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Foreword

he economic prosperity and social cohesion of the United States will be greatly influ-

enced over the next several decades by the movement of America’s Latino population
into the middle class. The nation’s Latino population is of such dimensions and growing
at such a rate that the degree of its educational, labor force, and economic progress will
either impede overall national progress or accelerate it. A strong surge of Latinos into
the middle class would constitute a stable foundation under the nation’s social structure
for the future.

There is clear historical evidence that the workforce productivity and consum-
er strength of the nation’s middle class have been the underpinnings of the prosperity
which the United States enjoyed in the post-war period and into the first decade of the
21st century. With Latinos growing to about 25% of the population over the next 45 years
and constituting almost one-half of the overall population growth over that period, it is
difficult to construct a scenario for a durable American middle class without a strategy
for making Latinos an integral part of it.

The rapid growth and scale of the American post-war middle class was supported
by national policies such as improving access to higher education through the G.I. Bill,
increasing wages through the minimum wage and protection of workers’ rights, and
prominently by enhancing homeownership. Among the policies that strengthened hom-
eownership are FHA and Veterans Administration Mortgage Insurance, homeowner tax
deductions, secondary market and other financial innovations, and governmental pro-
grams to spur housing production. The result has been a fluid pathway to the middle
class via homeownership for millions of Americans.

Today homeownership is recognized as the principal economic mechanism for
families to begin the accumulation of the assets which constitute their wealth. For most
American families, the equity they amass through homeownership is the principal basis
of their net worth. It should be abundantly clear that if this process of asset accumulation,
growing a middle class, and providing the underpinning of stability for the nation is to
be sustained, it will require a national commitment of access to homeownership for the
most rapidly growing population segment - the nation’s Latinos.

Currently the homeownership rate for Hispanic households is about 49%, in con-
trast to the national rate of 68% and the White non-Hispanic rate of 75%. The Latino rate
grew steadily during the robust national economic expansion of the last decade from
roughly 42% to its present 49%. Unfortunately, this rate is still fully 19 percentage points
below the national rate and 26 percentage points below the White non-Hispanic rate.
Some of the difference may be explained by the comparatively shorter tenure in the Unit-
ed States of the substantial number of Latinos who are immigrants. It stands to reason
that immigrant Latinos who have had fewer years to earn wages, to accumulate savings,
or to establish the financial preconditions for home buying would contribute to the lower
Hispanic homeownership level. However, because the homeownership rate of native-
born Latinos is about 15 points under the national average, it is clear that in addition to
length of tenure in the United States, other variables such as income, younger age profile,
and place of residence are at work.



It is to these causes of a lower Latino homeownership rate that Alejandro Becerra
devotes focused attention. More importantly, it is his review of the most effective policies
and ideas to eliminate the differentials that creates the potential for meaningful action by
decision-makers in the public and private sectors. Becerra has meticulously researched
the best practices of housing officials and advocates working to increase Latino hom-
eownership. He has presented in one place the problems, the gaps, the proven strategies,
and the most promising approaches for closing those gaps.

As a result, Hispanic Homeownership: The Key to America’s Housing and Economic
Renewal is the definitive source document for persons interested in the direction and po-
tential of Hispanic homeownership and for those committed to expanding and strength-
ening it. This study is of immense importance. As a study of housing policies it is a clear
exposition and a call to action. As a preview of national economic and social progress it
is a first look at the next chapter in the great American historical narrative.

Henry G. Cisneros
Executive Chairman, City View
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Preface

n spite of the nation’s housing debacle, homeownership remains the cornerstone of

wealth for a majority of Americans, including Hispanics. At the same time, the vig-
orous work ethic and burgeoning purchasing power of Hispanics and other minorities
have the potential of vastly stimulating America’s economic growth. I strongly believe
that a new generation of homebuyers, including Hispanics and immigrants, will play a
pivotal role in reinvigorating America’s housing market and enable it to generate, once
again, a new era of sustained progress and prosperity.

With the economy struggling to recover from the financial crisis that has caused
the loss of millions of jobs and homes, the road ahead will be daunting. That is why His-
panic Homeownership: The Key to America’s Housing and Economic Renewal lays out both the
challenges and risks that lie ahead for all prospective homeowners as well as the reasons
why the Hispanic community alone represents such a strong and vital homeownership
market.

The work ethic of Latinos is fast becoming legendary - hard-working, often hold-
ing more than one job or working long hours, with an impressive record of low-turnover
and -absenteeism. Over the past decade, their labor and their earnings, especially in the
construction sector, contributed enormously to the nation’s housing boom and economic
prosperity.

Importantly, the housing industry makes up about 10 percent of the nation’s gross
domestic product and was responsible for over 75 percent of all job growth from 2004
through 2007. To cite just one example of the important contributions Hispanics can
make in sparking a recovery in housing, in 2006 Hispanic workers landed two out of ev-
ery three new construction jobs, or nearly 400,000 jobs - even as the housing market was
suffering a severe slump. Today, they represent nearly one-fourth of the entire construc-
tion industry labor force.

Hispanics are playing a pivotal role in the growth of housing and the general
economy as a result of their expanding population growth, rapidly growing purchasing
power, and significant employment and entrepreneurial contributions. In fact, over the
past two decades the increasing capacity of Hispanics to achieve homeownership has
contributed substantially to the housing boom in the suburbs, prevented a decline in
urban housing markets, and helped stabilize housing markets in many declining small
towns and rural areas.

Hispanic Homeownership: The Key to America’s Housing and Economic Renewal also
describes the various initiatives the housing industry must undertake in order to tap this
rapidly-growing market properly and effectively right now. At stake is the sustainability
of the housing industry, a vital sector of the nation’s economy that epitomizes the awe-
inspiring essence of the American dream - economic security and independence, and the
means to an end we all cherish - a home we can call our own.

Alejandro Becerra
Silver Spring, Maryland 2009
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AS WE REPAIR FROM THE HOUSING CRISIS AND SUB-PRIME excess,
we seem to have forgotten that the minority community and Hispanic borrower,
in particular, will be essential to our national recovery and to the stabilization of
housing markets. The Hispanic market was important before the market break-
down and will continue to be important in the future.

Craig Nickerson
President, National Community Stabilization Trust

LATINOS, BY VIRTUE OF THEIR SHEER NUMBERS, HAVE the potential to
reinvigorate the housing economy, and it is our goal to ensure that this new genera-
tion has the benefit of every possible advantage that enables them to partake of the
American Dream. Hispanics will represent 40 percent of first-time home buyers
in the next decade, thereby making first-time home buying programs imminently
critical to the country’s housing growth.

Rebecca Gallardo Serrano
Chairperson, NAHREP, 2008






Executive Summary

Purpose

Hispanic Homeownership: The Key to America’s Housing and Economic Renewal
explores the opportunities and obstacles Hispanics will find in 21st century
America’s housing markets. It highlights initiatives the housing industry
and government have undertaken, including new legislation and govern-
ment policies that will impact Hispanic homeownership significantly.

Just as important, given America’s housing crisis, this new book pres-
ents in one place the most significant points regarding the direction and po-
tential of Latino homeownership. As former HUD Secretary Cisneros points
out, the book describes not only the major homeownership barriers and is-
sues confronting Hispanics, but also the most effective policies, best-proven
strategies, and most promising approaches to help thousands of Hispanics
achieve and retain their dream of homeownership.

Hispanic Homeownership: The Key to America’s Housing and Economic
Renewal was written specifically for those proponents of homeownership
who want to tap the tremendous potential that the rapidly increasing His-
panic population and its vast purchasing power represent for the housing
industry and the national economy. It details the various reasons why first-
time homebuyers, especially Latinos, can well provide the stimulus needed
to revitalize America’s housing sector, demonstrating, in effect, that Lati-
nos will be among the primary home buyers of the future. As an aging ho-
meownership population begins to compel imminent replacement, recent
immigrants and young minorities represent America’s new demographic
majority of homeowners in the 21st Century.

A soft, weakened market offering near-record-low mortgage rates
and rock-bottom home prices should enable more Latinos and others to buy
a home in the near future. In addition, the built-up of demand for hom-
eownership caused by the recent tightening of credit and the potential cur-
tailing of large-scale predatory loan practices strongly suggest that in due
course an increasingly large number of Latinos and other minorities will be
able to obtain a safe and appropriately underwritten mortgage loan at a fair
and reasonable price. The book is therefore intended to help the housing
industry, lending institutions, housing advocates, and elected officials learn
more about:
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* Key characteristics of the Hispanic population and long-term trends
in Hispanic homeownership rates, in comparison to other population
groups.

* The growing number of mortgage loan products and financial assis-
tance programs that are helping Latinos and others achieve homeowner-
ship throughout the country.

* Important issues impacting homeownership such as predatory lending,
defective loan products, discrimination, stringent lending standards, and
the general state of the economy.

* The obstacles Hispanics and others confront in their quest to achieve
homeownership, including overcoming recent setbacks in income, employ-
ment, and homeownership.

* The homes and communities that can be designed and built to attract
and support the lifestyles and cultural needs of Latinos.

* The marketing, outreach, and educational strategies that work best in
reaching Latinos.

* New foreclosure-prevention and loss-mitigation initiatives intended to
ensure that financially stressed borrowers, including Hispanics, can pre-
serve their homes.

* The homeownership best practices and government policies -- including
efforts to stimulate mortgage lending, encourage home buying, and lower
mortgage interest rates -- that will make it possible for an increasing num-
ber of Americans to successfully buy, finance, and own a home the right
way right now.

Finally, the book is particularly intended for the communications
and marketing segments of the housing industry and the media. There is
an overarching need for these entities to acquire an accurate and full un-
derstanding of the dynamics of housing that directly affect the success of
homeownership among all Americans, including Hispanics.

For example, in June 2008, The Washington Post published “The Bub-
ble,” a series of articles on the sub-prime crisis. The series suggested that
the crisis had resulted largely because sub-prime loans had been made to
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low-income families and immigrants (most of whom are Hispanic) with
“less-than-stellar” credit. In fact, one-third to one-half of all Hispanics who
got sub-prime loans could have qualified for safe, lower-cost conventional
loans that would have provided the basis for successful homeownership.
The Washington Post had simply failed to report that unethical sub-prime
lenders had long been targeting, and continue to target, customers who can
qualify for less expensive “prime” loans but are not aware of it.

For years, unscrupulous lenders had lured borrowers with low “teas-
er” rates and cajoled them into higher-cost loans. In order to charge higher
fees, these lenders often made thousands of improper loans by intentionally
failing to verify or require income and savings information. Incredibly, by
2007, 60% of all sub-prime loans required little or no documentation. To
crack down on such unsound and irresponsible lending, in 2008 Federal
Reserve Chairman Ben Bernanke announced the approval of new rules that
prohibit predatory lending practices. He stressed that unfair or deceptive
acts and practices by lenders had resulted in the extension of many high-
cost loans that were inappropriate for, or which misled, thousands of bor-
rowers.

As late as August 7, 2009, The Washington Post continued to claim that
the homeownership gains in recent years primarily reflected the extension
of credit to people who could not afford it. In an editorial entitled “Fixing
Fannie Mae,” the Post also implied that it would be all right for the national
rate of homeownership to go back to 1985 levels “when American society
appeared pretty stable.” In 1985, the rate of Hispanic homeownership was
only 41.1% and that of African-Americans was 44.4%. It is hard to believe
that The Washington Post did not take this into account when it accepted this
level of stability and progress.

Regrettably, the unsubstantiated claims that recent homeownership
gains were largely the result of extending credit to people who could not af-
ford it and that promoting homeownership for low-income minorities had
caused the housing crisis continue to hamper a concerted national effort to
resolve it.

Ideally, the media must be responsible for reporting all the news
that’s “fit to print” fairly and accurately, with the ultimate objective of best
serving the public interest. For example, the media not only must aptly in-
vestigate the individuals, institutions, or policies that caused the sub-prime
crisis but also must publicize how the lending industry can now apply pru-
dent credit standards effectively and still make homeownership attainable
for millions of Americans. Sustainable homeownership can be achieved by
making loans the right way, especially through homebuyer education and
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counseling, appropriate loan terms and conditions, affordable down-pay-
ments, and financial assistance for first-time homebuyers and others.

Unfortunately, The Washington Post series created the erroneous im-
pression that many borrowers did not deserve help, when in reality many
of them, based on their incomes and creditworthiness, qualified for lower-
interest loans. In addition, at least one reader of the Post series suggested
that many of these borrowers could achieve sustainable homeownership if
they were provided with safe and subsidized, below-market interest rate
loans. The irony, however, is that such homeownership assistance pro-
grams have long been available throughout the country.

In contrast to the media, major lenders are already fully aware of
the tremendous market potential that Hispanics represent. In April 2008,
for example, Wells Fargo conducted a videoconference that was shown
in 50 theaters across the country and reached 12,000 members of the real
estate industry. Wells Fargo’s message was straightforward and succinct:
Rather than retract from making loans to minorities, including Hispanics,
the lending industry needed right then to begin reaching them successfully
and with appropriate loans.

Major Findings

Hispanic Homeownership: The Key to America’s Housing and Economic
Renewal confirms the existing research on Hispanic homeownership, which
shows that Latinos display a strong desire to own a home and are increas-
ingly making gains in education and income that will enable thousands of
them to become homeowners. According to a survey conducted in 2007 by
the Tomas Rivera Institute, 72% of Latino non-homeowners have consid-
ered buying a home.

The book also reaffirms earlier findings which reveal that Latinos
aspire to own homes in safe neighborhoods that are decent, appealing,
and affordable. The findings demonstrate how a combination of positive
trends, including income gains by Hispanics, low interest rates, and an in-
creasingly responsive housing industry have led to a rapid increase in the
rate of Hispanic homeownership - from 42% in 1994 to 49% in 2008, an in-
crease of 17%, or more than twice the rate of growth of non-Hispanic White
households (7%) during the same time period.

Importantly, Hispanic Homeownership: The Key to America’s Housing
and Economic Renewal highlights recent data that confirm the strong capac-
ity of Hispanics to purchase and finance a home. First, Hispanics are now
the largest minority group in the U.S., and represent an increasing portion




of the age group involved in most home sales - 26 to 46 years of age. In the
next few years, the Hispanic community is expected to continue to grow
at a rate three times faster than the general population, and to account for
well over 30% of total household growth in the country.

Latinos are also moving throughout the country in search of better
jobs and affordable housing opportunities. From 1995 to 2005, Hispanics
accounted for 90% of all household growth in Hawaii, 46% in Rhode Island,
40% in New York, 36% in Illinois, and 25% in North Carolina.

In terms of income gains, from 1980 to 2000 the number of Hispanic
families with annual incomes over $40,000 increased by 80% - three times
the rate of increase of the overall population. According to the National As-
sociation of Hispanic Real Estate Professionals (NAHREP), nearly 4 million
Hispanics, or about 40% of the Hispanic population, now earn an annual
income above $40,000. Furthermore, over the past decade Hispanic house-
holds who earn over $100,000 per year grew by 125% to 3.7 million, rep-
resenting a total net worth of $500 billion. More than 10% of all Hispanic
households now earn more than $100,000 a year.

Census data also show that between 1994 and 2007, median Hispanic
household income rose 23%, from $31,500 a year to $38,700 a year. Hispan-
ics are expected to continue growing in affluence at a much faster rate than
the general population.

The economic progress of Hispanics has been accelerated by gains in
education. From 1994 to 2005, the percentage of 18- to 24-year-old Hispan-
ics who graduated from high school or obtained a GED rose from 56% to
66%. Nearly 25% of these young Hispanics are now enrolled in college, up
from 19% in 1994. In addition, Hispanics are moving quickly into manage-
ment, professional, and other white-collar occupations.

In 2007, Hispanic purchasing power surged to $863 billion. Due
largely to the younger age profile of Hispanics and the continued growth in
their population and purchasing power, NAHREP projects that from 2002
to 2012, 40% of first-time homebuyers in the U.S. will be Hispanic.

Finally, prior to the nation’s financial crisis, the Tomas Rivera Policy
Institute had projected that nearly 1.5 million Latino households would
buy homes by 2010. It estimated that another 700,000 Latino families would
be able to buy homes if the housing industry offered them adequate bilin-
gual outreach, counseling, and access to appropriate loan products. These
2.2 million Hispanic households represented an additional $500 billion in
home sales, $450 billion in mortgage sales, and $8 billion in gross income
for the housing industry.
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Conclusions

The surge of Latinos into the middle class, which is essential to bring-
ing about economic prosperity and social cohesion for all Americans, can-
not occur without the housing industry’s strong leadership. The promise
of a better future for Latinos will not be realized without a more focused
commitment from the public and private sectors. The housing industry
itself must be fully aware that Hispanics will be fueling the first-time hom-
eownership market over the next two decades. As interest rate changes and
problems with sub-prime loans continue to shift industry’s focus away from
refinancing loans, the significance of gaining access to financially capable
and qualified first-time homebuyers, especially from among the younger
and rapidly growing Latino population, becomes even greater.

