: In table 7, the regression estimates, which
used data from 2003 through 2009 to obtain counterfactual of the
effects of macroeconomic, local market, and bank characteristics
from 2010 through 2016 in the absence of the other factors,
indicate that several community bank characteristics factors were
associated with pretax return on assets. Performance was higher
for community banks with lower equity capital, higher current loans,
lower nonperforming loans, higher core deposits but lower brokered
deposits, lower real estate owned loans, and community banks that
were not diversified in multiple states and were smaller. Community
bank performance was higher in markets with higher state economic
growth, lower personal income growth, higher unemployment
rate, lower population growth, and faster house price growth. Also,
performance was higher when interest rates and rate spread were
larger.172

Data sources used for regression analysis
1. Federal Deposit Insurance Corporation (FDIC) Community Banking

Structure Reference Data: It contains data on the entrances and
exits of banks (mergers and failed banks).

172See table 7 for more details.
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2. FDIC Statistics of Depository Institutions: These data come
primarily from the Consolidated Reports of Condition and Income
(Call Reports) of all FDIC-insured depository institutions. They
are organized by subject, e.g., assets and liabilities, income and
expense, loans, and performance and conditions ratios (data for
bank characteristics).

3. FDIC Summary of Deposits: It is the annual survey of branch office
deposits as of June 30 for all FDIC-insured institutions, including
insured U.S. branches of foreign banks (data for bank branches).

4. Board of Governors of the Federal Reserve System National
Information Center: It is a central repository of data about
banks and other institutions for which the Federal Reserve has a
supervisory, regulatory, or research interest. It includes ownership
relationships of the institution and changes to its structure over
time (data for new bank formations).

5. Board of Governors of the Federal Reserve System: Data for
effective federal funds rate.

6. National Credit Union Administration, Form 5300: Data for credit
unions.

7. Bureau of Economic Analysis: Data for gross state product; state,
metropolitan statistical area (MSA), and county personal incomes;
and county population.

8. Bureau of Labor Statistics: Data for state, MSA, and county
unemployment rates.

9. Census Bureau: Data for state and MSA populations; MSA and
county land areas.

10. Federal Housing Finance Agency: Data for state, MSA, and county
house price indexes.
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Selected Previous
Studies

To facilitate these analyses, we consulted the following prior studies.

General
1. Adam Levitin, Fostering Economic Growth: The Role of Financial

Institutions in Local Communities,Testimony before the Senate
Committee on Banking, Housing, and Urban Affairs, June 8, 2017.

2. Council of Economic Advisers, The Performance of Community
Banks Over Time, Issue Brief, August 2016.

3. Drew Dahl, Andrew Meyer, and Michelle Neely, "Scale Matters:
Community Banks and Compliance Costs," The Regional
Economist, July 2016.

4. Federal Deposit Insurance Corporation (FDIC), FDIC Community
Banking Study, December 2012.

5. Hester Peirce, Ian Robinson, and Thomas Stratmann, How Are
Small Banks Faring Under Dodd-Frank? George Mason University,
Mercatus Center Working Paper No. 14-05, February 2014.

6. James DiSalvo and Ryan Johnston, "How Dodd-Frank Affects
Small Bank Costs: Do stricter regulations enacted since the
financial crisis pose a significant burden?" Federal Reserve Bank of
Philadelphia Research Department, First Quarter 2016.

7. James Heckman, "Sample Selection Bias as a Specification Error,"
Econometrica, vol. 47, no. 1 (1979), 153-161.

8. Marshall Lux and Robert Greene, The State and Fate of Community
Banking, M-RCBG Associate Working Paper Series, No. 37 (Boston,
Mass.: Mossavar-Rahmani Center for Business and Government,
Harvard Kennedy School, Harvard University, February 2015).

9. Martin Baily and Nicholas Montalbano, The Community Banks:
The Evolution of the Financial Sector, Part III, Economic Studies at
Brookings, The Brookings Institution, December 2015.

10. Tanya Marsh and Joseph Norman, The Impact of Dodd-Frank on
Community Banks, American Enterprise Institute, May 2013.

11. The Economist, America’s Community Banks Hope for Lighter
Regulation (Washington, D.C.: June 1, 2017), accessed on November
27, 2017, at https://www.economist.com/news/finance-and-
economics/21722893-other-challenges-include-technology-staff-
retention-succession-planning-and-thin.
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Mergers
1. Aigbe Akhigbe, Jeff Madura, and Ann Marie Whyte, "Partial

Anticipation and the Gains to Bank Merger Targets," Journal of
Financial Services Research, vol. 26, no. 1 (2004) pp. 55-71.

2. Elena Becalli and Pascal Frantz, "The Determinants of Mergers and
Acquisitions in Banking," Journal of Financial Services Research, vol.
43 (2013), pp. 265-291.

3. Hailey Ballew, Michael Iselin, and Allison Nicoletti, "Regulatory
Asset Thresholds and Acquisition Activity in the Banking
Industry" ( June 16, 2017). Accessed from SSRN: https://ssrn.com/
abstract=2910440 (2/1/2018).

4. Julapa Jagtiani, "Understanding the Effects of the Merger Boom on
Community Banks," Federal Reserve Bank of Kansas City, Economic
Review, Second Quarter, 2008, pp. 29-48.

5. Michal Kowalik, Troy Davig, Charles Morris, and Kristen Regehr,
"Bank Consolidation and Merger Activity Following the Crisis,"
Federal Reserve Bank of Kansas City, Economic Review, First
Quarter, 2015, pp. 31-49.

6. Robert Adams, "Consolidation and Merger Activity in the United
States Banking Industry from 2000 through 2010," Finance and
Economics Discussion Series, 2012-51, Federal Reserve Board,
Washington, D.C.

7. Timothy Hannan and Steven Pilloff, "Acquisition Targets and
Motives in the Banking Industry," Journal of Money, Credit and
Banking, vol. 41, no. 6 (September 2009), pp. 1167-1187.

New bank formations
1. Allen Berger, Seth Bonime, Lawrence Goldberg, and Lawrence

White, "The Dynamics of Market Entry: The Effects of Mergers
and Acquisitions on Entry in the Banking Industry," The Journal of
Business, vol. 77, no. 4 (October 2004), pp. 797-834.

2. Robert Adams and Dean Amel, "The Effects of Past Entry, Market
Consolidation, and Expansion by Incumbents on the Probability of
Entry," Finance and Economics Discussion Series, 2007-51, Federal
Reserve Board, Washington, D.C.

3. Robert Adams and Jacob Gramlich, "Where Are All the New Banks?
The Role of Regulatory Burden in New Charter Creation," Finance
and Economics Discussion Series, 2014-113, Federal Reserve Board,
Washington, D.C.
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4. Steven Seelig and Tim Critchfield, "Merger Activity as a
Determinant of De Novo Entry into Urban Banking Markets,"
Working Paper 2003-01, April (2003).

5. Yan Lee and Chiwon Yom, "The Entry, Performance, and Risk
Profile of De novo Banks," FDIC CFR WP 2016-03, Federal Deposit
Insurance Corporation, April (2016).

