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Executive Summary

As the United States slips deeper into its mostegconomic downturn since the Great
Depression, a crippling blow to families and thegderm health of the nation’s economy will
occur through massive foreclosures and the spilldestruction of household wealth. Recent
foreclosure projections estimate a total of 2.4iamlhomes lost in 2009 and 9 million lost
during 2009-2012. Goldman Sachs estimates adbte8 million foreclosures on all types of
loans through 2014. These projections are baséldeomountain of mortgage debt awaiting
resets over the next few years, including 2 milllmore homeowners with sub-prime mortgages
scheduled to be reset in early 2009.

Left unaddressed, the housing foreclosures caugetbbigage resets, rising
unemployment and crashing property values mayériggtastrophic failure in the housing
industry, affecting as many as 4 million more markaée mortgages. It could also cause
additional financial sector crises, while incregsimemployment and business failures in the
closely related home building, mortgage and appbasectors. A multi-trillion dollar spill-over
impact is also likely as foreclosures in 2009 wélise 69.5 million neighboring homes to
experience a devaluation of $501.9 billion in total

Over the next four years, foreclosures could affdch million nearby homes, reducing
property values by $1.86 trillion in total, or $200 per household. As estimates of foreclosures
from late 2008 to the end of 2009 have increasem ft.1 million to 2.2 million, so have the
estimated total loss of housing wealth for homeawneacreasing from $2.2 trillion to $2.7
trillion.

! Dr. Raul Hinojosa Ojeda is the Founding Directbthe UCLA North American Integration and Developthe
Center and Associate Professor at the UCLA Césav&hDepartment of Chicana and Chicano StudieberAl
Jacquez is Principal at Strategic Solutions in WWagbn D.C. Dr. Paule Cruz Takash is the Reserchdiir at the
UCLA NAID Center. The authors would like to thabhdsue Lopez and Sergio Orzynski of the UCLA NAIDte
for valuable research assistance.



The historic significance of this momentous ecorwanisis is not only the overall size of
this housing market impact, but also the centria ptayed by long-standing inequitable
practices and policies that have seriously limg&ednomic opportunities and wealth building for
non-white groups in this country. The subprimgéeting of Blacks and Latinos within the
housing market is one more recent example of puattices and policies. What Americans of
all backgrounds must come to appreciate is thatuhent unequal impact of the crisis on Black
and Latino homeowners severely threatens the futecevery of the entire national housing
market, and thus, the economic health of the cguntr

The Black and Latino experience is crucial for ustending both the origins and
resolution of the current crisis in a way that beshes a prosperous middle-class based
economic recovery. In essence this crisis raisesuidamental question concerning the future
viability of the United States as a middle classremny in the 2% Century; one with the ability
of creating, expanding and transmitting wealthardy between generations but in the context of
a dramatic changing demographic transformation.

The secret of America’s entury success was the ability to turn the Gbemtression
into a recovery opportunity by establishing mechars to enable working families to begin
owning homes and thereby build assets over tintees& mechanisms created a generation of
first time homeowners with the ability to create thealth needed for their families to become
economically secure, to prosper and to pass onsasssucceeding generations that could
further build on this wealth.

The most ominous threat to the future recovery fthencurrent crisis is that the
concentrated impact of sub-prime foreclosures @tl& and Latinos is occurring just as these
“minority” populations are emerging as the new migyoof next generation homebuyers poised
to replace an aging primarily white homeowner papah in the coming decades.

At this critical juncture, lack of decisive acti®not an option. We must also avoid the
false dichotomy that maintains we should give ug@pporting homeownership in favor of
alternative urban design. Abandoning this nati@@smitment to affordable homeownership is
also not an option either socially or politicaland it will only hasten a deflationary spiral while
destroying the best option we have for financirgyribxt feasible wave of sustainable regional
development in this century.

Like the post-depression federally supported hguaimd mortgage programs that
ushered generations of white home owners into tlléleclass, the United States again needs
new mechanisms for financing mortgages for the imgusf the future (including higher
density, energy efficient alternative housing depetent). Of immediate importance for this
agenda is the halting of housing wealth destructiodh its disproportionate impact among Blacks
and Latinos.

Second, we must deliver low cost, long term finahproducts (not high cost and
unsustainable prime loans) to the next generatigotntial homeowners. Creating the same
economic opportunities for the next generationahkowners is not only critical to maintaining



the economic prosperity of our aging populatiort,ibessential for America’s 2Century
sustainable economy and middle class democracy.

Action Plan to Save Families and Homes, Return thEconomy to Health

Given the dimension of the policy challenges aheathediate action is urgently needed
both inside and outside Washington, DC by a vaétyroad-based coalitions. As the mortgage
foreclosure crisis has grown, a number of Latind African American advocacy organizations
have urged federal policy makers to address thelgma At the 2007 National Latino
Congreso, delegates from 300 endorsing organizatad individuals from 15 states passed a
resolution urging the Congress and the Federalrgavent act on the problem. In October
2008, the National Black Latino Summit, which wead by the Conveners of the National
Latino Congreso, Policy Link and over 30 other oradil Latino and African American advocacy
organizations, issued a “Call to Action” on the biog crisis. Numerous other Latino and
African American organizations and leaders havatifled the housing crisis as one of the most
important issues facing the nation today. Thesepgsals echo and augment the ideas of Sheila
Bair of the FDIC with contributions from “Fix Housy First”, Former Texas Comptroller John
Sharp, Barron’s Magazine, the National Latino Cesgr the National Black Latino Summit,
and many others.

1. Mortgage Foreclosure Relief: Allow bankruptcy judges to modify mortgage terms
to help homeowners avoid foreclosure and stabilizzome values.

2. Affordable Down Payments for New Homebuyers thougtiomebuyers’ Tax Credit:
Enact a permanent $130 billion Home Buyer Tax Graitnilar to the earned income
tax credit, that can be monetized and used for doayments of new home purchases
($10,000 to 22,000 per taxpayer as a percentatfegfrice of the home). This
would stimulate home purchases and help the newrgéon of Latinos and Blacks
attain the American dream of homeownership.

3. Sustainable Mortgages for Next Generation Homeowner Authorize $100 billion to
Fannie Mae and Freddie Mac to allow refinancingtaisk private sector mortgages
at a 4.5 percent interest rate in 2009. This wbelg create a generation of minority
homeowners to share in the wealth building oppatiesithat have historically
characterized homeownership.



Introduction

As the United States slips deeper into its moseisegconomic downturn since the Great
Depression, a crippling blow to families and thegderm health of the nation’s economy will
occur through massive foreclosures and the spilldestruction of household wealth. Recent
foreclosure projections estimate a total of 2.4iarnlhomes lost in 2009 and 9 million lost
during 2009-2013. Goldman Sachs estimates a total of 13 millioedtsures on all types of
loans through 201%. These projections are based on the mountain ofjage debt awaiting
resets over the next few years (Figure 1), inclgdmillion more homeowners with sub-prime
mortgages scheduled to be reset in early 2009.

Figure 1: Adjustable-Rate Mortgage Resets, 2008-221
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Left unaddressed, the housing foreclosures caugetbbigage resets, rising
unemployment and crashing property values mayaériggtastrophic failure in the housing
industry, affecting as many as 4 million more markaée mortgages. It could also cause
additional financial sector crises, while incregsimemployment and business failures in the
closely related home building, mortgage and appbasectors. A multi-trillion dollar spill-over
impact is also likely as foreclosures in 2009 wélise 69.5 million neighboring homes to
experience a devaluation of $501.9 billion in tot@ver the next four years, foreclosures could
affect 91.5 million nearby homes, reducing propeglues by $1.86 trillion in total, or $20,300
per household. As estimates of foreclosures fiaa 2008 to the end of 2009 have increased
from 1.1 million to 2.2 million, so have the estitea total loss of housing wealth for
homeowners, increasing from $2.2 trillion to $2ilfion.>

2 Center for Responsible Lending. http://www.resgiblelending.org/mortgage-lending/research-analysising-
spillover-3-09.pdf.

3 Jan Hatzius & Michael A. Marschoudpme Prices and Credit Losses: Projections and Policy Options, Goldman
Sachs Global ECS Research (January 13, 2009)

* This means homeowners living near foreclosed ptigsewill see their property values decrease aB@200 on
averagehttp://www.responsiblelending.org/mortgage-lendiagéarch-analysis/soaring-spillover-3-09.pdf

® United for a Fair Economy&ate of the Dream 2008: Foreclosed in January, 2008 p. 48.



