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August 9, 2002

Susan Molinari, Co-Chair
Richard Ravitch, Co-Chair
Millennial Housing Commission

800 N. Capitol St. NW

Suite 680

Washington, DC 20002


Re:
NTIC’s response to the Millennial Housing Commission Report 

Dear MHC Co-chairs Molinari and Ravitch;

The National Training and Information Center (NTIC) appreciates the Millennial Housing Commission’s call for more sustainable affordable housing in healthy communities.  We also acknowledge your hard work in putting such a comprehensive report together and understand the challenges of a bi-partisan group devising a common agenda for the Nation’s housing. The following letter outlines NTIC’s comments on the MHC report released May 30, 2002. The recommendations are based on over 30 years experience working with community organizations around the country on housing and banking issues.

NTIC’s mission is to build grassroots leadership and strengthen neighborhoods through issue-based community organizing. For over 30 years, NTIC has helped community organizations develop leadership skills and learn how to make social change by engaging their neighbors and other community stakeholders, such as public officials and private sector decision-makers on local and national issues.

NTIC also translates issues for policy makers.  NTIC has the unique capability of understanding neighborhood issues and communicating those issues in language policy makers understand, particularly those in the housing and lending industry.  This is a critical component of NTIC’s success – educating policy makers and bringing them together with the communities in which the industry functions and makes its money.  In this way, NTIC acts as a bridge between neighborhood groups and the industry. 

Testimony of the late Gale Cincotta to the MHC, April 30, 2001

On April 30, 2001, NTIC’s co-founder and Executive Director, the late Gale Cincotta testified before the Millennial Housing Commission on the housing needs of our neighborhoods. In her testimony, Ms. Cincotta highlighted the problems in the FHA, the predatory lending crisis and the failure of the Community Reinvestment Act in current financial times.  Recommendations for each of these areas of concern were laid out in her testimony.  

Ms. Cincotta described the malfunction of the FHA that is characterized by tens of thousands of abandoned buildings concentrated in America’s inner cities. She goes on to explain that much of this problem is the result of scams by realtors, lenders and appraisers who are contracted and approved by HUD.  Thus, the problems persist because of HUD’s lack of oversight and failure to truly penalize lenders, realtors and appraisers before they destroy neighborhoods.

Secondly, Ms.Cincotta identified predatory lending as one of the most significant threats to affordable housing in American. She draws on NTIC’s experience from working with the City of Chicago to pass the country’s first anti-predatory lending ordinance.  Greater enforcement of existing laws by the Federal Trade Commission and enactment of pro-consumer legislation would go a long way towards protecting current and potential homeowners.  

Thirdly, the testimony included a call for modernization of the Community Reinvestment Act and the Home Mortgage Disclosure Act, both of which NTIC worked to pass in the 1970s.  As a result of this legislation, over $1 billion of investment has been made in low and moderate income neighborhoods in Chicago alone. While CRA is under a regulatory review process,  predatory lending is proliferating high-rate, high-fee loans that strip equity and destroy neighborhoods.  Modernization of the CRA and the HMDA would enable community organizations and decision-makers to stop the continual redlining of our communities. 

NTIC’s Response to the MHC’s Report Released May 30, 2002

NTIC recognizes the Commission’s intent in limiting their recommendations to items that Congress could enact.  However, we were disappointed to see that the MHC report did not include any substantive recommendations from those in Ms. Cincotta’s testimony. In light of this, NTIC has identified several areas that the Commission failed to include in their recommendations – initiatives that Congress does indeed have the authority to enact.

1.
Modernize CRA and HMDA

NTIC began work to reform the Federal Housing Administration (FHA) back in the early 1970s, as the number of FHA foreclosures skyrocketed in neighborhoods. NTIC sees FHA problems as fundamentally linked to a lack of conventional credit opportunities in low-income, minority or disinvested neighborhoods.  Any conversation about reforming the FHA, as the Commission suggests, must address the lack of conventional credit opportunities in low/moderate and minority communities.  Therefore, NTIC simultaneously perseveres to strengthen the Community Reinvestment Act (CRA) and Home Mortgage Disclosure Act (HMDA) to encourage and regulate lending by the conventional lending industry.  Without conventional lending in neighborhoods, the void is filled by sub-prime lending, predatory lending and FHA-abuses.  

Community organizations believe that the HMDA and the CRA have not kept pace with financial modernization. Thus, subprime and predatory lending have blossomed and out-maneuvered the CRA. In a study released March, 2002 entitled This Old Reg: The CRA Needs Renovation, NTIC reported on the inadequacy of the HMDA and the CRA within the current financial climate.  All of the banking regulators have the ability through the current regulatory review process to bring CRA up to speed with the modernized financial industries. Furthermore, Congress has the ability to force the hand of the banking regulators to enact these changes. Congress should pass the CRA Modernization Act of 2001 (H.R. 865), which includes all the necessary changes to the CRA and the HMDA.