Lenders have vastly improved efficiency and profitability in making
loans to Latinos, a market segment which has traditionally been viewed as
time-consuming and complex. Lenders have also reduced the average fees
and points charged in originating 30-year fixed-rate mortgages by improv-
ing and automating underwriting standards, thus making homeownership
increasingly affordable. Many of these lenders have also been making com-
munity lending, Federal Housing Administration (FHA), and Individual
Tax Identification Number (ITIN) loans. Given the current tightening of
credit, lenders need to ensure that Latino borrowers continue to have ac-
cess to these loan products and to benefit from the use of the more cultur-
ally appropriate and sound underwriting criteria now available, and that
responsible Latino borrowers are able to choose only the most appropriate
loans for which they qualify and can afford to pay.

Finally, the housing industry has actively recruited and hired an in-
creasing number of bilingual, highly ethical, and culturally sensitive real
estate professionals who are successfully gaining the trust and brand loy-
alty of Hispanic home buyers. The ultimate achievement of the housing
industry in terms of inclusion will be its ability to incorporate minorities,
including Hispanics, into board and executive leadership positions.

Obviously, a great potential for Hispanic homeownership exists now
that more Hispanics are able to afford homes in areas that also offer better
job and income opportunities. Major lenders had, until recently, developed
effective credit requirements, become trusted sources of credit, and extend-
ed an increased number of loans that are safe, accessible, and affordable.
Long before the onslaught of sub-prime lending, such actions had made it
possible for thousands of Latinos who had previously been shut out of the
market to become homeowners.
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It is, however, also plainly evident that many Hispanics continue to
face formidable barriers, including renewed lack of trust in financial institu-
tions and misinformation concerning the home buying process. Hispanics
whose income and credit standing most likely qualify them for prime loans
are particularly concerned about obtaining inappropriate higher-cost loans.
Partly because of such concerns and the current tightening of credit, loan
applications for home purchases by Hispanics fell 38% from 2006 to 2007.

Faulty provisions in some mortgage loans have served to focus pub-
lic attention on borrowers who are financially stressed or who have been
victimized by a few unscrupulous lenders. Equally important, however, is
to recognize the hundreds of thousands of Latino borrowers who have been
able to achieve sustainable homeownership and to benefit immeasurably
from the accumulation of equity. Although a growing number of foreclo-
sures and a decline in home sales and prices have halted the great housing
boom of recent times, the Hispanic rate of homeownership still rose to 50.1%
in the third quarter of 2007 - the second time in U.S. history that Census
data showed that a majority of Hispanics had achieved homeownership.

Housing advocacy groups are to be commended for continuing to
emphasize the challenges and risks facing Hispanics who want to achieve
sustainable homeownership. They know that prospective Hispanic home-
buyers must still contend with the formidable tasks of first becoming famil-
iar with the appropriate loan products that are available, and then wisely
selecting the loans and, if eligible, possible financial assistance that best suits
their financial capability.

The housing industry, on the other hand, must equally focus on the
vast potential and opportunities that continue to prevail for prospective
Hispanic homebuyers even as the housing market continues to experience
a severe slump. It must not catch itself accepting what major newspapers
such as the Wall Street Journal and other mainstream media have reported
and implied: that the sub-prime market only catered to “borrowers with
weak credit.”

Instead, the housing industry must fully recognize that many Latinos
have been offered sub-prime loans not because they have damaged credit
but rather because they either lacked a traditional credit history or simply
fell victims to unscrupulous lenders who failed to determine or acknowl-
edge their true financial capacity and credit-worthiness. Although such
Latino borrowers are likely to be hard-working and highly conscientious,
they may still face foreclosure problems because they were given loans with
hidden costs and “teaser” rates.
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Mortgage lenders today need to know that most Latinos work hard,
are highly mobile, and will do everything they can to keep their homes or
to become new homeowners. Many of them hold multiple jobs, pool their
resources, and are willing to change jobs or careers. They are sometimes
willing to leave family members temporarily behind in order to move to
areas of the country that offer better jobs and more affordable housing. As
the population and purchasing power of Latinos continue to grow, the im-
mediate future of housing in America depends substantially on how well
the housing industry responds to their emergent housing needs.

Prospects for the Future

The rate of homeownership for the entire population in the U.S. has
drastically declined from the historic high rate of 69% achieved in 2004 to
67.8% in 2008. The rate of homeownership for non-Hispanic Whites has
similarly decreased from the high rate of 76% attained in 2004 to 75% in
2008. In particular, the rate of Black homeownership has declined substan-
tially from the high rate of 49.1% reached in 2004 to 47.4% in 2008.

Indeed, the last time the rate of homeownership reached only 67.8%
for all US households was eight years ago in 2001. Back then, the rate of
homeownership for non-Hispanic Whites stood at 74.3% and that of His-
panics was 47.3%. Since then, the rate of homeownership for all households
did not grow at all, remaining at 67.8%, and the rate of homeownership for
non-Hispanic Whites barely grew from 74.3% to 75%, or less than one per-
centage point. On the other hand, during the same time period the rate of
Hispanic homeownership grew from 47.3% to 49.2%, an increase of nearly
two percentage points -- clearly substantiating the long-term potential of
the Hispanic homeownership market, especially when good, safe, and af-
fordable loans are accessible, offered and made.

Looking back, as early as the first quarter of 2005 the rate of Hispanic
homeownership had already reached 49.7%, long before the onset of the
sub-prime crisis. On an annual basis, it has remained steady at nearly 50%
since then.

In 2006, Hispanics took out 692,014 home-purchase loans, far outpac-
ing all minority groups. In contrast, African-Americans, the nation’s second
largest minority group, took out only 448,082 home-purchase loans during
the same time period. Accordingly, unless Hispanics are unduly affected
by the sub-prime crisis, the gap in the rate of homeownership between His-
panics (49.7%) and that of the U.S. total population (68.3%) may well con-
tinue to narrow. Prior to the sub-prime crisis, about 2.2 million Hispanics
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were projected to buy homes by 2010, when their rate of homeownership
was expected to have exceeded 50%.

Achieving higher levels of Hispanic homeownership, however, re-
quires that mortgage loan interest rates remain historically low, Hispanics
continue to make gains in education and income, and the housing industry
must assess risk and credit-worthiness effectively by fully and accurately
taking into account the financial capacity of Hispanics, especially their in-
stinctive capacity to pool incomes. Favorable trends that should help in-
crease the rate of Hispanic homeownership include:

* Hispanics are now the largest minority group in the country.

They account for over 30% of its total household growth, and represent
an increasing proportion of the predominant home-buying age group
- 26 to 46 years of age. In 2006, the Hispanic population was much
younger, with a median age of 27.4, compared with the population as a
whole at 36.4. Hispanics are also more likely to be married with children
(38%) than non-Hispanics (23%), and thus are strongly motivated to buy
a home.

* Hispanics are continuing to attain steady gains in population, income,
education, and business entrepreneurship.

In 2007, Hispanic purchasing power rose to $863 billion. Their vigor-
ous work ethic, strong desire to succeed, and larger size of families are
accelerating their potential to achieve homeownership. The number of
Hispanic-owned businesses reached 3 million in 2008, with business re-
ceipts totaling $389 billion. Finally, growth in the number of Hispanic
homeowners has continued to outpace that of Hispanic renters since
2004. Indeed, larger Hispanic households with multiple wage earners
are consistently pooling their incomes and other assets in order to make
their dreams of buying a home a reality.

* Hispanics are moving to practically every region in the country, espe-
cially to areas with growing Hispanic populations, in search of better job
opportunities and affordable housing.

This trend is particularly true for Hispanics who have lower median
household incomes when compared to non-Hispanic Whites, and are
beginning to move from high-cost housing markets into localities hav-
ing historically-high affordable housing.
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* More Hispanic low-to-moderate-income families are now able to af-
ford buying a home.

Of the total 1.4 million mortgage loans made to Latinos in 2005, about
500,000 loans (or 35%) were made to Latino households with below-
median incomes. This substantial number of loans represents a promis-
ing market for affordable lower-end home sales, especially if the large
number of eligible Latino households takes advantage of current rock-
bottom home prices, low interest rates, and the various homeownership
assistance programs that are now available throughout the country.
These programs feature safeguards that help ensure that Latinos are
well-prepared for the responsibilities of homeownership and can obtain
only safe, affordable loans.

* A greater number of Latinos from all income levels can now buy a
home, especially in the inner cities, suburbs, and in small towns.

In particular, homes at the lower end of the market are making hom-
eownership more affordable as these homes continue to experience the
greatest decline in prices across the country. As early as April 2007, the
Commerce Department was reporting that more than 40% of the new-
home sales recorded nationwide were for homes $200,000 or less.

Over the past two years, larger declines have occurred in the values of
lower-priced homes than higher-priced homes in 12 of 17 major Metro-
politan Statistical Areas (MSAs). For example, in MSAs such as Los An-
geles, the decline in values of lower-priced homes has been at least 18%,
whereas that of higher-priced homes has been just over 7%. By March
2009, home prices were making homes more affordable than at any time
in the last 40 years, when compared with personal income.

Because more homes are selling at the lower end of the market but tak-
ing longer to sell, the housing industry is spending more time now in
helping first-time homebuyers benefit from homeownership assistance
programs, including a new $8,000 home buyer tax credit. These pro-
grams help cover down-payment and closing costs, and often help lower
monthly mortgage costs through subsidized, below-market soft-second
mortgage loans.
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Importantly, these homeownership programs are helping more first-
time homebuyers qualify for loans that are in line with their creditwor-
thiness and financial capacity, offer as much as $90,000 or more in as-
sistance in high-cost communities, and usually combine local, state, and
federal government funds.

* Hispanics continue to stimulate the housing industry both as con-
struction workers and as purchasers of homes and home improvement
products.

In 2006, Hispanic workers landed two out of every three new construc-
tion jobs, or nearly 400,000 jobs - even as the housing market was suf-
fering a year-long slump. Today, they represent nearly one-fourth of
the entire construction industry labor force, but are continuing to suffer
increased unemployment due to the severity of the housing crisis.

Because of their burgeoning population growth, rapidly growing pur-
chasing power, and significant employment contributions, Hispanics
are playing a pivotal role in the growth of housing in the country. Over
the past two decades the increasing capacity of Hispanics to achieve ho-
meownership has contributed substantially to the housing boom in the
suburbs, prevented a decline in urban housing markets, and helped sta-
bilize housing markets in many declining small towns and rural areas.

* Low interest rates, government-backed loans, and targeted, non-pred-
atory lending by financial institutions are making homeownership more
affordable for Hispanics.

As of this writing, 30-year fixed mortgage rate loans continue to hover
around 5to 6 percent, Congresshasenacted FHA reformlegislationaswell
asnew housing legislation to rescue troubled borrowers from losing their
homes, and lenders are using targeted loan products to reach Hispanics
effectively. Many sellers and builders are offering incentives such as
paying mortgage points or fees, or providing a home warranty plan or
free moving services. Hispanics are also realizing that the sooner they
are able to afford and buy a home, the sooner they can build equity and
benefit from mortgage interest deductions.

Several companies have also introduced innovative underwriting sys-
tems that enable lenders to assess the credit-worthiness and financial
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capacity of all borrowers more accurately. These systems take into ac-
count multiple wage earners and documented income from more than
one job, and they add weight to on-time payments of rent, phone bills,
utilities and other “alternative” credit indicators.

* Hispanics, like most Americans, are highly motivated to buy a home
because they yearn for a place to call “home” and want to leave behind
something of value for their children.

Most Latinos associate owning a home with a strong personal and col-
lective sense of pride, security, independence, and achievement. As pro-
spective homeowners, they envision themselves becoming free of the
restrictions and poor living conditions they often associate with rental
housing, and see themselves more as masters of their own destinies.

From 2002 to 2007, housing appreciation rates increased astoundingly
in five of the most popular places for Hispanic homeownership in the
country: 142% in Riverside, CA, 136% in Los Angeles, 133% in Miami,
97% in Phoenix, and 51% in Chicago. As of mid-2007, median home
prices were $397,000 in Riverside, CA, $384,000 in Miami, $265,000 in
Phoenix, $283,000 in Chicago, and $593,000 in Los Angeles.

Overall, the average housing appreciation rate during that five-year
period was 83% in the top Hispanic demographic areas. In spite of
the housing crisis, homeownership continues to preserve considerable
wealth for millions of successful Hispanic homeowners. As of the end
of 2008, nearly a majority of Hispanics (49.2%) still owned their homes.
Latinos have highly appreciated the equity they have amassed even
though they have not traditionally considered such wealth as a primary
motive for owning a home.

Recommendations

Hispanic Homeownership: The Key to America’s Housing and Economic
Renewal encourages the housing industry to commit itself fully from the top
down, to provide Hispanics full access to the safe, targeted, and affordable
loan products and homeownership assistance programs that are available
nationwide. Overall, the housing industry can help Latinos achieve hom-
eownership by:
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(1) Establishing a simpler, more transparent, and easier-to-understand
home buying and lending process.

(2) Demonstrating total commitment to streamlining and effectively deliv-
ering the entire range of loan products and services it offers.

The housing industry must assertively reach out to ensure that His-
panic borrowers are adequately prepared for homeownership through coun-
seling and given the information they need in order to secure mortgage loans
which best suit their financial capacity. To enhance profits and achieve mu-
tually beneficial results with a greater number of borrowers, lenders must
specifically ensure that all borrowers have their true credit-worthiness fully
taken into account, and are given an equitable opportunity to attain and sus-
tain homeownership by offering them the most appropriate loan products
and credit options for which they qualify.

In recent years Hispanics had obtained about 40% of all sub-prime
loans. Such a large percentage of sub-prime loans to Hispanics is due, to
some extent, to their relatively lower incomes and - quite significantly - to
their lack of access to reliable counseling and to traditional 30-year fixed loans
and alternative loan products which use the new, more culturally appropri-
ate, automated, and sound underwriting criteria that are available for bor-
rowers with non-traditional credit practices and “thin credit files.”

Such market-proven underwriting criteria are now being applied with
increasingly successful results. As Felix DeHerrera, former chairman of NAH-
REP has stated, “[Mortgage suitability] reforms that protect consumers and
strike a balance for practitioners that work with the underserved community
are absolutely critical to keeping the door open to homeownership.”

The strong faith that Hispanics have in their own financial ability to be-
come homeowners should result once again in a majority of Hispanics own-
ing a home by the end of this decade. In addition, the housing industry is
becoming strongly aware of the tremendous market potential of the Hispanic
community, a community that is entrepreneurial, hard-working, and can help
once again fuel the American economy.

Finally, Hispanic homeownership rates should continue to grow once
housing practitioners from every sphere of influence carry out the public pol-
icy recommendations delineated in this book. The recently enacted Housing
and Economic Recovery of Act of 2008 (HERA) and most recent government
actions have already adopted many of these recommendations. Indeed, all of
these recommendations were previously formulated in The Potential of Hispanic
Homeownership: Challenges and Opportunities, an abridged version of this book
which was published by NAHREP two years ago and was widely distributed.
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Some of these policy recommendations that are now law include the
establishment of a national housing trust fund, homeownership tax credits,
FHA reform, tax benefits for homeowners who do not itemize on their tax
returns, higher loan limits for GSE and FHA loans, revitalizing deteriorated
areas directly affected by foreclosures, enhancing mortgage disclosure, and
expanded federal housing programs and homebuyer counseling.

Make it Right: Owning a Home the Right Way Right Now

In summary, this primer on Hispanic homeownership seeks to per-
suade and spur industry leaders, housing advocates, and policy-makers
into vigorously carrying out the strategies and “best practices” that will
result in the resurgence of housing, the crumbling of homeownership barri-
ers, and the renewed growth of homeownership for all Americans, includ-
ing Hispanics. The book is particularly intended to show that the time to
successfully finance and own a home the right way is right now.
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Chapter One
Challenges and Opportunities

Immigrants are playing a major role in our economy. There’s no question about that.... A lot of
immigrant workers, many of them undocumented...are working in various industries, ranging
from manufacturing, to agriculture, to leisure and hospitality...construction and other areas. And
if they were all to leave immediately, then there would be obviously disruption...and labor shortages
in those industries.