The historic significance of this momentous ecorwanisis is not only the overall size of
this housing market impact, but also the centri@ ptayed by long-standing inequitable
practices and policies that have seriously limgednomic opportunities and wealth building for
non-white groups in this country. The subprim@éting of Blacks and Latinos within the
housing market is one more recent example of stattipes and policies. What Americans of
all backgrounds must come to appreciate is thattineent unequal impact of the crisis on Black
and Latino homeowners severely threatens the futecevery of the entire national housing
market, and thus, the economic health of the cgurffrom 1995 through the middle of this
decade, homeownership rates rose more rapidly amlbngn-white minorities than among
whites, averting a predicted demographic driverlidedn housing demand. Since the start of
the housing bust in 2005, however, homeownershgs taave fallen more steeply for two of the
nation’s largest racialized minority groups—Blaeksl native-born Latinos—than for the rest of
the population (Figure 2). The targeted introduttnd subsequent collapse of high cost yet
inferior quality subprime loans severely eroded tmportant progress among Blacks and
Latinos and is now driving a return to housing im&gy. High-cost subprime loans were issued
2.7 times more often to African American borrowansl 2.3 times more often to Latino
borrowers than to White borrowets;ausing Latino and Black communities to suffer an
"extreme geographic concentrations of forecloslifeBotal loss of housing wealth for people of
color who took out subprime loans during the pagtteyears is now estimated to be between
$164 billion and $213 billiofi,representing the greatest loss of wealth for liaeid minorities in
modern U.S. history. From subprime loans, Afrigamerican borrowers will lose between $71
billion and $92 billion. Latino borrowers will lesbetween $75 billion and $98 billion for the
same period.

® According to the 2007 Home Mortgage Disclosure @ti¥IDA) data reported by the U.S. Federal Reseabeut
47 percent of Hispanics and 48 percent of Blacks pdrchased mortgages in 2006 got higher-cost Jaampared
with about 17 percent of whites and Asians. hitpulv.federalreserve.gov/pubs/bulletin/2008/pdf/h@idknal.pdf
" Jason Reece, Kirwan Institute for the Study ofeRand Ethnicity.
(http://lwww.areaa.org/cms/2007%20Annual%20MinoriBBkending%20Report.pdf) foreclosure statistics by
race, ethnicity or nativity are currently not aabile. However, the relationship between demograpicy
foreclosure activity at the county level is disann various reports through the marriage of déffe sources of
data. See also Kochhar, Rakesh, Ana Gonzalez+Baarel Daniel Dockterman. “Through Boom and Bust:
Minorities, Immigrants and Homeownership,” Pew Hisjt Center, Washington, D.C. (May 12, 2009).

8 Foreclosed: State of the Dream 2008. Boston: United for a Fair Economy



Figure 2: US Home Ownership Race by Race/Ethnicify1995-2008
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The Black and Latino experience is crucial for ustinding both the origins and
resolution of the current crisis in a way that BBshes a prosperous middle-class based
economic recovery. In essence this crisis raisesuihdamental question concerning the future
viability of the United States as a middle classreany in the 2% Century; one with the ability
of creating, expanding and transmitting wealthardy between generations but in the context of
a dramatic changing demographic transformatione Sécret of America’s 30century success
was the ability to turn the Great Depression inte@very opportunity by establishing
mechanisms to enable working families to begin omgriiomes and thereby build assets over
time. These mechanisms created a generationsbtifimie homeowners with the ability to create
the wealth needed for their families to become enunally secure, to prosper and to pass on
assets to succeeding generations that could fusthiet on this wealth. The most ominous threat
to the future recovery from the current crisishiattthe concentrated impact of sub-prime
foreclosures on Blacks and Latinos is occurringl figsthese “minority” populations are
emerging as the new majority of next generation élmmyers poised to replace an aging
primarily white homeowner population in the comohgrades.

In the 2£' Century context of the rapid ethno-racial transfation of the U.S.
population, it is imperative to turn this deep isrisito an opportunity to reconstruct mechanisms
for financing these new generations of homeowrereby ensuring the needed transfer of
housing wealth between generations. This facititatilso makes sense given the long term



trends of increasing housing affordability. Thesipwe irony now is that affordability conditions
are ripe for Blacks and Latinos to become the gexeration of home buyers. This helps not
only aging homeowners in the short run, but monedrtantly establishes the basis for future
wealth creation and transmission as well as that@aance of a middle class based economy for
generations to come.

At this critical juncture, lack of decisive acti®not an option. We must also avoid the
false dichotomy that maintains we should give ug@pporting homeownership in favor of
alternative urban desigh Abandoning this nation’s commitment to affordabteameownership
is also not an option either socially or politigaland it will only hasten a deflationary spiral
while destroying the best option we have for finagdhe next feasible wave of sustainable
regional development in this century. Like thetpabepression federally supported housing and
mortgage programs that ushered generations of \whitee owners into the middle class, the
United States again needs new mechanisms for fimgmeortgages for the housing of the future
that must include new green, higher density eneffigient alternative housing development.
Of immediate importance for this agenda is theifgof housing wealth destruction and its
disproportionate impact among Blacks and Latineso8d, we must deliver low cost, long term
financial products (not high cost and unsustaingbl@e loans) to the next generation of
potential homeowners. Creating the same econopportunities for the next generation of
homeowners is not only critical to maintaining #e®nomic prosperity of our aging population,
but is essential for America’s 2 Century sustainable economy and middle class deropc

® Richard Florida, How th€rash Will Reshape America- The Atlantic (March 2009)



|. Historical perspective on Black and Latino Homeowniship

The 2" Century displays an uneven history of housingdsefrom the Great
Depression to extraordinary expansion, followedlgturn of deep crisis. It contains both very
successful policy interventions that built soliddaiie class growth for some, while producing
exclusion and inequality for others, particularlyaéks and Latinos. The contours of the current
crisis, in terms of who was targeted with subprloss and who is currently suffering
foreclosures, is clearly rooted in a long historyaalicalized discrimination and inequality in the
U.S. housing market. This history of discriminat@nd inequality was facilitated and
maintained by a pattern of selective governmenttiustry subsidies largely benefiting
European Americans, while marginalizing non-whiteups. The resulting inequality helped
create both the conditions for sub-prime finanalalise as well as the current foreclosure crisis,
a vicious cycle that remains highly concentratedduyal, ethnic and economic status. This
gaping ethno-racial disparity, however, providesaor opportunity for repairing the ability of
rapidly emerging Black and Latino “minority-majoei$” to access housing, producing win-win
dynamics for all homeowners and the national ecgnoduist as in the Great Depression, there is
now a need and opportunity to resolve the currgsischrough the renewal of policy
interventions which helped a generation of low meowhite working families move into
homeownership and build a robust middle class.s&es learned from this historic policy
framework may contribute toward resolving the cotighallenges posed by the interdependence
of a declining and aging white population and enmgy@lack and Latino generations.

Few Americans owned a home before the Great Dapresblew federal government
policies implemented in the 1930’s and 1940’s, mes longer-term mortgages that lowered
payments and enabled more people to buy a home FEderal Housing Administration (FHA)
was created as part of the National Housing AdS#4. During the Depression when the rates
of foreclosures and defaults rose sharply, thermaragvas intended to provide lenders with
sufficient insurance, targeting the low to modetatome population for becoming
homeowners who didn’t have adequate financial nessuand great credit score for securing
loans’® Fannie Mae was created in 1938 to purchase thosgages and lubricate the syst€m.
The tax deduction on mortgage-interest paymentsiwihad existed since 1913 when the federal
income-tax system was created, favored home pugst@aser other types of spending. Between

OEHA mortgagesdown payments could go as low as 1 percent whewestdional loans mostly needed 26 to 36
percent. Typically, the payments wouldn’t exceederthan 29 percent of monthly income and the wédlts could
not over 41 percent of the gross incofEA mortgagesare mostly on fixed rate mortgages with terms foya
thirty years. With th&HA mortgages,mortgage insurance premium need to be paid to thi® eivery monthly. In
thirty years period, about 1.5 percent of the laauld be paid upfront for insurance and about @&@nt of
remaining balance would be paid each month.

http://www.fhamortgagecenter.com/fha_lending_guida/foan_history.html

1n 1968, the government converted Fannie Maeandvate shareholder-owned corporation in ordeemove
its activity from the annual balance sheet of #defal budget. Consequently, Fannie Mae ceasesl tteeb
guarantor of government-issued mortgages, andéspbnsibility was transferred to the new Governrmational
Mortgage Association (Ginnie Mae). In 1970, the ggonnent created the Federal Home Loan Mortgage
Corporation (FHLMC), commonly known as Freddie Maccompete with Fannie Mae and, thus, facilitatecae
robust and efficient secondary mortgage market.
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1940 and 1960, the homeownership rate rose fropedekent to 62 percent. Demand for housing
was symbiotic with demand for cars. Both were eed by federal highway construction
among other federal and state supported infrastreigtrojects that subsidized a new suburban
lifestyle that in turn, fueled demand for all manoéhousehold goods.