Many leading community organizations, academics and advocates have urged the banking regulators and lawmakers to enact critical changes to the CRA to make sure that CRA maintains its effectiveness in extending credit to low and moderate income individuals. In March, 2002, The Joint Center for Housing Studies at Harvard University published The 25th Anniversary of the CRA: Access to Capital in an Evolving Financial Services System.  The study documents the fact that while CRA works, it must be modernized to keep pace with the financial industries.

The MHC report should have included the following points as recommendations for improving conventional lending and access to capital in low/moderate and minority communities.  Community organizations are pressing the banking regulators and Congress to include these in the upcoming CRA proposal.

a. The Home Mortgage Disclosure Act (HMDA) needs to be modernized. Interest rates, points, and fees need to be disclosed in HMDA. 

b. Subprime affiliates and subsidiaries need to be included in the depository's CRA exam. Under the current CRA, institutions have the option to count affiliate and subsidiary lending activity in or out of their CRA exam. This leads to a financial institution's potential to manipulate its CRA rating. 

c. A better ratings system needs to be developed to combat documented CRA grade inflation. The current rating scale is geared for a financial depository to pass, regardless of it performance.

d. Require an analysis of race-based lending as a component in the lending test for CRA compliance. When the revisions were made to the original CRA examination process in 1995, the specific review of fair lending practices in the CRA process was eliminated.

2. Enact Predatory Lending Legislation

The Commission’s report also fails to highlight the crisis predatory lending situation – a problem that community organizations have identified as a significant threat to families and neighborhoods.  In fact, the MHC report makes only one reference to predatory lending in its discussion of expanding FHA’s small lender activity.  It appears that the MHC has decided to not take up predatory lending as an issue despite the overwhelming attention it has received. Academic forums, national conferences and abundant news media have identified stopping predatory lending as a way to stop the destruction of communities. 

Foreclosure rates tell an astonishing story about the quality of lending taking place in our neighborhoods.  The foreclosure numbers are a testament to the explosion of predatory lending. In Chicago alone, there were 2,314 foreclosures in 2001 – 32 times more than in 1993 (72 foreclosures).  All of these foreclosures occurred on loans made by subprime lenders. There is currently no way to tell whether or not a subprime loan (or a prime loan) is predatory because publicly reported data through HMDA does not include loan pricing information. This further demonstrates the need for modernization of HMDA in order to detect predatory practices.

Community organizations, advocates, and academics have supported measures to curb predatory lending. The MHC report should have recommended that Congress strengthen and adopt "The Predatory Lending Consumer Protection Act of 2002."  Senate bill 2438 was introduced by Senate Banking Committee Chairman Paul Sarbanes (D-MD) and H.R. 1051 was introduced by the Ranking Minority Member of the Housing Financial Services Committee, Rep. John D. La-Falce (D-NY). Sponsoring Senators and Representatives should include a prohibition against loan steering borrowers with adequate credit records into high-interest rate loans.

The proposed legislation will restrict predatory lending practices, expand consumer protections, and strengthen enforcement of existing protections by enhancing civil remedies and statutory penalties.

3.
Step Up Regulation and Enforcement by the FHA

While the MHC report calls for the revitalization and restructuring of the FHA, it does not make any recommendations aimed at reducing the concentration of abandoned HUD homes or eliminating the scams pulled by unscrupulous lenders, realtors, and appraisers working for the FHA. These goals are priorities for neighborhoods and stated commitments by HUD Secretary Mel Martinez.

On May 21, 2002, National People’s Action released Families HUD Abandoned: An Analysis of the Federal Housing Administration’s Loan Default Activity and Lender Performance in 22 U.S. Cities, 1996 – 2000. The study documents extremely high default and home loss rates concentrated in low income and/or minority communities.  Probably the most compelling component of the study is the list of top ten FHA lenders in each city and their default rates city-wide, in minority neighborhoods and in low/moderate income areas. 

Despite their responsibility to FHA homeowners, HUD continues to do business with the lenders, realtors and appraisers behind these default rates.  The most significant measure taken to limit these abuses is HUD’s Credit Watch program. To date, 110 lenders have been terminated from making further FHA loans.  While this program is effective at catching the most egregious lenders, it does not prevent the destruction of neighborhoods, nor does it make appraisers and realtors culpable.  

