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EXAMINING DISCRIMINATION AND
OTHER BARRIERS TO CONSUMER
CREDIT, HOMEOWNERSHIP, AND
FINANCIAL INCLUSION IN TEXAS

Wednesday, September 4, 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 10:17 a.m., at the
Fountain Life Center, 14083 South Main Street, Houston, Texas,
Hon. Al Green [chairman of the subcommittee] presiding.

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

Also present: Representatives Meeks, Clay, Cleaver, and Dingell.

Chairman GREEN. The Oversight and Investigations Sub-
committee will come to order.

The title of today’s subcommittee hearing is, “Examining Dis-
crimination and Other Barriers to Consumer Credit, Homeowner-
ship, and Financial Inclusion in Texas.”

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

And, without objection, members of the local media who are in-
vited to this hearing may engage in audio and visual coverage of
the subcommittee’s proceedings. Such coverage is solely to educate,
enlighten, and inform the general public on an impartial basis of
the subcommittee’s operations and consideration of legislative
issues, as well as developing an understanding and perspective on
the U.S. House of Representatives and its role in our government.
This coverage may not be used for any partisan political campaign
purpose or be made available for such purpose.

The Chair now recognizes himself for 5 minutes for an opening
statement.

Today’s hearing marks the first field hearing I have convened in
Texas in my capacity as Chair of the Oversight and Investigations
Subcommittee. Therefore, it is fitting that this hearing focuses on
a crucial topic for residents of Texas and the 9th Congressional
District, namely, discrimination and other barriers to homeowner-
ship, credit, and affordable financial services.
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Whether for the financing of a home, for college tuition, for a new
business, or for day-to-day living expenses, fair access to credit
products, lenders, and services is at the heart of financial inclusion.
Yet for too many Texans, a mortgage, credit card, or even a low-
cost checking account that is free of hidden fees remain out of
reach.

This lack of access to affordable financial products and services
is exacerbated by the events of the past decade. During this time,
we have seen the number of minority-owned banks plummet from
44 African American-owned banks in 2007 to just 19 today; from
53 Hispanic-owned banks a decade ago to just 26 today; from 99
Asian American-owned banks in 2010 to just 63 today; and from
22 Native American-owned banks in 2010 to just 18 today.

Over the same period of time, the banking industry overall has
witnessed a massive and continuing consolidation, such that today
just eight megabanks hold fully half of all banking assets in Amer-
ica. Some things bear repeating: Eight megabanks hold fully half
of all banking assets in America.

Further exacerbating the problem of effective lending for minor-
ity-owned banks is the lack of capacity to fund the major projects
that can aid small businesses in their development, as well as im-
provg the quality of life in the community where the banks are lo-
cated.

For decades, regulators and researchers alike have found over-
whelming evidence of invidious discrimination in mortgage lending,
small business loans, and other financial products. This is unac-
ceptable, and it must end.

Prosecutors and think tanks have developed empirical evidence
validating what our community knows all too well: Discrimination
is a fact of life in the economic lives of minorities seeking access
to housing in 2019, 51 years after the enactment of the Fair Hous-
ing Act. This is unacceptable, and it must end.

Today, in 2019, 41 years since the Community Reinvestment Act
was enacted, new research released just this week reveals a pat-
tern of disinvestment, discouragement, and inequitable treatment
of Black- and Hispanic-owned businesses, a pattern spanning the
period from 2008 to 2016. This is unacceptable, and it must end.

Some of the worst offenders in the financial industry have been
charged, convicted, and punished with just a slap on the wrist for
discriminatory and predatory practices against their own cus-
tomers. But these recidivists continue, often repeating the same
course of conduct and absorbing penalties and fines for discrimina-
tion as merely a cost of doing business, allowing the cycle to con-
tinue. This, too, is unacceptable, and it must end.

Measured against the megabanks’ record $780 billion in profits
over the past decade, the $160 billion in fines they paid may be-
come just another cost of doing business. If ever this state of affairs
were deemed acceptable by some, it is no longer acceptable and it
must end.

We are convened here today in Houston, as Members of the Con-
gress from around the nation, to begin the end of this form of invid-
ious discrimination, the end of discrimination against small busi-
nesses, small businessmen and women seeking a fair shake when
they apply for a loan, the end of disparate treatment against
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LGBTQ+ home buyers seeking a mortgage on the same terms as
their straight and cisgender counterparts, and the end of financial
institutions treating simply as a cost of doing business the billions
in fines they pay for recurring discriminatory and predatory con-
duct against borrowers of color.

It is my intention to explore the legal and policy solutions that
will ensure that no one is left behind, such that finally, American
economic life becomes truly inclusive and equitable.

In conclusion, I wish to thank my colleagues, Representatives
Cleaver, Clay, and Meeks, soon to be joined by Representative
Tlaib, for making the trip here from Missouri, New York City, and
Michigan. And of course, we have Ms. Garcia, who is my neighbor
here in Texas, and I thank her for traversing the short distance
and being here with us as well.

I am pleased to be able to help to bring some visibility to critical
issues of equity and fairness for all Americans. That is what this
hearing is all about.

And at this time, I would like to introduce our first panel of wit-
nesses. I would like to extend a warm welcome to each of the wit-
nesses.

On our first panel, I am pleased to introduce now Judson Robin-
son ITII, CEO and Chair of the Houston Area Urban League; Belin-
da Everette, Director, Housing Initiative, NAACP Houston Branch;
John Wong, Founding Chair, Asian Real Estate Association of
America; Hua Sun, Associate Professor, Finance, Iowa State Uni-
versity; Dedrick Asante-Muhammad, Chief of Race, Wealth, and
Community, National Community Reinvestment Coalition.

Welcome to all of you, and thank you for being here. Each wit-
ness will be recognized for 5 minutes to give an oral presentation
of their testimony. And without objection, the witnesses’ written
statements will be made a part of the record.

Once the witnesses finish their testimony, each Member will
have 5 minutes within which to ask questions. The timekeeper will
signal when you have 1 minute remaining. As a matter of fact, this
will be your 1-minute signal.

[Timer sounding.]

This will let you know you have 1 minute remaining. After your
time is up, you will hear the gavel.

[Gavel sounding.}

This will indicate that you should wrap up, if you have not al-
ready wrapped up.

We will begin with Mr. Judson Robinson. You are now recognized
for 5 minutes for your statement.

STATEMENT OF JUDSON ROBINSON III, CEO AND CHAIR,
HOUSTON AREA URBAN LEAGUE

Mr. ROBINSON. Thank you, Chairman Green, and distinguished
members of the subcommittee, for allowing me to testify about dis-
crimination and other barriers to consumer credit, homeownership,
and financial inclusion in Texas.

In addition to my current role as president and CEO of the Hous-
ton Area Urban League, I have the privilege of serving this com-
munity as a member of our city council and as vice mayor pro tem.
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I have considerable insight into the barriers that prevent
Houstonians from sharing in the great prosperity of our City.

A longer version of my testimony has been submitted to the com-
mittee, which identifies sources of discrimination and barriers and
suggests solutions, so I will use my brief time to highlight a few
issues of particular concern.

The mission of the Urban League is to enable African Americans
and other underserved communities to secure economic self-reli-
ance, parity, power, and civil rights. We help our constituents at-
tain economic self-reliance through homeownership, job training,
good jobs, entrepreneurship, and wealth accumulation.

Our views and recommendations are based on decades of direct
program experience in urban communities across the country, and
our historic role in documenting and fashioning remedies to ad-
dress our nation’s long and unfortunate history of discrimination
against communities of color. The subject of today’s hearing falls
squarely within the mission of our organization, both nationally
and here in Texas.

There is a serious lack of access to affordable credit in commu-
nities of color. The 2008 financial crisis, during which Americans
lost more than $19 trillion in household wealth, impacted minori-
ties disproportionately. Perverse incentives in the secondary mort-
gage market drove unscrupulous brokers and loan officers to target
otherwise creditworthy borrowers in communities of color with abu-
sive and predatory loans.

The result of targeting minority borrowers with predatory mort-
gage products, in effect, set up these same borrowers to be dis-
proportionately affected when the housing market crashed. African-
American and Latinx borrowers were much more likely to receive
high-interest subprime loans and loans with features that are asso-
ciated with higher foreclosures.

The lingering effects on communities of color have been dev-
astating. In Texas, low- and middle-income families are having par-
ticular trouble finding affordable apartments to rent or houses for
which they can secure a mortgage.

Houston has among the nation’s most extreme income gap be-
tween renters and homeowners. A typical renter’s income of
$39,500 is 64 percent of a typical homeowner’s income of $61,470.
The City’s Black homeownership is about 32 percent, far lower
than before the 2008 financial crisis.

As in many cities, African Americans here are more likely to lose
their homes to foreclosure, and they continue to face barriers to ac-
cessing credit today. Houston residents are also facing the economic
hardships brought about by Hurricane Harvey, which increased the
demand for homes and helped push up real estate prices.

Redlining remains a serious problem. In 1977, Congress passed
the Community Reinvestment Act (CRA) because of concerns that
federally insured banking institutions were not making enough
credit available in the communities they served. Disinvestment
practices allowed depository institutions to accept deposits from Af-
rican Americans in the inner city and reinvest them in more afflu-
ent suburban areas.

Redlining prevented African Americans and others from securing
affordable homes and mortgages in decent neighborhoods and pur-
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posely segregated communities. Segregated into slums, African
Americans were concentrated into poverty by intentional discrimi-
natory policies. They were denied credit to purchase homes, start
small businesses, and to meet everyday living expenses. Blight,
crime, and decreased property values resulted. Cities were left be-
hind with no adequate tax base for basic services, accelerating com-
munity deterioration.

To be clear, the CRA is one of the most important civil rights and
economic justice laws of the 20th Century. In the 21st Century,
however, the law is in dire need of reform. CRA-regulated institu-
tions have not met the needs of the community, allowing an array
of non-banks to enter the marketplace, many of whom provide
high-cost and often predatory products. Simply put, the CRA can
and must do more.

Housing segregation reinforces racism and diminishes us as a na-
tion. Under pressure from the insurance industry, the Department
of Housing and Urban Development has proposed weakening the
regulation of disparate impact claims under the Fair Housing Act.
If this rule becomes final, victims of housing discrimination will
have very limited judicial remedies. Their access to the courts will
be all but gutted.

I will skip to public housing. The 1.1 million housing units oper-
ated by public housing nationwide are in need of repair and mod-
ernization. Funding to address necessary maintenance repairs at
public housing associations is generally under the purview of Con-
gress through the Public Housing Capital Fund, which aims to help
PHAs maintain their operations and address any backlog in capital
repairs. However, this program is severely underfunded.

[The prepared statement of Mr. Robinson can be found on page
81 of the appendix.]

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

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

STATEMENT OF BELINDA EVERETTE, DIRECTOR, HOUSING
INITIATIVE, NAACP HOUSTON BRANCH

Ms. EVERETTE. Thank you for allowing me to serve on this panel,
and I am very appreciative to serve on the nation’s largest and old-
est civil rights organization, as well.

A pivotal component to the challenge to increase African-Amer-
ican homeownership has been, and continues to be, access to credit,
specifically residential home mortgages. Homeownership is the
most significant factor contributing to the disparate gap in wealth
between whites and minorities. A study by Brandeis University re-
veals that years of homeownership, not just homeownership, is the
driving force at the core of the gap.

Housing, lending, and insurance markets have served as the bas-
tions of overt discrimination through residential segregation. The
dual credit markets in the United States make it easy for main-
stream lenders to ignore and avoid minority and low- to moderate-
income communities, but provide easy access for payday loan
stores, pawn shops, and hard money lenders with their specialized
products designed to drain the life’s blood from many communities
of color.
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Drive through many of Houston’s historic minority communities
and you will see a plethora of fast-money resources with high inter-
est rates and easy payroll deduction repayment structures. Most

ayday lenders enjoy 400 percent interest on loan amounts from
50 to $500. This is the level of credit that is readily available to
Houston’s minority population.

Since 2007, African-American homeownership has experienced
the most dramatic decline of any racial or ethnic group. African-
American homeownership declined 5 percent in the past 10 years,
while Caucasian, Asian, and Hispanic homeownership declined by
only 1 percent. Researching the most recently published Home
Mortgage Disclosure Act (HMDA) data for the Houston-Woodlands-
Sugar Land Metropolitan Statistical Area (MSA), these numbers
are supported by an alarming ongoing trend in mortgage origina-
tion.

Of less than 5,000 applications, conventional mortgage loans
originated in the entire Houston MSA consisted of 2,921 loans, for
a b8-percent approval rate. The Hispanic Americans in this great
City originated 13,000 applications and had a 54-percent approval
rate for 7,000 loans. That is contrasted by 52,346 applications for
white or Caucasian Americans, with a 71-percent approval rate for
37,000 loans.

The statistics reveal a systemic and pervasive discriminatory sys-
tem at work. According to the City of Houston, the demographic
makeup of the Houston MSA is 25 percent white, 22 percent Black
or African American, 45 percent Hispanic American, 7 percent
Asian American, and 1 percent other or mixed race. Whites are
provided homeownership opportunities at a rate that is 10 times
that of African Americans, and 4 times that of Hispanic Americans.

One of the most important steps in stabilizing and expanding
sustainable homeownership within minority communities is to ex-
pand their access to credit. We need to have a greater focus on con-
sumer education and housing education related to building credit
and using low-down-payment and down-payment assistance pro-
grams. More than 70 percent of all adults are unaware that down-
payment assistance exists, and that 87 percent of all homes sold in
the United States qualify for down-payment assistance.

While nationally, the African-American homeownership rate
peaked at 45 percent during the first 6 years of our new millen-
nium, it is currently at 42 percent, and Houston is at only 38 per-
cent.

However, in celebration of the 100-year anniversary of the
NAACP, we developed and introduced a housing initiative, Homes
for Houston, featuring a Home Buyer Education Program to ad-
dress the rapid decline in minority homeownership. The Home
Buyer Education Program took a comprehensive approach to edu-
cating consumers on every aspect of the home acquisition process,
from learning financial and credit management, to understanding
sales contracts, appraisals, and title work. The curriculum provides
common-sense, comprehensive education for consumers. Addition-
ally, the seven-module course includes a detailed module on down-
payment assistance programs.

In its inaugural year, over 230 people completed the program,
with 22 new homeowners for $3.8 million in the first 6 months, and
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by year’s end, we had an additional 50 people in the process for $12
million in new mortgages.

Education and access to resources are the key, but a partnership
and alliance with the financial services community is the driving
factor to the success of our program. Meeting people where they
are and providing true investment in the community by investing
in its people is the solution to increasing and sustaining minority
homeownership.

[The prepared statement of Ms. Everette can be found on page
63 of the appendix.]

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

Mr. Wong, you are now recognized for 5 minutes.

STATEMENT OF JOHN WONG, FOUNDING CHAIR, ASIAN REAL
ESTATE ASSOCIATION OF AMERICA (AREAA)

Mr. WoONG. Chairman Green, members of the Oversight and In-
vestigations Subcommittee, and members of the audience, I thank
you all for the opportunity to speak on behalf of the Asian Real Es-
tate Association of America (AREAA), and the Asian American and
Pacific Islander (AAPI) communities whom its members serve.

AREAA represents over 17,000 real estate and mortgage profes-
sionals from across the country. AREAA is the largest AAPI profes-
sional association in the United States and is comprised of profes-
sionals who work directly with AAPI families in the real estate and
mortgage lending markets. On a daily basis, AREAA’s members
work with clients who experience discrimination and barriers in
their quest to achieve the American Dream of homeownership. It
is on their behalf that I rise before you to testify.

HMDA data shows that Asian-American mortgage applicants
face the highest proportional denial rates due to incomplete appli-
cations. These incomplete applications result from hurdles and bar-
riers faced by AAPI applicants.

One such barrier is language comfort. AREAA’s 2019 State of
Asia America report declares that the AAPI community is linguis-
tically diverse and vibrant: 77 percent of AAPI families responded
that they speak a language other than, or in addition to, English
at home; 19 percent said they spoke English well, but not very
well; 12 percent stated they did not speak English well; and 4 per-
cent do not speak English at all.

To address this reality, AREAA actively advocates for inserting
an information-gathering language question on the Uniform Resi-
dential Loan Application, the URLA form. AREAA was pleased
that the Federal Housing Finance Agency (FHFA) originally agreed
to the inclusion of this language preference question for borrowers.
AREAA regrets that the inclusion of this question has now been re-
versed, and we will continue to work on language access to
strengthen the understanding for AAPI communities.

AREAA is an active member of the Language Access Working
Group, formed jointly by FHFA, Fannie Mae, and Freddie Mac, to
improve the ability of mortgage-ready, but limited-English-pro-
ficiency (LEP) borrowers to understand and participate in all facets
of the mortgage life cycle.

AREAA fully supports development of an online library with
standardized definitions of mortgage terms in multiple languages.
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This library would bring consistency to the understanding and defi-
nitions that consumers, industry professionals, and regulators have
for the terms used in the loan application.

The library is currently available for Spanish translation at the
FHFA website. The Asian languages to be included are Chinese,
Vietnamese, Korean, and Tagalog. Chinese and Vietnamese are
scheduled to become active on the website this year. AREAA urges
that this FHFA-Fannie Mae-Freddie Mac plan continue.

The evaluation methodology for creditworthiness is a second
major hurdle for AAPI borrowers. Many Asian Americans and Pa-
cific Islanders, especially foreign-born immigrants, come from cul-
tures in which taking on debt is rare or frowned upon. The method-
ology for measuring likeliness to repay a loan does not work for
borrowers from such cultures.

The denial rate for mortgage applicants based on insufficient
credit histories identifies that Asian Americans are denied at dou-
ble the rate of other demographics. HMDA data shows that AAPI
mortgage applicants disproportionately faced the highest denial
rates due to unverifiable credit information.

We are pleased that FHFA has announced that Fannie Mae and
Freddie Mac are adding additional credit-measuring metrics to
their creditworthiness evaluations.

The Asian Real Estate Association of America believes in a hous-
ing market that is free from discrimination for all participants.
AREAA opposes policies and practices that are known to have dis-
parate impact on any demographic group defined by race, color, re-
ligion, national origin, sex, handicap, familial status, sexual ori-
entation, and gender.

There is a fairness component in AREAA’s goals and actions to
evolve. The Federal Reserve 2018 Survey of Consumer Finances re-
ports that families who own their homes have an average net
worth of $231,400, when compared to the $5,200 average net worth
of families who rent. This is a 44-percent differential. This is vali-
dated by the experience of AREAA members and their clients’ expe-
riences.

[The prepared statement of Mr. Wong can be found on page 95
of the appendix.]

Chairman GREEN. Thank you very much, Mr. Wong, for your tes-
timony.

We will now recognize Mr. Asante-Muhammad for 5 minutes.

STATEMENT OF DEDRICK ASANTE-MUHAMMAD, CHIEF, RACE,
WEALTH, AND COMMUNITY, NATIONAL COMMUNITY REIN-
VESTMENT COALITION (NCRC)

Mr. ASANTE-MUHAMMAD. Good morning. And thank you, Chair-
man Green, and members of the subcommittee, for inviting me
here as a representative of the National Community Reinvestment
Coalition to speak about entrepreneurship, credit, and racial
wealth inequality.

NCRC was formed in 1990 and has grown into an association of
more than 600 community-based organizations that promote access
to essential banking services, affordable housing, entrepreneurship,
job creation, and vibrant communities for America’s working fami-
lies.
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In January of 2019, the Institute for Policy Studies released a re-
port entitled, “Dreams Deferred,” that highlights that racial wealth
inequality has been increasing over the last 33 years.

In 2016, white median wealth was $146,984, Latino median
wealth was $6,591, and Black median wealth was at a low $3,557.
There is growing recognition that wealth is an essential indicator
of the economic well-being and stability of households, and that
such low levels of wealth among Blacks and Hispanics is a signifi-
cant indicator of continuing, deep, racial economic inequality.

Professor Ed Wolffs’ 2017 paper, “Deconstructing Household
Wealth Trends in the United States, 1983 to 2016,” notes that
throughout the last 33 years, unincorporated business equity has
consistently been the second-largest percentage of gross assets for
households behind only principal residence. Business equity is a
foundational part of wealth development in this country, making
small business development a central aspect of strengthening fi-
nancial well-being for many Americans.

Today, NCRC released a White Paper examining the reality and
the practices of bank investing in small businesses. NCRC and our
academic partners—Dr. Jerome Williams at Rutgers, Dr. Glenn
Christensen at Brigham Young University, and Dr. Sterling Bone
at Utah State University—conducted a two-part study to evaluate
differences in small business ownership and lending opportunities.

In one section, NCRC analyzed small business ownership and
lending at the national and metropolitan level in seven cities using
data from the Federal Government. The seven areas we examined
are Atlanta, Houston, Los Angeles, Milwaukee, the five boroughs
of New York City, Philadelphia, and Washington, D.C.

Next, NCRC and our partners conducted a series of mystery
shopping tests of banks to evaluate the customer service experience
of prospective borrowers of different races and ethnicities in the
Los Angeles metropolitan area. The title of our paper, “Disinvest-
ment, Discouragement, and Inequity in Small Business Lending,”
speaks to much of what we found in our research. Our paper high-
lights that there are tremendous gaps in Black and Hispanic busi-
ness ownership relative to their population size. Although 12.6 per-
cent of the U.S. population is Black, only 9.5 percent of African
Americans are business owners, and only 2.1 percent of businesses
with employees are Black-owned. Hispanics are 16.9 percent of the
population but only own 5.6 percent of small businesses with em-
ployees.

There is also a lack of access to capital through the traditional
banking market, especially for Black business owners, who have
seen a steep decline in Small Business Administration (SBA) 7
lending from 8 percent of loans to 3 percent of loans.