These unprecedented and highly successful set \@rgment interventions were also
highly targeted to particular populations at thensatime others were excluded from these
benefits. While the Federal Housing Act of 1934éught home ownership within reach of
millions of citizens by placing the credit of thederal government behind private lending to
home buyers, overtly racist categories in the Fadelousing Agency’s “confidential” city
survey's and appraisers’ manual channeled almdéstfahe loan money toward Whites and
away from communities of coldf. The FHA and the Veterans Administration financedren
than $120 billion worth of new housing between 1984 1962, but less than 2 percent of this
real estate was available to nonwhite families-tobi located in segregated aréas.

At the same time that FHA loans and federal highlwayding projects subsidized the
growth of segregated and primarily White suburlsban renewal programs in cities throughout
the country devastated minority neighborhoods. mthe 1950’s and 1960’s, federally assisted
urban renewal projects destroyed 20 percent of¢inéral-city housing units occupied by Blacks,
as opposed to only 10 percent of those occupietVhites!* More than 60 percent of those
displaced by urban renewal were African AmericaPgerto Ricans, Mexican Americans, or
members of other radicalized minority grodps.

As a U.S. civil rights commission investigationelatevealed, FHA officials collaborated
with “blockbusters” in financing the flight of lowincome Whites out of inner city
neighborhoods, and aided these unscrupulous reattod speculators’ sale of substandard
housing to minorities desperate to own their owmés. The resulting sales and mortgage
foreclosures brought great profits to lenders nodghem White, whose actions between 1968
and 1972 led to price fixing and a subsequenttiofteof housing costs in the inner city by more
than 200 percent. Bankers then foreclosed on thrtgages of thousands of these uninspected
and substandard homes, ruining many inner-cityhimmdhoods. In response, the Department of
Housing and Urban Development essentially “reddinianer cities, making them ineligible for
future loans, a decision that destroyed the vafiener-city housing for generations to coffie.

When housing prices increased dramatically durimg 1970’s, European Americans
home owners who had been able to take advantadisafminatory FHA financing policies in
the past realized increased equity in their horfiéese excluded from the housing market by

12 Kenneth Jackson. Crabgrass Frontier. The Subizdtion of the United States. NY: Oxford U Prek835.;
Douglas Massey and Nancy A. Denton, American Addath Segregation and the Making of the Underclass.
Cambridge: Harvard U Press, 1993.

13 3l Quadagno. The Color of Welfare: How Racisndemmined the War on Poverty. NY:Oxford U Pres€419
92,91.

14 30hn R. Logan and Harvey Molotch, Urban Fortundé® Folitical Economy of Place. Berkeley and Los
Angeles: UC Press, 1987, 114.

5Arlene Zarembka. The Urban Housing Crisis: Soemdnomic and Legal Issues and Proposals. Westpon.C
Greenwood, 1990, 104.

18Jill Quadagno. The Color of Welfare, 105, 113; Mgsand Denton, American Apartheid, 204-5.
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earlier policies faced even higher costs of entitp ithe market in addition to the traditional
obstacles presented by the discriminatory practidesellers, realtors and lenders. The contrast
between European Americans and African Americans;sgructive in this regard. Because
Whites have access to broader housing choicesBlaoks, Whites payl5 percent lesshan
Blacks for similar housing in the same neighborhad'thite neighborhoods typically experience
housing cost&5 percent lowerthan would be the case if the residents were Black

Nationwide, financial institutions receive more mgnin deposits from Black
neighborhoods then they invest in them in the fafrhome mortgage loans, making home
lending a vehicle for the transfer of capital avitmyn black savers and toward White investdrs.
In many locations, high-income Blacks were deniedns more often than low- income
Whites!® Most White families have acquired their net wdrthm the appreciation of property
that they secured under conditions of special lggé in a discriminatory housing market. In
their prize-winning bookBlack Wealth/White Wealth, Melvin Oliver and Thomas Shapiro
demonstrate how the history of housing discrimoratnakes White parents more able to borrow
funds for their children’s college education orlemn money to their children to enter the
housing market®

New Trends in Homeownership Rates and Ggaphic Migrations

It is important to note that the wide gaps in hawaership that were established in the
decades after the Great Depression would remaiastlmtact until the early 1990’s. Figure 3
shows that as late as the 1970s, Blacks and Lgé&nerational cohorts from the World War Il
era lagged significantly behind Whites. Subseqiamtk and Latino cohorts thus entered the
housing market at a significant disadvantage, gesbiowing similar trajectories of intra-cohort
advancement over time. It was only after decafles@gacy of unequal access to housing,
which actually worsened in the 1980s, that a mqu@litative/quantitative leap forward began to
occur (Figure 4). From 1995 through 2005, homeosmprrates rose more rapidly among all
minorities than among Whites, making significantl amexpected progress in closing the
historic ethno-racial housing gap. By 2004, thenkownership rate was 49.1 percent for
African Americans and 48.1 percent for Latinos, paned with 76 percent for Whites.
According to the U.S. Census Bureau as the Latopujation has grown over the past decade,
Latino homeownership has grown at an even fastey irecreasing by 47 percent, to 6.1 million
from 4.1 million. Over that same period, homeowsh@r nationally grew by 8 percent.

" Massey and Denton, American Apartheid, 61

18Logan and Harvey Molotch, Urban Fortunes, 129.

19 Jim Campen. “Lending Insights: Hard Proof thahBaDiscriminate,'Dollars and Sense, January-February
1991, 17.

2 Melvin L. Oliver, Thomas M. Shapiro. Black wealtlnite wealth: a new perspective on racial ineqyalit
Routledge, 1995
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Figure 3: US Home Ownership Race by Race/Ethnicify1970-2000
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Figure 4: US Home Ownership Rate by Race/Ethnicityl983-2007
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Despite predictions of a housing collapse duedwislg baby boomer housing demand,
the housing market in the U.S. actually experieracedamatic revival due to a new generation
of buyers, including rapid improvements in home emship rates among Blacks, Latinos and
immigrants. Mankiw and Weil (1989) predicted ap&fcent decline in house prices during the
1990s, based largely on their modeling of declirdeghand as baby boomers aged. Instead, we
have seen baby boomer demand for housing grow rcesmlouble. Housing economist Karl
Case recently called the Mankiw-Weil prophecy “on¢he worst forecasts in the history of
mankind.?

A variety of factors have been identified to hekplain this renewal of housing demand
in the 1990s, including the decades long progmesdiminating discriminatory housing
covenants and the closing of education and indosgpualities between whites and non-white
minorities following the 1960s civil rights moventeriResearch examining this trend and the
factors contributing to it found that: (1) homeowstep rose for all racial, ethnic, and income
groups; (2) the differences in homeownership betwemority and nonminority families and
between middle-income and lower-income familiedided significantly; and (3) changes in
family-related characteristics explain homeowngrstends among only the top two income
quintiles. Among the lower two income quintilesyiity-related characteristics explain almost
none of the increase in homeownership. This pateggests that the favorable economic
climate of the decade, changes in mortgage andriguosarkets, and changes in the regulations

% Dowell Myers SungHo Ryu, “Aging Baby Boomers ahd Generational Housing Bubble: Foresight and
Mitigation of an Epic Transition” Journal of themerican Planning Association, Volume 74, Issue tdbeber
2008 , pages 17 - 33
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governing those markets (including the CommunitinRestment Act), account for the increase
in homeownership among lower-income famifiés.

Figure 5: Homeownership Rates of Immigrants, 1970400
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The dramatic rise in immigration also has been shtmahave played a significant role in
housing demand during this period, particularlyaogional level. With reference to the
decades between 1970 and 2000, a variety of sthdiesdocumented the explosive growth of
immigrant housing demand, particularly growth tremdoccupied housing in the United States
and in the five individual states with the largesmigrant population (Figure 5). California,
New York, Florida, Texas and lllinois foreign-bdmouseholds constitute increasingly large
shares of total households in the U.S. (11 pelice2®00), especially in renter-occupied housing
(17 percent in 2000). In particular, immigrants stamte much of the growth in demand and are
emerging as an important force in the U.S. housiagket® In the 1990s, they accounted for 32
percent of all household growth and 67 percentlaggatal growth nationwide. In California and
New York, immigrants accounted for 100 percentlbfeatal growth and over half of all growth
in owner-occupied housing. There are also surgigisteep upward trajectories into
homeownership as immigrants settled longer in ti& This upward mobility occurs equally in
all the gateway states for immigrant settlemenictviare increasingly expanding beyond the
traditional immigrant gateways (Figure 6).

2 Bostic, Raphael W. and Brian J. Surette, “Havelibers Opened Wider? Trends in Homeownership Rates
Race and Income” The Journal of Real Estate FinandeEconomics Volume 23- 3, p. 411 — 434 (November
2001).