Ben Bernanke, Federal Reserve Chairman, February 2007

ispanic Homeownership: A Stimulus for America’s Housing Renewal highlights findings

that are in the forefront of housing industry interest today: (a) the sudden and ex-
plosive growth of sub-prime and non-traditional mortgage loans that has proven to be
too costly and damaging for millions of Americans; (b) the critical need to extend appro-
priate and affordable loan products, home buyer education, and housing counseling to
prospective home buyers; (c) the need to adopt homeownership strategies that address
the language and cultural differences of Latinos; (d) the application of new alternative
credit scoring mechanisms that work successfully for non-traditional borrowers; (e) the
movement of an increasing number of well-informed Latinos from high-cost areas to
communities across the country that provide better jobs and more affordable housing;
and (f) the exceptional growth of the Latino market and its direct relationship to the re-
surgence of housing in America.

In terms of creating opportunities, the
housing industry must continue to estab-
lish viable partnerships with other key
stakeholders that create sustainable ho-
meownership opportunities for Hispan-
ics, including housing counseling and
government housing agencies as well as
nonprofit housing and community devel-
opment organizations.

If the Hispanic homeownership rate is
to rise again substantially, such joint ef-
forts must emphasize the effective coor-
dination and layering of resources, the
provision of extensive home buyer edu-
cation and counseling, the expansion of
trusted sources of mortgage loan credit,
and vastly improved real estate market-
ing and outreach efforts.




Overcoming Homeownership Barriers: The Challenges

Prospective Latino homebuyers continue to face many barriers and risks: lack of
affordable housing; the disproportionate concentration of Latino households in costly
housing markets; the lower median household incomes of Latinos; and the unprecedent-
ed growth - until most recently - of sub-prime and non-traditional, high-cost mortgage
loans.

Some of the alternative or non-traditional loans, such as interest-only loans, have
not required borrowers to pay down the principal; similarly, option adjustable-rate mort-
gage loans (another type of non-traditional loan) have allowed customers to pick their
payment amount. Consumers in the recent past had obtained such risky loans because
they were offered “teaser” rates and low payments for the first several months, or usu-
ally for no more than two or three years. They got a short-term break that helped them
qualify on the front end with the hopes that rising home values would help them out
later. Some of these consumers, however, were surprised when their payments doubled
or tripled as interest rates adjusted or as their mortgage balances expanded because they
had not paid any money toward the principal. Once this happened, such consumers ran
the risk of seeing their mortgage balance rise, even after years of payment. Ultimately,
they ran the risk of foreclosure.!

Accordingly, one of the outstanding challenges facing housing practitioners today
is helping prospective homebuyers make the right choices and obtain the best mortgage
loans that are in line with their buying capacity and credit. Fortunately, prospective
homebuyers whose incomes qualify them for government financial assistance are in most
instances required to receive housing counseling and clear, accurate, and thorough infor-
mation on the true costs of the mortgage loans they obtain. Borrowers who have received
non-traditional loans such as in-
terest-only loans, however, have
not fully understood that such
loans only make sense when ris-
ing home values mitigate their
having to make larger payments
later.

Since such borrowers did
not fully understand what they
were getting into, they risked
rushing into obtaining these
loans. The terms and condi-
tions of some of these loans,
unwittingly or not, placed them
at great risk of foreclosure. In
touting such loans, unscrupu-
lous lenders or brokers often ad-
vertised “teaser” interest rates, no down-payment or proof of income requirements, mini-
mum low-payment plans, confusing terms, and lured even homebuyers with good credit




into non-prime, high-cost debt. These lenders failed to inform borrowers directly that
these loans involved excessive points or fees, were subject to mandatory arbitration, and
included abusive prepayment penalties or single-premium credit insurance or debt can-
cellation insurance. To make matters worse, licensing standards and proactive enforce-
ment regarding abusive loan practices by mortgage originators were sorely lacking.

In the past four years, job losses and a slowing economy have led to thousands of
late mortgage payments and foreclosures. In addition, a lack of understanding of how
the terms and conditions of these loans affected the capacity of homebuyers to pay for
their homes, and a precipitous decline in home values, have accelerated the growth of de-
linquencies and foreclosures throughout the country. For a long time, housing advocates
had pleaded for lenders to create more mortgage loans that included lower down pay-
ments and longer repayment terms. Now, they were lamenting that hundreds of thou-
sands of ill-informed and ill-prepared borrowers had been lured instead into obtaining
predatory, high-cost loans in their haste to refinance or purchase a home.

Many such loans, which feature looser credit requirements and fluctuating pay-
ment plans, were originally intended for borrowers with promising long-term earnings
potential or who expected their incomes or home values to increase rapidly. Increasing-
ly, however, these loans were offered to lower-income individuals, especially young and
elderly ill-informed borrowers in gentrifying neighborhoods. Unfortunately, thousands
of such borrowers received these higher-cost loans because some lenders used “cookie-
cutter” industry standards to categorize them, sometimes inaccurately or even intention-
ally, as “high-risk” borrowers.

Many lenders had long concluded that sub-prime and non-traditional loan prod-
ucts served an important need if used prudently and wisely. Unfortunately, the terms of
thousands of these loans caught consumers totally unprepared to handle sudden jumps
in their loan payments, and then to face the strong possibility of losing their homes.

Preventing Foreclosures Successfully

Overall, the best way to prevent foreclosure is to provide early, adequate, and
thorough homebuyer education and housing counseling. Trusted sources of mortgage
loan credit must provide borrowers with the information they need in order to make the
right choices in obtaining the types of loans that best suit their needs and financial capa-
bilities.

From the very beginning, borrowers must be encouraged and taught to understand
fully the terms of their loans. If this prerequisite has not been adequately addressed, the
housing industry must extend a helping hand and serve as trusted advisors to financial-
ly-stressed homeowners who end up in danger of losing their homes.

Such trusted advisors, including members of NAHREP, are now helping finan-
cially-stressed borrowers across the country by informing them about available options,
guiding them to negotiate ways to avoid foreclosure with their lenders, and often con-
necting them with nonprofit housing counselors.? They are working closely with lend-
ers to help these borrowers keep their homes by modifying certain terms of their loans,
including lowering monthly payments for a period, deferring unpaid principal and inter-
est, or changing the interest rate.



Other prudent workout arrangements include (a) repayment plans in which un-
paid balances are reduced and paid over time through small, regular additions to bor-
rowers’ monthly payments, and (b) forbearance agreements whereby principal and in-
terest payments are reduced or even suspended for a period of time, enabling borrowers
to get their finances under control. HUD’s FHA, for example, even allows money to be
advanced interest-free on behalf of delinquent homeowners to bring their loans current,
up to a maximum of 12 months” worth of principal, interest, taxes and insurance.> In
September 2007, FHA instituted FHA Secure, a refinancing option that gives homeown-
ers with adjustable rate mortgages, current or delinquent, the ability to refinance into a
FHA-insured mortgage. Since then, FHA Secure has helped more than 473,000 borrowers
to refinance and keep their homes.

Initial Housing Industry and Government Response to Foreclosure Crisis

At the start of the foreclosure crisis and before being taken over by the govern-
ment, Fannie Mae introduced HomeStay, a campaign that allows lenders it works with to
refinance homes without first having to clear up borrowers” unpaid bills on their credit
reports. It stretches the loan term for such refinancing to a maximum of 40 years from a
current limit of 30 years, which reduces monthly mortgage payments by about 5%. This
initiative includes borrower-friendly options such as low down-payments; long-term,
fixed rates; low fees and points; a prohibition on pre-payment penalties; and a ban on
arbitration clauses. Fannie Mae estimated that about 1.5 million homeowners who face
resetting ARMs and potential payment shock during the next two years could be eli-
gible for its loan options. Fannie Mae later announced it would help troubled borrowers
whose homes are worth less than their mortgages by refinancing up to 120% of the prop-
erty value. Fannie Mae is offering that option to borrowers whose loans are owned by
Fannie Mae and who remain up-to-date on their mortgage payments.*

At the same time, Freddie Mac, which was also later on taken over by the govern-
ment, announced plans to buy $20 billion worth of fixed-rate and hybrid ARM products
in order to provide more choices to about 130,000 troubled sub-prime borrowers. These
loans were to include 30-year and possibly 40-year fixed-rate mortgages and ARMs with
reduced margins, longer fixed-rate periods, and longer reset periods. Struggling lenders
also began trying to stem foreclosures. Countrywide sought to refinance $16 billion in
loans that affected 82,000 borrowers, and Citigroup and Bank of America provided funds
to Neighborhood Assistance Corporation of America to assist borrowers in refinancing
$1 billion in mortgages.” Finally, the National Community Reinvestment Coalition estab-
lished a Consumer Rescue Fund that works with victims of predatory lenders to make
their mortgage payments more affordable.

Currently, Citigroup, Bank of America/Countrywide, and ]J.P. Morgan Chase
are providing new flexible loan modification programs to help troubled borrowers liv-
ing in areas with increasing unemployment (Citigroup), or with sub-prime loans (Bank
of America/Countrywide, or with sub-prime adjustable-rate mortgages (J.P. Morgan
Chase).

Fannie Mae also provided $5 million in grants to support a national foreclosure



prevention initiative being managed by NeighborWorks of America and the Homeown-
ership Preservation Foundation. These national organizations have joined with local
governments, other nonprofit organizations, and lenders to counsel and help families
overcome obstacles that could result in the loss of their homes. The Homeownership
Preservation Foundation created a web site, www.995HOPE.org, and a toll-free hotline
at 888-995-HOPE (available in both English and Spanish) to help financially-stressed bor-
rowers develop a budget or explore loan work-out options. A large number of such bor-
rowers are not even aware work-out options are available.

In October 2007, a new initiative, HOPE NOW, was established to help homeown-
ers retain their homes, through a direct mail campaign and by developing best practices
for counseling groups across the nation to ensure speedy and efficient loan modifications.
The initiative is made up of a government-approved network of counselors, the nation’s
largest mortgage lenders, service companies, investors, and large trade organizations.
The initiative includes the toll-free hotline at 888-995-HOPE. Its website, http:/ /www.
hopenow.com, provides tips to borrowers on locating the lender associated with their
mortgage, as well as links to credit counselors who can assist homeowners in need of a
loan modification. So far, the HOPE NOW Alliance has facilitated more than 1.7 million
loan workouts to help homeowners at risk of foreclosure.

The National Foundation for Credit Counseling (NFCC) offers a phone number -
(866) 557-2227 - and websites, www.HousingHelpNow.org and www.Nopierdastuhog-
ar.org, which also offer assistance to financially-stressed borrowers. The National Asso-
ciation of Realtors (NAR) and the Center for Responsible Lending have jointly produced
a brochure, “Are You Having Problems Paying Your Mortgage? Learn How to Avoid
Foreclosure and Keep Your Home,” which can be found at www.REALTOR.org/sub-
prime.

The Mortgage Bankers Association’s web site, www.homeloanlearningcenter.com,
lists nearly five dozen lenders who can help borrowers who are having problems making
their monthly mortgage payments. In turn, the Department of Housing and Urban De-
velopment (HUD) lists HUD-approved counseling agencies by state at www.hud.gov/
counseling. Its website, www.hud.gov/foreclosure, helps FHA borrowers and others to
avoid foreclosure.

Freddie Mac also promotes home buyer education and counseling through pro-
grams such as CreditSmart®, its award-winning financial education curriculum, and
Don’t Borrow Trouble, an anti-predatory-lending campaign. These programs help bor-
rowers understand the mortgage origination process, their housing finance options, and
how to avoid abusive lending practices (see guide at www.freddiemac.com/corporate/
buyown/english/owning/avoid_ foreclosure.html).

Finally, the National Council of La Raza, a major civil rights organization, has
testified before Congress and proposed broad support and expansion of foreclosure pre-
vention counseling, the creation and delivery of rescue loan programs, and enforcement
actions against predatory and fraudulent foreclosure scams. Because of the significance
of the newly enacted Housing and Economic Recovery Act of 2008 and the related finan-
cial rescue legislation, an entire chapter of this book describes all of this new legislation,
especially new provisions which seek to stem the growing tide of foreclosures and to
reinvigorate the housing sector.



Tapping the Potential of Hispanic Homeownership: The Opportunities

Census data show that from 1994 to 2006, homeownership among non-Hispanic
White households in the U.S. rose from 70% to 76%, an increase of 9%. During the same
time span, Hispanic homeownership rose from 41% to 50%, an increase of 22%, or more
than twice the rate of non-Hispanic White households (See Table 1.1).

Significantly, the rate of homeownership for the entire U.S. population declined
from a record high level of 69% in 2004 to 67.8% in 2008, with the rate of homeownership
for African-Americans declining most steeply, from 49.7% to 47.9%. On the other hand,
during the same time period, the rate of homeownership for Hispanics increased from
48.1% to 49.2%. In fact, since 2003 when their rate of homeownership was 46.7%, the rate
of Hispanic homeownership rose by more than two percentage points, representing a
sizable increase of more than 5%. Since then, the growth in the number of Hispanic ho-
meowners has continued to outpace that of Hispanic renters.

Hispanics took out 692,014 home-purchase loans in 2006, outpacing all minority
groups. This number was more than 50% greater than the number of home-purchase
loans that African-Americans took out (448,082). In 2005, Hispanics took out an even
larger number of home-purchase loans (729,845), which helped to increase their rate of
homeownership dramatically over the subsequent two years.

In 2006, North Carolina had the strongest positive growth of Hispanic home buy-
ers, with a 21.6% increase over 2005. Hispanic homeownership also grew by more than
8% in Texas, Georgia, New Mexico, Pennsylvania, Utah, Tennessee, South Carolina, Lou-
isiana, Oklahoma, Washington, DC, Mississippi, and North Dakota.®

Table 1.1 Homeownership Percentage Rates by Race/Ethnicity

Year All White Non- Hispanics Black Asian/
Households Hispanic Other
1994 64 70 41.2 42.5 50.8
1995 64.7 70.9 421 429 51.5
1996 65.4 717 42.8 44.5 51.5
1997 65.7 72 43.3 45.4 53.3
1998 66.3 72.6 44.7 46.1 53.7
1999 66.8 73.2 45.5 46.7 54.1
2000 67.4 73.8 46.3 47.6 53.9
2001 67.8 74.3 47.3 48.4 54.7
2002 67.9 747 47 48.2 55.0
2003 68.3 754 46.7 48.8 56.7
2004 69 76 48.1 49.7 59.6
2005 68.9 75.8 49.5 48.2 60.4
2006 68.8 75.8 49.7 48.4 61.1
2007 68.1 75.2 49.7 47.8 60.3
2008 67.8 75.0 49.2 47.9 59.8

Source: The State of the Nation’s Housing 2008, Harvard University Census Bureau Homeownership and Vacancy data



Future Prospects of Hispanic Homeownership

Given this historical homeownership record and in spite of the various challenges
continuing to confront Hispanics, the rate of Hispanic homeownership should continue
to increase over the long run because:

* Hispanics are now the largest minority group in the U.S. and represent an increas-
ing proportion of the age group most involved in home purchases - 26 to 46 years of
age.

In 2006, the Hispanic population was much younger, with a median age of 27.4,
compared with the population as a whole at 36.4. Hispanics now account for well over
30% of total household growth in the country. They are also more likely to be married
with children (38%) than non-Hispanics (23%), and thus have a strong incentive for pur-
chasing a home.

e Hispanics are continuing to achieve economic progress because of their vigorous
work ethic, larger size of families, and the substantial gains they are making in educa-
tion, business growth, and income.

The Hispanic rate of participation in the labor force has already surpassed the rate
for the general U.S. labor force. In addition, larger Hispanic households with multiple
wage earners often pool their incomes in order to buy a home.

Census data show that Hispanic households are larger (3.4 members) than house-
holds for the entire U.S. population (2.4 members). They are also more likely to include
three or more workers in the family than others, more likely to include extended family
members, and more than twice as likely as others to have boarders who are not rela-
tives.”

The gains Hispanics are making in education are also playing a significant role in
their economic progress. From 1994 to 2005, the percentage of 18- to 24-year-old Hispan-
ics who graduated from high school or obtained a GED rose from 56% to 66%. Nearly
25% of these young Hispanics are now enrolled in college, up from 19% in 1994. In ad-
dition, Hispanics are moving quickly into management, professional, and other white-
collar occupations.

