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AN EXAMINATION OF THE HOUSING
CRISIS IN MICHIGAN, 11 YEARS
AFTER THE RECESSION

Friday, August 2, 2019

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT
AND INVESTIGATIONS,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 12 p.m., in the
Larry K. Lewis Education Center, Wayne County Community Col-
lege, NW Campus, Detroit, Michigan, Hon. Al Green [chairman of
the subcommittee] presiding.

Members present: Representatives Green, Tlaib, and Garcia of
Texas.

Also present: Representatives Lawrence and Dingell.

Chairman GREEN. The Oversight and Investigations Sub-
committee will now come to order. The title of today’s hearing is,
“An Examination of the Housing Crisis in Michigan, 11 Years After
the Recession.”

Without objection, the Chair is authorized to declare a recess of
the subcommittee at any time. Also, without objection, members of
the House of Representatives who are not members of the sub-
committee may participate in today’s hearing for the purposes of
making an opening statement and questioning the witnesses.

The Chair is going to recognize, first, the Congressperson from
this area, the Honorable Rashida Tlaib, to give her opening state-
ment, and I, as Chair, have indicated already that we may give her
a little bit more latitude because we are in her congressional dis-
trict.

So we do now recognize you for a 3-minute opening statement.

Ms. TLAIB. Thank you so much.

Chairman GREEN. By the way, we have a little bell here that will
give you an indication that you have one minute left.

Ms. TLAIB. He will use it too.

I want to thank you so much, Chairman Green, and, of course,
our incredible Financial Services Committee Chairwoman, Maxine
Waters, for agreeing to bring Congress to Detroit, to bring a field
hearing of a critical issue to the 13th Congressional District, which
we all know is a very challenged district, as the third-poorest con-
gressional district in the country, but also with the most resilient
people, the folks on the ground who have been working on this
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issue of housing justice, whom we need to hear from and get the
information in the hearing record.

I do want to thank, also, our incredible colleague, Congress-
woman Sylvia Garcia, for traveling all the way from Texas to come
here, as well as my colleagues, Congresswoman Debbie Dingell and
Congresswoman Brenda Lawrence, for their continued partnership
on this issue.

This morning, all of my residents need to know, was really im-
portant. We always want people in Congress to see our neighbor-
hoods, to see what is going on, and I want to thank Representative
Garcia and Chairman Green for coming with the Detroit People’s
Platform this morning to travel throughout the community, many
of the communities and neighborhoods, to see exactly what is going
on, on the ground. It is something that I think is going to help, es-
pecially around the issue of housing justice, being much more com-
mitted to addressing some of those concerns. But I want to thank
you all so much for being here and being rooted in the community
and helping bring a voice, and to all those who are testifying before
our committee, thank you so much for agreeing to do this, and
thank you for sharing your stories, and thank you for your contin-
ued commitment.

I am so thrilled that this is the first field hearing of the Finan-
cial Services Committee, and that they chose to hold it in our beau-
tiful City, so I want to thank you guys all so much, my colleagues,
for your continued leadership.

I hope this hearing helps you feel heard and feel seen. That is
so critically important. And I know Chairman Green knows I am
very tenacious, and when I said to him, this is one of the most crit-
ical issues for our district is increasing home ownership but also
the fact that it is so interconnected to racial justice, environmental
justice, economic justice, and all of those things.

So again, thank you so much, Chairman Green.

Chairman GREEN. Thank you. Let me add this: The media is in
attendance today, and I would like to make note that, without ob-
jection, members of the local media are invited to this hearing and
may engage in audio and visual coverage of the subcommittee’s
proceedings. Such coverage is solely to educate, enlighten, and in-
form the general public, on an accurate and impartial basis, of the
subcommittee’s operations and consideration of legislative issues,
as well as developing an understanding and perspective of the U.S.
House of Representatives and its role in our government. This cov-
erage may not be used for any partisan political campaign purpose
or made available for such purposes.

With this said, I shall now yield to the gentlelady from Michi-
gan’s 12th Congressional District, the Honorable Debbie Dingell.

Mrs. DINGELL. Thank you, Chairman Green. Thank you for con-
vening this subcommittee hearing. And thank you, Representative
Garcia, for coming, and most importantly, thank you, Representa-
tive Tlaib, for your dedication and passion, and for bringing them
here to Detroit to talk about an issue.

You are in Detroit, and it is an issue that significantly impacts
the City of Detroit and its neighborhoods, but it is also an issue
that hits people throughout this State. And, Chairman Green, I
would say, too, there are many elected officials in the audience
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from many of the suburban cities that Rashida and I both share,
that have been heavily impacted.

The 2008 recession hit everyone hard, but Michigan especially.
We saw businesses shuttered, hard-working women and men were
put out of work by the thousands, the near collapse of the U.S.
auto industry, and a long, slow, painful recovery, and, quite frank-
ly, I don’t think anybody has lost that fear or anxiety in their
hearts and souls that they used to take for granted.

When we are faced with trying times we tend to sit around our
kitchen tables, often with families, in our homes, but after 2008,
that was no longer an option for too many people. They lost their
homes. You will still see today now-vacant lots, and while there
has been an incredible effort by the City and the State and other
groups to clean up blighted neighborhoods and vacant homes, they
remain unoccupied after 10 years, and we have many challenges.

These homeowners didn’t cause the Great Recession. They didn’t
make a house of cards doomed to fail, they didn’t buy credit default
swaps, and they didn’t make risky trades on Wall Street. All they
did was pursue the American Dream, to make enough money to
buy a home, to live in a safe neighborhood, and to start a family.

So, I thank the committee for being here, and I look forward to
hearing the testimony today.

Chairman GREEN. Thank you very much. At this time, we will
hear from my colleague from Houston, Texas, the Honorable Sylvia
Garcia, the Representative from the 29th Congressional District of
Texas.

Ms. GArciA OF TExAS. Thank you, Mr. Chairman, and I, too,
want to start by thanking Chairwoman Waters of the Financial
Services Committee, of which we are a subcommittee, for allowing
us to come here and join your great Congresswoman Tlaib in hear-
ing from Detroit directly on some of the housing issues. And thank
you, too, to Representative Dingell and Representative Lawrence
for coming, for joining us, because, as Chairman Green said, we are
here to listen. He and I are not here, coming from Texas, to tell
you to do anything the Texas way, so don’t worry. We are not here
to Texan-ize you. We are here to listen to you and to find the right
solution for you here in Detroit.

I appreciate that we have a robust group of panelists to talk to
us about the things going on here, and I do want to especially
thank everyone concerned for the great welcome and for the tour
that we had this morning, to show us about the housing crisis here
after the Great Recession.

This committee, and the Congress as a whole, must learn from
lessons today and focus on how to build a basket of national policy
that is flexible enough to adapt to the concerns of different regions
and even to different neighbors, based on need. As Chairman
Green knows, the Houston region has different challenges from De-
troit. We have faced decades of growth and gentrification in our re-
gion, which has put pressures on our housing stocks.

Recently, we saw an uptick in foreclosures following Hurricane
Harvey. That storm, particularly, was a setback to low-income own-
ers and renters, as much of the money of the recovery aid was tar-
geted to more valuable properties. I have said many times, back
home, that Hurricane Harvey just made poor people poorer. They
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were poor before the storm, and they are poorer today, as they wait
in their rental properties.

It is important to consider not just homeowners and those who
want to become homeowners, but we must also consider renters.
About 48 percent of the households in my district rent, which is
comparable to this district, which is at 45 percent. And just as we
have seen home ownership slip out of reach for many people, we
know that rent prices have increased in some neighborhoods, push-
ing more families to the financial edge.

So finally, working together, I am convinced that we can focus
on the issues related to housing, to make it better for all Ameri-
cans.

Thank you, again, for being here and joining us, and thank you,
again, Mr. Chairman, for allowing me to make a few remarks.

Chairman GREEN. I would like to, at this time, thank you, and
recognize myself for 3 minutes.

I want to thank Ms. Tlaib and her staff. They have done an out-
standing job in helping us to facilitate this hearing. The full Finan-
cial Services Committee also has staffers who are here, and they
have been very helpful.

The Honorable Maxine Waters is the Chairwoman of the full Fi-
nancial Services Committee. She is the person who authorized this
field hearing, so we owe her a debt of gratitude for allowing it to
take place as well.

I want to talk to you very briefly, in my opening statement,
about a complete recovery. The recovery is not complete unless ev-
erybody benefits from the recovery. And I am here today because,
as often is the case, African Americans, minorities, are the canary
in the coal mine. Some of the information that has been shared
with me causes me great concern.

Example: In the second quarter of 2019, the Black home owner-
ship rate was at a 50-year low, at 40.6 percent in Michigan. The
current rate of Black home ownership in Michigan is lower than
before the passage of the Fair Housing Act in 1968. Currently, you
are experiencing foreclosures wherein 21 percent of the home-
owners don’t know that they are behind on their taxes. I want to
know why. How can this happen that you are foreclosed upon and
don’t know that you are behind on your taxes?

I am also interested in what is happening to renters. I have been
informed that some 61 percent don’t know the tax status of the
property that they are living in, and they, too, find themselves
being the victims of foreclosures when owners are foreclosed upon;
renters have paid their rent, but find that they have to relocate.

So there are many things that would cause me a good deal of
consternation, but the thing that concerns me most is the fact that
we don’t have a complete recovery. It appears to me that we, in
Congress, did a good thing when we bailed out the auto industry,
but we expect the auto industry to help bail out the people who buy
their products. We did a good thing when we bailed out the banks,
but we expect the banks to bail out their customers, their deposi-
tors.

We are here today to try to complete the recovery. We don’t want
the industry to recover without the people who are a part of the
tax-paying public who helped the industry to recover, to not benefit
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from the recovery. The recovery is not complete and we are here
to find out what we can do to help have a complete recovery.

With this I will now introduce the witnesses, and each witness
will be given approximately 5 minutes for your statements.

And our witnesses are Professor Bernadette—I am going to take
a stab at your name one time, but I will have you tell me first.

Ms. ATUAHENE. “Atuahene.”

Chairman GREEN. “Atuahene.” All right. And she is a professor
of law at the Chicago Kent College of Law. We also have Mr. Hec-
tor Hernandez, who is executive director of Southwest Economic
Solutions Housing Opportunity Center; Mr. Ted Phillips, executive
director, United Community Housing Coalition; Ms. Vanessa
Fluker, who is an attorney with Vanessa G. Fluker, Esq., PLLC;
Ms. Lauren Mason, who is the housing committee chair for Detroit
Action; and Mr. Taz George, senior research analyst, Federal Re-
serve Bank of Chicago, Community Development and Policy Stud-
ies Division.

We welcome all of you. We greatly appreciate you taking the
time to be with us. You will each have 5 minutes, and without ob-
jection, each witness’ written statement will be made a part of the
record. Once the witness has finished testifying, each member of
the subcommittee will have 5 minutes within which to ask ques-
tions. I am the timekeeper and I will give you a signal when you
have one minute left. This is the signal [rings bell], and after this,
your time will expire one minute later.

The witnesses will now make their opening statements, and we
will start with Professor Atuahene.

STATEMENT OF BERNADETTE ATUAHENE, SENIOR RESEARCH
SCHOLAR, UNIVERSITY OF MICHIGAN

Ms. ATUAHENE. Thank you, Chairman Green.

Between 2011 and 2015, one in four properties has been subject
to property tax foreclosure: one in four. We haven’t seen this num-
ber of property tax foreclosures in American history since the Great
Depression. So the real question is, what in the world is going on?

Well, the Michigan State Constitution is quite clear. No property
can be assessed at more than 50 percent of its market value. Al-
though the Michigan State Constitution is quite clear, we did a
study and we found that between 2009 and 2013, in each of those
7 years, anywhere between 53 and 83 percent of properties were
being assessed in violation of the Michigan State Constitution. And
I need you to understand that these estimates are the most con-
servative estimates possible.

The second step was we then broke the data into what we call
five quintile, quintile 1 being the lowest-valued homes, all the way
to Quintile 5 being the highest-valued homes. And what we found
is that in the lowest-valued homes, 95 percent or more were being
assessed in violation of the Michigan State Constitution, but when
you got to the highest-valued homes, less than 20 percent were
being assessed in violation of the Michigan State Constitution,
which means that the most vulnerable amongst us are being sub-
jected to these unconstitutional property tax assessments.

The next study we did is lots of things cause tax foreclosure,
right? Not just these illegally inflated property tax assessments but
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also poverty, divorce, lots of things. So the challenge in the second
study was to hold all those things constant so we can measure the
effect of unconstitutional property tax assessments on foreclosure
rates, and our findings were astounding. We found that 10 percent
of all property tax foreclosures that happened between 2009 and
2013 would not have happened but for these unconstitutional prop-
erty tax assessments. And when you look at just that lowest quin-
tile, the lowest-valued homes—remember, I said of those ones, 95
percent or more were being assessed in violation of the Michigan
State Constitution—for just that quintile, 25 percent of those
homes would not have gone into property tax foreclosure but for
these unconstitutional property tax assessments.

The next study we did has to do with race, specifically, because
if you are doing work in Detroit and you don’t address race di-
rectly, you are doing everyone a disservice. What we did is we
looked at all of the cities in Wayne County, and what we found is
that the predominantly African-American cities in Wayne County
were being subject to unconstitutional tax assessments and fore-
closures at a greater rate than the predominantly white cities in
Wayne County.

What I need you to understand here is that these unconstitu-
tional property tax assessments are just the latest chapter in a
longer history of racially discriminatory housing policies that start
at the beginning with racial zoning, racially restrictive covenants,
urban renewal, racially biased mortgage rates, and I can go on and
on. So, it is important to understand these racially based, unconsti-
tutional tax assessments, again, not as an isolated incident but
part of a larger legacy.

And the key here, for all of you who are not from Detroit, is that
this is not just happening in Detroit. The Chicago Tribune just
published a Pulitzer Prize-nominated series called, “The Tax Di-
vide,” and it finds that these same patterns of racially discrimina-
tory property tax administration are also happening in Chicago.
One of my co-authors, Christopher Berry, who is at the University
of Chicago, is currently doing a study, and he is looking at the
seven most populated cities in America, and he is finding similar
patterns in each of these cities.

So the real question is, we have this evidence before us—what
do we do? What do we do about it? One thing that Congress can
do about it is what I am asking for today, that Congress initiate
a congressional investigation into how the Fair Housing Act can
address this ominous threat, can address this latest chapter in this
racially discriminatory housing policies. Because at the end of the
day, your children, your grandchildren, and your great-grand-
children are going to look back in history and ask, “What did you
do when faced with this astounding injustice? What did you do?”

And at the very least, again, a congressional investigation into
how the Fair Housing Act can be adopted to address this issue.

I know my time is running out, so I want to end with the story
of Mr. Jones. I met Mr. Jones in my empirical work when I was
interviewing. He used to work at a factory—remember when work-
ing at a factory put you comfortably in the middle class? And when
the factory jobs went away, Mr. Jones, like many other faithful De-
troiters, stayed, and they stuck it out here.
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In 2012, Mr. Jones was able to finally buy his first home, which
was a threadbare home that he bought for $2,500. The home had
no—it was stripped, as we know here in Detroit. It was just a shell
of a home. Despite that, the fact that he bought the home for
$2,500, and similarly situated homes cost just the same, the City
of Detroit taxed his home as if it was worth $50,000—20 times
what he paid for it.

Mr. Jones qualified for something called the poverty tax exemp-
tion, because all he had was his pension and he lived below the
poverty line. But because the City of Detroit erected so many bar-
riers to people finding out about the poverty tax exemption, he
didn’t qualify. He didn’t even apply.

So, we have a situation for Mr. Jones, and in Detroit—and these
are my last words; I am wrapping it up—where, number one, peo-
ple were subject to unconstitutional tax assessments. When they
couldn’t afford to pay these illegally inflated property tax assess-
ments, they were foreclosed on, at record rates, for property taxes
they shouldn’t have been paying in the first place, because 40 per-
cent of Detroiters live under the poverty lines and qualify for the
poverty tax exemption. My God.

In my last sentence, I want to just give you a quote from Mr.
Jones, that really perfectly describes the structural violence that is
perpetrated by these unconstitutional tax assessments. And he
said, “This whole mess makes me feel like I was stuck up and
robbed.”

Chairman GREEN. Thank you for your testimony, Professor
Atuahene.

We will now hear from Mr. Hernandez. You have 5 minutes, sir.

STATEMENT OF HECTOR HERNANDEZ, DIRECTOR, HOUSING
OPPORTUNITY CENTER, SOUTHWEST ECONOMIC SOLUTIONS

Mr. HERNANDEZ. Thank you, and I appreciate the opportunity to
speak before this honorable body.

For historical context, I am going to focus on home ownership.
I would like to cite a homebuyer ecosystem study that was au-
thored by a local working group that I participated in, and they did
a really comprehensive review of the challenges in Detroit to make
some good recommendations.

From 1990 to 2014, Detroit lost over 250,000 residents, more
than 30 percent of its population. As a result of that population
loss and the national credit crisis, Detroit’s housing market obvi-
ously crashed. Almost 110,000 housing units stood vacant that
year, roughly a third of all units. From 2006 to 2010, the median
home sale price in Detroit plummeted by over 75 percent. Every
year from 2009 to 2016, over 95 percent of home purchases in De-
troit have been cash sales.

This economic hurricane blew away virtually an entire industry
of experienced and knowledgeable lenders, REALTORS, community
development corporations, and homebuyer counseling agencies. The
homebuyer ecosystem, in effect, was devastated by that crisis and
it1 is still attempting to recover. It is coming around but it is still
slow.

To give you another snapshot of the challenges in Detroit, from
2001 to 2006, there were, on average, 6,000 to 8,000 mortgages per
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year. In 2007, that dropped to 3,900 mortgages, and in 2008, it
dropped to 1,400 mortgages. Get this—from 2009 to 2016, the aver-
age number of mortgages per year in Detroit was 416. That is not
a functioning mortgage market. Even though there are, on average,
4,000 transactions per year, and only 400 of those, on average,
were with a mortgage, that leaves you with cash sales and land
contracts, and I will talk more about that later. It is starting to re-
cover but it is awfully slow. In 2017, we had 1,000 mortgages
issued in Detroit.

Detroit’s lingering underperformance after the recession is due to
a range of factors, from tighter credit standards to the hollowing
out of the local real estate professions, to buyers’ cautious
mindsets. Nurturing this market back to health requires
intentionality, working to attract capable buyers and creating de-
mand so that sellers can gradually create a viable market and sell
at a reasonable price. Valuation has been really challenged during
this time as well.

In the last couple of years, according to REALTORS and lenders,
demand has increased for purchasing single-family homes in some
neighborhoods. In these areas, demand outpaces the supply of
move-in-ready homes. So we have a really distressed portfolio of
properties. Most developers with the skills to develop these blight-
ed properties and renovate homes believe that renting to tenants
is more profitable than selling to an owner-occupant.

With few finished homes for sale, the purchase market is not cur-
rently in equilibrium. When move-in-ready homes are available in
concentrated areas, then a critical mass of activity that changes the
neighborhood perceptions can take hold. Think of Marygrove.
Think of Grandmont Rosedale. There is a litany of other neighbor-
hoods that fall into that category.

I also recently participated, in March of this year, in an inter-
view with John Gallagher, and he cited really good data and really
current data, and I am going to reference a few things from his ar-
ticle.

White people make up just 10 percent of Detroit’s population, yet
make up nearly half of the home mortgage loans made in 2017, for
which the race of the applicant was known. And then citing Home
Mortgage Disclosure Act data, white borrowers got almost the same
number of mortgages as Black borrowers, just by being a much
smaller percentage of the City’s population. Of the 1,072 mortgage
loans made in Detroit in 2017, the most recent year for which data
is available, 442 went to white borrowers and 461 to Black bor-
rowers.

The mortgage market doesn’t exist, or barely exists in more than
half of the City. Of the 297 census tracts in Detroit, each tract
measuring several square blocks, 139 tracks saw no mortgages at
all in 2017, and another 91 saw just 1 to 5 mortgages. So, you can
see how the challenge really impacts the whole City.

In part because mortgages are less readily available in the City,
Black buyers may be more likely to buy in the suburbs than in the
City. In 2017, just two suburbs locally, Southfield and Redford, ac-
counted for more mortgage loans to Black homebuyers than mort-
gage loans made to Black homebuyers in Detroit.
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The lack of mortgage loans does not mean that there are no
home sales in the City. Finance experts estimate 4,000 to 5,000
home sales in Detroit each year, but up to 80 percent of those
transactions are cash or land contracts that open up individuals to
obviously predatory loans. They obviously open themselves up to a
lot of other legal challenges as well, in terms of losing that prop-
erty much quicker than they would if they had a mortgage.

The problem is not, however, limited to access to mortgages or
lack of capital available in the City.

Chairman GREEN. You can wrap up.

Mr. HERNANDEZ. Okay. Thank you. Southwest Solutions worked
with a land bank to create an appetite for more properties, and still
the demand for move-in-ready products is strong.