Lending
1. Dean Amel and Traci Mach, "The Impact of the Small Business

Lending Fund on Community Bank Lending to Small Businesses,"
Finance and Economics Discussion Series, 2014-111, Federal Reserve
Board, Washington, D.C.

2. Elizabeth Kiser, Robin Prager, and Jason Scott, "Supervisor Ratings
and the Contraction of Bank Lending to Small Businesses," Finance
and Economics Discussion Series, 2012-59, Federal Reserve Board,
Washington, D.C.

3. Elyas Elyasiani and Lawrence Goldberg, "Relationship Lending: A
Survey of the Literature," Journal of Economics and Business, vol. 56
(2004), pp.315-330.

4. Jose Berrospide and Rochelle Edge, "The Effects of Bank Capital
on Lending: What Do We Know, and What Does it Mean?" Finance
and Economics Discussion Series, 2010-44, Federal Reserve Board,
Washington, D.C.

5. Julapa Jagtiani, Ian Kotliar, and Raman Quinn Maingi, "Community
Bank Mergers and the Impact on Small Business Lending," Journal
of Financial Stability, vol. 27 (2016), pp. 106-121.

Return on assets
1. Jared Fronk, "Core Profitability of Community Banks: 1985-2015,"

FDIC Quarterly, vol. 10, no. 4 (2016), pp. 37-46.

2. Panayiotis Athanasoglu, Sophocles Brissimis, and Matthaios
Delis, "Bank-Specific, Industry-Specific and Macroeconomic
Determinants of Bank Profitability," Journal of International
Financial Markets, Institutions, and Money 18 (2008) pp. 121-136.

3. Dean Amel and Robin Prager, "Community Bank Performance:
How Important Are Managers?" Finance and Economics Discussion
Series, 2014-26, Federal Reserve Board, Washington, D.C.
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Appendix III: Results of GAO's Survey of the Eects of Federal
Financial Regulations on Community Banks and Their Small
Business and Residential Mortgage Lending

From July 2017 through August 2017, we administered a web-based
survey to a nationally representative sample of community bank
representatives.173 We received valid responses from 68 percent
of our sample. All survey results presented in this appendix are
generalizable to the population of community banks, and we express
our confidence in the precision of our estimates at 95 percent
confidence intervals. For a more detailed discussion of our survey
methodology, see appendix I.

Survey Results The web-based survey consisted of three multiple–choice sections:
(1) business lending activities, (2) management decisions, and (3)
residential mortgage lending activities. Opportunities for respondents
to voice additional comments were also provided. Multiple-choice
survey questions and their aggregate results are included in this
appendix. Open-ended questions are not included in this appendix,
but responses have been incorporated into the text of the report
where relevant.

For multiple-choice questions, respondents were asked to report
activities and decisions their institution implemented since January
2010 and then identify to what extent specific factors, which we
identified and defined, affected those changes. Factors included the
following:

• Competition from Other Financial Institutions or Alternative
Lenders (Competition): Banks face competition from other
institutions and increasingly from nonbank firms offering lending
or payment services.

• Effect of Economic Conditions on Loan Demand (Economic
conditions): Customer loan demand at banks varies based
on local economic conditions, such as unemployment rates or
housing prices.

• Low-Interest Rate Environment (Interest rate): Since the
financial crisis interest rates have been at historic lows, making

173We define community banks using FDIC's definition, which takes into account
institutions' assets, foreign interest, specializations, and geographic characteristics.
Community banks include banks with up to $39.5 billion in assets in 2017.
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it less expensive to borrow money and finance investments, but
lender profits may also have been affected.

• Technological Advances in the Finance Industry (Technological
advances): The financial sector is experiencing rapid technological
changes, including increased customer demand for online
and mobile access to their financial institutions and electronic
application and document submission.

• Compliance with Government Financial Regulations
Implemented since 2010 (Regulatory environment): Changes
to regulations and uncertainty around their interpretation,
enforcement, and future extension can affect staffing, lending,
and time and resource allocation at banks.

The following sections present tables containing the survey questions
and resulting response data.

Small Business Lending Activities

In our web-based survey, we instructed participants to consider the
following definition of small business lending: "For community banks,
small business loans, as defined by the Consolidated Reports of
Condition and Income (Call Report), are commercial real estate or
commercial and industrial loans with original amounts of $1 million or
less, and farm loans with original amounts of $500,000 or less."174 We
asked participants to consider the small business lending activities of
their institution since 2010. Tables 8–13 present the survey questions
related to small business lending and resulting response data.

174Call Reports are a primary source of financial data used for the supervision
and regulation of banks. They are quarterly financial reports prepared by insured
depository institutions for federal banking regulators and consist of a balance sheet,
an income statement, and supporting schedules. Every national bank, state member
bank, and insured state nonmember bank, is required to file a consolidated Call
Report. The specific reporting requirements depend on the size of the institutions and
whether they have any foreign offices.
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 Table 8: Reported Changes to the Time to Make Individual Small Business Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased or
decreased the time to make individual small

business loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in the time to make individual small business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 12 8, 17 27 21, 34 33 27, 40 27 21, 33

Economic conditions 18 13, 24 39 32, 46 22 17, 28 20 15, 26

Low Interest rates 9 5, 14 28 22,34 28 22, 35 35 28, 41

Technological advances 4 1, 7 22 16, 28 41 34, 48 33 27, 40

Increased 69 64, 74

Regulatory environment 74 68, 80 23 18, 29 2 0, 4 1 0, 4

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 6 3, 9

Regulatory environment — — — — — — — —

Remained the same 25 20, 30 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312

Note: The time to make a small business loan is measured as the time from application to disbursement of funds.
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 Table 9: Reported Changes to the Number of Small Business Lending Products or Services Offered and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased

or decreased the number of small
business lending products or services

offered, or have they remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the number of small business lending products or services offered?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 27 17, 39 42 30, 54 26 17, 38 5 1, 13

Economic conditions 22 13, 34 38 27, 50 28 18, 41 11 5, 21

Low Interest rates 18 9, 29 41 29, 53 24 14, 36 18 9, 29

Technological advances 13 6, 23 49 37, 61 27 17, 40 11 5, 22

Increased 23 18, 28

Regulatory environment 23 13, 35 29 19, 42 27 16, 39 21 12, 33

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 8 5, 11

Regulatory environment — — — — 1 0, 18 0 0, 13

Remained the same 69 64, 74 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312

Page 116 GAO-18-312

http://www.gao.gov/products/GAO-18-312


Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

 Table 10: Reported Changes to  the Minimum Credit Quality Criteria Needed to Qualify for Small Business Loans and the Factors Affecting Those Changes, January 2010–
August 2017

Since 2010, has your institution increased
or decreased the minimum credit quality

criteria needed to qualify for small business
loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the minimum credit quality criteria needed to qualify for small business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 11 6, 18 15 9, 21 45 36, 53 30 22, 38

Economic conditions 26 19, 33 41 33, 50 24 17, 32 9 4, 15

Low Interest rates 13 8, 20 19 13, 26 45 36, 53 23 16, 32

Technological advances 6 3, 12 19 13, 27 41 33, 50 33 25, 41

Increased 45 39, 50

Regulatory environment 60 52, 68 29 21, 37 9 4, 15 2 1, 7

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 1 0, 3

Regulatory environment — — — — — — — —

Remained the same 54 49, 60 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate, — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 11:  Reported Changes to  the Documentation Borrowers Are Required to Provide for Small Business Loans and the Factors Affecting Those Changes, January 2010–
August 2017

