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Introduction

The Federal Deposit Insurance Corporation (FDIC)
recognizes that minority depository institutions
(MDls) play a unique role in promoting economic
viability in minority and low- and moderate-income
(LMI) communities. Preserving, promoting, and
building capacity in these institutions are high
priorities for the FDIC.

In 1989, Congress enacted the Financial Institutions
Reform, Recovery, and Enforcement Act (FIRREA),
which recognized that minority banks can play an
important role in serving the financial needs of
historically underserved communities and minority
populations. As a result, FIRREA established five
goals related to MDls: to preserve the number of
MDlIs; to preserve the minority character in cases
involving merger or acquisition of an MDI; to provide
technical assistance to help prevent insolvency of
MDls; to promote and encourage creation of new
MDIs; and to provide training, technical assistance,
and educational programs for MDls.

FIRREA defines an MDI as “any depository institution
where 51 percent or more of the stock is owned by
one or more socially and economically disadvantaged
individuals.” The FDIC’s Board of Directors adopted

a Policy Statement Regarding Minority Depository
Institutions in 1990 and updated it in 2002.* The
statement set out the framework for how the agency
would support the five statutory goals. It also
established a process whereby an insured depository
institution can choose MDI status if a majority of its
board of directors is composed of minority individuals
and the community that the institution serves is
predominantly minority. Institutions not already
identified as MDIs can request to be designated as

such by certifying that they meet the above definition.
Requesting designation as an MDI is voluntary.

Over the past five years, the FDIC conducted a
comprehensive research study on MDIs, published

a resource guide to promote collaboration between
MDIs and other financial institutions, held several
MDI roundtables and conferences, and met with MDI
trade groups and individual MDIs to provide technical
assistance and share ideas for preserving MDIs.

In the FDIC’s 2018 Annual Report,? Chairman Jelena
McWilliams noted in her introductory message that
in 2019, the FDIC would increase its engagement
with MDls, as well as its focus on expanding access
to and use of mainstream financial services to those
who are unbanked and underbanked so that MDls
are better positioned to serve their communities.

This study accomplishes one of several initiatives that
the FDIC is undertaking in 2019 to support MDIs and
build capacity. It also helps to fulfill the statutory goals
in Section 308 of FIRREA and builds on analytical work
in the original 2014 MDI research study,® starting

with an analysis of the demographic designations

of MDIs and how the MDI segment of the financial
services industry has changed. The remainder of the
study explores the geography of MDIs, how MDIs have
performed financially, and the role MDIs have played in
serving the needs of their communities.

A key conclusion of this study is that MDIs have had
a substantial impact on the communities they serve.
We hope that the study provides valuable information
to policymakers, MDIs, and MDI stakeholders, and
highlights why it is important to preserve and
promote these mission-driven institutions.

"Federal Deposit Insurance Corporation, Policy Statement Regarding Minority Depository Institutions,

(2002).

2Federal Deposit Insurance Corporation, 2018 Annual Report,
(February 14, 2019).

3Federal Deposit Insurance Corporation, “Minority Depository Institutions: Structure, Performance, and Social Impact,”

(2014).
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Executive Summary

This study updates the FDIC’s 2014 MDI research
study and explores changes in FDIC-insured MDls,
their role in the financial services industry, and

their impact on the communities they serve. The
study period covers 2001 to 2018 and looks at the
demographics, structural change, geography, financial
performance, and social impact of MDls. The study
found that MDIs continue to consolidate, but the
surviving MDIs are performing significantly better
than they were five years ago. It also found that MDls
are effectively serving their communities.

Demographics of MDIs

Compared with the more than 5,400 insured financial
institutions, the number of MDIs is small. Leading

up to the 2008 financial crisis, the number of MDIs
increased from 164 to 215 before declining to 149

as of December 31, 2018. The number of African
American MDIs declined by more than half during this
period. African American MDIs represented 15 percent
of all MDlIs at year-end 2018, compared with almost
30 percent of all MDls in 2001. However, the number
of Native American, Hispanic American, and Asian
American MDIs increased during the same time period.

MDIs tend to be younger institutions. At year-
end 2018, the median age of MDIs was 34 years,
compared with 98 years for community banks.

The characteristics of MDI balance sheets generally
resemble those of community banks that rely on core
deposits to fund loans mostly related to residential
and commercial real estate (CRE).

MDIs also have more loans secured by CRE than
non-MDI community or noncommunity banks. Since
2001, MDIs have migrated to the CRE specialty group
from other lending groups. In 2001, 32 percent of
MDIs had no lending specialty; by 2018, this number
had declined to 14 percent. The share of MDI CRE
specialists reached 60 percent at year-end 2018,
compared to 25 percent at community banks.

KEY FINDINGS

MDI financial performance has significantly
improved over the past five years, particularly
in terms of revenue generation and loan
performance.

From 2001 to 2018, the number of MDlIs declined
by 9.1 percent and community banks declined

by 42.2 percent. Over this period, the number

of Asian American and Hispanic American MDIs
increased and the number of African American
MDIs decreased.

From 2008 to 2018, the number of MDlIs declined
31 percent while community banks experienced a
decline of 33 percent during the same period.

Despite the consolidation of MDIs, primarily
through voluntary mergers and failures, more
than three-fourths of the assets of the merged
institutions and 86 percent of the assets of the
failed institutions remained with MDI institutions.

MDis originate a greater share of mortgage
originations to borrowers in LMI census tracts.

MDls originate a greater share of HMDA-reported
loans to minorities.

Even though MDIs originate a greater share of
their mortgage loans to minorities and borrowers
in LMI census tracts than non-MDIs, both the
share of loans and number of borrowers in the
census tracts declined between 2011 and 2016.

MDls originated a greater share of SBA 7(a) loans
in LMI census tracts than non-MDls.

MDIs originated a greater share of SBA 7(a) loans
in census tracts with larger shares of minority
populations than non-MDls.

The total number of MDI offices has recently
declined somewhat more than non-MDls.

MDiIs and particularly small MDIs still have much
higher expenses in terms of the cost to bring in a
dollar of revenue. However, that disadvantage has
narrowed in recent years.
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The number of MDIs has fluctuated as MDIs were
chartered, redesignated, acquired, or closed. Fifty-
eight percent of MDIs underwent structural change
between 2001 and 2018, compared with 51 percent
of non-MDI community banks. The size of the MDI
sector grew rapidly in the years preceding the recent
financial crisis, dramatically contracted during the
recession, and began recovering in 2015.

MDIs initially grew from 164 charters in 2001 to 215
in 2008, an increase of 31 percent. Over the same
time period, the number of community banks overall
declined 14 percent, from 8,618 to 7,442. As of
year-end 2018, failures, mergers, and closures had
reduced the number of MDI charters by 31 percent
from its peak in 2008 to 149 MDIs. The rate of
decline in MDIs post-recession is still slightly lower
than community banks overall, which declined 33
percent during the same period.

MDIs were about two and a half times as likely to fail
as all other banks. Most of the MDI failures occurred
during the crisis or shortly thereafter. Voluntary
mergers were the greatest contributing factor to the
consolidation of MDls. However, most of the assets
of the 118 MDIs acquired through mergers or failures
were acquired by other MDIs. More than three-
fourths of the assets of the merged institutions and
86 percent of the assets of the failed institutions
remained with MDls.

By 2016, MDI assets had surpassed pre-recession
highs, and they continue to grow in absolute terms.
The asset share of Asian American MDIs has
increased, while the asset share of African American
MDIs and Hispanic American MDIs has declined.

MDls are geographically linked to the communities they
seek to serve. MDI headquarters are concentrated in
metropolitan areas: 85 percent of MDI headquarters
offices are located in one of the nation’s 392 met-
ropolitan statistical areas (MSAs). The remaining 15
percent are located in 19 nonmetropolitan areas.

On average, Asian American, African American, and
Native American MDIs operated nine or fewer offices
each. Hispanic American MDlIs tend to operate larger
branch networks.

The number of MDI offices has recently declined,
consistent with the national downward trend in the
number of bank offices. However, Native American
MDIs operated several more offices in 2018 than
in 2013. By contrast, Hispanic American MDIs and
African American MDIs operated fewer offices in
2018 than they did five years earlier.

MDI financial performance has improved over

the past five years, particularly in terms of loan
performance. While MDIs tend to outperform non-
MDI community banks in revenue generation, MDIs,
particularly small MDIs, have much higher expenses.
As a result, MDIs have long underperformed other
community and noncommunity banks when measured
by the cost to bring in a dollar of revenue, known as
the efficiency ratio. However, that disadvantage has
narrowed in recent years.

Since the recession, credit quality has improved
greatly across the banking industry. For MDls, loan
performance has improved sharply, providing the
most significant boost to post-recession MDI
earnings. After lagging non-MDI metro nonfarm
community banks in measures of pretax return

on assets during the first 14 years of the study
period, MDIs outpaced that group three of the past
four years. Since 2013, MDI interest income has
rebounded more quickly than at most non-MDI
financial institutions. Since 2008, higher loan-to-
asset ratios have also boosted interest income at
MDIs relative to other bank groups.

Since 2013, the overhead expense ratios for MDIs —
salaries, premises and fixed assets, and other noninter-
est expenses, such as technology costs as a percent-
age of average assets — have improved overall. None-
theless, MDI overhead expenses are still well above
those of other institutions.

4 | 2019 Minority Depository Institutions:



Social Impact of MDIs

MDls originate a greater share of their mortgages
to borrowers who live in LMI census tracts and

to minority borrowers, compared with non-MDI
community or noncommunity institutions. MDIs also
serve a substantially higher share of minority home
mortgage borrowers compared with non-MDI metro
nonfarm community banks.

Compared with non-MDIs, MDlIs originate a greater
share of small business loans guaranteed by the U.S.
Small Business Administration (SBA) to borrowers in
LMI census tracts and to borrowers in census tracts
with higher shares of minority residents.

2019 Minority Depository Institutions: Structure, Performance, and Social Impact | 5



Section 1.:

Demographics of MDls

Overview

Compared with the more than 5,400 insured
financial institutions, the number of FDIC-insured
MDlIs is small. MDIs serve a number of minority
groups, with half of MDIs designated as Asian
American MDIs and a large share designated as
Hispanic American MDIs.* The composition of

the MDI segment has also changed during this

study period (2001-2018), as the number of Asian
American, Native American, and Hispanic American
MDIs increased, and the number of African American
and Multi-racial MDls declined.® Although the balance
sheet characteristics of MDIs generally resemble
those of community banks, MDls are more likely to
be commercial real estate (CRE) lending specialists.®

Demographics of MDIs

This study focuses on the 149 FDIC-insured
institutions designated as MDIs as of December
31, 2018. MDIs are compared to community banks
without an MDI designation (non-MDI community
banks) and noncommunity banks without an MDI
designation (non-MDI noncommunity banks). Under
FDIC’s definition, community banks include both
small and large institutions. Community banks
include institutions with assets of less than $1.558
billion as of year-end 2018 that are not specialty
banks (for example, which are not bankers’ banks,
credit card banks, or industrial loan companies).
Large institutions that are considered community

banks must rely primarily on core deposits to fund
local lending, operate within a limited geographic area,
and are not specialty banks.” Noncommunity banks
are banks that do not meet these criteria. Among

the 5,406 FDIC-insured institutions that filed a year-
end 2018 Call Report, 4,979, or 92 percent, met the
definition of a community bank as outlined in Chapter
1 of the 2012 FDIC Community Banking Study. Only
2.8 percent of insured institutions are designated as
MDlIs. All but 20 MDIs are also community banks.

Leading up to the 2008 financial crisis, the number
of MDlIs increased from 164 to 215 before declining
to 149 as of December 31, 2018. Total assets
underwent a similar change, growing from $82

billion in 2001 to $198 billion in 2009, followed by
three years of contraction. Since 2015, MDI assets
have exceeded their crisis-era high and grown to
$234 billion as of year-end 2018. While 31 MDIs
have assets greater than $1 billion, most MDlIs are
relatively small, but they are larger at the median than
community banks. The median MDI held $336 million
in total assets at year-end 2018, compared with $203
million in total assets at the median community bank.

MDIs tend to be younger than non-MDI financial
institutions. At year-end 2018, the median age of

an MDI was 34 years, compared with 98 years for
community banks (see Chart 1.1, page 8). Just over
one in five community banks were established before
1900, compared with only one of the 149 MDls.

“The designation of MDI is voluntary. Institutions that are not already identified as MDIs can request to be designated as such by certifying that they

meet the definition of an MDI. The FDIC, the Office of the Comptroller of the Currency (OCC), the Federal Reserve Board and the National Credit Union
Administration all provide an MDI designation for their qualified regulated institutions, although the majority of MDlIs are regulated by the FDIC. For more
information about how minority institutions are identified and defined, see the FDIC’s 2002 Policy Statement Regarding Minority Depository Institutions,
available at: . The OCC'’s definition is found at:

The Federal Reserve Board definition is found at:

512 U.S.C. 1463(b)(2) Note. Although an MDI can be multi-racial, none of the 149 FDIC-insured MDIs at year-end 2018 were in that category. The MDls
included in the scope of this study, and the list of FDIC-insured MDlIs published at , do not include women-owned or women-managed
institutions because they are not included in the statutory definition.