Other challenges, in 2019, there is a sharp decline in branches
in the area. So if you think of the amount of mergers that are hap-
pening in the City, that typically results in a loss of branches, so
that is a challenge. Home-buyer counseling works, so some of the
strategies—if you provide homebuyer counseling to help home-
buyers in communities, they often can purchase a home. HUD,
however, only makes $47 million available nationwide for home
buyer counseling. Michigan had a miniscule amount and it is not
nearly enough to meet the demand. There are other opportunities
for CRA reform that could help improve the access to credit, be it
through protecting the reporting as well as ensuring that you ex-
pand that to credit unions and fintech agencies. Thank you.

[The prepared statement of Mr. Hernandez can be found on page
89 of the appendix.]

Chairman GREEN. Thank you for your testimony, Mr. Hernandez.

We will now hear from Mr. Phillips. You are recognized for 5
minutes, sir.

STATEMENT OF TED PHILLIPS, EXECUTIVE DIRECTOR,
UNITED COMMUNITY HOUSING COALITION

Mr. PHILLIPS. Thank you very much for the opportunity today. I
am the executive director of the United Community Housing Coali-
tion (UCHC), and I am also a life-long Detroiter, living a few miles
from here. At UCHC, we provide a wide range of social and legal
services focused on resolving various kinds of housing problems,
grimarily related to affordability and quality for low-income resi-

ents.

The foreclosure crisis, nationally and in Detroit, was well de-
scribed in the memo that you had before this committee and has
been elaborated on by the two previous speakers. I would like to
add to some of what was said on that, that we recognize that there
has been a massive loss of home ownership, particularly Black
home ownership, and we have also an overwhelming abandonment
problem, which I don’t think has been mentioned much yet, and a
glut of homes that became available for sale, all of which contrib-
uted to as much as a 90 percent reduction in value in some commu-
nities in the City of Detroit.

Concurrent with the mortgage crisis, and basically caused by the
mortgage crisis, but concurrent with the mortgage crisis has been
a tax foreclosure crisis. Much of this has been driven by over-as-
sessments, as Professor Atuahene has mentioned, that were cre-
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ated, in large part, by a loss in value and the inability of local gov-
ernment to keep up with the new assessments.

Federal hardest-hit funds have been allocated to Michigan, but
not nearly as much as what was needed to do the job, and they
were not used nearly as effectively as they should have been.

Homes that were lost to foreclosure, mortgage, and taxes were
often channeled to investors or companies doing rental agreements
and what have you. Where many lenders would not offer the occu-
pants of the foreclosed homes, sometimes even tenants, any dis-
counted purchase amount, they would often sell or transfer to in-
vestors just to get them off of their inventory.

Tax-foreclosed homes were often purchased at tax auctions for as
little as $500. Many of these were flipped on bad land contracts to
avoid local rental housing laws and to ensure that the investor
would be better able to declare a default and take the property
back and sell it again and again until there was no value left.

The response that we have tried to make at United Community
Housing Coalition, and in the advocacy community in general, has
been to work with individual homeowners and occupants of fore-
closed homes to keep people in their homes through counseling—
I would agree with Mr. Hernandez on that part—through litigation
and some financial assistance. This has been either by resolving
whatever their issues were or assisting them in being able to re-
purchase their homes. Most cases that we have resolved have been
without buybacks.

But this month, with about 500 purchases, we are going to make
in collaboration with the City of Detroit, the Wayne County Treas-
urer, and several individual funders, one of them being the Quick-
en Loan Community Fund, we will have purchased, for the occu-
pants of the home, over 4,000 homes in the last 10 years, 1,100 of
them through the program with the City of Detroit. Other pur-
chases have been buying out bad land contracts, tax auction pur-
chases, and other things like that. I should note that all of these
purchases have been for the occupant. All of them have been at
cost for the occupant.

And that brings me to some of the suggestions that I have had
in the written testimony that was provided. We would like to see
an expanded use of the hardest-hit funds, to provide additional re-
sources for them to be able to be used for purchases, for redemp-
tions, for buying out of predatory land contracts, as well as repairs.
Right now, we use hardest-hit funds to eliminate blight, but we
only seem to define that as demolition of properties. Why not pre-
vent blight by some of these other methods?

For federally insured mortgages, we believe we should hold the
financial institutions more accountable for providing significant for-
bearance relief.

We should recognize that conventional mortgages are needed.
One of the reasons why so many people go to land contracts is that
there is not any loan product available. Many homes can be pur-
chased still in the City of Detroit for $10,000 to $20,000 to $30,000.
Lenders are not providing those kinds of loans.

We would also like to look at some reform around the land con-
tract, and we do not believe land contracts should be eliminated,
but we do think there is a lot of need for transparency concerning
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property conditions. Very often, people are not told of the condi-
tions that exist in a property. Disclosing true housing values re-
quiring independent assessments as a condition of getting into a
land contract.

Classifying hybrids. There are a lot of lease purchase agreements
that people enter into that are even worse than land contracts.
They require substantial down payments. They require rehabbing
property. They require paying taxes and insurance. They are every
bit as much as a land contract but they are sold as a lease-to-pur-
chase, so that when somebody defaults on them they are simply
brought into court as a tenant and evicted, and they lose all of
their equity and all that they have put into it. We would like to
see those defined in such a way that they are legally a land con-
tract.

And in conclusion, to provide help in the efforts to enforce this,
we do need additional legal assistance. In the City of Detroit, there
are 30,000 cases brought in the 36th District Court annually.
About 4 percent of those have legal help. So when you have all of
these predatory land contracts and hybrid agreements there is a
need for help, and we urge you to look at ways to do that.

Thank you.

[The prepared statement of Mr. Phillips can be found on page 94
of the appendix.]

Chairman GREEN. Thank you, Mr. Phillips.

Ms. Fluker, you are now recognized for 5 minutes.

STATEMENT OF VANESSA FLUKER, FELLOW PRACTITIONER,
VANESSA G. FLUKER, ESQ., PLLC

Ms. FLUKER. Thank you very much, and thank you for the oppor-
tunity to testify here today. I certainly appreciate it.

I would like to first start by kind of looking back. We are talking
about tax foreclosures, installment contracts, the decline of home
ownership, but you cannot look at that without looking at where
all this is emanating from, which was the foreclosure crisis. Yes,
there was a recession, but the bulk of our home ownership issues
came from the foreclosure crisis.

And I just want to use a quote from the 2010 House Judiciary
Committee hearing that was held on December 2, 2010, and I was
honored and privileged to have an opportunity to testify at that
hearing about the outrageous foreclosure conditions here in Detroit.
At the end of my testimony, Congressman Trent said this:

“But the end result, Ms. Fluker is correct; the end result is that
because of government involvement here and the lack of market
discipline that seems to hold the system together, we are in a situ-
ation now where banks have an incentive oftentimes to foreclose
rather than working things out with the homeowner. And I think
there is something desperately wrong with all of that.”

That has not changed.

I am in court every day. I am on the front lines every day. The
government funded a foreclosure trend. They gave a huge bill up
to the banks, who have, in turn, infused all types of law firms to
fight tooth and nail to foreclose on people. They are not trying to
engage in loss mitigation—never have, despite the HAMP program.
They will litigate this stuff ad nauseum. And this has disparately
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impacted minorities, particularly African Americans, closely fol-
lowed by Hispanics, and here in Michigan, people of Middle East-
ern descent.

The very programs that were designed to help the homeowners
failed the homeowners, which is why we have the 90 percent prop-
erty value drop. It is not like the property value just dropped. It
dropped because it was artificially depressed by the banks after
they were infused with our tax dollars.

Now we bring this forward, and as Mr. Phillips has stated, rath-
er than work with a homeowner, give them a modification or for-
bearance or anything, they would rather turn around and sell it to
an investor for $1. And I don’t say that flippantly. I actually liti-

ated a case for a senior citizen, where they sold her property for
%1 rather than working with her. They get these properties and
they start putting people into these installment contracts.

I am fighting a case right now—I am in and out of court every
other week. They are trying to evict this woman, after they locked
her out, under Fannie Mae, I might add. She entered into a con-
tract with deed with someone, had saved up her money, put down
$9,000, $1,000 a month, and thinks she is safe. She comes home
one day and all of the locks are changed, and all of her stuff is
gone, including her dead daughter’s ashes. She finds out the house
was in foreclosure and they sold it to her. Do you think Fannie
Mae is trying to work with that lady? Do you think they are trying
to say, “You know what? You put $9,000 down. You are paying
$1,400 a month, which is above what you contracted for in escrow,
just to try not to be homeless.” No. They are trying to throw her
out on the street.

And as a side note, just so we can get a little true understanding
of the role of Fannie Mae and Freddie Mac, between January 2014
and August 2017, there were about 109 eviction cases in the 36th
District Court filed. Fannie Mae and Freddie Mac actually rep-
resent the two biggest entities engaging in evictions at 36th Dis-
trict Court, the court here in Detroit.

So, at the end of the day, we are looking at a scenario where,
if we do not go back and correct this whole role of the banks and
the financial institutions, doing something on the back end is not
going to help. Now, you are talking about solutions. There is a lot
of talk now about reparations, things of that nature. Make these
banks give some reparations to the City of Detroit. Make them give
some money back to the community—for all the property wealth
that they have taken out of the community. That is something that
needs to be looked at, and it needs to be given to the community,
not to the municipalities. It needs to be given to grassroots organi-
zations, so you can make sure it is channeled within the commu-
nity, not siphoned off through some political process and not given
to pseudo-investors to gentrify out the areas.

At the end of the day, we must look at everything, the totality
of the circumstances—we can’t just look at things in a vacuum—
to truly get an understanding and create some solutions that will
be viable for the City of Detroit.

[The prepared statement of Ms. Fluker can be found on page 38
of the appendix.]

Chairman GREEN. Thank you for your testimony, Ms. Fluker.
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We will now hear from Ms. Mason for 5 minutes.

STATEMENT OF LAUREN MASON, MEMBER AND HOUSING
COMMITTEE CHAIR, DETROIT ACTION

Ms. MAsoN. Thank you for allowing me to be here and to speak.
My name is Lauren Mason, and I am a life-long resident of Detroit,
Michigan. I reside in the 13th Congressional District. I am a mem-
ber of Detroit Action, where I am a member and the Chair of our
Housing Committee. I would like to tell you a story, which is my
story, of how the effects of the foreclosure crisis still play out in
unique ways, here in Detroit.

My fight for affordable housing is what led me to Detroit Action,
where we fight for economic and social justice for our neighbor-
hoods. I also work at the United Community Housing Coalition
(UCHC) where I am on the tax prevention team, working hard to
keep people in their homes. I do this work with Detroit Action and
UCHC because I have experienced this pain firsthand.

My grandparents bought our home in Detroit in 1968. My family
owned and occupied 1714 Seyburn for 46 years. Our home was
passed down through 3 generations, with 6 generations growing up
in our home. Always knowing this to be home, it was our legacy,
my family’s wealth, and a piece of what is called the American
Dream.

I was working part-time when I noticed a hike in our property
taxes in 2008, but by 2012, I noticed a larger hike. My home was
assessed at $70,000, which meant it was worth $140,000. I was
taxed over $900 for the year. At the time, I was unaware that my
property had been illegally and unfairly assessed by Wayne County
and the City of Detroit.

Home assessments, on which taxes are based, had little relation-
ship to the market value of our home after 2008, which signifi-
cantly increased taxes and led to the waves of tax foreclosures that
we have seen. As a result, nearly 100,000 homes were foreclosed
on since 2011, with almost 10,000 foreclosed on last year. Nearly
all of the people who were at risk of losing their homes were work-
ing-class Detroiters, like me.

At the time, I asked for my property to be reassessed. It never
happened. I applied for the tax exemption, which is the home tax
application. I even applied for Step Forward and State emergency
relief (SER), but I was denied everywhere I went, even though I
qualified. There was no help for me.

I felt the weight of the universe and it was breaking me down.
I was my mother’s caregiver for 9 years until she died in 2009,
then I had to care for my nephew, who was like a son to me, until
he died in 2012. I also was sick, constantly having surgeries at the
time, and working a part-time job that I couldn’t afford to take the
time off to care for myself.

In 2014, my house was sold to an investor in a tax auction.

The pain of losing my home still stings to this day, because I still
go through the trauma of just being locked out of my own home
and not having it. I was in North Carolina for a healing trip and
was unaware of the foreclosure process, like most Detroiters are.
The process began to take place.
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I came back working, hoping to catch up on the property taxes,
but one night, basically in the middle of the night, I came home
from work and was locked out. My gold color locks were now silver.
I had nowhere to go at 4:00 in the morning. I would sleep in my
car and couch-hop from friends and family for years. I would leave
notes for whoever had bought my home, to see if I could get my
things. I watched my mail pile up in the door, and I never got a
response from them.

After the county sold my home to the buyer, and I was illegally
evicted and my possessions were thrown out without proper notice,
I lost everything—my siblings, my husband, as she stated, my
child’s ashes that I can never get back. All of my family heirlooms.
These are the things that can never be replaced. There was no res-
titution or retribution for people like me whose house was taken
for profit.

Just recently, I have found housing for myself, even though I
have always been employed. In Detroit, it seems impossible to find
adequate affordable housing.

In Detroit, we see homes like my family home bought at a low
rate. My taxes were only $6,000. My house was sold for over
$40,000.

The speculators have changed the face of our neighborhoods for
the worse. There must be something done locally and nationally to
keep families from falling prey to these vultures, just like we know
there needs to be something done to keep families from falling prey
to the same type of subprime loans that caused our housing col-
lapse.

There is more that Congress can do at the Federal level to fight
for working-class Detroiters and people in other cities. My organi-
zation, Detroit Action, endorses a broad set of policies. We need
more investment from HUD in affordable housing for people like
me to improve home ownership. There is also a lack of affordable
housing for middle- and low-income residents and without that in-
vestment, Detroiters like myself will continue to be displaced,

There is about $500 billion that is needed to be invested in af-
fordable housing and home ownership for the type of housing that
middle- and low-income Americans will need. Legislation like the
American Housing and Mobility Act will help people like me stay
in our homes and have the freedom to thrive in our communities.

Chairman GREEN. Thank you for your testimony, Ms. Mason.

We will now hear from Mr. George for 5 minutes.

STATEMENT OF TAZ GEORGE, SENIOR RESEARCH ANALYST,
COMMUNITY DEVELOPMENT AND POLICY STUDIES DIVI-
SION, FEDERAL RESERVE BANK OF CHICAGO

Mr. GEORGE. Thank you. I am a senior research analyst in the
Federal Reserve Bank of Chicago’s Community Development and
Policy Studies Division. This division works to promote fair access
to credit and financial services, and conducts policy-oriented re-
search on the economic resilience and mobility of low- and mod-
erate-income households. All views and comments related to my
testimony are my own and not those of the Federal Reserve Bank
of Chicago or the Federal Reserve System.
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Today, I will discuss research I conducted with colleagues from
the Urban Institute, a nonpartisan policy research organization in
Washington, on the challenges of financing the purchase of lower-
cost, single-family homes. In our study, these are properties valued
under $70,000, which is about the lowest 15 percent of home sales
nationwide. Our research suggests that this segment of the housing
market is not well served by existing mortgage financing products,
in part due to profit, liquidity, and risk constraints associated with
small loans. Lower-income homebuyers and homebuyers in low-cost
areas, are particularly at risk of facing challenges obtaining financ-
ing.

Here are some of the high-level findings from our study.

In many parts of the country, including here in Wayne County,
lower-priced homes are a significant share of the housing market.
In 2015, about 45 percent of sales in this county involved homes
with values below $70,000. Low-cost sales are far less likely to be
financed by a mortgage and are, instead, more likely to be financed
with cash or other means. This means that low-income buyers
must either save more or pursue alternative financing products
that do not offer the same consumer protections of a mortgage.

In cases where buyers of low-cost homes were able to obtain
loans, we found, in our research, that these loans stayed dispropor-
tionately on the originating bank’s balance sheet. This suggests
that access to the secondary market, which is a key source of li-
quidity for lenders, is more limited for these smaller mortgages,
compared to larger loans.

If buyers of low-cost homes cannot obtain a mortgage and are un-
able to pay in cash, they may turn to sellers for financing, in what
we have discussed today as land contracts or contract for deed.
Under these contracts, buyers may have no means of accruing eq-
uity in their home, and they have few of the consumer protections
of a mortgage or a rental contract. The combination of limited ac-
cess to credit and the prevalence of these contract for deed trans-
actions compounds the risk of homebuying for low-income house-
holds, including those in Wayne County.

Now, I would like to discuss some of the factors impacting the
supply of small-dollar mortgage credit that makes these smaller
loans so difficult to obtain.

The structure of mortgage lending, in terms of the compensations
and incentives for lenders, works to the disadvantage of small-dol-
lar loans, as these loans are typically less profitable for lenders to
originate. Smaller loans generate lower revenues, yet the costs
borne by the lender for appraisals, underwriting, and administra-
tive procedures could be similar to those of larger loan amounts.

Another factor inhibiting the flow of credit for these properties
is that they may need repairs to meet code requirements before a
lender can underwrite a loan on the home. Finally, prospective low-
cost homebuyers may experience greater challenges with qualifying
for a mortgage due to their credit scores, income, and ability to fi-
nance a down payment on a property.

Today there are organizations that may help address some of
these challenges, like the ones represented on this panel today. For
example, community development financial institutions can help
households build credit to obtain home ownership. To address chal-
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lenges with housing stock condition, mission-driven lenders and
other organizations may combine purchase and rehabilitation loans
so that buyers can acquire and repair homes in poor condition.

Other organizations promote land banking and other rehabilita-
tion strategies, which have helped to stabilize housing markets and
support affordable home ownership.

Thank you again for the opportunity to testify today, and I look
forward to discussing this further.

[The prepared statement of Mr. George can be found on page 48
of the appendix.]

Chairman GREEN. Thank you, Mr. George, for your testimony.
Now, we will hear from the Congresspersons.

First, Ms. Tlaib is recognized for 5 minutes to ask questions.

Ms. TLAIB. Thank you, Mr. Chairman. As we all know, across our
district, across the 13th Congressional District, and the State of
Michigan, we are seeing more and more families renting instead of
owning their own homes. From Redford Township to Inkster, all
the way to Wayne, Michigan, I have seen the economic instability
it is causing for our residents and communities, especially when I
saw 56.8 percent of our households in the 13th Congressional Dis-
trict pay more than 30 percent of their income for housing.

Just last year, a series of reports released by the Urban Institute
showed that Michigan suffered the steepest decline in Black home
ownership. While there are a number of contributing factors, one
thing is certain, and I truly believe this, that provisions in the Fair
Housing Act of 1968 had cracks and flaws, and simply did not go
far enough to protect our communities in the time of corporate-
driven economics that put profits before people.

And so with that, I wanted to ask the professor specific ques-
tions. One of the things that we talked about, even during the tour,
was the assessment and the flaws, and the fact that basically, we
were not provided our constitutional right to the assessment. What
can we do, and is this not only a Detroit issue but is this a Wayne
County-wide issue?

Ms. ATUAHENE. Thank you. Yes, absolutely. First, in the study
I had mentioned, we looked at each of the municipalities in Wayne
County, and we found that the three municipalities with a super
majority of African Americans, which is Detroit, Inkster, and High-
land Park, were far more likely to experience these property tax
foreclosures and these unconstitutional tax assessments than the
counties that had a super majority of whites. So, this is a Wayne
County issue, for sure, but it is also a racialized issue.

Second, it is not only in Wayne County or in Michigan. This is
a national issue of this racialized property tax administration. I
mentioned the problem in Chicago, brought to light by the Chicago
Tribune, and also the study my co-author is doing of the seven
most populated cities.

So this is a Detroit problem, this is a Michigan problem, and this
is a national problem. And as far as what we can do about it, in
the Detroit context—you have been a huge supporter of the Coali-
tion to End Unconstitutional Tax Foreclosures, and we have three
solutions.

The first solution is we want to stop these unconstitutional tax
assessments. At the top of 2017, the City finally did a parcel-by-
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parcel reassessment of all the properties. We redid our study after
that and found that there was lots of improvement, which is the
good news, but the lowest-valued homes are still being over-as-
sessed. And we are calling on Assessor Alvin Horhn to do an
across-the-board cut of those low-valued homes, to get it right. And
again, it is not that these are evil people. It is just, as many people
mentioned, a home worth $500 is hard to value. And so, there is
some of that going on.

The second solution is we want to have zero owner-occupied
homes going into the tax foreclosure auction. We cannot have this
empirically proven, unconstitutional tax assessment and continue
to foreclose on people as if the problem is they don’t want to pay.
I did several interviews and I asked one Detroit official—I won’t
mention his name here—“Why do you think we are having this
property tax foreclosure crisis?” And he said, “Professor, when peo-
ple have a choice between buying a purse and paying their taxes,
unfortunately, they buy the purse.” It is these narratives that put
the blame on the individual. And I need you to understand these
narratives as strategic narratives, because the work that they are
doing is moving our gaze from the structural injustice, which are
these unconstitutional property tax assessments, into the failure of
personal responsibility of individuals, and we need to resist that.

Ms. TLAIB. Thank you so much, Professor.

Mr. Phillips, as you know, my office has been working—actually,
I have spoken to Chairwoman Maxine Waters about the issue of
land contracts, or land installments, processes that I know have
been impacted all throughout Wayne County. Can you talk and
take a deeper dive into what are some of the changes that you
want to see? You talked specifically about values, but there are
other protections that we need to see, because a lot of folks think
that you have the same protections with a land contract as you
would with the mortgage foreclosure process.