Since 2010, has your institution increased
or decreased the documentation you

require borrowers to provide for small
business loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the documentation you require borrowers to provide for small business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 6 3, 10 10 7, 15 35 29, 41 49 43, 55

Economic conditions 15 11, 20 35 29, 41 27 21, 32 23 18, 29

Low Interest rates 6 3, 9 10 7, 15 36 30, 42 48 42, 54

Technological advances 3 1, 6 16 12, 22 37 31, 43 43 37, 50

Increased 79 75, 84

Regulatory environment 75 70, 81 22 17, 27 3 1, 6 0 0, 2

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 1 0, 4

Regulatory environment — — — — — — — —

Remained the same 19 15, 24 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 12:  Reported Changes to  the Availability of Small Business Loans to Individual Borrowers with Atypical Financial Characteristics and the Factors Affecting Those
Changes, January 2010–August 2017

Since 2010, has your institution 
increased or decreased the availability
of small business loans to individual

borrowers with atypical financial
characteristics, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease in the
availability of small business loans to individual borrowers with atypical financial characteristic?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Increased 8 5, 11

Regulatory environment — — — — — — — —

Competition 6 2, 14 15 8, 25 41 30, 52 38 27, 49

Economic conditions 17 10, 27 34 23, 45 26 16, 37 23 14, 35

Low Interest rates 5 2, 13 12 6, 21 35 24, 46 48 36, 59

Technological advances 6 2, 14 7 3, 16 33 23, 44 54 42, 65

Decreased 26 21, 31

Regulatory environment 86 76, 93 11 5, 20 2 0, 8 1 0, 5

Remained the same 66 61, 72 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312

Note: "Borrowers with atypical financial characteristics" are defined as the following: (i) borrowers generating income from self-employment (including working as "contract" or "1099"
employees); (ii) borrowers anticipated to rely on income from assets to repay the loan; (iii) borrowers who rely on intermittent, supplemental, part-time, seasonal, bonus, or overtime income.
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 Table 13:  Reported Changes to  Product or Service Fees for Small Business Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution 

increased or decreased product or
service fees for small business loans,

or have they remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in product or service fees for small business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 10 5, 17 25 18, 35 34 25, 43 31 22, 39

Economic conditions 5 2, 11 35 26, 44 29 20, 37 31 22, 40

Low Interest rates 18 11, 26 34 25, 43 30 22, 39 18 11, 26

Technological advances 4 1, 9 26 19, 36 27 19, 37 42 33, 51

Increased 38 33, 44

Regulatory environment 45 35, 54 33 24, 41 14 8, 23 8 4, 15

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 3 1, 5

Regulatory environment — — — — — — — —

Remained the same 59 54, 65 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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Management Decisions

In our web-based survey, we instructed participants to consider the following definition of management decisions: "Mergers, branch openings and
closures, and decisions about time and resource allocation are management decisions that financial institutions make to strengthen and maintain
their position in the market." We asked participants to consider management decisions made by their institution since 2010. Tables 14–21 present
the survey questions related to management decisions and resulting response data.

 Table 14:  Reported Decisions Related to  Opening One or More Branches and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution 
completed, started, or seriously
considered opening one or more

branches? (Please check all that apply.)

Since 2010, what effect have the following factors had on your institution's decision
to open/ seriously consider, but not move forward on opening one or more branches?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of
community banks

by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 24 17, 34 53 43, 62 15 9, 23 8 4, 15

Economic conditions 21 13, 30 42 33, 52 20 13, 29 17 10, 25

Low Interest rates 6 2, 12 15 8, 23 40 30, 49 40 31, 49

Technological advances 13 7, 21 26 18, 36 33 24, 42 28 20, 37

Opened or were in the
process of opening a
branch

35 30, 40

Regulatory environment 15 9, 24 17 10, 26 24 16, 34 43 34, 53

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Seriously considered,
but did not open a
branch

10 7, 13

Regulatory environment — — — — — — — —

Had not seriously
considered opening a
branch

55 50, 60 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 15:  Reported Decisions Related to  Closing One or More Branches and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution
completed, started, or seriously
considered closing one or more

branches? (Please check all that apply.)

Since 2010, what effect have the following factors had on your institution's decision
to close/ seriously consider, but not move forward on closing one or more branches?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of
community banks

by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 8 3, 18 30 19, 43 26 16, 39 36 24, 49

Economic conditions 19 10, 31 30 19, 43 15 7, 26 36 24, 48

Low Interest rates 2 0, 10 6 2, 15 29 18, 43 63 50, 75

Technological advances 19 10, 31 23 14, 36 17 8, 29 41 28, 53

Closed or were in the
process of closing a
branch

20 16, 25

Regulatory environment 29 18, 42 22 13, 33 17 9, 28 33 21, 46

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Seriously considered,
but did not close a
branch

10 7, 14

Regulatory environment — — — — — — — —

Had not seriously
considered closing a
branch

68 63, 73 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 16:  Reported Decisions Related to  Acquiring Another Institution through a Merger and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution completed,

started, or seriously considered
acquiring another institution through a
merger? (Please check all that apply.)

Since 2010, what effect have the following factors had on your institution's decision to acquire/
seriously consider, but not move forward on acquiring another institution through a merger?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of
community banks

by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 11 3, 26 — — — — 10 3, 24

Economic conditions — — — — — — 13 5, 28

Low Interest rates — — 11 3, 25 — — — —

Technological advances — — — — — — — —

Acquired or were in the
process of acquiring
another institution

12 9, 16

Regulatory environment — — — — — — — —

Competition 21 13, 31 37 27, 47 24 15, 34 18 11, 28

Economic conditions 16 9, 26 35 25, 45 22 13, 32 27 18, 38

Low Interest rates 13 6, 22 23 14, 33 30 20, 40 35 24, 45

Technological advances 11 5, 20 30 21, 40 30 20, 40 28 19, 39

Seriously considered,
but did not acquire
another institution

26 22, 31

Regulatory environment 52 41, 63 17 10, 26 18 10, 28 14 7, 23

Had not seriously
considered acquiring
another institution

61 56, 66 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 17:  Reported Decisions Related to  Being Acquired by Another Institution and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution completed,

started, or seriously considered being
acquired by another institution through
a merger? (Please check all that apply.)

Since 2010, what effect have the following factors had on your institution's decision to be acquired/
seriously consider, but not move forward on being acquired by another institution through a merger?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of
community banks

by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition — — — — — — — —

Economic conditions — — — — — — — —

Interest rates — — — — — — — —

Technological advances — — — — — — — —

In the process of being
acquired by another
institution

4 2, 6

Regulatory environment — — — — — — — —

Competition 21 11, 34 32 20, 46 31 19, 46 17 8, 29

Economic conditions 21 11, 34 32 20, 46 21 11, 34 26 15, 40

Low Interest rates 11 4, 22 19 9, 32 38 25, 51 33 20, 47

Technological advances 11 4, 23 24 13, 37 38 25, 53 26 15, 40

Seriously considered,
but were not acquired
by another institution

16 12, 21

Regulatory environment 76 63, 87 12 5, 24 9 3, 20 2 0, 11

Had not seriously
considered being
acquired by another
institution

80 76, 84 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 18:  Reported Changes to  Customer-Facing Technology and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased

or  decreased your investment in
customer-facing technology, such
as online or mobile banking, or has

your investment remained the same?