From 1980 to 2000, the number of Hispanic families with annual incomes over
$40,000 increased by 80% - three times the rate of increase of the overall population. Ac-
cording to NAHREP, approximately 4 million Hispanics, or about 40% of the Hispanic
population, now earn an annual income above $40,000. Furthermore, the number of His-
panic households who earn more than $100,000 per year has grown over the past decade
by 125%, to 3.7 million, representing a total net worth of $500 billion. More than 10% of
all Hispanic households now earn over $100,000 a year.

Recent census data show that between 1994 and 2007, median Hispanic household
income rose 23%, from $31,500 a year to $38,700 a year. Hispanics are expected to con-
tinue growing in affluence at a much faster rate than the general population.®



In 2007, Hispanic purchasing power surged to $863 billion. It had been expected to
surpass $1 trillion by 2010, when it was to exceed the economies of Canada and Mexico
and trail only those of the United States and Brazil in the Western Hemisphere.

The University of Georgia’s Selig Center for Economic Growth has projected that
the disposable income of Hispanics may reach $1.2 trillion by 2012. As far back as a de-
cade ago, immigrants alone, primarily Hispanics, were already adding as much as $10
billion to the economy each year, more than what they were taking from it in the form of
social programs, education, and health services.’

Hispanics are also starting many businesses such as manufacturing companies,
restaurants, mechanics shops, hair salons, construction companies, landscaping busi-
nesses, and housekeeping services, which often serve as spring-boards to sustainable
family success. According to HispanTelligence, about 3 million Hispanic-owned busi-
nesses in the U.S. generated $389 billion in sales in 2008. By 2010, 3.2 million Hispanic-
owned businesses are expected to generate $465 billion annually. In particular, the num-
ber of businesses owned by Hispanic women is growing dramatically, having increased
by 121% between 1997 and 2006. As of 2006, 745,000 firms were owned 51% or more
by Hispanic women, who employed 278,000 people and generated nearly $46 billion in
sales.!” Currently, one out of 20 businesses in the United States is owned by Hispanics.
Such businesses typically hire more Hispanics than non-Hispanic firms and often help
in developing homeownership opportunities for them. The most striking development
in the growth of Hispanic businesses is that of the top five hundred Latino-owned com-
panies which Hispanic Business magazine has been tracking over the years, the top five
in their ranking now exceed one billion dollars in revenues, and the top seventy have
revenues of more than one hundred million dollars.

In summary, higher levels of income and education, spurred by a strong work
ethic and aspirations for a better life, are continuing to help many Hispanic families buy
their first homes." According to NAHREP, Harvard University’s Joint Center for Hous-
ing Studies has estimated that Hispanics will make up close to 33% of home buyers by
the end of the decade. Paving the way has been a rapidly-growing number of Hispanics
who earn more than $100,000 per year and now represent more than 10% of all Hispanic
households. They tend to range in age from 45 to 54; typically have school-age children
and possibly extended family members at home; 50% are immigrants (foreign-born); and
three out of four are married and own a home."?

e Hispanics are moving to every region in the country, especially to areas with grow-
ing Hispanic populations, in search of better job opportunities and affordable hous-
ing.

Hispanics are particularly moving from high-cost housing markets such as San
Francisco, where they have relatively lower median household incomes when compared
to non-Hispanic Whites. In contrast, in other cities in the country Latinos have high me-
dian household incomes and enjoy relatively low housing costs. Among these cities are
Beaumont and Galveston, Texas; Melbourne, Daytona Beach, and Sarasota, Florida; New
Orleans; St. Louis; and Nashville.

Cities with the lowest homeownership costs as a percentage of income include
Beaumont, Texas (16%), Melbourne, Florida (18%), and St. Louis (20%)."* Likewise, lower
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home prices are making housing more affordable in Boston, Phoenix, Bradenton, Cape
Coral, Tampa, West Palm Beach, Miami and Fort Lauderdale, Springfield, Illinois, Reno
and Las Vegas, Riverside-San Bernadino-Ontario, Stockton, Los Angeles and San Diego,
and Washington, DC.**

* More Hispanic low-to-moderate-income families are now able to afford purchasing
a home.

Of the total 1.4 million mortgage loans made to Latinos in 2005, about 500,000
loans (or 35%) were made to Latino households with below-median incomes. This sub-
stantial number of loans represents a promising market for affordable lower-end home
sales, especially if qualified Latino households with incomes between 50% and 120% of
area median income take advantage of available homeownership assistance programs.
The current housing market is providing an opportune time for Latino households to buy
a home.

According to HUD, service providers in some major Hispanic cities serve Hispan-
ic renters earning between 50% and 80% of area median income, who typically represent
about 25% of all Hispanic renters in these communities. A similar proportion of Hispanic
renters in these communities earn 80% to 120% of area median income. Many of these
Hispanic renters are in a relatively good position to purchase a home, especially if they
are provided with adequate information about, and receive, homeownership financial
support and services."

* As we continue to experience historically-attractive affordability, more Latinos from
all income levels can now purchase a home, especially in the inner cities, outer sub-
urbs, and in small towns.

Because more homes are selling at the lower end of the market, but taking lon-
ger to sell, the housing industry is particularly helping more first-time home buyers to
benefit from homeownership assistance programs. These programs help cover down-
payment and closing costs, and, in many instances, help lower the monthly mortgage
costs through subsidized, below-market soft-second mortgage loans. In addition, these
programs require that borrowers get loans that are in line with their creditworthiness and
financial capacity, offer as much as $90,000 or more in assistance in high-cost communi-
ties, and usually combine local, state, and federal government housing funds.

As early as April 2007, the Commerce Department was reporting that more than
40% of the new-home sales recorded nationwide were for homes $200,000 or less. A year
later, homes at the lower end of the market were making homeownership more readily
affordable for Latino first-time home buyers, as these homes continue to experience the
greatest decline in prices across the country. In fact, in 12 of 17 major Metropolitan Sta-
tistical Areas (MSAs), larger declines have occurred in the values of lower-priced homes
than higher-priced homes.' For example, in MSAs such as Los Angeles and San Diego,
the decline in values of lower-priced homes over the past year ranged from at least 18 to
23%, whereas that of higher-priced homes ranged from just over 7 to 9%.

In addition, in November 2007 The San Diego Union-Tribune reported that low-
and moderate-income buyers - long priced out of the region’s real estate market - had

9



acquired renewed hope as a result of the wave of foreclosed homes coming on the market
in San Diego County. The Union-Tribune reported that thousands of homes once selling
for $450,000 were now selling for about $300,000."

A year later, according to the S&P/Case-Shiller home price index, home prices in
October 2008 had plummeted by 18%, with prices declining by 19% in Washington, DC,
27% in San Diego, 28% in Los Angeles, 29% in Miami, 31% in San Francisco, 32% in Las
Vegas, and 33% in Phoenix during the same time period. In other areas of the country,
home prices had declined by as much as 40% by the end of 2008.

In addition, by the end of 2008 interest rates on a 30-year fixed rate loan were
hovering around 5%, the lowest interest rates recorded by Freddie Mac since it started its
interest rate survey 37 years ago. According to the S&P/Case-Shiller home price index,
by March 2009 home prices were making homes more affordable than at any time in the
last 40 years, when compared with personal income. By then the median price of existing
homes had fallen 26 percent since it had peaked in July 2006, while disposable income
had risen 9 percent. As a result of such a precipitous decline in prices, by March 2009
homes were costing less relative to income than at any time since the late 1960s when
such data first began to be gathered.

Such bargain basement home prices and near-record low interest rates, along with
foreclosure-driven discounts in various parts of the country, are now making it possible
for more Hispanic families to buy a home, and for nonprofit organizations to help many
Hispanic low- to moderate-income first-time home buyers obtain local, state, and federal
homeownership financial assistance.

Homeownership assistance programs require more time and effort. However,
they are also more readily available today, can financially empower more first-time home
buyers to qualify for and afford a loan, and can allow sellers to sell at list price or close to
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it. Because these programs prohibit abusive loan practices and require counseling, most
home buyers are able to achieve sustainable homeownership.

A HUD study in 2009, for example, analyzed delinquency and foreclosure rates for
both HUD HOME- and American Dream Down Payment Initiative (ADDI)-assisted bor-
rowers who purchased homes from 2001 through 2005. The study found that borrowers
with HUD’s HOME or ADDI down payment assistance had lower average foreclosure
rates than a similar set of borrowers that did not have down payment assistance. Such
borrowers achieved lower rates of foreclosure than the FHA loan program and substan-
tially lower rates than those experienced in the sub-prime market.

Indeed, these types of homeownership assistance programs do not contain any of
the characteristics found in sub-prime and exotic loans programs that are strongly associ-
ated with high default rates. Given the evidence provided, the HUD report demonstrates
that these homeownership assistance programs can be carefully developed and managed
to successfully reduce financial risk and enable eligible families to sustain homeowner-
ship.s

Lenders have in the past hesitated in making loans to lower-income families be-
cause of the perceived higher risks and costs associated with these loans. They are, how-
ever, beginning to find out that in addition to Community Reinvestment Act benefits
there are other offsetting benefits related to these loans. Recent studies have shown, for
example, that many fixed-rate mortgages made to lower-income families tend to be pre-
paid more slowly than other loans when rates fall. The positive effect of the lower rate of
prepayment for these loans was found to offset the negative effect caused by the higher
default rates for the same types of loans. As Heather Gratton of the Federal Deposit In-
surance Corporation makes clear, loans that prepay less rapidly when rates fall are more
valuable to the holder of such loans.”

In summary, using homeownership assistance programs to help lower-income
Latino families buy homes should result in making more profitable mortgage loans that
prepay less rapidly than others. Latinos are remarkably brand-loyal, clinging to products
and services they are already familiar with, and are likely to shun going through a costly
and rigorous loan process again. Buttressed by the provision of counseling and greater
housing affordability, Latinos will do everything they can to keep their homes.

* Low-interest rates, government-backed loans, and targeted, non-predatory lending
by financial institutions are making homeownership more affordable for Hispanics.

As of this writing, 30-year fixed rate mortgage loans are hovering around 5 to
6 percent, Congress has enacted FHA reform legislation, and lenders can use targeted
loan products to reach Hispanics effectively. Many sellers and builders are also offering
incentives such as paying mortgage points or fees or providing a home warranty plan
or free moving services. Other incentives include furniture, televisions, or a vacation.
Hispanics are also realizing that the sooner they are able to afford and buy a home, the
sooner they can build appreciation and benefit from mortgage interest deductions.

Several companies have also introduced innovative underwriting systems that en-
able lenders to assess the credit-worthiness and financial capacity of all borrowers more
accurately. These systems take into account multiple wage earners and documented in-
come from more than one job, and they add weight to on-time payments of rent, phone
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bills, utilities and other “alternative” credit indicators. Such systems also spare under-
writers the extra time and expense associated with processing “thin” credit, Individual
Tax Identification Number (ITIN), and other loan applications that typically benefit His-
panic immigrants, first-time homebuyers, and other underserved groups.

e Although foreclosures have risen because of problems in the sub-prime market,
vigorous government and industry efforts to assist troubled borrowers should help a
substantial number of Latino homeowners to keep their homes.

If these largely positive actions prevail - if financially-stressed borrowers are time-
ly and effectively assisted, wide-ranging predatory lending is minimized, and Hispanic
consumers buy and borrow wisely - the gap in the rate of homeownership between His-
panics and the total U.S. population should diminish again by the end of the decade.

* Effective marketing and financing continue to empower Latino homebuyers with
more precise and reliable information about existing homeownership programs, af-
fordable mortgage rates, and home prices.

The introduction of automated underwriting standards and alternative and non-
traditional credit scoring mechanisms is making it possible for an increasing number of
Latinos to buy a home and secure the lowest-cost loans possible for which they qualify.
Moreover, a greater number of loan products and assistance programs are now available,
targeted to those who can afford them and provided along with adequate homebuyer
education and counseling.

Currently, traditional credit scoring makes it difficult for many buyers, especially
those without Social Security numbers, to achieve homeownership. New credit-scoring
systems, however, look at utility, rent, and other such payments to determine risk. The
National Association of Hispanic Real Estate Professionals (NAHREP) maintains that
California, Texas, and other states with large numbers of immigrants could see a dra-
matic jump in homeownership if a greater number of major lenders adopted alternative
credit-scoring systems.”> NAHREP’s former chairwoman, Frances Martinez Myers, fore-
sees that use of these alternative credit-scoring systems could extend an additional $200
billion in new home loans to Latino buyers.”

The Hispanic National Mortgage Association (HNMA), a new for-profit mortgage
company, has already created an automated underwriting system that takes into consid-
eration remittances, multiple borrowers, secondary cash income and income from dif-
ferent jobs, and on-time performance in rents, phone bills, and utility accounts. Major
lenders such as Wells Fargo and CitiMortgage also consider nontraditional credit when
making underwriting decisions.

For example, in October 2007, CitiMortgage set aside $200 million for mortgages to
Washington, DC Latino immigrants and others who had limited credit histories and who
shied away from using credit cards or taking out loans. Such “thin-file” borrowers are
usually rejected for mortgages they could actually afford, and end up taking out costly
sub-prime loans.

At the time, the CitiMortgage initiative had expected to serve an estimated 2,000
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persons in the DC metropolitan area, with Neighborhood Housing Services of America
coordinating the project. In addition, Fannie Mae and State Farm Insurance each agreed
to buy $100 million worth of the mortgages.?

* An unprecedented number of opportunities are opening up for housing industry
professionals to work closely with government housing agencies, nonprofit housing
organizations, and housing counseling groups in order to tap the rapidly growing His-
panic homeownership market successfully.

Today, there is an increasing presence of bilingual, culturally sensitive, and
highly ethical real estate professionals in cities such as Chicago, Las Vegas, Durham,
North Carolina, and Washington, DC. These professionals are partnering with nonprofit
housing organizations, community development corporations, counseling groups, and
housing agencies in order to provide coordinated professional homeownership services,
including counseling, suitable mortgage products, and financial assistance programs.

According to the Har-
vard Joint Center for Housing
Studies, over the next 20 years
Hispanics will make up 40% of
all first-time homebuyers. The
Tomas Rivera Policy Institute
projected a few years ago that
1.5 million Latino households
would buy homes by 2010. It
estimated that another 700,000
Latino families could become
homeowners if the housing in-
dustry adequately offers bilin-
gual outreach, counseling, and
access to innovative mortgage
products. These 2.2 million His-
panic households represent an
additional $500 billion in home
sales and $450 billion in mort-
gage sales for the housing in-
dustry.

HUD’s Federal Housing Administration is one government agency, for example,
that will be opening up substantial opportunities for housing industry professionals
seeking to increase the rate of Hispanic homeownership. FHA’s insured loans offer low
down-payments and lower interest rates, are easier to qualify for, can be assumed, and
have no prepayment penalties. Its modernization is expected to increase the number of
mortgage loans to Hispanics, thus providing a viable alternative to sub-prime loans and
preventing borrowers from accepting unsuitable and costly loans.

FHA reform is therefore expected to restore a choice to homebuyers who cannot

13



qualify for prime financing, and to provide more options for all potential FHA borrow-
ers. It is intended to reach an increasing number of families in need of safe and afford-
able home financing.

FHA'’s modernization legislation recently enacted as part of the Housing and Eco-
nomic Recovery Act of 2008 (HERA) is also increasing its loan limits in order to prevent
FHA from being priced out of many housing markets. Before, few buyers of homes in
high-costs areas had been able to use FHA financing because FHA's loan limits were not
high enough to meet the cost of most homes there. By increasing and simplifying loan
limits, FHA will once again be a major player in high-cost areas.

Under HERA, FHA will also be able to begin underwriting loans for applicants
with thin or “nontraditional” credit histories without reference to credit scores, giving
heavier emphasis to rent and utility payments as well as to other measures of credit-
worthiness.” This should benefit Hispanics because a recent Federal Reserve Study
found that married individuals and immigrants perform better than predicted by their
conventional or traditional credit scores. Thus, the Federal Reserve finding provides an
important rationale for FHA’s use of an alternative credit scoring mechanism to extend
credit to Hispanics with “thin” credit files, since most immigrants are Hispanic, half of
all Hispanic households earning more than $100,000 are immigrants, and more Hispanic
households are married with children (38%) than non-Hispanic households (23%).**

Ideally, FHA’s underwriting and pricing of loans in the absence of credit histories
should measure rent and utility payments as well as other measures of creditworthiness
in a way that approximates the quality and precision achieved by the Hispanic National
Mortgage Association’s own automated underwriting system for such loans. This would
ensure that Hispanic borrowers with “thin” files would be charged fees and premiums
that more accurately reflect their true creditworthiness.