Mr. PHILLIPS. Right, and you don’t, because very often in these
situations the person is—with a mortgage, you are going to have
the mortgage company there, you are probably going to have a title
company there, you may have an attorney or two there to protect
your interests. In many of these you are going to have the seller
and you are going to have the buyer, who maybe is buying a home
for the first time, and is believing whatever he or she is told.

So certainly requiring that there be inspections done before a
purchase can be had, it would be very beneficial, at least to put the
buyer on notice. Requiring that there be complete disclosure. We
very often see homes in tax foreclosure that are sold in late
March—those are usually cash sales, not usually land contract
sales—but sold in late March. The significance of that is that April
1st is the deadline for the redemption of properties when they are
going into tax foreclosure. So, the requirement that there be full
disclosure on those kinds of things.

Certainly, in terms of the hybrid ones, that we eliminate them
by saying that any agreement that has certain features to it, such
as requiring the buyer, whether you call the buyer a tenant or a
buyer, the tax is a super down payment that is above and beyond
the security deposit limits in the State of Michigan, that requires
them to rehab—not repair, but rehab—property, is what these are
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often defined as. Those kinds of things, it should be clear that
those are clearly land contracts.

And where that becomes a problem—it is not so much of a prob-
lem when you can have an attorney representing somebody in court
when those cases come up, but again, very few people have an at-
torney, and judges will tend to look at, well, it says it is a lease,
so regardless of what it says in this lease, that is what it is.

I think there are other reforms that could be made as well. I do
think that there is a need for not eliminating land contracts, be-
cause they do, in some instances, work. We use land contracts for
some of the 4,000 homes that we are able to sell. It is a convenient
tool and there are some individuals for whom that is the only—
they may have been in their home for 40 years and legitimately
want to sell it, but the buyer can’t get a mortgage anywhere. So
how do you deal with those kinds of things?

So, there is a need for keeping them, to some degree, but there
certainly are a lot of reforms that need to be made to make them
fair.

Ms. TraiB. Thank you so much, and if I may, Mr. Chairman, I
do want to recognize a number—not individually, but a number of
our elected officials, local elected officials who are here. We do ap-
preciate their presence.

Chairman GREEN. Thank you very much. We may have an oppor-
tunity for you to ask some additional questions, Ms. Tlaib.

At this time, we will now yield to Ms. Garcia, from Texas, for 5
minutes.

Ms. GARrcia OF TExXAS. Thank you, Mr. Chairman, and thank you
to all the witnesses for being here.

I was really struck this morning, during the tour, by the number
of what appeared to be abandoned homes, and I was very curious
about that, so I googled you all, just like every time we have a
question and we don’t have an encyclopedia, those of you who still
remember encyclopedias, and it says here, “Is Detroit an aban-
doned city?” An abandoned city. It says, “A significant percentage
of housing parcels in the City are vacant, with abandoned lots
making up more than half of total residential lots in large portions
of the City. With at least 70,000 abandoned buildings, 31,000
empty houses, and 90,000 vacant lots, Detroit has become notorious
for its urban blight.”

Now, urban blight is a difficult problem to solve. I don’t know
that Congress has an answer, and I don’t know that we will come
up with an answer today. But I wanted to ask the professor and
Ms. Fluker the question—give us a recommendation, at least one,
of what you think Congress can do to help solve that, so that when
we Google Detroit, we don’t come up with this abandoned City, be-
cause I am sure that is not what you all want. So, help us get
there. What are your recommendations? Just one or two.

Ms. ATUAHENE. Let me give you my main recommendation—

Ms. GARCIA OF TEXAS. One would be good.

Ms. ATUAHENE. —which is, again, you have to understand the
scourge of unconstitutional tax assessments as the latest chapter
in a larger history of racialized—

Ms. Garcia oF TExAS. Right. You have talked about that.
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Ms. ATUAHENE. —housing. That is exactly right. And so to stop—
the reason why we are going to have another chapter, and another
chaﬁ)‘ger, and another chapter until people are held to account,
right?

So, the real solution here is to provide some compensation. You
can’t have this empirically proven instance of these unconstitu-
tional tax assessments and people then get their houses foreclosed
upon, and you say, “Oops, I'm sorry.” There is no “oops” here. We
need compensation. And providing compensation is the only way
that we can ensure people are held to account so that there will
not be yet another chapter, another chapter of this kind of—

Ms. GARCIA OF TEXAS. But is that the role of your State Govern-
ment or the role of the Federal Government?

Ms. ATUAHENE. We need both. To really provide compensation,
we are going to need Federal dollars and State dollars. The City
of Detroit doesn’t have money, and so we are going to need the
Feds to come in and we are going to need the State of Michigan
to come in. We need all hands on deck in order to provide com-
pensation.

Ms. GARcCIA OF TEXAS. Okay. Ms. Fluker?

Ms. FLUKER. Yes. Thank you very much for the question. I ap-
preciate that. Everything I am citing is attached to my testimony.
I attached a data sheet.

And it is very important that we understand that prior to the
housing crisis, the housing bubble, statistics have shown that 78
percent of the foreclosed homes in Detroit were predatory subprime
loans. The reason that becomes very, very significant is because
now we have a scenario, after the bailout, after Fannie Mae and
Freddie Mac, “sheared the toxic loans”, that they are a large per-
centage of the owners of the abandoned property. And, in fact, ac-
cording to the 2015 study, Fannie Mae had about 46 percent of the
abandoned housing and 58 percent of the housing owned by Fannie
and Freddie was abandoned here in Detroit. I find that ex-
tremely—

Ms. GARCIA OF TEXAS. But what can we do to change it, Fannie
Mae and Freddie Mac? What is your recommendation there?

Ms. FLUKER. Stop throwing people—

Ms. GARCIA OF TEXAS. I only have only 5 minutes, and I am try-
ing to get you to answer my question.

Ms. FLUKER. Yes. Stop throwing people out on the street. Allow
them to purchase these homes. Particularly when the mortgage
was subprime, things of that nature, give them an alternative to
purchase the homes. Or in the case of my lady who did the con-
tract, the deed was defrauded, why are you throwing somebody out
when they are willing to pay a reasonable price and they are trying
to purchase a home?

And it is sad because so many of my clients that we are not suc-
cessful on for mortgage foreclosures, things like that, they go back
to their house 5 years later, or 7 years later, and the house is sit-
ting there abandoned, when no one will work with them to allow
them to pay a reasonable amount, when they knew the mortgage
was subprime. That hasn’t gone away. We still have those mort-
gages. Most of those were 30-year mortgages and it hasn’t been 30
years, but we still have a consistent foreclosure process going on
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in Detroit, and it is feeding into this abandonment. And if we just
allow people to stay in their homes, pay for the homes, rather than
just letting them sit there and be abandoned, particularly govern-
ment-owned property.

Ms. GARCIA OF TEXAS. All right. Thank you.

And my question now is for Mr. George. I listened to your testi-
mony and you were talking about the low-cost homes and the high
foreclosure rate. What can we do to work with the Federal Reserve
Bank, in terms of some of our mandates to regulation, to improve
that situation and also to make changes and reform and modernize
the Community Reinvestment Act (CRA), to get the banks to work
with the community? It shouldn’t be the other way around. You are
the regulator up there. What could we be doing?

Mr. GEORGE. I think that is a really important question. It is be-
yond the scope of the research that I have presented today. I think
that there may be others within the Federal Reserve that are work-
ing on those issues.

When I think about potential solutions to address the lack of
credit flowing to these communities, I think of the organizations
that are active there today and what they are doing, in particular,
community development financial institutions (CDFIs). They may
not face the same profitability pressures of a private lender, where,
for a smaller mortgage that is going to have a thinner profit mar-
gin or maybe not be profitable, a private bank may have a min-
imum loan size or incentives that discourage their loan officers
from being active in that segment of the market, whereas a CDFI,
if it aligns with their mission to serve the needs of their commu-
nity, they are going to be more motivated to try and address those
kinds of credit gaps.

So I can’t speak to the regulatory matters you mentioned, but I
can think of what organizations—

Ms. GARcCIA OF TEXAS. But did any of the studies that you cited
make recommendations as to what we can do to make the banks
more accountable under the CRA?

Mr. GEORGE. Under CRA? I would have to think about that ques-
tion more and get back to you.

Ms. GARCIA OF TEXAS. All right. I yield back. Thank you, Mr.
Chairman.

Chairman GREEN. Thank you. Without objection, we will have a
second round of questioning, and Ms. Tlaib, we will yield to you for
an additional 5 minutes.

Ms. TLAIB. Thank you. So right now, I know about 65,000 fore-
closures—this is for you, Ted—65,000 properties in foreclosure in
2019. Twenty-one percent of them didn’t even know that it was in
foreclosure. I think, what, back in 2018, they were saying there
was a high percentage that didn’t even know.

But the one issue that came up during the tour, Ted, is specifi-
cally around this move for community groups, who are so tired of
trying to deal with the banks or trying to get the Federal Govern-
ment to do something, that they are now creating community trust
funds, basically saying that we are going to go on the auction, we
are going to buy these homes back for our neighbors, and we are
going to help them stay in their homes.
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And they were saying how the Wayne County tax foreclosure
process now, and that it is online during the auction. The one that
I have—always, my colleagues, even, were kind of taken aback by
that process. Can you talk a little bit about that, because it is not
very accessible? People think that somebody in the audience right
now can just go online and try to buy their home back, that there
is this process that you can get it back for $500. There are a lot
of misconceptions out there.

I know the Wayne County tax foreclosure process online, the auc-
tion, is broken. It is so lenient and easier for investors, and out-
of-State investors, specifically, to buy people’s homes versus non-
profit organizations and others who are trying to get folks to stay
in their homes.

Mr. PHILLIPS. Well, there are a lot of impediments, certainly, and
it has gotten much more difficult.

Ms. TLAIB. Can you go through the process?

Mr. PHILLIPS. Yes. Basically, you have to register, you have to
have money to register, a deposit to put down.

Ms. TrAiB. How much?

Mr. PHILLIPS. At least $2,000, I think. In the September auction,
you have to be prepared to bid all of the back taxes. A lot of inves-
tors don’t do that. For the October auction, a month later, the min-
imum bid is $500, so it is a little bit easier. But you also have to
do it online. It is a quick process. They list all the homes. There
are like 15-minute increments they do closings on. It can get some-
what cumbersome.

What has been the biggest problem of the last couple of years
has been that there has been a rebound in some property values.
Last year, we were able to get 520 homes through the process we
have worked out with the City of Detroit, through using their right
to take property before the auction. We were able to get those
homes for generally between $2,000 and $5,000, and give the peo-
ple a year to pay back what we paid.

When we participated last year in the October auction, we got 3
properties. Five years ago, we had as many as 300 properties we
gere able to get through that process. Five years ago, $500, $600,

1,000.

Ms. TLAIB. Why only 3? Why now only 3?

Mr. PHILLIPS. There are fewer properties. That was one thing.
But the other thing is that there is much more competition for the
properties that are left, and it is a much more difficult process to
get them. Notwithstanding that, still, for investors to pay, instead
of $500, $5,000 for a property is not that big of a deal, and they
are still buying properties for $5,000 and letting them sit there and
rot, or flipping them on bad land contracts and basically doing the
equivalent when they get it back after one or two or three, and let
it rot. So we are still having that kind of problem.

But it is not easy for an individual. We, for a number of years—
and we still—offer to bid, on behalf of people, to be able to get the
home that they are in.

There also was legislation passed in Michigan banning the
former homeowner from bidding, which was a huge mistake. It was
supposedly to keep investors from buying back the properties that
they weren’t paying taxes on. They simply changed their name.
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They are bad as Smith Corporation 1, so the next year they are
Smith Corporation 2, and there is a number like that. One of them
is up to 16, and they are that blatant, but yet they get away with
it. Same people, different name, so they are considered a different
company and they are allowed to do it. But individual homeowners
who lose are not allowed to bid in the October auction.

So there is a lot of cumbersome—and it is online. If you are not
used to doing that, it can be very difficult to do.

Ms. TLAIB. And the last—one of the things, and, Ms. Fluker, if
you can—what have you seen in regards to how this movement
around foreclosure has been so aggressive, especially in Wayne
County, how that is connected to what is happening with water
shutoffs, how that is all interconnected? Because I know that peo-
ple’s water bills were somehow attached to their tax bills and all
of that, and trying to unpackage that and understanding how that
really fed into the crisis that we have.

Ms. FLUKER. It is very significant, particularly—there are actu-
ally two or three layers and I am going to try to do it as quickly
as I can.

Layer one is, if you have a water bill and it is converted onto
your taxes, if you have a mortgage, that can actually accelerate
that mortgage, because now you are in breach, encumbered to prop-
erty and property with taxes, things of that nature. So it can be
problematic from that perspective.

It is also problematic from the perspective of many times, people
who may have owned their home outright, have a water problem,
and suddenly it becomes a tax bill, collecting 25 percent interest,
I might add. So if you don’t have that immediately, in a year’s time
it is just going to be out of control. And without the ability—obvi-
ously, if you couldn’t pay it initially, a year later, 25—

Ms. TraiB. Ms. Fluker, we didn’t always have that as an issue.
They didn’t put it on your tax bill before, correct?

Ms. FLUKER. That is correct. That is a tool that is being used to
gentrify our property. They are doing it a lot with churches, par-
ticularly Black churches. In fact, they are doing it with Black
churches who don’t have outstanding water bills. I represent a pas-
tor right now. It is the third time. The same investor has allegedly
bought his property at a tax sale, but it is a tax-exempt church and
it has been for about 40 years, because certain areas, I guess, are
designated to be, certain development areas, whatever the case
may be.

So, actually, water bills are being used as a tool to create an en-
cumbrance, to take property. So it is all interrelated, not to men-
tion the ancillary health issues, things of that nature.

Ms. TLAIB. Thank you, Mr. Chairman.

Chairman GREEN. Thank you. We will again hear from Congress-
woman Garcia for an additional 5 minutes.

Ms. GARcIA OF TEXAS. I am just sitting here, almost shocked.
You are telling me they are using the water bill to add it to the
tax bill?

Ms. FLUKER. At 25 percent interest.

Ms. GARcIA OF TEXAS. So that is a State law that allows them
to do that? Well, you all need to go in and change that. That is just
outrageous. No, that is not a Federal law. And I just can’t believe,
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because I know during the tour they mentioned the water bills
being so high. Because I am one of those who pays things per quar-
ter because I am in Washington and I don’t have to worry about
the bills, right? If I send $100 to the water company in Houston,
that does me good for like 3 months, and I don’t have to worry
about paying another bill.

I am sitting here just sort of in shock. And you are talking to
someone whose first job out of law school was a Legal Aid lawyer,
and my favorite tee-shirt said, “Housing for people, not for profits.”
To me, it sounds like you are giving me a perfect example of the
kind of case I used to love to have when I was in Legal Aid, be-
1c’lause that sounds like it is purely for profits, and to take over the

omes.

So I am just aghast and certainly will work with your Congress-
woman to see if there is anything we can do at the Federal level.
But it sounds to me that this needs to be done at the State level,
to go in and repeal that law.

But like I said, I didn’t come here to tell you how to do things
the Texas way, but it is just shocking. You live next to the water.
Why is your water bill so high?

It should be easier. But I will move on, Mr. Chairman. I do have
a question for Mr. Hernandez.

I listened to your numbers about the number of mortgages. You
said only 416?

Mr. HERNANDEZ. On average.

Ms. GARCIA OF TEXAS. On average. So is that traditional financ-
ing or is it also any secondary financing?

Mr. HERNANDEZ. Correct. It is traditional.

Ms. GArciA OF TEXAS. Traditional financing. So what is it that
we can do with Fannie Mae and Freddie Mac and other lenders to
hold them accountable, give them incentives, make them be fair,
and provide home financing to increase home ownership in this
City?

Mr. HERNANDEZ. So fundamentally, strengthening CRA. Right
now, it is under attack, right? They are trying to weaken it, trying
to aggregate data so that you are not tracking it specifically in LMI
areas.QAnd then, even more specifically, who was actually the bor-
rower?

So putting some teeth into the CRA, strengthening it, not weak-
ening it, helping ensure that—

Ms. GARrciA OF TEXAS. But how, specifically, do you want us to
strengthen it? I asked Mr. George and he told me I need to talk
to the regulators. So tell us how to do that. What is it that you rec-
ommend we do?

Mr. HERNANDEZ. Well, if you look at the reviews that the regu-
lators perform, they kind of skim over a lot of things and they don’t
really—they don’t put the hammer down when they can. And so if
they are not enforcing the way they should and can, because CRA
is a really powerful tool.

When a bank gets a ding on your CRA, they are meeting with
local community groups and listening, and incorporating feedback
to generate a community benefits plan and strategy on how to rec-
tify that challenge. We have done it successfully with a couple of
local banks, and in a couple of instances that I have been involved
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in CRA negotiations, where the banks either had a challenge with
a merger or a CRA—we were negotiating with, I think, Fifth Third,
I think, like $30 billion.

And it is an investment, for sure. They didn’t have to, but they
were willing to because it is a sound business strategy to partner
with a couple hundred community groups, to rectify and enhance
their business model, to ensure that they are meeting goals and
lending in LMI communities.

Ms. GArciA OF TExAS. Thank you. I yield back, Mr. Chairman.

Chairman GREEN. Thank you. Without objection, I am going to
give Ms. Mason some additional time. We did interrupt your state-
ment, Ms. Mason. Do you have anything else you would like to say
before I ask my questions?

Ms. MasoN. Well, yes, I do have something I would like to say.
I do believe that this is unjust, unfair, and unconstitutional, the
evictions, the foreclosures. It is just not right. We have DTE as well
as water connected to the properties that are foreclosed upon, and
it makes it hard for people to become homeowners as well as stay
in their homes, even if they get them.

So we need laws, we need policies, most definitely, because this
all is intentional. It is strategically intentional. And I lost my
home, that I watched my grandparents buy for me and my family
to stay in. My mother struggled, along with me helping her, to
make sure that the home was bought and paid for, only for us to
lose it to illegally assessed taxes.

Chairman GREEN. At this time—thank you for your testimony—
I am going to yield myself 5 minutes for some questions. Let’s start
with Mr. Phillips.

Mr. Phillips, you indicated that you have an instrument called a
lease-to-purchase contract. With the lease-to-purchase contract, is
that regulated by the State in some way?

Mr. PHILLIPS. Not really. What we argue legally is that it they
are effectively our land contracts, and when we argue under the
State land contract law to try to get greater benefits. So if they are
a tenant, for example, if they miss a payment, they are in court,
in a short period of time they have a judgment to pay in 10 days,
and they win the right to continue to pay rent. If they have a land
contract, they get a longer period to redeem. If they pay off the
land contract, they get ownership.

So the problem is that many of the lease purchase agreements
are written in a way that the person is called a tenant, they are
treated as a tenant, but everything in the agreement reeks of land
contracts.

Chairman GREEN. Would it be beneficial, Mr. Phillips, to have
lease-to-purchase contracts, land contracts, contracts for deed, all of
them to be identified as a single entity, such that clever people
won’t be able to call it something else in an effort to get around
the law? Would it be helpful to have all of these things identified
in a such a way?

Mr. PHILLIPS. And the criteria for them, yes.

Chairman GREEN. Yes.

Mr. PHILLIPS. I think it absolutely would be.
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Chairman GREEN. And let’s move to the bidding. It is my under-
standing, from the testimony, that the owner is prohibited from
bidding on the property. Is that correct?

Mr. PHILLIPS. They can bid at the September auction where all
the taxes have to be paid, but other than that, they cannot bid.

Chairman GREEN. They cannot bid. Would it be appropriate to
have the owner given the opportunity to have the right to purchase
the property at the bid price, and if not, then the person who actu-
ally prevails with the bid can purchase the property at that price?
Are you following me?

Mr. PHILLIPS. Yes, and that would be very helpful for persons
who did not owe a lot of taxes. The practical problem at that point,
by September, is that very often, low-income people don’t have
$3,000, $4,000, or $5,000 in their pocket. But for those amounts,
those are the kinds of ones that we try to buy—have the City inter-
vene on in July and August.

Chairman GREEN. This would be somewhat of a last-chance op-
port{t)mity for an owner to continue to have ownership of the prop-
erty?

I read one case where a person’s home was taken at an auction
for $500. Attorney Fluker, you mentioned $1. If that is the bid
price, and the owner has paid thousands of dollars to purchase, giv-
ing the owner that one last opportunity to purchase the home now
for the $500, or, in your case, the $1 purchase price, it seems to
me that might be beneficial, if the law allowed that.

Your thoughts, Ms. Fluker?

Ms. FLUKER. I think it would be beneficial to permit the owner
to purchase at the bid price before the bid price is finalized. I think
that owner should have every opportunity to retain home owner-
ship, particularly in light of the owner’s process, the excess not just
taxes but the excessive interest and fees. So many times—you
know, you can start off with a basic bill. Okay, yes, $500—let’s use
a hypothetical—but at 25 percent interest, it doesn’t take long for
that to spiral out of control, particularly if you are working with
limited means.

So, if they have an opportunity at that bid to be able to almost
go back to square one for that last chance, I do believe that would
be helpful, for sure.

Chairman GREEN. Thank you. Ms. Mason, a quick question for
you, please. I have another Member here and will be yielding to
her in just a moment. But do you recall what the bid price was for
your property?