Since 2010, what effect have the following factors had on your institution's
decision to increase/decrease your investment in customer-facing technology?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 61 55, 67 32 27, 38 5 3, 8 2 1, 5

Economic conditions 11 7, 15 14 10, 18 31 25, 36 45 39, 51

Low Interest rates 5 3, 8 11 7, 15 32 26, 37 53 47, 59

Technological advances 68 63, 73 27 22,32 3 1, 6 2 1, 4

Increased 89 85, 92

Regulatory environment 24 19, 30 26 21, 31 26 21, 31 24 19, 28

Competition n/a n/a n/a n/a n/a n/a n/a n/a

Economic conditions n/a n/a n/a n/a n/a n/a n/a n/a

Low Interest rates n/a n/a n/a n/a n/a n/a n/a n/a

Technological advances n/a n/a n/a n/a n/a n/a n/a n/a

Decreased 0 0, 2

Regulatory environment n/a n/a n/a n/a n/a n/a n/a n/a

Remained the same 11 8, 14 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 19:  Reported Changes to  Time Staff Spend Engaging Directly with Individual Customers and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased

or  decreased the time your staff spend
engaging directly with individual

customers, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's decision to
increase/decrease the time your staff spend engaging directly with individual customers?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 23 15, 32 24 17, 34 30 21, 39 23 16, 32

Economic conditions 14 8, 22 22 15, 31 31 22, 40 32 23, 41

Low Interest rates 9 4, 16 18 11, 26 31 22, 39 43 33, 52

Technological advances 15 9, 24 35 26, 44 30 21, 38 20 13, 28

Increased 35 30, 40

Regulatory environment 64 55, 73 20 13, 29 8 4, 15 8 4, 15

Competition 9 3, 20 25 14, 38 28 17, 42 38 25, 51

Economic conditions 1 0, 8 20 10, 32 24 14, 37 55 42, 68

Low Interest rates 1 0, 8 8 3, 18 26 15, 40 64 50, 76

Technological advances 57 44, 70 30 18, 44 8 2, 18 5 1, 14

Decreased 18 13, 22

Regulatory environment 45 32, 58 10 3, 21 21 11, 33 25 14, 38

Remained the same 48 42, 53 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 20:  Reported Changes to  Time Staff Spend Identifying New or Innovative Products and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased

or  decreased the time your staff
spends identifying new or innovative

products, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's decision to
increase/decrease the time your staff spends identifying new or innovative products?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 62 54, 69 32 25, 39 4 2, 9 2 0, 5

Economic conditions 14 9, 20 28 21, 35 29 22, 36 30 23, 37

Low Interest rates 10 6, 16 16 11, 23 34 26, 41 40 32, 47

Technological advances 65 58, 72 26 20, 33 7 3, 12 2 0, 5

Increased 51 46, 57

Regulatory environment 33 26, 40 28 21, 35 29 22, 36 10 6, 15

Competition 3 0, 17 — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 9 6, 13

Regulatory environment 97 86, 100 3 0, 14 0 0, 11 0 0, 11

Remained the same 40 34, 45 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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For the following multiple-choice question, respondents were asked what actions they had taken in order to comply with federal regulations.
Respondents were not asked to identify the extent to which the factors had affected these actions.

 Table 21: Reported Actions by Community Banks to Comply with Federal Regulations, January 2010August 2017
Yes NoIn order to comply with federal financial regulations, since 2010, has your institution taken any of the

following actions: E.P. C.I. E.P. C.I.

Hired additional staff for compliance purposes 73 68, 77 27 23, 32

Relocated existing staff to compliance-related positions 86 82, 90 14 10, 18

Hired a third party to assist with compliance 85 81, 89 15 11, 19

Increased staff time for compliance-related activities 96 93, 98 4 2, 7

Purchased additional software or automated systems to aid in compliance activities 89 85, 92 11 8, 15

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate
Source: GAO analysis of community bank survey data. | GAO-18-312
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Residential Mortgage Lending Activities

In our web-based survey, we instructed participants to consider the following definition of residential mortgage lending: "Residential mortgage
lending includes new mortgage loans, refinancing, and home equity lines of credit or home equity loans." We asked participants to consider the
residential mortgage lending activities of their institution since 2010. Tables 22–27 present the survey questions related to residential mortgage
lending and resulting response data.

 Table 22: Reported Changes to the Time to Make Individual Residential Mortgage Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution

increased or decreased the time to
make individual residential mortgage
loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in the time to make individual residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 8 5, 12 13 10, 18 33 27, 39 45 39, 51

Economic conditions 11 8, 16 21 16, 26 35 30, 41 33 27, 38

Low Interest rates 12 8, 16 14 10, 19 32 26, 37 42 36, 48

Technological advances 7 5, 11 19 15, 24 40 34, 46 33 28, 39

Increased 91 87, 94

Regulatory environment 96 94, 98 2 1, 5 1 0, 3 0 0, 2

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 3 2, 6

Regulatory environment — — — — — — — —

Remained the same 5 3, 9 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312

Note: The time to make a residential mortgage loan is measured as the time from application to disbursement of funds.
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 Table 23: Reported Changes to the Number of  Individual Residential Mortgage Lending Products or Services Offered and the Factors Affecting Those Changes, January
2010–August 2017

Since 2010, has your institution increased
or decreased the number of residential
mortgage lending products or services

offered, or have they remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the number of residential mortgage lending products or services offered?

Extent to which factors affected the reported change

Great Moderate Minor None

Percentage of
community banks

by response

Direction of change

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 39 29, 49 38 28, 48 14 8, 23 9 4, 17

Economic conditions 16 9, 25 52 41, 62 18 11, 27 14 8, 23

Low Interest rates 26 17, 36 39 29, 49 14 8, 23 21 13, 30

Technological advances 18 10, 27 35 25, 44 34 24, 44 13 7, 22

Increased 31 25, 36

Regulatory environment 48 38, 59 13 7, 22 19 11, 29 20 13, 30

Competition 12 6, 20 10 5, 18 23 15, 33 55 45, 65

Economic conditions 7 2, 14 11 6, 20 35 25, 45 47 37, 57

Low Interest rates 4 1, 10 14 8, 23 28 19, 38 54 44, 64

Technological advances 8 3, 15 10 5, 18 28 19, 38 54 44, 65

Decreased 29 24, 34

Regulatory environment 96 90, 99 3 1, 9 0 0, 3 1 0, 6

Remained the same 40 35, 46 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 24: Reported Changes to  the Minimum Credit Quality Criteria Needed to Qualify for  Individual Residential Mortgage Loans and the Factors Affecting Those
Changes, January 2010–August 2017