Other agencies that can work effectively with housing industry professionals in-
clude USDA’s Rural Housing Service, whose aggressive outreach efforts have over the
years resulted in more Latinos attaining homeownership in small towns and rural areas.
In contrast, HUD’s Public Housing’s Voucher Homeownership Program is particularly
beneficial to Hispanic lower-income families and female heads of households living in
predominantly metropolitan areas. However, HUD needs to vigorously promote and
extend this program to a greater number of public housing authorities and communities
across the country.

e The 109th Congress enacted a new law that allows lower- and moderate-income
homebuyers, for the first time, to deduct the full cost of mortgage insurance from their
federal income taxes.

Since more than half of all new Latino homeowners pay for mortgage insurance,
the new legislation will increase opportunities for many Latinos who would otherwise not
be able to purchase a home. The new law makes all mortgage insurance premium pay-
ments deductible for homeowners with adjusted gross household incomes of $100,000 or
less. The average savings for families that qualify for the deduction is estimated at $300.
In 2007 alone, this new tax relief was expected to help nearly one million homebuyers
finance a home with an affordable mortgage and reduce its costs.”
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¢ The enactment of new immigration laws would enhance the possibility of legaliz-
ing the status of undocumented immigrants.

Such immigration reform legislation would enable many previously undocu-
mented immigrants to fulfill their dreams of homeownership in the United States. The
growth of Latino immigrant homeowners will depend largely on their legal status, their
economic progress, and the ability of the financial and housing industry to reach them
successfully.

NAHREP currently estimates that about 375,000 undocumented immigrant house-
holds are eligible for mortgages. It calculates that selling homes to these immigrants
would generate about $85 billion in new mortgage originations.

* Hispanics are highly motivated to buy a home because they yearn for a place they
can call home, want to leave behind something of value for their children, and seek
to become free of the restrictions and poor living conditions they often associate with
rental housing.

National housing surveys show that at least 70% of Hispanics show a strong preference
for homeownership.

In the five years prior to the “sub-prime” debacle, housing appreciation rates had
increased remarkably in five of the most popular places for Hispanic homeownership in
the country. According to the Office of Federal Housing Enterprise Oversight, housing
appreciation rates over the past five years increased by 142% in Riverside, California,
136% in Los Angeles, 133% in Miami, 97% in Phoenix, and 51% in Chicago. As of the
second quarter of 2007, the median home prices were $397,000 in Riverside, $384,000 in
Miami, $265,000 in Phoenix, $283,000 in Chicago, and $593,000 in Los Angeles*

Overall, the average housing appreciation rate over the past five years was 83%
in the top Hispanic demographic areas. In addition, in 2007, national median area home
pricing was about $220,000, well below the prices in eight of the top 10 metropolitan areas
for Hispanic populations.

Of course, home prices have plummeted in most of these markets within the past
two years. According to the Case-Shiller Index, another set of home prices data, at the
end of October 2007 home prices in Los Angeles had fallen by 6% from a year before but
were still up a net 89% since 2002. Similarly, home prices in Phoenix were down 8% from
a year before, but were still up a net 80% since 2002.%

With the exception of the minimal to negative equity realized by Hispanics who
bought close to the peak of the housing boom, most of the equity attained by Hispanics
remains intact. Thus, homeownership is still continuing to preserve considerable wealth
for successful Hispanic homeowners.? As of the end of 2008, nearly a majority of Hispan-
ics (49.2%) still owned their homes.

Housing Industry Reaction to Hispanic Market Needs

In spite of the current credit-stringent situation, the housing industry is still be-
ing encouraged to offer user-friendly mortgage loans, longer amortization schedules,
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improved technology, and better-targeted automatic underwriting standards. Such au-
tomatic underwriting standards, including those that use new alternative credit scoring
systems, have dramatically reduced the transaction costs of originating mortgage loans,
as well as the time it takes to make sound underwriting decisions, making it easier for
Hispanic home buyers to afford and obtain a mortgage loan.

More important, for Latino homebuyers who qualify, homeownership assistance
programs are now available in the form of deferrable and below-market rate loans as well
as closing and down-payment grants. The availability of these loan products and finan-
cial assistance has made it possible for thousands of Latinos in recent years to become
homeowners, repay their loans, and accumulate substantial equity.

The recent tightening of credit is leading many lenders to insist on only making
loans that are affordable, and in the case of homebuyers who are eligible for government
housing assistance, they require that these homebuyers receive counseling in order to
ensure that they achieve sustainable homeownership. Such lenders are increasing their
outreach efforts to Latinos because they are now collectively recognizing the tremendous
potential that the rapidly-growing Hispanic housing market represents.

The challenge ahead remains one of connecting the dots - ensuring that every ef-
fort is made to use the variety of loan products and homeownership assistance programs
that are available. Such undertaking requires the effective provision of homebuyer edu-
cation, counseling, and outreach by the housing industry, government housing agencies,
and nonprofit housing agencies, whose combined contributions help make homeowner-
ship possible for thousands of Latinos.

Several partnerships involving these
entities have successfully increased home-
ownership opportunities for Latinos through
the effective coordination of resources. Ma-
jor lenders and organizations such as NAH-
REP, the National Council of La Raza, the
League of United Latin American Citizens
(LULAC), the Puerto Rican Forum, and the
Cuban American Council have joined efforts
to expand the use of homeownership loan
programs that meet the needs of Latino im-
migrants, female heads of households, and
hard-working individuals and their fami-
lies.

In the near term, the housing industry
and government face the formidable task
of taking vigorous action to help preserve homeownership for financially-stressed bor-
rowers. The ability of these homeowners to keep their homes is crucial to the recovery
of housing and the economy.

In the long term, the housing industry must demonstrate that catastrophic set-
backs in the sub-prime market will only serve to strengthen its determination to expand
meaningful homeownership opportunities throughout the country. In the case of Latino
borrowers, the housing industry must not revert to any undue restriction of credit; rather,
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it must forge ahead and improve its evaluation of the true credit-worthiness of Latino
borrowers through the expanded use of culturally sensitive underwriting criteria, includ-
ing the adoption of automated alternative credit scoring systems. Lenders must also
realize that the current foreclosure crisis resulted from the adoption of loan features such
as prepayment penalties, adjustable rates, and reduced or no income documentation that
were not directly linked to verifiable borrower credit risk.

By demonstrating equitable and responsible treatment of all homebuyers, the
housing industry can restart in earnest its efforts to successfully tap the richly diverse
and rapidly growing Latino homeownership market. Until recently, the Hispanic Na-
tional Mortgage Association, for example, had been providing more efficient loans to
Latino immigrants who qualified for interest rates of 8% to 9%. Most of these borrowers
would traditionally have been considered sub-prime and charged higher rates by other
lenders.

HNMA'’s $200 million portfolio of non-traditional-profile, mostly first-time im-
migrant buyer loans has an average default rate of less than 1% and is financing close to
2,000 Latino homebuyers. According to HNMA, the secret of low defaults is the balance
it achieves between expanded flexibility in certain guidelines and rigorous scrutiny in
others. It uses flexible criteria that include 100% loan-to-value options, accepting second-
ary cash income and multiple borrowers, and dealing with customers without a Social
Security number. HNMA, however, is quite strict about full-income documentation, in-
sisting that borrowers must prove they pay taxes for at least two years, because that is the
base income it uses to qualify them.?

Recommendations for the Housing Industry

Over the past decade, the housing industry has produced several affordable new
loan products, including FNMA’s Community Lending, Federal Housing Administra-
tion, and Individual Tax Identification Number loans. Accordingly, efforts to increase
the rate of Hispanic homeownership must now focus on aggressively reaching out to
Hispanic consumers with full and accurate information about these loans. Lenders in
particular need to help borrowers know and plainly understand their loan terms and
conditions by:

* Clearly disclosing and explaining the type of mortgage loan, the loan amount,
and the term of the loan.

* Summarizing the loan’s interest rate and all the upfront charges (lender fees
plus all settlement costs and the amount of any monthly billed charges). This
information must include the cost of the loan, interest payments, and any other

tinance charges, which are all expressed as an annualized percentage rate (APR).

* Specifying the loan payments, penalties and fees, and the taxes and insurance
fees included in the monthly payment.*

* Showing how the interest rate offered compares to the interest rate offered to
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borrowers with stellar credit.

Finally, if the housing industry is to respond successfully to the homeownership needs
of Latinos, it must:

(1) Build, provide, and finance safe, decent, and affordable homes that are de-
signed to meet their cultural needs and preferences.

(2) Hire more bilingual and culturally sensitive real estate professionals, train
them to maintain high levels of contact with the Latino community, and open a
greater number of offices in areas heavily populated by Latinos.

(3) Incorporate multicultural marketing and fully-integrated lending services for
minority groups as vital core components of their organizational structure.

(4) Demonstrate a commitment to helping Latinos achieve sustainable home-
ownership by ensuring that they receive full-cycle lending services, including pre-
purchase counseling, assistance at the time of closing, and early intervention if
consumers have payment problems. Such efforts must extend beyond regarding
the Latino market as simply a one-time initiative, but rather as a permanent and
full-fledged effort to serve it effectively. Tapping the Latino market successfully is
crucial to the vitality of the housing sector over the next several decades.

(5) Help Latino consumers avoid predatory practices by fully informing them
about the dangers involved in obtaining loans that may be too risky, unsuitable,
and costly.

(6) Assist financially-stressed borrowers in keeping their homes.

(7) Direct existing homeowners and new homebuyers to the various mortgage
loan products that best suit their financing or refinancing needs.

(8) Guide prospective first-time home buyers who qualify for financial assistance
to highly responsive and streamlined sources of government and private sector

subsidy programs.

(9) Continue to provide bilingual and acculturated services after the consumer
becomes a customer.

(10) Implement employee acculturation training to improve service to clients.
The Future Ahead

More than ever, the housing industry must further advance, not shrink back from,
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the goal of increasing homeownership opportunities nationwide. It needs to ensure that
individuals and families are able to buy homes, maintain them, and build wealth over the
long term. The goal must be to help all homeowners not only to finance and keep their
homes but also to achieve a legacy of financial stability and wealth that can be passed on
to future generations.

Concerted efforts are therefore needed to help consumers determine whether
owning a home is the right choice to make now or later on; to ensure that they are well
prepared for homeownership and choosing a home they can afford; to help them select
the mortgage loan that best suits their financial capacity and credit standing; to advise
them how to budget and invest appropriately in maintaining and improving their homes;
and, finally, to provide consumers who are financially stressed with the right informa-
tion, advice, and services that will help them keep their homes or minimize their losses.

Early in 2008, major lenders and government housing entities began taking more
aggressive actions to help financially distressed borrowers, including launching Project
Lifeline, a federal partnership initiative that includes all of the mortgage lenders compris-
ing the HOPE NOW Alliance. The federal initiative allows borrowers whose mortgage
payments are three months or more behind to request a 30-day halt in foreclosure pro-
cedures while they seek to have their loans modified. Later in 2008, Congress passed
the Housing and Economic Recovery Act of 2008 (HERA), designed to help hundreds of
thousands of homeowners who are facing foreclosure, to reinvigorate the real estate mar-
ket through homeownership tax credits and permanently raise conventional and FHA
loans limits in high cost markets. These efforts are still being modified and streamlined
to achieve the desired results.

Summary

Increased levels of homeownership are achievable if many of the policy recom-
mendations described in these pages are adopted. Indeed, the Housing and Economic
Recovery Act of 2008 already includes several of these recommendations, all of which are
described in NAHREP’s The Potential of Hispanic Homeownership: Challenges and Opportu-
nities, an abridged version of this book. These public policy recommendations, which are
now law, include:

* A national housing trust fund.

* Homeownership tax credits.

* Tax benefits for homeowners who do not itemize on their tax returns.

* FHA modernization and reform.

* Higher loan limits for GSE and FHA loans.

* Revitalization of deteriorated areas directly affected by foreclosures.

* Timely and meaningful mortgage disclosure.

* Establishment of an automated process for providing alternative credit rating infor-
mation for borrowers who have insufficient credit history to determine their credit-
worthiness.

* Expansion of federal housing programs, homebuyer education, and counseling,
especially to prevent foreclosures and to achieve sustainable homeownership.
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In summary, homebuyer education, financial literacy, and pre- and post-purchase
counseling must continue to be emphasized in order to ensure that new Hispanic home-
buyers make the right choices and are able to preserve their homes. To make certain
that Latinos have access to affordable mortgage loan products, lending institutions must
continue to expand their marketing and outreach efforts across the country. Likewise,
lenders must do everything they can to inform hard-working Latino families of the vari-
ous homeownership assistance programs that are widely available today. The housing
industry must also be totally committed to the goal of increasing homeownership for all
Americans who qualify for, and can obtain, safe and sound mortgage loans, especially
through innovations such as longer-term fixed rate loans, use of alternative credit scoring
systems, and equity-sharing programs.

Finally, if those pundits who claim that extending loans to minority and immigrant
borrowers with “weak credit” caused the nation’s economic crisis are even just partially
correct, then it follows that major lenders must have strongly believed that making these
loans to these homebuyers would result in both increased profits and continued prosper-
ity. After all, Latino borrowers alone are expected to lose between $75 billion and $98
billion from sub-prime loans made during the past eight years.” If the financial markets
began to collapse because many of these loans proved to be inappropriate, costly, and
even fraudulent, then it follows that the housing sector can flourish once again by making
sound and viable loans to the same targeted groups of borrowers.

Indeed, all lenders must make loans the right way - properly and transparently,
providing borrowers with homebuyer education and counseling, reasonable loan terms
and conditions, affordable down-payments, and homeownership assistance for those eli-
gible borrowers who are buying a home for the first time.
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Best Practice:
Financial
Literacy,
Homebuyer
Education, and
Outreach

To reach the Hispanic community, Freddie Mac and Bank of Texas joined
together with NAHREP-Houston to launch an innovative outreach and
education program through the sponsorship of the “Nuestro Barrio”

(Our Neighborhood) telenovela. NAHREP-Houston and the Bank of Texas
identified the Tejano Center, a housing counseling agency with an English
as Second Language (ESL) program, for distribution of “Nuestro Barrio.”
This ESL program requires a financial literacy component and students
view the “Nuestro Barrio” DVD series and discuss the issues. Bank of
Texas serves as the sponsor of these classes, and provides additional banking
services to these students. Students who desire to pursue homeownership
have an opportunity to work with the Tejano Center to receive homebuyer
education, credit counseling, and post-purchase counseling.

“Nuestro Barrio” is a Spanish-language 13-episode TV mini-series about
Hispanic life in the United States, with a focus on financial topics and
homeownership issues. It is a broadcast-quality product with English
subtitles produced by Community Reinvestment Association of North
Carolina’s Media Advocacy division. “Nuestro Barrio” uses the telenovela
(soap opera) format to engage consumers. It presents a balance of drama and
consumer information that appeals to the underserved Latino market, and is
being shown on local television stations in Austin, Dallas-Fort Worth, and
San Antonio, Miami/Fort Lauderdale, and Phoenix. The telenovela provides
its targeted audience with valuable information on financial topics and
homeownership issues, especially information on ways to avoid predatory
lending and prevent foreclosure.

Source: Freddie Mac
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Best Practice: Ethical
Subprime Loans that Help
Achieve Sustainable
Homeownership

Since 2003, Clearinghouse CDFI (community development financial institu-
tion), based in Lake Forest, California, has made $220 million in mortgages.
More than 90 percent of its home loans have gone to first-time buyers, half
of them minority buyers. Out of 770 single-family loans it has made, only
seven have resulted in foreclosure. Last year Clearinghouse reported a $1.4
million pretax profit. Community-development banks, credit unions and other
CDFIs make up the “ethical sub-prime lending” industry. They charge rates
slightly higher than those on conventional loans and manage risk properly.
They determine their results on the basis of the loans’ financial performance
and the impact they have on the communities they serve. In 2007, for exam-
ple, the Opportunity Finance Network, an umbrella group for CDFIs, collec-
tively lent $2.1 billion, with charge-offs of less than 0.75 percent. Chicago’s
ShoreBank alone has lent $1.5 billion, of which only $4.8 million are in fore-
closure, or just 0.32 percent.

These ethical sub-prime lenders evaluate applications carefully, do not pay
brokers big fees to lure customers into high-interest loans and mostly hold
onto the loans they make rather than reselling them. They focus more on
quality than on quantity. Clearinghouse’s borrowers, for example, must
qualify for the fixed rate mortgages they take out. Not surprisingly, these
ethical sub-prime lenders are expanding their operations and helping
thousands of new home buyers.

