American Dream |1l
Promoting Responsible Lending

to Lower-Income Communities and
Communities of Color

April 2009

- . . | I | . . L \ ._- . - b
imi ] w8 . | ERLS-

A Joint Report By:

California Reinvestment Coalition

Community Reinvestment Association of North Carolina
Empire Justice Center

Massachusetts Affordable Housing Alliance
Neighborhood Economic Development Advocacy Project
Ohio Fair Lending Coalition

Woodstock Institute






MASSACHUSETTS

AFFORDABLE
HOUSING
ALLIANCE

NEDAP

ik

Woodstock
Institute

California Reinvestment Coalition (CRC) advocates for the right of low-income
communities and communities of color to have fair and equal access to banking and other
financial services. CRC has a membership of 275 nonprofit organizations and public
agencies across the State.

Community Reinvestment Association of North Carolina is a nonprofit, nonpartisan
research and advocacy organization whose mission is to promote and protect community
wealth. We advocate for change in the lending practices of financial institutions to
promote wealth building for underserved communities and to end predatory lending
practices that strip wealth.

Empire Justice Center is a nonprofit legal services organization in New York that
provides support and training to legal services offices statewide, undertakes policy
research and analysis, and engages in legislative and administrative advocacy. Empire
Justice also represents low-income individuals, as well as other classes of New Yorkers,
in a range of poverty law areas including consumer law.

Massachusetts Affordable Housing Alliance’s mission is to organize for increases in
public and private sector investment in affordable housing and to break down the barriers
facing minority and low- to moderate-income first-time homebuyers as they seek
affordable and sustainable homeownership opportunities. Our grassroots Homebuyers
Union organizing, in both urban and suburban communities, has been effective in
engaging banks, insurance companies, and elected officials around the issues of
affordable homeownership and responsible mortgage lending.

Neighborhood Economic Development Advocacy Project (NEDAP) is a resource and
advocacy center that works with community groups in New York. NEDAP's mission is to
promote community economic justice, and to eliminate discriminatory economic
practices that harm communities and perpetuate inequality and poverty.

Ohio Fair Lending Coalition is composed of The Toledo Fair Housing Center,
Empowering & Strengthening Ohio’s People, formerly known as East Side Organizing
Project, SEIU local 3 and fair lending advocates, Paul Bellamy and Charles Bromley. The
Coalition challenged the merger of Sky and Huntington Banks in 2007 and it continues to
be Ohio's Fair Lending Organization.

Woodstock Institute is a 36-year old Chicago-based policy and advocacy nonprofit that
works locally, nationally, and internationally to promote community reinvestment and
economic development in lower-income and minority communities. The Institute engages
in applied research, policy analysis, technical assistance, coalition building, public
education, program design, and evaluation and works with community organizations,
financial institutions, foundations, government agencies including regulatory bodies, the
media, and others to promote its goals.







Preface

The Paying More for the American Dream series is a collaborative effort of seven state and regional
research, policy, and advocacy organizations. This is the third annual report focused on examining
systematic inequalities in the housing finance system and the impact of these inequalities on lower-
income and minority families and communities. The first report examined mortgage pricing disparities
seen in a group of the country’s largest mortgage lenders who offered both prime and subprime loans. It
found that African American and Latino borrowers were much more likely to pay more for their home
purchase loans than white borrowers, and that the pricing disparities found for this group of lenders were
greater than the overall disparities found in the metropolitan areas examined. The second report looked at
the geographic lending patterns of a set of defunct subprime lenders whose loans largely fueled the
foreclosure wave that is currently devastating communities across the country and found that these loans
were highly concentrated in minority and lower-income communities.

The current report examines the impact that the Community Reinvestment Act (CRA) has on the higher-
cost lending patterns of different types of financial institutions. It shows that where lenders are covered by
the CRA, they are far less likely to originate risky higher-cost loans to lower-income borrowers and
communities than lenders not covered by the CRA.

The authors hope these reports inform the debate around fair lending policy and access to responsible
mortgage credit for lower-income and minority families and communities.

The principal researchers and contributors to this report are: Charles Bromley (Ohio Fair Lending
Coalition), Jim Campen (Massachusetts Affordable Housing Alliance), Sarah Duda (Woodstock
Institute), Alexis Iwanisziw (Neighborhood Economic Development Advocacy Project), Adam Rust
(Community Reinvestment Association of North Carolina), Geoff Smith (Woodstock Institute), Kevin
Stein (California Reinvestment Coalition), Thu Tuyen T. To (Neighborhood Economic Development
Advocacy Project), and Barbara van Kerkhove (Empire Justice Center).