Ms. MASON. I don’t know how much it started off at, but it did
sell for like $44,000 to $46,000.

Chairman GREEN. That is what your home ultimately sold for?

Ms. MASON. Yes.

Chairman GREEN. But you don’t know what it was purchased for
at auction?

Ms. MasoN. $44,000 to $46,000.

Chairman GREEN. Okay.

Ms. MAsoN. I think.

Chairman GREEN. We will now have a final round, without objec-
tion, and we will start with the Member who is here, Congress-
woman Lawrence of Michigan, and we welcome you.
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Mrs. LAWRENCE. Thank you.

Chairman GREEN. We are grateful that you were able to make
it. We didn’t know that you were coming. And Congresswoman, you
hail from the 14th Congressional District?

Mrs. LAWRENCE. Yes.

Chairman GREEN. All right. You are recognized for 5 minutes.

Mrs. LAWRENCE. I want to thank the chairman and my esteemed
colleague, Congresswoman Tlaib, from the neighboring 13th Dis-
trict, for convening this important hearing. Minorities have always
faced historic patterns of discrimination when it comes to home
ownership, and if you look at the numbers on a national level, the
number of minorities, African Americans, home ownership is drop-
ping in America.

Black, Hispanic, and Asian households face neighborhood seg-
regation, and in 2008, the financial crisis devastated homeowners
all across this country, but it significantly decimated the Black
community, where home ownership is a larger part of the overall
wealth in our communities.

I have a question, and this is going to those of you who have the
opportunity to provide loans. Can you describe what funds—Fed-
eral, State, local, or private—your organization relies on to fight
discrimination in housing, and to have affordable and adequate
housing? I need to know, as I sit on the Appropriations Committee,
and so my job is funding. I want to know what funds you are rely-
ing upon to help us in this fight?

Mr. PHILLIPS. Well, we have developed a very small pool of
money that we have built up over the years. We started buying
properties about 10 years ago. As I mentioned earlier, we have
bought, I think it is 3,500 properties to date.

Mrs. LAWRENCE. Is that private funds?

Mr. PHILLIPS. It is private funding.

Mrs. LAWRENCE. Do you get any Federal, State—

Mr. PHILLIPS. There is no Federal funding in that particular—
that was mostly foundation funds, the United Way. More recently,
the Quicken Community Loan Fund has been a huge participant
in that. And what we have done is we have provided loans to peo-
ple that they pay back, and then we use that money the following
year to help people purchase homes.

Mrs. LAWRENCE. If I could, is there anyone on this panel who
knows that they can use Federal dollars to fight discrimination or
to help in housing for people in poor and underrepresented commu-
nities? I am getting a “no.”

So, this is a very powerful statement to say. Yes, did you have
a statement?

Ms. ATUAHENE. Are you talking about the Fair Housing Act,
money through the Fair Housing Act?

Mrs. LAWRENCE. Yes.

Ms. ATUAHENE. Okay.

Mrs. LAWRENCE. So tell me about that. What are you getting and
how is it being used?

Ms. ATUAHENE. No.

Mrs. LAWRENCE. You don’t get any?

Ms. ATUAHENE. No.
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Mr. PHILLIPS. I think the Detroit Fair Housing Center would be
who would get that, and none of us are directly connected to them.

Mrs. LAWRENCE. Why aren’t you connected?

Mr. PHILLIPS. We work with them, but we are not—our division
of labor is that generally we represent tenants and others facing
eviction and they will handle discrimination cases.

Mr. HERNANDEZ. Our organization does receive counseling fund-
ing through HUD.

Mrs. LAWRENCE. Counseling funding?

Mr. HERNANDEZ. Yes, but it’s wholly inadequate. And there is
now a certification requirement. They have expanded the require-
ments to provide counseling. It is very comprehensive. Everyone
has to be licensed by August 1st of next year, and pass that exam.
But the funding is wholly inadequate. I think the funding we re-
ceived last year to provide that, and that includes Fair Housing,
was $40,000, and we have counseled 300 people and produced at
least 125 homebuyers. And so, we have had to supplement that
with just lots of fundraising.

Mrs. LAWRENCE. This will go into my next question. How can the
Federal Government do a better job of supporting the expansion of
affordable housing? Ms. Mason, I understand you were a victim.
What can the Federal Government—what would you recommend
we do better? Do you have any recommendations?

Yes, sir?

Mr. PHILLIPS. With $47 million appropriated to HUD for housing
counseling nationwide, and I think Michigan’s cut was $3 million,
and $2 million of that went to one organization that is a nation-
wide organization, it is just not enough. There are hundreds, lit-
erally hundreds, and probably thousands of prospective home-
buyers in Detroit who could receive credit-building counseling, and
in 6 to 12 months could be eligible to buy a home versus rent,
which is what they are doing now, because the rental rates typi-
cally are higher than what they can do if they bought, if they only
knew and understood the process.

Mrs. LAWRENCE. Right.

Mr. PHILLIPS. Plus, there are hardest-hit funds still out there
with Michigan, and there is no reason why there shouldn’t be oth-
ers. And their limitations on that are ridiculous. The fact that you
can use the funds to tear down homes, to eliminate blight, but you
can’t use the same damn funds to help people stay in their home
to prevent blight is ridiculous.

Mrs. LAWRENCE. I agree.

Ms. ATUAHENE. And I would just say, we really do need—you are
asking what Congress can do, what you all can do, and I said it
before and I will say it again. We really do need a congressional
investigation into this abusive property tax administration that is
happening not only in Detroit but most other Black cities in Amer-
ica. So we really need, as a first step, a congressional investigation,
and then from that investigation is where we can answer your
question as to where exactly the Federal Government can plug in.
But as a first matter, order of business, is we need an investiga-
tion.

And I just want to also thank Representative Tlaib who has been
fighting this fight way before she got into Congress, on the prop-
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erty tax foreclosure, fighting with us here in Detroit. And thank
you so much for bringing Congress here and lifting up this issue.
But that is exactly what we need from you all, is an investigation.

Mrs. LAWRENCE. Thank you. I yield back my time.

Chairman GREEN. Thank you very much. We will now hear from
Congresswoman Tlaib for a final 5 minutes.

Ms. TLAIB. Thank you so much. Mr. Hernandez, we talked about
the CRA, and I have been really a big critic of just not feeling like
the enforcement is there. You called it teeth, but it is enforcement,
and they do skim through it, and they get—and for folks to know,
the Community Reinvestment Act was all about forcing the banks
to do what they were supposed to do, which is to help low- and
moderate-income communities.

The loophole I see now, especially in Wayne County, is they are
making mortgage loans in low- and moderate-income communities,
but they are not minority communities, communities of color. So
the majority of loans are still going to white families who are mov-
ing into Detroit versus Black families, and they are getting credit
for that, which wasn’t really the true intent of the Community Re-
investment Act. It was to desegregate. It was to force banks to
open up branches in communities that lacked access to financial
stability and access.

And so in there, what is it—and we talked about this—but Hec-
tor, what would go wrong if we said it can’t be based on geography,
that it has to be based on the makeup of the family who is applying
for the mortgage?

Mr. HERNANDEZ. I think it should be both, and right now they
are watering it down by taking a larger swath of the lending they
are doing in certain areas and geographies, and not drilling down
in specific communities, and then the ethnicity, demographics of
that bower. That is how they get around it right now, and I think
we need to strengthen it.

I also think we need to enhance it by asking or requiring your
fintech financial institutions and your credit unions to also report
on the data. I think they are both doing good work but you should
level that playing field so we know who is lending what to whom.

Ms. TrLAIB. And one thing that we talked about—and this is for
Ted—in regards to land contracts and so forth, you talked about
the fact that most—I think it is only 4 percent of those who end
up at 36th District Court have access to legal services, even though
there were, what, 30,000 cases?

Mr. PHILLIPS. Right.

Ms. TrAIB. And you said it would be really great to try to find
support and funding towards expanding access to free legal support
at the courts or at that level for specific things around land con-
tracts and so forth.

Where have you seen it done the best? Where have you seen for
there to be that direct connect? Because I know, when my residents
go down there, it is like speed dating, literally. No, really, it is.
They lose their homes within minutes. They don’t know what hap-
pened. They have no idea what exactly was going on.

And, Ms. Fluker knows. She was my first boss chairman. I don’t
know if you know that. That is probably why I turned out the way
I am.
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[laughter]

It is all Vanessa’s fault.

But, Mr. Phillips, one of the things that—we talk about more
money and sometimes I worry about that. I worry about throwing
more money at something that is already broken. And so I am cau-
tious about—when you mentioned it, of course, it is something that
sounds great, but explain to me how that would really look like at
the 36th District Court? Would it be extended more to organiza-
tions like yours? I think there is a culture there, because there are
so many. We are talking about thousands of people who go through
there, who lose their homes to all kinds of things—land contracts,
tenants, you name it, it is happening there. If you could talk a lit-
tle bit more about that.

Mr. PHILLIPS. Currently, there are essentially three organiza-
tions that provide legal representation: ours, which provides the
most; Lake Shore Legal Aid, which is the federally funded legal
services organization in this area, but they cover three counties, in-
cluding Detroit, but three counties; and Michigan Legal Services.
With our combined resources, we are able to do roughly 4 percent
of the 30,000 that go through. There are 200 to 300 cases a day
that are heard by three judges. We have the capacity to run a clinic
at the court three mornings a week. Lake Shore does two other
times.

So, there are just not enough people there. We will very often
have to cut off intake 15 minutes into getting there, because there
are just not enough folks to do it. If we had the ability to have
more, if those three organizations had the ability to have more at-
torneys, like New York and other places have had, that are moving
to the right-to-counsel concept—Philadelphia, and a few other
places that have gone to that—they are seeing a dramatic reduc-
tion in the number of evictions that not only impact land contract
situations but people in subsidized housing that are massively los-
ing their vouchers, losing their housing, becoming homeless be-
cause they are, in some ways, even more dire because their $50 a
month rent—where do you go if you are paying $50 a month rent
and you lose your voucher?

So, there is a desperate need for more attorneys, but you are
right, they have to be attorneys who are part of a system that
works, and not just necessarily turning to the private bar or some-
thing like that, or allocating the funds to the court. I am not advo-
cating allocating the funds to the court. The court has been sup-
portive in terms of providing space and working cooperatively to let
us be there, and that shouldn’t be a big deal, but it is. There was
a time that we couldn’t even do that.

But there is a desperate need for more bodies to represent people
of all types, and certainly one of those types is people losing their
homes.

Chairman GREEN. Thank you. We will now hear from Congress-
woman Garcia for a final 5 minutes.

Ms. GarciA OF TEXAS. Thank you, Mr. Chairman, and I wanted
to go back to the call for an investigation, I believe you called it.
You have said it now twice so I always think that the third one
is the charm, so I think we are listening. We have heard you.
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I just want to be clear on what you think we need to do with
that, because in your writings you note that unjust property tax
administration was frequently used to dispossess African Ameri-
cans of their land and other property during the Jim Crow era.

Ms. ATUAHENE. That is right.

Ms. GARCIA OF TEXAS. Do you believe that the administration in
Detroit is operating in a similar fashion today? Is this just modern
redlining? What is it you think we need to specifically look at, in
terms of the structural challenges involved here?

Ms. ATUAHENE. I think the investigation needs to look at the
property tax administration practices in majority Black cities. That
is basically what I am talking about.

Ms. GARcIA OF TEXAS. In Detroit and major cities across Amer-
ica?

Ms. ATUAHENE. Yes, cities with a substantial number of African
Americans. Because, again, the empirical work is finding that it is
these especially vulnerable communities of African Americans in
urban areas who are being subjected to this abusive property tax
administration.

So I would suggest that the investigation start with the five most
populated cities that have a significant population of African Amer-
icans, and look into it. Again, we would be more than happy to
come provide the empirical evidence showing the racial disparities,
and then starting there and unpacking it from there would be my
suggestion.

Ms. GARCIA OF TExAS. What other areas do you think we need
to look at?

Ms. ATUAHENE. Besides abusive property tax administration?

Ms. GARCIA OF TEXS. Yes.

Ms. ATUAHENE. Goodness gracious.

Ms. GARcIA OF TExAs. Well, the lending practices, I would sug-
gest.

Ms. ATUAHENE. The whole shebang, actually. Well, yes, lending
practices have been talked about today. The availability of credit.
The land contracts. Those people who only have access to land con-
tracts versus mortgages and all of the disclosure and protections
that go along with it would be the things I would suggest, so, the
abusive property tax administration, access to credit, abusive land
contract practices.

Ms. GARCIA OF TEXAS. Ms. Fluker, do you have any additional
specific items? I just want to make sure that we leave today on a
more positive note of where are we going from here.

Ms. FLUKER. I definitely do. I think that we need to actually look
at the whole judiciary with respect to this and how people are
treated. As our Representative Tlaib said, you go down to the 36th
District Court, you can have an attorney and they will just throw
you under the bus. But if you are just there, even trying to ask a
basic question, or whatever the case may be, you are not going to
be—what should I say?—treated as justly as you should.

Ms. GARCIA OF TEXAS. But do you have meaningful due process?
The very idea that Ms. Mason came home and found her door
locked, with everything she owned, including the ashes that she
had there, is just shocking to me. Is there not due process?
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Ms. FLUKER. That is why I think it is something that should be
investigated, because there is due process, in theory. We actually
have a statutory anti-lockout statute here. But getting that en-
forced and actually being able to get people damages for what they
have actually experienced is a whole other ball game, and the fur-
ther you go up the food chain, as far as the economic status is con-
cerned, versus mom-and-pop, versus investor, versus Fannie Mae,
Freddie Mac, or the bank, determines the type of relief that you
are going to get.

Ms. GARCIA OF TEXAS. But did she have due process at the begin-
ning, when she was first in arrears of her taxes?

Ms. FLUKER. I can’t speak to that because I don’t know if she got
notices.

Ms. GARCIA OF TEXAS. Ms. Mason, did you?

Ms. MAsoON. No. I did not.

Ms. Garcia oOF TeExas. Did they give you a right to challenge the
amount of taxes, the assessment, and to have a hearing before
some administrative level before they took you to court?

Ms. MasoN. No. I didn’t even get a notice to come to court.

Ms. GarcIA OF TEXAS. You didn’t even get a notice to come to
court?

Ms. MASON. No, ma’am.

Ms. GARCIA OF TEXAS. So did you have a lawyer?

Ms. MASON. No.

Ms. GARCIA OF TEXAS. You didn’t. Is there a Legal Aid office in
town?

Ms. MASON. Yes. I didn’t even know that my house was—what
the process was, of foreclosure. I came home—

Ms. GARCIA OF TEXAS. And your door was locked?

Ms. MASON. I came home from work, hoping to catch up on my
taxes. I came home in the middle of the night and my key didn’t
fit, and it took me a couple of minutes to realize the reason why
my key didn’t fit. It was because my locks were changed.

Ms. GARcIA OF TExAS. Thank you. Mr. Chairman, if you will in-
dulge me, I believe Mr. Phillips wanted to respond to part of this
question, about this issue. I think it is important.

Chairman GREEN. We will hear his response, and then—

Ms. GARcIA OF TEXAS. Thank you, Mr. Chairman.

Chairman GREEN. —just let me remind all of the Members, if 1
may, I have not had my 5 minutes, but we will have a one-minute
closing for each Member.

Mr. PHILLIPS. Just really quickly, these are tough cases, but if
you don’t even have an attorney to get off the ground level one, you
are not going to go anywhere. I wish I had known Lauren back in
that era, but there just aren’t enough attorneys to deal with what
needs to be done. I talk about 4 percent represented. Those are the
cases coming to court. And then there are the lockouts and there
are the utility shutoffs and everything else. So there just is a
dearth of available attorneys to take these cases, and that is the
start of it. It is not the end of it because there are problems with
the courts, as well, but that is part of it.

Ms. GARcCIA OF TEXAS. But is there is a Legal Aid office in town?

Mr. PHILLIPS. I'm sorry?

Ms. GaRrcia OF TEXAS. Is there a Legal Aid office in town?
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Mr. PHILLIPS. Yes, there is a Legal Aid office. There is our office
dealing with housing issues. None of them have the capacity to do
what needs to be done

Ms. GARcCIA OF TExas. Well, because that goes to funding for
Legal Services. I wanted to get that on the record, because our col-
league, Representative Lawrence, is here. She is an appropriator.

Mr. PHILLIPS. In that era, there was a different legal services or-
ganization funded, but yes, there was a legal services funded orga-
nization in Detroit then.

Ms. GARcIA OF TExAS. Thank you, Mr. Chairman. I yield back.

Chairman GREEN. Thank you. I now yield myself 5 minutes.

If you believe that discrimination in lending is taking place on
the panel—this is not for the audience, please friends. I know that
you have much that you would like to say, and I trust that you will
believe that we have been generous in allowing people to ask ques-
tion and getting answers. But this is for the witnesses only.

If you believe that discrimination in lending is taking place cur-
rently here, in your area, will you kindly extend a hand into the
air—discrimination in lending?

[show of hands]

Chairman GREEN. All right. Let the record reflect that all of the
members of the panel, all of the witnesses, have indicated that they
believe it is taking place.

Now, if you are familiar with a process known as testing, where
you test to determine whether or not discrimination is taking place,
and you are on the panel—I can understand that some of you may
not be, but if you are familiar with it, would you kindly extend a
hand into the air?

[show of hands]

Chairman GREEN. Okay, good. The persons that I would expect,
all but Ms. Mason. And Ms. Mason, I wouldn’t expect you to know.

Do you believe that testing would be an effective tool to deter-
mine whether this discrimination is taking place, as with testing
you can acquire what is called empirical evidence of whether or not
you are getting fair treatment when you apply for a loan?

So if you believe that testing would be beneficial—and for the
benefit of the audience, testing would allow maybe three persons
to go in and apply for a loan. Perhaps two of them would be per-
sons of African ancestry and one of another ancestry. And let them
go in at or near the same time, and they would be equally quali-
fied. Sometimes, the person who is of African ancestry may be
more qualified than the one who is not. And then, let’s see if the
one gets the loan and the two are denied. That is called testing.

If you think that this would be an efficacious tool to ascertain
whether or not we, in fact, have invidious discrimination, would
you kindly raise a hand? This is for members of the panel.

[show of hands]

Chairman GREEN. Okay. I see two persons did not. Mr. George,
is it because you didn’t quite understand the question or do you be-
lieve that testing would not be effective?

Mr. GEORGE. I think I understand the question. I would just
want to look at more evidence to provide a yes or no answer. I am
not sure, off the top of my head.
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Chairman GREEN. Okay. Are you familiar with testing, Mr.
George?

Mr. GEORGE. Yes.

Chairman GREEN. Okay.

I am going to go to the professor.

Ms. ATUAHENE. Chairman Green?

Chairman GREEN. As briefly as you can now, Professor.

Ms. ATUAHENE. I understand the question perfectly. I am an em-
pirical researcher, and I don’t believe we need testing because we
have all the empirical evidence already. And I am going to say,
quickly, in Detroit—

Chairman GREEN. No, no, ma’am.

Ms. ATUAHENE. —it is an 80 percent—

Chairman GREEN. If you would—

Ms. ATUAHENE. —Black City—

Chairman GREEN. —if you would, Professor—

Ms. ATUAHENE. —but 90 percent—

Chairman GREEN. —Professor—

Ms. ATUAHENE. —of the loans go to white people.

Chairman GREEN. Professor, would you just respect the Chair for
a moment, please?

Ms. ATUAHENE. I'm sorry.

Chairman GREEN. Thank you very much. Do you agree that the
Chair has been very generous with his time? So let me just ask you
this. Please, now, listen.

What you are telling me is that you already know that it exists.
But if I am to act on it, I have to have proof that I can use. Testing
gives me the proof that I can use. Now I can say that I know it
exists, intuitively. I can say that it exists because I see people
being turned away. But when I have three people, equally quali-
fied, and two are denied and one is not, that gives me some addi-
tional evidence.

I am not saying to you that all of these other things can’t be liti-
%atelcl, but if I have that evidence it seems that it would be bene-
icial.

Now I am going to give you a minute to respond.

Ms. ATUAHENE. I totally understand what you are saying, but
what I am saying is we have even stronger evidence than this test-
ing evidence, of this racial discrimination, that we already have
stronger evidence than testing, is what I am saying.

Chairman GREEN. Okay. Well, let me ask you this: Can we use
the stronger evidence and not preclude the testing? Is there a rea-
son that we should preclude it?

Ms. ATUAHENE. No, we don’t need to preclude it. But the point
is we already have sufficient—if the testing came in addition, it
wouldn’t be harmful, but I want to make the point that we don’t
need the testing to move forward.

Chairman GREEN. Okay. I believe you do, and I suggest that you
move forward. Move forward with what you have, but for Congress,
it may be wise for us to have a law that allows us to test, because
it is not just your area that I am concerned about. I am a United
States Congressman, and I care about every place in this country.
Not every place has the empirical evidence. Are you with me?

Ms. ATUAHENE. I am.
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Chairman GREEN. Thank you very much.

All right, with that said, we will now have each Member ac-
corded one additional minute to close, and, Members, we are run-
ning short on time, so if you would, try to adhere to the one-minute
timeline. And we will start with Congresswoman Lawrence.