Source: Daniel Gross, Newsweek
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Chapter Two
America’s Response to the Housing Crisis

With respect to the housing crisis, more steps are needed to help the people, communities, and
productive sectors which have been hurt the worst, to help those who are still going to be hurt; to
ensure that this kind of housing crisis does not occur again; and to put the system of providing
housing for Americans back on track.

The tragedy of this financial meltdown will become a permanent catastrophe if the lesson we take
from it is that we should diminish the nation’s quest for decent housing, including the commit-
ment to homeownership and more recent efforts to boost minority homeownership. We must get
back to producing the solid balance of housing the nation needs.

Henry G. Cisneros, Former Secretary, U.S. Department of Housing and Urban Development

On July 23, 2008, Congress enacted the Housing and Economic Recovery Act of 2008
(HERA), the implementation of which has already begun to have significant im-
pact on the housing and mortgage markets as well as on both existing and potential
homeowners, including Hispanics. The Act is designed to help hundreds of thousands
of homeowners who are facing foreclosure, to stimulate the real estate market through
homeownership tax credits, and to raise conventional and FHA loans limits in high-cost
markets. The new law:

1. Authorizes the Federal Housing Administration to help troubled borrow-
ers saddled with rapidly rising mortgage payments to refinance into more affordable
loans if their bankers agree to forgive a portion of their debt. Even if borrowers are
behind on their payments and their mortgage balances exceed their property values, they
will be able to refinance their mortgages with lower-cost government-insured loans, thus
relieving financial institutions of troubled debt and allowing borrowers to avoid foreclo-
sure and to pay less each month.

The new law requires that existing mortgage lenders accept the proceeds of the in-
sured loan as payment in full for all pre-existing indebtedness. In effect, lenders will take
less than full payment for the distressed loans on their books, but the measures will allow
them to get cash out of foreclosed properties that would otherwise sit on their books as
dead weight.

This $300 billion program, called Hope for Homeowners, is designed to provide
refinancing rescue loans to an estimated 400,000 borrowers. The program covers mort-
gage commitments made on or after October 1, 2008 through September 30, 2011. The
loans, however, are restricted to homeowners who cannot afford their current loans and
have a mortgage-debt-to-income ratio above 31%. At the inception of the program, the
new FHA mortgage was to be for no more than 90 percent of the new appraised value of
the property. Since the program is voluntary, FHA later increased the mortgage amount
to 96.5 percent of the new appraised value of the property in order to encourage lenders
to refinance into HOPE loans rather than for lenders to determine it would be better for
them to allow delinquent borrowers to go to foreclosure.?
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The FHA will also impose an upfront insurance fee of 3% of the new loan amount,
payable out of refinancing proceeds that would otherwise go to the original lender. An-
other recent FHA modification to the program offers holders of second liens an immedi-
ate payment in exchange for releasing their liens. FHA is also now allowing lenders to
extend the life of a loan from 30 years to help reduce a borrower’s monthly payments. In
order to qualify, borrowers must also:

* Demonstrate a “lack of capacity” to pay their current mortgage, but have enough in-
come to make regular monthly payments on a smaller, fixed-rate FHA loan. Lenders, in
turn, must document and verify borrowers” income with the IRS.

* Certify to the government that they have not “intentionally defaulted” on their current
mortgage or any other debt in order to refinance into a Hope loan. They must also certify
that they are telling the truth about all aspects of their financial status and have never
been convicted of fraud.

* Agree to use and occupy the refinanced house as a principal residence and not own
any other homes.’

The federal government will also require that homeowner beneficiaries share any
equity gains or appreciation profits from the sale of the house in subsequent years. The
refinancing process itself would create some equity stakes for borrowers because the
maximum loan amount as subsequently modified by FHA would be 96.5 percent of the
appraised market value of the property.*

Troubled borrowers who have been in serious default will suddenly find them-
selves with nearly four percent equity stakes overnight, but they will not be able to tap
that money quickly. If the home is sold within the first year after the refinancing, the FHA
must be repaid the equity created in full. If the home is sold during the next four years,
homeowners can retain rising percentages of the equity, up to 50%. In addition, the FHA
will be entitled to 50% of any appreciation in market value from the date of refinancing
to a subsequent sale.” If all of the conditions described above are met, borrowers may
qualify for the new fixed-rate 30-year FHA loans they can now more easily afford.®

Because the new loans will be guaranteed by the Federal Housing Administration,
public funds will ultimately pay for defaults. The cost, however, would be covered by
diverting a small portion of Fannie Mae and Freddie Mac’s profits into a new affordable
housing trust fund that in future years will be used to finance affordable housing. The
provision gives homeowners a chance to keep their homes, while preventing the govern-
ment from having to appropriate billions of dollars to buy non-performing mortgages.

Until recently, credit markets had been fearful and paralyzed in part because
banks and other financial institutions do not know what their subprime mortgages and
related securities are worth. The uncertainty has been forcing lenders to hoard capital
and stop the lending necessary for economic growth. Although restrictive, the new FHA
Hope for Homeowners Program is intended to restore confidence and help reinvigorate
the housing market. As of June 2009, however, the new program had attracted only a few
hundred applications and a minimal number of loans.
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2. Creates tax credits of up to $7,500 per couple and $3,750 per individual for
qualified first-time purchasers of newly constructed or resale homes. The credit is equal
to 10% of the purchase price of a principal residence, up to $7,500. It phases out the credit
for taxpayers with incomes over $75,000 ($150,000 for joint returns). No cap exists on the
number of buyers to be assisted, and eligible buyers include those who have not owned a
home for at least three years. Tax credits are considered more valuable than deductions
because they are dollar-for-dollar reductions from what homebuyers would otherwise
owe on their federal taxes.

The tax credit is expected to be a significant stimulus because it is directly targeted
at selling both new and resale homes. The credit is expected to pull first-time homebuy-
ers into the market and to have a multiplier effect as thousands of sellers of these credit-
assisted houses buy replacement homes for themselves, thus extending the impact of the
market into the move-up segment.” Overall, the tax credit is expected to increase housing
demand, get homebuyers back into the marketplace, and fight falling home prices, which
will help stabilize and strengthen the housing sector.

To offset costs, the credit must be paid back to the In-
ternal Revenue Service by imposing a surcharge on the
taxpayers’ annual income tax. If beneficiaries continue to
live in the house as their primary residences, they have as
long as 15 years to pay the tax credit without any interest.
However, if they sell the house or convert it to some other
use, such as a second home or investment property, then
the tax credit has to be repaid more quickly. Later in 2009,
President Obama’s stimulus package instituted a new and
improved home buyer tax credit. The new credit was in-
creased to $8,000, applies for the year 2009, can be used as part
| of adown payment on an FHA loan, and — more important —
S does not require repayment.

3. Provides $4 billion in emergency assistance to stabilize communities hit
hard by foreclosures. Homes that have been foreclosed and are sitting unoccupied lead
to declines in neighboring house values, increased crime, and significant disinvestments.
To ensure that communities can mitigate these harmful effects, these supplemental Com-
munity Development Block Grant (CDBG) funds will be used to purchase, at a discount,
and rehabilitate approximately 120,000 foreclosed properties throughout the country.
The bill also authorizes states to issue $11 billion in mortgage revenue bonds, which can
be used to encourage the purchase of an additional 87,000 low-income units.

The new law limits the use of the $4 billion fund to properties owned by individu-
als and families earning no more than 120% of the area median income. At least 25% of
the funds must be devoted to those at no higher than the 50% level. Any profit from the
sale, rental, rehabilitation, or redevelopment of these properties must be reinvested in
affordable housing and neighborhood stabilization. HUD funding for states and mu-
nicipalities has already started as of October 2008, with the bulk of the assistance going
primarily to those communities most adversely impacted by foreclosures.
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4. Establishes an affordable national housing trust fund. Once viably funded
and fully operational, the affordable housing trust fund will make available around $500
million a year to provide more low-income housing. The fund will be financed by a
small portion of profits from Fannie Mae and Freddie Mac (or sustained by the Treasury
Department), and will be used primarily to support the construction, maintenance, and
preservation of rental and homeownership housing for very-low-income families.
Under the new law, Fannie Mae and Freddie Mac will make annual contributions to the
fund, based on a percentage of their new business each year. In the first three years, some
of the money was to be diverted to a reserve fund to cover any losses the Federal Housing
Administration incurred while refinancing troubled mortgages for homeowners facing
foreclosure.

Money from the fund will be doled out to states, which in turn will distribute mon-
ey to agencies, developers, and nonprofit organizations qualified to produce rental and
homeownership housing. The bulk of the money will be for projects serving households
earning no more than 30% of the median income. Up to 90% of the funds can be used
for the production, preservation, rehabilitation, and operation of rental housing, with not
less than 75% of the funds to be used only for the benefit of extremely-low-income fami-
lies with incomes at or below the poverty level.

Up to 10% of the funding is to be used for the benefit of producing, preserving,
or rehabilitating homeownership housing for very-low-income families,including such
funds as down-payment and closing cost assitance, and assistance for interest-rate buy-
downs. To qualify for the homeownership program, families must be extremely low-
and very-low-income first-time home-buyers, use their new home as principal residence,
and have completed a program of independent financial education and counseling from
an eligible counseling organization.

5. Permits the Secretary of HUD to carry out a pilot program that establishes
an automated process for providing alternative credit rating information for mortgag-
ors who have insufficient credit history for determining their creditworthiness. Such
credit rating information may include rent, utilities, insurance payment histories, and
other appropriate sources of credit history information. The Secretary may limit the pro-
gram to first-time homebuyers or to Metropolitan Statistical Areas (MSAs) significantly
affected by subprime borrowers.

Under this new pilot program FHA can effectively underwrite and price loans for
applicants with “nontraditional” credit histories without reference to credit scores. This
will particularly benefit Hispanics, since a recent Federal Reserve study found that mar-
ried individuals and immigrants perform better than predicted by their conventional or
“traditional” credit scores. The Federal Reserve study helps to validate FHA’s use of this
new pilot program, since most immigrants are Hispanic, half of all Hispanic households
earning more than $100,000 are immigrants, and nearly twice as many Hispanic house-
holds are married with children than non-Hispanic households.

In other words, because most immigrants are Hispanics and more Hispanics are
married than non-Hispanics, some “non-traditional” credit history factors help explain
why married immigrant Hispanics - who have already established credit histories and
credit scores - perform better on their mortgage loans than their conventional or “tra-
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ditional” credit scores alone would indicate. As a whole, these Latino households are
stimulated by their high sense of pride of homeownership and credit status to responsi-
bly pay their utility bills, mortgage loans, and insurance payments. Many of them even
regularly send money to relatives in their native countries and are able to finance home
improvements and start new businesses.

6. Provides a $500 standard deduction for property taxes in 2008 for individuals
and $1,000 for joint filers. This provision will benefit homeowners who do not itemize
on their tax returns. The new benefit is intended to benefit seniors and low- and moder-
ate-income households who opt for the standard deduction but also pay local and state
property taxes.

7. Provides $180 million for financial and legal counseling for troubled bor-
rowers. To help families avoid foreclosure, the new law provides $150 million in ad-
ditional funding for housing counseling, with 15% of the funds targeted for low-income
and minority homeowners and neighborhoods. These funds were to be distributed by
the Neighborhood Reinvestment Corporation by the end of 2008 to ensure that families
can quickly get the help they need. As a result of these counseling funds, as many as
250,000 additional families will be able to connect with their lenders to explore options
that will keep them in their homes. In addition, $30 million is provided to help provide
legal services for distressed borrowers.

8. Prevents future abuses and crises by enhancing mortgage disclosure and
establishing a nationwide loan originator licensing and registration system. To en-
sure that consumers are provided with timely and meaningful disclosures, the new law
expands the types of home loans subject to early disclosures (within three days of ap-
plication) under the Truth In Lending Act (TILA), including refinancing loans. The law
requires that disclosures be provided no later than seven days prior to closing, so bor-
rowers can shop for another loan if not satisfied with the terms. The law requires a new
disclosure that informs borrowers of the maximum monthly payments possible under
their loan, and also increases the range of statutory damages for TILA violations.

In addition, the new law establishes a nationwide loan originator licensing and
registration system that will set minimum standards for loan originator licensing, sub-
stantially improving the oversight of mortgage brokers and bank loan officers. The na-
tional standards include criminal background checks, fingerprinting, continuing educa-
tion, and testing.

9. Permits states to issue an additional $11 billion in tax-exempt bonds to refi-
nance risky, high-cost mortgages. The bonds can also be used to provide loans to first-
time home buyers and to finance the construction of affordable housing.

10. Increases the low-income housing tax credit which helps finance the devel-
opment of rental housing for low-income families. Under current law, there is a state-
by-state limit on the annual amount of federal low-income housing tax credits that may
be allocated by each state. The new law increases these limits.
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11. Sets higher loan limits for GSE and FHA loans, and improves the mission
of the GSEs. The Act sets the GSE loan limit base for single-family, one-unit properties
at $417,000 and raises the limit in high-cost areas, which include all areas where 115%
of median home prices exceed $417,000. In such areas, the GSE loan limit is the lower of
115% of the area’s median home price or 150% of $417,000, or $625,000. Each year, the
new GSE regulator will set the GSE loan limits based on home prices. The new GSE loan
limits went into effect after the limits in the Economic Stimulus Act expired on December
31, 2008.

For the GSEs, the legislation tightens targeting requirements of the affordable
housing goals, and rewrites those goals to ensure that the enterprises provide liquidity to
both ownership and rental housing markets for low- and very-low-income families. The
legislation also requires the enterprises to serve a variety of underserved markets, such
as rural areas, manufactured housing, and the preservation market.

For the Federal Home Loan Banks (FHLBs), the legislation requires new afford-
able housing goals similar to those that apply to the enterprises for FHLB mortgage
purchase programs. Treasury-certified Community Development Financial Institutions
would become eligible to join FHLBs. Finally, the Act also increases the loan limit for
FHA mortgage insurance for single-family, one-unit properties to the lower of 115% of
the area median home price, as determined by HUD (but no lower than a floor of 65% of
$417,000), or 150% of $417,000 ($625,500). The mortgage amount cannot exceed 100% of
the appraised value of the property.
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12. Bars the FHA from charging higher insurance premiums to riskier borrow-
ers. The new legislation places a moratorium on the use of risk-based pricing on FHA
loan guarantees for one year. The moratorium begins Oct. 1, 2008 and ends Sept. 30, 2009.
This new provision would force FHA to raise prices for all borrowers regardless of the
credit risk of the borrower (although fees may vary based on other factors such as loan to
value).

Congress is also allowing HUD to charge up-front premiums not to exceed 3% of
the original insured principal obligation (not to exceed 2.75% with respect to first-time
homebuyers who complete a counseling program). Finally, Congress is raising minimum
down-payment requirements for FHA-backed loans to 3.5%. Beginning in October, home
buyers may also continue to receive down-payment assistance from family members, but
will no longer be able to rely on nonprofits that funnel money from homebuilders into
seller-funded down-payment assistance programs.

13. Gives the Treasury Department immediate authority to extend an unlim-
ited line of credit to Fannie Mae and Freddie Mac through December 2009, or to buy
stock in those firms, to reassure investors that the firms will not fail. The new law also
creates a strong and independent new regulator for Fannie Mae, Freddie Mac, and the
Federal Home Loan Banks, the housing government-sponsored enterprises (GSEs). The
legislation gives this regulator broad new authority to ensure the safe and sound opera-
tions of the GSEs, including the power to:

* Establish capital standards.

* Establish prudential management standards, including internal controls, audits, risk
management, and management of the portfolio.

* Enforce its orders through cease and desist authority, civil money penalties, and the
authority to remove officers and directors.

* Restrict asset growth and capital distributions for undercapitalized institutions.

* Put aregulated entity into receivership.

Review and approve (subject to notice and comment) new product offerings.
Impact of the Housing and Economic Recovery Act of 2008

According to its crafters, HERA represents the most comprehensive response yet
to the American mortgage crisis; that is, it will help families facing foreclosure keep their
homes, help other families avoid foreclosures in the future, and help the recovery of com-
munities harmed by empty homes caught in the foreclosure process. House Financial
Services Committee Chairman Barney Frank asserted that the new law represented a
mutually reinforcing set of approaches that would begin to diminish housing’s deep-
rooted problems and lay the groundwork for a turnaround in the housing market and in
the broader economy.
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The new law also contains the most significant expansion and improvement of tax
programs designed to provide affordable housing for low- and moderate-income indi-
viduals since 1986. It also increases volume limits on housing bonds to finance low-in-
come rental housing and first-time home buyers, while also providing states with greater
flexibility on how to use those bonds efficiently. These improvements are expected to
address the shortage of affordable housing options in the country. Overall, the new law
was expected to (a) help stabilize the housing market and home prices, (b) make it pos-
sible for everyone who responsibly owns a home to keep it, and (c) enable more Ameri-
cans to purchase a home.