8Using the lending specialty group definitions from the FDIC Community Banking Study, CRE specialists are defined as institutions holding construction
and development (C&D) loans greater than 10 percent of assets or total CRE loans (C&D, multifamily, and loans secured by other nonfarm, nonresidential
properties) greater than 30 percent of total assets, while not meeting any other single-specialist definition. See Table 5.3 on page 5-3 of the Study,

’Id. Since the release of the FDIC Community Banking Study, the FDIC has adjusted the asset threshold by 1.4 percent each quarter. As of year-end 2018,
the threshold was $1.558 billion. See Chapter 1,
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Chart 1.1

MDIs Tend to Be Younger Than Other Institutions
Age of Charter in Years, Year-End 2018

140

120 - 75th Percentile

B Median

100 - — 25th Percentile

80

60

40 - .

20 1 1

0 NonMDls
MDIs Community Banks Noncommunity Banks

Source: FDIC
Most MDIs are owned or managed by individuals at year-end 2018 were designated as serving Asian
from a specific minority group. MDIs may be American communities (see Chart 1.2). Another 23
designated as having a minority status of Asian or percent were designated as Hispanic American, with
Pacific Islander American (Asian American), Black five Hispanic American MDIs headquartered in Puerto
or African American (African American), Hispanic Rico; 15 percent were designated African American;
American, or Native American or Alaskan Native and 12 percent were designated Native American.

American (Native American). Nearly half of all MDIs

Chart 1.2

Most MDIs Are Organized to Serve the Financial Needs of a Specific
Minority Group
MDI Charters and Assets by Minority Status, 2018

Charters Assets ($ millions)
$2,979
N\ S $5,240

African American

$38,285

B Hispanic American-
Not Puerto Rican

Hispanic American- $121,524

Puerto Rican $65,902

I Asian American

@ Native American

Source: FDIC
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Chart 1.3

The Number of MDI Charters Has Decreased Since 2007

Number of Charters
250 -

200 -

150

100 -

50

2001 2005 2009 2013
Source: FDIC

As the MDI sector has changed, so has its composition
in terms of minority status. The number of African
American MDIs declined by more than half since
2001 (see Chart 1.3). African American MDls
represented 15 percent of all MDls at year-end 2018,
compared with nearly 30 percent of all MDIs in 2001.
In contrast, the number of MDIs with Native American
minority status increased from 14 to 18 institutions
since 2001. The number of Hispanic American MDIs
grew from 31 institutions in 2001 to 35 in 2018,
representing almost one-fourth of MDI charters.

In addition, the number of Asian American MDls
increased from 69 to 73. Since 2013, the share of
MDI charters by minority status has largely stabilized

despite an ongoing decline in the number of charters.

As the composition of the MDI sector by minority
status changed, so did the share of MDI assets. In
2001, Asian American institutions held 23 percent
of MDI assets. By year-end 2018, their share of
MDI assets had more than doubled to 52 percent
(See Chart 1.4, page 10). The asset share of
Hispanic American MDIs — those headquartered

B Multiracial

B Hispanic American-
Not Puerto Rican

Hispanic American-
Puerto Rican

African American
I Native American

@ Asian American

in Puerto Rico and on the mainland — began to
decline after peaking at 75 percent of MDI assets in
2005, leaving them with just over half of total MDI
assets by 2013. Since then, their asset share has
slightly declined to 45 percent of total MDI assets
in 2018. The decline in the asset share of Hispanic
American MDIs has been largely driven by the decline
in the asset share of Hispanic American MDIs
headquartered in Puerto Rico. In 2001, Hispanic
American MDIs headquartered in Puerto Rico held
just over half of total MDI assets, while Hispanic
American MDIs headquartered on the mainland held
18 percent. By 2018, mainland Hispanic American
MDIs held 16 percent of total MDI assets, while

the share of MDI assets held by Hispanic American
MDIs headquartered in Puerto Rico had declined

to 28 percent. Finally, African American and Native
American MDIs each held 2 percent or less of MDI
assets at year-end 2018, compared with 6 percent
and 1 percent, respectively, at year-end 2001.
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Chart 1.4
Assets at Asian MDIs Have Grown Since 2001

Assets by Type of MDI, 2001-2018 in Billions
$250 -

$200

$150 -
B Multiracial
B Hispanic American-
$100 - Not Puerto Rican
Hispanic American-
Puerto Rican
$50 African American
@ Native American
$0 B Asian American
2001 2005 2009 2013 2018
Source: FDIC
Balance Sheet Characteristics primarily built on core deposits like community banks.®

MDiIs fund 77 percent of their portfolios using core
deposits, while the noncommunity bank core deposit
ratio is 62 percent, and the community bank ratio is
79 percent (see Table 1.1, page 11).

Most MDIs meet the definition of a community bank
as described in the FDIC Community Banking Study.
Generally, MDI balance sheets are similar to those of
other community banks. MDIs have a liability structure

80n March 31, 2011, the core deposits definition was updated to reflect the permanent increase in FDIC deposit insurance coverage from $100,000 to
$250,000 and to exclude insured brokered deposits. This study uses the FDIC Community Banking Study definition of core deposits — domestic deposits
less brokered deposits — as it provides consistency over time, since core deposits as defined before March 31, 2011, included some brokered deposits.
https://www.fdic.gov/regulations/resources/cbi/report/cbi-full.pdf.
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Table 1.1
The MDI Liability Structure Is Mostly Built Around Core Deposits

December 31, 2018

Non-MDls

Liability

Core Deposits

Other Deposits

Short-Term Borrowings?®

Long-Term Borrowings®

Other Liabilities

Equity Capital

Total Liabilities and
Equity Capital

Source: FDIC
Note: Amounts and percentages may not total due to rounding.

Community Banks Noncommunity Banks

Dollars in | Percent of | Dollars in | Percent of
Billions Assets Billions Assets

$1,720 79% $9,642 62%
$75 3% $2,236 14%
$65 3% $850 5%
$40 2% $532 3%
$38 2% $519 3%
$248 11% $1,741 11%
$2,185 100% | $15,520 100%

alncludes borrowings with a remaining maturity or time to next repricing of one year or less.
bIncludes borrowings with a remaining maturity or time to next repricing of more than one year.

Table 1.2, page 12, shows the similarities in asset
portfolios of MDIs and community banks. Loans
secured by residential and commercial real estate
make up 52 percent of MDI assets, compared with
51 percent for community banks, and 22 percent for
noncommunity banks. Like community banks, MDIs
hold a percentage of total small loans to businesses
and farms that is greater than their share of industry
assets.® MDls held more than $13 billion in loans

to small business in 2018, or 1.9 percent of the
industry total, despite holding only a 1.3 percent
share of industry assets. However, the total amount
of small business loans outstanding among MDls
has fallen by about $1.3 billion since 2013. For
comparison, small business loans held by non-MDI
community banks grew slightly, from $291 to $292
billion, during the same period.

°The FDIC defines small commercial and industrial loans and small loans secured by nonfarm nonresidential properties as loans with an original loan
amount of less than $1 million, whereas small farmland loans and agricultural production loans are defined as having original loan amounts of less than

$500,000.
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Table 1.2
MDI Asset Portfolios Resemble Those of Community Banks

December 31, 2018

Loan or Asset Category

Mortgage Loans?
Consumer Loans
Commercial Real Estate (CRE) Loans®

Construction and Development (C&D) Loans
Commercial and Industrial (C&l) Loans
Agricultural Loans®

Other Loans and Leases

Less: Loan Loss Provisions and Unearned
Income

Net Loans and Leases

Securities

Other Assets

Total Assets

Source: FDIC
Note: Amounts and percentages may not total due to rounding.

Non-MDIs

Community Banks Nont;)ar:rsunity
Dollars | Percent | Dollars | Percent
in of in of
Billions | Assets | Billions | Assets

$434 20% $2,018 13%
$60 3% $1,673 11%
$687 31% $1,460 9%
$110 5% $232 1%
$215 10% $1,923 12%
$127 6% $59 0%
$24 1% $1,234 8%

$3 0% $48 0%
$1,544 71% $8,318 54%
$387 18% $3,301 21%
$254 12% $3,905 25%
$2,185 100% | $15,524 100%

aMortgage loans include home equity lines of credit, junior liens, and other loans secured by residential real estate.
PCRE loans include construction and development (C&D) loans, loans secured by multifamily properties, and loans secured by nonfarm

nonresidential real estate.

°Agricultural loans include production loans and loans secured by farm real estate.

Lending Specialty Group

MDI institutions not only have a greater share of
total loans secured by real estate, both residential
and commercial, but they also have more loans
secured by commercial real estate than non-MDI
community or noncommunity banks. When identifying
CRE specialists according to the definitions used

in the FDIC Community Banking Study, 60 percent

of MDIs met the definition of a CRE specialist,
compared with 25 percent of community banks at
year-end 2018 (see Chart 1.5, page 13). By contrast,
fewer than 10 percent of MDIs were considered
mortgage, commercial and industrial (C&l), or
agriculture specialists and 14 percent of MDIs were
classified as having no lending specialty.
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Chart 1.5

Minority Depository Institutions Are Mostly Comprised of CRE Specialists

Percent of Institutions by Lending Specialty Group, Year-End 2018

Non-MDI Community Banks

Single Specialists
B Mortgage

Consumer
B CRE
m cal

Agriculture
Diversified

B Multi-Specialty

B No Specialty

Source: FDIC

Note: Loan categories with fewer than 5 percent of institutions are not labeled.

Since 2001, MDIs have migrated to the CRE specialty
group from other lending groups. Just over 7 percent
of MDIs changed their lending strategy from mortgage
or C&l lending to CRE lending. However, most of

the shift to the CRE specialty came from MDIs that
previously had a more diversified portfolio and met
none of the lending specialty criteria. In 2001, 32
percent of MDIs had no lending specialty and 29
percent were CRE specialists. By 2008, the share of
MDIs with no lending specialty had declined to 13
percent, while the share of CRE specialists had risen
to 56 percent. The share of MDI CRE specialists
continued to rise at a slower pace after the recession,
reaching 60 percent by 2018, while the share of MDls
with no lending specialty edged up to 14 percent. To
put this in perspective, CRE specialists made up 13
percent of all non-MDI community banks in 2001, 29
percent in 2008, and 25 percent in 2018.

Among minority status groups, Asian American and
African American MDIs had the highest concentration
of CRE specialists in 2018, at 73 percent and 70

MDls

percent, respectively. Less than half of Hispanic
American MDIs (46 percent) and Native American
MDlIs (28 percent) were CRE specialists. When
including multi-specialist MDIs with CRE among their
specialties, 85 percent of Asian American MDls, 51
percent of Hispanic American MDIs, and 33 percent
of Native American MDIs were CRE specialists.

The shift toward CRE specialization among MDIs

that previously held more diversified portfolios may
signal a turn toward a business model that could
expose MDIs to distress or failure in the event of

an economic downturn. However, not all CRE loans
bear the same risk, and this study does not draw

any conclusions regarding CRE lending and failures
among MDIs. The risk profile of CRE loans may vary
widely based on the property and occupancy type of
the collateral. For example, CRE loans may consist
of loans that finance construction and development
projects, are secured by multifamily properties, or are
secured by other nonfarm nonresidential properties.®
Chart 1.6, on page 14 shows that of the total CRE

®Nonfarm nonresidential properties include business and industrial properties, hotels, motels, churches, hospitals, educational and charitable institutions,
dormitories, clubs, lodges, assisted living facilities, association buildings, golf courses, recreational facilities, and similar properties.
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loans held by MDlIs in 2018, more than three-fourths
were loans secured by nonfarm nonresidential
properties. In addition, one-fourth of MDI CRE

loans were secured by owner-occupied commercial
properties. The FDIC Community Banking Study, in
many cases, found that these loans resemble C&l

Chart 1.6

CRE Loans Held by MDIs Are Mostly Secured by Nonfarm

Nonresidential Properties

loans, where real estate collateral was attached.
That study also found that in terms of credit losses,
owner-occupied CRE loans generally performed
somewhat better than unsecured C&l loans during
the recent crisis.!*

Commercial Real Estate Loans Held by All MDls, Year-End 2018, Dollars in Billions

$79.1 Billion

Source: FDIC
Note: Category amounts may not sum to total due to rounding.

The FDIC Community Banking Study also showed

that concentrations in construction and development
(C&D) lending were associated with higher rates of
failure during real estate downturns, and C&D loans
generally performed worse than other CRE loan types
during these periods.*?

Although MDlIs held $7.6 billion in C&D loans as of
year-end 2018, few MDIs have concentrations in
this type of lending. Only 13 of the MDIs that met
the CRE lending specialist criteria in 2018 had a

Total MDI CRE Loans:

B Secured by Nonfarm Nonresidential
(Non-Owner Occupied)

W Secured by Nonfarm Nonresidential
(Owner Occupied)

Secured by Multifamily Properties

I Construction and Development

greater than 10 percent concentration of assets in
C&D loans, comprising 14 percent of all MDlIs that
met the CRE criteria (see Chart 1.7, page 15). This
percentage is significantly lower than the 27 percent
of community bank CRE lenders that had a C&D
concentration greater than 10 percent of assets at
year-end 2018 (see Chart 1.8, page 15).