Mrs. LAWRENCE. Again, I want to thank everyone for being here.

I want you to know I serve on Government Oversight with my
colleague here, but I also serve on Appropriations, and I serve on
THUD, which is Transportation and Housing. And one of the
things we have put into the appropriations for this next Congress
is funding for programs for disadvantaged homeowners and rent-
ers. So I hear, clearly, there needs to be an investigation in either
Oversight or in THUD, on discrimination in multiple places, be-
cause what we are hearing here we hear in Baltimore, we hear it
in Seattle, we hear it in all these places where normally there are
large groups of minorities and poorer populations, and it is chang-
ing.

The other thing is that when we allocate funds, we have the
oversight ability to ensure they are doing what they are supposed
to do, and what I heard today is that while we put funding out for
counseling, it is not doing what it needs to be done.

I know for a fact that if you do not know your rights, you can’t
demand them. And so that is a place that I feel, from the short
time I have been here, that we need to do a better job mandating,
before you take house from anyone, that they have been given the
proper notification and knowledge of their rights.

Thank you so much.

Chairman GREEN. Congresswoman Tlaib?

Ms. TraiB. Thank you so much, and again, I want to uplift the
phenomenal team, the House Financial Services Committee’s Over-
sight Subcommittee staff. Thank you so much for working with my
staff here on the ground. I also want to uplift Detroit’s People’s
Platform, who gave us an incredible tour this morning. I think it
really made a profound impact on a lot of my colleagues to under-
stand the sense of urgency that we have.

This is happening across our country and across the nation, but
I think many of us know that we feel like we are at the front lines
of how bad it got and how much work we still have.

I really appreciate the fact that I am hearing, over and over
again—and I agree, I think even Chairwoman Waters has said the
Community Reinvestment Act needs to be looked at and it needs
to be enforced.

I also agree that there needs to be more dollars towards housing
counseling services, and we have to look at that.

I also agree that we have to really look at this definition of rent-
to-buy and really lock down some protections for folks who are now
entering into land contracts.

I really do appreciate the insight on what is happening in the
courts and the fact that only 4 percent of over 30,000 cases going
in—I can’t imagine what it is across the State—that don’t have
legal representation when they get there. Even me, as an attorney,
I will always be seeking out a Vanessa Fluker in my community
to try to get me representation if I was facing that.
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The tax assessment in our State, that is something that I don’t
care if you are from Detroit or across any other part of Wayne
County, have felt the burden of the fact that our homes were not
assessed properly. And so we want to uplift, I think, Professor,
thank you for bringing that lawsuit forward. I know we still have
a lot of work to do in regards to that, in at least getting people
some support.

I also, lastly, want to uplift those who talked about reparations.
I think that is really important. This is just one element that re-
cently happened in our decade, but we knew decades before that,
that reparations is something that was caused by structuralism,
needed because of structural racism that continues, of some of the
sins of our country. And I think this was proof that we still have
some really deep-rooted racism within our policy that does not lean
towards people who look like us, that helps people like us but also
mostly hurts people like us.

So I want to thank you again, Chairman Green, and thank you
so much, you and Congresswoman Sylvia Garcia, for taking the
time. They were there at 7:00 in the morning, and toured with us
all throughout Detroit and Highland Park, and I want to thank
them so much for that. And thank you to the community organiza-
tions who helped put this together.

Thank you.

Chairman GREEN. Thank you. Congresswoman Garcia, you are
recognized for one minute.

Ms. GARCIA OF TEXAS. Thank you, Mr. Chairman, and I, too,
want to join with Representative Lawrence and Representative
Tlaib’s remarks. I think they pretty much have stated what has
happened here today, and under your leadership, thank you for
having us here and making sure that we were here to listen, and
now perhaps working together, develop some solutions for this
area.

I just wanted to underscore the points of due process, which are
really very important. Perhaps it is because I am an old Legal Aid
lawyer at heart, and I just cannot believe that someone could just
come home and be locked out of their own home, and can’t turn the
key. So I think we should really address some of those issues, par-
ticularly when it comes to any more of these remaining Fannie
lg/lae and Freddie Mac, which obviously would be under our juris-

iction.

And to the professor, I heard you loud and clear: investigation.
You have given us somewhat of a road map, and I think we will
have to pick up from there and see how we can get that done.

So, thank you again to all the panel for being here, and thank
you, Detroit, for your hospitality, and for a great tour. And I love
my little box of chocolates. Thank you all very much.

Chairman GREEN. This is going to conclude our hearing. I am ap-
preciative for many reasons. First of all, I had an opportunity to
see what I have heard others talk about, and it was important for
me to see it, because when I go back to Congress I can tell my col-
league what I have seen in Detroit.

I am also appreciative because we have had some outstanding
witnesses give us testimony that we will be able to use when we
have future hearings. This won’t be the last hearing on this issue.
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It is the first field hearing that we are having, and we are having
it here in your City, but it won’t be the last.

And I want you to know that the Members of Congress have not
forgotten Detroit. You are not alone. We are going to do what we
can to be of service to you. And that includes Members who are not
at this table. We represent some Members who would dearly like
to be here, but their schedules did not permit it.

So, I am grateful that you are here, I am grateful to the staff,
the committee staff, as well as our very own staff. Each Member
has a staff and we are grateful to them for helping us to acquire
all of this intelligence today.

And we will be leaving, but I want you to know that we will not
be leaving you behind when we leave. With this said, the witnesses
are greatly appreciated. Your testimony today has helped to ad-
vance the important work of the Subcommittee on Oversight and
Investigations.

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous
materials to the Chair for inclusion in the record.

Without objection, the hearing is now adjourned.

[Whereupon, at 1:59 p.m., the hearing was adjourned.]
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UNITED STATES HOUSE OF REPRESENTATIVES
COMMITTEE ON FINANCIAL SERVICES
WRITTEN HEARING TESTIMONY ON
“AN EXAMINATION OG HE HOUSING CRISIS IN MICHIGAN 11 YEARS AFTER THE
RECESSION, HEARING DATE: AUGUST 2, 2019

Introduction and Problem Examination

We cannot move forward until we look back and truly understand the catalyst for the ongoing
housing crisis that still plagues our country, and has hit the City of Detroit, and Michigan extremely hard.
I am drawn back to the hearings in the House Judiciary on Foreclosed Justice: Causes and Effects of the
Foreclosure Crisis, held on December 2, 2010 and December 15, 2010. T am quoting from the transcript
from Representative Trent in response to my testimony:

“But the end result, Ms. Fluker is correct; the end result is that. Because of government
involvement here and the lack of market discipline that seems to hold the system together, we are
in a situation now where banks have an incentive oftentimes to foreclose rather than work thing
out with the homeowner. And I think there is something desperately wrong with all of that.” Pp.
522.

This government funded foreclosure trend, with Fannie Mae, Freddie Mac, and FHA paying banks full
mortgage balances to banks and financial institution when for mortgage foreclosures that disparately
minorities, especially African Americans, closely followed by Hispanic populations, senior citizens and
the working poor. Programs designed to assist homeowners to retain their homes failed, such as the such
as the Making Homes Affordable Program, as banks and their servicers after being infused with billions
of government dollars, chose to litigate these cases to remove distressed homeowners with the aid and
intervention of the federal government, placing homeowners in a losing battle, instead of engaging in
loss mitigation in accordance with the law.

The banks created this crisis and to date have not been held accountable for the tremendous loss

of minority wealth, especially Black wealth, through real property loss. This outrageous conduct sets the
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stage for other abuses such as the land contracts and deed for contract. We must be very clear, it is not
only the investors involved but quasi-governmental entities, such as Fannie Mae, Freddie Mac and HUD,
in their quest to sell properties which they obtained post-foreclosure, who are bringing a significant
percentage of eviction cases in Detroit.

I have one such case right now that is truly egregious as the single mother purchased a home viaa
deed of trust, putting a $9000.00 deposit down agreeing via a written contract for deed for trust to pay
$1000.00 per month. This home was foreclosed and owned by Fannie Mae. The woman discovered this
when she was illegally locked out and all her personal property discarded, including her deceased
daughter’s ashes. At no time during the course of this legal battle has Fannie Mae attempted to work
something out fo save the home. No, they have consistently over and over tried to have the woman and
her children evicted, despite them paying $1400.00 per month into a court escrow. The victim, the
defrauded individual is being treated as a criminal, when she only wanted someplace for her children to
call home. This case is ongoing right now.

If the issue of homeownership trends, the impact of tax foreclosures and installment contracts are
to be addressed and placed in the proper perspective to create effective solutions, these issues cannot be
analyzed in a vacuum, but must be done reviewing the totality of the circumstances. This includes the
banks’ role in creating this scenario, and their ongoing role of keeping this crisis going through
continued foreclosures, failing to provide fair reasonable mortgages to minorities, and failing to work
with minorities to retain housing. Instead, they continue with their foreclosures and sale to investors,
who then resell the homes to unknowing families, in many instances via abusive installment contract

transactions.

The Historic Role of Banks and Current Solutions
The role of banks in the housing crisis is undeniable, yet the banks received hundreds of billions in

batlout funds, and other incentives that made foreclosures and predatory lending very profitable.
2
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Interestingly, many of the same banks including J.P. Morgan, RBS-Citizens Bank, Lehman Brothers,
Bank of America, Wachovia (now owned by Wells Fargo) and Barclays were alse funders and
fianciers of the Black historic slave trade in the United States. This predatory and oppressive process
against Black Americans has been ongoing with the biggest financial institutions. There are many
discussions regarding reparations and whether appropriate or viable solutions. In communities such as the
City of Detroit, banks should be made to pay reparations for the destruction and elimination of Black
wealth through the improper and illegal dispossession of real property from black property owners. These
funds should be specifically provided to Black communities, with the community groups, not developers
and government officials serving their interests who are tainted by their sanctioning of and participation
in the foreclosure process, deciding what is best for each community to revitalize and restore
homeownership, viability and stability to black communities. In a community like the City of Detroit,
where government funds, and retiree pensions were sucked out by the same banks who destroyed
neighborhoods and then placed the city in predatory loan instruments producing a bankruptcy that bailed
out the banks at the expense of the city’s workers and retirees, there must be an infi\usion of funds to
bring the community back in functional and effective fashion. The banks should be the first line
contributors, as it was the discriminatory and illegal practices of the banking community that resulted in
the trillions in black wealth loss through real property loss.

Once the communities are infused and stabilized, the need for alternative financing such as
abusive installment contracts will be minimized as will the tax foreclosures. There must be a financial
contribution to this problem, and the creators of the problems should be providing funds to correct the
wrong and losses incurred as a result of the wrongs. We cannot just sit by and act as if this problem will
correct itself. People are being foreclosed and evicted at record rates here in Detroit, and if we do not
address these issues immediately, out homeless population will continue to skyrocket, as well as the

continue demise of a viable black community. I have attached as Exhibit 1, a fact sheet providing
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important statistical data related to the number of foreclosure in Detroit and the impact on population and

other significant information that must be considered when addressing the housing crisis issue.

Respectfully submitted,
VANESSA G. FLUKER, ESQ., PLLC

BY: /s/Vanessa G. Fluker
Vanessa G. Fluker
2727 Second Ave., Ste. 111
Detroit, Michigan 48201
(313) 393-6005; (313) 549-3358-cell
vgflawyer@sbcglobal.net

August 1, 2019
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REPORT ON CITY OF DETROIT CONDITIONS

IN LIGHT OF FORECLOSURE CRISIS BROUGHT ON BY PREDATORY AND
RACIST LENDING PRACTICES OF BANKS & FINANCIAL INSTITUTIONS

Mortgage Foreclosures

1.

9.

More than one in three Detroit homes were foreclosed the between the years 2005 and
2015. Since 2005, 139,699 of Detroit’s 384,672 homes were foreclosed because of
mortgage defaults or unpaid taxes.

There have were 65,000 mortgage foreclosures since 2005 and 2015. This doesn’t include
so-called zombie foreclosures in which lenders initiated foreclosure, and may have
evicted tenants, but abandoned proceedings before they were complete. Zombie
foreclosures were more prevalent in Detroit than anywhere else in the United States.
Fifty-six percent of all mortgage foreclosures are now blighted properties or have been
foreclosed again for nonpayment of taxes; 13,000 homes are slated for demolition at a
projected cost of $195 million.

Of the 84,000 properties on the city’s blight list, 76 percent are foreclosures.

Homes sold for $22,000 on average in Detroit in 2014, down 73 percent from the peak
before the housing crash and the lowest among 50 big cities. Detroit’s decline in property
values cost homeowners an estimated $1.3 billion in lost personal wealth.

OF Detroit’s population fell by nearly 240,000 residents from 2000 to 2010, with the bulk
of the population loss occurring after 2005.

Of all mortgages written in 2005 in Detroit, 68 percent were subprime, compared to 27
percent statewide and 24 percent in the U.S., meaning that they were at interest rates at
least 3 percentage points higher than the national mortgage interest rate.

In Detroit, which formerly enjoyed the highest rate of African-American homeownership
of any U.S. city, $4 billion in subprime loans were written in the four years before the
2008 housing and financial crash. 78 percent of foreclosed homes financed through
subprime loans are now in poor condition or tax foreclosed. All banks and lenders were
active participants in the subprime market because the rate of profit on subprime loans
when sold to investors was eight times greater than the comparable rate on traditional
fixed-rate loans.

Fannie Mae and Freddie Mac, government corporations operated by the Federal Housing
Finance Agency, are listed as the foreclosing entity on 7,700 homes in Detroit, of which
46 percent and 58 percent are respectively blighted or abandoned.

. The Federal Housing Authority was listed as the foreclosing entity on 2,453 homes in

Detroit, of which half are blighted or abandoned.

. Fannie Mae, Freddie Mac and the FHA stand behind the banks that actually foreclose on

homes, with the government then paying the banks the full value of the inflated mortgage
after foreclosure.

Statistics from Detroit News Special Report on Foreclosures, June 2015

According to the Wasted Wealth Report published by the Alliance for a Just Society in May
2013, ,primarily as a result of the foreclosure crisis and its disproportionate impact on people of
color, From 2005 to 2009, white median net worth fell 16% to $113,149, but net worth fell by
66% for Latinos to $18,359, and 53% for African Americans to $12,124. In 1995, the ratio of
white to Black wealth was 7-to-1. In 2004, it was 11-to-1. By the reported end of the Great
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Recession 2009, it had ballooned to 19-to-1. For Latinos, the White-to-Hispanic wealth ratio was
7-to-1 in 2004. Five years later, it was 15-to-1.

Across the US, the African American home ownership rate declined from just under 50% in
2004, to 43% in 2013. — State of Housing in Black America, 2013.

Tax Foreclosures

1.

Between 2011 and 2015, one in four properties in Detroit was foreclosed on for unpaid
property taxes by the Wayne County treasurer, a number not seen since the 1930°s
depression.

Detroit has approximately one-third fewer occupied homes now than ten years ago.
Property tax rates are calculated based on the home’s tax assessment.

Despite the Michigan Constitution explicitly providing that no property can be assessed
at more than 50 percent of its market value, between 2009 and 2015, 55 to 85 percent of
homes in Detroit were over-assessed. The taxes levied based on the inflated assessments
on these homes and the ensuing foreclosures for unpaid taxes that occurred, were in
blatant violation of the Michigan Constitution.

Home property values in Detroit declined from $80,000 in 2007 to less than $20,000 in
2011, and are at around $30,000 today.

Thousands of Detroiters who should have not been paying property taxes due to
entitlement to the poverty tax exemption have lost or not are in danger of losing their
homes due to tax foreclosure.

Study by Professor Bernadette Atuahene 2017 on Detroit Unconstitutional Tax Foreclosures

Home ownership decline in Detroit -- Per U.S. census bureau statistics —

349,170 households in Detroit in 2010 x 54% home ownership rate = 192,043 — home owners

232,780 households in Detroit in 2016 x 45% home ownership rate = 104,751 ~home owners

Evictions in Detroit

i.

Detroit has averaged 35,000 eviction cases a year since 2009, despite the city losing an
estimated 41,000 residents since 2010. The News mapped the addresses of nearly
109,000 cases filed between January 2014 and August 2017 and found areas of the city
hit much harder than others.

Families in one out of five Detroit rentals face eviction every year.

Last year, just 4,174 addresses were registered and inspected, in a city the U.S. Census
Bureau estimates as having 140,000 rental units. That’s down from the 5,235 addresses
the city said were registered 10 years earlier under former Mayor Kwame Kilpatrick.
Judges don’t require landlords to prove they’ve registered and passed city inspections
before ruling on eviction cases. In 2015, for example, only one of every 13 eviction cases
was filed on an address legally registered with the city.

Since 2014, when Mayor Mike Duggan took office, the city has issued fewer than 5,000
tickets for landlords who didn’t register. That’s fewer than the number of tickets written
for residents for improperly placed garbage cans during that time, as of last month.
Even when landlords are found responsible for blight violations, they frequently avoid
paying fines. Nearly 85 percent of “rental” blight violations, amounting to almost $2
million in fines, remain unpaid from that time frame.
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7. Entity filing most eviction cases in 36 District Court between 2009-2017 -- Fannie
Mae/Freddie Mac (i.c. the federal government) with 7,353. Most of the evictions
happened between 2010 and 2013, tapering off after that. The News found in a 2015
investigation 46 percent of Fannie Mae’s Detroit foreclosures were blighted, needed to be
demolished or were foreclosed for unpaid taxes. For Freddie Mac, that number was 56
percent.

Detroit News Special Report on Evictions, October 2017.

Detroit Bankruptcy

1. The City of Detroit was pushed into bankruptcy as a result of fraudulent bond deals
imposed on the city by the banks supported by the credit agencies they funded.

2. These bond deals included interest rate swaps on the City of Detroit’s pension obligation
certififcates, in which Bank of America and UBS netted $300 million in termination fees
between 2008-2015 by benefitting from their own mortgage fraud when interest rate
collapsed in 2008. City casino tax dollars went directly to US bank and bypassed the
City treasury to insure payment of these termination fees During the bankrutpey, Judge
Rhodes allowed these banks another $809 million in termination fees on these interest
rate swindles.

3. Of the 7.1 billion in debt reduction accomplished through the Detroit bankruptcy, $3.85
billion was accomplished by the virtual gutting of retiree heaith benefits, with
expenditures reduced from $4.3 billion to $450 million. An additional $1.7 billion came
through cuts in pension payments, with the city not even contributing directly to the
pension fund for the next 10 years. Thus, a total of $5.5 billion, or 78% of the total
bankruptcy relief, came off backs of the city’s retirees, despite the fact their pensions
were supposed to guaranteed under the Michigan constitution.

4. Along with the gutting of their health benefits, General city retirees received a 4.5% cut
in base benefits and 15.5% additional pension reduction if they are subject to the annuity
recoupment. In addition, cost of living annual increases are eliminated, adding another
approximately 20% to the real reduction in pension payments.

5. The Jones Day lawyers and their consultants pocketed $170 million in fees and then left
town and returned to their palatial estates.

Water Shutoffs
Water shut-offs since Detroit first launched an aggressive campaign to collect on delinquent
accounts in 2014:

2014 -- 33,000
2015 - 23,200
2016 27,552

18,000 faced shutoff this year
Bridge Magazine, May 2, 2017

The Detroit Water and Sewerage Department issued $1.1 billion in bonds to fund infrastructure
repair in 2011-2012. Of the that amount, $537 million was used to pay termination fees on
interest rate swaps (swindles) to banks such as Chase, Citi, Goldman Sachs, Bank of America,
URBS, etc.

Median income in Detroit per U.S. Census Bureau Statistics
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Median Income ~ 2016 — U.S. census bureau statistics
Detroit -- $28,099 --

Livonia -- $71,692

Warren -- $46,249

(Livonia and Warren figure in the calculation for the Annual Detroit Metro median income of
$56.142 used in affordability calculations in the new Detroit Affordability ordinance.)

In 2015, when Detroit’s median income was $25,980, 21.2% of Detroit households had income
less than $10,000, 19.5% had incomes between $10,000 and $20,000, and 14.7% had incomes
between $20,000 and $30,000.

Median per capita in come in Detroit in 2015 was only $14,446 in 2015, compared to $33,123
for all of Michigan

Poverty in Detroit per U.S. Census Bureau Statistics —

Poverty rate --all people below the poverty line, which for a family of four is $24,563.

Detroit — 2016 -- 35.7% 2015 — 39.8% (Michigan 15%)
Under 18 years old, Detroit -- 50.8%*

Detroit remains the poorest big city in the nation, just above Cleveland, where the poverty rate
was 35 percent.And a deeper look at the income data suggests the incomes of Hispanic and white
Detroit residents grew significantly more than blacks, who make up 79 percent of the city, said
Kurt Metzger, a demographer and director emeritus of Data Driven Detroit. The 2016 income
data shows the gains were seen by Hispanic and white residents, although the survey data for
whites was just within the margin of error, he said. The income rise wasn’t statistically
significant for blacks, Metzger said. (Taken From Detroit News, September 2017)

Hardest Hit Homeowner funds

The federal government has appropriated $7 billion to assist struggling homeowners remain in
their homes from 2010 to the present. These funds are the poor’s pittance from the $700 billion
bank bailout.

Of the $760 million sent to Michigan, $380 million have been diverted to “blight” removal, with
little supervision over the Detroit land banks and other entities who manage the blight removal
projects. There have been numerous investigations, criminal and civil, documenting the fraud by
these entities.