The authors would like to thank Thu Tuyen T. To of the Neighborhood Economic Development
Advocacy Project for producing the maps found in the appendix of the report and the staff of Woodstock
Institute for their work in the editing and production of this report






Executive Summary

This report examines the impact of the Community Reinvestment Act (CRA) on the higher-cost lending
patterns of different types of financial institutions. It considers the mortgage lending patterns of CRA-
obligated lenders and lenders not covered by the CRA in seven large metropolitan areas: Boston,
Charlotte, Chicago, Cleveland, Los Angeles, New York City, and Rochester, NY.

For each metropolitan area, lenders were grouped into three categories: depositories and their affiliates
that are CRA-obligated; depositories and their affiliates that are not CRA-obligated; and independent
mortgage companies that are not covered by the CRA. For each group, 2007 higher-cost mortgage
lending patterns were analyzed in different geographies, including low- and moderate-income
neighborhoods and communities of color.

Key Findings Include:

o Inthe seven large metropolitan areas examined, depository financial institutions covered by the CRA
were found to have a much larger presence in the overall lending market than in the higher-cost
lending market. Conversely, lenders not covered by the CRA made the vast majority of higher-cost
loans in all metropolitan areas examined.

e Lenders covered by the CRA were far less likely to make higher-cost loans than lenders (both
depositories and independent mortgage companies) not covered by the CRA.

o Institutions regulated by the CRA performed differently inside and outside of their assessment areas.
In all seven MSAs, CRA-regulated institutions lending outside of their CRA assessment areas had a
much higher percentage of higher-cost loans than they did when lending within their assessment
areas. In five of the MSAs, higher-cost loans originated in low- and moderate-income tracts by
depositories acting outside of their assessment areas exceeded the higher-cost rates from independent
mortgage firms.

e In lower-income communities, depositories with CRA obligations made higher-cost loans less often
than non-CRA-obligated lenders.

e Higher-cost lending remains concentrated in communities of color. Although CRA-obligated
depositories were less likely to make higher-cost loans in communities of color than lenders not
covered by CRA, banks covered by the CRA still made a disproportionate share of their higher-cost
loans in communities with large minority populations.

Key Policy Recommendations Include:

¢ Modify how CRA assessment areas are defined to reflect the true areas where banks conduct
business. Currently, CRA assessment areas are self-defined by financial institutions and largely
based on the communities where an institution has brick and mortar branches. Changes in the
delivery channels for financial services products, particularly mortgages, have made the way that
CRA assessment areas are currently defined outdated.

e Require that the lending activities of all holding company affiliates be included on CRA
examinations and expand the CRA to cover all institutions making mortgages. Currently, the
CRA covers only depository financial institutions and selected affiliates. However, a substantial



share of higher-cost loans was originated by largely unregulated independent mortgage companies
and bank affiliates. This higher-cost lending not covered by the CRA has harmed borrowers,
destabilized low- and moderate-income communities and communities of color, and was a major
force in fueling the subprime lending crisis.

Expand the CRA to cover borrowers and communities of color. African American and Latino
borrowers and communities have long been subject to disproportionately high shares of subprime
lending when compared to white borrowers and communities. Extending CRA coverage to consider
borrower and community race and ethnicity will be a significant step in reducing these disparities.

Increase transparency by expanding data collection to give communities the tools to better
understand the lending occurring in their neighborhoods. Improving HMDA data disclosure to
include risky loan features such as adjustable rates, negative amortization, interest-only payments,
prepayment penalties, yield spread premiums, and no income documentation will improve the
guality of lending in low- and moderate-income communities and communities of color.
Additionally, expanding data collection would give communities the tools to better understand the
lending occurring in their neighborhoods.






























Rochester MSA, New York
Percentage of Loans* Made by Lenders with CRA Obligations that are High Cost, 2007

No. of High Cost Loans: 771
Total Loans: 6,334

City of Rochester

Percentage of Loans* Made by Lenders without CRA Obligations that are High Cost, 2007

No. of High Cost Loans: 1,562
Total Loans: 7,757

City of Rochester

unions,

Lenders not obligated by CRA include banks
with no depositories within the MSA, credit

and independent mortgage companies.

*1st lien home purchase or refinance loans originated
for owner-occupied 1-4 family site-built properties.
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