1See Chart 5.9 on pg. 5-15 of FDIC Community Banking Study (2012), https://www.fdic.gov/regulations/resources/chi/report/cbi-full.pdf.

2ld. See pages 5-16 and 5-17. For an extended discussion of the comparative risks of various types of CRE lending, see Chapter 5 of the Study,

http://www.fdic.gov/regulations/resources/cbi/report/CBSI-5.pdf.
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Chart 1.7

While 60 Percent of MDIs Qualify as CRE Specialists, Few Hold C&D
Loans Greater Than 10 Percent of Total Assets

MDI Commercial Real Estate Specialists, Year-End 2018 According to Which CRE
Criteria They Met

By Definition, CRE Specialists
Hold Either:

[ C&D Loans > 10% of Assets, or
B Total CRE Loans > 30% of Assets, or

Both

Source: FDIC

Chart 1.8

Non-MDI Community Bank CRE Specialists Are More Likely to Hold
C&D Loans Greater Than 10 Percent of Assets Compared with MDI
CRE Specialists

Non-MDI Community Commercial Real Estate Specialists, Year-End 2018 According to
Which CRE Criteria They Met

37

By Definition, CRE Specialists
Hold Either:

[ Cc&D Loans > 10% of Assets, or
[l Total CRE Loans > 30% of Assets, or

Both

Source: FDIC
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Section 2:

Structural Change Among MDIs

Overview

Like other groups of depository institutions, the

MDI banking segment experienced significant
structural change during the 2001 to 2018 period
of this study. The number of MDIs has fluctuated

as MDIs were chartered, redesignated, acquired,

or closed. Fifty-eight percent of MDIs underwent
structural change during the study period, compared
with 51 percent of community banks. Compared
with the industry overall, the MDI population has
experienced somewhat more volatility, with relatively
fewer MDIs operating continuously as MDIs
throughout the study period.

Structural Change Among Minority
Depository Institutions

The financial services industry has changed
significantly over the past two decades as a result
of the last financial crisis, failures, mergers between
banking organizations, and the consolidation of

Chart 2.1

charters within existing organizations. During the
18-year study period covered by the report, the

MDI sector also underwent significant structural
change. Factors particular to the MDI sector caused
somewhat greater structural change than that
observed among community banks as a whole. This
section details the nature of structural change in the
MDI sector between 2001 and 2018.

Number of Charters

During the study period, MDlIs initially grew from 164
charters in 2001 to 215 in 2008, an increase of 31
percent. Over the same time period, the number of
community banks overall declined 14 percent, from
8,618 to 7,442. As of year-end 2018, failures, mergers,
and closures had reduced the number of MDI charters
by 31 percent from its peak of 215 in 2008 to 149.
The rate of decline in MDIs post-recession is slightly
lower than community banks overall, which declined 33
percent to 4,979 from 2008 to 2018.

The MDI Share of the Banking Industry Has Leveled Off After

Pre-Crisis Growth
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MDI assets nearly tripled from $82 billion to $234
billion between 2001 and 2018. As shown in Chart
2.1, page 17, the size of the MDI sector grew
rapidly in the years preceding the recent financial
crisis, dramatically contracted during the recent
recession, and began recovering in 2013. By 2016,
MDI assets had surpassed pre-recession highs, and
they continue to grow in absolute terms. Although
MDIs held only 1.3 percent of bank industry assets
in 2018, compared with their peak of 1.6 percent in
2005, this represents an increase in the MDI share
of industry assets from 1.0 percent in 2001.

The decline in the number of charters in the MDI
sector is related to several factors, including bank
failures. Over the study period, MDIs were about two
and a half times as likely to fail as all other banks.
Between year-end 2001 and year-end 2018,

40 MDls failed (see Chart 2.2—d, page 20).

Most of the MDI failures occurred during the crisis
or shortly thereafter. Among MDIs that failed, 42.5
percent had less than $100 million in total assets,
while the median asset size of the surviving MDls
was $183 million. Many of these failures occurred
in metro areas, where the recession hit already
economically distressed communities.

The number of MDI charters has also declined
because of voluntary mergers. During the study
period, 41 MDIs were acquired by other MDlIs, and
an additional 39 MDIs were acquired by non-MDI

financial institutions (see Chart 2.2—c, page 20).
Overall, almost 3,200 banks were merged into other
institutions during the same time period, 2002

to 2018.

While 14 MDls reporting at year-end 2018 were
chartered between 2005 and 2007 (see Chart
2.2-a, page 19), a sharp slowdown in the creation of
new MDIs followed, paralleling the trend in de novo
community bank formation. In January 2019, the
FDIC approved a deposit insurance application for a
new African American MDI in Washington, DC. The
institution is currently raising capital and satisfying
other conditions before its charter is granted. If
granted, it will be the first de novo MDI in 10 years.*®

Over the past 18 years, many existing institutions
were newly designated as MDIs, while far fewer
institutions lost MDI status (see Chart 2.2-b,
page 19). Redesignations were the most important
source of growth for the MDI sector over much of
the study period. The new designations can occur
because of a change in control or the composition
of the management structure, or because existing
institutions that already qualified as MDIs request
designation as MDls.

8From 2011 through 2018, there were 19 newly chartered FDIC-insured institutions, representing 0.25 percent of the total number of institutions as of
year-end 2010. The MDI de novo would represent 0.67 percent of total MDI institutions as of year-end 2018. Historically, the vast majority of new charters

are de novo institutions.
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Chart 2.2
Sources of Structural Change Among FDIC-Insured MDIs, 2001 to 2018

Chart 2.2-a: 32 New MDIs Were Chartered

Annual Number of New MDI Charters
14

12 12

10 10

2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: FDIC

Chart 2.2-b: 103 Existing Institutions Gained MDI Status, 24 MDI Institutions Lost MDI Status

Annual Number of Institutions Redesignated

20

17 B Gained MDI Status
I Lost MDI Status

2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: FDIC
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Chart 2.2 (continued)
Sources of Structural Change Among FDIC-Insured MDIs, 2001 to 2018

Chart 2.2-c: 80 MDIs Were Acquired in Voluntary Mergers, 6 MDIs Voluntarily Closed

Annual Number of MDI Mergers or Voluntary Closures
12
I Voluntarily Closed (No FDIC-insured Acquirers) - 6
10 Acquired by Non-MDls - 39

B Acquired by Other MDIs - 41
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3 2
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Source: FDIC

Chart 2.2-d: 40 MDls Failed

Annual Number of MDI Failures
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B Depositor Payoff - 2
10 Acquired by Non-MDls - 23
B Acquired by Other MDls - 15
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Source: FDIC
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Chart 2.3 depicts the net effect of new charters,
mergers, failures, and redesignations during the
study period. A total of 103 institutions were
redesignated as MDIs, compared with 24 institutions
that lost MDI status. Voluntary mergers were the
greatest contributing factor to the consolidation of
MDI charters, reflecting a trend among community
banks during the study period. The number of
community banks declined by 42.2 percent, from

Chart 2.3

8,618 in 2001 to 4,979 in 2018, owing to failures,
voluntary mergers and other voluntary closings,

and redesignations of institutions that met the
community bank criteria outlined in Chapter 1 of the
FDIC Community Banking Study. By comparison, the
number of MDIs declined by 9.1 percent from 164 in
2001 to 149 in 2018.

Voluntary Mergers Are the Greatest Source of Consolidation Among MDIs

Changes Between 2001 and 2018

Number of MDI Charters A
200
164 { \\

150 149
100 +/- Redesignations

50 + New Charters

0 32
MDIs in 2001 Failures " MDIs in 2018
. From MDI
-50 -24
Mergers

100 -80
150 Otper
Source: FDIC

Impact of Structural Change on the Assets
Controlled by MDlIs

One of the stated goals of Section 308 of the
Financial Institutions Reform, Recovery, and
Enforcement Act (FIRREA) is to preserve, “the
minority character in cases involving mergers or
acquisitions....”** As MDIs have failed or merged,
questions have been raised as to whether these
institutions are being acquired by entities that may
not be focused on addressing the financial needs
of minority communities.

Of the 80 MDIs acquired through voluntary mergers
during the study period, slightly more than half (41
institutions) were acquired by other MDIs. In addition,

of the 40 MDlIs that failed during the study period, 15
(38 percent) were acquired by other MDlIs. Although
these percentages might seem low, a much larger
share of the total assets of closed MDIs remained
under the control of other MDIs after acquisition.

For example, most of the assets of the 118 MDls
acquired through mergers or failures during the study
period were acquired by other MDlIs (see Chart 2.4,
page 22).%5 In all, more than three-fourths of the
assets of the merged institutions and 86 percent of
the assets of the failed institutions remained with
MDI institutions.

1412 U.S.C. 1463(a)(2) Note.

5Two failed banks had no acquirers as they were resolved as payouts.
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Chart 2.4

Most of the Assets of Merged and Failed MDIs Have Been Acquired by
Other MDls

Percent of Assets Acquired, 2002-2018

In Voluntary Mergers In Failed Bank Acquisitions

Acquired by
Non-MDls,
(23 Failures
$3.8 Billion),
14%

Acquired by
Other MDls,
(41 Mergers
$23.7 Billion),
76%

Acquired by
Other MDls,

(15 Failures
$22.9 Billion),
86%

Source: FDIC
Note: The merged bank acquisition amount excludes the six voluntary closings. The failed bank
acquisition amount excludes the two depositor payouts.

While every segment of the banking industry throughout the study period (see Chart 2.5). To help
has undergone structural change in recent years, distinguish MDI financial performance over time

the MDI population has been somewhat more from that of other institutions, Section 4 of this
volatile compared with other types of institutions. study compares MDI financial performance to the
For example, MDIs were about half as likely as performance of non-MDI community banks that are
community banks to operate continuously (that is, headquartered in metro areas and devote less than
absent structural change or group redesignation) 25 percent of their total loans to agriculture.

Chart 2.5

The MDI Population Has Been Somewhat More Volatile Over Time
Than the Community Bank Population
Unique Banks Reporting in at Least One Year-End as:

MDIs Community Banks

[ Underwent Definitional
Changes Only

[ Continuously Reported
2001-2018

B Underwent Structural
Changes

Source: FDIC
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Section 3:

Geography of MDIs

Overview

Minority depository institutions are geographically
clustered in several of the most populous states, and
many of their branch offices are concentrated in and
around large metropolitan areas.'® MDIs generally
hold a relatively small share of the local deposit
market in their densely populated metropolitan
locations. But a few large counties, including Los
Angeles and Miami-Dade, have a significant share of
total bank deposits held by MDIs. MDIs also hold a
sizable share of deposits in some micropolitan areas
and rural counties, although their overall presence in
nonmetro areas is small. The concentration of MDI
offices in a limited number of metropolitan areas

is partly because most MDIs are headquartered in
metropolitan areas and operate a relatively small
number of banking offices spread across three or
fewer counties. Unlike MDls, non-MDI community
banks are dispersed throughout all U.S. states and
territories and only half are in metropolitan areas.

The Geography of MDls

The 149 MDI headquarters are mostly in a relatively
small number of densely populated metropolitan
areas. However, these institutions maintain more

than 1,500 offices that are somewhat more widely
distributed. This section describes the geographic
characteristics of MDI headquarters and office
locations, examines their market share, and briefly
describes the geographic characteristics of FDIC-
insured non-MDI community banks.

Map 3.1 on page 24 highlights several regional
concentrations of MDI headquarters locations
according to their minority status. The headquarters
of MDIs are shown as pie charts, with the size of the
pie increasing with the number of MDls headquartered
in each city and the slices of the pie indicating the
breakdown of those institutions by minority status.
For metropolitan and nonmetropolitan areas with

few MDlIs, each headquarters location is shown as

a smaller circle. This depiction of MDI headquarters
shows clusters of Hispanic American MDIs in Puerto
Rico, Florida, and Texas. African American MDlIs

are clustered in the eastern and southern regions

of the United States, while Native American MDls
are predominantly located in Oklahoma and the
northern plains. By contrast, Asian American MDls
are dispersed throughout the West, the Midwest, the
South, and the Mid-Atlantic regions of the country.

6The Office of Management and Budget delineates metropolitan and micropolitan statistical areas. A revised delineation was issued on September 14, 2018.