Since 2010, has your institution increased
or decreased the minimum credit quality
criteria needed to qualify for residential

mortgage loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease
in the minimum credit quality criteria needed to qualify for residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 8 4, 13 13 8, 19 26 19, 32 53 46, 61

Economic conditions 18 12, 24 25 18, 31 31 24, 37 27 20, 33

Low Interest rates 10 6, 16 15 10, 21 26 19, 32 48 41, 56

Technological advances 3 1, 7 15 10, 21 25 19, 32 56 49, 64

Increased 59 53, 64

Regulatory environment 88 82, 93 9 5, 14 2 0, 5 1 0, 4

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 2 1, 4

Regulatory environment — — — — — — — —

Remained the same 39 34, 45 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 25:  Reported Changes to  the Documentation Borrowers Are Required to Provide for  Individual Residential Mortgage Loans and the Factors Affecting Those
Changes, January 2010–August 2017

Since 2010, has your institution increased
or decreased the documentation you

require borrowers to provide for residential
mortgage loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease
in the documentation you require borrowers to provide for residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 5 3, 8 9 6, 13 25 20, 30 61 55, 67

Economic conditions 7 4, 11 17 13, 22 27 21, 32 49 43, 55

Low Interest rates 6 4, 10 7 4, 11 23 18, 28 63 57, 69

Technological advances 4 2, 7 13 9, 17 29 24, 34 54 48, 60

Increased 93 90, 96

Regulatory environment 96 94, 98 3 2, 6 0 0, 2 0 0, 1

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 0 0, 1

Regulatory environment — — — — — — — —

Remained the same 6 4, 10 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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 Table 26:  Reported Changes to  the Availability of  Individual Residential Mortgage Loans to Individual Borrowers with Atypical Financial Characteristics and the Factors
Affecting Those Changes, January 2010–August 2017

Since 2010, has your institution
increased or decreased the availability of
residential mortgage loans to individual

borrowers with atypical financial
characteristics, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease in the
availability of residential mortgage loans to individual borrowers with atypical financial characteristic?

Extent to which factors affected the reported change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances 6 1, 20 — — — — — —

Increased 10 7, 14

Regulatory environment — — — — — — — —

Competition 5 2, 10 5 2, 10 24 18, 32 65 58, 73

Economic conditions 6 3, 11 17 11, 24 26 19, 33 51 43, 59

Low Interest rates 5 2, 10 6 3, 11 24 17, 31 65 57, 73

Technological advances 5 2, 9 4 1, 8 25 18, 32 67 59, 74

Decreased 49 43, 55

Regulatory environment 94 88, 97 6 3, 12 0 0, 2 0 0, 2

Remained the same 41 36, 47 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312

Note: "Borrowers with atypical financial characteristics" are defined as the following: (i) borrowers generating income from self-employment (including working as "contract" or "1099"
employees); (ii) borrowers anticipated to rely on income from assets to repay the loan; (iii) borrowers who rely on intermittent, supplemental, part-time, seasonal, bonus, or overtime income.
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 Table 27:  Reported Changes to  Product or Service Fees for  Individual Residential Mortgage Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution

increased or decreased product or
service fees for residential mortgage

loans, or have they remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in product or service fees for residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
community banks

by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 8 4, 14 22 15, 30 32 25, 40 38 30, 46

Economic conditions 7 3, 12 19 13, 27 29 21, 36 45 37, 54

Low Interest rates 13 8, 20 23 17, 31 23 16, 31 40 31, 48

Technological advances 6 3, 12 19 13, 27 22 15, 29 53 44, 61

Increased 48 42, 53

Regulatory environment 82 74, 88 13 8, 20 3 1, 7 2 1, 7

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low Interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 5 3, 8

Regulatory environment — — — — — — — —

Remained the same 47 42, 53 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of community bank survey data. | GAO-18-312
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Appendix IV: Results of GAO's Survey of the Eects of Federal
Financial Regulations on Credit Unions and Their Member
Business and Residential Mortgage Lending

From July 2017 through August 2017, we administered a web-
based survey to a nationally representative sample of credit union
representatives. We received valid responses from 61 percent of our
sample. All survey results presented in this appendix are generalizable
to the population of small and medium credit unions, and we express
our confidence in the precision of our estimates as 95 percent
confidence intervals.175 For a more detailed discussion of survey
methodology, see appendix I.

Survey Results The web-based survey consisted of three multiple choice sections:
(1) member business lending activities, (2) management decisions,
and (3) residential mortgage lending activities. Opportunities for
respondents to voice additional comments were also provided.
Multiple-choice survey questions and their aggregate results are
included in this appendix. Open-ended questions are not included in
this appendix, but responses have been incorporated into the text of
the report where relevant.

For multiple-choice questions, respondents were asked to report
activities and decisions their institution implemented since January
2010 and then identify to what extent specific factors, which we
identified and defined, affected those changes. Factors included the
following:

• Competition from Other Financial Institutions or Alternative
Lenders (Competition): Credit unions face competition from
other institutions and increasingly from nonbank firms offering
lending or payment services.

• Effect of Economic Conditions on Loan Demand (Economic
conditions): Member loan demand at credit unions varies based
on local economic conditions, such as unemployment rates or
housing prices.

175Our analysis considered only small and medium credit unions, which accounted
for about 95 percent of all credit unions in June 2017. We excluded large credit unions
with total assets above an annual threshold (equal to $201 million in 2001 and $994
million in 2017).
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• Low-Interest Rate Environment (Low interest rates): Since the
financial crisis interest rates have been at historic lows, making
it less expensive to borrow money and finance investments, but
lender profits may also have been affected.

• Technological Advances in the Finance Industry (Technological
advances): The financial sector is experiencing rapid technological
changes, including increased member demand for online and
mobile access to their financial institutions and electronic
application and document submission.

• Compliance with Government Financial Regulations
Implemented since 2010 (Regulatory environment): Changes
to regulations and uncertainty around their interpretation,
enforcement, and future extension can affect staffing, lending,
and time and resource allocation at credit unions.

The following sections present tables containing the survey questions
and resulting response data.

Member Business Lending Activities

In our web-based survey, we instructed participants to consider the
following definition of member business lending: "Member business
loans (as defined by the National Credit Union Administration) include
any loan, line of credit, or letter of credit where the proceeds will be
used for a commercial, corporate, or agricultural purpose and the
total net member business loan balances are $50,000 or greater.
Participation loans should not be included." We asked participants to
consider the member business lending activities of their institution
since 2010. Tables 28–33 present the survey questions related to
member business lending and resulting response data.
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 Table 28: Reported Changes to the Time to Make Individual Member Business Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution

increased or decreased the time to
make individual member business

loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in the time to make individual member business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by r esponse

Response

E.P. C.I .