NCRC’s mystery shopping test indicates substandard customer
service, including inadequate presentation of loan information for
all testers regardless of race. It is also true that white testers re-
ceived superior customer service by being asked fewer questions
about eligibility and obtaining more information about the loan
product than were their Black and Hispanic counterparts.

One of the barriers that NCRC’s research team found when ana-
lyzing the lending data in the small business arena is the lack of
publicly available data. It is imperative that Section 1071 of the
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Dodd-Frank Act be implemented. Section 1071 would require lend-
ing institutions to submit data on small business loans made to
minority- and women-owned businesses. The nonimplementation of
Section 1071 of Dodd-Frank inhibits the ability to understand
whether capital is allocated in an equitable way to women- and mi-
nority-owned small businesses.

Chairman Green has introduced two bills, H.R. 149 (the Housing
Fairness Act), and H.R. 166 (the Fair Lending for All Act), during
this congressional session. Both bills would strengthen fair housing
and fair lending laws by increasing the support for testing at both
HUD and the Consumer Financial Protection Bureau, allowing for
more in-depth analysis of investment and capital that becomes the
basis of financial security for so many American households.

Thank you, Chairman Green, for the opportunity to highlight our
research in the small business arena.

[The prepared statement of Mr. Asante-Muhammad can be found
on page 60 of the appendix.]

Chairman GREEN. Thank you.

At this time, we will hear from Professor Sun for 5 minutes.

STATEMENT OF HUA SUN, ASSOCIATE PROFESSOR, FINANCE,
IOWA STATE UNIVERSITY

Mr. SuN. Good morning. I want to thank Chairman Green and
the subcommittee members for giving me the opportunity to testify
at this hearing. My name is Hua Sun, and I am an associate pro-
fessor of finance at Iowa State University.

I am pleased to discuss our findings on potential disparate lend-
ing practices to same-sex borrowers. I recently published a paper—
Lei Gao is my co-author—that looks at this issue.

The primary data we used is a 20-percent random sample from
HMDA from 1990 to 2015. It gave us over 30 million observations
on residential mortgage application records that involved both a
borrower and a co-borrower.

We then merged this data with Fannie Mae single-family loan
performance data on over 400,000 mortgages originating after
2004. And this merged data gave us a chance to look at financing
costs and succeeding loan performance.

Our findings show that compared to hetero-sex applicants with
similar characteristics, same-sex borrowers, on average, experi-
enced about a 3- to 8-percent lower approval rate.

Further, among approved loans, lenders charged, on average, a
higher interest rate and fees in the range between 2 to 20 basis
points. Our inferred dollar value on the higher financing costs im-
posed on same-sex borrowers is between $8.6 million to $86 million
nationwide every year amongst same-sex borrowers.

Yet, we were unable to find statistical evidence that same-sex
borrowers are more risky. Indeed, our data reveals that same-sex
borrowers appear to be slightly less risky than comparable hetero-
sex borrowers. They exhibit similar default risk, but statistically
significant lower prepayment risk than comparable hetero-sex bor-
rowers.

In one other robustness check, we looked at a subsample of
same-sex borrowers to rule out the possibility that they are only
relatives. So, basically, we looked at a subsample of same-sex bor-
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rowers who are of a different race, and we continued to find a sig-
nificantly lower approval rate on this restricted sample.

One serious limitation of HMDA data is its lack of information
on the borrower’s characteristics, such as their credit history. To
mitigate this problem, we cross-validated our study by using a
small sample of mortgage borrowers from the Boston metropolitan
area in 1990.

The strength of this Boston data is that it has very detailed in-
formation on borrower characteristics such as their credit history,
work experiences, and educational backgrounds. And the Boston
data, after we controlled for a wide range of mortgage and bor-
rower characteristics, revealed that same-sex borrowers are 73.12
percent more likely to be denied when they apply for a loan.

We also looked at time series performance of loan underwriting
nationwide, and we found that the gap of the lower approval rate
to same-sex borrowers is rather persistent. Indeed, the HMDA data
shows that the gap was even larger in 2015 than in the year 1990.

In regard to the agency versus non-agency loans, we found that
the largest gap seems to be on conventional loans, where the raw
approval rate on same-sex borrowers is about 7 percent lower. The
gap is about 4 percent for VA loans and 0.8 percent for FHA loans.

To summarize, our findings document some statistically- and eco-
nomically significant findings on adverse lending outcomes to
same-sex borrowers. The disparate lending practice seems to be
throughout the life cycle, from applying for, to paying off a loan.

Given the fact that current credit protection laws, such as the
Fair Housing Act and the Equal Credit Opportunity Act, do not ex-
plicitly list sexual orientation as a protected class, it is my wish
that our study and this testimony will help initiate a constructive
discussion on the need and the means to provide better protection
to same-sex borrowers.

Thank you very much.

[The prepared statement of Mr. Sun can be found on page 92 of
the appendix.]

Chairman GREEN. Thank you, Professor.

At this time, the Chair will recognize the gentlelady from Texas,
Ms. Garcia, who is a memberof the subcommittee, for 5 minutes for
questions.

Ms. GARCIA OF TEXAS. Thank you, Mr. Chairman, and I would
like to start off today by thanking you for convening this very im-
portant hearing. I know we have looked at this topic some in the
broader sense on the committee, and certainly you have filed some
legislation that might address some of these issues. But it is al-
ways so great when we can go in the field and hear directly from
the folks at home.

The Houston region is one of the most diverse metropolitan areas
in the country. Our diversity is one of our strengths, and it is one
that should make us all very proud.

At the same time, we need to wrestle with some hard truths lo-
cally and as a nation. The legacy of discrimination and racism has
kept some communities and some of us here today from succeeding.

I have here a redline map of Houston from 1930. Sadly, if we
look at it even today, we can certainly see that some of these lines
still mirror some of what is happening today.



12

I know that in my district, the yellow is noted as being a defi-
nitely declining area, an area that we need to stay away from. Haz-
ardous in red includes, sadly, part of your district and part of mine.
And if we look at some of the numbers that some of you all have
mentioned today, certainly we may not have made much progress
when you look at it in that respect.

So, today, the most—

Chairman GREEN. Would the gentlelady like to introduce these
documents into the record?

Ms. GARcCIA OF TEXAS. I ask for unanimous consent to enter this
in the record.

Chairman GREEN. Without objection, it is so ordered.

Ms. GARCIA OF TEXAS. Thank you.

Today, the most blatant and obvious discrimination in redlining
mostly doesn’t occur, but it continues under the guise of
gentrification, where changes are made to a community that do not
help those who live there and, instead, pressure them out of their
homes.

This committee saw that in Detroit, where Congresswoman Tlaib
hosted us earlier in August, and I can only guess that it is repeated
all across America.

I also believe, and this committee is looking at this very issue,
that we need to make sure that discrimination impacts do not get
incorporated into new ways of banking and other financial institu-
tions as they use new technology such as artificial intelligence or
algorithms to make lending decisions.

We know discrimination exists. It is sometimes just more subtle
and maybe a little more quiet. But we know it is there, and Mr.
Chairman, thank you for bringing us together so that we can end
it.

I wanted to start my questions with Mr. Wong. Mr. Wong, you
mentioned language barriers. Many have talked about economic
issues. Some have talked about financial stability.

If you had to name the one factor that we can look at to try to
address this, what would that be, that would widen the doors of op-
portunity for all minorities with respect to the issue that we are
talking about today?

Mr. WonG. I think AREAA’s perspective is that the language
barriers that are faced by individuals not only impact their ability
to obtain a loan, but it affects their ability to maintain the loan
sustainably, and even at the very end, should something horrible
happen, to not understand what resources are available to help
them if they come into problems.

During the foreclosure crisis, a number of AREAA members were
involved in the AREAA disposition process. And many noted that
homes that had foreclosed owners of Asian surnames, when they
did their initial inspection of the property, they were spotless.
These individuals had cleaned the floors, mopped everything, and
just left. And in discussions with the agencies and other banks,
these individuals had never, ever called the lenders to note that
there might be an issue.

So I think that, generally speaking, to have something like the
language library that is in the process of being implemented—it
has been successful with the Spanish language—if that is contin-
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ued, rather than deterred in another direction, I think that would
be very helpful.

Ms. GARCIA OF TEXAS. All right, thank you.

And Mr. Robinson, you know I had to pick on you. It is good to
see you here.

Tell me, when we talk about funding, are we seeing disparity in
funding for some of the public housing projects and some of the
projects that I know that the Urban League is working on? Can we
say that other groups—you know, white groups, if you will—get
more dollars in funding and less cuts than, perhaps, the Urban
League and some that address minority housing opportunities?

Mr. ROBINSON. Let me speak first from the national perspective.

The most recent study by HUD on the public housing capital
backlog was published in 2010 and found that the nationwide back-
log of deferred maintenance to address needed repairs and improve
the living conditions in public housing stood at $26 billion and
would grow at a rate of 8 percent, or $3.4 billion, annually, if not
addressed.

According to the same study, 10,000 public housing units are lost
each year due to disrepair. The key drivers of the capital backlog
in this report were needed household improvements that ensure
human health and safety.

To speak locally about the access to resources to ensure that we
have adequate public housing, I would say it is pretty general
across-the-board. These numbers would impact Texas just as dis-
proportionately as they do any other State as it relates to minori-
ties.

Being strong advocates for the population of underserved is our
challenge. Making sure that we have the resources necessary to en-
sure that our voices are being heard is an ongoing challenge. It al-
ways has been. But looking at the national perspective of the over-
all impact, it is pretty daunting.

Ms. GARCIA OF TEXAS. All right, thank you.

Thank you, Mr. Chairman. I yield back.

Chairman GREEN. The gentlelady yields back.

We will now recognize the gentleman from New York, Mr.
Meeks, who is also the Chair of our Subcommittee on Consumer
Protection and Financial Institutions.

And I might add that we all serve under the leadership of the
Honorable Maxine Waters, who is the Chair of the full Financial
Services Committee.

Mr. Meeks, you are recognized for 5 minutes.

Mr. MEEKS. Thank you, Chairman Green. And I want to thank
you for your extraordinary leadership in Washington, D.C., and the
methods by which you handle the Oversight and Investigations
Subcommittee as its Chair, and your strong advocacy in making
sure that the people of the 9th Congressional District are receiving
the kind of attention they should on the Financial Services Com-
mittee, as well as throughout the Congress of the United States,
as to accessibility to financial institutions, and your continuing to
look into the root causes of the kind of disparities that we have
heard from our panelists today, and digging into it and not allow-
ing just courtesy answers by some of the institutions, digging deep
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into the reasons and how we can stop the kind of discrimination
that I have heard here, the redlining that still continues.

Your pursuit of justice and equality in creating wealth in commu-
nities of color is unparalleled. And thank you also for bringing us
down to your district and to Texas so that we can continue to have
this very, very important dialogue and conversation.

As you indicated, I am from New York, which is probably home
to more of the huge financial institutions than any place in the
world. And they have a great deal of wealth. Yet, we are seeing the
disparities between the haves and the have-nots in this country
like never before.

The one aspect, the one way that we saw, particularly in African-
American and Hispanic and Asian communities, that you could
start closing that wealth gap was two ways: one, homeownership,
which after 2008 was devastated; and two, as Mr. Asante-Muham-
mad has said, ownership of your business, equity ownership. And
both of those things, we have recently begun to lose.

We see our role on the Financial Services Committee to restore
the focus on the roles of our regulators to make sure that discrimi-
nation is stopped; and on the role, particularly of small and minor-
ity banks, that they can play in the communities in which which
our people live.

Indeed, when I think about 2008 in my district—I am sure it is
no different than Houston—we suffered the greatest amount of
homeownership loss of anybody in New York City.

Yet, the cause of the problem was not the small and minority
banks. They were not the ones that were giving out the exotic
mortgages. They were not the ones that were giving out the no-doc-
ument loans. They were not the ones that were giving out the ad-
justable-rate mortgages that they knew people could not pay for
after 2 or 3 years.

So, we are focused now on trying to make sure that we remedy
those scenarios. We are coming up—Mr. Robinson, as you indi-
cated, we are looking at now, how do we bring a revised and new
and energized CRA so that we can begin to level the playing field?

So I will ask you the first question, Mr. Robinson, because we are
talking to the OCC and the FDIC and the Federal Reserve about
CRA. And given technology today and how people evolve, what do
you see? What would you suggest that we look at and focus on, on
our committee, to make sure that they are an integral part of cor-
recting and moving forward with CRA?

Mr. ROBINSON. Well, a couple of the stats that I think someone
on the panel mentioned were pretty eye-opening in that the banks
had—I think it was actually our Congressman Green who men-
tioned that there was a profit of $780 billion in the banking indus-
try of just the top-tier banks and $160 billion in losses, and that
is a way of just doing business, that they have a $620 billion gain
and will take that.

One of the things that we have seen that has helped us to pre-
pare future homeowners to be better prepared for addressing their
mortgages and their responsibilities is the fines associated on these
banks that have harmed communities of color, and others, to en-
sure that those dollars come back to agencies like the Urban
League and the NAACP, so that we have foreclosure-prevention
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programs, so that we have first-time homebuyer programs, so that
we have financial literacy programs.

I think that there needs to be an increase in those types of fines
and assessments, to ensure that banks are pushing those dollars
back into these organizations that can help address language bar-
riers and all of the other things that we have talked about today
because the money, I think, is there. And we need to, in turn, try
to make sure that the money comes back to the communities that
have been impacted by those who have taken advantage of those
very same communities.

Mr. MEEKS. Thank you.

Chairman GREEN. The gentleman yields back.

At this time, a brief announcement: This hearing is part one of
a two-part process. We will convene again in New York in the 5th
Congressional District, which is Mr. Meeks’ district, for a continu-
ation of this process because we are trying to develop legislation,
and we believe that Mr. Meeks will provide us with the additional
intelligence necessary to have efficacious legislation developed.

With that said, we will now hear from the gentleman from Mis-
souri, Mr. Cleaver, who is also the Chair of our Subcommittee on
National Security, International Development and Monetary Policy,
for 5 minutes.

Mr. CLEAVER. Thank you, Mr. Chairman.

Mr. Asante-Muhammad and Dr. Wong, it is counterintuitive, but
when you look at the stock market exploding and growth and, at
the same time, look at or listen to all of the proclamations about
how great the economy of the United States is going, but when you
look at the low-income Americans, their lives are not being im-
pacted. I think only about half of the country is involved in the
stock markets, anyway.

And so the government, from my perspective, needs to do some-
thing, and I would like to find out what you think we can do. I
know CRA has been something that we have all talked about. And
as odd as it may seem, in the 1930s Congress actually created an
agency to discourage banks from providing loans in what they con-
sidered to be hazardous neighborhoods, the antithesis of the CRA.

But with the CRA, something has to be done, I think, and I am
interested in your response. Because a bank, for example, can in-
vest in a CRA area and still not help poor folks because they can
make investments in or provide loans to people in that area who
could get a loan anywhere in town. And so, providing a loan to him
or her is not helping, and they can then still claim CRA credit.

What do you think we can do? Yes, please?

Mr. WoNG. Thank you.

I think the intention of the Community Reinvestment Act is to
support those communities that are underserved, and is an appro-
priate origination of the concept. And in recognition of the need to
revise and revitalize it today, one of the causes for that, from my
understanding, is because there are now artificial intelligence
metrics and stuff that can be used in some ways to disguise the
penetration and use of such products.

My personal perspective—and this is not an AREAA perspective,
but I am from the San Francisco Bay area and I am familiar with
many of the technology firms that are in Silicon Valley down the
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road—AREAA also works closely with institutions and academics
from across Asia on its real estate work, but also look at those. And
I think that the important thing is that because the data is avail-
able, we can actually identify true impact, both in the communities
it reached, the individuals it reached, and also to determine their
performance.

Right now, when you look at individuals who use payment that
is online or use these apps, you have a deeper sense of how they
are living their lives as it relates to use of credit.

And so that if CRA, as it moves forward, manages to take in not
just the large traditional financial institutions, but broader ways
that people are accessing credit, but also requires, in fact, the data
that comes from there, so that we can see in a very rapid—you do
not have to wait 5 years to get data to see how it is going—then,
in fact, as to allow the regulators to make adjustments that are
based on data, rather than just on positioning innuendo.

So, that is a personal perspective. And I sense that—and you
mentioned you have some international oversight—regardless of
what one believes of activities in other countries—and it is clear
from my American perspective that the privacy laws in China are
not what we are comfortable with here—the data and the method-
ology is being developed to understand more personally how prod-
ucts are penetrating into the market and what the response is.

So I think that is a way to, in fact, eventually become demo-
graphic-blind to see how things really work, but then you can bet-
ter help those who are underserved.

Mr. CLEAVER. Thank you. Mr. Asante-Muhammad?

Mr. ASANTE-MUHAMMAD. Yes. One thing I would note is, again,
we do think it is very important that HUD firmly enforce the dis-
parate impact rule, and I think things like the disparate impact
rule is essential to make sure the CRA lives up to its promise.

I think we also have to have much more fine-tuned measure-
ments of what we are trying to achieve. Even in the negotiation of
CRA, there was a limited focus on income, a limited focus on not
getting racial data. I think a racial wealth divide analysis is essen-
tial because, as you noted, investing in a low-income area, but
making most of that investment with high-income businesses, is
very limiting in the impact, in the development that is occurring.

So you must have a much more clear racial wealth divide anal-
ysis of who are these funds going to, and making sure that there
is a positive impact on the community as a whole, because we are
seeing, in the last 30 years, a regression of investments, but the
lower-income, even medium-income communities aren’t benefitting.
And actually, I think, even for African Americans and Latinos,
even high-income African Americans and Latinos who are very low
wealth are not seeing the benefits that other communities are see-
ing.

Mr. CLEAVER. Thank you, Mr. Chairman.

Chairman GREEN. The gentleman’s time has expired.

At this time, the Chair recognizes himself for 5 minutes.

Ms. Everette and Mr. Robinson, quickly, if you would, give us
some intelligence on this question related to small businesses not
getting loans in certain areas?
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In Houston, the intelligence that I have been afforded indicates
that small business loans mostly go to upper-income areas at a rate
of about 49 percent, with just 5 percent going to low-income areas,
19 percent to moderate-income areas, and 27 percent to middle-in-
come areas.

Now for edification purposes, all of these persons who ask for
small business loans have to qualify to the same extent. So the
question becomes, why is it that they can go in certain areas, but
not in other areas?

I will start with you, Ms. Everette, and then Mr. Robinson. And
if you can be as terse as possible, I have another question.

Ms. EVERETTE. Thank you, Congressman Green.

One of the key indicators or, I should say, qualifiers for a small
business is a consideration of the applicant’s assets, and this goes
back to the homeownership and how important it is. When you
apply for a small business loan, they are looking at your overall as-
sets, and if you have none, if you don’t own a home, you don’t have
the collateral.

So I think when you try to look at or understand the lack of
availability for small business owners in certain census tracks, un-
less the financial institution is incented by some program or some
guarantee, they are less inclined to take, I guess, a chance on an
unsecured loan or an unsecured business loan.

The other thing that I also find when they talk about CRA, when
we were vetting financial institutions for the housing initiative, I
was, quite frankly, very surprised to learn how many institutions
actually meet their CRA requirement through the secondary mar-
ket. So they will buy pools of loans to artificially inflate their CRA
numbers, which will give the impression that they are reaching
into certain census tracks and certain communities. But it is not
through organic origination; it is through secondary marketing.

Chairman GREEN. Mr. Robinson, would you comment quickly,
please?

Mr. ROBINSON. I would have to agree that having a strong finan-
cial history of wealth in our community has created huge issues
that have cast generations of challenge for minorities and under-
served populations. Lack of inheritance, lack of strong credit, lack
of just the resources necessary within your own local family band,
in addition to all of the traditional resources that people typically
see as avenues for opportunity, is lacking in our community, and
that will only be built through opportunities that you all can help
to generate successful avenues towards changing that direction.

The other thing that we typically see, especially on the entrepre-
neurship side, is access to angel funds. Access to capital is a huge
challenge in our communities. Now, be that a racial matter, I think
that there is some legacy of traditional comfort levels with certain
populations that does not extend to the people with whom we try
to do business.

Chairman GREEN. Thank you.

I would like to go to Mr. Asante-Muhammad. Mr. Asante-Mu-
hammad, pairing and testing, first, explain the process, and then
explain, if you would, how can these two pieces of legislation, H.R.
149, the Housing Fairness Act, and H.R. 166, the Fair Lending for
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All Act, benefit from this testing, and how can these two bills ben-
efit the public?

Mr. ASANTE-MUHAMMAD. Yes, sir. So the two-pair testing, what
we do is we choose an area, and then we choose a certain amount
of banks in that area, and we send, depending on what we are test-
ing on, gender or race—we send in maybe a B lack man and a
white man, or maybe a Latino woman and a white woman—and
then we usually give a slightly stronger profile.

Most recently, we were doing small business lending, where
there is very little information actually on small business lending.
But we give a slightly stronger profile to the minorities. We send
them both in to see how they are treated and what the process is.
And we can do that through different ways of audiotaping, some-
times videotaping. We have been doing that in the different cities
across the country.

And what is clear is—and I think all of the data that everybody
has been showing—is that there has been an ongoing negative im-
pact, inequality in lending, whether it is related to homeownership,
whether it is related to entrepreneurship. And so we are looking—
we are exploring, what are the practices in banks themselves that
might be supporting that result?

And we feel that these two pieces of legislation, H.R. 149 and
H.R. 166, and their ability to strengthen fair housing and fair lend-
ing laws, and increase support for testing at HUD and the CFPB,
are essential to having a better understanding of the inequality
and the way people are being treated.