See

Metropolitan Statistical Areas (MSAs, or metro or metropolitan areas)

have at least one urbanized area of 50,000 or more people, plus adjacent territory that has a high degree of social and economic integration with the core
as measured by commuting ties. Micropolitan Statistical Areas (micro or micropolitan areas) have at least one urban cluster of at least 10,000 but less
than 50,000 people, plus adjacent territory that has a high degree of social and economic integration with the core as measured by commuting ties. For
purposes of this study, places not defined as either metro or micro are considered rural. However, both metro and micro areas may contain rural parts.
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Map 3.1

MDI Headquarters Tend to Cluster According to Minority Status

Locations of MDI Headquarters by Minority Status

Minority Status (# of Office Locations)
I Asian American (73)

10 Institutions

Bl Hispanic American (35)
Black or African American (23)
[ Native American or Alaskan Native American (18)

Source: FDIC

Headquarters

More than half of all MDIs at year-end 2018 were
headquartered in the four most populous U.S.
states: California, Texas, New York, and Florida. By
far, California has the largest number of MDls, with
36 MDIs headquartered in the state. This represents
nearly one-fourth of all MDI charters (see Table 3.1,

page 25). California also has the largest number of MDI
offices, with 349, or nearly one-quarter of all U.S. MDI
offices. Texas has 22 MDIs operating 306 banking
offices. While Puerto Rico has only five MDls, it has
301 MDI banking offices, representing 20 percent of
all U.S. MDI offices at year-end 2018.
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Table 3.1
Top MDI Headquarters Locations by State

State Number of Percent of Number of Percent of
Charters Charters Offices Offices
California 36 24% 349 23%
Texas 22 15% 306 20%
Oklahoma 12 8% 38 2%
Florida 11 7% 84 6%
New York 11 7% 117 8%
Georgia 8 5% 38 2%
Illinois 7 5% 40 3%
Puerto Rico 5 3% 301 20%
Guam* 3 2% 18 1%
Hawaii* 3 2% 30 2%
New Jersey* 3 2% 30 2%
Pennsylvania* 3 2% 8 1%
Alabama** 2 1% 10 1%
Massachusetts* * 2 1% 13 1%
North Carolina** 2 1% 22 1%
Tennessee** 2 1% 4 0.3%
Wisconsin** 2 1% 3 0.2%
Other States 15 10% 113 7%
Total 149 100% 1,524 100%
Source: FDIC

Note: Headquarters are as of December 31, 2018. Offices are as of June 30, 2018, as reported in the 2018 Summary of Deposits.
Offices include those physically located in each state, as opposed to the number of MDI offices operated by the MDIs headquartered in

each state.

*States tied for the ninth-largest number of charters located in the state.
**Gtates tied for the tenth-largest number of charters located in the state.

MDI headquarters are concentrated in metropolitan
areas; some 85 percent of MDI headquarters
offices are located in one of the nation’s 392
MSAs. Just 10 cities have 62 percent of all MDI
headquarters. There are 31 MDIs headquartered in
greater Los Angeles, 14 are headquartered in New
York, 10 are headquartered in Miami, and seven

are headquartered in Atlanta. Another 34 MDls are
headquartered in 26 other MSAs (see Table 3.2, page
26). The remaining 15 percent of MDI headquarters
offices are located in 19 nonmetropolitan areas. Just
over half (52 percent) of these nonmetro institutions
are Native American MDls.
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Table 3.2
Top 10 MDI Headquarters Locations by Metro Area

Metro Area Number of Percent of Number of Percent of
Charters Charters Offices Offices
Los Angeles-Long Beach-Anaheim, CA 31 21% 260 17%
New York-Newark-Jersey City, NY-NJ-PA 14 9% 147 10%
Miami-Fort Lauderdale-West Palm Beach, FL 10 7% 82 5%
Atlanta-Sandy Springs-Roswell, GA 7 5% 34 2%
Chicago-Naperville-Elgin, IL-IN-WI 6 4% 38 2%
Houston-The Woodlands-Sugar Land, TX 5 3% 51 3%
McAllen-Edinburg-Mission, TX 5 3% 67 4%
San Francisco-Oakland-Hayward, CA 5 3% 58 3%
San Juan-Carolina-Caguas, PR 5 3% 211 14%
Oklahoma City, OK 4 3% 10 1%
op 10 Metro Area 92 62% 953 63%
34 23% 410
Nonmetro Areas (69) 23 15% 161 11%
| Total | 149 100% 1,524 100%
Source: FDIC

Note: Headquarters are as of December 31, 2018. Offices are as of June 30, 2018, as reported in the 2018 Summary of Deposits.

Percentages may not total to 100 due to rounding.

Branch Offices

Like MDI headquarters locations, MDI branch offices
are concentrated in clusters (see Map 3.2, page 27).
Among the 1,524 offices maintained by MDIs as of

June 30, 2018, 63 percent were in the top 10 metro
areas shown in Table 3.2; an additional 27 percent
were in 59 other metro areas; and 161 branch
offices, or 11 percent, were in 69 nonmetro areas.”

"Branch office location information is taken from the FDIC Summary of Deposits survey that is published annually as of June 30.
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Map 3.2

MDI Branch Locations Tend to Cluster Geographically According to Minority Status

MDI Branch Locations

Q Minority Status (# of Office Locations) : P
Il Hispanic American
I Asian American (660)
Black or African American (102)
[ Native American or Alaskan Native American (67)

Source: FDIC Summary of Deposits as of June 30, 2018

Due to the comparatively small geographic footprint
of most MDIs, their headquarters and office locations
are distributed in a similar manner across the country.
Like community banks, most MDIs establish branch
offices near their headquarters. More than 70 percent
of MDIs have offices in three or fewer counties, while
79 percent of community bank offices are in three or
fewer counties (see Chart 3.1, page 28).

Except for Hispanic American MDIs, most MDIs main-
tain relatively few branch offices. On average, Asian
American, African American, and Native American
MDIs operated nine or fewer offices each (see Chart
3.2, page 28). By contrast, Hispanic American MDls
tend to operate larger branch networks. Hispanic

American MDIs operate 695 offices for an average

of 20 offices per institution — more than twice as
many as any other group. These offices are located
primarily in Florida, New York, Puerto Rico, and Texas.
However, this average is heavily influenced by the
301 MDI banking offices in Puerto Rico. Not including
Puerto Rico MDI offices, Hispanic American MDIs

still have an average of 13 offices per institution, 45
percent more than any other group.

The number of MDI offices has recently declined,
consistent with the national downward trend in

the number of bank offices.'® From 2013 to 2018,

the number of offices operated by all FDIC-insured
institutions declined by 9 percent, whereas the number

"8For a discussion of the recent overall decline in the number of FDIC-insured offices, see Factors Shaping Recent Trends in Banking Office Structure for

Community and Noncommunity Banks,

(2018).
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of offices operated by community banks declined by 12
percent, and the number of offices operated by MDIs
declined by 14 percent. Office closures, acquisitions

by non-MDI financial institutions, and redesignations
resulted in a net loss of 258 MDI offices between 2013
and 2018 (see Chart 3.3, page 29). However, the scale
of office reduction varies widely among MDIs according
to minority status (see Table 3.3 page 29). Native
American MDIs operated several more offices in 2018

Chart 3.1

than in 2013, due in part to offices of institutions newly
designated as MDIs. By contrast, Hispanic American
MDIs and African American MDIs, respectively, operated
23 percent and 18 percent fewer offices in 2018 than
they did five years earlier. While Hispanic American

MDI office reductions outpaced other MDIs in absolute
terms, these institutions continue to operate the largest
number of offices of any MDI type.

MDIs Generally Have A Small Geographic Footprint, Similar to

Community Banks

Percent of Institutions According to Number of Counties With Offices
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0.7 - B All Offices in One County
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0.2 4

MDls Community Banks
(Excluding MDIs)

Source: FDIC Summary of Deposits as of June 30, 2018
Note: Percentages may not total due to rounding.

Chart 3.2

Hispanic MDIs Tend to Have the Largest Branch Networks

Average Number of Offices by MDI Minority Status
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<— Excluding Puerto Rico
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Source: FDIC Summary of Deposits as of June 30, 2018
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Chart 3.3
MDIs Sold or Closed Offices on Net Between 2013 and 2018

Changes in the Number of MDI Offices by Reason, 2013 to 2018

200 1 154
100 - l 62
23
o , i
-10 -16
-100
-122
-200
300 - -258
400 - -349
Sold Closed Offices of MDIs  Offices of ~ Purchased Opened Offices of Net Change
Acquired by Institutions Institutions in MDI
Non-MDIs That Lost That Gained Offices
Between Their MDI an MDI
June 30 and  Designation Designation

Year-End 2018

Source: FDIC Summary of Deposits (SOD) and Reports of Structure Changes (ROC)

Note: Changes in offices measured between June 30, 2013 and June 30, 2018. Because historical SOD
data are refreshed once annually to account for corrections or resubmissions of the prior year’s survey,
while ROC data are refreshed continuously for any historical period, discrepancies may arise between the
two data sources over time.

Table 3.3
Office Reductions Vary Widely According to MDI Minority Status
Detailed Changes in the Number of Offices Between 2013 and 2018, by Type of MDI

j % of
MDI Stat Net
MDI Type i Office Transactions atus for € Offices

Changes  \ipis+ in 2013

v | s | | o0
African American 152
Hispanic American 919
Asian American 658
Native American 63
Multi racial 1
Total 1,793

Source: FDIC summary of Deposits (SOD) and Reports of Structure Changes (ROC). Offices in 2013 as of June 30.

Note: Changes measured from June 30, 2013 to June 30, 2018. Because historical SOD data is refreshed once annually to account for corrections or
resubmissions of the prior year's survey, while ROC data is refreshed continuously for any historical period, discrepancies may arise between the two data
sources over time.

*Adjustments for MDls acquired since June 30, 2018.
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in 2018. However, four counties in metropolitan
areas with populations greater than 250,000 had

an MDI deposit-market share of at least 25 percent
(see Table 3.4).2° MDIs hold more than 10 percent of
deposits in Los Angeles County and nearly 9 percent
of deposits in Miami-Dade County, with combined
populations of nearly 13 million and MDI deposits

of more than $60 billion.

Market Share

MDIs tend to hold a relatively small share of local
banking market deposits due to the concentration of
their headquarters and branch offices in metropolitan
areas. Using the reported deposits held by individual
banking offices from the FDIC Summary of Deposits
(SOD) is a way to measure market share.'® Using
this measurement, MDIs held just 1.5 percent of the
metro office deposits of all FDIC-insured institutions

Table 3.4
Top 10 Large Metro Counties by MDI Deposit Market Share

County

Metro

State

MDI Deposits

MDI Market Share

($000) (Percent)
Webb Laredo X 2,973,455 47.3%
Logan Oklahoma City OK 164,755 41.5%
Hidalgo McAllen X 3,479,648 36.6%
Cameron Brownsville X 1,130,145 26.8%
Los Angeles Los Angeles CA 48,899,198 11.8%
Gwinnett Atlanta GA 1,926,887 11.3%
Hoke Fayetteville NC 12,385 10.8%
Miami-Dade Miami FL 11,367,130 8.9%
Canadian Oklahoma City OK 156,916 8.5%
Caldwell Austin X 25,813 7.0%
Total Metro 174,697,669 1.5%
Source: FDIC

Note: Calculations based on data from the Summary of Deposits and the Census Bureau.
Includes counties of the 50 states and DC with more than 40,000 people in metropolitan areas with total population greater than
250,000. Total Metro includes all counties in metropolitan areas.

Micropolitan areas and rural counties are home to micropolitan areas and rural counties in 2018. Many
relatively few MDlIs, and they hold less than 1 percent  of these counties, such as those in Oklahoma, North
of local deposits in these markets. However, MDIs Dakota, and Montana, are served by Native American
hold a much larger deposit market share in some institutions. The top 10 nonmetro counties by MDI
nonmetro areas. Excluding U.S. territories, MDlIs held deposit market share are shown in Table 3.5, page 31.
a deposit market share of more than 9 percent in 33

*Data on total banking offices are collected through the FDIC’s Summary of Deposits (SOD), which provides a detailed record of each individual banking
office, its location, and total deposits, starting in 1987. The SOD covers all FDIC-insured institutions, including insured U.S. branches of foreign banks.
Banking offices are defined to include any location or facility of a financial institution, including its main office, where deposit accounts are opened, deposits
are accepted, checks paid, and loans are granted, and do not include loan production offices, computer centers, and other nondeposit installations, such
as automated teller machines (ATMs).

2These market shares exclude metropolitan counties in Puerto Rico, where MDIs control 100 percent of local deposits in 67 counties.
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Table 3.5

Top 10 Nonmetro Counties by MDI Deposit Market Share

MDI Deposits

MDI Market Share

County Area State ($000) (Percent)

Zapata Micropolitan X 203,163 100.0%
Maverick Micropolitan X 617,990 81.2%
Starr Micropolitan X 341,459 73.5%
Pushmataha Rural OK 104,719 61.4%
Adair Rural OK 88,645 52.9%
Taos Micropolitan NM 223,379 43.9%
Duval Rural X 44,170 39.7%
Atoka Rural OK 74,277 29.5%
Coal Rural OK 32,400 28.2%
Jim Hogg Rural X 30,603 27.9%
Total Nonmetro 8,336,991 1.0%

Source: FDIC

Note: Calculations based on data from the Summary of Deposits and the Census Bureau.
Note: The list of top 10 nonmetro counties excludes counties in U.S. territories. The total MDI market share for nonmetro counties

includes counties in U.S. territories.