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 13 6, 23 26 16, 37 31 20, 43 30 20, 43

Economic conditions 16 8, 27 44 32, 55 29 19, 41 12 6, 21

Low interest rates 17 9, 28 37 25, 48 21 12, 32 25 16, 37

Technological advances 4 2, 9 28 18, 40 43 31, 55 24 15, 37

Increased 47 38, 55

Regulatory environment 59 47, 70 38 29, 49 4 1, 12 0 0, 3

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 4 1, 10

Regulatory environment — — — — — — — —

Remained the same 49 41, 58 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312

Note: The time to make a member business loans is measured as the date of application to disbursement of funds.
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 Table 29: Reported Changes to the Number of Member Business Lending Products or Services Offered and the Factors Affecting Those Changes, January 2010–August
2017

Since 2010, has your institution increased
or decreased the number of member

business lending products or services
offered, or have they remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the number of member business lending products or services offered?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by r esponse

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 24 13, 38 51 36, 65 19 9, 34 6 2, 16

Economic conditions 25 14, 39 — — — — 4 0, 13

Low interest rates — — — — — — 4 1, 15

Technological advances — — — — — — 16 7, 30

Increased 34 26, 42

Regulatory environment 19 10, 33 — — — — — —

Competition 8 2, 22 — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — 8 2, 21 — — — —

Decreased 22 15, 31

Regulatory environment — — — — 7 1, 21 5 0, 19

Remained the same 44 36, 53 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 30: Reported Changes to  the Minimum Credit Quality Criteria Needed to Qualify for Member Business Loans and the Factors Affecting Those Changes, January
2010–August 2017

Since 2010, has your institution increased
or decreased the minimum credit quality

criteria needed to qualify for member
business loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the minimum credit quality criteria needed to qualify for member business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by r esponse

Response

E.P. C.I.

Factors affecting  change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 6 2, 13 — — — — 40 26, 55

Economic conditions 18 9, 31 — — — — 11 5, 21

Low interest rates 13 6, 24 44 29, 58 29 17, 44 15 7, 25

Technological advances — — 10 3, 22 — — 47 33, 61

Increased 31 24, 39

Regulatory environment 56 42, 70 29 17, 43 9 3, 21 6 1, 17

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 2 0, 6

Regulatory environment — — — — — — — —

Remained the same 67 59, 75 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312

Page 139 GAO-18-312

http://www.gao.gov/products/GAO-18-312


Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

 Table 31:  Reported Changes to  the Documentation Borrowers Are Required to Provide for Member Business Loans and the Factors Affecting Those Changes, January
2010–August 2017

Since 2010, has your institution increased
or decreased the documentation you

require borrowers to provide for member
business loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the documentation you require borrowers to provide for member business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by r esponse

Response

E.P. C.I.

Factors affecting  change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 2 1, 4 16 8, 26 24 15, 35 58 48, 69

Economic conditions 17 9, 27 24 16, 34 30 20, 41 29 20, 39

Low interest rates 6 2, 15 19 11, 30 24 15, 34 51 40, 62

Technological advances 4 1, 13 19 11, 29 28 19, 38 49 38, 59

Increased 66 57, 74

Regulatory environment 71 60, 80 25 16, 35 4 1, 11 0 0, 3

Competition n/a n/a n/a n/a n/a n/a n/a n/a

Economic conditions n/a n/a n/a n/a n/a n/a n/a n/a

Low interest rates n/a n/a n/a n/a n/a n/a n/a n/a

Technological advances n/a n/a n/a n/a n/a n/a n/a n/a

Decreased 0 0, 2

Regulatory environment n/a n/a n/a n/a n/a n/a n/a n/a

Remained the same 34 26, 43 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 32:  Reported Changes to  the Availability of Member Business Loans to Individual Borrowers with Atypical Financial Characteristics and the Factors Affecting
Those Changes, January 2010–August 2017

Since 2010, has your institution
increased or decreased the availability
of member business loans to individual

borrowers with atypical financial
characteristics, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease in the
availability of member business loans to individual borrowers with atypical financial characteristic?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by r esponse

Response

E.P. C.I.

Factors affecting  change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 4 0, 17 — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances 0 0, 13 — — — — — —

Increased 16 10, 24

Regulatory environment — — — — — — — —

Competition 8 2, 20 — — 11 3, 25 — —

Economic conditions — — — — 15 6, 30 — —

Low interest rates — — 7 3, 13 — — — —

Technological advances — — 2 1, 6 — — — —

Decreased 28 20, 37

Regulatory environment — — — — 0 0, 6 3 0, 17

Remained the same 56 47, 65 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312

Note: "Borrowers with atypical financial characteristics" are defined as the following: (i) borrowers generating income from self-employment (including working as "contract" or "1099"
employees); (ii) borrowers anticipated to rely on income from assets to repay the loan; (iii) borrowers who rely on intermittent, supplemental, part-time, seasonal, bonus, or overtime income.
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 Table 33:  Reported Changes to  Product or Service Fees for Member Business Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution

increased or decreased product or
service fees for member business

loans, or have they remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in product or service fees for member business loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — 16 7, 31

Technological advances — — — — — — — —

Increased 24 17, 33

Regulatory environment — — — — 4 1, 13 — —

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 8 4, 16

Regulatory environment — — — — — — — —

Remained the same 67 59, 76 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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Management Decisions

In our web-based survey, we instructed participants to consider the following definition of management decisions: "Mergers, branch openings and
closures, and decisions about time and resource allocation are management decisions that financial institutions make to strengthen and maintain
their position in the market." We asked participants to consider management decisions made by their institution since 2010. Tables 34–41 present
the survey questions related to management decisions and resulting response data.

 Table 34:  Reported Decisions Related to  Opening One or More Branches and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution
completed, started, or seriously
considered opening one or more

branches? (Please check all that apply.)

Since 2010, to what extent have the following factors affected your institution's decision
to open/ seriously consider, but not move forward on opening one or more branches?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of credit
unions by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 31 21, 44 46 34, 58 14 7, 25 8 4, 16

Economic conditions 19 10, 31 31 20, 43 26 15, 39 25 16, 37

Low interest rates 14 6, 25 18 10, 28 27 16, 40 42 30, 54

Technological advances 18 9, 31 31 20, 44 25 15, 37 25 16, 36

Opened or were in the
process of opening a
branch

29 24, 35

Regulatory environment 17 8, 29 10 4, 20 24 14, 36 49 37, 61

Competition — — — — — — — —

Economic conditions — — — — — — 16 7, 30

Low interest rates — — — — — — 14 6, 27

Technological advances — — — — 19 9, 34 — —

Seriously considered,
but did not open a
branch

14 10, 19

Regulatory environment — — 19 9, 33 — — — —

Had not seriously
considered opening a
branch

56 49, 62 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 35:  Reported Decisions Related to  Closing One or More Branches and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution
completed, started, or seriously
considered closing one or more

branches? (Please check all that apply.)

Since 2010, what effect have the following factors had on your institution's decision
to close/ seriously consider, but not move forward on closing one or more branches?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of
 credit unions
by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 15 6, 28 25 14, 40 14 6, 27 46 32, 60

Economic conditions 29 17, 43 — — — — 23 12, 38

Low interest rates 21 11, 34 — — — — 34 21, 48

Technological advances 15 6, 29 — — — — 38 25, 53

Closed or were in the
process of closing a
branch

22 16, 27

Regulatory environment 13 5, 26 — — — — — —

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — 5 0, 19 — — — —

Technological advances — — — — — — — —

Seriously considered,
but did not close a
branch

10 6, 14

Regulatory environment — — — — — — — —

Had not seriously
considered closing a
branch

67 61, 73 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 36:  Reported Decisions Related to  Acquiring Another Institution through a Merger and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution completed,

started, or seriously considered
acquiring another institution through a
merger? (Please check all that apply.)