And actually, I just want to highlight one of the important things
that we noted in our study is that all people, regardless of race,
were not receiving good treatment, not receiving treatment we
think is appropriate for small business lending. So, I think there
is an overall crisis in investing and in developing true small busi-
ness, and it just disproportionately falls on people of color, particu-
larly Blacks and Latinos.

Chairman GREEN. My time has expired.

Without objection, I would like to introduce three letters into the
record: the first is from Harris County; the second is from the City
of Houston; and the third is from the U.S. Department of Housing
and Urban Development.

All three relate to the replacement of homes after they have been
damaged due to some natural disaster, and there seems to be a dis-
pute about how these homes should be replaced.

Without objection, I am going to ask Ms. Everette if you can just
quickly tell us why these letters are important in the record.

Ms. EVERETTE. Thank you, again.

The City of Houston has, of course, received a substantial
amount of money to assist Harvey victims, and that money is being
administered by the Texas General Land Office (GLO). The Gen-
eral Land Office has a requirement that, regardless of house size—
how many bedrooms or square footage—that they will only replace
a two-bedroom home.

They also have restrictions that are basically cost-prohibitive for
senior citizens or many people in that they require environmental
studies. Then, the environmental study has to be submitted. You
have to get an appraisal. And then, all of that has to be submitted.
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Then, you have to get your contractor approved. The GLO has to
approve the contractor. Then they have to approve the contractor’s
bid. And it is not just going directly from the consumer to GLO.
It has to go through the City. That is an approval process.

But the biggest issue is that the City has reached out to not only
GLO, but to HUD, to try to get an exception to this two-bedroom
guideline that they have. And basically, everyone is pointing their
finger, saying, well, I don’t have the ability to do this, or it is with-
in the State’s guideline to have this restriction of two bedrooms.

So what I find astonishing is that there is no square footage
guideline, but there is a—if you have a four-bedroom home, the
maximum repair will be to two bedrooms. So, your four-bedroom
home will now be replaced with a two-bedroom home.

Chairman GREEN. Does any panel member wish to ask a ques-
tion concerning this?

Ms. GarciA OF TExAs. I just want to be clear, you are saying
that the rule says that if the house has more than two bedrooms,
they won’t get coverage?

Ms. EVERETTE. They are saying if it has more than two bed-
rooms, they will not repair the home or replace it.

Ms. GARcCIA OF TEXAS. Regardless of the square footage of the
two bedrooms?

Ms. EVERETTE. Regardless. There is no square footage guideline
at all. It is just simply two bedrooms.

Ms. GARcCIA OF TEXAS. That surely doesn’t make common sense,
does it?

Ms. EVERETTE. No, it doesn’t.

Ms. GARcCIA OF TEXAS. No wonder people say we do things that
don’t make sense. All right.

Chairman GREEN. Does any other Member wish to be recognized
on the issue?

[No response.]

If not, thank you very much to all of the members of this panel.
You may now be excused, or you may stay and watch the rest of
the hearing.

At this time, friends, we have concluded, but we will go forward
with the next panel. We are scheduled to take a break, but because
we have some flight issues and various other things that would be
infringed upon if we prolong this, we will go right into our next
panel.

So if you will give us just a moment, we will move this panel
away, and the members of the next panel will come forward. I am
going to ask the persons who are assisting us with the name plates
to do so quickly and bring out the new name plates, and we will
move forward.

And if you can, friends, please stay. This is going to be an excit-
ing panel. It will deal with banking, credit unions, and lending,
some of the things that are important to you in terms of acquiring
and accessing capital, credit, the things that can allow for home-
ownership, as well as small business development.

[brief recess]

Chairman GREEN. The Oversight and Investigations Sub-
committee will again come to order.



20

This session is a continuation of the subcommittee’s hearing
begun this morning on, “Examining Discrimination and Other Bar-
riers to Consumer Credit, Homeownership, and Financial Inclusion
in Texas.”

Without objection, members of the local media who are invited to
this hearing may engage in audio and visual coverage of the sub-
committee’s proceedings. Such coverage is solely to educate, en-
lighten, and inform the general public on an accurate and impartial
basis of the subcommittee’s operations and consideration of legisla-
tive issues, as well as developing an understanding and perspective
on the U.S. House of Representatives and its role in our govern-
ment. This coverage may not, N-O-T, be used for any partisan po-
litical campaign purpose or be made available for such purpose.

I will now present a brief statement, after which we will hear
from witnesses that I will introduce.

From this morning’s panel, we heard compelling testimony about
the depth and breadth of discrimination that regularly occurs
against minority borrowers here in Houston and around the coun-
try.

We turn now to our second panel, which will speak to the experi-
ence of minority-owned banks and community development finan-
cial institutions that are working to be part of the solution to the
discrimination that exists in the lending marketplace.

These institutions do vital work in underserved communities and
make loans that other banks will not, according to a recent FDIC
study. That is why it is important that we do all that we can at
the Federal level to strengthen and boost minority-owned banks.
The testimony of our next panel will help us to better understand
how Federal laws and policies can do just that.

I would like to extend a warm welcome to each of the witnesses
on the second panel. I am pleased to introduce you now. The first
witness will be Noel Andres Poyo, executive director, National As-
sociation of Latino Community Asset Builders. The second witness
will be Jeff Smith, president and CEO of Unity National Bank. The
third witness will be Celina Pena, chief advancement officer,
LiftFund. The fourth witness will be Gary Lindner, president and
CEO of PeopleFund. And the final witness will be George Johnson,
CEO, George E. Johnson Development.

I am also honored to recognize that our colleague from Michigan
has joined us. She is the honorable colleague whom we visited in
Michigan not so very long ago, when we had a field hearing there.
The gentlelady from Michigan, Ms. Tlaib, is with us, and will be
a part of the panel as well.

With that said, let us now proceed with our first witness. Mr.
Poyo, you are now recognized for 5 minutes for your statement.

I will, if T may, just remind witnesses that at the end of 4 min-
utes, you will hear this bell.

[Timer sounding.]

This will indicate that you have 1 minute left.

And then, at the end of that 1 minute, you will hear this sound
from the gavel, indicating that your time has expired.

[Gavel sounding.]

Mr. Poyo, you are now recognized for 5 minutes for your state-
ment.
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STATEMENT OF NOEL ANDRES POYO, EXECUTIVE DIRECTOR,
NATIONAL ASSOCIATION FOR LATINO COMMUNITY ASSET
BUILDERS (NALCAB)

Mr. Poyo. Thank you for this opportunity to speak with you.

My name is Noel Andres Poyo. I am the executive director of
NALCAB, the National Association for Latino Community Asset
Builders.

NALCAB is a national nonprofit organization, based in San An-
tonio, Texas. We have offices in Washington, D.C., and we are the
hub of a network of more than 120 mission-driven organizations in
40 States and D.C., that build affordable housing, address
gentrification, support small business growth, and provide financial
counseling.

I want to thank you for bringing the business of Congress to the
people here through a field hearing. It shows particular respect, es-
pecially for people who don’t have the resources to go and see your
work in Congress, and I am deeply appreciative of it.

Earlier, you heard testimony on barriers to credit, affordable
housing, and banking services, and I hope that my testimony helps
to advance the discussion of solutions.

It is important to recognize that the future strength and competi-
tiveness of the U.S. economy relies on achieving far broader finan-
cial inclusion. To illustrate the point, consider that Hispanics have
fewer assets, lower income, and strikingly less access to credit and
capital than non-Hispanic white populations. And yet, Hispanics
are driving demographic growth in this State and in this country.

So, this is a pressing macroeconomic concern that a population
that is driving our growth really has these gaps economically,
right?

And this is the same reality for African Americans, and signifi-
cant segments of the Asian Pacific American population. For many
rural communities, there is the same gap. This is not a Latino
thing. This is not a rural white thing. This is not an African-Amer-
ican thing. This is a future of the U.S. economy thing.

And I will say it again, the future strength and competitiveness
of the United States of America relies on us achieving far broader
financial inclusion. And we are all in this together. The good thing
is that our communities, our diverse communities are a good in-
vestment.

Advancing financial inclusion requires two equally important
things: fair access to capital and credit; and the capacity to use
that capital and credit to build assets.

Some people in our economy have the good fortune of having rel-
atively easy access to fair capital and credit. Those people buy
homes and start businesses and build assets, and that is good for
our economy.

Imagine how much better it would be for our economy if everyone
shared in that privilege? It should be a highest priority of our do-
mestic economic policy to open fair access to capital and credit for
people who do not already have the privilege of that access.

One size does not fit all when it comes to effective solutions for
expanding financial inclusion, and we need local and culturally rel-
evant solutions. So, I want to focus particularly on the role of com-
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munity development financial institutions (CDFIs) and minority
depository institutions (MDIs).

CDFIs are certified by the Treasury Department. They are pri-
vate financial institutions that deliver responsible, affordable fi-
nancing to underserved communities. They include nonprofit loan
funds, community development credit unions, some banks, and
some venture capital organizations.

And minority depository institutions are banks that are con-
trolled by Black Americans, Asian Americans, Hispanic Americans,
and Native Americans. The FDIC recognizes approximately 150
MDIs. Some of those are also certified as CDFIs.

CDFIs and MDIs have a proven and prudent track record of in-
vesting in low- and moderate-income and minority communities
and businesses, including through difficult economic times. CDFIs
and MDIs make up a critical part of the ladder of economic inclu-
sion in our country and provide realistic and responsible financing
opportunities in our communities.

One of the requirements of certifying a CDFI is that they rep-
resent communities, so MDIs and CDFIs are a dramatic dem-
onstration that representation in the boardroom matters. Imagine
how far we could advance financial inclusion if the boardrooms of
the Federal Reserve Banks of America or of our largest banks re-
flected our communities, as do CDFIs and MDIs?

I will also say that these are a very important validation of the
Federal investments and efforts that have been made to strengthen
CDFIs and MDIs, including investment in the CDFI-funded treas-
ury and the efforts of the FDIC and other agencies to strengthen
MDI banking partnerships.

While local and culturally relevant efforts through CDFIs and
MDIs are critical solutions, it would be a mistake to lose focus on
the larger macroeconomic and policy matters that profoundly shape
opportunities for everyone in this country, but especially low- and
moderate-income (LMI) populations, rural communities, minorities,
and immigrants, on issues including monetary policy, trade and im-
migration policy, a strong and independent CFPB, GSE reform, and
the Community Reinvestment Act.

I just want to say a word about monetary policy, in particular.
We often think of monetary policy as set by the Federal Reserve
in the context of the stock market or international finance, when,
in fact, it is as consequential for low- and moderate-income people
as it is for anybody in this country, and sometimes more so.

We need to be cognizant of the fact that rising rates can impact
the ability of LMI workers to find employment. Similarly, we need
to be worried that when the rates are too low, we may incentivize
risk-taking that creates bubbles, such that when those bubbles pop,
it is low-income people and people of color who most often are hurt
first and worst.

We need more focus and research to understand the consequence
of monetary policy for low-income people and for minorities in this
country. And I will say that former Chair Yellen and Chairman
Powell have made important strides in this regard. In a recent
speech in Jackson Hole at the Economic Policy Symposium, Chair-
man Powell pointed to the disaggregated employment rate and the
wage growth among LMI communities as a key sign of breadth and
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depth of strength in the economy. We need our Federal Reserve
looking at these disaggregated issues in LMI and minority commu-
nities.

I also will just say a word on the Community Reinvestment Act,
which is critical infrastructure for capital flow to low- and mod-
erate-income people in this country.

I want to encourage the Members to strongly exercise their over-
sight role, particularly with regard to the OCC’s efforts to mod-
ernize the CRA. We need CRA modernization that keeps the needs
of low- and moderate-income people front and center. The go-it-
alone approach that we have seen from the OCC, without the con-
currence of the Federal Reserve or the FDIC, is of deep concern.
And if something is passed, it will ultimately undermine the CRA
because we will see inconsistent use of the CRA across different
regulatory agencies, which then will drive the banking industry to-
wards greater concern about the CRA.

Finally, just a word on the strong and independent Consumer Fi-
nancial Protection Bureau (CFPB). A truly free and efficient mar-
ket has clear rules of the road to prevent abuse. The CFPB plays
a central role in placing reasonable limits on predatory activity
that strips wealth from LMI communities, including such practices
as payday lending, auto title lending, and abusive collections prac-
tices.

We should all be concerned by the actions taken by the current
Administration to eliminate prudent financial safeguards on our
consumer financial markets. On these issues, I now collaborate
very closely with the Center for Responsible Lending, where I also
serve as a board member.

Thank you for the opportunity to present my testimony.

[The prepared statement of Mr. Poyo can be found on page 77 of
the appendix.]

Chairman GREEN. The Chair thanks you, Mr. Poyo, for your tes-
timony.

And Mr. Smith, you are recognized for 5 minutes.

STATEMENT OF JEFF SMITH, PRESIDENT AND CEO, UNITY
NATIONAL BANK

Mr. SmiTH. Chairman Green, Chairman Cleaver, Chairman
Meeks, and members of the committee, good afternoon, and thank
you for the opportunity to speak on behalf of the minority deposi-
tory institutions (MDIs) like 56-year-old Unity National Bank.
Unity is the only African American-owned bank in Texas.

First, I would like to say that the number of MDIs has been de-
clining for so long that data strongly suggests if this trend is not
reversed, there will be no more African American-owned banks in
the country.

CRA plays an important part in this. In my opinion, the time to
act is now. You see, MDIs do not have the same access to capital
that other big banks have. The issues are complex, and the sugges-
tion that MDI banks have been poorly run is false. Rather, it is be-
cause of the high cost associated with providing the banking serv-
ices and products to the low- to-moderate-income areas and the
unbanked.
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To illustrate my point, Unity National Bank is a $104 million
bank with over 11,000 customers. My previous bank, Houston Com-
munity Bank, was a $310 million bank with 6 branches, twice the
number of branches that Unity has, and 3 times larger than Unity.
But Houston Community Bank only had 5,400 customers. This was
a bank that was making $4.9 million a year in profit.

Even a billion-dollar bank in Houston, Texas, today is likely to
have 10,000 customers or less. Unity’s operational costs are many
times greater, and thus, across banking lines, whether you are
talking about IT costs, customer service, operational, or adminis-
trative costs, are 3 to 5 times that of banks that are 10 times larg-
er than Unity.

CRA has a role to play here. The flexibility of CRA can be its
strength, but also its main weakness. Larger banks want to comply
with CRA because they have to, but they want to do it as mini-
mally as possible. They are charged to be profitable to their share-
holders. So as a result, we end up with low-hanging fruit.

In my entire 40-plus years, I have been president, or president
and CEO for the past 20 years at the State and national level. I
know what goes on with the CRA regulations in the boardrooms
and in the executive suite. I know how to navigate the regulations,
and I see my brethren doing it today.

The low-hanging fruit opportunities will always be the ones
picked, whether that includes a $249,000 deposit, which is a liabil-
ity to the MDI, or a legal-limit participation loan with a prime rate,
or mentoring. These are all easy for the big banks. They have little
expense associated with them. And what I think we need to do is
to incentivize the big banks to do more and to consider other ways
to utilize the CRA.

More meaningful examples of how to help the MDIs would in-
clude specific CRA credits to a big bank by purchasing the pre-
ferred stock of the MDI. This additional capital could be used to
grow the asset size of the MDI, expand products and services, and
assist in specific programs designed by the MDI to help its cus-
tomers break away from high-interest payday loans, non-bank
small business loans, and check-cashing fees. The big banks would
carry the MDI-preferred shares as an asset on their balance sheet,
and it is even possible that the preferred shares would pay a divi-
dend.

Let me close by saying MDIs are not looking for a handout, but
rather, a hand-up. It is the MDIs who are the ones that are bank-
ing the LMIs, while taking on the brunt of all of the cost.

But this is not a one-way street. This type of meaningful collabo-
ration and partnership between the banks could result in a
valueship proposition for both banks. MDIs can assist bigger banks
in growing and understanding the robust market that the LMIs
could offer.

Thank you for your time, and I look forward to answering any
questions you may have.

[The prepared statement of Mr. Smith can be found on page 86
of the appendix.]

Chairman GREEN. The gentleman’s time has expired. Thank you,
Mr. Smith, for your testimony.

Ms. Pena, you are now recognized for 5 minutes.
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STATEMENT OF CELINA PENA, CHIEF ADVANCEMENT
OFFICER, LIFTFUND

Ms. PENA. Thank you, Chairman Green, and thank you to the
subcommittee for hosting us today.

Good morning. My name is Celina Pena. I am the chief advance-
ment officer at LiftFund, a Texas-based community development fi-
gancial institution serving 14 States in the South Central United

tates.

Since 1994, our mission has been to level the financial playing
field for entrepreneurs. During our 25 years, we have provided over
$300 million in capital to over 20,000 entrepreneurs. In the greater
Houston region, we have provided $54 million to 3,000 small busi-
ness owners.

Our direct business loans range from $500 to $500,000. We are
also a partner with SBA on all of their small business lending
products, including the SBA 504, the SBA 7(a), Community Advan-
tage, and the SBA Microloan program.

We also partner with institutions to provide a pathway to finan-
cial inclusion. I am taking some liberty to share some examples as
it relates to our organization and partnerships.

Our first relationship is with Woodforest National Bank,
headquartered here in the Woodlands. They actually purchase the
fund-generated loans. They have purchased a total of $9 million in
loans over the past 2 years, with an average of $13,000 a loan.
LiftFund provides the loan to the client, Woodforest purchases the
loans, as it demonstrates the criteria of service and impact per
CRA, and LiftFund also continues to service the loan. We believe
this is a win-win, as it relates to serving, obviously, the populations
that we think are deserving.

We also partner with CNote. It is a California-based B corpora-
tion, and it is a unique online investment platform that focuses on
social impact investing. LiftFund currently has $4.7 million in in-
vestment that started this year dedicated to serving minorities and
women-of-color entrepreneurs. CNote is a woman-owned firm, and
it is creating a space where investments can be made that create
inclusivity with capital while providing a modest return on invest-
ment.

We pride ourselves on successfully serving those traditionally left
out of the economic mainstream: 38 percent of our borrowers are
women; 85 percent are entrepreneurs of color; and over 36 percent
are startups with less than 2 years in business.

As we are in the midst of hurricane season, I would be remiss
if I didn’t bring up our commitment to disaster recovery. LiftFund
clients and businesses along the Gulf Coast impacted by Hurricane
Harvey have been served by our disaster relief loan program,
thanks to investments by Goldman Sachs and JPMorgan Chase.

Along with those two banks, Rebuild Texas and the OneStar
Foundation provided operational funding and a guarantee fund as
well. Together, we have provided over $7 million in capital to 322
small businesses impacted by Harvey that did not qualify for SBA
loans.

The U.S. Economic Development Administration is also helping
us continue this effort with a $3.5 million investment to continue
the efforts into the second phase of rebuild.
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These next items are LiftFund’s approach to improving our busi-
ness model to ensure we sustainably provide products and services
that bring financial inclusion. Our work requires us to raise debt
to provide our financial solutions. That is the community loan fund
model.

To change this model, we have created the Dream Makers Fund,
a permanent revolving loan fund where local donors and investors
can provide equity into a local fund dedicated to serving the under-
banked. Our goal is to create this fund and provide affordable cap-
ital in cities like Houston, San Antonio, and Dallas. This solution
will reduce LiftFund’s balance sheet challenges and meet the de-
mand in providing capital to, and leveling the financial playing
field for, the populations we serve.

One of our biggest successes is our investment technology.
LiftFund has created an internal micro-business risk model. You
have heard of big data. Well, our risk model specifically focuses on
serving underbanked entrepreneurs in the U.S., and we have a 96-
percent repayment rate when we couple this risk model with our
underwriting.

Now more than ever, financial inclusion in Texas and the U.S.
requires steadfast investment and participation at the local, re-
gional, and national level.

Finally, I should point out that none of this would have hap-
pened without the framework of CRA. In addition to the partner-
ships reflected, LiftFund currently has 36 bank investments total-
ing $35 million. Your important oversight ensures a CRA policy
that is transparent, accountable, and mindful of the continued dis-
parities of accessing credit.

Without the CRA, the National Community Reinvestment Coali-
tion (NCRC) estimates that low- to moderate-income neighborhoods
would lose up to $105 billion in home and small business lending
nationally, including a $24 billion loss in CRA commitments in the
States that LiftFund serves.

I hope the insights provided today give you a better perspective
on how partnerships, CDFIs, and the CRA are vital to financial in-
clusion.

Thank you for your time.

[The prepared statement of Ms. Pena can be found on page 73
of the appendix.]

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

Mr. Lindner, you are now recognized for 5 minutes.

STATEMENT OF GARY LINDNER, PRESIDENT AND CEO,
PEOPLEFUND

Mr. LINDNER. Thank you so much for the time to share our expe-
rience with you this morning.

Small businesses are the economic hub that keeps the City of
Houston, the State of Texas, and the entire nation moving. Accord-
ing to the Small Business Administration (SBA), last year, small
businesses accounted for 66 percent of all new jobs in the country.

In Texas, small businesses represent 90 percent of businesses in
the State, but access to affordable capital and the tools to grow re-
main a critical challenge. In 2018, the Kauffman Foundation re-
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leased a report stating that 81 percent of entrepreneurs cannot ac-
cess a bank loan or venture capital.

The barriers for entry for the diverse and low-income small busi-
ness owners are mounting. Large banks continue to expand, while
small and medium community banks shrink and underwriting cri-
teria tightens. Since 2008, the number of banks with assets under
$50 million has declined 41 percent, and large banks simply cannot
make a profit on small, risky loans.

Community development financial institutions (CDFIs) like
PeopleFund were created to bridge the void between the banking
sector and a business in need. Mission-driven and committed to un-
derserved populations, CDFIs help startups, low-income, and mi-
nority borrowers by extending capital and wrapping funds with tai-
lored financial education and technical assistance and guiding
them on a journey to prosperity.