FDIC-Insured Non-MDI Community Bank
Markets Differ From MDI Markets

The geographic footprint of non-MDI community
banks differs substantially from that of most MDls.
Whereas MDIs are overwhelmingly located in the
most populous states and metropolitan areas in the
country, non-MDI community banks are dispersed

throughout the country, including urban and rural
counties, and micropolitan areas. In 2018, half
of non-MDI community banks were headquartered
in nonmetropolitan areas, compared with only

15 percent of MDIs (see Maps 3.3 and 3.4,

page 32-33).
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Map 3.3:
MDI Headquarters Are Concentrated in Metropolitan Areas

MDI Main Office Locations

Y
5& Minority Status (# of Office Locations)
o Asian American (73) .
e Hispanic American (35) » @J

o Black or African American (23)
o Native American or Alaskan Native American (18)

[ Major Metro Areas (1 M+)
[ Major Metro Areas (500 K+)

Source: FDIC Summary of Deposits as of June 30, 2018
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Map 3.4:

Community Bank Headquarters Are Dispersed Across Metropolitan
and Non Metropolitan Areas

Community Bank Main Office Locations

R
Community Bank HQs (# of Office Locations)

© Community Bank Main Office (4977)
[ Metro Area 1M+ (1199)
I Metro Area 500K+ (1543)

Source: FDIC Summary of Deposits as of June 30, 2018
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Section 4:

Financial Performance of MDIs

Overview

MDI institutions tend to outperform non-MDI
community banks in revenue generation, including
net interest income and noninterest income.
Generally higher loan-to-asset ratios and higher
yields on earning assets at MDIs relative to non-MDI
community banks more than offset the higher interest
expenses at MDls, leading to better net interest
income performance. In recent years, the noninterest
income of MDIs has outpaced that of non-MDI
community banks owing to greater servicing fees on
securitized loans and gains on loan sales.

Despite comparatively better revenue generation,
MDIs have much higher noninterest expenses,
especially among smaller MDls, which tend to be
predominantly African American and Native American
MDIs. As a result, MDIs have long underperformed
other community and noncommunity banks when
measured by efficiency ratios. However, that
disadvantage has narrowed in recent years.

Finally, credit quality and earnings at MDls were
especially hard-hit during the last recession and
housing crisis. MDls tend to have greater exposures
to CRE lending than non-MDI financial institutions,
and CRE was the hardest hit among major lending
categories. However, credit quality has continued to
improve in the past five years, and MDI noncurrent
loans and net charge-offs are now at new lows.

Financial Performance of MDIs

As described in earlier sections, the MDI segment
remains small. Only 149 out of 5,406 FDIC-insured
institutions were designated as MDIs at year-end
2018. Over the past five years, the number of MDI
charters has continued to decline, reflecting trends
in the overall banking industry. The size and volatility

of the MDI segment makes long-term analysis of MDI
performance difficult. Still, it is instructive to compare
the financial performance of MDIs with similar
financial institutions.

MDI financial performance has significantly improved
over the past five years, particularly in terms of loan
performance. While MDIs tend to outperform non-
MDI community banks in revenue generation, MDIs,
particularly small MDIs, have much higher expenses.

The divergence between MDI and non-MDI financial
performance may be attributed to several factors,
including differences in institutional age and
geography. MDIs are on average younger and more
often headquartered in urban areas than non-MDI
financial institutions. The 2012 FDIC Community
Banking Study showed that young institutions typically
underperform relative to mature community banks.
However, at year-end 2018, the MDI segment had no
institutions that opened since 2013 and no young
institutions (operating for seven years or less).*

In addition, the geographic concentration of MDI
headquarters in metropolitan areas exposed the MDI
segment to more extreme financial stress during the
recession than non-MDI community banks located
outside of metropolitan areas.

Loan Concentration and Geography

As discussed in Section 3, significant differences
exist in the geography of MDI and non-MDI banks.
These different geographic concentrations translate
into significant differences in loan concentrations,
particularly for agricultural loans. Table 4.1 breaks
down MDIs, non-MDI noncommunity banks, and
non-MDI community banks by headquarters location
and farm bank status as of fourth quarter 2018.2?

21Eight banks designated as MDI banks in 2018 were in operation in 2013 but were not designated as MDI banks at that time.

22The FDIC defines farm banks as insured institutions that have 25 percent or more of their total loans concentrated in agricultural lending.
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Eighty-five percent of MDIs and 87 percent of non- Section 4 disaggregates community nonfarm banks

MDI noncommunity banks are headquartered in headquartered in metropolitan areas (metro nonfarm)
metropolitan areas, compared with just 50 percent from other community banks to compare the financial
of non-MDI community banks. Table 4.1 shows that performance of MDIs with the financial institutions

predominantly urban MDI and non-MDI noncommunity  they most closely resemble.
bank segments are far less invested in agriculture

than non-MDI community banks. While less than

3 percent of MDIs and non-MDI noncommunity banks

are considered farm banks, more than one-quarter of

non-MDI community banks are farm banks.

Table 4.1
Number and Share of Insured Institutions by Geographic Designation and Farm Bank Designation

Non-MDI : Non-MDI
MDI Banks Noncommunity .
Community Banks
Banks

Description of Bank Headquarters Location Metro Nonmetro Metro Nonmetro Metro Nonmetro
Nonfarm Bank 123 21 351 48 2,109 1,408

Farm Bank 3 2 5 3 294 1,039

Farm Bank Designation | Nonfarm Bank 83% 14% 86% 12% 43% 29%
Farm Bank 2% 1% 1% 1% 6% 21%

Total 85% 15% 87% 13% 50% 50%

Source: FDIC fourth-quarter 2018 data

Note: Metro-nonmetro designation is based on whether the county in which the bank’s headquarters is located exists within a metropolitan
statistical area (MSA). The FDIC defines farm bank as an insured institution that has 25 percent or more of total loans concentrated in
agricultural loans. Sum totals do not total due to rounding.
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WHY DISAGGREGATE COMMUNITY
BANKS FOR COMPARISONS OF
FINANCIAL PERFORMANCE?

Earlier sections of this report showed that
MDI balance sheets resemble those of

most community banks. However, certain
subgroups of community banks do not
resemble MDIs and are therefore not suitable
for comparative analysis.

Chart 4.1 on pages 38-39 shows that

both MDIs and community nonfarm banks
headquartered in metropolitan areas (metro
nonfarm) held assets that were heavily
concentrated in CRE and C&D lending

in 2007, at the cusp of the housing and
financial crisis. The heavy concentration of
both MDI and metro nhonfarm community
bank assets in CRE suggests that the
performance of these bank groups was driven
largely by commercial real estate market
fundamentals.

Conversely, in 2007, agriculture was in the
midst of its most prosperous period in more
than half a century. As a result, institutions
invested in agriculture, especially community
farm banks, were much more insulated

from the credit problems caused by the
housing crisis. Delinquencies, loan charge-
offs, and loan loss provision expenses among
community farm banks increased little, in
stark contrast to CRE-focused, metro-based
community banks and MDIs. For this reason,
community farm bank profitability suffered
much less.

Given the strong divergence in financial
performance between agriculture-focused
community banks and MDls, Section 4
limits financial comparison to only those
community banks that most resemble MDIs:
metro nonfarm community banks.
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Chart 4.1
Institutions with High CRE Concentrations Fared Much Worse During
the Last Recession Than Other Institutions

Chart 4.1- a: Loan Mix by Bank Designation - 2007

Share of Total Loans, Percent (Interquartile Range)
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Source: FDIC, fourth quarter 2007 data
Note: The interquartile range shows the range of loan mix for the middle 50 percent of banks in each
bank group (25th—75th). Construction (C&D) is a subset of commercial real estate (CRE).

Chart 4.1-b: Loan Mix by Bank Designation - 2018

Share of Total Loans, Percent (Interquartile Range)
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Source: FDIC, fourth quarter 2018 data
Note: The interquartile range shows the range of loan mix for the middle 50 percent of banks in each
bank group (25th—75th). Construction (C&D) is a subset of commercial real estate (CRE).
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Chart 4.1 (continued)
Institutions with High CRE Concentrations Fared Much Worse During
the Last Recession Than Other Institutions

Chart 4.1- c: Noncurrent Loans

Percent of Total Loans, Median
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Chart 4.1-d: Net Loan Charge-Offs

Percent of Average Loans, Median
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Profitability and Credit Quality

The 2008 to 2009 recession followed a collapse in home
prices that quickly halted new housing development
construction. As the construction halted, newly developed
strip shopping centers built to accommodate these new
housing developments saw significant vacancies. As

Chart 4.2
Credit Quality Indicators

Chart 4.2-a: Noncurrent Loans

Percent of Total Loans, Median

a result, the credit quality of insured institutions with
heavy loan exposure in these largely urban markets was
adversely affected, including MDIs, noncommunity banks,
and metro nonfarm community banks (see Chart 4.2
below). MDls saw higher delinquencies and charge-offs
than non-MDI metro nonfarm community banks.
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Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDls.

Chart 4.2-b: Net Loan Charge-Offs

Percent of Total Loans, Median
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Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDlIs.

40 | 2019 Minority Depository Institutions: Structure, Performance, and Social Impact



As a result, MDls required substantially more loan
loss provision expenses to maintain sufficient
reserves than non-MDI metro nonfarm community
banks, pushing pretax return on assets (pretax ROA)
for MDlIs into negative territory (see Charts 4.3-a
and b below).?® In 2009, more than half of MDIs were
unprofitable, and the bottom quarter of MDIs had
pretax ROA ratios worse than negative 2.5 percent.

Chart 4.3
Total Revenue, Loan Loss Provisions, and Net Income

Chart 4.3-a: Loan Loss Provision Expense

Annual Percent of Average Assets, Median

Since the recession, credit quality has improved greatly
across the banking industry. At year-end 2018, the
median noncurrent loan ratio for MDls fell to a study-
period low of 0.56 percent, as did the net charge-off
rate (0.02 percent). As a result, loan performance has
increased sharply, providing the most significant boost
to post-recession MDI earnings.

3.0
«= MDIs
254 == Non-MDI Metro-Area Nonfarm
Community Banks
2.0 Non-MDI Noncommunity Banks
1.5
1.0
0.5 /
= )
0.0 T T T T T T T T T T T T ————
2001 2003 2005 2007 2009 2011 2013 2015 2017
Source: FDIC

Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDlIs.

Chart 4.3-b: Pretax Return of Assets

Median Percent
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Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDls.

Pretax return on assets is one of the most widely-used measures of financial institution earnings performance. The measure shows pretax net income as a
percent of average assets and includes extraordinary items and other adjustments, net of taxes.
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Chart 4.3 (continued)
Total Revenue, Loan Loss Provisions, and Net Income

Chart 4.3-c: Total Revenue

Percent of Average Loans, Median
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Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDIs.

Moreover, revenue (net interest income plus noninterest
income) has rebounded slightly in recent years, also
boosting median pretax ROA (see Chart 4.3— above).
Revenue performance was generally stronger at MDIs
than it was at non-MDI noncommunity banks and non-
MDI metro nonfarm community banks throughout the
study period, particularly during the last four years.

MDIs posted year-over-year increases in median pretax
ROA in eight of the past nine years. After lagging non-
MDI metro nonfarm community banks in measures of
pretax ROA during the first 14 years of the study period,
MDiIs outpaced that group three of the past four years.
In addition, although MDI pretax ROA has consistently
lagged non-MDI noncommunity bank pretax ROA, the
spread has narrowed since 2013 to a study-period low.

Revenue

MDIs consistently generate greater net interest
income than their non-MDI counterparts (see

Chart 4.4-a, page 43).2* Before the recession, the
higher net interest income of MDIs was due to a
combination of generally higher interest income

and generally lower interest expense than other
bank groups. Since 2013, MDI interest income

has rebounded more quickly than at most non-MDI
financial institutions (see Chart 4.4-b, page 43).
While MDI interest expenses have also risen more
quickly than those of other financial institutions,

the difference has not been as significant as that
reported in interest income (see Chart 4.4—c,

page 44). Since 2008, higher loan-to-asset ratios
have also boosted interest income at MDIs relative to
the other bank groups (see Chart 4.4-d, page 44).2°
Because of these combined factors, MDIs exhibit a
widening advantage in net interest income.

24Net interest income is calculated as interest income less interest expense.

2MDlIs may price their loans higher to mitigate risk; however, loan pricing information is not reported by banks on Call Reports, and granularity of reported
loan income is insufficient to infer pricing differences between the groups based on differences in loan yields.
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Chart 4.4
Interest Income, Interest Expense, and Loans-to-Assets Ratios

Chart 4.4-a: Net Interest Income

Annual Percent of Average Assets, Median
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Chart 4.4-b: Interest Income
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Chart 4.4 (continued)
Interest Income, Interest Expense, and Loans-to-Assets Ratios

Chart 4.4-c: Interest Expense

Annual Percent of Average Earning Assets, Median
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Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDls.

Chart 4.4-d: Loans to Assets Ratio
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Despite steady improvement over the past several
years, MDI interest income as a share of average
assets still lags its pre-recession levels, largely
because of the low-interest rate environment.

MDIs lag non-MDI noncommunity banks considerably
in terms of noninterest income, but they have
generally outpaced non-MDI metro nonfarm
community banks (see Chart 4.5—a below). In 2001,
MDIs had greater income related to service charges
on deposits than non-MDI metro nonfarm banks, but

Chart 4.5
Noninterest Income Details

Chart 4.5-a: Noninterest Income

Annual Percent of Average Assets, Median

that advantage had dissipated by 2006. MDls also
reported greater other noninterest income, which
includes income from sources including ATM fees,
check printing fees, and safe deposit box fees (see
Chart 4.5-b, page 46).2° That advantage disappeared
during the recession and never rematerialized.
However, since 2009, MDIs have benefitted from
higher loan servicing fee growth and net gains on
loan sales, pushing overall performance of the MDIs
above that of the non-MDI metro nonfarm banks (see
Charts 4.5-c and d, page 46-47).
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2%In most time periods, for all bank groups, median net loan servicing fee income and net gains on loan sales are zero, indicating that, in general, only a
minority of institutions report this activity. However, income has grown for those institutions that do report these income items, as shown in Chart 4.5-c and

d, pages 46-47.
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Chart 4.5 (continued)
Noninterest Income Details

Chart 4.5-b: Other Noninterest Income

Annual Percent of Average Assets, Median
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Chart 4.5-c: Net Servicing Fees
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Chart 4.5 (continued)
Noninterest Income Details

Chart 4.5-d: Net Gains on Sales of Loans and Leases

Annual Percent of Average Assets, 75th Percentile
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The consistent advantage in noninterest income
generation by non-MDI noncommunity banks over
MDIs and non-MDI metro nonfarm community banks
is attributable, at least in part, to greater other
noninterest income.