23 Myers, D. and C. Yang Liu, "The Emerging Dominanéémmigrants in the US Housing Market 1970-2000";
Urban Policy and Research, 23(3): 347-65; 2005.
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Figure 6: Dispersal of Immigrant Gateways, 1980-201
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Immigration has recently been defined as one ofrthst significant factors impacting housing
over the coming years. In a new study by the Mag&ggBankers Associatiotihe most
significant factors impacting housing over the cognwyearsare (1)where aging baby boomers
decide to grow old, (2) where they are, and (3)r@hly®ung immigrants decide to settle. The
two components driving the changes that will transfthe U.S. population and the housing
market24over the next several decades are the afimgomers and immigration of Latinos and
Asians:
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[l The Central Role of Latinos and Blacks: Sub Prme Targeting and Foreclosures

As aforementioned, the historic significance of thherent economic crisis is not only the
overall size of this housing market impact, bubdtse central yet still poorly understood role
played by the structured exclusions, inequalitresd subprime targeting of Blacks and Latinos
within the housing markeErom 1995 through the middle of this decade, hommewship rates rose
more rapidly among all minorities than among Whiteaovations in finance like adjustable-rate
mortgages and securitized subprime loans expana®édwnership further and kept demand
high. But since the start of the housing bustdfAZ, rates have fallen more steeply for two of
the nation’s largest minority groups—Blacks andweaborn Latinos—than for the rest of the
population (Figure 2). While the historic progresssing the gap in housing inequality was
extremely important for continued housing markendwer and long term wealth transfers
between sellers and buyers of housing, the introolu@and growth of subprime loans and their
subsequent collapse has severely eroded this gogre

It now appears that the introduction of high casttipferior quality subprime loans was
closely targeting minority homeowners. According to the 2007 HMDA data reported by the

2 william H. Frey, "America's Regional Demographicghe '00s Decade: The Role of Seniors, Boomeds\aw
Minorities," Brookings Institution, 2008.

2 Throughout this paper, we adopt the conventiorhajlf cost” as a measure of subprime lending. ké&stloans
are classified as high cost if they have an inteade more than 3 percentage points higher tharfettheral treasury
rate of like maturity. For junior lien loans (inded in our refinance loan observations), the tholesis 5 percentage
points. This commonly used definition of subpriraading is more dependable than other measuresasuch
identifying loans made by subprime lenders (usirgiUD Subprime Lender list), for two main reasdrisst, the
high cost classification identifies subprime lo#iased on loan characteristics instead of lendeactexistics.
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U.S. Federal Reserve, about 47 percent of Latinds48 percent of Blacks who purchased
mortgages in 2006 received higher-cost loans, comapaith about 17 percent of Whites and
Asians. High-cost subprime loans to minority commitias were issued 2.7 times more often to
African American borrowers and 2.3 times more oftehatino borrowers than to White
borrowers.In fact, more than 55 percent of the loans mad®9db6 to African American
homebuyers and more than 46 percent of loans noaldatinos were high-cost subprime loans.
In 2005 alone, mortgages to Latinos increased hye28ent, with expensive nonprime
mortgagzgs soaring 169 percent, according to therak8inancial Institutions Examination
Council:

A broad variety of researchers of the mortgage etarave similarly found persistent
racial disparities in the incidence of subprime high cost lending’ Across the United States,
larger shares of Black and Latino borrowers thant&orrowers originated high cost loans in
20062% That year, 53.3 percent of first lien home purcHeaes issued to Black borrowers were
high cost, and 46.2 percent of first lien home pase loans issued to Latino borrowers were
high cost, compared to only 17.7 percent of loasged to White borrowessThe rates of high
cost refinance loans follow a similar pattern: olelf of refinance loans issued to Black

Second, the latest Subprime Lender list was retems2005, making it a less accurate strategydentifying
subprime lenders in 2006 and 2007. Further disonssi the benefits and drawbacks to these measarebe
found in Kristopher Gerardi, Andreas Lehnert, Sh8herlund, and Paul WilleMaking Sense of the Subprime
Crisis, BROOKINGSPAPERS ONECONOMIC ACTIVITY, (2008); Avery, Bevoort & Canner, supra note 1d &urman
Center for Real Estate and Urban Policy,

Declining Credit and Growing Disparities. Key Findings from HMDA 2007 (2008).

28 The Council is a formal interagency body empoweoeprescribe uniform principles, standards, anareforms
for the federal examination of financial institutby the Board of Governors of the Federal ResBygtem
(FRB), the Federal Deposit Insurance Corporatidi (@, the National Credit Union Administration (N@Y), the
Office of the Comptroller of the Currency (OCC)dahe Office of Thrift Supervision (OTS), and tokea
recommendations to promote uniformity in the sujs@m of financial institutions. In 2006, the Staiaison
Committee (SLC) was added to the Council as a gatiember. The SLC includes representatives from the
Conference of State Bank Supervisors (CSBS), therfuan Council of State Savings Supervisors (ACS&%)
the National Association of State Credit Union Suars (NASCUS). http://www.ffiec.gov/

21 See, e.g., U.S. Department of Housing and UrbareldgmentUnequal Burden: Income and Racial

Disparitiesin Subprime Lending in America, http://www.huduser.org/Publications/pdf/unequall.pdf;

and Robert B. Avery, Kenneth P. Bevoort, and GlBnanner;The 2007 HMDA Data, forthcoming

(FEDERAL RESERVEBULLETIN, 2008).

%8 Our calculations use mortgage loan data reportddriglers under the Home Mortgage Disclosure Act

(HMDA) and made available by the Federal Finaniziatitutions Examination Council. Although 2007

HMDA data is now available, because of the turrmothe real estate markets and mortgage lending

industry beginning in 2007, several institutionattbriginated loans that year did not survive lengugh

to report their lending activity. Accordingly, four national analysis, we use HMDA data for loassiéed

in 2006, which we believe represents the most tem@mmplete set of single-year mortgage lending.data

29 . . i L
In this article, we analyze home purchase loangeafiignce loans separately because their originati

patterns are often tied to different macroeconasnittexts and borrower motivations. For home purehas

loans, we look only at first lien loans to avoi@ inherent double counting of borrowers that resiuim

including junior lien home purchase loans (which definition are issued to borrowers simultaneously

receiving a first lien home purchase loan).
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borrowers in 2006 were high cost, compared to avéird of refinance loans issued to Latino
borrowers, and only a quarter of those issued tdé&\orrowers?

The 2007 Annual Report on Minority Lending compibett released by Compliance
Technologies and Genworth Financial is also basedame Mortgage Disclosure Act (HMDA)
data for 2004-2006. The report analyzes the changew minority home buying in the U.S. and
territories for 2006 over 2005 and compares ihtwsé for Whites. The report also analyzed the
rate of subprime lending within the minority and Wéhpopulations. New home buying refers to
new mortgage originations which includes first ieand refinanced loarf.Among the key
findings of the report include the following:

* New home loans among minorities on the whole anié&Wmericans were down 11.83
percent in 2006 over the previous year. That Eank contrast to the 6.5 percent increase in
2005 over 2004.

» All minority groups and Whites experienced a deximhome purchases last year compared
to 2005 except African-Americans, which saw a modesease of 0.6 percent.

* Among minorities, the greatest decrease in homaélguyas among Asian-American
homebuyers with a drop of 21.5 percent in 2006.

* While Latino home buying declined by 5.2 perceim¢ mnumber of Latino mortgage
originations still outpaced all other minority gpsuwith a total of 692,014.

» California, the state with the highest volume oéall mortgage originations, experienced
the sharpest decline in overall home buying (-2@&Zent).

» Utah, Texas, New Mexico, Oklahoma and Louisianatbheplist of states that experienced
minority home buying growth from 2005 to 2006.

* Nearly four out of every 10, or 39.1 percent, olvmaortgages made to minorities in 2006
were subprime — more than double the rate for wsoteowers (18 percent).

» African-Americans had the highest share of subprmoeetgages — 48 percent of all
mortgages made to African-Americans were subprime

The proliferation of subprime lending over the ldstade has led a handful of
researchers to look at the relationship betweeprsule lending and segregation. A 2005 report
by the National Community Reinvestment CoalitiorC@RIC)* looked across 177 metropolitan
statistical areas (MSA¥) and found, among other things, that in 2003, Blamitowers in

0 The disparities in high cost lending between whited blacks and whites and Hispanics highlighted at
the national level persist across the nine Cereggisms, although the magnitudes of the disparititer.

3L http://www.areaa.org/cms/2007%20Annual%20MinorigBhending%20Report.pdf

32 The NCRC Report posits: “When subprime lending a@swut prime lending in traditionally underserved
communities, price discrimination and other predastmd deceptive practices become more likely sisleats face
fewer product choices.” NCREair Lending Disparities by Race, Income and

Gender in All Metropolitan Areasin America (2005).