At PeopleFund, we have a minority-majority staff and a minor-
ity-majority board, and that is to ensure our programs, products,
and services are responsive to client needs and that everyone has
a voice at the table. Our target market is minorities, women, vet-
erans, and those in low- to moderate-income census tracts. Ninety-
seven percent of our loans go to our target market, greater than
65 percent to minorities, greater than 50 percent to startups, and
greater than 50 percent to women business owners.

We also are very inclusive. We have loans to ex-offenders and to
the LGBT community at a significant level.

PeopleFund was founded as a nonprofit 25 years ago, and be-
came a U.S. CDFI later on. We have all SBA products like
LiftFund, $50,000 on the microloans, $250,000 on Community Ad-
vantage, and 504s up to $5 million.

We also have been very successful in competing for new markets
tax credits. It is our experience that right now, only two CDFIs in
Texas have earned new markets tax credits, and that is
PeopleFund and Texas Mezzanine Fund in Dallas. These projects
are really important because they go to nonprofit projects and cen-
sus tracks to provide essential services and create jobs. We have
received over $100 million in new markets tax credit, and $28.6
million has gone to 4 significant projects in Houston.

PeopleFund is the leader in veteran lending with financial sup-
port from two national banks. PeopleFund began a national pro-
gram to provide veteran business owners and spouses with single-
digit interest rate loans. Currently, 12 CDFIs have joined, and we
cover 20 States and 60 percent of the veteran population.

Although certified by the U.S. Treasury Department and the
SBA, CDFIs are not subject to the same regulatory oversight as
banks, however, we remain accountable to the 48 organizations
that provide us with low-cost capital.

We have greater latitude in our lending practices, and we can be
agile to fill the gaps that arise. For example, in the wake of Hurri-
cane Harvey, 90 of our clients with loans from PeopleFund sus-
tained severe damage. In response, PeopleFund made a conscious
decision that, under the circumstances, we would make loan pay-
ments for them with our capital for a period of 6 months.
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That was a game-changer, and I am happy to report that after
that time, 88 of them are still in business; one of them passed
away, and one of them made the mistake of leaving Texas.

One other thing that I think is really important is that we are
collaborative. We work with LiftFund. We work with all of the
CDFIs in the country. And we think that is important from a col-
laborative standpoint. We work together on build projects, whether
for people of color, for minorities, or any other segment of the popu-
lation.

Despite the fact that none of the businesses that we lend to qual-
ify for a bank loan, we also lend to people with an Individual Tax-
payer Identification number (ITIN), in this country. The 2018 de-
fault rate, despite our risky loans, has been less than 1 percent,
and I attribute that to the education and training and the work we
do as partnerships with our clients.

Small businesses have the power to elevate communities, bring
in critical goods, and spur future development, thus ensuring fu-
ture generations have access to capital. CDFIs are the point of
entry to spark this change.

Thank you very much.

[The prepared statement of Mr. Lindner can be found on page 70
of the appendix.]

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

We will now recognize Mr. Johnson for 5 minutes.

STATEMENT OF GEORGE JOHNSON, CEO, GEORGE E.
JOHNSON DEVELOPMENT

Mr. JOHNSON. I want to thank you, Chairman Green, and your
subcommittee for bringing this hearing here to Houston.

I don’t think that there is any doubt that discriminatory financial
practices exist in minority communities, making it difficult to ac-
cess capital for both homeowners and business owners in the cre-
ation and expansion of their businesses.

The wealth gap continues to grow as homeownership declines
from a high of approximately 57 percent to currently 47 percent.
In addition, minority businesses continue to struggle for much-
needed capital for creation, acquisition, and growth.

Major banks, for the most part, do not place bank branches in
minority areas, nor do they actively offer borrowing opportunities
to minority businesses. I believe one of the potential solutions pro-
moting financial inclusion and to strengthen minority communities
is through the partnership of major banks with minority-owned
banks operated and located in minority communities to provide
those banks with additional capital to operate.

Another potential solution to promote financial inclusion is to in-
crease funding to community development financial institutions
(CDFIs). About 3 years ago, I received the opportunity to serve on
a CDFI, on the board of directors for Houston Business Develop-
ment Inc. (HBDi), a CDFI nonprofit 501(c)(3) corporation estab-
lished to stimulate economic growth. I was familiar with HBD4i,
however, I did not fully understand the number of ways the organi-
zation was serving the community, including training and edu-
cation programs for small business owners.



29

Under this particular CDFI, under the leadership of Mr. Marlon
Mitchell, who is the CEO, and Mr. Larry Hawkins, who was the
chairman of the board, HBDi started a program of buying aban-
doned and rundown properties in and around the Palm Center
area, which is located in Southeast Houston, and tearing these
buildings down and rebuilding commercial and residential sites.
This effort is playing an important role in revitalizing this Houston
corridor.

Additionally, HBDi, as a U.S. Treasury-certified lender, extends
loans to small businesses. And since its inception 33 years ago,
HBDi has facilitated over $98 million in small business loans and
assisted thousands of aspiring entrepreneurs and business owners
with accessibility or access to affordable capital and management
assistance not readily available from banks and conventional lend-
ers.

This particular CDFI has also successfully administered several
government-funded, non-bank loan programs designed to expand
the capacity of small and minority business enterprises operated in
low-income communities.

Additionally, the corporation also operates an SBA-certified de-
velopment company making SBA 504 loans up to $5.5 million
throughout the State of Texas. The loan committee, which consists
of professional current and former business owners, utilizes the
same basic business prudence that other banks do, but the CDFIs
have the opportunity to dig deeper and to make loans that typically
banks—and national banks, in particular—would not make.

Currently, this particular CDFI, Houston Business Development,
Inc., serves approximately 5.5 in loans representing over 300 bor-
rowers. The lowest loan is $3,000. The highest loan is in excess of
$400,000.

Because CDFIs have more latitude in reviewing community busi-
ness and their needs, we feel that the increased capitalization of
these proven organizations can make a huge difference in the cre-
ation and capitalization of businesses in a minority community.

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

Please allow me to introduce now Mr. Raymond Ardoin, presi-
dent of the board of directors of the Brentwood Baptist Church
Federal Credit Union.

And we assure you that you arrived quite timely. We accelerated
the program. So, thank you for coming, and we greatly appreciate
hearing from you at this time. You are now recognized for 5 min-
utes.

STATEMENT OF RAYMOND ARDOIN, PRESIDENT, BOARD OF
DIRECTORS, BRENTWOOD BAPTIST CHURCH FEDERAL
CREDIT UNION

Mr. ARDOIN. Good afternoon. And thank you for the opportunity
to testify today on this very important subject.

My name is Raymond Ardoin, and I am the board chairman of
the Brentwood Baptist Church Federal Credit Union here in Hous-
ton. We are a small credit union currently with 833 members,
which was formed in 1992 by our church, Brentwood Baptist
Church, and we are a low-income-designated credit union.
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We currently have total assets of $1.2 million. We have not en-
tered the real estate and mortgage lending business, but we do
offer automobile financing, share secured loans, signature loans,
and secured debit cards to our members.

Our credit union was formed to provide the availability of finan-
cial services to our church members. At that time, in 1992, most
members had proximity to a financial institution near their jobs,
but there was no particular institutional loyalty, and most mem-
bers complained about the cold, impersonal, and insensitive way
that they were treated at banks.

Our credit union worked diligently to provide our members with
a fair and convenient place to save and borrow money. And al-
though we do not currently handle real estate and mortgage loans,
we know that the basic rules of credit extension are involved in all
types of lending.

Equal access to mortgage credit for minorities remains a serious
issue. The Fair Housing Act makes it unlawful to discriminate in
the rental or sale of housing or to impose different terms and con-
ditions of a transaction based on race, color, religion, national ori-
gin, and gender.

To avoid mortgage discrimination, minority borrowers should
shop multiple lenders. Not only will that help you to find the best
mortgage interest rate, but it could also identify lenders that are
discriminating with higher rates or a lack of access to capital.

If lending discrimination is suspected, the following are several
other potential solutions that one should consider doing. First, con-
tact the lender and enter a complaint. Contact their State attorney
general’s office and report it. Consider retaining a local attorney.
File a complaint with the Consumer Financial Protection Bureau
and the Department of Housing and Urban Development. Research
and read reviews in an effort to find a better lender.

One should also check that their chosen lender is committed to
Federal anti-discrimination laws. Most good lenders announce this
in the disclosures section of their website.

Fortunately, although many of the banks in the U.S. have exhib-
ited discriminatory tendencies, many minorities are finding success
with online banks, where they find the color of their skin is less
of an issue.

Like many community banks, MDIs face difficulty accessing cap-
ital markets and competition from larger banks. In the aftermath
of the most recent financial crisis, despite moderate improvements
in earnings and capital levels, MDIs continue to struggle with com-
pressed net earnings. In many cases, compounding MDI challenges
are effects of economic hardships on MDI customers, many of
whom reside in low- or moderate-income communities.

In 2013, the Federal Reserve reaffirmed its commitment to MDIs
in its Consumer Affairs Letter, “Federal Reserve Resources for Mi-
nority Depository Institutions.” This letter also discusses technical
assistance that is available to MDIs through the Federal Reserve’s
Partnership for Progress Program, a national outreach effort to
help MDIs confront unique business model challenges, cultivate
sallfe banking practices, and compete more effectively in the market-
place.

This concludes my testimony. Thank you.
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[The prepared statement of Mr. Ardoin can be found on page 58
of the appendix.]

Chairman GREEN. You have one additional minute.

Mr. ARDOIN. Well, I am all done with the—

[laughter]

Chairman GREEN. Thank you for yielding back your time.

The Chair will now recognize Members, and each Member will
have 5 minutes to ask questions.

Ms. Tlaib, the gentlewoman from Michigan, is now recognized for
5 minutes.

Ms. TrAiB. Thank you so much, Chairman Green, and thank you
all so much for being here to talk about something that I think is
incredibly important in our country.

I know in my district, in the 13th Congressional District, we
have lost more Black homeownership than anywhere in the coun-
try. So, this is an incredibly important issue.

The Community Reinvestment Act came up at our field hearing
in the City of Detroit as well. Just yes or no, do you think CRA
is working now?

Mr. Poyo. Yes, absolutely.

Ms. TLAIB. You think CRA is working?

Mr. Poyo. CRA is working for our communities.

Ms. TLAIB. Yes?

Mr. SMITH. I think the strength of CRA is its flexibility, and I
think it is also the weakness of CRA. So, I think it could be im-
proved from where it is today.

Ms. TrAIB. I am going to follow up with you on that, Mr. Smith,
in a minute. Yes?

Mr. JOHNSON. It could work better. It could be improved.

Ms. TrAIB. Okay. So many people I have been talking to kind of
on a frontline who do similar work in Michigan to what you all do,
have talked about this idea around teeth. I think, Mr. Smith, you
mentioned trying to incentivize big banks to do so?

And CRA, to me, it is like getting that A grade that you are look-
ing for, right? That is what they want to seek out. Now, it has be-
come somewhat of a checklist. And some, you are like, why did
they get a CRA credit, and they shouldn’t have?

So what I am trying to figure out is—and maybe you can answer,
anybody on the panel—where do we fall short? Because some
banks are—maybe on paper, it seems like they are following
through on some CRA commitments that maybe require them to
work with many of you on this panel, but where do you think they
really do fall—where do you think it does fall short?

Because in practice, it seems like our families are not—it is not
increasing access to our families. Maybe a handful, but not as
much as it used to. Mr. Smith?

Mr. SMITH. In my experience, in 20 years in the C-suite, it is
pretty easy to invoke CRA regulations to say, well, if I did this, it
is a safety and soundness concern for my bank. And all of a sud-
den, the regulators’ ears perk up, and they say, “Oh, well, we don’t
want you to do anything. That is a safety and soundness concern.”
So I can’t really do this investment, but I can send 10 employees
to do a weekend cleanup at the local neighborhood. And, “Oh, well,
okay. Well, that will be CRA credit.”
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I can substitute very easily the way it is written now with what
I call low-hanging fruit, rather than the higher-hanging fruit that
has more meat for the MDIs.

Ms. TrAiB. We call that sustainability. We don’t want trinkets.
We want sustainability.

Does anybody else want to add anything? Yes, Mr. Lindner?

Mr. LINDNER. Yes. Where it does work is we get an incredible
amount of low-cost capital, around 2 percent, that we can relend.
And that comes from large banks that are trying to get CRA credit.
So we help them by lending to those whom they cannot lend to,
and that is—

Ms. TLAIB. Okay.

Mr. LINDNER. Now what I would also say is the net is not wide
enough to capture some other banks that could potentially be sup-
portive of low-cost capital for CDFIs.

Ms. TrAIB. And if I may, Mr. Chairman, if I have a few more
minutes—I am not sure—but I would like to ask all of you—this
is something that has been on my mind and has been very dis-
turbing recently.

The Department of Housing and Urban Development announced
it would rescind enforcement of the 2013 disparate impact rule, a
standard which is so central to the framework of the Fair Housing
Act, which really ensures families are treated fairly with no dis-
crimination when trying to secure housing and housing-related ac-
tivities and services.

Many of you, probably within your agencies, within your banking
institutions, have folks who work on these specific issues around
access, not just the lending. But can you talk a little bit about what
this would do to your work on the ground when we can—and this
is the only place—by the way, the Civil Rights Act has been wa-
tered down by the courts left and right. We now have to show a
threshold, a higher threshold of intentional discrimination versus
disparate impact. And we are going to try to restore that. I hope
all of my colleagues support my bill when I introduce the Justice
for All Civil Rights Act.

But in this instance, them trying to do it in the regulations in
this way, how is that going to impact your work? What do you
think this would do to the people you serve?

Mr. Povo. This is a deeply problematic development. No one
gives you a certified copy telling you that they have discriminated
against you. And so many, many fair housing arguments and other
civil rights arguments have to be made on the basis of what the
impact is.

For example, if you choose not to give mortgages on houses with
a certain width, and it happens that all of the houses with that
width are in a certain neighborhood in the city, you can say we
have discriminated against no one because all we are talking about
is the width of a house, when, in fact, all of the people who poten-
tially want to buy that house, or a large portion of them, are of a
given race.

So gutting the disparate impact rules will, in effect, take the
teeth out of our fair housing work in this country.

Chairman GREEN. The gentlewoman yields back.
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The Chair now recognizes the gentlewoman from Texas, Ms. Gar-
cia, for 5 minutes.

Ms. GarciA oF TExAS. Thank you, Mr. Chairman.

I wanted to start with Ms. Pena in sort of a follow-up question
to my colleague’s questions about the CRA.

As a representative of a CDFI, how can the CRA be improved?
I notice you said it was working. A couple of people said it needs
improvement. But specifically to get them to focus on investments
in communities of color, particularly when it comes to economic de-
velopment?

Ms. PENA. Sure thing. So one of the things in terms—there are
several things. But the first would be that, as Gary mentioned, just
expanding the network and looking at what assets are required to
participate in CRA and thinking of that approach.

Another area that, as you all know, is evolving is just online
lending, and so we have a whole new arena of lending online. So,
thinking about how they should be participating in oversight is also
something—

Ms. GarcIA OF TExAS. Tell me what you think. What do you ad-
vise us? They should be complying just like banks?

Ms. PENA. I think that there is probably more investigation and
thought that needs to go into it. But I do believe that, based on our
experience and what we have done in refinancing some of these
deals, that there should be some consideration of fair lending op-
portunities to specifically address financial inclusion.

I think that in terms of where we have seen the biggest chal-
lenge for folks who enter into merchant service accounts or do
quick online loans is that there is a high interest rate, and it tends
to be asset-stripping.

Another element, as you all know, as native Texans, is just pred-
atory lending in general, and that is not addressed through CRA,
but we see that as a challenge as well.

As it relates to CRA, in terms of sustainability, we think that the
SBA 7(a) guarantee program provides a model where, if there were
more guarantee programs, potentially, you would see more capital
flow in allowing an organization like LiftFund to provide more cap-
ital with the purchases on the secondary market.

I know there was a reference earlier to secondary market pur-
chases from a home perspective. But the Woodforest example that
I gave, the average loan size is $13,000. And so really thinking
about, how do we approach in a way that allows us, as CDFIs who
know our client base and provide more than just capital, but empa-
thy, guidance, really a hand in a journeying experience for folks,
so that more banks would invest in us. So I think looking at guar-
antee programs is another solution for us to really open up more
capital to the clients that we serve.

Ms. GARcIA OF TEXAS. When did you start your partnership with
Woodforest?

Ms. PENA. That has been in place now for 3% years.

Ms. GarciA OF TExAS. Okay. And the total number of loans that
they applied for from you is 650 during that whole time period?

Ms. PENA. Yes, ma’am.

Ms. GARciA OF TEXAS. Do you have partnerships like that with
other banks?
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Ms. PENA. We had a previous one with Citibank that we had
launched in 2010. Their footprint has evolved, as you all know, and
they do not serve Texas anymore.

Ms. GARcIA OF TEXAS. Okay. One last question for you. You say
in your written testimony that the CRA’s policy—that we need one
that is transparent, accountable, and reflective of the continued
disparities of accessing credit.

What specific recommendations do you have for the committee?

Ms. PENA. The first one would be specifically to expand, as it re-
lates to including more banks with a bigger asset base. The second
is in terms of—and we actually submitted a letter to the OCC spe-
cifically about addressing the varianced approach of that checklist
that you were talking about to ensure that there is weight and
really complexity and not just an effort to be present within the
community.

So, those are the three recommendations we actually had put
into our letter to the OCC.

Ms. Garcia oF TExAs. Okay. Thank you.

Mr. Chairman, if I can just have one last question to Mr. Poyo,
please?

Mr. Poyo, you talked in your remarks and in your paper about
barriers for the limited English proficiency customer. Could you ex-
pand more on that, and what we can do ensure that that data is
collected and that it is reported and that we really fully address
it?

Mr. Poyo. Absolutely. One, it is, I think, incredibly important to
think about limited-English-proficient communities as a market
that should be served, not people whom we need to serve chari-
tably.

Certainly, in the efforts we have made to translate documents,
in particular into Spanish, we have made a lot of progress. I think
we need a lot more progress with regard to Asian languages, and
many languages of African origin, Arabic and Farsi.

But we need to go beyond just thinking about translation and
looking at hiring in institutions that are delivering services and
making sure that bilingual, bicultural people are out there across
whatever industry you are looking at.

And then, regulatory enforcement in other languages. For exam-
ple, with the CFPB, when you look at the rules that are enforced
and then you go to the Spanish language market, you don’t see any
enforcement in that language. And that is challenging, I grant, and
yet there are millions and millions of people operating only in
Spanish who deserve the protection of those regulations.

And so I think we have to get beyond thinking only about trans-
lation as our solution and get to hiring and enforcement activities
across multiple languages.

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

Chairman GREEN. Thank you.

The Chair now recognizes the Chair of our Subcommittee on
Consumer Protection and Financial Institutions, Mr. Meeks, the
gentleman from New York.

Mr. MEEKS. Thank you, Mr. Chairman.
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Let me start with Mr. Poyo. As Chair of the Consumer Protection
and Financial Institutions Subcommittee, we had a hearing not too
long ago, and we discussed at length the seriousness of the con-
cerns that I think that you talked about in your testimony, and
that is the OCC go-alone position, as opposed to working with the
Fed and the FDIC.

The Fed appears to have taken a more thoughtful approach, in
my opinion, and we have consistently encouraged all three regu-
lators, including the FDIC, to coordinate their efforts and for them
to move in lockstep.

You discussed the risk of the the OCC’s approach. Can you also
tell us key factors that you think we should consider in modern-
izing CRA, including non-bank financial institutions, fintechs, and
the branch loophole?

Mr. Povo. Yes, sir. Absolutely, we have this concern about the
OCC moving without—and particularly the Federal Reserve. I
think you are absolutely correct. The Federal Reserve has had a
10-year process of examining updates to the CRA, which has been
careful and gotten lots of input. And the OCC’s approach in many
ways, I think, began by disregarding those many years of effort at
the Fed. And so, I think we should be looking to the Fed to take
leadership on this.

Some of the early statements by the Comptroller of the Currency
about his intent with regard to CRA when he was first confirmed,
he has not been repeating them lately, but we are very concerned
about where that started.

But I think that we need to look at a couple of key issues. You
mentioned fintechs. And both with regard to CRA and with regard
to fair lending practices, just because you use an algorithm to dis-
criminate doesn’t mean you are not discriminating, right?

And so the same laws—if we are doing banking, if we are doing
investment, and we have laws that cover the banks and create a
level playing field among banks, we cannot allow the legs to be
taken out from under institutions that are regulated by organiza-
tions that are going out and doing things like, for example, rating
whether someone should be lent to based on their social network.
Right? These are things that are deeply concerning, and because it
is a new technology doesn’t mean that new kinds of discrimination
should be things that we are okay with.

I also suggest that expanding the applicability of CRA helps to
broaden that level playing field. I think regulated banks have a le-
gitimate concern when they say, well, there are people doing mort-
gages and there are people doing—large credit unions that are
doing the same business we are, and yet they are not covered. Fair
enough. Let’s bring everybody into the fold and cover financial in-
stitutions that are competing with regulated institutions, and the
mortgage market in particular, into having a CRA obligation.

Mr. MEEKS. Thank you.

Mr. Smith, I have been working on some legislation to promote
minority banks, which have been disappearing at an alarming rate
in my district. In fact, we have banking deserts that are there.

And a few areas I have been paying particular attention to in-
clude the creation of programs for the Federal Government to de-
posit funds with minority-owned banks, creating initiatives for
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large banks to avail their technology platforms to minority banks,
and holding bank regulators accountable for the lack of diversity of
the bank examiner coops.