Overhead Costs

Since 2013, the overhead expense ratios for

MDIs — salaries, premises and fixed assets, and
other noninterest expenses, such as technology
costs as a percentage of average assets — have
improved overall (see Chart 4.6, page 48). Between
2013 and 2018, the median MDI noninterest
expense ratio declined 29 basis points, the upper-

2001 2003 2005 2007 2009 2011 2013 2015 2017

bound of the interquartile range declined 19 points,
and the lower-bound of the interquartile range
declined 11 basis points. Some of this improvement
reflects the exit and entry of banks into the MDI
group during the period, but improvements were seen
in the median and upper- and lower-bounds even
when considering only those MDI banks present
throughout the entire five-year span.?’

Despite these improvements, MDI overhead
expenses are still well above those of other
institutions. Four of every 10 non-MDI banks have
lower overhead expense ratios than the best 25
percent of MDlIs.

2"There were 174 MDI institutions at year-end 2013 and 149 at year-end 2018. The exit of 33 institutions present in 2013 and the post-2013 entrance of
eight institutions account for the change in number of MDls. Of the 33 institutions that exited, 12 had noninterest expense ratios among the highest quartile
in 2013 compared with six among the lowest quartile. Of the eight institutions added since 2013, three had noninterest expense ratios among the highest

quartile in 2018 compared to one among the lowest quartile.
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Chart 4.6

Noninterest Expense by Peer Group, MDI Size Group, and MDI
Ethnicity Group

Chart 4.6- a: Noninterest Expense

Annual Percent of Average Assets, Median
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Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDls.

Chart 4.6-b: Noninterest Expense By MDI Size Group

Annual Percent of Average Assets, Median
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Note: The number of banks in the $10 billion-plus size group ranges between 1 and 7 banks. The
number of banks in the $1-$10 billion size group ranges between 9 and 26 banks.
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Chart 4.6 (continued)

Noninterest Expense by Peer Group, MDI Size Group, and MDI

Ethnicity Group

Chart 4.6-c: Noninterest Expense

Annual Percent of Average Assets, Median
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Smaller MDIs report especially high overhead costs
relative to asset size (see Chart 4.6-b, page 48).
Across the study period, the median noninterest
expense ratio for MDIs under $100 million ranged
from 4.2 percent to 5.1 percent, compared with 1.8
percent to 2.8 percent for MDIs with assets of $1
billion or more. Moving from the largest asset-size
group to the smallest asset-size group, the three
primary overhead costs — personnel, premises,
and other noninterest expenses — all increased.
Differences are most pronounced in personnel costs
and premises expenses.

African American MDIs and Native American MDls
tend to be much smaller than Asian American and
Hispanic American MDIs, and this size difference
likely explains why African American MDls and Native
American MDIs have higher costs relative to average
assets than the other groups (see Chart 4.6—c
above). At year-end 2018, African American MDlIs
averaged $228 million in size and Native American
MDIs averaged $166 million in size — far smaller
than the $1.7 billion for Asian American MDIs and
the $3.0 billion for Hispanic American MDls.

2015 2017

African American MDI personnel costs are fairly
similar to those of Native American MDIs, but African
American MDIs have much higher costs for premises
and other noninterest expense costs. A likely
explanation for this difference is the concentration
of African American MDIs in higher-cost metropolitan
areas relative to Native American MDIs concentrated
in lower-cost rural areas.

Efficiency Ratios

The efficiency ratio measures the ability of banks to
generate revenue in relation to the expenses they
incur in doing so. The efficiency ratio is the ratio of
noninterest expense to net operating revenue, where
a higher efficiency ratio indicates an institution that
is less efficient at generating revenue per dollar

of noninterest expense.?® The FDIC Community
Banking Study identified the emergence of a

sizable “efficiency gap” between community and
noncommunity banks beginning in the late 1990s
that has narrowed only slightly since then.

28Formally, the efficiency ratio is expressed as Efficiency ratio = Noninterest Expense / (Net Interest income + Noninterest Income).
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MDIs have long reported higher efficiency ratios than
their non-MDI counterparts (see Chart 4.7 below).
The significant variation in overhead expenses of
MDIs based on their size is also clearly seen in
variations in efficiency ratios among MDIs (see Chart
4.8 below). Smaller MDIs tend to have much higher
(worse) efficiency ratios, and larger MDIs tend to
have much lower (better) efficiency ratios.

Chart 4.7
Efficiency Ratio

Median Percent

However, in the past five years, MDIs have closed
the gap relative to non-MDI community banks. This
improvement may be attributed to a combination
of better revenue performance (greater interest
and noninterest income) and greater reductions of
noninterest expenses relative to reductions by non-
MDI financial institutions.
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Note: Light-blue shading represents the 25th percentile to 75th percentile range for MDls.

Chart 4.8
Efficiency Ratio By MDI Size Group

Median Percent
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The assets of MDI and non-MDI honcommunity average financial performance measures, as used

financial institutions are dominated by a small in the original 2014 MDI study. The chart below
number of institutions. Because large institutions can  shows the effects of large banks on the performance
skew measures of aggregate financial performance, metrics of MDls by contrasting weighted averages

this study examines median as opposed to weighted and medians.

Chart 4.9
Medians Versus Weighted Averages in Measures of Financial Performance

Chart 4.9-a: Cumulative Share of Bank Groups’ Aggregate Assets
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Chart 4.9-b: Pretax Return on Assets
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Chart 4.9 (continued)
Medians Versus Weighted Averages in Measures of Financial Performance

Chart 4.9-c: Net Interest Income

Annual Percent of Average Assets
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Chart 4.9-d: Noninterest Income
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Chart 4.9 (continued)
Medians Versus Weighted Averages in Measures of Financial Performance

Chart 4.9-e: Loan Loss Provision Expense

Annual Percent of Average Assets
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Chart 4.9-f: Noninterest Expense
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Section 5:

Social Impact of MDls

Overview

MDIs tend to serve communities in which a higher
share of the population lives in LMI census tracts
and a higher share of residents are minorities, com-
pared with non-MDI metro nonfarm community banks.
In addition, a comparison of mortgage lending based
on analysis of Home Mortgage Disclosure Act data
showed that MDIs originated a greater share of their
mortgages for properties in LMI census tracts and

to minority borrowers when compared with non-MDI
metro nonfarm community banks. Compared with
non-MDls, MDIs also originate a greater share of
SBA 7(a) loans to borrowers in LMI census tracts and
to borrowers in census tracts with higher shares of
minority residents. Based on these comparisons,
MDIs appear to be effective in serving LMI communi-
ties and minority households and communities with
high concentrations of minority populations.

Social Impact of
Minority Depository Institutions
MDIs have played an important role in providing

mortgage credit, small business lending, and other
banking services to minority and LMI communities.

MDI headquarters and branches are concentrated in
metropolitan areas. Similarities exist among the local
demographics of MDI office locations, the lending
activities they undertake, and the communities
they seek to serve. This section compares the
demographic characteristics of estimated service
areas of MDI institutions with those of non-MDI metro
nonfarm community banks, and explores lending by
these groups of institutions in the context of those
demographic characteristics.?®

We evaluate the social impact of MDIs using a unique
estimate of each institution’s geographic service

area (see page 59). The results show that compared
with other financial institutions, MDIs tend to serve
communities in which a higher share of the population
lives in LMI census tracts and in which higher shares of
residents are minorities. MDls also originate a greater
share of their mortgages to borrowers who live in LMI
census tracts and to minority borrowers, compared with
non-MDI community or noncommunity institutions.*°
Compared with non-MDls, MDlIs also originate a greater
share of small business loans guaranteed by the SBA
to borrowers in LMI census tracts and to borrowers in
census tracts with higher shares of minority residents.

2The comparisons include MDI banks and non-MDI community banks that do not specialize in farm lending and that operate all of their branches

in metropolitan areas. This limits the comparison of MDIs to similar institutions, because MDIs and their branches are more heavily concentrated in
metropolitan areas than are non-MDls. Limiting the 2011 analysis to banks that operate all their branches in metropolitan areas drops four African American
MDls, five Hispanic American MDls, three Asian American MDIs, 522 non-MDI metro nonfarm community banks, and 202 non-MDI noncommunity banks.
Limiting the 2016 analysis to banks that operate all of their branches in metropolitan areas drops two African American MDIs, eight Hispanic American
MDls, five Asian American MDls, 491 non-MDI metro nonfarm community banks, and 187 non-MDI noncommunity banks.

30Native American MDlIs provide important services to Native American populations. They are not included in the analyses of geographic service areas or mortgage
lending due to the fact that only a minority of Native American MDIs have all of their branches in metropolitan areas. For example, in 2011, only three Native
American MDlIs out of 18 had all of their branches in metropolitan areas and they were not representative of the universe of Native American MDls.
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The Median Share of Service Area Population
Living in LMI Tracts Is Higher Among MDlIs

This report compares the populations served

by MDIs with those served by non-MDI metro
nonfarm community banks based on computed
geographic service areas.3! The share of service
area populations that live in LMI census tracts was
higher for MDls in both 2011 and 2016. The share
of estimated service area populations living in LMI
tracts was substantially higher for African American,
Hispanic American, and Asian American MDIs,

Chart 5.1

compared with non-MDI metro nonfarm community
banks (see Chart 5.1 below).

For example, in 2016, the estimated service area
population living in LMI tracts was 69 percent for the
median African American MDI, more than three times
the share for the median non-MDI metro nonfarm
community bank. Similarly, the estimated service
area population living in LMI tracts was 30 percent
for the median Hispanic American MDI and 45
percent for the median Asian American MDI.

The Median Share of Estimated Service Area Population Living in LMI

Census Tracts Is Higher Among MDIs

0.9,
0.8 78%

African American Hispanic Asian American Non-MDI Non-MDI
MDIs American MDlIs Metro-Area Noncommunity
MDls Nonfarm Community Banks
Banks

Source: FDIC

The Median Share of Minority Populations
in Service Areas Is Higher for MDIs

A 2017 FDIC survey showed that 8.4 million
“unbanked” U.S. households did not have bank
accounts with mainstream financial institutions, and
another 24.2 million households were “underbanked.”32
The survey also indicated that minority households were
more likely than other households to be unbanked. In
2017, 16.9 percent of African American households
and 14.0 percent of Hispanic American households
were unbanked, compared with 3.0 percent of

white households. Operating offices in minority
communities helps provide underserved populations
with access to mainstream financial services.

MDIs are important service providers to minority
populations, which have higher percentages of
unbanked households than other population groups.
Using the geographic service area designations, MDI
offices are typically in areas with a higher share of
minority populations. Analysis of the demographic
characteristics of these service areas shows that in

31See “Why Disaggregate Community Banks for Comparisons of Financial Performance?” on page 37.

%2Federal Deposit Insurance Corporation, 2017 FDIC National Survey of Unbanked and Underbanked Households, https://www.economicinclusion.gov/

downloads/2017_FDIC_Unbanked_HH_Survey_Report.pdf (2017).
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both 2011 and 2016, the minority share of estimated
service area populations was much higher for all
three groups of MDIs compared with non-MDlIs.

For example, in 2011, the median share of estimated
service area population that was African American

was 72 percent for African American MDIs, compared

Chart 5.2

with 4 percent among non-MDI metro nonfarm
community banks (see Chart 5.2 below). For

2016, the median share of estimated service area
population that was African American was 62 percent
for African American MDIs, compared with 5 percent
among non-MDI metro nonfarm community banks.

The Median Share of Estimated Service Area Population That Is

African American Is Higher for African American MDIs
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Hispanic American MDIs also have service area
populations with a higher median share of Hispanic
American residents compared with non-MDlIs (see
Chart 5.3, page 58). In 2011, the median share

of the estimated service area population that was
Hispanic American was 67 percent for Hispanic

American MDIs, compared with 4 percent for non-
MDI community banks. In 2016, the median share of
estimated service area population that was Hispanic
American was 74 percent among Hispanic American
MDls, compared with 6 percent among non-MDI
community banks.
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Asian American MDIs also had service area popula-
tions with a higher share of Asian Americans com-
pared with non-MDI community banks in both 2011
and 2016 (see Chart 5.4 below). In 2011, the me-
dian share of the estimated service area population
that was Asian American was 28 percent for Asian
American MDIs, compared with

Chart 5.3

2 percent for non-MDI community banks. In 2016,
the median share of estimated service area popula-
tion that was Asian American was 37 percent among
Asian American MDls, compared with 2 percent
among non-MDI community banks.
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Chart 5.4
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ESTIMATING THE SERVICE AREA
OF EACH BANK

To examine the impact of MDIs on the
communities they serve, it is necessary to first
identify the geographic service area of each
bank. Unfortunately, no readily available data
indicate each bank’s self-identified market

area. In addition, the data indicating a bank’s
Community Reinvestment Act (CRA) assessment
area are only reported by large banks with
assets that exceed $1 billion (in 2005 dollars)

in two consecutive years. Most MDIs and non-
MDI metro non-farm community banks have
assets below this threshold and therefore do

not report their CRA assessment area. Previous
research has estimated bank service areas as
the combination of all census tracts in which
each bank operates its headquarters and branch
offices. A shortcoming of this approach is that a
census tract often covers only a small geographic
area, and the average size of census tracts tends
to decline as population density increases. In
addition, looking only at the census tracts in
which a bank’s offices are located ignores people
living in other nearby tracts who may also be
served by those offices.