In contrast, homeowners are subject to rigorous restrictions and regulations I getting access to
these funds. As a result, of the thousands of homeowners facing tax foreclosure in Wayne
County in 2017, according to Step Forward figures only 193 received assistance via the Hardest
Hit program.
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Many of the same banks who were perpetrators of the racist, predatory lending practices
that led to the massive foreclosure epidemic and the destruction of over 50% of Black
wealth that ensued, also implicated in the slave trade, including, but not limited to: J.P.
Morgan, RBS-Citizens Bank, Lehman Brothers, Bank of America, Wachovia (now owned
by Wells Fargo) and Barclays.

This gives even more significance to the demand for reparations to rebuild our communities and
implement a real Green New Deal, with funds not to developers, but to community organizations
and unions representing the people.
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Testimony of Taz George

Senior Research Analyst
Community Development and Policy Studies Division
Federal Reserve Bank of Chicago

Before the U.S. House Committee on Financial Services
Subcommittee on Oversight and Investigations

“An Examination of Homeownership in Michigan 11 Years After the 2008 Housing Crisis”

Chairman Green, Ranking Member Barr, and Members of the Committee,

Thank you for inviting me to testify today. My name is Taz George, and | am a Senior Research Analyst in
the Federal Reserve Bank of Chicago’s Community Development and Policy Studies Division (CDPS).
CDPS works to promote fair access to credit and financial services, and conducts policy-oriented
research on the economic resilience and mobility of low- and moderate-income households and
communities. Prior to joining the Federal Reserve, | was a Research Associate at the Urban Institute’s
Housing Finance Policy Center. All views and comments related to my testimony are my own, and not
necessarily those of the Federal Reserve Bank of Chicago or Federal Reserve System,

Today, | will discuss research | conducted with Urban Institute colleagues on the challenges of financing
the purchase of lower-cost single-family properties. In our study, these are properties valued under
$70,000. Our research suggests that this segment of the houéing market is not well served by existing
mortgage financing products, in part due to profit, liquidity, and risk constraints associated with small
loans. Lower-income homebuyers, who typically buy low-value properties, are particularly at risk of
facing financing challenges, including buyers in Detroit, where many homes have relatively low values.

Please accept the following publication as my written testimony.
Sincerely,

Taz George

Senior Research Analyst

Community Development and Policy Studies Division
Federal Reserve Bank of Chicago
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Executive Summary

This report examines the availability of small-doflar mortgages (up to $70,000) for home purchases,
refinances, and improvements. We find evidence of a substantial number of low-cost property sales
taking place across many diverse housing markets, but access to credit via traditional mortgage lending
is limited for these properties. Low-cost properties could be a larger souece of affordable housing if

credit access for purchasing and rehabilitating these properties were expanded and improved.
The objectives for this report are to

#  define the small-dollar mortgage problem,

*  jdentify and describe the characteristics of the counties and populations most affected by the
tack of smafl-doftar mortgage options,

®  describe the loan characteristics and production channels of available smalt-doliar mortgages,

and

= discuss the challenges contributing to the problem and potential solutions for policymakers to
“consider.

The importance of Low-Cost Properties

Homeownership is an important wealth-building mechanism for many American families (Goodmarn and
Mavyer 2018). Many first-time homebuyers and low- and middle-income {LM1) families rely on low-cost
properties to move from renting to owning a home. Yet, fow-cost properties remain largely inaccessible

to LM households because traditional mortgage financing is too difficult to obtain on these properties.?

The US housing finance system has long failed to meet the needs of people at low socioeconomic
tevels {Sarkar and McKee 2004}, and the problems in low-cost housing markets are one manifestation of
this failure. Despite expansion in mortgage finance products for LMt households from the conventional
finance market and requirements for banks to lend fairly throughout their assessment areas under the
Community Reinvestment Act, LM borrowers often cannot access available products. Moreover,
successful innovations have not been brought to scale {Engel, Keller, and George 2018}, Challenges to
accessing mortgage credit, including for LM1 households, stemming from regulatory changes and tight

mortgage lending standards after the fatest recession have generated research and discussion

{Goodman, Zhu, and George 2014). But the dearth of mortgage credit available for low-cost home
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purchases has received less focus. Addressing the small-dollar mortgage problem would open pathways
to homeownership for many traditionally underserved groups, including LMt households and people of

color, especially in low-cost geographies.

This issue disproportionately affects economically challenged communities that have low-cost
housing inventory, but the problem is not fimited to those areas. Low-cost single-family properties can
be found in virtually all cities and in rural areas, and while some of the housing stock is old and
ditapidated, there are significant pockets of inventory and sales that constitute decent affordable
housing in areas seeing home price appreciation. Factors contributing to the lack of mortgage lending
activity for low-cost properties vary across markets and property types. These contextual factors
include the severity of the foreclosure crisis and rate of distressed sales, the composition and condition
of the residential housing stock, investor competition, and the property appraisal gap. And regardless of
{ocal market conditions, morigage lending standards have been elevated in the postrecession period
amid higher origination costs and heightened regulatory scrutiny. Moreover, lenders have less
economic incentive to make smalt loans because they generate lower sales commissions, spreads, and

servicing income.

Cur analysis focuses on traditional purchase financing, but access to financing for home
improvement and refinancing for low-cost properties is also limited. Property and structure type also
play an important role in determining the financing options, or lack thereof, for low-cost properties,
Much manufactured housing is financed as personal property {chattel), with higher rates, shorter terms,
and fewer consumer protections than secured mortgage tending. In 2014, only 17 percent of new
manufactured homes were titled as real property.* Improving access to small-dollar mortgages or
introducing new products for the low-dolfar segment could support the market for purchasing low-cost

single-family and manufactured houses and help LM borrowers access safe and fairly priced financing

for home improvements, repairs, rehabilitation, or refinancing of small-doliar loans.
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Small-Dollar Mortgages for Single-
Family Residential Properties

Defining the Small-Dollar Mortgage Problem

Small-dollar credit can help low-income households meet basic financial needs, Often referred to as
microloans, these loans for standard consumer use are typically under $5,000° and are personal
unsecured foans that have short repayment terms. Microloans for underserved smali-business lending
communities have gained traction, becoming a source of financing that enables small-business owners
to expand and thrive. The concept of small-dotlar credit, or microfinancing, for meeting housing needs
for low- and moderate-income (LM} families is still In its infancy in the United States. Extending small-
dollar financing, collateralized by real property, may present an opportunity for the underserved low-

cost segments of the housing market.

For the analysis and recommendations in this report, we define small-dollar mortgages as secured
financing for single-family residential properties that, beginning in 2009, are valued between $10,000
and $70.000.6 OF the single-family homes sold in 2015 in the US, 14 percent, or 643,000 homes, sold for
$70,000 or less, of which slightly more than one-fourth were financed with a traditional mortgage loan
product.” In contrast, among homes worth between $70,000 and $150,000, close to 80 percent of
homes sold were financed with a traditional mortgage product. The farge proportion of low-cost homes
sold without a mortgage reveals the difficulty many prospective homebuyers face in competing agalnst
investors and all-cash buyers to purchase affordable homes, We explore these dynamics at the local and

national levels, shedding light on the lack of financing and how it affects families and communities,

State of the Market

The Lack of Small-Dollar Mortgages for Home Purchases

Relative to the years before the housing bubble, access to mortgage credit for purchase remains limited
and lending standards remain unusually strict, especially borrower credit scores.® One result isthat 16
percent fewer mortgages were originated in 2016 than in 2001 {when the population was smalier).?
Although the number of new mortgages has rebounded from the trough in 2011, the growth inlending
volume has not extended Lo mortgages with an origination balance of $70,000 or less. Figure 1, using
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Home Morigage Disclosure Act (HMDA] data, shows the number of first-ien, owner-occupied, single-
family purchase originations from 2009 to 2016 by origination amount. In 2009, there were 205,797
new mortgages with a balance between $10,000 and $70,000, or 8 percent of all originations. By 2014,
the number of loans in this range had fallen 17 percent and made up only 5 percent of all originations.
Originations between $70,000 and $150,000 declined less than 1 percent. Loans between $150,000
and $300,000 increased &1 percent, and loans greater than $300,000 increased 142 percent, nearly
doubling in market share. Home price appreciation accounts for some of the shift. From January 2009
ta December 20116, the national Home Price Index increased 33 percent while the market share of new
loans up to $70,000 decreased 43 percent.
FIGURE 1
New Mortgages by Qrigination Amount
wommoems §10,000-$70,000 -2 $70,000-$150,000 s $150,000-$300,000 s > $300,000
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Source: Home Mortgage Disclosure Act records,
Nate: Includes first-lien, owner-occupled, single-family purchase originations.

Only One in Four Homes Sold for $70,000 or Less Has a Mortgage

We can see the scarcity of small-dellar home loans by comparing the share of purchase mortgages

originated for $70,000 or less with the share of all home sales for $70,000 or less.'® Nationwide, the

share of mortgages and small-dollar home sales have both declined, especially when compared with the
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home price rebound after the crisis {figure 2). In 2015, only 5.5 percent of purchase mortgages were

$70,000 or less, about 40 percent of the low-cost home sale share of 13.9 percent.

This mismatch of small mortgages is even maore apparent when we compare the number of new
martgages of $70,000 or less with the number of homes sold for $70,000 or less, In 2015, more than
443,000 homes sold for $70,000 or less, yet just over 177,000 borrowers took out a mortgage of
$70,000 or less to purchase a home, accounting for 27.5 percent of home sales {figure 3). In other
words, for homes sold for $70,000 or less, one In four sales was financed with a mortgage. The share of
small-dollar home sales financed by mortgages has been between 25 and 29 percent from 2010 to
2015, highlighting the fact that this is not a new problem and that financing has been constrained for
this part of the market for some time.

FIGURE 2
Share of Home Purchases and Home Sales up to $70,000

s Share of mortgages up to $70,000 s Share of home sales up to $70,000
® Home price index

21.7% 180
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URBAN INSTITUTE
Sourcas: Home Mortgage Disclosure Act records and Corelogic Home Price ndex.
Mote: Includes first-lien, owner-occupied, single-family purchase originations.
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FIGURE 3
Share of Sales Financed by Mortgages

% Home sales < $70,000 o Home sales > $70,000

87.9%

80.7% 77.7% 79.3%

72.6%

2009 2010 2011 2012 2013 2014 2015
URBAN INSTITUTE

Sources: Home Mortgage Disclosure Act records and Corelogic.

Comparison of Sales and Mortgages by Price Buckets

We compare these numbers with homes purchased in the $70,000-t0-$150,000 price range. Home
sales in this higher price range are more likely to be financed by a traditional mortgage. in 2015, 7¢.3

percent of home sales between $70,000 and $150,000 were mortgage financed (figure 3).

The difference between the mortgage shares of low-cost homes and more expensive homes has
persisted, despite the recent housing market recovery, indicating continued strain on accessing credit
for low-cost properties, Home purchases that do not involve a mortgage are generally paid for with cash
and are often distressed sales or foreclosures sold through auction or other distressed-asset programs,
Without access to mortgage products for small doliar amounts, many creditworthy LMI households that

could afford a home cannot compete to purchase these properties.

Why We Define Small-Dollar Mortgages at $70,000

In prior work, we defined small mortgage loans as having dollar amounts up to $50,000. For this

analysis, we propose a new dollar amount, $70,000, based on an observed decline in mortgage financing
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relative to sales volume at this level. ™ Figure 4 represents the share of sales financed by a mortgage in
various price buckets. A typical home purchase transaction usually involves a down payment. For
context, a $70,000 mortgage could be for 3 $72,450 home with a 3.5 percent down payment up to an
$84,000 home with a 20 percent down payment, This price range for home purchase is affordable in
many metropolitan and rural areas. This definition of small-dollar mortgages is intended to show what
price point potential borrowers are likely to encounter difficulty in obtaining a traditional mortgage loan
via standard mortgage channels. Having a standard definition of smali-dollar mortgages will also help
policymakers and industry stakeholders define solutions and alternatives for the lack of housing finance

options in this price range.

In 2015, 8 percent of properties sold between $10,000 and $30,000 were financed by a mortgage
{figure 4). The share is 48 percent for properties sold between $50,000 and $70,000, still less than half
of total home sales in that range, The mortgage-financed share jumps up to 70 percent for homes sold
between $70,000 and $ 100,000, Because of the financing disparity between these price buckets, we
established the limit for small-dollar mortgages at $70,000. Although we use $70,000 as a threshold,
many factors affecting smali-doliar morigages are relevant to home sales above the threshold,

especially in high-cost markets where a sale of $125,000, for example, would be considered small.

FUGURE 4
Share of Sales Financed by Mortgages
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Sources: Home Mortgage Disclosure Act records and Corelogic.
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How Does Recent Price Appreciation Affect Small-Dellar Mortgages?

Home prices bottomed out in 2011 and increased 33 percent through 2016, From 2011 to 2016, the
share of owner-occupied homes valued at $70,000 or less dropped from 14 percent to 12 percent (see
figure 11, page 13), the share of sales at $70,000 or less fell from 22 percent to 14 percent, and the

share of purchase foans of $70,000 or less decreased from 9 percent to 6 percent {see figure 2, page 3).

We set our small-doltar mortgage threshold at $70,000 for all years using nominal dollars. The data
an share of sales financed by a mortgage {see figure 4, previous page) suggest that despite the change in
home prices, the share of home sales financed by mortgages for sach price bucket stayed stable. That is,
as higher prices pushed more homes into higher price buckets, the share of the sales at $70,000 or less

purchased with mortgages still hovered between 25 and 28 percent {see figure 3, page 4).

An alternative way to set the small-dollar mortgage limit would be to adjust it with home prices over
time. The share of sales at $70,000 or less fell from 22 percent to 14 percent from 2011 to 2015
because of home price appreciation. If we set the limit at $70,000in 2011 and adjust it to $100,000 in
2015, sales from $70,000 to $100,000 would add another 8 percent of sales in 2015, making the smali-
dollar-sales share with the higher limit in 2015 about the same level as 2011 at 22 percent, However,
because sales between $70,000 and $100,000 have had a much higher mortgage share (figure 4), the
share of small-dollar home sales financed would be 43 percent in 2015, much higher than 2011's 26
percent with the lower $70,000 small mortgage limit. Instead, we impbse a constant nominal $70,000
cutoff, which results in a stable mortgage sales share from 2011 to 2015 for the sales up to the same

fimitinfigure 3.

Why We Need Small-Dollar Mortgages

Small-Dollar Home Sales Are Widespread throughout the US

Housing affordability and the challenges of high-cost markets such as San Francisco get much attention
inthe press and academic research, but many communities have a significant share of low-cost home
sales, Figure 5 shows the share of home sales up to $70,000 for every US county with data available. ©
Suburban, rural, and urban counties have sales in this price range, and in many counties, smali-dollar
sales make up most home sales. If creditworthy potential homebuyers cannot obtain financing for these

houses, they may miss out on that important first rung on the homeownership ladder that helps families

and neighborhoods gain economic stability and begin wealth building through ownership.
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FIGURES
Share of Home Sales up to $70,000, by County

0-20% W 20-40% & 40-60% B 60-80% B > 80%

URBAN INSTITUTE

Sources: Corelogic and the US Census Bureau.

Where Are These Low-Cost Counties?

To better understand the housing markets that have large concentrations of low-cost properties, we
selected the 300 counties with the highest shares of home sales up to $70,000 among all counties that

had at least 500 home sales in 2015. These “low-cost counties” are highlighted in figure 6.

There were 449,000 homes sold in the low-cost counties in 2015, accounting for about 10 percent
of all US home sales. Thirty-nine percent of these home sales were for $70,000 or less, compared with
only 14 percent in the US (figure 7). The high concentration of homes in the low-cost counties means

that the fack of mortgage lending available in these markets affects a larger share of the housing market.

Twenty-one percent of low-cost counties are not part of a core-based statistical area,’® while 42

percent are part of a micropolitan statistical area and the remaining 37 percent are part of a




62

metropolitan statistical area. The counties include a mix of almost or entirely rural areas, counties that
include small cities, and counties that are part of large metropofitan areas. They include counties that
contain larger cities, such as Wayrne County, Michigan {Detroit), and Cuyahoga County, Ohio
{Cleveland)}, and others that are predominantly suburban outlying areas of farge cities, such as Clayton

County, Georgia {adjacent to Atlanta).

The actual and potential strength of the housing markets in these counties depend not anly on
mortgage credit access but on broader considerations, such as demagraphic trends, economic activity,
and the quality and proximity of schools, jobs, health care facilities, and basic services, In many cases,
these markets overlap with distressed areas that have struggled to recover from the foreclosure crisis
and from long-standing trends of low {or declining) population growth. Other low-cost counties include
rural areas where housing is generally less costly and where manufactured housing sometimes makes
up a substantial market share. As with metropolitan tow-cost counties, rural low-cost counties cannot
be easily generalized. For example, nearly all of Oklahoma's 23 low-cost counties overlap with tribal

jurisdiction areas.

FIGURE $
300 Counties with the Highest Shares of Home Sales up to $70,000

UREAN INSTITUTE
Sources: CoreLogic and the US Census Bureau,
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Who Lives in Low-Cost Counties?
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Households in low-cost counties are more likely to be low income and live inolder houses in need of

repairs (table 1). Although low home prices may suggest it is more economical to own a home in low-cost

areas, homeownership rates are only slightly higher than the US average, at least in part because of the

lack of small-dolar mortgage financing. In 2015, only 21 percent of homes that sold for $70,000 or less

in low-cost counties were financed by a traditional mortgage (figure 8).

TABLEY

Demographic Comparison of Low-Cost Counties and Other US Counties

Houses Built Homeownership
Median Income {$) Minority Share (%) before 1980 {%) Rate (%)
Low-cost  United Low-cost United Low-cost  United Low-cost  United
counties States counties States counties States counties States
2008 41,000 30,800 20 24 51 42 &9 &6
2010 40,200 50,000 20 25 49 41 &9 &5
2011 40,400 50,000 20 25 48 41 69 &4
2012 41,600 51,500 21 25 4% 40 58 &4
2013 42,500 52,700 21 25 48 40 &7 63
2014 43,500 54,200 21 26 48 40 &7 83
2015 45,000 56,400 21 26 47 39 &7 &3
2016 46,000 58200 22 26 47 39 &7 &3

Sowrce: American Community Survey.

| sMALL DoAY
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Share of Sales Financed by a Mortgage in Low Cost Counties

® Home sales £$70,000 - @ Home sales $70,000-$150,000

76.3%

711% 69.7%

67.0% 87.2% 67.7% 69.5%

2009 2010 2011 2012 2013 2014 2015
URBAN INSTITUTE
Sources: Home Mortgage Disclosure Act records and Corelogic.

We can gain insight about who would be served by smali-doflar mortgages by looking at the
household demographics of renters in low-cost markets and owners of low-cost homes. Demographic
characteristics of households in homes valued up to $70,000 and households currently renting are good
indicators of potential borrowers who could benefit from small-doflar mortgages and move from renting

to owning. Figure ¢ surnmarizes the demographic insights for the US, and figure 10 provides similar

information for fow-cost counties.
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FIGURE

2
Demographic Characteristics of US Renters and Homeowners, 2016
s Renters
37% & Homeowners wha own homes worth $70,000 or less
# Homeowners who own homes worth $70.000 to $150,000
i Homeowners who own homes worth $150,000 te $300,000

$80,000

$55,000

$38,000

$37.000

Share of households Median household income

39.0%

Minority share Share built before 1980

Source: American Community Survey.

Nationwide, 43 million households were renters in 2016, or 37 percent of all households {figure 9).
The median income of renters is comparable with that of homeowners who live in homes valued up to
$70,000. indicating that seme renters could move into homeownership if they had access to small-dollar
mortgages. Such access could also help minority and low-income households become homeowners, A
higher share of renters than homeowners are minorities; in 2016, the minority share of renters was 39

percent, higher than the 27 percent of homeowners in homes worth $70,000 or less.

. SMALL-DOLLAR MORTGAGES FOR SINGLE-FAMILY RESINENT
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FIGURE 10
Demographic Characteristics of Renters and Homeowners in Low-Cost Counties, 2016

® Renters

# Homeowners who own homes worth $70,000 or less $82,200
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+ Homeowners who own homes worth $150,000 te $300,000
28%

34%

$55,900
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35%

62%
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Source: American Community Survey,

Nearly 34 percent of households in low-cost counties, or 3.7 million, are renting (figure 10), These
renter households have the lowest median income ($29,000) and highest minority share (35 percent)
compared with other households. The median renter income is 20.5 percent below the median income
of households who own a house worth $70,000 or less, but the median renter household with income of
$28,000 could afford a $127.000 house with zero down payment if the median family canuse 34
percent of its income to pay for a 30-year fixed-rate mortgage, at a 4.4 percent mortgage rate, and

property tax and insurance at 1.75 percent of the house’s value.™ This suggests that many renters might




67

be inthe market for low-cost starter homes if they bad adequate credit scores and could access

reasonably priced small-dollar mortgages.’®

Existing Low-Cost Owner-Occupied Housing Stock

Compared with the country as a whole, a larger share of the owner-occupied housing stack in low-cost
counties is worth $70,000 or less. In 2016, 12 percent of US owner-occupied homes were worth

$70,000 or less. In the low-cost counties, this share was 24 percent (figure 11).