33 The US Office of Management and Budget defines tapelitan statistical area as a “Core Based
Statistical Area associated with at least one udeanarea that has a population of at least 50,008.
Metropolitan Statistical Area comprises the centmainty or counties containing the core, plus aghiac
outlying counties having a high degree of socia aoonomic integration with the central county as
measured through commuting..” Federal Registelic®fif Management and Budget, “Standards for
Defining Metropolitan and Micropolitan Statisticateas,” Federal Register / Vol. 65, No. 249 /
Wednesday, December 27, 2000 / Notices. P. 82238.
http://www.whitehouse.gov/omb/fedreg/metroareas D2ydf
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MSAs with higher Black-White segregation tendethawe higher ratios of subprime to prime
lending®*While there was no significant analogous interacbetween Latino-White
segregation and lending to Latino, the study fotlvad Latino borrowers in MSAs with higher
percentage of Latino residents tended to enjoy laatins of subprime to prime loafsThe
study also found that for borrowers living in miitgtracts (regardless of their individual race),
higher MSA-level Black-White segregation was asatad with higher MSA-level ratios of
subprime to prime lendintj. Carolyn Bond and Richard Williams assessed whéticeeased
access to lending for Blacks fostered or hinderle@¢lBWhite integration in a study published in
20073 Their analysis looked at changes in lending andesggion patterns between 1990 and
2000 across MSAs and found that increased lendifgjacks increased their homeownership
and Black-White integration in general.

A report from the Center for Responsible Lending(Cfound that Blacks were more
likely -- 31 to 34 percent -- to be issued moreangive subprime loans than were Whites with
equal creditworthiness and credit risk. The CefdeResponsible Lending (CRL) report suggest
that only about half of the disparity can be expdal by differences among borrowers in income,
gender and loan size; by whether a borrower hassagner; or by the location of the home.
Research by CRL and others shows that a high siidhese families could have qualified for
less expensive loans -- loans that would have gealva basis for successful home ownership.

The NAACP suggest that these disparities in nativeads are largely due to discriminatory lending
practices that adversely impact the accumulatione#lth in African American communities:

» Disparities in lending were “particularly worrige for African Americans” with respect to very
highClcost loans covered by the Home Ownership and Eduityection Act (HOEPA). In 2005,
African Americans were thenly racial group to receive a substantially higher percentage of
very high_cost loans than marketate loans®

* In 2007, African Americans paid an averagd ®8 basis points mordor loans than did their white
counterparts; and in the subprime market, the mdiffee wa275 basis points mordhan their
White counterparts.

» Even when income and credit risk are equal, Afridmericans arap to 34 percent more likely
to receivehigherrate and subprime loanswith a prepayment penalty than are their similarly
situated White counterparts.

 African Americans aré5 to 16 percent more likelyto receive a higherrate ARM purchase loan
than if they were White.

 Thesepractices have placed at leaste million African Americans and other people of
color at great risk of loss of wealth—an estimdtess of at least $164 billion

In July 2007 Los Angeles, tidational Association for the Advancement of Colored
Peoplefiled suit in federal court against two major baakeging that they intentionally

3 NCRC, supra note 47, at 13.

®1d. at 15.

*1d. at 16.

37 Carolyn Bond & Richard WilliamsResidential Segregation and the Transformation of Home Mortgage
Lending.” 86 SocIAL FORCES(2007).

3 http://www.naacp.org/about/resources/reports/LegdDiscrimination_Campaign_Document_Edited_FINAL.pd
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assigned Black customers subprime mortgages wivilegg\Whites better rate¥. The civil
rights group is accusing Wells Fargo and HSBC dfifgy Blacks into subprime mortgages
while Whites with identical qualifications got loweates. The NAACP has previousiled suit
against 12 subprime lenders, charging that racsafrichination was a factor in determining
which clients were offered the lowest rats.

Disparate Economic Impacts of the Crisis

As a result, the predatory lending practices thagdted minority communities have now
resulted in an "extreme geographic concentratidfisreclosures,*! Data on foreclosure rates
for specific population groups are not availabtarireither government or industry sources.
There is, however, a correlation between high ratésreclosures in an area and the share of the
population that is minorif?. For example, eight of the 10 metropolitan aretis the highest
foreclosure rates in the country, based on thiraHgn 2008 data from Realty Trac®, have shares
of minority populations that are above averagdour of those areas—Riverside/San
Bernardino, Bakersfield, Fort Lauderdale and Fresableast half of the population is Latino or
Black. The observed correlation is confirmed in endetailed research by Bostic and Lee
(2008). Their research also shows that a high buoi&ousing costs—typical of low-income
households with high-cost loans—is also associaitda greater risk of foreclosure.

Foreclosure risk is elevated in many areas withelar rapidly growing Latino
populations. According to Realty Trac® the 10 satéh the highest rates of foreclosure filings
in the third quarter of 2008 included Nevada, @afifa, Arizona, Florida, lllinois, Georgia and
Colorado. About 50 percent of the U.S. Latino pagioh resides in those seven states.

Like the U.S. population as a whole, Latinos asdifg the sting of the economic
downturn. Almost one-in-ten (9 percent) Latino hoomeners say they missed a mortgage
payment or were unable to make a full payment apér8ent say they received a foreclosure
notice in the past year, according to a new natismaey of 1,540 Latino adults conducted by
the Pew Hispanic Centé&tAccording to this new survey, half of Latinos shgyt own their homes,
a similar share that is reported by the Censusduf49.5 percent) in the third quarter of 2008.
Among Latinos, 5 percent say they had a home tkat mto foreclosure in the past year. Taken
together, 7 percent of all Latinos have either eégpee home foreclosure in the past year or have
missed a mortgage payment and are at risk of fosact . Moreover, more than six-in-ten (62
percent) Latino homeowners say there have beenléstges in their neighborhood over the
past year, and 36 percent say they are worriedhkeatown home may go into foreclosure. This

39 http://www.naacp.com/news/press/2009-03-13/index.h

“0 http:/ffindarticles.com/p/articles/mi_qa4081/is0801/ai_n24393448/

1 Jason Reece, Kirwan Institute for the Study ofeRarnd Ethnicity.
(http://www.areaa.org/cms/2007%20Annual%20Minori8@eending%20Report.pdf)

“2While foreclosure statistics by race, ethnicitynativity are currently not available, the relasbip between
demography and foreclosure activity at the couatsel is discerned in various reports through theriage of
different sources of data. See also Kochhar, Rekfsa Gonzalez-Barrera and Daniel Dockterman. 6ligh
Boom and Bust: Minorities, Immigrants and Homeoweh@s,” Pew Hispanic Center, Washington, D.C. (M2y 1
20009).

3 Hispanics and the Economic Downturn: Housing Wares Remittance Cuts
.http://pewhispanic.org/reports/report.php?Repcril 00
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figure rises to 53 percent among foreign-born latiomeownersMore than half of them (53
percent) say they worry that their home may endhdpreclosure in the next year. Nearly one-in-
ten (8 percent) Latino home-owners say they hadeahtaome equity loan denied in the past year,
and 8 percent say they have had a home refinaptieaon denied.In 2006, 18 million
households spent more than 50 percent of theimiecon housing. That number has since
surged by almost 4 milliof{.

The mortgage foreclosure crisis is having its grsiaimpact on African American and
Latino homeowners, threatening to wipe out decaflesonomic gains and growth in
homeownership rateFotal loss of housing wealth for people of colongv estimated to be between
$164 billion and $213 billion for subprime loankéa during the past eight yedrdelieved to represent
the greatest loss of wealth for people of colamdern U.S. history. From subprime loans, African
American borrowers will lose between $71 billiorde892 billion, while Latino borrowers will lose
between $75 billion and $98 billion for the sameigez According to the National League of Cities,
communities with high foreclosure rates are showmegeases in crime, homelessness, as well
as abandoned and vacant property and urban bligbte problems are most severe in African
American and Latino communities.

Figure 1
Latino Homeowners Worry About Foreclosure

Question: How much do you worry, if at all, that your hiome could end up in foreclosure
in the next year? (%)

B Alot B Some B Not much Not at all

All Hispanics 50

Native born 59

Foreign born 36

Note: Responses of "Don't know" and “Refused” not shown.

Source: Pew Hispanic Center Mational Survey of Latinos 2008, Economics and Politics

Major Challenges: Down payment, Availability of credit and credit scores

Clearly, prompt and comprehensive action to addiessnortgage crisis must be taken to
ensure the continued economic stability and firarsecurity of these communities. The CRL
estimates that, in 2009 alone, foreclosures willkea69.5 million nearby homes to suffer price

* http://www.faireconomy.org/files/pdf/state_of dnea2009.pdf (p. 22)
“5 Foreclosed: State of the Dream 2008. Boston: United for a Fair Economy
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declines averaging $7,200 per home and resultirgfB02 billion total decline in property
values. During the period 2009-2012, foreclosaresprojected to cost 92 million U.S. families
some $1.9 trillion in lower home values--an averafy$20,300 in lostvealth per househof§.