Since 2010, what effect have the following factors had on your institution's decision to acquire/
seriously consider, but not move forward on acquiring another institution through a merger?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of
 credit unions
by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition — — 35 22, 49 19 9, 33 — —

Economic conditions — — — — 23 11, 37 18 8, 32

Low interest rates 18 8, 33 23 12, 37 — — — —

Technological advances — — 21 11, 35 23 12, 37 — —

Acquired or were in the
process of acquiring
another institution

21 15, 26

Regulatory environment — — 23 12, 38 7 2, 19 — —

Competition 23 13, 37 — — 14 6, 26 — —

Economic conditions 20 10, 33 19 10, 31 17 7, 31 45 31, 59

Low interest rates 11 5, 21 8 2, 18 20 10, 34 61 47, 75

Technological advances 8 3, 16 23 12, 37 19 9, 33 50 36, 64

Seriously considered,
but did not acquire
another institution

23 17, 28

Regulatory environment 26 15, 41 22 11, 36 18 10, 31 — —

Had not seriously
considered acquiring
another institution

55 48, 62 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312

Page 145 GAO-18-312

http://www.gao.gov/products/GAO-18-312


Recommendations Introduction Background Major
Findings Conclusions

Agency
Comments and
Our Evaluation

Congressional
Addressees Appendixes Contacts

 Table 37:  Reported Decisions Related to  Being Acquired by Another Institution and the Factors Affecting Those Decisions, January 2010–August 2017
Since 2010, has your institution started,
or seriously considered being acquired

by another institution through a
merger? (Please check all that apply.)

Since 2010, what effect have the following factors had on your institution's decision to be acquired/
seriously consider, but not move forward on being acquired by another institution through a merger?

Extent to which factors affected the decision

Great Moderate Minor None

Percentage of
 credit unions
by decision

Decision

E.P. C.I.

Factors affecting decision

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — — —

In the process of being
acquired by another
institution

1 0, 3

Regulatory environment — — — — — — — —

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — 8 2, 22 — — — —

Technological advances — — — — — — — —

Seriously considered,
but did not move
forward on being
acquired by another
institution

9 5, 13

Regulatory environment — — — — 3 0, 13 — —

Had not seriously
considered being
acquired by another
institution

90 85, 94 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 38:  Reported Changes to  Customer-Facing Technology and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased

or decreased your investment in
customer-facing technology, such
as online or mobile banking, or has

your investment remained the same?

Since 2010, what effect have the following factors had on your institution's
decision to increase/decrease your investment in customer-facing technology?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
 credit unions
by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 65 58, 71 32 25, 38 2 1, 3 2 1, 6

Economic conditions 18 13, 24 28 22, 35 23 17, 29 31 24, 38

Low interest rates 8 5, 13 17 11, 23 30 24, 37 45 38, 52

Technological advances 74 67, 80 20 15, 27 3 1, 7 3 1, 6

Increased 92 88, 95

Regulatory environment 22 16, 28 24 18, 30 27 21, 33 28 21, 34

Competition n/a n/a n/a n/a n/a n/a n/a n/a

Economic conditions n/a n/a n/a n/a n/a n/a n/a n/a

Low interest rates n/a n/a n/a n/a n/a n/a n/a n/a

Technological advances n/a n/a n/a n/a n/a n/a n/a n/a

Decreased 0 0, 2

Regulatory environment n/a n/a n/a n/a n/a n/a n/a n/a

Remained the same 7 4, 12 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 39:  Reported Changes to  Time Staff Spend Engaging Directly with Individual Customers and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased

or decreased the time your staff spend
engaging directly with individual

customers, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's decision to
increase/decrease the time your staff spend engaging directly with individual customers?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
 credit unions
by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 35 23, 48 34 22, 48 17 9, 29 14 6, 25

Economic conditions 24 14, 37 30 18, 43 23 14, 34 24 13, 37

Low interest rates 16 8, 28 23 12, 37 22 13, 33 39 27, 52

Technological advances 34 22, 47 33 21, 46 18 9, 29 16 8, 28

Increased 27 21, 32

Regulatory environment 38 26, 50 35 23, 49 6 2, 14 21 12, 33

Competition — — — — — — — —

Economic conditions — — 16 6, 31 — — — —

Low interest rates 7 1, 22 — — — — — —

Technological advances — — — — 5 0, 18 2 0, 10

Decreased 19 13, 25

Regulatory environment 9 2, 23 — — — — — —

Remained the same 55 48, 61 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 40:  Reported Changes to  Time Staff Spend Identifying New or Innovative Products and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution increased

or decreased the time your staff
spends identifying new or innovative

products, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's decision to
increase/decrease the time your staff spends identifying new or innovative products?

Extent to which factors affected change

Great Moderate Minor None

Percentage of
 credit unions
by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 68 60, 77 24 17, 33 5 2, 10 2 0, 7

Economic conditions 24 17, 33 38 29, 46 20 13, 28 18 12, 26

Low interest rates 13 8, 20 24 17, 33 32 23, 40 30 22, 39

Technological advances 71 63, 79 20 13, 28 5 2, 10 4 1, 10

Increased 56 49, 62

Regulatory environment 23 16, 32 32 24, 40 22 15, 30 24 16, 32

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — 4 0, 14

Decreased 3 1, 7

Regulatory environment — — — — — — — —

Remained the same 41 35, 48 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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For the following multiple-choice question, respondents were asked what actions they had taken in order to comply with federal regulations.
Respondents were not asked to identify the extent to which the factors had affected these actions.

 Table 41: Reported Actions by Credit Unions to Comply with Federal Regulations, January 2010- August 2017
Yes NoIn order to comply with federal financial regulations, since 2010, has your institution taken any of the

following actions: E.P. C.I. E.P. C.I.

Hired additional staff for compliance purposes 39 32, 45 61 55, 68

Reallocated existing staff to compliance-related positions 61 54, 68 39 32, 46

Hired a third party to assist with compliance 65 59, 72 35 28, 41

Increased staff time for compliance-related activities 82 76, 88 18 12, 24

Purchased additional software or automated systems to aid in compliance activities 69 63, 76 31 24, 37

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate)
Source: GAO analysis of credit union survey data. | GAO-18-312
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Residential Mortgage Lending Activities

In our web-based survey, we instructed participants to consider the following definition of residential mortgage lending: "Residential mortgage
lending includes new mortgage loans, refinancing, and home equity lines of credit or home equity loans." We asked participants to consider the
residential mortgage lending activities of their institution since 2010. Tables 42–47 present the survey questions related to residential mortgage
lending and resulting response data.