Can you please speak in regards to those items, those issues, and
any other areas that you consider critical to help promote minority
banks?

Mr. SMITH. Yes, sir. I think all of them are critical. I think the
work that you have been doing is spot-on, as far as what we need
at our level.

I would say that there seems to be a new momentum for capital
investment, not just in preferred shares, if you were to purchase
that, but in other investments that could be made to help the
MDIs.

But I think the CRA regulations have to be defined more specifi-
cally in areas of assisting MDIs. It is not the only thing that CRA
is talking about, but that section that deals with MDIs and credits
needs to be specific and more detailed.

In addition to their involvement in us, we have things that we
need the big banks’ help on that are our loans. I will give you a
great example. There is an Invest Atlanta right now, that the City
of Atlanta is looking at some $40 million. They want to have, as
part of their regulation, a minority bank to be the lead. They un-
derstand that the minority bank can’t do it all. So, I have to have
a big bank partner in order to participate in this Invest Atlanta.

It’s the same thing in Houston, and he same thing in other cities
where we are. If we want to participate in a larger program that
is maybe government- or city-based, I need a big bank to be a part-
ner with me, and we can bring them in and share that.

Mr. MEEKS. My other question would be, I have found in certain
communities where you don’t have access to banking or banking
services, this is where the payday loans come in. This is where the
pawn shops come in, et cetera.

What could we do? What kind of legislation? What do you think
that we could do as Members of Congress to help the small minor-
ity bank, the bank that is in the community, to put these payday
loaners out of business by getting folks back into regular banking?
What do you think that we could do? What are we missing to make
that happen?

Mr. SMITH. I think it goes back to the regulations. In other
words, let’s incentivize the big banks to give us programs that we
can deploy—they don’t have the means to deploy, but we can de-
ploy in our neighborhoods, city block after city block, the Commu-
nity Reinvestment Act on the street where the rubber hits the
road. We can have it in community meetings. We can get the word
out through our customers in a mailout. We can get the word out
to our prospects by advertising in the paper that we have a loan
program that is designed to take out the payday loan, for instance.

But that program has to be backed by dollars. That program has
to be backed by meaningful participation with a larger institution
that would help do that. This is just one example. You could go on
and on, whether it is car title loans, whether it is non-bank small
business loans. These are at 18 percent. It is choking the business
itself out of existence.



37

Mr. MEEKS. And if I have time, Mr. Johnson, I would like to ask
you—yesterday, we had the opportunity to see the extraordinary
work of you and your development company and how you have
turned it around to make a difference.

I think that you indicated that to a large extent, that you have
done so without the aid of HUD or Federal dollars, is that correct?

Mr. JOHNSON. In most of the developments that we have done in
Corinthian Pointe, we did it without the aid of Federal dollars. We
did have Federal dollars in the independent living facility. We had
a grant through HOME funds through the City of Houston for $3.4
million to go with a mortgage loan from Trustmark Bank for $6
million to develop that particular site.

Mr. MEEKS. So the individual who has a business like you—be-
cause I know a number. I know in New York, there are very few
African-American developers who have equity in the land and are
able to build. And many of them come to me, and they say they
lack access to capital so they can grow and develop.

What would you recommend be done so we can create more de-
velopers, such as you, and entrepreneurs who are hiring folks and
making a difference in people’s lives?

Mr. JOHNSON. Capital is extremely important in real estate de-
velopment across-the-board. Listening to all of the various organi-
zations, major banks, when we were doing the project for the non-
profit in Corinthian Pointe, most of those loans were made through
the major banks. We could not utilize the smaller banks for that.

And that is why, one of the reasons that I mentioned that. And
I continue to hear from these gentlemen there is just a tremendous
need for capital. The smaller banks need more capital. In order to
do most of these deals, we have had to go to Chase, to Wells Fargo,
to Amegy Banks for these types of loans. When we go to the small-
er banks, the capital is just not available.

Chairman GREEN. The gentleman yields back.

At this time, the Chair will recognize the gentleman from Mis-
souri, Mr. Cleaver, who is also the Chair of our Subcommittee on
National Security, International Development, and Monetary Pol-
icy.

Mr. CLEAVER. Thank you, Mr. Chairman.

A number of you have at least touched a little on this issue. I
represent Missouri. I always like to tell people I represent Missouri
because they will ask me how are things in Kansas, and I haven’t
been there in months.

But one of the concerns I have is that we have an agricultural
component to our economy that depends on $80 billion of Missouri
products being sold around the world, the most significant of
which, in terms of revenue, is soybeans.

The tariffs are wreaking havoc all through the State of Missouri,
whether you are eating soybeans or not. And we just had an an-
nouncement yesterday concerning one of our large companies, with
probably 25,000 people across the globe working for them, and they
just announced a big layoff in Kansas City. And of course, that is
the home office, so I am nervous about what can happen. And we
just ended the longest—well, maybe not ended, but we are experi-
encing the longest economic expansion in U.S. history.
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I am wondering what you believe—and I am interested, seri-
ously—the Fed can and should do at a time like this, under-
standing that one of the mandates is, of course, making sure that
employment remains steady, and how can that happen if we are
beginning to see layoffs happen around the country?

And so I thought maybe I could raise this issue to the intelligen-
tsia, and then I can tell the Chairman of the Fed what he should
do. Thank you.

Mr. Poyo. Thank you, Congressman.

You bring up an incredibly important issue that is obviously par-
ticularly relevant here in Texas, and for low- and moderate-income
people.

This Administration’s erratic approach to trade and immigration
policy has created some really significant headwinds, and we are
seeing that. I will point you to a recent interview that was done
with the president of the Federal Reserve Bank of Dallas at Jack-
son Hole, where he was asked about these issues.

And in his words, he talked about how the trade and immigra-
tion policy are right now the fulcrum of the economy. It is what it
is going to turn on, right, and we are seeing that happen.

And his concern stated was that monetary policy is not going to
be enough, one way or another, to overcome that. As they say, the
headwinds created by a very strong trade and immigration policy
he?’ld%)ng in one direction, monetary policy can’t solve everything,
right?

So, fiscal policy and trade policy simply just can’t be outbalanced.
And so, as we see the Fed right now I think trying to make some
decisions about what to do with monetary policy, I think it would
be problematic for us to expect that the Fed is just going to sort
of balance us out of this situation. The core policies that we are
seeing in trade and immigration are causing a huge problem in our
economy right now.

Mr. CLEAVER. If we are trying to fight it from a government
point of view, for example, the President decided to provide a $12
billion package to farmers who were wiped out last year. Now, for
this year, it is $16 billion, which is, of course, what, $38 billion
added to the deficit.

So, even when you try to help the problem that you created—edi-
torial comment, I apologize, but the President did create this—and
then spend $38 billion to try to soften what he created.

The President is demanding that the Federal Reserve reduce in-
terest rates right now, and he is demanding all kinds of things.
Whﬁt you just said created some heartburn, but I appreciate your
candor.

And if anybody else would like to address this? Yes, ma’am?

Ms. PENA. I would just add, and not necessarily from the Federal
Reserve perspective, but thinking of the evolution of workforce de-
velopment as it relates to entrepreneurship, and one of the things
that we, as all organizations, see—whether they are coming to ac-
cess capital or asking for guidance—is this notion of, should we
have layoffs, what is our strategy of workforce development, and
does it include an element of entrepreneurship?

The gig economy continues to grow. It still has, obviously, its
gaps from earnings perspective and asset-building. But can we, to-
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gether and collectively, provide a pathway that allows workforce
development, plus entrepreneurship, specifically as we see the evo-
lution of people in tenured jobs as well?

Mr. CLEAVER. I kind of try to keep up on this, but there is no
discernible strategy that I know about such that we can say, okay,
this is what is happening today. But don’t worry, in 3 weeks, it will
all be fixed, and we can be happy and sing “Kumbaya.” If you had
the Chair of the Federal Reserve sitting right here, would you ad-
vise anything or ask anything?

Mr. Povo. Congressman, I didn’t mean to suggest earlier that
there is nothing the Fed can do. I think that these tactical moves
in interest rates downwards really can have substantive protection
for low-income people who are being put in a very difficult position
by the ups and downs in this economy.

But I, myself, have some real doubts about whether even a sig-
nificant move in interest rates is going to overcome what we are
seeing as a really hard-driven policy, which is having clear nega-
tive consequences, ironically as much for a farmer as for a low-in-
come person of color in urban America.

We can help to kick the can down the road by doing debt sub-
sidies, that maybe get somebody through to next year, but in the
end, these are big levers that are being pulled.

And so I think the Fed Chairman is not in a position to really
point at Congress and say, “Please do something about this,” or the
President, but, indeed, I think that is probably what he thinks to
himself at night.

Mr. CLEAVER. Well, some of it ,I] am sure we can’t control. The
EU is almost fighting for its existence. And what happens to the
European economy ultimately is going to—right now, we are so in-
extricably connected that what happens with Brexit will have an
impact on us.

If you look at all of the things going on, this is a crisis. I don’t
know how much time I don’t have left.

Chairman GREEN. The gentleman’s time has expired.

But the Chair announces that there will be a second round, and
Members will have an opportunity to continue. I would suggest
that, with unanimous consent, we can do so. Without objection, it
is so ordered.

The Chair also asks unanimous consent that Mr. JP Park, presi-
dent and chairman, Relationship BancShares, Inc., be allowed to
give his testimony at this time. Without objection, we will hear
from Mr. Park.

Mr. Park, you will have 5 minutes. I will sound this bell when
you have completed 4 of your 5 minutes.

[Timer sounding.]

Thereafter, when you are at the end, I will give you the gavel.

[Gavel sounding.]

Mr. PARK. Yes, sir.

Chairman GREEN. You may proceed.
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STATEMENT OF JEUNGHO “JP” PARK, PRESIDENT AND
CHAIRMAN, RELATIONSHIP BANCSHARES, INC.

Mr. PARK. One of the potential solutions of the first panel issues
is to increase numbers of minority depository institutions and the
community development financial institutions.

Recently, the numbers of minority depository institutions and the
community development financial institutions being disappeared by
M&A are much bigger than the ones of minority depository institu-
tions and the community development financial institutions newly
being acquired.

Under this current situation, new start-up minority depository
institutions or community development financial institutions criti-
cally experience difficulties raising initial funds covering capital
and all other costs, et cetera.

However, in reality, new start-up MDIs and CDFIs are mostly
excluded from investment companies and the banker’s bank to get
some financial supports for initial forming stages. This means that
there are many financial difficulties if forming groups do not have
enough funds to cover by themselves.

In addition, some MDIs and CDFIs which are suddenly grown to
a bigger scale by M&A tend to dominate minority banking markets
and to deteriorate its environments.

How to resolve these issues of MDIs and CDFIs? It is to increase
the numbers of MDIs and CDFIs to a certain degree which can be
taken in current markets. To promote more numbers of MDIs and
CDFIs, government should support how new start-up MDI and
CDFI groups can have easier access to knocking on the doors of in-
vestment companies and the banker’s bank.

[The prepared statement of Mr. Park can be found on page 72
of the appendix.]

Chairman GREEN. The gentleman yields back his time.

The Chair will now recognize himself for 5 minutes. Thereafter,
we will have a second round. And each Member will be given a lib-
eral amount of time, I might add, for the second round.

Let me start with this premise. We have approximately—and I
have just been given this information—92.5 percent of banks that
are capitalized at less than $1 billion in assets, 92.5 percent.

I believe that this committee—and I speak for a good many per-
sons, perhaps not all—would like to do something for the 92.5 per-
cent, the 92.5 percent that, as Chairman Meeks has indicated, did
not have any impact on the financial crisis that we suffered in a
negative way. They were not a part of the problem.

We would like to do something to help the 92.5 percent. How-
ever, whenever we try to extricate the 92.5 percent from the others,
the 7-some percent, we run into a problem, because the larger in-
stitutions seem to be holding the smaller institutions as captives.
And it is difficult to extricate them from the larger institutions. It
is difficult to get them to go on record and make comments that
would be, in their opinions, I am sure, adverse to their best inter-
est because we have already promulgated laws, regulations, and
rules that allow them to associate with the larger institutions to
grow. So, they are in a very precarious circumstance. It is enig-
matic, to say the very least.
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So the question becomes, how do we deal with the smaller insti-
tutions—the 92.5 percent of all banks under $1 billion, how do we
help them?

I have learned in my brief time in Congress that we can do al-
most anything we want if we can get 218 people to agree. When
we had the financial crisis, we went out of our way to save the big
banks. We went out of our way to lend them money. We went out
of our way to almost give them money. We didn’t give it to them
because they all repaid the money, and we made a profit. But we
can do almost anything that we want.

So the question is, what do we want to do to help the smaller
institutions that are becoming extinct? What do we do to help
them? Especially the good number that we finally have left that
are minority-owned, how do we help them?

Well, here is a thought. What if we, the Members of Congress,
decided to establish a means by which a credible bank under $1
billion—a credible bank, with high ratings, no negatives, great with
CRA, to the extent that a small bank can be great with CRA—what
can we do to help them?

What if we decided that the government will lend them money
the same way we bailed out the big banks? If we can bail out the
big banks, why can’t we assist and aid the smaller banks who are
suffering as a result of what occurred when we had the downturn
in 2008?

There ought to be a means by which we can do for the small
banks, who are suffering now through no fault of their own, what
we did for the big banks who are part of this—not all of them. You
won’t find one that will admit it—but not all of them who were a
part of this downturn.

So, I am going to look into legislation. I can’t guarantee you that
it will pass, but it is a part of my responsibility to be a part of the
avant-garde with legislation, cutting-edge legislation. I am always
living on the edge, it seems, and I don’t mind being there.

Let’s talk about this. Would it be beneficial, Mr. Park, to have
the opportunity for these stellar banks that are small to acquire
some of their assets by way of some loan or some grant maybe from
the Federal Government? Your thoughts, please?

Mr. PARK. Thank you, Chairman Green.

The testimony I just gave is exactly what I am facing, the situa-
tions. I got a new bank approval, and I need to close on buying the
bank by next week. This is a totally minority target bank—95 per-
cent of our customers will be Asian immigrants, first generation.

I have been in the banking service, in the Asian banking area
for the last 18 years, and now I am trying to put in a new bank
in Houston. But my difficulty is in capital-raising. Many people
commit, but when they actually put money on the table, rather
than what I expected, 20 percent, 30 percent, almost 40 percent,
they cannot commit, they cannot put the money that they com-
mitted to.

And then, we knocked at an investment company. We knocked
at a banker’s bank. I never experienced a banker’s bank other than
this time, and so as long as our investors put in cash, 50 percent,
a banker’s bank will help 50 percent. And all of those investors
have good credit and strong financials, but actually, when we tried
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to talk with them, the banker’s bank said no, this is your new
start-up bank.

And also, investment bank companies said, we do not want to
look at that at this time because you are a startup. So what I
want—and also the situation in the market, we both, U.S. Com-
mittee on Financial Services or Honorable Congressmen and
women and also us, we better know what is going on in the market
situations. As I pointed out in my testimony, recently, many bigger
banks—

Chairman GREEN. Mr. Park, let me just intercede and say this,
I am really interested in your comment on my comment about the
ability to acquire some degree of assistance from the Federal Gov-
ernment.

Mr. PARK. Yes.

Chairman GREEN. Would that be beneficial, is the question?

Mr. PARK. Very beneficial.

Chairman GREEN. Okay. Now, let me move quickly to Mr. Smith.

Mr. Smith, you are the president of a small bank. Would it be
of some benefit to you if the Federal Government provided some
sort of aid and assistance to small banks with stellar records?

Mr. SMITH. Yes, Chairman, it would.

Chairman GREEN. And explain to me how you think such a sys-
tem might work. Quickly, please.

Mr. SMITH. Okay. In an investment of $2 million, $5 million,
whatever the number is, we could deploy that investment into
growth strategies, into loan program strategies, into investment in
new products and services to better assist the customer base, and
probably give us some efficiencies of scale. There is just a lot of
positives that could come from it.

Chairman GREEN. Thank you.

At this time, the Chair will yield back the balance of the time
that I do not have and call upon Ms. Tlaib from Michigan for an
additional round of questioning. And as I indicated, the Chair will
be generous with the time.

Ms. Tlaib, you are now recognized.

Ms. TLAIB. Thank you so much, Mr. Chairman.

I was listening to all of you in regards to the Community Rein-
vestment Act, and everything. One of the things that, for me, is
very, very clear, is that there is a huge racial wealth gap in our
country.

And homeownership, as you know, is literally one of the primary
ways that American families can really gain wealth. Small busi-
nesses, of course, are important, but if we can’t get the homeowner-
ship rates up, it is just not going to work.

And when Mr. Smith and others are talking about incentivizing,
I a}lln}?ost feel like we are trying to force them not to discriminate,
right?

The Community Reinvestment Act didn’t just come down from
the sky. It came because there was redlining. And I feel like we
are back there because we are not able to prove disparate impact.
We are not able to prove that some of the structural kind of racism
that is currently under this Administration is looking at the CRA
examination in a very different light, even probably before with
people there who are, again, looking at it in a very different light.
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But our Financial Services Committee staff does a tremendous
job, and I want to read some of the data where it is very, very well-
documented, the racial bias.

The Center for Investigative Reporting review project examined
31 million Home Mortgage Disclosure Act (HMDA) records, and
concluded that modern-day redlining persists in 61 areas. It said
specifically that the data showed that Black applicants were turned
away at significantly higher rates than whites in 48 cities, Latinos
in 25 cities, Asians in 9 cities, and Native Americans in 3 cities.

The investigation went on and found modern-day redlining in at
least 71 metro areas across the country, even though 98 percent of
the banks nationally still receive passing grades in their CRA
exams.

So I am a little confused, and I think maybe because I am new,
Mr. Chairman, I don’t know, But I am looking at this and saying,
well, the Community Reinvestment Act, and I look at the history.
I love understanding the institutional knowledge of where some-
thing came from. Why did we do the FHA? Why do we have this
specific act that came forward?

And T look at it because I want to know what were we trying to
fix? What were you trying to remedy? And it is hard when you
have the big banks, and we are trying to say, well, you want to go
work with some of the MDIs and some of our other local, minority-
owned banks, institutions, and so forth. But how do we stop, basi-
cally, the disparate impact? How do we stop the practice that, in
itself, within these institutions is discriminatory?

We are never going to find emails that say, “Don’t lend to Black
people.” But you know what we have found? If somebody comes in
and they have an accent or Spanish is their first language, the
bank will give them a higher rate. That is what banks are doing,
and it is well-documented. We found a number of cases.

Many of our States are involved in these cases, and they get
these large settlements. But guess what? My colleagues and know
this, and it hasn’t remedied the situation because they continue to
act badly, and they continue to intentionally discriminate through
these practices.

Again, we are never going to find direct emails. We have to rely
on the whistleblowers. We have to rely on the people internally
who say, “I was trained to give a higher rate to the Black family,”
or, “I was trained to do this.”

One of the things that I talk to Chairwoman Waters all the time
about is, “You know, Chairwoman Waters, I really want to
unpackaqge the credit score.” We have to unpackage that because
they put all of this data in there, because the more data they have,
the more they can sell, because Equifax, TransUnion, and Experian
are all for-profit entities. A lot of my residents think they are kind
of quasi-government. We regulate them, but they really make
money off of selling our data.

But even if I was able to fix that, unpackage it—and we did in-
troduce a bill, and many of my colleagues supported this bill that
reduced people’s debt. If your debt—you know how it stays for 7
years? Reduce it to 4 years. It passed out of the House Financial
Services Committee. Hopefully, it gets out onto the Floor of the
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House and goes on to the Senate. And you know nothing happens
there. But the point is, we are moving towards that direction.

But even if I fix that for you all—and you know that needs to
be fixed—I still have these kinds of practices happening. So I am
asking, Mr. Poyo, Mr. Smith, all of you, I think we need to face the
fact that you are working with some national banks. Maybe the
CRA forced them to have to work with you. But in practice, we
know that these national banks are not loaning to our people, and
that is the increment problem that I think we are not addressing.

Mr. Povo. It didn’t sound like the Congresswoman is new. You
brought up the word, “teeth”, earlier when you talked about this.
And the interaction between fair lending exams and CRA exams,
if you keep them in separate silos, and other sorts of exams, and
you say, well, we have a problem here, but you are doing great over
here, right?

And so, it is very rare. While our regulators do have the ability
and the discretion to take results in one place and have it affect
anotﬁler, it is rarely used, right, because they get a lot of blowback
on that.

But we have seen instances in which really problematic impacts
on consumers impact something like a CRA rating. And if that
were to happen more often, the CRA rating—whether you get a
satisfactory or—has no consequence. But when you hit, “needs im-
provement”, there are some real problems that a bank has about
opening and closing branches, about mergers, the kinds of things
that banks really do care about from a financial perspective.

And these days, many of our punishments, especially for large in-
stitutions, are fines, and they laugh and the next day they make
the money over. Right?

Ms. TLAIB. Oh, fines are the least of incentives. Like not the fine,
but even—so one of the incentives are if you want to merge, you
have to show you have been meeting CRA, and they even kind of
cheat that little process.

But it is trying to fully understand how these exams happen in-
ternally. And how do we really force them to be able to stop red-
lining and be able to force them to work with all of you more? I
almost feel like we need to call it out and say, “Well, you are not
working with us. That is discrimination. You are not allowed to do
that in the United States of America. It is prohibited.”

And we are kind of allowing it to be dismissed because I really
do think we are in denial that it is actually happening, when the
data continues to show that we are back—I mean, the numbers—
and Chairwoman Waters knows this. We talk about it all the time.
The numbers are as bad as they were before we passed the Fair
Housing Act. That is how bad it has gotten.