The CRL has issued various reports on the spilloupact of mortgage foreclosures. A recent
report is based on new CRL projections of 2.4 onllioreclosures for all loans (not just
subprime) in 2009, and 9.0 million during 2009-20Tis report also reflects a somewhat more
conservative methodology for calculating the sp#ioimpact. Based on current market data, the
CRL now projects that some 2.4 million foreclosungis occur in 2009, and 9.0 million during
2009-2012. In addition to the devastating imphese foreclosures will have on the affected
households, they will also cause a "spillover" eftey depressing the value of nearby homes—
most owned by families who are paying their moragagn time. According to the National
Association of Realtors, almost half of all hom&esdoday are foreclosures or "short sales" of
properties sold at substantial discount. This kaslted in lower property values for
homeowners and a reduced tax base for communities.

The widespread decline in home values has alsotaffd_atino homeowners. Almost half
(47 percent) say the value of their home has dedlin the past year, with foreign-born homeowners
more likely than native-born homeowners to repud-+54 percent versus 42 percent. Furthermore,
many of these home value declines are steep. Armatgos who say the value of their home has
gone down in the last year, more than half (53 gmjcsay the decline in value has exceeded 10
percent.

Obtaining a loan to access home equity, refinanmoergage or purchase a home has also
been more difficult in the past year. More thanrfouten (44 percent) Latinos, and half of the
foreign born, say they have delayed or canceledasglabuy a home or make a major home
improvement in the past year. Among Latino homeaowjr& percent say a home equity loan
application has been denied, and 8 percent sayna nefinance application has been denied. Among
renters, one-in-ten say a home loan applicatiorbkas denied in the past year.

A recent analysis using metropolitan area samglésecAmerican Housing Survey (AHS) for
1998, 2002, and 2004 to investigate differenceléarterms, conditions, and use of mortgage financin
alternatives, and to determine how financing andgage rates differ for Latinos as compared torothe
ethnic groups across a number of different U.Ssimgumarkets. The principal focus of the study teas
examine the extent to which differences in therggerates obtained by homeowners of different
race/ethnicity and income levels can be explaineditierences in characteristics of the borrow#rs,
property, and the loan itself. First, mortgagesengdratified into submarkets by conventional versu
VA/FHA and home purchase versus refinance. In amdihome purchase loans were evaluated for
recent movers as well as a full sample of all owéno have mortgage debt. The recent mover sub-
sample allowed the consideration of how choicesemandier current market conditions compared with
the situation of the full sample of households vehosrrent home mortgage circumstances reflect
financing and housing decisions made over time—naftany years prior to the interview year. Finally,
for the full sample, both junior mortgages and hagaity loans, which have not previously been
considered in the mortgage pricing literature, wearaluated to see how their terms, conditions,esed
vary across household categories. While limitatiorthe information available in the AHS do nobail
the determination of whether or not discriminatétists for minorities in the sample, this datackets

46 http://www.responsiblelending.org/mortgage-lendiagéarch-analysis/soaring-spillover-3-09.pdf
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identify important differences in the charactedstof these households, which affect mortgagengici
Such insights often suggest avenues for futurearebeand possible policy implications.

In general, Black households in the sample do ppéar to be doing quite as well financially as
either the White or Latino households, as evideresubstantially lower incomes and home values
across all markets for African Americans. Latiroubeholds appear to have a relatively high burden o
first mortgage debt. Considering lower-income faasilin the full sample 67 percent of the Latino
households have a housing-cost-to-income ratiogketeds 32 percent. For comparable Blacks and
Whites the percentages are 62 percent and 61 peesgrectively. For recent movers, in the converatio
market, 49.4 percent of lower-income Latino fansilfeve loan-to-value ratios that are greater ti§an 9
percent. The percentage for comparable Black haldgls 44.4 percent and for Whites only 29.7
percent.
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Ill. Future Challenges and Opportunities

The historic significance of this momentous ecorwanisis is not only the multi-trillion
dollar collapse of the mortgage and securitizaitmmlustry, but also the central role played by the
historic ethno-racial exclusions, inequalities anprime targeting of Blacks and Latinos within
the housing market and its crisis. The Black aatino legacy of housing inequality is not only
central to our understanding of the origins ofc¢hsis, but more importantly this legacy is also
at the center of an important opportunity for tesalution of the crisis in a way that establishes a
prosperous middle-class based economic recovery.

As we have seen above, this history of inequahtynot be understood in isolation from
the unequal application of successful governmelitips which supported the growth of the
white home-owning middle class, but which also getesl a long lasting pattern of racial
exclusions in the U.S. mortgage credit and homeostmg.  Similarly, we have seen how this
legacy of unequal access, combined with governmagntlatory neglect, allowed the financial
industry to profit from an explosion of unsustaileasubprime lending products which targeted
the historically most excluded and least capitaligepulations. The subsequent torrent of
foreclosures is now disproportionately impacting &tility of Blacks and Latinos to maintain
their homes and reach their goal of building hootstivealth for their families, threatening a
future healthy recovery of the entire national hogsnarket.

In essence this crisis raises fundamental questiomserning the future viability of the
U.S. as a middle class economy in th& &ntury, one with the ability of creating, expangi
and transmitting wealth not only between generatiout in the context of a rapidly changing
ethno-racial demographic transformation. The sexdfrmerica’s 28' century success was the
ability to turn the Great Depression into a recgwagrportunity by establishing mechanisms to
enable working families to begin owning homes anifding assets over time, creating the
wealth needed for their families to prosper andbezthe next generation that could acquire
and build on the assets of previous generationssd mechanisms created the wealth needed for
their families to prosper and be able to acquir auild on the assets of previous generations.
The problem is that this process worked very wallthe majority White population, and not so
well for the non-white populations which have fasgdtematic exclusion from these wealth
building advantages, but are now rapidly becominggrtew demographic majorities. While the
historic progress in closing the gap in housiregjumlity from 1995 to 2005 was extremely
important for continued housing market turnover lmg) term wealth transfers between sellers
and buyers of housing, the introduction and groeftiubprime loans their subsequent collapse
has severely eroded this progress. The most omihoeat to the future recovery from the
current crisis is the concentrated impacts of suigpforeclosure on the Black and Latino
communities which is now occurring just as thesenrity” populations are emerging as the
next generation of home buyers replacing an aging (Much whiter) homeowner population.
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It is important to understand, nevertheless, Hoawurrent historical era can also be seen
as an opportunity to leverage this high degredtoferacial and generational inequality to help
meet the needs of aging baby boomer net home-selidr the needs of emerging ethno-racially
diverse younger net home-buyers. There existemgtan opportunity for an inter-generational
win-win, but also an opportunity to finance anduidba housing infrastructure for the future
common good which is both more sustainable andaojei

Demographic and Ethno-Racial Interdependence

Many recent studies have analyzed the major derpbgrdrivers of the changes that
will transform the U.S. population and economy aver next several decades — the interplay
between aging boomers, and emerging role of youmgearities and immigrants. The overall
U.S. population is expected to experience a raginigeas boomers grow older, while absorbing
large numbers of young minorities and recent imamgg. Two major trends will interact in the
coming decades to determine the future path ofihgudemand and intergenerational wealth
transfer

1) An aging boomer home owner generational net sélvdf widen the gap between
sellers and buyers (Figure 7)

2) A dramatic ethno-racial transformation of the netlebuyer population will drive a
generational turnover to a growing younger cohbrtatinos, Blacks, Asians and
immigrants (Figure 8)

Consequences for the housing market are to be gp&om the growing ratio of
seniors to working-age adults (Figures 9 and BYme analysts depict a coming generational
transition in the housing market that will upset thstoric balance of buyers and sellers.
Residents in most states are net buyers of homksteetheir 50s. The resulting upward
pressure on demand by the large baby boom genenatiiisoon peak, and after age 70 they will
be net sellers in all except three states. The migsificant factors impacting housing over the
coming years are whether aging baby boomers dézigeow old where they are and where and
how young new minorities and immigrants decideuy bomes and settfé.

47 william H. Frey, "America's Regional Demographinghe '00s Decade: The Role of Seniors, Boomers\auad
Minorities," the Brookings Institution, the Mortga®ankers Association.
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Figure 9

The Growing Weight of Seniors

Ratio of Seniors per 1000 Working-Age Residents, ages 25-64
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There is an intense debate as to the future patlngplications of the interaction
between these dynamics of racial ethnic transaiwh the national housing markets. Both sides
agree, however, that a deeper foreclosure crisisdack of new mortgage financing will make
this transition much more difficult. Some researshdocument the substantial risk of a
generational housing bubble, when a larger numbsemors begin to sell off high-priced
homes. In many states there are not likely to iiecgant numbers of young adults to absorb all
the homes released by older selfrthers argue that as troubled as we are todayebgredit-

8 Dowell Myers and SungHo Ryu, “Aging Baby Boomensl ahe Generational Housing Bubble,” Journal of the
American Planning Association 74, no.1 (winter 2008
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induced downturn, the general expectation is tiextet will be ample buyers in future years to
float a recovery, assuming that buyers can obte@ded financing’

Myers and Ryu (2008) maintain that while earlieedredictions by Mankiw and Weill
(1989) may have miscalculated the timing of thediagidecline (as beginning 20 years too
early), we are now entering the era when the baloyners will finally start retiring from the
housing market. Their demand for housing will betgimontract, and then will decline at an
accelerating rate. Boomers will dominate the hayismarket, as they have through their entire
adult lives, when the ratio of seniors to workirgeadults soars by 67 percent in the next two
decades. This tilt toward age groups that areelkdrs of housing is historically unprecedented,
and it challenges planners to foresee and foresfaktrse impacts. The baby boom generation
was born over a period of 18 years, and once littBeeommences, it could dominate the
housing market for up to two decades. Whereasm#ljer housing problem was once
affordability, it could now be homeowners’ dashe&gextations after lifelong investment in
home equity.