 Table 42: Reported Changes to the Time to Make Individual Residential Mortgage Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution

increased or decreased the time to
make individual residential mortgage
loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in the time to make individual residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 9 5, 15 22 15, 29 30 23, 37 39 31, 47

Economic conditions 12 7, 18 30 22, 37 30 23, 38 28 21, 35

Low interest rates 16 10, 22 27 19, 34 22 15, 29 36 29, 44

Technological advances 8 4, 15 25 18, 32 29 22, 36 37 29, 45

Increased 68 62, 75

Regulatory environment 82 75, 88 16 10, 23 2 0, 6 1 0, 3

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — 1 0, 4

Decreased 6 3, 11

Regulatory environment — — — — — — — —

Remained the same 25 19, 31 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312

Note: The time to make a residential mortgage loan is measured as the date of application to disbursement of funds.
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 Table 43: Reported Changes to the Number of Individual  Residential Mortgage Lending Products or Services Offered and the Factors Affecting Those Changes, January
2010–August 2017

Since 2010, has your institution increased
or decreased the number of residential
mortgage lending products or services

offered, or have they remained the same?

Since 2010, what effect have the following factors had on your institution's increase/
decrease in the number of residential mortgage lending products or services offered?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 34 23, 46 40 28, 51 17 9, 28 9 4, 16

Economic conditions 17 9, 28 51 39, 63 21 12, 32 11 5, 19

Low interest rates 33 22, 45 37 25, 48 16 8, 26 15 7, 26

Technological advances 22 12, 34 35 24, 46 25 16, 37 18 10, 28

Increased 29 23, 35

Regulatory environment 38 27, 50 22 14, 34 17 9, 28 22 13, 33

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 17 12, 23

Regulatory environment — — — — 0 0, 6 1 0, 4

Remained the same 54 47, 60 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 44: Reported Changes to  the Minimum Credit Quality Criteria Needed to Qualify for Individual Residential Mortgage Loans and the Factors Affecting Those
Changes, January 2010–August 2017

Since 2010, has your institution increased
or decreased the minimum credit quality
criteria needed to qualify for residential

mortgage loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease
in the minimum credit quality criteria needed to qualify for residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 6 2, 15 15 7, 26 33 22, 44 46 35, 58

Economic conditions 13 7, 22 37 25, 48 30 20, 42 20 12, 30

Low interest rates 11 5, 21 32 21, 44 19 11, 29 39 28, 50

Technological advances 4 1, 12 19 10, 31 30 20, 42 46 35, 58

Increased 31 25, 37

Regulatory environment 72 59, 82 25 15, 37 2 0, 7 1 0, 5

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — 5 0, 17 — —

Technological advances — — 5 0, 17 — — — —

Decreased 3 1, 6

Regulatory environment — — 2 0, 9 — — — —

Remained the same 66 60, 72 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 45:  Reported Changes to  the Documentation Borrowers Are Required to Provide for Individual Residential Mortgage Loans and the Factors Affecting Those
Changes, January 2010–August 2017

Since 2010, has your institution increased
or decreased the documentation you

require borrowers to provide for residential
mortgage loans, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease
in the documentation you require borrowers to provide for residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 5 2, 10 10 6, 16 23 16, 30 62 54, 70

Economic conditions 11 6, 17 20 14, 27 25 18, 32 44 36, 51

Low interest rates 8 4, 14 10 6, 16 26 19, 33 56 49, 64

Technological advances 7 3, 13 17 11, 24 25 18, 32 51 44, 59

Increased 74 68, 80

Regulatory environment 86 79, 91 12 8, 19 1 0, 3 1 0, 5

Competition n/a n/a n/a n/a n/a n/a n/a n/a

Economic conditions n/a n/a n/a n/a n/a n/a n/a n/a

Low interest rates n/a n/a n/a n/a n/a n/a n/a n/a

Technological advances n/a n/a n/a n/a n/a n/a n/a n/a

Decreased 1 0, 4

Regulatory environment n/a n/a n/a n/a n/a n/a n/a n/a

Remained the same 25 19, 31 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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 Table 46:  Reported Changes to  the Availability of Individual Residential Mortgage Loans to Individual Borrowers with Atypical Financial Characteristics and the Factors
Affecting Those Changes, January 2010–August 2017

Since 2010, has your institution
increased or decreased the availability of
residential mortgage loans to individual

borrowers with atypical financial
characteristics, or has it remained the same?

Since 2010, what effect have the following factors had on your institution's increase/decrease in the
availability of residential mortgage loans to individual borrowers with atypical financial characteristic?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by response

Response

E.P. C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — — —

Increased 11 7, 17

Regulatory environment — — — — — — — —

Competition 4 1, 15 11 4, 22 25 13, 39 60 45, 74

Economic conditions 16 7, 29 33 20, 48 21 11, 35 31 19, 45

Low interest rates 14 5, 27 16 8, 29 22 11, 36 48 35, 62

Technological advances 7 2, 20 7 2, 14 28 16, 43 58 44, 72

Decreased 28 21, 34

Regulatory environment 79 65, 89 15 7, 28 5 1, 15 1 0, 4

Remained the same 61 54, 68 n/a n/a n/a n/a n/a n/a n/a n/a n/

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312

Note: "Borrowers with atypical financial characteristics" are defined as the following: (i) borrowers generating income from self-employment (including working as "contract" or "1099"
employees); (ii) borrowers anticipated to rely on income from assets to repay the loan; (iii) borrowers who rely on intermittent, supplemental, part-time, seasonal, bonus, or overtime income.
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 Table 47:  Reported Changes to  Product or Service Fees for Individual Residential Mortgage Loans and the Factors Affecting Those Changes, January 2010–August 2017
Since 2010, has your institution

increased or decreased product or
service fees for residential mortgage

loans, or have they remained the same?

Since 2010, what effect have the following factors had on your institution's
increase/decrease in product or service fees for residential mortgage loans?

Extent to which factors affected change

Great Moderate Minor None

Percentage of credit
unions by response

Response

E.P C.I.

Factors affecting change

E.P. C.I. E.P. C.I. E.P. C.I. E.P. C.I.

Competition 7 2, 17 21 12, 32 36 24, 47 37 25, 48

Economic conditions 7 2, 17 32 21, 45 27 17, 39 34 23, 47

Low interest rates 12 5, 21 28 18, 40 28 17, 41 33 22, 44

Technological advances 10 5, 18 23 13, 35 30 20, 43 37 26, 48

Increased 32 26, 39

Regulatory environment 74 62, 84 17 9, 28 5 2, 10 5 1, 14

Competition — — — — — — — —

Economic conditions — — — — — — — —

Low interest rates — — — — — — — —

Technological advances — — — — — — — —

Decreased 4 2, 8

Regulatory environment — — — — — — — —

Remained the same 63 57, 70 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Legend: E.P. = Estimated Percent, C.I. = Confidence Interval (Upper and lower bound 95 percent confidence intervals are provided for each point estimate), — = margin of error was greater than +/- 15
percentage points at the 95 percent level of confidence and deemed insufficiently reliable for this report, n/a = not applicable (data not collected or insufficient response for analysis)
Source: GAO analysis of credit union survey data. | GAO-18-312
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Appendix V: Comments from the Board of Governors of the Federal
Reserve System
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Appendix VI: Comments from the Federal Deposit Insurance
Corporation
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Appendix VII: Comments from the Oce of the Comptroller of the
Currency
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