Mr. SMmITH. Congresswoman, you are accurate, in my opinion. I
can tell you from the Unity National Bank perspective, most of the
borrowers that we see loan requests from have been to three, four,
or five banks, and they have all been turned down, particularly Af-
rican-American women. They seem to be turned down six or seven
times.

And on a loan here recently that we did for an African-American
woman, I was really scratching my head trying to figure out how
she got the first turndown, much less five turndowns. And I
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quizzed her repeatedly, “Well, what exactly did the bank tell you
that they didn’t like about this deal?”

And she just had these very vague answers because there was
no specific reason to turn her down. And of course, we made the
loan, and we are happy to have the loan.

So all I can tell you is sometimes I struggle from my side of the
desk when I look at these loan requests from minorities, and they
have been turned down over and over again, and I am thinking, I
was credit-trained by a billion-dollar bank, I know a little bit about
what they think, and I can’t find a reason that they would turn the
loan down, but yet, they are repeatedly doing so.

Mr. ARDOIN. Congresswoman, I think whatever penalties are
being imposed against these banks that are discriminating, it is not
enough. I think the penalties just need to be increased. Because a
slap on the hand for discrimination is not working, and it is not
going to work until they really feel it. And I don’t know what type
of penalties that might be, but I think imposing stricter penalties
would probably help solve the situation.

Mr. LINDNER. If I could, everybody that we lend to in LiftFund
has been turned down by a bank. And the unfortunate thing or the
frustration is, while we are trying to help those who are under-
served—and we do that well—we are just a drop in the bucket com-
pared to the entire national problem, and it is frustrating. We wish
we could do more, and we do everything we can.

Everybody here at this table that is in a CDFI role, we embrace
the underserved because that is our purpose in life, socioeconomic
justice. But the frustration is we cannot do as much as we would
like to, and as I said, the problem is so overwhelming. There is a
frustration from our standpoint that we couldn’t do more.

Chairman GREEN. The gentlelady’s time has expired.

The Chair now recognizes the gentlelady from Texas, Ms. Garcia.

Ms. GarciA OF TExAS. Thank you, Mr. Chairman.

And I must say before I start my questions that when I heard
you speak about the bailout of the big banks and why we haven’t
focused on bailing out minority banks or providing some sort of as-
sistance, I had just said the very same thing to my colleague from
Missouri, because as I have watched things, especially after the fi-
nancial crisis, it looks like the big banks got better, but the smaller
banks and minority banks didn’t really do much better.

In fact, I think some of them have not done well at all, and you
can count on me to support your legislation. And if you need an
original cosponsor, I am here to serve, sir. We should move forward
with that.

Chairman GREEN. Sure. I accept the offer. And I believe that all
of the Members will work together with us to get it done.

Ms. Garcia oF TExAS. Thank you.

I wanted to start with Mr. Poyo. To strengthen the minority de-
pository institutions, the National Bankers Association has called
for enhanced incentives from majority-owned banks to make CRA-
qualified investments in the MDIs.

Has your organization had any discussion or any preliminary
working agreement with the National Bankers Association on what
that might look like, to make sure that whatever they support is
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already inclusive and representative of what your membership may
want to see happen?

Mr. Povyo. We have not had any discussion with them about
what that could look like. I think the suggestions about increasing
the specificity in the CRA regulations around MDI investments is
a good step.

But I will say that it is an entirely other level than what the
chairman was talking about. The idea of linking a favorable credit
window to metrics of lending by MDIs, banks that are delivering
to low- and moderate-income communities and to communities of
color, actually linking to a credit window with a lower cost of cap-
ital is, from my perspective, not avant-garde. It is prudent, and it
is effective.

And so, while I think it is important that we look at some of
these regulatory steps, because maybe they are more achievable, I
think that this is the sort of thing that really changes the game.

Ms. GARCIA OF TEXAS. All right. My concern is that when we look
at these things, if we are not at the table from the beginning, then,
once again, we may be left out. And I know that in another sub-
committee that I serve on—actually, it is a task force—we look at
what happens with modern technology, the algorithms and the ma-
trix that are designed into the computer systems before we even
get started.

Again, if we don’t have people who know our communities, and
who are sensitive biculturally or bilingually, they will design some-
thing that is just going to continue to discriminate. So, I think it
is important that we look at that.

Has your group, or anyone else at the table with your national
groups, have you all started really working with the folks who de-
sign this software? Because we are seeing more and more tech-
nology in the banking systems and all financial services.

Mr. Poyo. I had the privilege of serving on the Community Advi-
sory Council for the Federal Reserve and advising the Board of
Governors on issues, including fintech, and had advised some larg-
er banks in their no-longer-early stages of developing these things.

And one of the fundamental places we had to start with fintech
is discrimination in discrimination out, right?

Ms. Garcia oF TExAS. Right.

Mr. Povo. And one of the real concerns that we have is that in
the fintech space, you have an even more fierce protection of code,
of what is proprietary code, so creating a black box, in essence.

And what is in that black box is deeply meaningful, and the
speed with which machine-learning can now move you to deploying
capital, right? Instead of deploying a product over 6 months, it is
deploying over 2 months. And in that case, you can’t catch a run-
away train.

So, we are very worried about the use of fintech to really put out
products before they have been well-tested across markets because
oftentimes, they are using credit scoring data and other data which
is representative perhaps of a portion of our population, but not our
entire population. And so, I think your concern and oversight in the
area of fintech is incredibly important.

Ms. Garcia oF TExAs. Thank you.
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And Mr. Chairman, if I can have one more, I wanted to ask Mr.
Ardoin from the credit union, do you have any specific rec-
ommendations for us regarding how we treat credit unions as com-
pared to banks, and anything else that you all may want to be
doing that you are not doing now?

Because it seems to me that what—this is a field hearing to see
what is happening on the ground. And in the banking industry, in
my financial services industry, nobody is more on the ground than
credit?unions. So, give us your thoughts on what we might be look-
ing at?

Mr. ARDOIN. Like I said, my credit union is small, $1.2 million
in total assets. So, we are very small. I think up to $50 million is
considered small.

But your question, again, had to do with—could you repeat the
question?

Ms. GARCIA OF TEXAS. Is there anything that—any Federal rule
or regulation that you think keeps you from doing something,
serves as a barrier for you to be able to serve those customers be-
cause, again, you are the one there on the ground. That is where
people go when they can’t get the car loan somewhere else, when
they can’t even get help with buying furniture or just to get past
it. Because if we don’t make sure that you are working, then they
are going to end up with payday lenders. And there is nothing I
hate more than payday lenders, quite frankly, because I think pay-
day lenders just make poor people poorer. So, we need the credit
unions out there on the ground like yours.

Mr. ARDOIN. Right.

Ms. GARcCIA OF TEXAS. And we need to make sure that there is
nothing barring you from serving those customers.

Mr. ARDOIN. No. We have all of the abilities of the regular bank.
We have insurance by the National Credit Union Association
(NCUA) of $250,000 per account, the same as the FDIC does for
the banks, the same amount secured by the FDIC.

We have fewer fees, which makes us a little bit more attractive
from time to time, than banks. And I think we are more accessible
and more friendly. So, I don’t think that there is anything that
bars us from doing what the banks do.

Ms. GARcIA OF TEXAS. Okay. That is fair.

What about Ms. Pena and Mr. Lindner? I know you nodded when
I asked the question. I just wanted to get your opinion on that, on
your ability to serve your customers.

Mr. LINDNER. Our constraint is just capital that we can deploy.
And with regard to credit unions, as I said, they come under, obvi-
ously, the NCUA versus the CRA.

Ms. Garcia oF TExAS. Right.

Mr. LINDNER. If I could just mention something?

Ms. GARCIA OF TEXAS. Sure.

Mr. LINDNER. I think the most egregious lenders of all are the
online lenders, the Kabbages and the OnDecks. Their interest rates
are never disclosed, and it is somewhere up—it is as much as 50
to 75 to 100 percent. They are payday lenders but you just don’t
see the storefront.

And so, I think that is the biggest threat to small business own-
ers in their ability to sustain themselves. Because everybody wants
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money by sundown and they can get it by sundown, but that is
more of a trap than it is a benefit to them.

So I see that as—you know, we all work together, but the online
lenders are taking advantage of people who need money and need
it fast for their businesses. And the payday lenders are egregious,
390 percent in some cases.

Ms. GARCIA OF TEXAS. Right.

Mr. LINDNER. But so are the online lenders. They are predatory.
And they even had in the Wall Street Journal an article about how
they are all going to disclose their interest rates. Well, that never
happened, because they just don’t do that.

Ms. Garcia oF TExAS. Right.

Mr. LINDNER. And they draft out of your account every single
day.

Ms. GARCIA OF TEXAS. Right.

Ms. Pena, did you want to add anything?

Ms. PENA. Sure. I would just—to Chairman Green’s comment of
finding a place for supporting the 92.5 percent banks that are $1
billion and less, the answer should be, yes, find a way. But I also
believe, just from the CDFI perspective, Treasury plays a big role
in being able to help us create opportunities to build equity and as-
sets so that we can serve more folks.

So I believe, to Gary’s point and to your question, that liquidity
is our biggest issue. We actually had to reduce our lending goals
this year because our balance sheet was overleveraged.

So in order for us to be able to maintain, yes, it is a very fine
balance as a community development financial institution to find
the ability to meet the demand, but still meet protocol of financial
soundness.

Ms. GARCIA OF TEXAS. Sure.

Ms. PENA. Thinking about things like that is very important to
us. And using Treasury and supporting Treasury’s work can allow
us to, again, expand our impact without creating disruption within
our organizations.

The other thing, too, is the comment about CRA. There are other
elements that could be measured. I think Gary brought this up,
and also Noel, is that who financial institutions hire and who is
part of their governance plays a key role in outcomes. And so,
being able to figure out how do we measure that, Treasury meas-
ures and actually asks us to report on our advisory board and our
board representation to ensure that we are accountable. And so, I
think that is important.

As it relates to technology, right now LiftFund is partnering with
a credit union in building a microloan program that can meet the
needs for credit unions and take our understanding of microlending
to the next level. So, I think there are great partnerships that po-
tentially can happen. And actually, that partnership came through
Treasury as well.

It is not enough, as Gary has mentioned, but I do think that
there are certain things that could be enhanced, including just
helping us with our liquidity to serve more people.

Thank you.

Ms. Garcia oF TExAs. Thank you.
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Mr. Johnson, did you want to say something on the predatory
lending? I saw you nodding, too, so—

Mr. JOHNSON. Yes. I would just amen everything everyone else
has said.

Ms. GARcIA OF TExAS. All right.

Mr. JOHNSON. The demand is there. The need is great. And we
are all saying the same thing. We need capitalization. We need the
funds to do a better job, the demand is just tremendous. We are
on the ground in the community, and so many of the large banks
are not. So I think increased funding to these organizations is the
number-one thing that we need to kind of focus on.

And I love your idea, Mr. Chairman, in reference to, if we could
help the larger banks in their time of distress, we should be able
to help the smaller institutions in their time of distress, which is
now.

Ms. GARcCIA OF TEXAS. Thank you. And thank you all for what
you are doing.

I yield back, Mr. Chairman.

Chairman GREEN. The gentlelady yields back.

The Chair now recognizes the Chair of our Consumer Protection
andkFinancial Institutions Subcommittee, Mr. Meeks from New
York.

Mr. MEEKS. Thank you, Mr. Chairman.

I am sitting here somewhat frustrated, to be quite honest with
you, because it seems as though we are not moving in the direc-
tions that we should move to get things done. I am intrigued by
Chairman Green’s thoughts and look forward to working with him
on it.

To me—and maybe somebody can tell me where I am wrong—
there should be an opportunity, if given the support, to really grow
businesses in these communities. There is a reason why payday
lenders and pawn shop folks are in our communities. They are
making money.

Then on the flip side of that, I know in New York, as I am talk-
ing to the big banks and trying to hold them to the fire, what they
are saying to me or to my communities is, “It is not worth me stay-
ing there. I am going to close the branch. I am going to pack up
and go. I don’t even need that business. I don’t make any money
there”, which then leaves the ground even more fertile for some-
body else who is going to come in because that person has no other
alternative.

What do they do? You can’t get a loan from a big bank because
there is none there. Small banks are closing. A person’s car brakes
breaks down. They are depending upon that car to get to work.
They have to get it fixed. They go to look for a bank. There is no
one there. They go someplace else, and get turned down. And, ah,
they go to Mr. Payday Lender, and he says, “Come right on in. I
have some money for you.”

That comes on top of a tradition where African Americans, be-
cause of racism in America, don’t trust banks in the first place.

My grandmother—I know I said I am from New York, but my
grandmother is from South Carolina—would not put her money in
the bank. She put it under the mattress. My mother—this is a true
story. She passed away, and we were in the room, and underneath
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the rug, we found all kinds of money, even though I was trying to
tell her how to invest some of it.

So, Mr. Smith, you were telling me yesterday when we had the
opportunity to visit Unity, for example, that something is wrong
when a bank with your model can’t get an outstanding rating in
CRA, just satisfactory. That is something we should be able to
work on.

There is something fundamentally wrong with MDIs not being
able to get outstanding ratings when that is who they are intended
to serve. Something just seems wrong when we can’t put these pay-
day lenders and others out of business because we have reputable
small, minority-owned banks that end up getting an individual into
a financial banking habit.

We went to one of the banks over on the Asian strip, and they
were showing us how they had a whole section there just teaching
people financial literacy when they walked into the bank, what to
look for, how to do it. And I know that might be an additional cost,
but some kind of way, we have to figure this thing out.

Also, Mr. Smith, I lean on you again when you said that you
have to try to figure out how people in the community who do have
some money put the money in your bank, as opposed to going
someplace else.

Okay, so how do you reach out? How do we make that difference?
How do we talk about keeping a dollar in a community so it can
grow and benefit a whole lot of folks within that community when
everybody else seems to be fleeing?

Do you have any—I mean, I am leaning on you. And I know, Ms.
Pena, what you are doing with women and the CDFIs there. And
I might be mistaken, but Mr. Johnson, your business is a little dif-
ferent because capacity—I don’t know whether or not there needs
to be something where we can create better capacity there so that
you can have the big dollars. But what you are doing, I don’t want
to inhibit you. But maybe the big banks are the answer for some-
one on a large development like that, a different scale of business.
What do you say, Mr. Smith?

Mr. SMmiTH. Chairman Meeks, our ownership, Dr. Lawal, asked
me a few years ago to come up with a bank model of profitability
and get as small as I could, because we were interested in doing
branches around Houston and other low- to moderate-income areas.
And we were developing a program when Mayor-Elect Keisha Bot-
toms contacted us in Atlanta and said, “Would you come to At-
lanta?”

So we got on a plane and we went out there. Commissioner Rod-
ney Ellis was with us at the time, Dr. Lawal and myself. We went
to Atlanta, and we looked at a small, empty building in downtown
Atlanta in the low- to moderate-income area, and we developed a
plan of basically $10 million in deposits, and $10 million in loans.
We could have that branch profitable. And it was our prototype
that we did in Atlanta. Why Atlanta, they asked? That is why. The
Atlanta branch was open one year, and it was profitable on a
monthly basis for us.

With that success, we are looking at other areas, particularly
where banks have abandoned the community. We were looking to
put a Unity Bank in that area, and we were looking anywhere from
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Harlem in New York all the way to Acres Homes in Houston. We
were looking anywhere that we can put up a branch that will help
the low- to moderate-income communities have access to the bank-
ing and products and services that they deserve.

Mr. MEEKS. Would anybody else care to comment?

Mr. PaRk. I totally understand, Mr. Meeks, your comment. But
banking business is, in another sense, a risk-taking business. So
we should have responsibility per CRA, et cetera, from regulators
always say.

And also, the bank is private company-owned, so we should pur-
sue profit, too. On the other hand, we should do profit-pursuing.
Also in the other hand, we should follow the rules on the regu-
lators’ exams.

So, for example, SBA loans, they ask us to do a lot of SBA, espe-
cially small express loans of less than $350,000 for lower-income
people. But lower-income people have very bad credit, and our
guidelines do not meet what they have. So actually government
people, regulators urge us to do more for the minority people,
lower-income people, but actually examiners come. They just try to
apply the same rules and regulations for some other very—the nor-
mal guidelines. This way, the bank really has a problem to follow,
to stretch. The bank does not want to take that much risk.

So, regulators should have some kind of a different guideline. For
example, a bank should have strong minority target loan programs
or some special products, and then they might have some more de-
fault loans. So when the examiner comes, they should understand.

But mostly what regulators—what they say, to urge some more
for minority lower incomes. But examiners, totally different people
come. We don’t care for that. So please understand that the bank-
ing business is a risk-taking business. So some kind of a risk, when
we take for lower income, should be considered in exams.

Chairman GREEN. The gentleman yields back.

The Chair now recognizes the gentleman from Missouri, Mr.
Cleaver, who is also the Chair of our Subcommittee on National Se-
curity, International Development, and Monetary Policy.

Mr. CLEAVER. Thank you, Mr. Chairman.

I disagree with my colleague, Congresswoman Garcia, when she
said she couldn’t think of anything she hated more than the pay-
day lenders. I hate the Oakland Raiders—

[laughter]

Mr. CLEAVER. —but other than them, I am with her. And I strug-
gle with this issue. Let me just tell you what happened, one of the
most painful days I have had since we came in together. We have
sat by each other for 15 years.

We are trying to deal with payday lenders. The other side
brought in—we have been beating up on the payday lenders. The
other side brought in as their witness a school teacher—I don’t
know if you remember—from California, and she sat down right in
front of us and said, “I am a school teacher. I am college-educated.
I need payday lenders.” She said, “If I need $300 or $400 to make
it, I can’t get it from a bank. I have to get it from a payday lender.”

When she spoke—they called on us to speak—nobody would ask
her a single question. Everybody was hesitant because, what are
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you going to do? You can’t say that she is a stupid person, and she
is being taken advantage of. This is a very complicated issue.

And we are losing the banks. In 1985, in the United States, we
had 18,000 banks, 18,000. Today, we have 5,500, give or take a
couple hundred. So, we have consolidations and purchases as pri-
marily the reason.

But I think we need to rethink the whole issue. Because last
summer, I spent a day at a fintech company in Fort Worth, frank-
ly, in Fort Worth, where the CEO, I think, was 13-years-old, and
a COO was 12-years-old. Most of the other employees were either
8-, 9-, or 10-years-old. All of them are billionaires, and their par-
ents have to deposit the money for them because they are too
young to have bank accounts. But they don’t have the same regula-
tions that you guys are facing.

And we have a number of other problems. They will say we can
be much more racially sensitive because we don’t know the skin
color of people who are getting the loans. We know nothing, except
their qualifications, because they use algorithms. Of course, there
is an algorithm mind somewhere who designed it. But they are
able to get the loans out—I don’t think they can get it out the same
day. I think they get it—for many of the people who come to them,
they get it out the next day. So, it is not like the same day. But
it is a problem.

And I don’t know whether—Mr. Smith, the Fed discount rate
doesn’t apply to community banks, does it? The Federal discount
rate, it is just—it does apply?

[Nonverbal response.]

Mr. CLEAVER. Okay. What I am wondering is, could things be
made lighter if the Federal discount rate is lower for smaller banks
based on deposits? I don’t know what kind of positive impact that
would have. But as I am listening, I am thinking the Federal dis-
count rate maybe ought to be at this level for giants and at another
level for community banks. That could be a solution.

The other thing I am trying to figure out we can do, because we
don’t want to keep having a war between the banks and the credit
unions, as if it doesn’t exist today already—

VoICE. We don’t want to go there.

[laughter]

Mr. CLEAVER. Yes, I shouldn’t have even mentioned that. Forgive
me, Lord.

But I do know that people prefer a relationship bank where,
when you go in, they know your name, they know your children,
where they are in college. So, people prefer that.

But I don’t know. We struggle to try to figure out how to resolve
this issue. I don’t know if we have the same options to do what I
think could be of help, and I think most of us are interested in
doing what would be helpful.

I am thinking that lowering the discount rate is something—be-
cause the Fed has to do it, rather than the Members of Congress.
I don’t know what impact we would have recommending it to the
Fed, anyway.

But if you have any other ideas on what you think we might be
able to do that would help community banks and credit unions, I
think we have a very, very open group of people who are doing it.
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And I have to tell you, I am going to become an enemy. FinCEN
is under my subcommittee’s jurisdiction, as are fintech companies,
and the problem is, we are going to have to start seriously consid-
ering government involvement. I know they don’t want it, and no-
body else does. But if we don’t, I don’t know what is going to hap-
pen. Yes?

Mr. LINDNER. I would just ask you all to step up because fintech
payday lending, you can see them. You can’t see the fintech compa-
nies, and they are an enormity. Billions and billions of dollars are
loaned to people who cannot repay, and it doesn’t bother them one
bit. There is no conscience whatsoever.

We have watched them, and we see what they are doing, and it
is just egregious. So, anything you can do to put your arms around
the fintech companies—payday lenders, you can actually see them,
but you can’t see the fintech companies, and they are pumping out
billions of dollars every month.

Mr. CLEAVER. Yes, I have seen it.

Mr. LINDNER. So the net needs to capture some of that, because
that is what is costing a lot of small businesses their livelihood.

Mr. CLEAVER. The problem is that the people running those
banks are juveniles, so you can’t put them in jail. I have never seen
one yet over 15-years-old.

And just so the people out there know, I am kind of adding a lit-
tle to it, that I am just saying that they are usually very young
people, and they come up with this new technology, and they are
getting richer by the second.

Chairman GREEN. The gentleman yields back.

I would like to recognize the presence of Mr. Marlon D. Mitchell.
He is the president and CEO of Houston Business Development,
Inc., that deals with financing the growth of small businesses.
Thank you for being in attendance today, sir.