While not discounting the force of this demograset off, some more optimistic
scenarios predict that as mortgage financing reswand housing markets stabilize, household
growth should return to levels consistent with ldagn demographic trends. As the number of
minority and foreign-born households grows (Figurgsand 12), the housing industry will
increasingly serve groups with lower homeownersaips, incomes, and wealth than native-
born Whites. Ethnic identification of some min@# and cultural preferences of recent
immigrants will also challenge housing suppliersaitor their marketing to a diverse population.

“9 Joint Center for Housing Studies of Harvard Ursitgt The State of the Nation’s Housing2008
http://www.jchs.harvard.edu/publications/marketaZ208/son2008_demographic_drivers.pdf
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Figure 11

Minorities Will Lead Growth Across All Household
Types and Age Groups Except Seniors
Projected Household Growth 2010—2020 (Millions)

7
6 "o,
5 -
a4
3
2
1
o
-1
-2
-3
White Minority White Minority White Minority
Age 1534 Age 3564 Age 65 and Over
Il Other Households B Couples with Children
M Living Alone B Couples without Children

H Single Parents

Motes: Whites are non-Hispanic, and minarities are all householdars othar than non-Hispanic whites.
Couples incdluda married and unmarried partners.

Source: Revisad JCHE housabold projections using partner househol model.

Figure 12
Foreign-Born and Minority Households Represent a Significant and Growing Share
of High-Income Homeowners and Buyers
Share of High-Income Households (Percent}
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While rising incomes and wealth have historicallgged each generation on a path to

higher housing consumption, the current economsiscis raising serious concerns that this
upward trend may not continue. Adding to this iskhe very real prospect that some of the
recent gains in household wealth—which came larfyeiy rising homeownership rates and

ho

me price inflation—will erode. Given this intengenerational and ethno racial
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interdependence, a major concern is now "extrerngrggehic concentrations of foreclosurgs,"
with the total loss of housing wealth for peoplecofor believed to represent the greatest loss of
wealth for people of color in modern U.S. histary. Housing demand, however, is predicted to
pick up when (and if) the mortgage financial seetod economy begin to recover, home prices
reach bottom, and homeownership again becomesrantate way to build wealtF?

The new challenge may well be how to encouragensupalistressed environments and
how to sustain municipal services and finance a gemeration infrastructure investments in the
face of declining property values. All of thesgersals result from the aging of the baby
boomers and are being exacerbated by the curnedldsure crisis. The most significant factors
that will impact housing over the coming years\ahether aging baby boomers decide to grow
old where they are and where young immigrants @etticsettle. Different regions of the country
will have different demands for housing driven hg telative impacts of aging in place versus
migration within the country and immigration froraraad. For example, suburban areas will
gray faster than urban areas due to the boomeng agplace. While close to 30 percent of
young households move each year to a new resideatpercentage slides down to the 4-5
percent range for people in older age groups. &ibex, household mobility that has been a
major driver of home sales will fall off as boomexge. While it is popular to think of the
United States as a melting pot, Blacks, Latinosahand other minority groups are
disproportionately clustered in selected areasidiana is among the so-called "White-Black
Slower Growing States" and "Mostly White Slower ®iog States” that will have the lowest
rate of overall population growth, but will grayprdly through aging in place.

By using foresight, planners have a better chafht@ading their communities through
the difficult transition ahead. Planners could&sthe negative consequences of the deflating
generational housing bubble by anticipating thesg kerm trends and initiating pre-emptive
programs to retain elderly home owners, attrachgoand minority home buyers, and closely
monitor additions to the housing inventory to faadisoverbuilding. Planners must adjust their
thinking for a new era that reverses many longstenadssumptions. Though planners in many
urban areas have been struggling against gentiificahey may now need to stave off urban
decline. Whereas decline once occurred in the akecity, it may now be concentrated in
suburbs with surpluses of large-lot single-famibuking. Whereas residential development once
focused on single-family homes, many states maggtaward denser developments clustered
near amenities.

A Convergence of Needs and Opportunities: Rising Hsing Affordability and New
Financing for Equitable and Sustainable Development

There are a number of positive ironies and compfaniies in the current generational
and ethno-racial inequality and interdependendees@& complementarities include historically
high and increasing housing affordability amidstdwically low and declining interest rates, and

* Jason Reece, Kirwan Institute for the Study ofeRared Ethnicity.

> Foreclosed: State of the Dream 2008. Boston: United for a Fair Economy.

*2 Joint Center for Housing Studies of Harvard Ursitgt The State of the Nation’s Housing2008
http://www.jchs.harvard.edu/publications/marketaZ208/son2008_demographic_drivers.pdf
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declining ethno racial discriminatory residentititades and diminishing cultural/social barriers.
Indeed, the future of prosperous regions (botlmiduburban and by state) will be likely
defined their ability to attract young diverse mitypohome buyers.

The critical issue is whether we as a body politiit seize this opportunity to re-instate
the same type of policy approaches that so suadssshered in an era of home buyers for the
parents of the white baby boomer generation just@gare preparing to exit the housing
market. Conditions are ripe for a new multi-ra@alerging populations to become the next
generation of home buyers, helping not only adiagieowners in the short run, but more
importantly establishing the basis for future wealteation and transmission and the
maintenance of a middle class based economy farggons to come.

Mortgage rates have fallen recently to a histagmord-low of 4.96 percent (Figure 13),
the lowest mark since Freddie Mac started trackiegdata in 1971. That should help push the
Housing Affordability Index (HAI) of the National #sociation of Realtors (NAR) to a new
estimated record high level of 163.1 in early 20Bigure 14)>> An HAI of 163.1 would mean
that the typical household earning the median famidome of $60,840 (estimated) in January
would have 163.1 percent of the qualifying incom@utrchase a median-priced existing single-
family house ($181,000 - estimated for Januaryhwai20percent down payment, which would
be the highest level of housing affordability istoiry.

Stated differently, the annual qualifying incomguied to purchase a median-price
house (with a 20percent down payment) is only $87,%ith monthly payments based on a 4.96
percent, 30-year fixed-rate mortgage ($777 per méortprincipal and interest). Given the
median family income of about $60,840 (est.), thedal family would have 163.1 percent of
the income required to qualify for the mortgag@tochase the $181,000 home.

53

HAI data
http://www.realtor.org/wps/wcm/connect/77f28a80485&@7a76aa72edec772bd/research_ RELO811A.pdf.pdf?MO
D=AJPERES&CACHEID=77f28a804c7c3587a76aa72edec772bd
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Figure 13

30-Year Moritgage Rates
Jan. 1965 to Jan. 2009
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Given these changing opportunities, we must alsidahe false dichotomy which says
we should give up on supporting homeownershipwoeirfaf alternative urban design, as some
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have suggestet. Giving up on the country’s commitment to afforabomeownership is also
not an option, either socially or politically, andl only hasten a deflationary spiral and destroy
the best option we have for financing a very feasimave of sustainable development in this
century. Just as the depression era initiativesngsl in generations of White home owners into
the middle class, we need to reconstruct new mesmmarfor financing mortgages for the
housing of the future, including new green, higtiensity energy efficient alternative
development.

Given the emerging complementarities and oppoitsjithe central problem is
recreating the most appropriate policy approadimtmce the immediate expansion out of the
crisis, as well as finance the enduring architectegacy for future middle class growth and
wealth transfers. Of immediate importance will be halting of the housing wealth destruction
and its disproportionate impact among Blacks artthba. Well targeted low cost, long term
financial products (not high cost and unsustaingbl@e loans) will be crucial. Need near term
assistance with down payment and credit enhancesnetdke full advantage of this opportunity
will also be needed.