The new law also authorized the Treasury Department to extend an unlimited
line of credit to Fannie Mae and Freddie Mac or to buy stock in those firms, in order to
reassure investors that the firms will not fail. It gave the new regulator of Fannie Mae
and Freddie Mac the power to put these two firms into receivership and to remove their
officers and directors.

Indeed, on September 7, 2008, the Treasury Department used these newly acquired
powers to seize control of Fannie Mae and Freddie Mac in order to stabilize the deeply
distressed housing and financial markets. Up until that time, Fannie Mae and Freddie
Mac had been funding more than two-thirds of U.S. home loans, and Treasury felt that
doubts over their ability to continue was causing considerable turmoil in the economy.

The four-part rescue plan was set up as a conservatorship that was to be overseen
by the Federal Housing Finance Agency. The rescue plan committed the government
to provide upwards of $100 billion in additional capital. Thus, the federal government
stands ready to inject money if either Fannie Mae or Freddie Mac is found to have liabili-
ties that exceed its assets, an assessment that is to be made on a quarterly basis. The gov-
ernment will be issued special 10%-yield preferred shares and receive warrants equating
t0 79.9% of the common shares of the two companies. As much as $200 billion in Treasury
support to the two companies was expected to be extended.

Initially, the federal government will buy $5 billion worth of mortgage-backed se-
curities, which will subsidize the purchase of homes by lowering mortgage interest rates.
The government will also be receiving $1 billion worth of preferred stock in each compa-
ny that puts taxpayers” interests ahead of those of any other shareholders.® Importantly,
holders of debt in Fannie Mae and Freddie Mac, and of mortgages that they guarantee,
are protected against losses by the rescue plan.

Fannie Mae and Freddie Mac also are expected to increase mortgage funding
through the end of 2009 to help stabilize the housing and mortgage markets. However,
starting in 2010, they will have to reduce the volume of mortgages they fund by 10% per
year for about 10 years, to reduce the risk the companies pose to the financial system as a
whole. By 2010, Congress is expected to restructure both mortgage firms.’

Housing industry experts expected these Treasury Department actions to calm
the market, help restore confidence in the secondary mortgage market, stabilize the flow
of capital, and protect taxpayers. They also hoped that in the short term, these actions
would make mortgages more widely available and reduce the interest rates Americans
pay on a new home loan. However, several housing experts were also concerned about
Fannie Mae’s and Freddie Mac’s ability in the long term to fulfill their historic mission of
promoting homeownership and affordability, which they hope would not be interrupted
or curtailed.
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The 2008 Financial Rescue Plan: The Emergency Economic Stabilization Act (EESA)

Almost immediately after the Federal government had taken control of Fannie
Mae and Freddie Mac, the Administration radically proposed a $700 billion financial
rescue support plan for financial markets and institutions that would be implemented
through the creation of a program that would buy troubled mortgage securities from
Wall Street. In addition, the Treasury Department announced that Fannie Mae and Fred-
die Mac would be buying more mortgage-backed securities, and that it also would be
expanding its own program to buy the same type of securities from U.S. financial institu-
tions. The Federal government planned to buy $10 billion in mortgage-backed securities
in October, up from $5 billion earlier in 2008.

These proposed actions were expected to ease the credit crunch that had been
threatening the economy by restoring the flow of credit to it. In effect, these massive res-
cue efforts, if successful, would help stabilize mortgage interest rates and minimize the
resulting impact of the housing market unrest on the general economy.

After much heated Congressional deliberation, on October 3, 2008, the House final-
ly approved a $700 billion financial rescue package. Known as the Emergency Economic
Stabilization Act (EESA), the new law authorized Treasury Secretary Henry Paulson to
spend up to $700 billion to relieve faltering banks and other firms of bad assets backed by
home mortgages, which had been falling into foreclosure at record rates.'

The plan gave the Treasury Department wide latitude to purchase any assets from
any firms at any price, and added an insurance program for those security-backed mort-
gages that are not in complete distress. Significantly, the new law also:

* Added an array of tax breaks for families and businesses worth an additional
$107 billion.

* Provided a temporary increase in the cap on federal insurance for bank deposits
from $100,000 to $250,000.

* Provided for the government to receive equity in companies it helps so that
taxpayers get a share of future profits and government can recoup its investment in these
firms. Firms that take federal cash must give the government warrants to buy stock so
that taxpayers benefit if the firms return to profitability. However, if the program is in
the red after five years, the new law required the President to offer a plan for recovering
the outstanding balance from the financial services industry.

* Created an independent inspector general and a powerful oversight board to
oversee the Treasury Department program.

* Allowed the Treasury Department to modify mortgage terms to help homeown-
ers avoid foreclosure. This provision, if successfully implemented, would help solve a lot
of problems in the hardest-hit housing markets, where prices have continued to fall."!

After the $700 billion Troubled Asset Relief Program had been approved, the Ad-
ministration dramatically changed the course of its implementation, earmarking most
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of the initial $350 billion authorization to buy preferred stock in banks rather than mort-
gage-backed securities. According to the Treasury Department, banks had been reluctant
to loan each other money, and the funds were therefore intended to more quickly restore
the flow of credit in the economy.

The Treasury Department also planned to ask Congress for a second installment of
$100 billion to help financial entities that make loans to consumers such as student loans.
However, this left open the question of whether taking this new direction would end
up limiting the ability of the federal government to have greater influence in preventing
foreclosures through workouts and loan modifications for troubled borrowers.'?

During the Presidential campaign, President Barack Obama himself expressed
support for allowing bankruptcy court modifications. Bankruptcy reform that would
allow loan modifications is viewed by many housing experts as the ultimate solution to
prevent an optimum number of people from losing their homes if streamlined or stan-
dardized loan modifications alone are not carried out in sufficient numbers by lenders
and do not include loan balance reductions. Under bankruptcy, bankruptcy judges can
reduce a mortgage loan’s principal and interest rate.

Paramount Need to Prevent Foreclosures
To prevent foreclosures effectively, three major challenges remain:

(1) Developing an effective legal mechanism through which servicers can sell mortgage
loans out of pools or restructure them in place.

(2) Determining the true economic value or hold-to-maturity value of mortgages and
mortgage-backed securities based on the best available current data.

(3) Determining the most effective and expeditious way to modify loans or workouts for
troubled borrowers.

In the case of estimating the value of mortgages, Fannie Mae has already devel-
oped a model that is able to project payments and proceeds from foreclosures and to
calculate the property’s present value. Other similar models show that they do quite a
good job of projecting defaults for prime and subprime loans, given changes in property
values.”

In the case of loan modifications, in December 2008 the Federal Housing Finance
Agency began backing troubled borrowers with Fannie Mae or Freddie Mac mortgages
to be eligible for new loans that do not exceed 38% of their gross monthly income. Such
loan modifications largely emulate the earlier program that had been initiated by the
Federal Deposit Corporation (FDIC) to help delinquent borrowers with IndyMac loans.

FDIC itself, through the leadership of Chairman Sheila Bair, had by November
2008 directly proposed providing additional incentives in order to encourage industry
participation in maximizing loan modifications. Under FDIC’s new proposal, loan mod-
ifications would be less expensive for lenders because the government would pick up
part of the cost. In addition, loan servicers would be paid $1,000 to cover expenses for
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each loan modified. Borrowers who have missed at least two monthly payments would
be eligible for a reduction in their payment. The new payment would require that they
spend no more than 31% of their monthly income. In exchange, mortgage companies
would be guaranteed that if the borrower falls behind on the new monthly payments and
the lender ends up losing money on the loan, the federal government will cover half the
loss, in most cases.'

The FDIC program focuses on the alternative and subprime loans that are at the
root of the housing crisis, and offers borrowers deeper cuts in monthly payments. FDIC
estimates that about 4.4 million borrowers with such loans will be at least two months
late on their payments by the end of 2009. It estimates that half those borrowers, or about
2.2 million people, would have their loans modified, and that about 1.5 million will suc-
cessfully avoid foreclosure.'

Under the terms of the FDIC program, lenders would reduce monthly payments
primarily by cutting the borrower’s interest rate to a minimum rate of 3%. If necessary,
the company could also extend the repayment period on the loan beyond 30 years, re-
ducing each monthly payment. In some cases, companies could defer repayment of some
principal. The borrower would still be responsible for the full value of the loan.

FDIC’s program is limited to loans secured by owner-occupied properties. The govern-
ment would also not cover losses on loans where the modification did not lower the
monthly payment by at least 10%.¢

Former HUD Secretary Henry Cisneros agrees with FDIC Chairman, Sheila Bair,
that a comprehensive national foreclosure plan is needed. According to Secretary Cis-
neros, such a plan should contain guarantees so that mortgages can be reworked to offer
longer terms, lower interest rates, or even defer payments on portion of the principal.
To supplement such a program, Secretary Cisneros recommends that a modern Home
Owners Loan Corporation should be used to recapitalize, restructure, and temporarily
warehouse adjustable rate loans that the FDIC proposal is unable to reach. He also be-
lieves that modifications to bankruptcy procedures that allow judges to use discretion in
structuring workouts are equally important.

In summary, loans in danger of foreclosure need to be modified in a way that re-
turns them to good standing and keeps them there. This can be achieved if government
can, for example, successfully encourage servicers and investors to mark down loan bal-
ances to 90 percent of current market value by contributing to the markdowns, and by

33



guaranteeing timely payment of principal and interest on modified loans. Eliminating
negative equity on modified loans would lower payments and prod borrowers to remain
in their homes, which would in turn reduce the incidence of re-defaults."”

According to Professor Jack Guttentag, a national mortgage expert, the govern-
ment outlays required to support balance write-downs would be large, but can be se-
cured by second liens, which borrowers would be obliged to repay in the future. In this
way, the government would be able to recover some (if not all) of the outlays.

Professor Guttentag also recommends having the government encourage private
mortgage insurers (PMlIs) to underwrite and provide payment insurance on modified
loans by offering to share losses with the PMIs. In addition, the payment insurance would
carry full faith and credit back-up insurance by the Government National Mortgage As-
sociation (GNMA), which would make it highly desirable to investors. Finally, payment
insurance supported by GNMA would make modified loans marketable, and shift some
of the workload in processing modifications from understaffed servicers to PMIs. GNMA
would receive a piece of the insurance premiums, which should make this part of the
program self-supporting or even profitable for the government.'®

The Final Push: President Obama’s Homeowner Affordability and Stability Plan

On March 4, 2009, President Obama launched a national plan intended to provide
more than $75 billion to help an estimated 9 million families restructure or refinance their
mortgages in order to avoid foreclosure.

The plan includes two initiatives: a refinancing program aimed at homeowners
who have less than 20 percent equity in their home or who owe more than their home is
worth, but are current on their loans. The other program is aimed at helping borrowers
avert foreclosure by lowering their monthly payments to affordable levels. Under this
program, homeowners with loans as large as $729,750 can cut their interest rates tempo-
rarily to as low as 2 percent. To lower homeowners” debt obligations further, the Admin-
istration also plans to add incentives to persuade lenders that hold second mortgages to
give up their claims.

Because the programs apply to mortgages worth up to $729,750 throughout the
country, more borrowers can be helped. However, the program does not require lend-
ers to cut the principal that homeowners owe to current values, a step advocated by non-
profit groups but opposed by most lenders.” Until home prices begin to go up again, the
inability to help responsible borrowers who are trapped in mortgages that have balances
that are higher than the value of their homes will continue to be a problem. The resulting
rapid growth in the nation’s housing inventory will therefore require successful govern-
ment actions that will not only avert more foreclosures but also spur home sales.

The refinancing portion of the government program is expected to help reduce
mortgage payments for up to 5 million homeowners. It is limited to loans owned or fi-
nanced by Fannie Mae and Freddie Mac. Owners who have been shut out of the refinanc-
ing boom because they have little or no home equity will be able to secure lower rates as
long as the first mortgage on their home does not exceed 105 percent of their property’s
current value and they are current on their mortgage. Simply stated that means that bor-
rowers who owe up to 5 percent more than their home is worth can qualify. In July 2009,
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the program was opened up to borrowers whose mortgage debt is up to 125 percent of their home
value, thus providing relief to more borrowers.

The loan-modification program is limited to loans issued on or before Jan. 1, 2009
and expires in 2012. Lenders that modify troubled loans are eligible for thousands of
dollars in incentive payments, including bonuses for reaching homeowners before they
become delinquent. Under the program, lenders are encouraged to lower homeowners’
payments to 31 percent of their income. That could come from lowering the interest rate
to as little as 2 percent, then extending the terms of the loan up to 40 years, and if the
combined interest rate reduction and increased loan length are insufficient to lowering
the payments to 31% of their income, lenders can also lower the principal owed by the
borrower or stop charging interest on a portion of the loan, with no repayment of it un-
til sale, refinancing, or full payoff of the interest bearing account. To be eligible for the
program, the home must be owner-occupied, and the principal balance cannot exceed
$729,750. Importantly, the program first requires the borrower to document income and
the current monthly payments.

Borrowers can only modify their loans one time and must prove they have a finan-
cial hardship. Borrowers burdened by financial hardship include those who are current
on their loans but fear that they will fall behind soon because they face an interest rate
increase or some other economic setback that could shortly push them into delinquency.
Finally, the Administration is extending the government incentive payments to lenders
that use Hope for Homeowners, a government program to refinance troubled borrowers
into affordable mortgages. It is also developing a program to provide partial payments
to holders of second mortgages, known as second liens, to encourage them to extinguish
that debt.

On top of these initiatives, the President’s stimulus package enacted earlier in
2009 instituted a new and improved home buyer tax credit. The new credit was in-
creased to $8,000, applies for the year 2009, can be used as part of a down payment
on an FHA loan, and -- more important -- does not require repayment. Other sec-
tions of the stimulus package provide the following additional benefits: an increase
in the maximum mortgage amounts permitted for funding, up to $729,750 in the
most expensive markets in the country; substantial increases and extensions for tax
credits to stimulate energy-efficient improvements in existing homes; and, $2 bil-
lion in additional funds for local governments and nonprofit groups to enable them to
acquire and renovate foreclosed and vacant dwellings that are continuing to depress
property values and raise crime rates in neighborhoods hit hard by the housing crisis.?

In summary, the President’s housing initiatives and standardized loan modifica-
tions that include uniform procedures for documenting income and setting up a web site
to accept all applications must be fully supported and adequately staffed and financed, if
we are successfully to stem the tide of foreclosures and rapidly growing housing inven-
tory that have been holding back the housing market. Nothing less than the future of the
American economy is at stake.
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Conclusions

In 1970, one of the worst tornadoes in Texas history struck the city of Lubbock.
The tornado destroyed thousands of homes, including the homes of Hispanics who re-
sided in Lubbock’s downtown area. Ironically, the disaster led the federal government
into channeling and providing better housing for disaster victims who had lost their old
and dilapidated housing units.

A similar result but on a much wider scale could occur through the enactment and
successful implementation of new and historic legislation. Ordinarily, many communi-
ties do not benefit from existing government programs because few outreach mechanisms
exist to assist them effectively. When successfully implemented, disaster relief provides
not only new forms of housing assistance but also puts to work existing program services
that previously were insufficiently tapped.

In summary, it has taken an unprecedented financial disaster to prod government
into taking the necessary steps to turn the housing sector around. Fortunately, some of
the major policy recommendations that are delineated in this book and are needed to
bring this about are part of the new legislation, and are already being carried out.

Nevertheless, if any new legislation or Presidential initiative is to be successfully
implemented, the government must fulfill every major provision properly and assert-
ively. Indeed, the billions of dollars provided through these new laws and initiatives,
with thousands of households to be counseled or assisted and thousands of housing units
to be built or rehabilitated, will prove to be far-reaching only if these funds are appropri-
ately expended (a) for the benefit of troubled borrowers and communities that deserve
assistance, especially through the use of prompt and viable loan modification plans for
troubled borrowers; (b) to stabilize communities most directly affected by foreclosures;
and (c) to spur home sales and revitalize the entire housing sector.

As confidence and financial solvency and liquidity improve in the nation’s capital
markets, continued pent-up demand for housing and overall credit can be expected to
bring about the resurgence of housing. At the same time, improved housing affordability
as prices reach bottom should further accelerate the recovery of housing and the general
economy.