FIGURE 11

Share of Owner-Occupied Homes Worth $70,000 or Less

= Low-cost counties alUs

27.7% 27.6%

26.9%

25.8%

2009 2010 2011 2012 2013 2014 2015 2016
URBAN INSTITUTE

Source: American Community Survey.

Because of home price appreciation, the availability of low-cost housing has decreased. From 2012
10 2015, the share of the US housing stock worth $70,000 or less decreased from 15 percent to 12
percent. Homeowners who purchased fow-cost homes are benefiting from this appreciation, while
renters in markets that experienced rapid appreciation may have been displaced and priced out of the
market,

AL PROBERTIES &
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Small-Dollar Mortgages for Home Renovation

Small-doflar mortgages for renovation could help homeowners in low-cost markets maintain their
homes, deal with rising costs, or realize the benefits of neighborhood price appreciation. A small-doliar
financing could help return distressed rental or vacant property to the owner-occupied housing stock or
help landlords of rental properties improve homes for tenants and revitalize their comrounities. Fifty
percent of US homes worth $70,000 or tess were built before 1980, and the share was 62 percent in
low-cost counties. Low-cast homes are often older than high-priced properties, and many need
renovation. The Neighborhoaod Stabilization Program, a program put in place in 2008 amid the
foreclosure crisis, allocated emergency funding to states and localities so they could help purchase,
rehabilitate, redevelop, and resell foreclosed or abandoned properties in distressed neighborhoods, As
those programs expire or suffer budget cuts, new ideas are emerging that can become a catalyst for
expanding access to small-dollar mortgages for home purchase and renovation, supporting
communities, and directing needed capital into communitias for long-term sustainability. Detroit Land
Bank’s Rehabbed and Ready program™ helps buyers buy and renovate homes and put them back to
productive use, Another example is Philadelphia’s Healthy Rowhouse Project, *® which is improving

substandard conditions in row houses accupied by LMI families.

Low-Cost Homes Have More Frequent Home Sales

Low-cost homes are sold more frequently than their high-valued counterparts. In 2015, sales of homes
worth $70,000 or less across the US accounted for 7.4 percent of the owner-accupled housing stock,
compared with a 5.5 percent turnover of homes worth $70,000 to $150,000.

This trend is more pronounced in low-cost counties, where there were 182,000 sales of homes

worth $70,000 or less in 2015, accounting for nearly 10 percent of the nearly 1.9 million owner-

occupied households worth $70,000 or less In these areas. In comparison, only 5 percent of homes
worth $70,000 to $150,000 turned over in 2015,
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Home Sales as a Share of Housing Stock in Low-Cost Counties and the US

Low-cost counties
#<$70,000 ®$70,000-$150,000
7%
8.9% 91%

8.2%

2009 2010 2011 2012 2013 2014 2015

us
®<$70,000 ®$70,000-$150,000

72% 71% 7.2% 74%

2009 2010 2011 2012 2013 2014 2015
URBAN INSTITUTE

Sources: Corelogic and American Community Survey,

A reasonable hypothesis for this difference can be partly attributed to non-owner occupants {e.g.,
investors in single-family residential property} purchasing low-cost homes. Just 27.5 percent of US
home sales up to $70,000 in 2015 were financed by a mortgage, and the share is 21.3 percent in low~
cost counties. Horme sales without a mortgage were primarily cash sales, most by investors who fixed up

and rented or flipped the homes. Some of the housing was seller financed, and others represented sales

managed by land bank authorities.
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Who Received Small-Dollar Mortgages
and through Which Channels?

Characteristics of Small-Doliar Mortgage Borrowers

Data from HMDA allow us to describe demographic attributes of households that could obtain a small-
dollar purchase mortgage. Such borrowers represent only a fraction of small-dollar homebuyers and of
hauseholds {owners and renters) who live in low-cost homes. Nevertheless, the data reveal how access

to small mortgages could make homeownership attainable for more people.

INCOME

Income is a critical factor in obtaining financing for a home purchase. Lower loan amounts are
associated with lower borrower incomes, based on HMDA data from 2009 to 2016. A typical borrower
of amartgage loan up to $70,000 has a median income of about $35,000, compared with a median
income of $71,000 amaong all borrowers. Small-loan borrowers also have fower typical core-based
statistical area- and census tract-level incomes than all borrowers overall, meaning small loans are
maore fikely to occur inlow-income core-based statistical areas and neighborhoods. ¥ Other key
neighborheod differences between small-loan borrowers and large-loan borrowers are that small loans
typically have a higher neighborhood vacancy rate {median of ¢ percent versus & percent} and a lower
neighberhood homeownership rate {median of 75 percent versus 79 percent). These figures include
only approved, originated loans. Homeownership rates may be lower in markets where potential small-

iaan buyers remain renters because of a lack of financing available to fit their needs,

GORROWERR

S OR ETHMICITY

The racial and ethnic composition of smali-dollar mortgage borrowers varies modestly from borrowers
averatl, according to data from HMDA and the American Community Survey. Among borrowers with
foan amounts up to $70,000, 76 percent are white, compared with 71 percent of borrowers overall
(figure 13). The loan share of black borrowers is slightly higher for small-doltar mortgages than for alt
{oans, while the loan share for Hispanic barrowers is the same as the overall share. The share of loans to
Asian borrowers is only 2 percent for small-dollar mortgages but is 6 percent overall. The share of
horrowers for whom race or ethnicity information is unavailable increases as loan size increases, making
it difficult to interpret, as the borrowers without race or ethnicity information could disproportionately

come from one racial or ethoic group.
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FIGURE 13

Purchase Loan Originations by Race or Ethnicity

76%

71% mSmall-doflar mortgages 8 All mortgages

10% 10%

White Black Hispanic Asian Not available
URBAN INSTITUTE

Source: Home Mortgage Disclosure Act records,
Notes: Based on purchase mortgage originations from 2009 to 2016, White people and black people are non-Hispanic.

Loan Type

We analyzed HMDA data to shed fight on the mortgage financing channels primarily used for small-
dollar mortgage originations. The loan type field indicates whether each originated loan type was from
the Federal Housing Administration (FHAJ, the US Department of Veterans Affairs (WA}, or the Rural
Housing Service or was from conventional financing, with the conventional category including
government-sponsored enterprise (GSE) and portfolio loans. We then used loan-level single-family
mortgage data from the GSEs to further break down the conventional type into GSE and portfolio loans.
Because the GSE data were available only since 2013, we analyzed purchase {oans by loan type
ariginated from 2013 to 2016 (figure 14).

Government-sponsored enterprise loans compose 53 percent of alf originations but only 45 percent
of small-doliar mortgage originations. The FHA serves 19 percent of the small-dollar mortgage market
and 24 percent of the overall market, while Rural Housing Service loans serve 6 percent of small-doliar
maortgages and 4 percent of the overall market. The largest gaps in market share of small loans relative
to the overali market are in portfolio and VA lending, though in the opposite direction. The VA financed
about 10 percent of purchase loans from 2013 to 2016 but only 3 percent of small-dollar purchase

mortgages. Veterans Administration lending for low-cost properties may be particularly affected by the
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VA's residual income test, which could require buyers at small doflar amounts to have a low debt-to-

income ratio to have sufficient residual income to qualify for a loan.

Twenty-eight percent of small purchase loans were retained in portfolio, which is more than three
times as large as its portion of ali purchase foans. This significantly higher share of small mortgages in
portfolio is largely because many of these loans are eriginated and retained by small community banks,
credit unions, and large lenders who work with local partners and are sources of liquidity where
secondary market options are not as accessible, These small-dollar mortgages can also have unique

servicing needs that lenders wish to closely manage.

GURE 14

Market Share by Loan Type

# Small-dollar mortgages  ® All mortgages

53%

GSE Partfolia FHA VA RHS

URBAN INSTITUTE
Sources: Home Mortgage Disclosure Act records and eMBS.
Notes: Based on purchase mortgage originations from 2013 to 2016, FHA = Faderal Housing Administration GSE = government-
sponsored enterprise; RHS = Rural Housing Service; VA = US Department of Veterans Affairs.

Borrower Credit Characteristics

Although HMDA provides rich information on borrower demographics and loan types, it does not
contain key credit risk characteristics, such as borrower credit score, loan-to-value ratio, and debt-to-

income ratio. HMDA also has a one-year lag, with the 2017 HMDA origination data scheduled to be
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released in 2018. To examine the credit profiles of borrowers who obtained small-dollar purchase
mortgages, we used complete loan-leve] single-family purchase-maney mortgage data released by the
GSEs {i.e., Fannie Mae and Freddie Mac} and by Ginnie Mae, which securitizes government-guaranteed
loans from the FHA VA, and US Department of Agriculture, Most first homes have been financed
through these channels inrecent years. The data we used for 2016 contain more than 70 percent of new
purchase loans. Notably, these data exclude portfolio originations, so originations with a loan amount
exceeding the agency limits are not included. Although about 28 percent of small-dollar mortgages were
made through the portfolio channel, GSE and government loans cover about 72 percent of the market
of loans up to $70,000.

Table 2 shows the credit characteristics by loan amount and agency for purchase loans originated in
2017 for stnall-dollar and larger purchase mortgages. New small-doliar and large mortgage borrowers
exhibit high median FICO scores, with smali-dollar borrowers’ scores slightly lower across all channels
{722 versus 730). But small-dollar mortgages are also associated with lower loan-to-value and debt-to-
income ratios, with the typical small-dollar borrower in the GSE channel making a 20 percent down
payment. The interest rate on loans up to $70,000 is higher across all channels, with the widest disparity
for VAfoans {4.25 percent for foans up to $70,000 compared with 3.88 percent for loans above
$70,000). The share of first-time homebuvyers is similar for small-dollar and large mortgages across alf

channels, yet small-dollar mortgage borrowers in the FHA and VA channels are more likely to be first~

time homebuyers than large-loan borrowers in those channels.
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How Small-Dollar Mortgages Can Help in the Home
Improvement and Refinance Markets

The lack of small-dollar mortgages also affects home refinance and home improvement lending. But
origination costs of certain refinance and home improvement loans are lower when the borrower
qualifies for a waiver of appraisal or other fees. For example, the FHA offers a streamlined refinance

program for FHA borrowers that requires no appraisal and no credit report.

The mismatch between housing stock and small mortgage originations affects refinance and
purchase loans (figure 15). In 2014, 11.5 percent of owner-occupied houses were worth $70,000 or Jess,
while only 5.4 percent of refinance mortgages were made for $70,000 or less. The fack of small-dollar
refinance mortgages for owners of low-cost properties could be more serious than these numbers
indicate because many of these small-dollar refinance loans were taken out by homeowners of more

expensive homes who paid down their mortgages to $70,000 or fess.

£t 3

Mismatch between Small-Dollar Refinance Originations and Low-Cost Housing Stock

®Share of refinance foans up to $70,000 8 Share of owner-occupied houses up to $70,000

o
14.1% 14.6% 14.2%

13.1%

2009 2010 2011 012 2013 2014 2018

Sources: Home Mortgage Disclosure Act records and Corelogic.
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Afew smali-dollar refinance originations continued even during refinance boom vears in 2012 and
2015, when refinance originations up to $70,000 did not increase as much as higher-balance loan
refinances; small refinance loans even dedlined in 2015 {table 3). The lack of a small-dolfar refinance
credit makes it more difficult for owners of low-cost homes, who are more likely to be low-income

households, to refinance their mortgages to more favorable rates and terms or leverage home equity.

The scarcity of small-dollar mortgage credit extends to home improvement loans. These are
especially important to owners of low-cost homes, as these properties are more fikely to be older or to
have been purchased in a distressed sale and could benefit from a cost-effective renovation to continue
or return these homes to safe, habitable, and affordabie housing. Figure 16 shows that the share of
small-dofar home improvement loans up to $50,000 has been low historicaily and has declined rapidiy.
Far buyers and owners of jow-cost properties, sccess to small financing amounts for imnprovements can
be a significant opportunity for an LMt household that needs to maintain or rehabilitate a home they
own or would like to purchase. Constraining home improvement lending to these owners exacerbates

problems with upkeep in these communities.

Refinance Loans by Price Bucket

Number of Refinance Loans Share of refinance loans
$$70,000 $70,000-$150,000 »$150,000 2$70,000
2009 332,225 1610033 3,341,355 8.3%
2010 308,373 1434479 2,763,552 6.8%
2011 341061 1,281,205 2.215,507 8.9%
2012 440,152 1,814,378 3,642,154 7.5%
2013 403,657 1,505,346 2,473,871 2.2%
2014 206,363 647,972 1,118,719 10.4%
2015 192,534 785,785 1861279 8.8%
2018 179236 831,806 2,358,641 5.3%

Source: Home Mortgage Disclosure Act racords.

ESIDENTIAL PROPERTIES
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Home Improvement Loans by Price Bucket
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Source: Home Mortgage Disclosure Act records.

Issues Contributing to the Lack
of Small-Dollar Mortgages

Many factors contribute to the lack of small-dollar mortgages. Some factors are tied to local market
conditions, including severity of the foreclosure crisis and resulting distressed properties, the
composition and condition of the residential housing stock, investor competition, and the property
appraisal gap. In markets that have experienced population decline and high vacancy rates, an appraisal
gap can occur when a home for sale fails to appraise up to the value necessary for a lender to underwrite
a loan for the price consistent with what the purchaser has agreed to pay. The appraisal gap isnot
specific to small-dofiar loans, but some areas experiencing this challenge are among those with the

greatest concentrations of small-doliar sales, such as Wayne County, Michigan.

I many low-cost housing markets, competition from investors purchasing with cash suppresses
would-be low-cost property buyers. Sellers eager for the spead and certainty of an ali-cash closing give

an advantage to investors, who will typically rent out the property, over an owner-cccupant purchasing

MILY RESIBENTIAL PROPERTIES
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with a mortgage. Cash sales are quicker and more certain because they do not involve alender and
usually have reduced appraisal and inspection requirements. This issue may not be solved by a
traditional mortgage product but may require alternative strategies {e.g.. community land trusts with
funds to act guickly when homes come on the market) to give first-time homebuyers and owner-

occupants a fair shot at purchasing low-cost homes,

Housing stack composition affects whether mortgage lending is viable for low-cost properties.
Manufactured homes can be difficult or impossible to finance with a traditional mortgage, especially
when the house will be placed onleased land, often leading prospective buyers to turn to more costly
and risky forms of credit. Borrowers who owned land and took out a loan to purchase a manufactured
home often financed the home purchase with a chattel loan (CFPB 2014). To a lesser degree, low-cost
condominium units can be more complicated to finance with a mortgage, especially via the FHA, but

condos can be 3 source of more affordable ownership in certain markets.

Irrespective of local market conditions, many factors contributing to today's tight mortgage credit
bax are exacerbated for borrowers seeking loans for low-cost properties. Since the Great Recession,
lenders have reported higher origination costs, greater regulatory scrutiny on representations and
warranties and indernnification issues subjecting them to higher costs of definguency, higher servicing
costs for nonperforming loans, and reputational and monetary penalties from mortgage settlements in

the aftermath of the crisis.

Mortgage lenders seek to compensate for these higher costs with higher profits on individuat lcans,
But the structure of mortgage lending compensation and incentives works to the disadvantage of small-
dollar loans. Loan origination costs are largely fixed and recovered either through the sale of the loan or
through the financing spread and payment for servicing, Smaller loans generate lower sales prices,

spreads, and servicing income, making them less economically attractive to lenders.

What then are the options for transacting on low-cost properties? The three possibilities are no
sales, more all-cash purchases (which tend to be to investors, rather than owner-occupants), and
greater use of seller financing vehicles, including land contracts, which offen have fewer protections for
borrowers than traditional mortgages. None of these is optimal for potential homeowners or
communities who might benefit from purchasing or renovating low-cost properties for use by owner-

occupants.
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Recommendations

Evidence suggests that it is difficult to purchase low-cost properties using traditional mortgage
financing because the loan size is too small. This affects housing stock of all kinds, including single-
farily, site-built, and manufactured housing, as well as condaminiums, which are all sources of
affordable single-family housing for low- and moderate-income households, Our nation is facing an
affordable housing crisis, where high rents and slow and variable income growth, combined with
renewed household formation, have generated a growing and unmet demand for more affordable

housing. The supply of low-cost properties could be a part of the solution, but first-time homebuyers

and those with limited funds who cannot buy these properties outright with cash need access to housing

finance solutions. Given the age of the single-family housing stock in many low-cost markets, affordable

finance for purchase and rehabilitation as well as renovation options for famities needing reinvestiment

in their hornes to retain value and grow equity should be important components of any solution.

Our research indicates that ideas such as the following could create new sources of capital and
financing that could improve opportunities for LM families who wish to purchase, rehabilitate, or

refinance with a small-dollar mortgage. They deserve further exploration and experimentation.

*  Review regulations and business practices in the real estate and mortgage finance space that

might be creating barriers to fending on low-cost properties. Taking a fresh look at government
fending guidelines for the FHA and VA and at opportunities for conventional conforming
financing of low-cost single-family properties could bring needed fiquidity to LMi borrowers.
The FHA and VA supplied surprisingly few of the small loans originated in recentyears, and
with higher interest rates and Jower DTi ratios than larger loans, despite only modestly lower
borrower FICO scores. Reviewing mortgage underwriting and lending practices with an eye
toward low-cost markets could uncover areas where traditional mortgage lending rules and

practices may be putting potential LMI borrowers at a huge disadvantage.

Expand the role of local and federal government, the secondary market {the GSFs}, and
community-based organizations in small-dolfar housing finance. Introducing new programs
and leveraging the capacity of community-based nonprofit organizations, land banks, state
housing finance agencies, credit unions, and community development financial institutions
could expand the market for small-dollar mortgage lending. This includes experimenting with
new partnerships with public and private groups and exploring new maodels for bringing
fiquidity to the smalt-dollar market through capital markets execution. Leveraging the Federal

Housing Finance Agency Duty to Serve rules to help foster and promote more active lending for

SIDENTIAL PROPERT
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rural and underserved markets, as well as testing new products or instruments to address these
challenges and expand lending fo LMi households would be an ideal outcome as Duty to Serve
market plans are implemented. The 2018 scorecard for the GSEs requires the enterprises to
safely expand access to credit for ereditworthy and underserved borrowers and markets {(FHFA
2017). As they assess the availability of low-balance Joan financing and define approaches ta
making access to financing more available, new partnerships and product innovations should be

considered.

Create new consumer-friendly, fairly priced small-doliar mortgage alternatives to traditional
mortgages for home purchase, renovation, and refinance. The typical mortgage process might
not be the best way to serve and lend to prospective borrowers who are looking to enter
homeownership, Mortgage products tend o be long term and subject to primary and secondary
market requirements that may be overly burdensome for small loans. Several parts of the
mortgage process and the associated fees and costs make it prohibitive for fenders to make
money, make it excessively expensive for low-income borrowers who wish to buy, and give little
incentive to other players in the real estate market {e.g, real estate agents) to participate.
Exploring walvers on appraisals, standardizing loan officer compensation for smaller loans, or
streamlining other parts of the mortgage process that would speed up financing and the ability
to close would help buyers who finance their purchases with a small mortgage be more
competitive with cash buyers. incentives for sellers and investors of low-cost properties to

consider owner-occupant buyers first could help with cash-buyer competition,

Expand “first look” programs that aflow first-time homebuyers, low-income borrowers, and
minorities in affordable communities the ability to purchase over cash investors through a fund
ar pool. Establishing and testing programs with large single-family investors and with some
home improvement retailers to promote mobility fram renting to owning is anather avenue to
explore. Some single-family rental investors and community nonprofits that own real estate
have made significant investments in improving properties and supporting families who wish to
become homeowners. More partnerships, collaboration, and cooperation among investor-
owners, community nonprofits, lenders, and potential borrowers to restore and revitalize low-
cost communities could change the trajectory of these properties and convert them from renter

occupied to owner occupied.

Explore opportunities to improve and expand secured, affordably priced manufactured

housing finance, inchuding safer, scalable, market-priced, secured products for chattel fending.

Looking at ways {o bring manufactured housing finance into a more mainstream and affordably
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priced lending structure could increase the production and sale of manufactured housing as an
affordable option. This is especially important for resale of manufactured housing—a more

common transaction as the quality of such housing has improved.

Conclusion

The limited access to mortgage credit for low-cost properties has led to a growing imbalance in
America’s housing that affects both demand and supply. Numerous studies have pointed out a growing
affordability crisis, for both renters and homeowners, with a widening gap in the affordable housing
supply available for families in need. America's housing infrastructure is aging, and economic forces
continue to drive home prices up, putting increased pressure on rents and rendering homeownership
out of reach for many would-be first-time homebuyers and fow-income families. Yet, large swaths of the
housing stock provide substantial opportunities for low-cost homeownership. Our analysis shows that
sales of low-cost housing are dominated by cash buyers and investors, and borrowers who are
creditworthy and able to purchase a low-cost property with a mortgage (in the agency market) typically
pay a higher interest rate and put more money down in percentage terms, despite having similar credit
scores and lower debi-to-income ratios. Addressing this access-to-credit issue for small mortgages
would extend opportunities for affordable homeownership to additional creditworthy borrowers,
especially in low-cost markets, which include many rural, urban, and suburban areas. In addition, small
refinance and renovation loan options could help owners with low-balance properties improve their

homes and assist with needed changes that will improve livability and neighborhood appeal.