We also need a new longer term investment mortgigeegy can restructure living
environments to reduce a series of operating ¢ostkiding a new generation of approaches to
energy efficiency, property taxes, insurance, €cgating a new generation of “green
mortgages” and even “green mortgage-backed sexsitifor example, is one such approach.
Put simply, “green” MBS would package mortgagesoindings that meet specific energy-use
and environmental benchmarks. According to proptsehthe idea, green MBS should be rated
higher and worth more as a result of the operatiefiiency, marketability and occupant-
satisfaction benefits of green buildings. The redétter and cheaper access to capital for
borrowers and owners who want to invest in greeltdimgs. Green mortgages, in which lenders
presumably offer better mortgage loan rates orddonhomes that reduce resource arseé
related operating costs, are still on the drawiogrti as a way to attract and qualify potential
buyers. But a few carrots are being sprinkled agdldorindicate that, as green building becomes
more defined and commonplace, such programs miywfgreen building practices into the
mainstreant>

It is imperative that our generation turn this deapis into the opportunity to rapidly
reconstruct the mechanisms to financing the neverggions of homeowners. Facilitating the
next wave of Black and Latino homeowners will allthe transfer of housing wealth between
generations in the 21Century context of rapidly changing demograplaicd ethno-racial
transformations. Facilitating a new generatiohafeowners is not only good for all
homeowners but also makes sense given the longitenas of increasing housing affordability.
Creating the same economic opportunities for the generation of homeowners is not only

** Richard FlorideHow theCrash Will Reshape America- The Atlantic (March 2009)

5 Wells Fargo Home Mortgage, for example, has offer@ew-construction solar home program that allows
builders in California to transfer a rebate offebgdthe California Energy Commission’s New Solami¢o
Partnership directly to buyers at closing, whicéytican use for the down payment or as a permantmest-rate
buy-down to lower their monthly mortgage paymeifitse offer applies to conforming and non-conforniioans
for new single-family homes, including condominiuthat will be used as the buyer’s primary residefte
rebate amount depends on the size of the solamyisstalled.
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critical to ability of the aging population, butsesitial for America’s 21 Century sustainable
economy and middle class democracy.
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V. Action Plan to Save Families and Homes, Returthe Economy to Health

Given the dimension of the policy challenges aheathediate, broad-based action is
urgently needed both inside and outside Washindd@nby a variety of broad-based coalitions.
As the mortgage foreclosure crisis has grown, abarrof Latino and African American
advocacy organizations have urged federal polickersato address the problem. At the 2007
National Latino Congreso, delegates from 300 endgmsrganizations and individuals from 15
states passed a resolution urging the Congresthartieederal government act on the problem.
In October 2008, the National Black Latino Summitich was lead by the Conveners of the
National Latino Congreso, Policy Link and over 38ey national Latino and African American
advocacy organizations, issued a “Call to Action"tbe housing crisis. Numerous other Latino
and African American organizations and leaders h@etified the housing crisis as one of the
most important issues facing our community todayeske proposal echoes and augments the
ideas of Sheila Bare of the FDIC with contributidrem “Fix Housing First”, Former Texas
Comptroller John Sharp, Barron’s Magazine, the d&eti Latino Congreso, the National Black
Latino Summit, and many others.

1. Mortgage Foreclosure Relief: Allow bankruptcy judges to modify mortgage terms
to help homeowners avoid foreclosure and stabilizzome values.

2. Affordable Down Payments for New Homebuyers thougliHomebuyers’ Tax Credit:
Enact a permanent $130 billion Home Buyer Tax Qraifnilar to the earned income tax
credit, that can be monetized and used for dowmgays of new home purchases
($10,000 to 22,000 per taxpayer as a percentatiegirice of the home). This would
stimulate home purchases and help the next geoeratiLatinos and Blacks attain the
American dream of homeownership.

3. Sustainable Mortgages for Next Generation Homeowner Authorize $100 billion to
Fannie Mae and Freddie Mac to allow refinancingrofate sector mortgages at a 4.5%
interest rate in 2009. This would help creater@egation of minority homeowners to
share in the wealth building opportunities thaténhistorically characterized
homeownership.

1. Allow bankruptcy judges to modify mortgage terms tohelp homeowners avoid
foreclosure:

Support congressional efforts to allow bankrupteges to change mortgage terms to assist
homeowners in avoiding foreclosure. Under theslagjon, judges would be allowed to reduce
the principal owed, reduce the interest rate oemithe length of mortgage loans. The measure
would apply only to existing mortgages and not fatioans. Currently, bankruptcy courts are
prohibited from rewriting loan terms on primaryiceEsces.

To ensure that that the program would not be abhgeddividuals trying to get out of costly
mortgages and only used as a last resort, homeeuar@ng foreclosure would be required to
seek a change in their loans 30 days before p@@na in court. They would also have to
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provide the necessary personal financial infornmatothe lender. The measure would require
judges to determine whether a voluntary loan madlifon had been sought from a lender before
the homeowner entered bankruptcy. It would alswiire judges to weigh a homeowner’s
income against the payments before deciding wheshexduce the interest rate or principal.
Federally approved appraisal guidelines would leelus determine the value of the home.

Stabilizing the housing market is essential torthgon’s economic recovery. Reducing the
number of homeowner’s who are forced into forealess central to such stability. This
proposal would provide a valuable set of judictalls to help stem foreclosures and help
homeowners retain their most important financiakas

2. Homebuyer Tax Credit:

Provide all homebuyers a 10 percent tax credithempurchase of a new home. The amount of
tax credit would be capped at 3.5 percent of FHa#lbmits (geographically dependent),
ranging between approximately $10,000 and $22,000e tax credit would be available at time
of closing (monetization) and would expire withiyear.

A housing recovery is essential to the economiovery of the economy. Mortgage
delinquencies and subsequent foreclosures triggbeedurrent financial crisis and policies that
are specifically designed to stimulate the housiagket are needed to facilitate its recovery.
Home prices are down 26 percent from their peaksamze the end of 2007 more than one
million housing-related jobs have been lost. Th@esents almost a quarter of all job losses
since the financial crisis began. Large inven®aoéunsold homes have severely depressed
home prices and virtually stopped all new home taongon. While some prospective buyers
may be unable to secure loans to buy a home, a ptaueible explanation for is that people are
simply afraid to buy until they see a marked uptuarthe housing market and home prices are
stabilized. Until these inventories are reducading home prices and construction of new
homes will continue to be a drag on the economynaititbns of African Americans and Latinos
will be at risk of losing their homes or continwelte shut out from purchasing new homes.

The Homebuyer Tax Credit will help address thesblems by providing the stimulus needed to
break this deflationary cycle. Housing is moreedfible now than at any time in recent history.
Lower prices and falling mortgage rates provideni@ue opportunity for prospective buyers to
purchase homes that were unaffordable only a fewsyago. According to the National
Association of Realtors, the “affordability indettiat estimates the family income needed to buy
a median-priced home is at its highest since 19 tax credit would provide the necessary
impetus for reluctant homebuyers to take advanvddfeis increased affordability and begin the
economic recovery reprocess.

Moreover, a short-term tax credit that would bellakte at time of closing (monetization),

would allow us to seize a unique and historic oppaoty that current housing affordability
provides to help Latinos and Blacks purchase handsuild wealth. It would help stimulate
that economy, stabilize the housing market andreshe American dream of homeownership to
both minorities and whites alike.
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3. Buy-Down All Mortgages to 4.5 percent:

The Federal government should extend its offerfofead 4.5 mortgage rate for new homebuyers
to include every American homeowner through refanag. While the U.S. Treasury
Department’s proposal urging banks to offer 4.5tgege rates to new homebuyers is a
significant step in the right direction, it comphtignores the 50 million families who already
own homes and are suffering from falling home wiaed foreclosures that are devastating
entire communities. This new rate would lower tmeonthly mortgage payments and help
“‘underwater” homeowners who owe more on their nagé&g than their homes are worth. These
homeowners are particularly vulnerable to forealesand currently make up approximately $2
trillion of the $11 trillion in outstanding U.S. ntgage debt.

The proposal is estimated to cost approximately03iilion if the Federal government utilizes
Fannie Mae and Freddie Mac by providing them thityko effectively borrow at Treasury

rates. According to Barron’s and other renownezhemists, if their borrowing rates were the
same as the Treasury’s Fannie and Freddie coudd wibrtgage rates at 4.5 percent or less. The
two Corporations would bundle the refinanced loats basic guaranteed securities for
investors and with the explicit government backimat is proposed, demand for these securities
would increase significantly.

Providing a fixed 4.5 mortgage rate to both newabuyers and existing homeowners would
help every American homeowner help in our finangabvery. Families facing foreclosure on
their homes because of increased mortgage ratesl \Wwave an opportunity to stay in their
homes with a new manageable rate of 4.5 perceiie wiore stable homeowners would be
given the opportunity to refinance their existingrs, providing an infusion of extra cash into
the economy. Finally, the new fixed rate wouldph@duce the bloated inventories of existing
homes that families are reluctant to purchase th@ihousing market stabilizes and the economy
recovers. Home prices would stabilize and housorgstruction would be stimulated, creating
as much as 250,000 jobs.
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