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ABSTRACT

This paper examines whether non-bank mortgage companies’ compliance with state-level
Community Reinvestment Act (CRA) is a result of performance management or real investment.
Leveraging the 2007 CRA rule change in Massachusetts (MA), we find that affected mortgage
companies increase purchases, but not originations, of low-to-moderate-income (LMI) loans that
qualify for CRA credit. In addition, inconsistent with the argument that loan purchase allows
mortgage companies to gain understanding of unfamiliar areas and increase liquidity for the
segments of loans with high information asymmetry, this increased loan purchase is concentrated
in loans issued in the mortgage company’s familiar LMI neighborhoods and made to safer
borrowers. We also document immediately reversed LMI loan purchase after mortgage
companies receive satisfactory CRA ratings when they are unlikely to be examined again.
Importantly, we detect no increase in mortgage originations in LMI tracts either by affected
lenders or in aggregate, but find a reduction in mortgage rates in MA LMI areas for safer
borrowers. These findings suggest that mortgage companies manage CRA performance by
trading safe LMI loans. While such performance management does not increase mortgage supply
to LMI areas, increased secondary-market demand for safe loans in LMI areas benefits these
borrowers through lower interest rates.