Building rebust tools to support small-dollar mortgage lending could expand the opportunity to
turn renters—especially traditionally underserved families, such as low- and moderate-income
households, first-time homebuyers, and minority households—into homeowners, It could also bring
more capital for renovation to homeowners and provide much-needed investment in our naturally
occurring affordable single-family housing stock, an investment that is needed now so that future

generations can benefit.
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Smali-dollar mortgage loans generally have high loan-to-value ratios {the median loan-to-value ratio on agency
{oans in 2017 was 87 percent}. Because a $70,000 loan with the standard 3.5 percent Federal Housing
Administration (FHA) down payment would support a home purchase price of $72,539, our analysis might
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@

“Housing Credit Availability Index,” Urban Institute, accessed April 3, 2018, https:/Avww.urban.org/policy-
centers/housing-finance-policy-center/projects/housing-credit-availability-index.

See Laurle Goodman, Jun Zhu, and Bing Bai, "Overly Tight Credit Killed 11 Million Mortgages in 2015, Urban
Wire (blog), Urban institute, November 21, 2016, hitps://vaww.urbanorg/urban-wire/overly-tight-credit-kitled-
11l-million-mortgages-2015. Cakulations updated with 2016 Home Mortgage Disclosure Act data,

The property sales data are based on Corelogic property record data, Our data have good market coverage
through 2015.

Ellen Seidman and Bing Bal, “Where Have All the Smail Loans Gone?” Urban Wire (blog), Urban Institute, April 18,
2016, hitps/Awwwurban.org/urban-wire/where-have-alb-smaii-luans-gone.

The counties with missing 2015 sales data accounted for only 1.6 percent of total purchase originations in 2015
based on Home Mortgage Disclosure Act data.

A core-based statistical area s a geographic area that includes an urban center of at least 10,000 people as well
as one or more adjacent counties. Core-based statistical areas with an urban center with between 10,000 and
50,000 people are micropolitan statistical areas, while those with an urban center with more than 50,000 peaple
are metropolitan statistical areas.

The median debt-to-income ratio for mortgages upto $70,000 was 34 percent, and the median note rate was 4.4
percent, in 2017 (table 2}
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15 Of course, potential homeowners have to overcome barriers beyond income. In particular, renters tend to have
lower credit scores than owners. Appraximately 49 percent of renters have a credit score above 650 {only 33
percent have credit score above 700}, compared with 81 percent of homeowners {Li and Goodman 2016},

1 "Neighborhood Stabilization Program,” US Department of Housing and Urban Development, accessed Aprit 3,
2018, htps:/vwwwhudexchange info/programsinspl,

37 “Who We Are," Detroit Land Bank Authority, accessed April 3, 2018, httpsi//buildingdetroit.orgioverviews.

18 "About the Healthy Rowhouse Project,” Healthy Rowhouse Project, accessed April 3, 2018,

httg:/healthyrowhouse.org/about/

19 The care-based statistical area median income was $59,200 for smali-doliar mortgage borrowers versus
$66,000 for all loans. The census tract median income was $47,632 for new small-loan borrowers versus
$&5,575 for all new borrowers.
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Testimony of Hector Hernandez before the Subcommittee on Oversight and Investigations,
Committee on Financial Services on August 2, 2019

For historical context on homeownership in Detroit, 'd like to cite a Homebuyer Ecosystem
Study authored by a local working group | participated on in 2017 and 2018. An excerpt reads
that no city in the United States has experienced a housing disaster on the scale of Detroit’s
recent history. From 1990 to 2014, Detroit lost over 250,000 residents ~ more than 30 percent
of its population. As a result of the population loss and the national credit crisis, Detroit’s
housing market crashed: Almost 110,000 housing units stood vacant that year, roughly 1/3 of
all units. From 2006 to 2010, the mean home sales price in Detroit plummeted over 75 percent.
Today, outside of Greater Downtown and East Riverfront, the mean home sale price has
improved only marginally. Every year from 2009 to 2016, over 95 percent of home purchases in
Detroit have been cash sales.

This economic hurricane blew away virtually the entire industry of experienced and
knowledgeable lenders, realtors, community development corporations and homebuyer
counseling agencies. “Homebuyer Ecosystem” is a short-hand label for the many parties
involved in enabling a buyer to find, purchase {and if necessary, renovate) a single-family
house. When the ecosystem works well, consumers easily reach a choice of experts at every
step of the way. In Detroit, unfortunately, the financial crisis and recession of 2006-2010
deteriorated the ecosystem so severely that even today it is holding back the city from reaching
its full potential economic recovery.

Number of Single-Family Home Purchase Mortgages in Detroit
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The graph of number of home mortgages in Detroit over time shows how few home sales are
financed with a mortgage. Detroit’s lingering under-performance after the recessionis duetoa
range of factors — from tighter credit standards, to a hollowing out of the local real estate
professions, to buyers’ cautious mindset. Nurturing this market back to health requires
intentionally working to attract capable buyers {creating demand) and sellers at gradually rising
prices {creating supply).

in fast couple of years, according to realtors and lenders, demand has increased for purchasing
single-family homes in some neighborhoods. in these areas, demand outpaces the supply of
move-in ready homes. Hopefully, this buyer interest will spread to more neighborhoods, lifting
home values and enabling more owners to reinvest. Normally, this demand would spur more
acquisition/renovation/sale activity.

However, most developers with the skills to acquire and renovate a home believe that renting
to tenants is more profitable than selling to an owner-occupant. With few finished homes for-
sale, the purchase market is not currently in equilibrium. This situation becomes a self-fulfilling
prophecy. Few quality renovations are for-sale, which creates the false impression of
insufficient demand. The high number of pre-qualified homebuyers searching for homes, and
the low days-on-market for finished homes indicates that as supply increases, latent demand
will absorb this inventory. When more move-in ready homes are available in concentrated
areas, then a critical mass of activity that changes the neighborhood perceptions can take hold
{e.g., Marygrove, Grandmont-Rosedale, Bagley).

| participated in an interview with John Gallagher from the Detroit Free Press in March of 2019
and here are a few relevant quotes from that article:

White people make up just 10 percent of Detroit’s population but got nearly half of the home
mortgage loans made in 2017 for which the race of the applicant was known.

Data collected under the federal Home Mortgage Disclosure Act show:

» White borrowers got almost the same number of mortgages as black borrowers despite
being a much smaller percentage of the city population. Of 1,072 mortgage loans made in
Detroit in 2017, the most recent year for which full data are available, 442 went to white
borrowers, 461 to black borrowers, and in the remainder the race of the applicant was not
known, or, in a few cases, went to Asians or those of other ethnic groups.
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» The mortgage market doesn’t exist or barely exists in more than half the city. Of 297
Census tracts in Detroit, each tract measuring several square blocks, 139 tracts saw no
mortgages at all in 2017, and another 91 saw just one to five mortgages.

» Only nine Census tracts out of the nearly 300 saw 20 or more mortgage loans made in
2017. Tracts where mortgages were more readily available were in the city’s more upscale
districts, including the east riverfront, the Palmer Woods area, and a handful of others. In those
areas, poverty rates are well below the city’s average and income levels are higher.

In part because mortgages are less readily available in the city, black home buyers may be
more likely to buy in the suburbs than in the city. In 2017, just two suburbs, Southfield and
Redford Township, accounted for more mortgage loans to black home buyers {747} than the
mortgage loans made to black buyers in Detroit itself {461} when the race of the applicant was
known.

A tack of mortgage loans does not mean there are no home sales in the city. Finance experts
estimate there may be 4,000 to 5,000 home sales in Detroit each year but up to 80 percent of
those transactions were cash or some variation, like a land contract, lenders and civic leaders
estimate.

Black borrowers more often got government-backed mortgages under either FHA or VA
programs, an indication that lenders found those clients less credit worthy or of 3 higher
risk. White home buyers, on the other hand, tended to get conventional mortgages, made to
those with good credit in stable neighborhoods.

In a vivid illustration of that last point, just three of a total of 635 homes sold by the Detroit
Land Bank Authority from November through February involved a traditional mortgage loan,
said Reginald Scott, director of dispositions for the Land Bank.

This lack of a robust mortgage market in Detroit creates a substantial drag on efforts to
improve the financial life of residents. For generations, getting a mortgage has been a ticket to
a middle-class life and a brighter future. The lack of mortgages for thousands of home buyers in
Detroit each year holds back Detroit's full recovery.

The problem however is not limited to access to mortgages or a lack of capital available in the
city.

SWS worked on strategies with the DLBA and we were strongly proposing that they make more
move in ready homes available as long as 5 years ago. The problem persists today; Detroit's
supply of move-in-ready houses is limited; appraised values are often too low to support a
conventional mortgage, and many buyers have blemished credit histories that made them, by
conventional fending metrics, unqualified for a traditional mortgage.
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With 4,000-5,000 home sales in Detroit per year and roughly 1,000 of those sold via mortgage,
that means the 75% of these transactions are either cash sales or land contracts. Land contract
present significant dangers. Land contracts may work out if you know what you're doing and
had an attorney review it, but by and large it opens that buyer up to predatory practices. Also,
there is seldom a title policy or even a title search done ensure the title is clear. With a
traditional mortgage, a buyer who falls behind may be able to negotiate a payment plan or
otherwise not lose everything. With a land contract, they can take the property back if you miss
even on payment.

Other challenges in 2019

Per NCRC report dated 7/31/19 using Home Mortgage Disclosure Act (HMDA) data for Wayne,
Oakland and Macomb Counties :

There has been a sharp decline in branches in the area this year, with 31 branches lost since
June 2018 and just 7 opened. Mortgage lending is relatively good throughout all three
counties, even in LMl and minority areas but within Detroit itself that changes drastically.

Solutions and recommendations:

* Homebuyer Counseling and credit building works. The counseling we provide helps
Detroiters gualify for a mortgage and often times Down Payment Assistance. These are
critical components to purchase homes in Detroit, especially, rehabbed, move in ready
homes for which there is a huge demand. It's not unusual for a rehabbed home to still
come with valuation gaps and DPA is critical in these instances.

* We have banking partners like JPMC who provide acquisition rehab funding in addition
to homebuyer counseling funding {and there are other generous partners as well). We
could use additional DPA and capital to acquire and rehab homes as the demand is
strong. We need to

* That said, HUD Counseling funding is wholly inadequate and does not scratch the
surface in terms of need or demand. HUD also recently enacted counseling certification
requirements that are very comprehension and require at least 40-50 hours of training
yet has not provided any funding to train or certify our counselors; a unfunded
mandate.

» CRA Reform needs to be strengthened and not weakened as the current administration
and regulators are trying to do. CRA grading must include enhanced reporting on LMl
borrowers, especially borrowers of color. Protect HMDA reporting as it is critical to
ensuring fair lending practices.
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e Branches in LMt communities are important so we need to slow down the process to
review and fully analyze the impacts of the merger on LMI communities which often
experience branch closures as part of merger.
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Congressional Testimony of Ted Phillips, Esq. on August 2, 2019
Executive Director, United Community Housing Coalition
Ad Junct Professor of Law, University of Detroit-Mercy School of Law

RE: “An Examination of the Housing Crisis in Michigan, 11 Years After the Recession”,

History and Background

Thank you for this opportunity to testify today. My name is Ted Phillips and I am the Executive
Director of the United Community Housing Coalition (UCHC), a nonprofit organization
delivering comprehensive housing services to low income households in Detroit for more than
40 years. Ihave served in this capacity since 1986 with the exception of two years during the
Archer Administration when I was the general manager for program, planning and budget for
public housing at the Detroit Housing Commission. I have been a licensed attorney for 36 years.

At UCHC we provide a wide range of legal and social services focused on resolving various
housing problems (primarily related to affordability and quality) for low income residents of
Detroit. These services include legal to prevent evictions and improve rental housing quality,
relocation assistance to provide for soft landings when displacement cannot be prevented, and
organizing efforts to protect federally subsidized housing developments at risk of loss. We also
operate large programs to protect and promote homeownership, annually preventing thousands of
mortgage and tax foreclosures as well as land contract forfeitures. Until December 2018 when
HUD eliminated the program, we also provided permanent housing placement services for
homeless families in Detroit.

The foreclosure crisis nationally and in Detroit is well described in the July 30, 2019
memorandum prepared for this committee by the FSC Majority staff. In addition to the facts
cited in that document, I would emphasize that the percentage of Black home-ownership dropped
in Michigan more than any other state, down to 40% from just over half in 2000.] Much of that
decline was in Detroit which until the turn of the millennium had some of the highest levels of
Black homeownership in the country. In comparison, during the same period, White
homeownership rates dropped only 3%. Detroit also endured one of the highest rates of
subprime lending in the country. Currently, new conventional mortgage loans remains scarce.

In 2017 there were only 994 mortgages provided in the entire city. This number represented an
increase over the 736 mortgage loans in 2016.% Redlining continues unabated and other
discriminatory lending practices remain a major problem. The Center for Investigative Reporting
found that in the Detroit metropolitan area, Black applicants were nearly twice as likely to be
denied a conventional home purchase loan as White applicants in 2016. * In less than a decade,
the mortgage and tax foreclosure crisis has converted Detroit from a majority owner-occupied to
majority renter-occupied city.

! Christine MacDonald, Black home ownership plunges in Michigan, The Detroit News (July 10,2015)

21d.
Id
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Blight caused by the foreclosure crisis destroyed whole neighborhoods in Detroit in a few years.
A Detroit News report found that 56% of mortgage foreclosed homes were blighted or
abandoned. Of those 36,400 homes, at least 13,000 were slated for demolition at a projected cost
of $195 million. As property values dropped by 90% and assessments were not adjusted, a wave
of tax foreclosures brought additional cascading numbers into the crisis. Compared to the size
of the problem, federal relief efforts were miniscule or misdirected. Initially federal Hardest Hit
program funds were limited to payments to banks to reinstate predatory mortgages, but most
refused to accept the payments to stop foreclosures. Eventually the program was expanded to
cover tax foreclosures and pay for demolitions caused by the foreclosures. The lending industry
which had caused the problem was largely absent with respect to solutions. Instead it dumped
thousands of REO properties on the market, at bargain basement prices, often to unscrupulous
investors who repeated the process with predatory land contracts offered to former homeowners
who could not qualify for mortgages as a result of their prior foreclosures.

Remedies and Model Interventions

Expanded use of Hardest Hit Funds is a viable solution that can help with federal approval to
spend funds for low sheriff sale redemptions, predatory land contract buy-outs and repurchases
of tax foreclosed homes, in addition to current uses. The continuation and expansion of the
program is needed to effectively address foreclosure issues.

With respect to mortgage foreclosure prevention, lenders and servicers managing federally
insured mortgages should be held accountable for their failure to provide significant forbearance
relief to prevent foreclosure. Instead, it appears that the opposite occurred — since the lenders
could recover full payment for a foreclosed mortgage, this provided an incentive to foreclose
rather than forbear. They could recapture loaned funds quickly and repeat the process, leaving in
the wake, a wreckage of vacant properties subject to blight, and homeless families with
decimated credit, unable to purchase other homes. New rental housing for these foreclosure
victims was often no more affordable and in substandard condition, and this further destabilized
our neighborhoods.

Conventional mortgage lending is central to homeownership opportunities. Therefore this type
of activity should be reported, measured by race and ethnicity, and more closely monitored in
CRA and CFPB reports. Financial institutions with foreclosed inventory and federal property
holdings at the VA and HUD should gift or otherwise make these properties available at steeply
discounted prices, for minority homeownership programs aimed at redressing the lending
diserimination and the foreclosure crisis.

Significant resources from the federal government and the banks are needed to pay for repairs to
blighted foreclosed properties that can yet be saved, rendered habitable and made available to
families who lost their homes as a result of the predatory lending and foreclosure practices of
financial institutions. Funds for demolition and new construction are required for the properties
that are beyond repair and impair neighborhood property values, as well as safety and rebuilding
efforts. Local governments in urban communities have been saddled with the entire cost of
addressing the mortgage foreclosure crisis which they did not create. A decade later, the
enormous residue of the problem persists with few resources in credit starved communities, to
remedy it.
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After nearly 20 years of tax foreclosures under Michigan’s amended foreclosure statute which
accelerated the process, Detroit is intervening to utilize its statutory first right of refusal, in
advance of the public auctions, to take homes and return them to homeowners who qualify for
poverty exemptions or to tenant occupants of leased properties. In the past two years, this
process has returned 600 properties to these occupants for the cost of the unpaid county taxes or
less?, retaining and promoting homeownership in the city. Our office is managing this program
and this year we are on track to return properties to homeowner-occupants or create new
homeowners among tenant occupants for another 500 homes. As a result, in this short period of
time, our small tax foreclosure prevention program with 6 staff will have essentially provided or
preserved more homeownership opportunities for families who lost their homes in tax
foreclosure®, than most of the mortgage lenders combined. To be fair, I should note that this has
been with the help of many foundations, the City of Detroit and the Wayne County Treasurer’s
office. Two of those foundations have been the Quicken Community Loan Fund and the JP
Morgan Chase Foundation. The total cost of our purchasing these homes will be a little over four
million dollars (34,000,000). However, if these families are to be truly provided with a fresh
start, there needs to be a significant investment in additional home repair grants that are largely
unavailable. In our program the current financial resources available to help families with
repairs is limited to approximately 50 homes.

This successful program in Detroit needs to be replicated in other minority communities across
Michigan with financial support from the federal and banking industry to re-purchase the homes.

Finally, as mentioned carlier, the mortgage foreclosure crisis generated a glut of properties in
bank owned inventories that were dumped on the Detroit market in donations and sales to
unscrupulous investors. The purchasers of these and tax foreclosed properties are restarting the
churning property cycle in sales of these often substandard properties on high cost predatory land
contracts or lease-to-own hybrid arrangements, which are largely unregulated. These methods
for achieving homeownership must be carefully regulated to protect buyers from predatory
terms, while at the same time permitting a pathway for homeownership for households otherwise
barred from homeownership opportunities due to limited income, wrecked credit as a result of
prior predatory mortgage foreclosures, or low cost housing that will not generate a sufficiently
large price for a conventional loan®. The financial services industry must be pressed to generate
smaller low cost mortgage loan products for lower priced homes in depressed housing markets.
Transparency concerning housing conditions and repair needs (supported by inspections), true
value (supported by assessments) and cost elements (taxes, insurance, price, interest, term,
monthly and total cost, repairs and rate of accumulating of equity) as well as default remedies
(court ordered forfeiture or foreclosure) are critical items to consider in the regulation of these
purchase agreements. All hybrids (e.g., rent-to-own agreements) should be treated as purchases

* One thousand dollars for poverty-exemption eligible former homeowners as a result of the settlement of an ACLU
suit. For tenants occupying tax foreclosed homes, the prices generally range from $2,000 to $5,000 with a one-year
term for repayments. Funding for the program was provided by a local foundation and the city which did not charge
the taxes owed 1o it.

* This does not include the over 6,000 households successfully assisted in this period to prevent tax or mortgage
foreclosure or land contract forfeitures, through a wide range of counseling and advocacy efforts.

© Many mortgage lenders insist on minimum loans of $50,000. A large percentage of the housing stock in Detroit
will not generate that value. Smaller foans also provide for lower, more affordable payments for low income
families. .
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rather than rentals to prevent confusion and forfeiture of equity and repair investments in tenant
eviction proceedings. Also, if these regulatory reforms are to be enforced, and foreclosures as
well as evictions related to foreclosures prevented, additional funding for free legal resources is
essential.

Concluding Recommendations:

1. Expand the Hardest Hit Funds program to provide for additional resources and uses for
these funds to effectively address continuing foreclosures and problems caused by the crisis,
including federal authorization to expend funds for tax and mortgage foreclosed property
purchases, redemptions, and predatory land contract buyouts, as well as for repairs/demolitions.

2. For federally insured mortgages, hold financial institutions accountable to provide for
significant forbearance relief to prevent foreclosures.

3. Recognizing that conventional mortgage lending is central to affordable
homeownership opportunities, vigorously monitor these activities by race and ethnicity in CRA
and CFPB reports, with significant consequences for failure to address poor performance.

4. Require lender to provide substantial commitments of resources to pay for repairs to
blighted foreclosed properties that can be rendered habitable and made available to families who
lost their homes as a result of predatory and discriminatory lending and foreclosure practices.
Identify and commit federal sources that can also cover these costs.

5. Identify and commit significant resources from the federal government and lenders
to cover demolition and new construction costs in urban areas devastated by the foreclosure
crisis.

6. Require lenders to develop small low cost mortgage loan products for lower priced
homes in depressed housing markets.

7. Regulate land contracts to

a. Increase transparency concerning property conditions and repair needs as well
as estimated costs of repairs (supported by independent inspections)

b. Disclose true housing values (supported by independent assessments) and cost
elements (including taxes insurance, interest, terms, price, repairs and methods by which
equity is accumulated)

c. Classify hybrids (e.g., rent to own agreements) as purchase rather than rentals
to prevent confusion and forfeiture of equity and repair investments in tenant eviction
proceedings.

d. Render all hybrid agreements subject to court ordered forfeiture or
foreclosures for defaults.
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