The MHC report should have included recommendations for reducing the concentration of abandoned HUD buildings in neighborhoods and eliminating scams by FHA-approved lenders, realtors and appraisers.  Community organizations will continue to stress the following recommendations to HUD Secretary Martinez and FHA Commissioner Weicher.  The MHC report should have encouraged Congress to pursue these changes through their legislative authority.
a. HUD must enforce its Credit Watch Termination program to terminate the ability of high default lenders to continue making FHA loans and collecting on insurance claims. Properly enforcing Credit Watch means reviewing the default and claim rates on all FHA loans every three months and analyzing the performance of every participating mortgagee branch.  HUD should issue a Mortgagee Letter every three months that lists the lenders terminated under the program. 

b. HUD must lower the Credit Watch threshold so that more high default lenders are terminated. Currently, lenders with default rates at least three times the area’s average default rate are supposed to be terminated under Credit Watch.  This threshold should be lowered to two times the area’s default rate.

c. HUD must create effective and punitive programs that protect homebuyers from unscrupulous appraisers that are associated with excessively high defaults. Modeled after Credit Watch, this program should be called Appraiser Watch.

d. HUD must create effective and punitive programs that protect homebuyers from unscrupulous realtors that are associated with excessively high defaults – Realtor Watch.

e. HUD must allocate significant funding for the rehab of homes in neighborhoods with concentrations of vacant HUD properties to create new affordable housing opportunities. HUD must reinstate and strengthen the Asset Control Area program and provide deep discounts to non-profit developers.

f. HUD must mandate alternatives to foreclosure and penalize lenders who do not work with borrowers to prevent foreclosure. Loss Mitigation tools are insufficient at reducing default and foreclosure rates. A program similar to H.R. 595 should be implemented.

g. HUD must enforce its own rule that servicers transfer property titles to HUD within 30 days of foreclosure, to drastically reduce the amount of time a property sits vacant.

h. HUD must mandate immediate improvements to the condition and maintenance of vacant HUD properties.

NTIC hopes that the recommendations laid out here will be included in a revised MHC report. We would be happy to support the revised report. Once again, thank you for your hard work in elevating the state of the nation’s housing into national discourse.

Sincerely,

Joseph W. Mariano

Executive Director

Cc:
MHC Commissioners:

Milroy A. Alexander
Ophelia B. Basgal
Catherine P. Bessant
Tom Bozzuto
Jeffrey S. Burum
David Carley
Herbert F. Collins
Kent W. Colton
Cushing N. Dolbeare
Daniel R. Fauske
Renee Glover
Bart Harvey
Feather O. Houstoun
William H. Hudnut III
H. Lewis Kellom
Joseph B. Lynch
Sam R. Moseley
Dennis M. Penman
Robert Rector
David Stanley

Conrad Egan, MHC Director

U.S. Senate Committee on Banking, Housing and Urban Affairs, membership:

Sen. Paul S. Sarbanes, Chairman

Sen. Phil Gramm, Ranking Member
Sen. Daniel K. Akaka

Sen. Wayne Allard

Sen. Evan Bayh

Sen. Robert F. Bennett

Sen. Jim Bunning

Sen. Thomas R. Carper

Sen. Jon Corzine

Sen. Michael D. Crapo

Sen. Christopher J. Dodd

Sen. John Ensign

Sen. Michael B. Enzi

Sen. Chuck Hagel

Sen. Tim Johnson

Sen. Zell Miller

Sen. Jack Reed

Sen. Rick Santorum

Sen. Charles E. Schumer

Sen. Richard C. Shelby

Sen. Debbie Stabenow

House Committee on Financial Services, Subcommittee on Housing and Community Opportunity, membership:


Marge Roukema, Chairman

Rep. Mark Green, Vice Chairman

Rep. Doug Bereuter

Rep. Spencer T. Bachus III

Rep. Peter T. King

Rep. Bob W. Ney

Rep. Bob Barr

Rep. Sue W. Kelly

Rep. Bob Riley

Rep. Gary G. Miller

Rep. Eric Cantor

Rep. Felix J. Grucci Jr.

Rep. Mike Rogers

Rep. Patrick J. Tiberi

Rep. Barney Frank

Rep. Nydia M. Velazquez

Rep. Julia Carson

Rep. Barbara Lee

Rep. Jan D. Schakowsky

Rep. Stephanie Tubbs Jones

Rep. Bernard Sanders

Rep. Michael E. Capuano

Rep. Maxine Watters

Rep. Melvine L. Watt

Rep. WM. Lacy Clay

Rep. Steve J. Israel

Committee on Appropriations, Subcommittee on VA, HUD, and Independent Agencies, membership:

Rep. James T. Walsh, Chairman

Rep. Tom DeLay

Rep. David L. Hobson

Rep. Joe Knollenberg

Rep. Rodney P. Frelinghuysen

Rep. Anne Northup

Rep. John E. Sununu

Rep. Virgil H. Goode, Jr.

Rep. Robert B. Aderholt

Rep. Alan B. Mollohan

Rep. Marcy Kaptur

Rep. Carrie P. Meek

Rep. David E. Price

Rep. Robert E. Cramer

Rep. Chaka Fattah
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