This report uses a more nuanced strategy

to estimate the service area of banks that
operate their branches in metropolitan areas.
Recognizing that different metropolitan areas,
and the outlying and central counties of each
metropolitan area, have distinct distributions
of residential population and bank branches,
this strategy incorporates those distributions
to calculate a locally determined distance
threshold (LDT) to estimate the likely service
area for each bank branch.* This approach
includes the census tract in which a bank’s
branch is located in its service area and any
other census tract within the radius defined by
the LDT. The overall service area for each bank
is the combination of the service areas for each
of its full-service branches. The following two-
step process is used to identify the geographic
service area of each bank.
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STEP 1: Determine a “locally determined
distance” that most customers might be
expected to travel to conduct their banking
business in the central or outlying counties

of a given metropolitan area. For each
geographic area, the LDT is computed so
roughly 75 percent of the area’s population
has at least one full-service bank branch
within that distance. Generally, this LDT is
substantially longer for less densely populated
metropolitan areas and for areas with more
sparsely distributed bank branches than it is
for more densely populated (with people or
bank branches) metropolitan areas. Moreover,
LDT distances can differ substantially across
various metropolitan areas.?

STEP 2: Estimate the service area of each
banking office based on this LDT. Using

the distance calculated for the central and
outlying counties of each metropolitan area,
a circle can be drawn around each banking
office located there. Census tracts with their
population-weighted central point within or
touching that circle are said to be served by
that banking office, and the total population
served by each banking office is the sum of
the residents of those census tracts. The total
population served by each bank is the sum of
the residents of census tracts served by each
of its individual banking offices.

"The Office of Management and Budget (OMB) defines central
counties of each metropolitan area based on the share or size
of their population that lives in urban areas of 10,000 or more
people. All metropolitan areas have at least one central county.
Many metropolitan areas also include outlying counties, which
OMB defines based on commuting patterns to and from the
central counties of the metropolitan area. See https://www.
census.gov/programs-surveys/metro-micro/about.html for
additional details regarding metropolitan areas and their central
and outlying counties.

2For example, using 2016 data from the FDIC Summary of
Deposits, the central counties of the New York-Jersey City-White
Plains, NY-NJ metropolitan division (OMB divides 11 very large
metropolitan areas into metropolitan divisions) had the shortest
locally determined distance threshold (LDT) of any central
counties (.46 miles), while the central counties of the Flagstaff,
AZ, metropolitan area, had the longest LDT (6.73 miles). For
outlying counties, LDTs based on 2016 data ranged from a low
of .21 miles in the Provo-Orem, UT, metropolitan area to a high of
23.93 miles in the El Paso, TX, metropolitan area.




Home Mortgage Lending of MDls tracts.3* For example, in 2016, the median African
American MDI originated 65 percent of its HMDA-
reportable mortgages to borrowers in LMI census
tracts, four times the share of mortgages originated to
such borrowers by hon-MDI metro nonfarm community
banks (see Chart 5.5 below).

MDIs not only maintain offices in communities with
higher LMI population shares than other institutions,
but among banks that report data under the Home
Mortgage Disclosure Act (HMDA),3® MDlIs also
originate a greater share of their home mortgages
to borrowers whose properties are in LMI census

Chart 5.5

The Median Share of HMDA-Reported Mortgage Originations for Properties
in LMI Census Tracts Is Higher for MDIs
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Chart 5.5 also shows that in 2016, the median HMDA-reported mortgages made to African American
shares of mortgage loans made on properties in borrowers in 2011 was 67 percent for African
LMI census tracts by Hispanic American and Asian American MDIs, compared with less than 1 percent
American MDlIs substantially exceeded the share for non-MDI metro nonfarm community banks. The
made by non-MDI metro nonfarm community banks. median share of mortgages made to African American
borrowers was 33 percent for African American

MDIs also serve a substantially higher share of MDIs in 2016, a level that continued to substantially
minority home mortgage borrowers compared with exceed the less than 1 percent share reported by
non-MDI metro nonfarm community banks. Chart non-MDI metro nonfarm community banks that year.3®

5.6 on page 61 shows that the median share of

33Depository institutions that meet three criteria must report HMDA data: (1) assets as of December 31 of the year preceding data collection exceed

an annually adjusted threshold ($44 million for collecting 2016 HMDA data and $40 million for collecting 2011 HMDA data); (2) on December 31 of the
year preceding data collection, the institution had a home or branch office in an MSA; and (3) in the calendar year preceding HMDA data collection, the
institution originated at least one home purchase or refinance loan secured by a first-lien on a one- to four-family dwelling.

34n this section, HMDA data is used for all analyses of home mortgage lending. HMDA data is the only available data with information about the race/
ethnicity of the borrower.

%The difference between the 2011 median of 67 percent and the 2016 median of 33 percent is not statistically significant. The demographics of the
geographies in which African American MDlIs originated these mortgages were comparable in 2011 and 2016.
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Chart 5.6

The Median Share of HMIDA-Reported Mortgage Originations to African
American Borrowers Is Higher for African Americans MDIs
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Chart 5.7 below shows that the median share of banks. In 2016, the median share of mortgages
HMDA-reportable mortgages made to Hispanic made to Hispanic American borrowers was 41
American borrowers in 2011 was 55 percent for percent, while the share was 1 percent for non-MDI
Hispanic American MDIs, compared with less than metro nonfarm community banks.®

1 percent for non-MDI metro nonfarm community

Chart 5.7

The Median Share of HMDA-Reported Mortgage Originations to Hispanic
Borrowers Is Higher for Hispanic American MDlIs
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36The difference between the 2011 median of 55 percent and the 2016 median of 41 percent is not statistically significant. The demographics of the
geographies in which Hispanic MDIs originated these mortgages were comparable in 2011 and 2016.
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Finally, Asian American MDIs also originated a higher
percentage of their mortgages to Asian American
borrowers. Chart 5.8 below shows that the median
Asian American MDI originated 57 percent of its
HMDA-reportable mortgages to Asian American

Chart 5.8

borrowers in 2011, compared with less than 1
percent for non-MDI community banks. In 2016, the
median share of mortgages made to Asian Americans
was 31 percent, while the share was 1 percent for
non-MDI community banks.%’
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In addition to originating home mortgages to minority
borrowers, MDIs also originated home mortgages to
organizations, and shares of originations to orga-
nizations increased substantially between 2011 and
2016.%8 Organizations may be for-profit or non-profit
entities. For example, small business borrowers may
finance their business by taking out a mortgage on
their personal residence.®

Chart 5.9 on page 63 shows that the median share
of HMDA-reportable mortgages made to organizations
was 6 percent for African American MDIs in 2011. In
2016, the median share originated to organizations
by African American MDIs increased to 40 percent.

The median share of HMDA-reportable mortgages
originated to organizations was 25 percent for His-
panic American MDIs in 2011. In 2016, the median
share originated to organizations by Hispanic Ameri-
can MDIs increased to 39 percent.

The median share of HMDA-reportable mortgages
originated to organizations was 17 percent for Asian
American MDlIs in 2011. In 2016, the median share
originated to organizations by Asian American MDIs
increased to 57 percent.

3"The demographics of the geographies in which Asian American MDlIs originated these mortgages were comparable in 2011 and 2016.

38When the borrower is an organization, race/ethnicity information is not required to be collected.

3%The FDIC Small Business Lending Survey found that a majority of banks, particularly small ones, commonly accept one- to four-family residential
properties as collateral for small business loans. See FDIC Small Business Lending Survey, section 5. https://www.fdic.gov/bank/historical/sbls/ (2018).
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Chart 5.9
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MDI SBA 7(a) Lending Activity

This section compares small business lending
activity by MDIs and non-MDlIs in 2016 and 2018

to further analyze the social impact of MDIs on

the communities they serve. This report focuses

on loans guaranteed by the U.S. Small Business
Administration (SBA), and specifically examines SBA’s
largest financing program, the 7(a) loan program.

The SBA provides a guarantee between 50 and

90 percent of the loan taken by a small business
borrower using the 7(a) program. These loans may

be used for a variety of purposes, including financing
working capital, financing the purchase of land or
equipment to be used for the operation of the business,
or refinancing existing business debt. SBA's 7(a) loan
program is designed to facilitate lending to businesses
otherwise unable to secure credit with reasonable terms

Non-MDI
Noncommunity
Banks

from conventional lending sources. Thus, the 7(a) loan
data provide an opportunity to examine how MDlIs offer
credit to underserved communities.

It would be optimal to use demographic information

on both the small business borrowers and the
communities they serve when measuring the social
impact of MDI SBA lending. However, demographic data
for each SBA loan borrower are not readily available.
Therefore, this report uses the demographics of the
census tract containing the address of the borrower
when analyzing the communities served by MDIs. The
demographic data are based on the census tract of
the borrower’s address, or the borrower tract, and not
the specific demographics of each borrower.
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MDIs Lend to Businesses in LMI
Communities More Than Non-MDls

During the years under analysis, MDIs made a greater
share of their loans to small business borrowers
located in LMI census tracts than non-MDI banks.

In 2016 and 2018, the median MDI institution
originated a higher median share of SBA 7(a) loans
to borrowers in LMI tracts compared with both non-
MDI community and noncommunity banks (see Chart
5.10 below). In fact, MDlIs originated a 16 percentage
point higher share of loans in LMI tracts than non-

Chart 5.10
Median Share of SBA 7(a) Loans in LMI Census Tracts
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MDI metro nonfarm community banks in 2016 and

a 10 percentage point higher share in 2018. MDIs
also loaned to borrowers in LMI tracts at a higher rate
than non-MDI noncommunity banks. MDIs had a share
11 percentage points higher in 2016 than non-MDI
noncommunity banks. Non-MDI noncommunity banks
held their share stable in 2018 at 24 percent, while the
share held by MDIs declined to 30 percent.*® Despite
this decline, MDlIs continue to originate a higher share
of SBA 7(a) loans to borrowers in LMI tracts.

W 2016
M 2018

24% 24%

Non-MDI

Banks

*MDIs headauartered in Puerto Rico were disaggregated from the Hispanic American MDI category.

MDI Borrowers Live in Communities with
Higher Shares of Minority Populations

The 7(a) lending activity of MDIs in 2016 and 2018
was concentrated in communities with higher shares
of population within the MDI’'s minority group. The
median share of the African American population in the
borrower tracts of SBA loans made by African American

MDlIs was 7 percent in 2016 and 10 percent in 2018.
These levels are higher median population percentages
than both non-MDI metro nonfarm community banks

(3 percent for both time periods) and non-MDI
noncommunity banks (3 percent in 2016 and 4 percent
in 2018) (see Chart 5.11, page 65).

“The decline in the median share of LMI census tracts among African American MDI and Hispanic American MDI SBA 7(a) loans between 2016 and 2018 is
not statistically significant and may be a function of a small number of loans among those institutions.

64 | 2019 Minority Depository Institutions: Structure, Performance, and Social Impact



Chart 5.11

Median Share of African American Population in Census Tracts of
SBA 7(a) Borrowers

12%

10% W 2016

10% -

8% -

6% -

4% |

2% -

0%
African American Non-MDI Non-MDI
MDlIs Community Banks Noncommunity Banks

Sources: FDIC, U.S. Census Bureau, SBA

The median percentage of the Asian American population that was Asian American was 5 percent,
population in the borrower tracts of Asian American MDI while the share was 2 percent for non-MDI metro
SBA 7(a) loans was also higher compared with non-MDI nonfarm community banks and 3 percent for non-MDI
community banks and non-MDI noncommunity banks. noncommunity banks. The 2018 analysis reflected
During 2016, the percentage of the borrower tracts’ similar results (see Chart 5.12, page 66).
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Chart 5.12

Median Share of Asian American Population in Census Tracts of

SBA 7(a) Borrowers
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Finally, the median percentage of the Hispanic
American population in the borrower tracts of
Hispanic American MDI 7(a) loans was considerably
higher than the share for non-MDls.** In 2016,

the Hispanic American share of the population in
borrower tracts for Hispanic American MDIs was 75
percent, compared with 5 percent for non-MDI metro

Chart 5.13
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nonfarm community banks and 7 percent for non-
MDI nhoncommunity banks. In 2018, the Hispanic
American share of the population in borrower tracts
was 78 percent for Hispanic American MDIs,

6 percent at non-MDI metro nonfarm community
banks, and 8 percent at non-MDI nhoncommunity
banks (see Chart 5.13 below).
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*MDIs headquartered in Puerto Rico were disaggregated from the Hispanic American MDI category.