Impact of Foreclosures on Hispanics

Many distressed Hispanic borrowers, especially those who have lost their jobs, cannot be
helped effectively even with loan modifications; others, however, who were improperly
put in bad loans and are delinquent or in danger of being so, can be helped substantially
through loan modifications or refinancing since they would then most likely be finan-
cially capable of repaying their loans.

There are also thousands of Hispanic borrowers who continue to work hard, make
payments, and are not late. They work as many hours or jobs as necessary to meet their
financial obligations, particularly their house payments. They may also be the victims of
predatory loans but because they are not late in their payments, they do not qualify for
the loan modification programs available. The President and Congress must therefore
do everything possible to ensure that loan modification and refinancing programs are
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fully inclusive and open to families who are not late in their payments and were victims
of inappropriate loans.

The greatest challenge in carrying out loan modifications successfully remains get-
ting in touch with the borrowers, especially minority borrowers, and communicating in
a way that is culturally sensitive in order to get the best results for both lenders and bor-
rowers. A fair and streamlined process is a great step forward but it alone will not get
the desired results without an appropriate strategy to get the right message to the people
who deserve and need the help most.

Although most servicers claim otherwise, many have lacked the capacity to train
enough staff to do loan modifications systematically, effectively, and extensively. In ad-
dition, lenders hesitate in offering loan modifications to about 30% of all troubled bor-
rowers who are known to be able eventually to pay their mortgages on their own without
a loan modification. Another 20% of all troubled borrowers are expected to fall behind
their payments even after receiving a modified loan and will in due course lose their
homes. Lenders in particular do not want to help these borrowers because delays in an
ultimate foreclosure can be costly as home prices continue to decline and the conditions
of their homes deteriorate if they are not maintaining them.*

As a result of all these uncertainties and shortcomings, the number of preventable
foreclosures is proving to be less than originally expected to result from all government
and housing industry foreclosure-prevention and loss-mitigation initiatives.”? Accord-
ingly, more aggressive action is needed to modify a greater number of loans successfully,
including legislation that would allow bankruptcy judges to use discretion in structuring
workouts.

Resolving America’s housing crisis will not be easy or take place immediately.
The housing industry will soon be readily addressing the homeownership needs of all
echo boomers, the next dominant generation of Americans. It must, however, also con-
tinue to target minority groups, immigrants, and other types of financially viable house-
holds who are also specifically emerging in the 21st century as vital homeownership mar-
kets. In addition, financial institutions must now be fully committed to increasing their
market share the right way - by making loans properly and transparently, and offering
homebuyer education and counseling, reasonable loan terms and conditions, affordable
down-payments, and financial assistance for eligible first-time homebuyers. It will and
must be a win-win situation, one that will benefit all Americans, the housing sector, and
the nation’s economy.
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Chapter Three
Revitalizing America’s Housing

Home. It is the foundation upon which all of us build our lives, raise our children and plan for our fu-
tures. It’s the building block with which we forge neighborhood and put down roots.

If the crisis we find ourselves in today has taught us anything, it is that home is an essential source of
stability -- for our families, our communities and our country.

Shaun Donovan, HUD Secretary

ost Americans seek to build long-term assets and increase their financial worth
through homeownership. Furthermore, homeownership strengthens neighbor-
hoods by increasing stability, keeping capital in the community, attracting outside in-
vestment, and raising property values.! According to the National Association of Real-
tors, homeownership is now the major portion of the total wealth of 75% of the nation’s
homeowners, thus representing the single largest component of non-pension wealth in
the United States. The growth of equity provides homeowners with access to cash for
emergencies and for important endeavors such as their children’s education and starting
a small business. For Hispanics, a home is a source of pride and accomplishment and
something of value and significance to leave one’s children.?
Currently, 61% of the net wealth of Hispanics is made up of their home equity. For
millions of Hispanics, homeownership is the primary way to accumulate wealth and net
worth.

Pivotal Engine for Revitalizing America’s Housing Sector

Clearly, Hispanic homeownership can be a stimulus for America’s housing re-
newal and a pivotal engine for its continued growth. For nearly two decades, the rate of
Hispanic homeownership has been rapidly increasing. During the 1990’s, the percentage
of Hispanics owning a home rose from 42% to 48%. This was the fastest rate of increase
for any population segment in the country. In 2007, the highest rate of homeownership
among Latinos was recorded at 50.1% in both the first and third quarters of that year.
Much of this growth has come from immigrant households who have spurred the de-
mand for starter homes. As of 2005, 61% of foreign-born Hispanics who are naturalized
citizens owned their homes. Moreover, the biggest gains in Hispanic homeownership
were in immigrant gateway states with large Mexican populations, like Texas, California
and New Mexico.

The rate of Hispanic homeownership (49%) continues to lag significantly behind
that of non-Hispanic whites (75%) in spite of significant gains over the past decade. The
gap in homeownership rates stems in part from gaps in income levels. In 2001 according
to US Census data, 73.6% of Latino year-round workers earned less than $35,000, com-
pared to 46.1% of non-Latino workers. In 2007 the median household income for Hispan-
ics was $38,700, 30% lower than the $54,900 median household income for non-Hispanic
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Whites. Thus, for more Latinos to be able to become homeowners, their incomes have to
continue to increase in order to keep pace with the price of homes. Fortunately, as home
prices continue to decrease in several areas of the country, more Latinos will be able to
afford buying a home.

Homeownership plays a significant role in a Latino family’s first step to accumulat-
ing wealth. Accordingly, access to an adequate supply of affordable housing represents
a significant need for the growing Latino population. Between 1995 and 2005, nearly five
million new Hispanic households were created throughout the United States, an increase

of 57%. This rapid growth is in contrast to only a 10% increase for all other non-Hispanic
households.

Population and Age Characteristics

As of 2008, the Hispanic population of the United States was estimated at 46.9
million, making people of Hispanic origin the nation’s largest ethnic or race minority.
Hispanics now account for more than 15% of the U.S. population. They also accounted
for half of the U.S. population gains between 2000 and 2008.
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More significant, Hispanics now represent an increasing portion of the
age group where most home sales occur - 26 to 46 years of age. In 2006, the His-
panic population was much younger, with a median age of 27.4 compared with
the population as a whole at 36.4. Hispanics are (conservatively) expected to
reach approximately 48 million by the year 2010 and make up more than 16% of
the total US population. In the next few years, Hispanic families will account for
well over 30% of household growth in the country. According to the Pew Research Cen-
ter, nearly one out of every three people in the U.S. will be Hispanic by 2050. The Center
expects Hispanics to account for 60 percent of the nation’s population growth over the
next four decades.

Economic Trends

Until recently, economic trends had projected better homeownership opportuni-
ties for Latinos in the near future. Immigrant households had also been driving demo-
graphic change throughout the country and spurring the growing demand for housing,
especially for starter homes. As indicated earlier, 61% of foreign-born Hispanics who are
naturalized citizens owned their homes in 2005. Furthermore, the largest housing gains
among the Latino community were in immigrant gateway states with large Mexican pop-
ulations (Texas, California and New Mexico).

More important, from 1995 to 2001, Hispanic median income grew 27% while the
growth rate for the general population was only 7%. A study by the Tomas Rivera Policy
Institute revealed that the Hispanic middle class grew by almost 80% in the 1980s and
1990s - three times the rate of increase of the overall middle class. The same study also
shows that over 12 million Hispanics are now part of the middle class.’

In addition, Hispanic households earning more than $100,000 per year have grown
by 125% to 3.7 million.* Today, nearly 40% of all Hispanic households (3.9 million) earn
more than $40,000.° The economic progress achieved by Hispanics has been substantial.
According to the U.S. Census Bureau, the poverty rate of Hispanics has dropped by a
third from its high 12 years ago, falling from 30.7% in 1994 to 20.6% in 2006. Census data
also show that between 1994 and 2007, median Hispanic household income rose 20 per-
cent, from $31,500 a year to $38,700 a year.

As a result of these income gains and increased lending activities by the home
mortgage industry, the number of mortgage loans made to Hispanic homebuyers in-
creased from 157,434 to 528,529 between 1993 and 2003. This growth represented an un-
precedented 236 % increase in ten years, the highest for any racial and ethnic group in the
United States. According to Genworth Financial, Inc., by 2005 the number of mortgage
loans made to Latino households, including both conventional and government purchase
and refinancing loans, had dramatically increased to 1.4 million.”

In 2007, Hispanic purchasing power surged to $863 billion. It has grown substan-
tially as a result of population growth, a strong work ethic, and gains in education and
income.

HispanTelligence projects that by 2010 the purchasing power of Hispanics will
reach $1 trillion.® Hispanics currently represent nearly 9 percent of U.S. buying power.
Given the exponential growth in Hispanic purchasing power, NAHREP projects that
from 2002 to 2012, 40% of first time homebuyers in the U.S. will be Hispanics.
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Best Practice:
Using Effective
Outreach and
Counseling to
Increase Hispanic
Homeownership

In 2004 Freddie Mac launched En su Casa Denver, an initiative designed to lift the hom-
eownership rate for Latinos in Denver. The initiative was intended to help Latino families
overcome the most common barriers to homeownership including the lack of bilingual
information about buying a home, language and cultural barriers, and a lack of credit his-
tory or impaired credit history. By 2005 Freddie Mac had invested nearly $30 million in
mortgages, helping nearly 185,000 families to become homeowners.

The initiative brings together the counseling and outreach expertise of the National Coun-
cil of La Raza, the Del Norte Community Development Corporation, the NEWSED Develop-
ment Corporation, the Southwest Improvement Council, and NAHREP with the financial
strength of Wells Fargo Home Mortgage and other local banks. The local nonprofit hous-
ing organizations use Freddie Mac’s Counselor Max — a powerful web-based technology
tool — to streamline the counseling process and increase the number of consumers on the
path to homeownership.

Part of the process involves linking homebuyers to NAHREP bilingual real estate agents.
The use of Counselor Max enables counselors to quickly analyze an individual’s qualifica-
tions and match him or her with the most affordable loan products and services offered
by Wells Fargo, U.S. Bank, and Colorado State Bank and Trust.
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Chapter Four
Benefits of Homeownership

What we do is not just housing. It is the passion and compassion for the human spirit; the sincere belief that families
and individuals - with the right support — can change their lives every day. It is our mission to do just that; all
of the other work: finding funding support, the education, the counseling, the public-private partnerships; the col-
laborative efforts - they are details.

We make a difference because we believe in the human spirit; we believe in the hearts of people; and we have the faith
that we are here on this earth to make a difference in other people’s lives.

John R. Smith
President and CEO, Housing Our Communities*

ince 1934, the primary objective of national housing policy has been “to reaffirm the

long-established commitment to decent, safe, and sanitary housing for every Ameri-
can.” The pursuit of homeownership as part of this policy is important because hom-
eownership has long been considered the cornerstone of the American dream and the
tirst step towards the creation of wealth.

Furthermore, homeownership plays a significant role in enhancing community,
family, and individual well being. New homeowners cherish the feeling of living in a
house they can call their own, a home where they can feel rooted, raise a family, build
a vibrant community, and have a better future. Hispanics in particular associate own-
ing a home with a personal and collective strong sense of security, independence and
achievement. As prospective homeowners, they envision themselves becoming free of
the restrictions and poor living conditions they often associate with rental housing. Since
2004, such aspirations have helped to account for a higher rate of growth in the number
of Hispanic homeowners than of Hispanic renters.!

The objective of providing affordable, decent, and appealing rental housing is
nonetheless equally important. While many individuals simply choose not to become
homeowners, others cannot afford or are not ready to buy a home because they have
lower incomes or have not established credit, lack affordable housing in their communi-
ties, or lack access to information about homeownership assistance programs that are
available. However, for millions of Americans who are ready to buy and keep a home,
there are many social and economic benefits.

Social and Economic Benefits

In 2002, the Institute for Policy Studies at Johns Hopkins University conducted a
study entitled “Homeownership: Does it Buffer the Effects of Distressed Neighborhoods
on Children?”

* Housing Our Communities, a nonprofit housing organization based in Phoenix, AZ and Las Vegas, NV, has over
the past several years successfully used various homeownership assistance programs. In spite of the high rates of
foreclosure in Arizona and Nevada, Housing our Communities managed to produce 198 first-time homebuyers from
October 1, 2007 through September 30, 2008. It has experienced only four foreclosures since 1988 and none over the
last five years.
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The study found a strong link between
homeownership and the well being of chil-
dren.? It concluded that children who live in
homes owned by their families are more likely
to achieve higher levels of educational attain-
ment and earnings, and have a lower incidence
of teen pregnancy and welfare dependence.

Alsoin 2002, a HUD study entitled “Eco-
nomic Benefits of Increasing Minority Hom-
eownership,” found that in addition to fueling
economic growth, the economic benefits of mi-
nority homeownership include building equity
for home buyers, creating jobs in the residential
construction and remodeling industry, and in-
creasing sales in home improvement and other
housing related goods and services.> The HUD
report concluded that the weight of recent em-
pirical evidence on homeownership strongly
suggests that homeownership provides several
other benefits to communities.

These benefits include improved outcomes for children, better maintenance of
homes, greater neighborhood stability, increased savings and wealth, a better sense of
comfort and security, and increased civic involvement. A recent study similarly showed
that children of homeowners outperformed children of renters on math tests by 9% and
on reading tests by 7%, with other factors held constant.*

In 2006, another HUD study also found that for Hispanics a move to homeowner-
ship is associated with significant increases in housing and neighborhood satisfaction.
The study concluded that while owners from all racial/ethic groups have higher levels
of satisfaction than renters, the difference in satisfaction between owners and renters is
largest for low-income Hispanics. According to HUD, homeowners are more likely than
renters to participate in local organizations, engage in informal forms of social interac-
tion, develop stronger commitment to their communities, maintain their homes in good
condition, stay in their local areas for longer periods of time, and display a higher sense of
well-being.> Overall, homeownership has traditionally represented unquestionable value
to American society.

For most Hispanics, as well as for most Americans, homeownership is both an
end in itself - a source of pride and possession of value - and a means to an end, that end
being a better living standard, a greater sense of safety and security, and ultimately an
improved educational and economic status. In spite of the housing crisis, there are now
more opportunities to help make homeownership for Hispanics the foundation for a bet-
ter life and a better tomorrow.

Financial Benefits

Hispanics accumulate wealth and net worth primarily through homeownership.
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According to Pew Hispanic Center data, the aggregate net worth of the U.S. Hispanic
population was calculated to be $945 billion in 2006, a 111% increase from 1996. Over
this time period, two forces drove the increase: a 58% increase in the number of Hispanic
households and a 34% increase in average net worth resulting from rapid growth in His-
panic homeownership.® For non-Hispanic Whites, the increase in aggregate net worth
was only 72.8% over the same time period. Presently, 61% of the net wealth of Hispanics
is made up of their home equity.

Homeownership is also often the primary catalyst for a positive economic cycle
for Hispanic families and communities. This cycle begins with Hispanics moving to areas
that offer better paying jobs, and buying higher valued homes that continue to increase
in value over time, thus accumulating equity and wealth in the process. Such steady
growth in wealth leads to greater improvement in living conditions which, in turn, pro-
vides the flexibility and capacity needed for Latinos to move to areas that offer better
paying jobs and higher-valued homes. Ultimately, the greatest benefit of homeownership
is the legacy of financial stability it creates for homeowners and their children. In sum,
homeownership is the cornerstone of Hispanic wealth.

A homeownership study conducted by the Congressional Hispanic Caucus In-
stitute in 2005 cited California’s 16th Congressional District as an excellent example of
this positive cycle. The District consists of about two thirds of San Jose and includes
the heavily Mexican American areas to the east. Historically, this positive social and
economic cycle began with the presence of Mexican American farm workers many years
ago, followed by immigrants from other parts of Central and Latin America. Today, the
District’s traditional agriculture, manufacturing, and new high-tech businesses strongly
sustain its economy.

As of 2000, Hispanics in this District represented 38% of the total population and
had achieved a 64% rate of homeownership. Their median household income was rela-
tively high at $76,200 and the median home value of their homes was $313,000. The
accumulation of equity is obvious as more than half of the Hispanic homeowners in the
District owned homes that more than eight years ago were already worth more than
$300,000.

Other cities where both the household income of Hispanics and the home value
of their homes are still relatively high include Orange County, CA, San Francisco, CA,
Middlesex, NJ, and Nassau County, NY.” As indicated earlier, housing appreciation rates
in the five years prior to the “subprime” crisis had increased phenomenally in five of the
most popular places for Hispanic homeownership in the United States: 142% in River-
side, CA, 136 percent in Los Angeles, 133 percent in Miami, 97 percent in Phoenix, and
51 percent in Chicago. In addition, as of the second 