Yesterday, we visited what is known as the “International Dis-
trict,” and we went there because within about a 1-mile radius, we
have about 10 small banks, and some large banks, too. But we
have these banks that have all found reasons to be located within
a stone’s throw of each other.

And in visiting with the various CEOs and presidents, we discov-
ered something that I found quite intriguing. A business model has
developed such that the bank will purchase land and build a facil-
ity. The first floor belongs to the bank. The floors above the first
floor are sold to business people with a fee simple, such that these
other, let’s say, nine floors, nine stories above, they tend to cover
a lot of the cost that the bank has in initiating its entree into bank-
ing.

We talked to a REALTOR who has purchased with fee simple on
one of the floors, and these bankers are acquiring funds from the
sale of these upper floors before they build the building, because
they get commitments for the purchase with a fee simple, meaning
they literally own that space that they are in.

Tell me about this model in terms of how it can work in other
communities? I need to add one additional thing. They have funded
the businesses around the bank, and they pointed out specific busi-
nesses that they have funded that you can see from the bank.
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They chose an area. They are lending to small businesses. The
small businesses are creating the jobs that Mr. Meeks talks about,
this circle of inclusivity. That model seems to work quite well for
the International District.

So, let’s start with whomever would like to be first. We have
bankers here. We have others who can help us. Who would like to
respond and give a comment on the model?

Mr. Lindner, do you want to start with this? Are you familiar
with the model?

Mr. LINDNER. Yes, I am. What I would tell you—and we have
done this before—is partner with banks that want to do that and
help the small businesses with financing as well. So there are some
partnership opportunities with organizations like us and banks
that are motivated to help small businesses, where they lend to
them, if they can, or if they cannot, then we can probably lend to
them. So, I think it is a great opportunity, quite frankly.

Chairman GREEN. Mr. Park, you are about to open a bank, if it
is God’s will, and I pray that you will. Forgive me for using a word
that I am very comfortable with that some are not, but let me ask
you, does your business model include something similar to what
I have just explained?

Mr. PARK. Yes.

Chairman GREEN. Tell us how that business model will help you
to get your bank off the ground?

Mr. PARK. At this moment, I cannot follow the model exactly, Mr.
Chairman, as you pointed out, but as soon as we settle down, I
have an idea and a strategic plan to follow that model. And also,
I know—

Chairman GREEN. Let me do this. To prevent you from saying
something that you shouldn’t say, rather than comment on your
specific entity, just tell us how that model has worked. You have
some knowledge of how it can work. So, just tell us about the
model in general, if you would.

Mr. PARK. Okay. At this time, the model—I am trying to raise
funds and make a new bank. It is very difficult to raise capital, but
I don’t have a choice with my investors who will make it. Because
even though we tried to get some support, financial support from
other institutions or fund companies, or whomever, it does not
work out. So this time, we will make it.

However, when we get some significant asset, $300 million, $400
million within the next 3, 4 years, and then that, Mr. Chairman,
you brought up, the model is very attractive. And some minority
groups, some banks, as you pointed out, are very, very successful.

In the beginning, many community people did not really agree to
that kind of model, but a local CEO initiated it, and it was very
successful. So at this time, people know in the community that the
model is very good.

So when banks initiate that, a lot of people will join, and I think
the bank and when, actually, a bank could get into a building,
many other businesses are automatically in.

Chairman GREEN. Let me intercede and ask this question, if I
may, Mr. Park.

Mr. PARK. Yes.
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Chairman GREEN. Is it true that when you use this paradigm,
this model, that the bank will finance the loan that is made to the
business that desires to purchase the fee-simple property within
the bank’s structure, that building that we are talking about? Has
that been your experience? Have you seen this occur where the
bank finances a loan so that the business that is buying the prop-
erty has a loan with the bank that happens to be on the first floor
of the facility?

Mr. PARK. In my banking experience, I haven’t done exactly that.
But I saw a couple of very successful examples recently. So in the
near future, I want to follow that model exactly.

Chairman GREEN. Thank you very much.

Mr. Smith, can you comment on the model, please?

Mr. SMITH. Yes, sir, Mr. Chairman.

I have been financing fee-simple condo projects since the 1980s.
Whether the model is successful or not really depends on the cost
and what the long-term costs are of the project. But we have had
very successful ones in banking, and we have had some not-so-suc-
cessful ones that I have seen.

As far as the bank owning the property initially and then selling
off floors or space above it, I think that could be done, but I think
you have a lot of disclosure issues that you are going to have to
go through to do that.

One of the things I would worry about as a CEO of a bank would
be, am I selling the second floor to one of my better customers who
already has loans with me, and did I make it conditional that they
buy this second floor so that they could continue that relationship?
There are issues here that you would have to really cover.

Chairman GREEN. It seems to me that good lawyers can be of
benefit.

Mr. SMITH. That is right.

Chairman GREEN. Apparently, there are good lawyers out there
because we visited banks yesterday that have been successful with
the model.

Mr. SMITH. We are going to look into it.

Chairman GREEN. I can point you in the direction of a bank that
exists that has used the model successfully. And according to what
we were told, they don’t have problems with the OCC. They are
complying with CRA.

This model seems to be one that was imported from Taiwan,
maybe China, but it is something that originated elsewhere, such
that you literally sell what is the equivalent of a condominium to
a business in the same building the bank is in, and you have an
HOA. It seems to work.

Mr. Johnson, please?

Mr. JOHNSON. Mr. Chairman, it is an excellent model. I think it
works extremely well. You see it a lot in the medical area. You see
quite a few office condos that a medical organization will design a
building and then be the principal owner of that building and then
sell condos. They create an organization to actually manage it.
They generally are the general partner in that type of a deal, but
it is an excellent model. And I agree with you. I think it could work
with banks. And Mr. Smith, I would love to show you a potential
project in the Missouri City area that could work for Unity Bank.
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Chairman GREEN. All right, Mr. Johnson, one more question.
And then, Ms. Pena, I have one for you as well.

Mr. Johnson, when we had an opportunity to visit Corinthian
Pointe, we saw some 300-plus homes that were constructed. What
was that number again, please?

Mr. JOHNSON. It was 434.

Chairman GREEN. 434. And you explained that the actual cost of
the homes now, they are valued at what amount, would you esti-
mate, please?

Mr. JOHNSON. In the initial development, the homes were—the
starting sales prices were in the $80,000 to $120,000 to $130,00
price range. This was approximately 15 years ago.

Now, those homes are in the estimated value of $150,000 to
$190,000, so they have appreciated in value over the last few years.

Chairman GREEN. And I am going to have to apologize. I do have
some Members who will have to depart.

Ms. Pena, I humbly apologize to you. I wanted to get more infor-
mation.

But suffice it to say, you started this with a not-for-profit of some
sort, did you not, Mr. Johnson?

Mr. JOHNSON. Yes. The owners created what was called the Pyr-
amid Residential CDC, and that was the developer for the project.
The project, we created a tax increment reinvestment zone for that
section of the development, and that provided the funding for the
infrastructure for the development of the homes. The homes sold.
It was the fastest-selling subdivision in the City of Houston in the
year 2004—2005. So, it was a very, very big success.

Chairman GREEN. And what is the worth of that project cur-
rently, in rough numbers?

Mr. JOHNSON. The entire project as of last year has a worth of
$178 million.

Chairman GREEN. $178 million?

Mr. JOHNSON. Approximately.

Chairman GREEN. Okay. Thank you very much.

I wanted to get that on the record of what a community develop-
ment corporation, some sort of not-for-profit can do to enhance the
value of the community, improve the lives of the people, and create
jobs. The spinoff from what you have done is remarkable, and I
want to compliment you.

At this time, friends, I have to thank the witnesses for their tes-
timony and for devoting the time and resources to travel here and
share their experiences with us. Your testimony today has helped
to advance the important work of the Subcommittee on Oversight
and Investigations.

The Chair notes that some Members may have additional ques-
tions for today’s panels, 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 2:01 p.m., the hearing was adjourned.]
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September 4, 2019
To:  House Financial Services Committee’s Oversight and Investigations Subcommittee
From: Raymond Ardoin ~ Board Chairman
Brentwood Baptist Church Federal Credit Union
Houston, Texas
Phone:
Re:  Examining Discrimination and Other Barriers to Consumer Credit, Home Ownership, and

Financial Inclusion in Texas

Good afternoon, and thank you for the opportunity to testify today on this very important
subject. My name is Raymond Ardoin and I am the Board Chairman of Brentwood
Baptist Church Federal Credit Union in Houston, Texas. 'We are a small credit union
currently with 833 members which was formed in 1992 by our church, Brentwood
Baptist Church, and we are a low-income designated credit union. We currently have
total assets of $1.2 million dollars. We have not entered the real estate and mortgage
lending business, but we do offer automobile financing, share secured loans, signature
loans and secured debit cards to our members.

Our credit union was formed to provide the availability of financial services to our church
members. At that time, most members had proximity to a financial institution near their
Jobs, but there was no particular institutional loyalty and most members complained
about cold, impersonal and insensitive way that they were treated at banks. Our credit
union work diligently to provide our members with a fair and convenient place to save
and borrow money. And although we do not currently handle real estate and mortgage
loans, we know that the basic rules of credit extension are involved in all types of
lending.

Equal access to mortgage credit for minorities remains a serious issue. The Fair Housing
Act makes it unlawful to discriminate in the rental or sale of housing, or to impose
different terms and conditions of a transaction based on race, color, religion, national
origin and gender. To avoid mortgage discrimination, minority borrowers should shop
multiple lenders. Not only will that help you find the best mortgage interest rate, but it
could also identify lenders that are discriminating with higher rates, or a lack of access to
credit.

If lending discrimination is suspected, the following are several other potential solutions
that one should consider doing:

+ First, contact the lender and enter a complaint
+ Contact their state attorney general’s office and report it.
¢ Consider retaining a local attorney
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¢ File a complaint with the Consumer Financial Protection Bureau (CFPB) and the
Department of Housing and Urban Development
e Research and read reviews in an effort to find a better lender

One should also check that their chosen lender is committed to federal anti-discrimination
laws. Most good lenders announce this in the disclosures section of their website.

Fortunately, although many of the banks in the U.S. have exhibited discriminatory
tendencies, many minorities are finding success with online banks, where they find the
color of their skin is less of an issue.

Like many community banks, MDIs face difficulty accessing capital markets and
competition from larger banks. In the aftermath of the most recent financial crisis,
despite moderate improvements in earnings and capital levels, MDIs continue to struggle
with compressed net earnings. In may cases, compounding MDI challenges are the
effects of economic hardships on MDI customers, many of whom reside in low or
moderate-income (LMI) communities.

In 2013 the Federal Reserve reaffirmed its commitment to MDIs in its Consumer Affairs
Letter “Federal Reserve Resources for Minority Depository Institutions”. This letter also
discusses technical assistance that is available to MDIs through the Federal Reserve’s
Partnership For Progress Program, a national outreach effort to help MDIs confront
unique business model challenges, cultivate safe banking practices, and compete more
effectively in the marketplace.

Conclusion:
This concludes my testimony today. Thank you very much.
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ENCRC

National Community Reinvestment Coalition

National Community Reinvestment Coalition’s Written Testimony for the U.S House
Committee on Financial Services Field Hearing in Houston Texas September 4, 2019

Good Morning. Thank you for inviting me here to speak to you about the research the
National Community Reinvestment Coalition (NCRC) has done on matched pair testing in the
small business arena.

NCRC is a national non-profit organization that has been in existence for over 25 years. The
National Community Reinvestment Coalition and its grassroots member organizations create
opportunities for people to build wealth. We work with community leaders, policymakers and

financial institutions to champion fairness in banking, housing and business.

NCRC was formed in 1990 by national, regional and local organizations to increase the flow
of private capital into traditionally underserved communities. NCRC has grown into an
association of more than 600 community-based organizations that promote access to basic
banking services, affordable housing, entrepreneurship, job creation and vibrant communities
for America’s working families.

Our members include community reinvestment organizations, community development
corporations, local and state government agencies, faith-based institutions, community
organizing and civil rights groups, minority and women-owned business associations, as well
as local and social service providers from across the nation.

My name is Dedrick Asante-Muhammad and | am the Chief of Race, Wealth and Community
at the National Community Reinvestment Coalition. | oversee our work on fair lending, fair
housing, entrepreneurship and developing practices to address the racial wealth divide.

For over 20 years NCRC has been involved in civil rights matched-pair testing in the housing
discrimination arena. NCRC has received and continues to receive funding from the U.S.
Department of Housing and Urban Development (HUD) Fair Housing and Equal Opportunity
division to perform rental, sales, insurance, and lending testing under the Fair Housing Act.
Matched-pair testing is routinely performed not only by advocates but aiso by financial
institutions to mitigate fair lending risks. Currently, the majority of this mystery shopping occur
in the mortgage lending arena.

Chairman Green has introduced two bills (H.R. 149 and H.R. 166) during this Congressional
session. Both bills would strengthen fair housing and fair lending laws by increasing the
support for testing at both HUD and the Consumer Financial Protection Bureau (CFPB).
Testing provides a snap shot in time of an interaction between a tester and a housing
provider. it provides information that is not always possible to be collected by other methods.
More specifically, testing highlights a difference in how two peopile are treated based solely
on a protected status, such as race, national origin, or disability.

In 2017, NCRC partnered with three university professors: Dr. Jerome Williams at Rutgers
North, Dr. Glenn Christensen at Brigham Young University, and Dr. Sterling Bone at Utah



61

State University. These three professors first published work in this area in 2010 “Rejected,
Shackled, and Alone: The Impact of Systemic Restricted Choice on Minority Consumers’
Construction of Self” in Journal of Consumer Research the top academic journal in their field.
See attachment A. This collaboration with the university professors resulted in the publishing
of the academic paper “Shaping Small Business Lending Policy Through Matched-Pair
Mystery Shopping” in the Journal of Public Policy & Marketing. See attachment B.

The “Shaping Small Business Lending Policy Through Matched-Pair Mystery Shopping”
paper looked at the experience that black and white men had when they inquired about a
small business loan. The paper highlights that the testing “show[s] that African American
testers were asked to provide more information about their businesses and personal
financials than Caucasian testers, Specifically, compared with Caucasian testers, African
American testers were more frequently requested to provide information from their business
financial statements, personal financial statements, the amount of their accounts receivable,
and their personal W2 forms”. The service that the black tester received was poocrer than the
service received by the white tester.

Today, NCRC released a white paper “Disinvestment, Discouragement and Disparity in

Small Business Lending”. See attachment C. To evaluate differences in small business
ownership and lending opportunities, NCRC and our academic partners conducted a two-part
study. First, NCRC analyzed small business ownership and lending at the national and
metropolitan level in seven cities using data from the federal govemment. This analysis
revealed that the recovery of small business lending activity in the wake of the 2008
recession has been uneven. Black and Hispanic entrepreneurs experienced almost no
improvement since the crisis ended.

The areas that we examined are: Atlanta, Houston, Los Angeles, Milwaukee, the five
boroughs of New York City, Philadelphia and Washington, D.C.

The data shows the following:

+ There were steep declines in SBA 7(a) lending to black small business owners. This
resulted in a reduction from about 8% to 3% of loans during the Great Recession, a
decline that has yet to recover. There was an initial decline of lending for whites and
then it recovered. For Hispanic borrowers it was stagnant.

« Business owners in wealthier areas received the largest share of loans - 85% in
Milwaukee. In fact, in six of seven metro areas analyzed, more than 70% of loans
went to middle- and upper-income neighborhoods.

« The number of bank branch locations declined 10% since 2009, likely affecting small
businesses that are highly dependent on local-level banking relationships.

+ Banks have not reinvested the increased capital accumulated after the end of the
Great Recession back into small businesses. The most significant difference between
deposits and loans occurred in New York, where deposits increased by 100%, but
lending decreased by nearly 40%.

« There are tremendous gaps in black and Hispanic business ownership relative to their
poputation size. Although 12.6% of the U.S. population is black, only 2.1% of small
businesses with employees are black-owned. Ownership for Hispanic entrepreneurs is

2
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slightly better at 5.6% of businesses, while they represent 16.9% of the population;
White businesses are 81.6% of the total, with 62.8% of the total population.

Next, NCRC and our partners conducted a series of “mystery shopping” tests of banks in the
pre-application arena to evaluate the customer service experience of prospective borrowers
of different races and ethnicities in the Los Angeles metropolitan area. The data shows the
following:

« Overall the customer service experience for all of the testers was poor regardless of
race or national origin. However, the black and Hispanic testers experienced worse
treatment compared to the white tester. A few examples are:

o Bank personnel introduced themselves to white prospective customers 18%
more frequently than they did to black prospective customers. White testers
received friendlier service overall.

o Black and Hispanic testers were requested to provide more information than
their white counterparts, particularly personal income tax statements. Hispanic
testers were asked to provide them nearly 32% then counterparts and black
testers were asked 28% frequently than their white counterparts.

o White testers were given significantly better information about business loan
products, particularly information regarding loan fees. White testers were told
about what to expect 44% more frequently than Hispanic testers and 35% more
frequently than black testers.

« One area of customer service was significantly better for black and Hispanic
prospective customers ~ they received an offer to schedule an appointment to take
their application more often, which happened 18% more frequently for black testers
and 12% more often for Hispanic testers.

Our results show a pattern of disinvestment and discouragement that contributes to the wide
disparities in small business ownership for blacks and Hispanics in the U.S. The Federal
Reserve Bank of New York in their annual small business study highlighted that 27% of Black
and 21% of Hispanic business owners, with employees, reported feeling discouraged from
applying for credit. This means that Black and Hispanic business owners would not apply for
financing because they believed they would be turned down. This concept of discouragement
is vague because it's based on subjective feelings rather than objective observations. The
research that NCRC and its partners engage in provides objective measures to behaviors
that, taken as a whole, discourage potential customers from applying for bank loans. When
business owners don’t apply for credit they stall business growth affecting all of us.

Thank you again to Chairman Green for the opportunity to highlight the NCRC'’s research in
the small business arena and for recognizing the importance that testing has in highlighting
the barriers that black and Hispanic small business owners face when trying to access credit
to grow their businesses.
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United States Congress —~ House of Representatives
House Financial Services Committee's
Oversight and Investigations Sub-committee

September 4, 2019

“Examining Discrimination and other Barriers to Consumer Credit,
Homeownership and Financial Inclusion in Texas”

Testimony — Belinda Everette, NAACP — Houston
Chair, Housing Advocacy

A pivotal component in the challenge to increase African American homeownership has
been and continues to be access to credit, specifically residential home mortgages.
Homeownership is the most significant factor contributing to the disparate gap in wealth
between whites and minorities. A study by Brandies University reveals that years of
homeownership, not just homeownership is the driving force at the core of the gap.

Housing, lending and insurance markets have served as the bastions of overt
discrimination through residential segregation. The dual credit markets in the United
States make it easy for mainstream lenders to ignore and avoid minority and LMl
communities, but provide easy access for ‘Pay Day’ loan stores, pawn shops and hard
money lenders with their specialized products designed to drain the life’s blood from
many communities of color.

Drive through many of Houston's historic minority communities and see a plethora of
fast-money resources with high interest rates and easy payroil deduction repayment
structures. Most pay day lenders enjoy 400% interest on loan amounts from $50.00 to
$500.00. This is the level of credit that is readily available to Houston’s minority
population.

Since 2007 African-American homeownership has experienced the most dramatic
decline of any racial or ethnic group. African-American home ownership declined 5% in
the past 10 years while Caucasian, Asian, and Hispanic home ownership declined only
1%. Researching the most recent published HMDA data for the Houston-Woodlands-
Sugar Land MSA, these numbers are supported by an alarming on-going trend in
mortgage origination:
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Black or African Americans:

# of Application $ (000) Closed Loans % Approved
4985 1,123,665,000 2921 58%
Hispanic Americans:

# of Application $ (000) Closed Loans % Approved
13,045 2,269,991,000 7,058 54%

White or Caucasian Americans

# of Application $ (000) Closed Loans % Approved

52, 346 13,476,172,000 37,284 71%

These statistics reveal a systemic and pervasive discriminatory system at work.
According to the City of Houston, the demographic makeup of the Houston MSA is:

25% White or Caucasian American
22% Black or African American
45% Hispanic American

7% Asian American

1% Other / Mixed Race

Whites are provided home ownership opportunities 10 times that of African
Americans and 4 times that of Hispanic Americans.

One of the most important steps in stabilizing and expanding sustainable
homeownership within minority communities is to expand access to credit availability.
We also need a greater focus on consumer education and housing education related to
building credit and using low down payment and down payment assistance programs.
More than 70% of all adults are unaware that down payment assistance exists and that
87% of all homes sold qualify for down payment assistance.

While nationally the African American homeownership rate peaked at 45% during the
first six years of our new millennium it is currently 42%; in Houston that number is only
38%.

In celebration of our 100" Anniversary in 2018, the NAACP Houston Branch developed
and introduced the “Homes for Houston” home buyer education program to address the
rapid decline in minority home ownership in the city.



65

The “Homes for Houston” home buyer education program took a comprehensive
approach to educating consumers on every aspect of the home acquisition process.
From learning financial and credit management to understanding sales contracts,
appraisals and title work. This curriculum provides a common sense, comprehensive
education for consumers. Additionally, the seven module course, includes a detailed
module on down payment assistance programs.

In its inaugural year (2018), over 230 people completed the course with 22 new home
owners netting $3.8 Million in new loans in the first six months. By year end a pipeline
of an additional 51 people were in process for a total of $12.3 million in new mortgages.
We anticipate to double participation and mortgage production in 2019 based on current
run rates and the growing popularity of the program. Education and access to resources
are key.

Likewise, partnership and alliances with the financial services community is a driving
factor to the success of our program. Meeting people where they are and providing true
investment in the community by investing in its people is the solution to increasing and
sustaining minority home ownership. .