“IMDIs headquartered in Puerto Rico were disaggregated from the Hispanic American MDI category in the SBA lending analysis.
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MDI Loan Size Varies Widely by
Minority Status

MDiIs originated higher-dollar loans when compared with
non-MDI community banks and non-MDI noncommunity
banks in 2016 and 2018 (Chart 5.14 below). Factors
affecting the difference may include loan program
utilization and loan distribution amounts. Some 7(a)
sub-programs vary with regard to loan terms, including
maximum loan size. Not all SBA 7(a) lenders originate
loans using all of the sub-programs available, which

Chart 5.14
Median SBA 7(a) Loan Size (Dollars in Thousands)

may affect the size of the SBA 7(a) loans they
originate. Standard 7(a) loans are offered up to $5
million, while the SBA 7(a) Community Advantage
caps loans at $250,000 and the SBA 7(a) Express
program limits loans to $350,000. In 2016, non-MDI
noncommunity banks originated 67 percent of their
SBA 7(a) loans under the SBA Express loan program,
compared with 22 percent for MDls. The 2018
analysis reflected similar results.
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*Hispanic American MDls headquartered in Puerto Rico were excluded.

In 2016, the median MDI loan was nearly $450,000,
compared with $225,000 at non-MDI metro nonfarm
community banks and more than $200,000 at non-
MDI noncommunity banks. In 2018, the MDI median
loan size grew to $500,000, double the non-MDI
metro nonfarm community bank median of $246,000
and the non-MDI noncommunity bank median of
$241,000. The relatively high median loan size of all
MDls is primarily driven by the high median loan size
of Asian American MDIs, which originate more SBA

7(a) loans than other MDIs and also use the SBA 7(a)
Express program at a lower rate than the aggregate
share of all MDls. The size of a small business loan
does not necessarily indicate service to the borrower
or a community. The 2017 Federal Reserve Small
Business Credit Survey Report: Employer Firms found
that more than half of respondents that applied for
loans sought financing of $100,000 or less, and
three-quarters sought financing of $250,000 or less.*?

“2Federal Reserve Banks, 2017 Federal Reserve Small Business Credit Survey: Report on Employer Firms,
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DEFINING SMALL BUSINESS
ADMINISTRATION COMMERCIAL LENDING
IN CENSUS TRACTS

This section analyzes the census tracts of the
addresses of Small Business Administration

(SBA) borrowers, hereafter referred to as borrower
tracts. The following process is used to connect
SBA loans by FDIC-insured institutions to tract-
level demographic data:

STEP 1: Determine the individual 7(a)

loans originated by FDIC-insured institutions
headquartered in an MSA. Using loan-specific data
as of December 31, 2018, applicable individual
7(a) loans were linked to FDIC-insured institutions
headquartered in an MSA.* The institutions were
then classified into the following categories:

MDIs, non-MDI community banks, non-MDI
noncommunity banks, African American MDlIs,
Hispanic American MDIs excluding Puerto Rico,
Asian American MDIs, and Puerto Rico MDIs. For
institutions with merger or acquisition activity
within the same category, the loan origination
data migrate to the new institution. However,

for institutions with merger or acquisition

activity outside their category, the loan data and
institution are excluded from the analysis because
data limitations prevent the identification of the
originating lender.2 Community banks qualifying
as farm banks were excluded from the analysis.?

STEP 2: Connect the individual 7(a) loans to
census tracts. The address of the borrower of
every applicable 7(a) loan origination is linked
to the appropriate Federal Financial Institution
Examination Council (FFIEC) census tract data.
For population analysis, a loan/tract-level dataset
was constructed containing the shares of the
tract population that are African American,
Asian American, or Hispanic American. From
this dataset, median values for each bank were
extracted for each type of minority share of

population. With each FDIC-insured SBA 7(a)
lender associated with a median share of loan/
tract population that is African American, Asian
American, or Hispanic American, “medians of
medians” were extracted to capture the median
loan/tract share of population for each minority
group for all banks in each banking category.

A relatively small number of Hispanic American
MDIs participated in the SBA 7(a) program

in 2016 and 2018. Nearly half of those that
participated were MDIs headquartered in Puerto
Rico. As a result, the medians calculated for
Hispanic American MDIs were skewed toward the
demographics of Puerto Rico. For this reason,
Hispanic American MDIs headquartered in
Puerto Rico are included in the analysis and data
visualizations of all MDlIs but are excluded from
Hispanic American MDI SBA analysis.

Table 5.1 on page 69 shows the universe of data
analyzed for this section.*

'MDI headquarters are concentrated in metropolitan areas; only
banks headquartered in metropolitan areas were included in the
scope of the analysis. Limiting the scope to banks headquartered
in MSAs reduced the loan universe by 9.8 percent (from 59,744
loans to 53,909 loans) in 2016 and by 11.3 percent (from 56,468
loans to 50,086 loans) in 2018.

2Any merger or acquisition activity since loan origination will result
in the reporting lender being a different entity than the lender that
originated the loan within the SBA loan data. Data limitations
prevent the identification of the originating lender in these cases.
Removing loans related to merger or acquisition activity outside
their category of classified FDIC-insured institutions further
reduced the loan universe by 16.0 percent (from 53,909 loans to
45,299 loans) in 2016 and by 16.0 percent (from 50,086 loans to
42,113 loans) in 2018.

SLimiting the scope of community banks headquartered in
metropolitan areas to those that do not meet the FDIC definition of
farm banks limited the universe of metro community banks by 0.6
percent (290 loans) in 2016 and by 0.6 percent (273 loans) in 2018.

“Native American or Native Alaskan American MDIs were excluded
from both 2016 and 2018 analysis as only three applicable loans
were originated in 2016 and six in 2018. Two loans originated by
Multi-racial MDIs were excluded from the loan universe as no
Multi-racial MDls existed as of year-end 2018.
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Table 5.1

Small Business Administration Commercial Lending Loan Universe

2016 Loan

Count

2016 Average

Loans Per
Institution

2018 Loan

Count

2018 Average

Loans Per
Institution

Hispanic American MDI* 46 11.5 21 4.2
African American MDI 39 5.6 102 10.2
Puerto Rico MDI 415 103.8 272 68
Asian American MDI 2,264 66.6 2,314 56.4
Non-MDI Community Bank 10,847 14.3 11,545 15.5
Non-MDI Non-Community Bank 31,395 266.1 27,578 237.7

Sources: FDIC, SBA

Notes: The community bank is defined in the FDIC Community Banking Study (2012). For 2016 analysis, 45,006 SBA loans originated by
926 institutions were included within the scope. For 2018 analysis, 41,832 SBA loans originated by 922 institutions were included within

the scope.

*Hispanic banks headquartered in Puerto Rico were excluded.
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Appendix

Additional Information on the Statistical
Significance Tests

This report presents an observational study on FDIC-
insured financial institutions that compares data

on MDIs with data on non-MDI community banks
and non-MDI noncommunity banks. In the study, the
assignment of subjects to groups is honrandom and
outside the control of the observer.

Although our results indicate statistically significant
differences between certain metrics of MDIs and non-
MDI banks, the results do not establish that being an
MDI is a primary reason for these differences. This

is because of the possible existence of confounding
factors. For example, the markets in which MDlIs
operate may differ on average from those of other
banks, even though institutions from both subject
groups that operate within the same market seem
similar. Further research could compare MDIs and
non-MDI banks within the same geographic area or
that engage in similar lines of business.

The report considers a variety of data sources,
including financial reports, residential mortgage
lending data, and SBA-guaranteed small business
lending data, which provide a more holistic picture
of differences and similarities. However, since not all
institutions engage in all activities, findings should
be interpreted as representative of institutions

from a particular subject group that engage in that
activity rather than as representative of the subject
group more broadly. As of December 31, 2018,
MDIs comprised only 149 of 5,406 FDIC-insured
financial institutions. Thus, when we break down
our analysis by MDI type, some analyses contain a
relatively small number of observations and results
could be driven by outliers. For this reason, unless
otherwise specified, we report the median value of
a variable because of its robustness to outliers,
especially when compared with the arithmetic mean.

For more information on the exact construction of our
measures, see the discussion within the sections on
pages 37 and 59.

This report follows a policy of only mentioning
differences between subject groups when those
differences are found to be statistically significant
using a threshold of 10 percent. In other words, the
differences we highlight are unlikely to occur if the
groups were undistinguishable. Within the report,
many of the differences we find have a statistical
p-value substantially smaller than the 10 percent
threshold, but we do not separately report the level
of significance.

Our testing procedure entails running a median
regression that includes institution-level observations
for all subject groups where differences in median
across the groups are captured by dummy variables
indicating an institution’s membership. For a given
comparison between subject groups, the difference
between the resulting coefficients are tested against
the 10 percent threshold where those falling under
the threshold are denoted as statistically significant.
Unless otherwise noted, these regressions did

not include additional controls and made standard
assumptions about the distribution of errors. More
information specific to each section is provided below.

Statistical Tests — Financial Performance

In analyzing financial performance, we use
institution-level data from the December Call and
Thrift Financial Reports each year from 2001
through 2018. From these data, we calculate the
following financial ratios for each bank: pretax
return on average assets, annualized net interest
income, annualized noninterest income, annualized
noninterest expense, annualized provisions, and
efficiency ratio. Each ratio is calculated by dividing
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the appropriate income statement item by an
institution’s five-quarter average assets. Using these
metrics, we then compare various subgroups from the
set of MDI and non-MDI community banks along several
dimensions. The comparisons are always pair-wise

but may contrast performance within a specific year or
across multiple years.

The data consist of annual observations at the
institution level. While adjustments were made for
mergers, we do not adjust our metrics to account
for the fact that not all institutions exist throughout
the period. While observations across institutions
within any given year may be plausibly independent,
observations for the same institution across years
are unlikely to meet this assumption. To account

for the lack of independence across years, we test
differences between subject groups for each year
and we test differences in trends. The tests within

a year follow the general outline for our statistical
testing described above. To test for differences
across multiple years, we include a set of indicator
variables that denote which subject group and which
year the observation belongs to and then perform a
joint statistical test of the year-wise equality for the
interactions specific to the two subject groups. A
subject group is described as having a different trend
only when the results of the joint statistical test meet
our 10 percent threshold.

Statistical Test — Geographic Services
Areas and Home Mortgage Disclosure Act
Mortgage Lending

In these sections, we explore the computed
geographic service areas of banks that operate

all of their branches in metropolitan areas. The
methodology used to compute each bank’s
geographic service area is described elsewhere in
this report. We used demographic variables and LMI
tract indicators from the FFIEC census data for this
analysis. Each bank has a value for each outcome
variable of interest (for example, share of geographic
service area population living in LMI tracts, share of
geographic service area population that is African
American, etc.).

We perform a median regression for each outcome
variable of interest. We treat the years as separate
samples and run a separate test for each year so
no institution has more than one observation per
regression. We assume that observations across
institutions within a year are independent.

To compare MDIs with non-MDIs, we include indicator
variables showing membership in the MDI, non-MDI
community banks, or non-MDI noncommunity banks.
To compare the subgroups of the MDI banks, we use
the analogous median regression with indicators for
each separate MDI group and for the non-MDI groups.
To test the differences, we test the pair-wise equality
of coefficients pertaining to two subject groups. A
subject group is described as having a different value
only when the results of the statistical test meet our
10 percent threshold.

We use a similar method for statistical testing for
Home Mortgage Disclosure Act (HMDA)- reported
mortgages. In this analysis, we also test differences
for outcome variables of interest across years within
the same subject group. We test these differences
using an indicator variable for 2016 and use clustered
standard errors to account for the non-independence
of errors across years for the same institution.

Statistical Test — Small Business
Administration Commercial Lending

In this section, we look at institutions headquartered
in a metropolitan area that made loans through the
Small Business Administration’s 7(a) program.

For our analysis, we look at the loan size, share of
loans to borrowers located in an LMI tract, and the
population share of a particular minority among the
tracts to which an institution made a loan. For each
variable, we take the median value from among

the set of loans made by the institution. We do not
adjust for differences in the number of loans across
institutions. To be included, a bank has to originate a
loan in the indicated year and, while we do adjust for
mergers, we do not account for differences in the set
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of participating institutions between the two years.
Comparisons are made between two control groups
consisting of non-MDI community banks and non-MDI
noncommunity banks, and either MDls as a whole or
between distinct categories of MDI banks and the two
control categories.

In our statistical testing of differences between
subject groups, our procedure largely resembles
that described above where we perform a median
regression on the institution-level data.

We treat the years as separate samples and run
a separate test for each year so no institution has
more than one observation per regression. We

assume that observations across institutions within
a year are independent. To compare MDIs with
non-MDIs, we include indicator variables denoting
membership in the MDI, non-MDI community banks,
or non-MDI noncommunity banks. To compare the
subgroups of the MDI banks, we use the analogous
median regression with indicators for each separate
group of MDI classification and for the non-MDI
groups. To test the differences, we test the pair-wise
equality of coefficients pertaining to two subject
groups. A subject group is described as having a
different value only when the results of the statistical
test meet our 10 percent threshold.
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