Attachments:
NAACP Houston Branch Home Buyer Education Program Summary
2016 HMDA reporting for Houston-Woodlands-Sugarland MSA
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The NAACP Houston Branch, "Homes for Houston” initiative is
a strategic partnership with banking. real estate and munic-
ipal community organizations as a three-tisred approach to
building and sustaining growth and development in targeted
Houston communities.

In its inaugural introduction. the 2018 Centennial Year, of the
NAACP, Houston Branch, the program was launched under
the banner of “Homes for Christmas.”

HOUSTON

To commemorate the 100 years of service in the City of Hous-
ton. the program was introduced with a goal of increasing
minority home ownership with 100 new home owners by
Christmas Day. The continuation of the program in 2019 was
introduced under the title "Homes for Houston.

This Initiative provides education and resouce access for
individuals in the three comprehensive segments below:

Provide seven module home buyer education program, facili-
tate HUD-approved home buyer counseling and financial liter
acy programs targeting credit and income management, home
ownership and generational wealth development.

EDUCATION:

Preparation for Home Acquisition:

A seven module curricutum with detailed, collaborative tools
to provide a comprehensive, actionable plan to prepare for
homeownership.

The Basics ~ Rent vs, Own

What it takes to be a Home Owner
The Martgage Process

Real £state, REALTORS". Contracts and the Property
Search

Down Payment Assistance

Getting Started

The Team - Financial. Real Estate and You

BN

~ow

CONTACT INFORMATION:
Email: housing@naacphouston.org - Office: 713.526.3389
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Work within at-risk markets within the Houston MSA 1o pro-
vide education and access o resources to maintain existing
home ownership and community stability. Recognize and ad-
dress fair housing opportunity.

RETENTION:

Provide information and access to resources that will sustain
vifal growth in all communities, through property mainte-
nance, improvement and foundational wealth.

Through "Homes for Houston.” the NAACP will further the ed-
ucation of responsible home ownership, With education and
resources, existing communities protect property values and
tlearn market practices to establish values and price points for
homes in the community.

Vatue of home ownership
= When it makes sense to ‘Stay' rather than ‘Sell!
County and Municipal resource management
+ Workshops
+ Know Your Value and your community's

SUMMARY

In recognition and celebration of the centennial year {1918~
2018) of service in the city of Houston, the NAACP, Houston
Branch launched the "Homes for Christmas” initiative with the
goal of increasing and sustaining home ownership in minori-
ty communities by 100 famities and/or individuals. Our motta
“from class to keys” provides a collaborative partnership to
ensure the participants have a clear path from class to home-
ownership with weekly and monthly targets and goals. We
partner with each participant to ensure the dream of home
ownership is realized.

In 2018. the inaugural year of the program, Homes for Houston
program results were: two hundred and thirty seven (237) par-
ticipants completed the program, receiving their home own-
ership education certification. From the certified participants,
twenty-two (22) new home owners (closed and in their homes}
and a pipeline of fifty-one (51) new homeowners to close in
2019

Through new home ownership, retention of existing home
owners and community investment from our financial part~
ners and the real estate community, the NAACP Houston
Branch will continue its efforts to bring more families - ‘Home
for Houston!’

Develop partnership and opportunity between real es-
tate community, developers, and financial service providers
through workshops, services and education.

INVESTMENT:

Facilitate relationship development between residents and
the real estate community, developers. financial services pro-
viders to source and identify viable options to stabilize, sustain
and grow desired communities. Provide investment educa-
tion, wealth transition and foundational tools to protect, pre-
serve and stabilize community development and opportunity,

CONTACT INFORMATION:
Email: housing@naacphouston.org + Office: 713.526.3389
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PecBleFund

Witness Testimony from Colonel Gary Lindner, USAF (ret.), PeopleFund President & CEO
2921 €, 17* 5t. Building D. Suite 1, Austin TX 78702

Financial Services Committee’s Oversight and | igations Sub ittee

Field Hearing on “Examining Discrimination and Other Barriers to C Credit, Hi ship, and Fil
Inclusion in Texas”

Wednesday, September 4, 2019

Small businesses are the economic hub that keep the city of Houston, the great state of Texas, and the entire nation
moving. Entrepreneurs create living wage jobs that support families and elevate low income communities. According to
the U.S. Small Business Administration, small businesses accounted for 66% of new jobs last year.! In Texas, small
businesses represent nearly 90% of all businesses in Texas, but access to affordable capital and the tools to grow remains
a critical challenge.

in 2018 The Kauffman Foundation released a report stating that 81% of entrepreneurs do not access a bank loan or venture
capital; the barriers to entry for diverse and low income small business owners are mounting.? Large banks continue to
expand while small and medium community banks shrink and underwriting criteria tightens. Since 2008, the number of
banks with assets under $50 million has declined 41%, and large banks simply cannot make a profit on small risky
microloans.® The current lending landscape among mainstream financial institutions often precludes diverse and low
income small business owners — these are our community’s leaders, brilliant innovators, and entrepreneurs who simply
want 3 hand up as they climb the ladder of economic mobility.

Community development financial institutions like PeopleFund were created to bridge the void between the banking
sector and a business owner in need. Mission-driven and committed to advancing underserved populations, community
development financial institutions help startup, low income, and minority borrowers by extending capital, wrapping funds
with taitored financial education and technical assistance, and guiding them on the journey toward weaith. Community
tenders like PeopleFund remain committed to social and economic justice, embracing diversity among the board and staff.
At PeopleFund, we have a minority-majority staff and governing board to ensure that our programs, products, and services
are responsive to client need and that everyone has a voice at the table. Our target market is minority, women, veteran
businesses and those located in low to moderate income census tracts, 97% of our loans are to our target market.

Although certified by the U.S. Treasury Department, community development financial institutions are not subject to the
same regulatory oversight as banks, however we remain accountable to all who provide us with low cost capital for
lending. We have greater latitude in our lending practices, and we can be agile in our programming to fill gaps as they
arise. For example, in the wake of Hurricane Harvey, 90 of our clients with loans from PeopleFund sustained severe
damage to their businesses. In response, PeopleFund made a conscious decision to make loan payments with our capital
for those 90 clients for 6 months, because we believed that under the circumstance it was the right thing to do. We also
assisted with insurance claims, document recovery, and cleanup. Pleased to report that of the 90 businesses, 88 are still
operating. One business owner passed away and the other moved away. This is just one instance of a community
development financial institution creatively responding to an urgent need and build a lasting bond with our small business
owners.

Unlike traditional banks, community development financial institutions are collaborative, not competitive, and work
together to leverage our resources to build a better tomorrow through economic opportunity. PeopleFund, and
community development financial institutions throughout Texas have worked alongside one another to create special

1 U.S. Small Business Administration Office of Advocacy What’s New With Small Business Report 2018
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loan pools for veterans, products dedicated to entrepreneurs of color, education programs for formerly incarcerated
individuals, and expanded access to technology and digital resources.

Our clients come from all segments of life; some never completed high school and others honorably served in the military
— one element they share is a desire to obtain their piece of the American Dream and willingness to work hard for that
very opportunity. Despite lending to startup entrepreneurs, business owners with Individual Tax ldentification Numbers
(ITIN) but without citizenship status, borrowers with limited or challenging credit histories, and in low income areas, our
2018 loan default rate was less than 1%. With flexible capital and comprehensive business education, we can lift up
marginalized populations, transform neighborhoods, and create living wage jobs. Small businesses have the power to
elevate entire communities, bringing in critical goods and services, spurring future development, and ensuring future
generations have access to traditional financial products. Community development financial institutions are the entry
point to spark this change.
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Tested by JP Jeung-Ho Park

One of the potential solutions of the first panel issues is to increase numbers of
minority depository institutions (“MDls”} and community development financial
institutions {“CDFis”}), Recently, the numbers of MDIs / CDFIs being disappeared
by M&A are much bigger than the cnes of MDis/ CDFis newly being occurred.
Under this current situation new start-up MDis/ CDFls critically experience
difficulties raising initial funds covering capital and all other costs etc.

However, in reality, new start-up MDIs /CDFIs are mostly excluded from
investment companies and banker’s bank to get some financial supports for initial
forming stages. This means that there are many financial difficulties if forming
groups do not have enough funds to cover by themselves. In addition, some
MDis/ CDFis which are suddenly grown in bigger scale by M&A tend to dominate
minority banking markets and to deteriorate its environments.

How to resolve these issues of MDIs/ CDFIs? It is to increase numbers of MDIis/
CDFIs to a certain degree which can be taken in current markets. To promote
more numbers of MDlIs/ CDFIs government should support how new start-up
MDIs/ CDFI groups can have easier access to knocking the doors of investment
companies and banker’s bank.
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Wednesday, September 4 at 10:00 AM — The Subcommittee on Oversight and Investigations will convene a field
hearing entitled, "Examining Discrimination and Other Barriers to Consumer Credit, Homeownership, and Financial
Inclusion in Texas,” in Houston, Texas.

Testimony of Celina Pefia

Good morning, my name is Celina Pefia with LiftFund. We are a nonprofit community development
financial institution based in Texas, headquartered in San Antonio, and serve 14 states in the South
Central U.S. We were founded to level the financial playing field through entrepreneurship in 1994 and
since inception have provided over 300 million in capital to over 20,000 entrepreneurs— we provide vital
resources and affordable business loans to our diverse customers. In the greater Houston region, we've
provided 54 million to 3,000 small business owners,

As a community loan fund, we provide direct business lending ranging from $500 to $500,000 and are a
partner with SBA on all their small business lending products including the SBA 504 and SBA 7a
Community Advantage. 38% of our borrowers are women, 85% are entrepreneurs of color, and over
36% are startups, less than 2 years in business,

Financial inclusion in Texas and the U.S. requires steadfast investment and participation at the local,
regional, and national level now more than ever. Studies by the Federal Reserve indicate that while
entrepreneurs of color and women owned businesses are the fastest growing segment in
entrepreneurship and their credit inquiries are increasing, their access to credit remains significantly
lower and they are utilizing their own assets and accessing financing that is costly and asset stripping not
leading them to scale.

Organizations like LiftFund are here to change that narrative and our direct services and products are
only one piece of the puzzle in removing barriers. LiftFund’s vision of financial inclusion requires us to
innovate and create partnerships at the system level to combat poverty and change the discourse of
underbanked, disenfranchised entrepreneurs.

{'d like to focus my time on how we are moving the needle in removing barriers and creating inclusion
through partnerships and creative solutions. These partnerships and strategies are the second part of a
complex puzzle to solving for financial inclusion,

t ask the committee to consider investing and providing equity through government agencies into works
like these that are unigue in changing the narrative of financial inclusion, which also means insuring a
CRA poticy that is transparent, accountable and reflective of the continued disparities of accessing
credit. Currently, LiftFund has 36 bank investments totaling more than $35 million and a local bank
purchasing close to 9 million in LiftFund business loans. Without CRA, the National Community of
Reinvestment Coalition (NCRC) estimates Low to moderate income neighborhoods could lose up to $105
billion in home and small business lending nationally — that equates to a $24 billion loss in CRA
commitments in the states LiftFund serves.

The first partnership is with Woodforest National Bank, headquartered here in the Woodlands, Texas.
Woodforest has purchased over 650 loans totaling close to nine million dollars from LiftFund to ensure
that they are serving their community through investment with LiftFund lending. LiftFund provides the
loan to the client; Woodforest purchases the funds as it demonstrates the criteria of service and impact
per CRA. LiftFund services the life of the loans with no recourse. These loans are non-guaranteed loans.
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The second partnership is with a platform called Cnote. A California based Benefit Company dedicated
to helping people, institutions and advisors invest in women and entrepreneurs of color with a return.
The goal of Cnote is to increase investments into CDFis like LiftFund. LiftFund currently has a $4.7
million investment with Cnote dedicated to serving minorities and women of color entrepreneurs.
Cnote, like LiftFund is woman owned and creating a space where again, investments can be made that
create inclusivity with capital while providing a return on investment.

As we are in the midst of Hurricane season, | would be remiss if | didn’t bring up our disaster recovery
program, Disasters bring resiliency, but that resiliency can’t be made without donors and investors and
after Hurricane Harvey three major partners came together to create a complicated and impactful
capital stack in serving micro and small business in the Texas Guif Coast. LiftFund had clients impacted
by Harvey and two national banks stepped up to the plate in providing amazing support to build our
Disaster Relief Loan Product. Goldman Sachs provided a five million dollar loan at zero percent and JP
Morgan Chase provided one point two million in equity to serve the population. Along with these two
national banks, Rebuild Texas and One Star provided operational funding and a guarantee fund that
allowed us to provide over $7 million in capital to 322 small businesses impacted by Harvey. The US
economic development agency recently awarded us a grant and a revolving loan fund to continue this
work into the next phase for $3.5 million and we have launched Ascend 2020 with JP Morgan Chase,
Houston Community College, the City of Houston and others in scaling minority contracting and
rebuilding housing stock locally.

LiftFund’s work requires a fine balance — we raise debt to provide debt — that is the community loan
fund model, we are working to shift that paradigm and have created the Dream Makers Fund, a
permanent revolving loan fund where local donors and investors can provide equity into a local fund
dedicated to serving entrepreneurs who are underbanked. Our goal over the next three years is to raise
$5 million in equity and revolve the loan fund permanently in key cities, including Houston. This will
allow us to reduce the tension on our balance sheet and meet the demand in providing capital and
leveling the financial playing field to specific populations we serve.

While we face challenges in removing all barriers of inclusion, our biggest success is our investment in
technology, many times minority; women owned firms aren’t able to scale because of resource
limitation. Our partners from across the nation, including major banks have invested in our work and in
doing so we have created the only U.S. micro-business risk model. You've heard of big data from online
lenders and risk profiles created by companies like Lexis Nexis, our risk model specifically focuses on
serving underbanked entrepreneurs in the U.S. and we have a 96% repayment rate when we couple this
risk model with our underwriting.

As you can tell, we are hard at work to bring a more inclusive economy. it is important for the U.S. to
take innovation into financial inclusion — we take pride in being part of the innovation in finding
solutions for our customers and for investors who can trust us in serving a population that deserves
inclusion.

When we think about our country 20 years from now, | am hoping that these strides, partnerships and
innovation will come to scale, and we must remain vigilant. As we continue to explore financial
inclusion, we must take into account the evolution of a growing online and phone economy that
connects LMI communities to potential asset stripping, we must rethink our models of inclusion to be
place based and accessible no matter when and where and we must think about financial inclusion in
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these terms in order to let entrepreneurs, no matter their life circumstances be included in the
economy. | hope the insights provided today, give you a better perspective on how partnerships and
CDFIs like LiftFund can play a role in this space.

Thank you for this opportunity to provide testimony.
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The Subcommittee on Oversight and Investigations will hold a Field hearing entitled, “Examining
Discrimination and Other Barriers to Consumer Credit, Homeownership. and Financial Inclusion in Texas™ on
Wednesday, September 4. 2019, at 10:00 am. (CDT) at the Fountain Life Center located at 14083 South Main
Street, Houston, Texas 77035, [ am writing to confimu your participation as a witness.

‘We anticipate that the hearing will examine access to affordable housing, credit, and banking services in
low and moderate-income (“LMI™) neighborhoods. The witnesses will address discrimination and other barriers
to homeownership, credit access, and finaneial inclusion. The hearing will examine. among other data. recently
published research on the perpetuation of systemic impediments to and disparities in wealth, homeownership,
and economic opportunity.

In addition, the hearing will explore potential solutions that would promote financial inclusion and
strengthen financial institutions that serve LMI communities, such as minority depository mstitutions
("MDIs”) and community development financial institutions (*CDFIs™). The number of MDIs has declined in
the last decade, raising the policy challenge of how best to bolster the health and soundness of these community
mstitutions that provide critical services to consumers and businesses underserved by traditional banks and
financial services providers.

Your oral testimony should be summarized in the form of a five-minute opening statement to be given at
the beginning of the bearing. You should also prepare a written version of your oral testimony. The written
testimony may consist of a verbatim transcript of your opening statement or, if you have additional information
that you would like included 1 the record. it may expound on your oral testimony as you see fit. This written
testtmony should be submitted to the Subconumittee by e-mail no later than Friday, August 30, 2019,
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" BUILDERS

Testimony of Noel Andrés Peyo, Executive Director of NALCAB — National Association for
Latino Community Asset Builders before the Subcommittee on Investigations and Oversight
of the House Financial Services Committee on the topic: Examining Discrimination and
Other Barriers to Consumer Credit, Homeownership, and Financial Inclusion in Texas.

Mr. Chairman, Ranking Member, Honorable Members of the Subcommittee and other Members
of Congress present here today, thank you for this opportunity to speak with you.

My name is Noel Andrés Poyo. Iam the Executive Director of NALCAB - National Association
for Latino Community Asset Builders. NALCAB is a national non-profit organization,
headquartered in San Antonio and with offices in Washington, DC, with a mission to strengthen
the economy by advancing economic mobility in Latino communities. NALCAB is the hub of a
national network of more than 120 mission-driven organizations in 40 states and DC that build
affordable housing, address gentrification, support small business growth, and provide financial
counseling on issues such as credit building and homeownership. Our vision is to dramatically
scale the flow of public and private sector capital that responsibly meets the asset building needs
and opportunities in the communities and families we serve. We achieve our mission and vision
by strengthening and coordinating the capacity of our member Network to deploy capital; and, by
influencing investors and policy makers with research, advocacy and technical advice.!

Let me begin by expressing appreciation that you are bringing the business of Congress to the
people through field hearings. This demonstrates a special kind of respect for the people who sent
you to Washington, and who may not have the resources to go see your work there. Thank you for
holding this hearing here today on a topic that is of seminal importance not only for the State of
Texas but for the entire nation.

Earlier, you heard testimony on barriers to credit, affordable housing, and banking services,
especially for low- and moderate-income people. I hope that my testimony helps to set the stage
for a discussion of solutions to these challenges.

It is important to recognize that the future strength and competitiveness of the US economy relies
on achieving far broader financial inclusion in our economy. To illustrate the point, consider that,
Hispanics make up 18% of the US population and have significantly fewer assets, lower income
and strikingly less access to credit than the non-Hispanic White population. At the same time,
Hispanics are driving our nation’s demographic growth and made up approximately half of the
total population growth in the US between 2008 and 2018.2 Hispanics are projected by the Census
to make up 28% of the US population in 2060.> This trend is even more dramatically present in
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Texas. It is a pressing macroeconomic concern that Hispanics are the state’s and the nation’s
youngest and fastest growing major population segment and yet are struggling to rebuild their
wealth in the post-recession era. This is the same reality for African Americans, for significant
segments of the Asian Pacific-American population and for many rural communities, among
others. This is not a Latino thing, or rural White thing, or an African-American thing, this is a
future of US economy thing. So, I will say this again: the future strength and competitiveness of
the United States of America relies on us achieving far broader financial inclusion in our economy.
We are all in this together, and the fact is, our diverse American communities are a good
investment. NALCAB highlights this with the hashtag #LatinoEconomicEngine.

Advancing financial inclusion requires two equally important things: 1) fair access to capital and
credit; 2) the capacity to utilize capital and credit to build assets. Some people in our economy
have had the good fortune of relatively easy and fair access to capital as well as strong capacity to
utilize that capital. Those people buy homes, start businesses and build assets; and that is good for
our economy. How much better would it be for our economy if everyone shared in that privilege.
1t should be a highest-level priority of our domestic economic policy to open fair access to capital
and credit for people who do not already have that privilege. This includes low- and moderate-
income people; people whose families have experienced a legacy of being excluded from the
economy, both legally and defacto; this includes immigrants. To see the economic benefit, we
must also support these populations to build their own capacity to take greatest advantage of fair
access to capital and credit.

One size does not fit all when it comes to effective solutions for expanding financial inclusion in
the diverse communities of our nation. We need local and culturally-relevant solutions. [ want to
focus particularly on the role of Community Development Financial Institutions or CDFIs as well
as Minority Depository Institutions — minority-owned banks.

CDFIs arc private financial institutions that deliver responsible, affordable finance to help
underserved people and communities join the economic mainstream. CDFIs move money into
rural, urban, and Native communities that mainstream bank financing does not reach. These
organizations create jobs, build affordable housing, support small business growth, advance
community-based health care, and provide access to banking services across America.* Today,
there are well over 1,000 CDFIs certified by the U.S. Department of the Treasury’s CDFI Fund
with more than $150 billion in assets. CDFls include non-profit loan funds, community
development credit unions, banks and venture capital organizations. As a part of the Treasury
certification process, CDFIs must demonstrate that their governing boards reflect and represent the
communities they serve. NALCAB, the organization I lead, is a certified CDFI, as are more than
35 of our member organizations. NALCAB collaborates closely with the Opportunity Finance
Network (OFN) the national umbrella organization for CDFIs.’

Minority Depository Institutions are banks controlled by Black Americans, Asian Americans,
Hispanic Americans, or Native Americans. MDIs are identified either based on majority-

4 hap: ;
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ownership by individuals in these minority groups or based on the fact that a majority of the Board
of Directors is minority and the community that the institution serves is predominantly
minority. The Federal Deposit Insurance Corporation published an important report on MDlIs in
2019 which documented that MDIs lend more to borrowers who live in LMI census tracts and to
minority borrowers as compared to non-MDI banks.® The FDIC recognizes approximately 150
MDls, a number of which are also certified as CDFls by the US Department of Treasury.

CDFIs and MDIs have a proven and prudent track record of investing in LMI and minority
communities and businesses, including through difficuit economic times. When mainstream
finance pulled back from 1L.MI and minority communities in the wake of the Great Recession,
CDFIs and MDIs continued to lend in their target markets and consistently demonstrated low loan
loss rates. These institutions know their target markets and are better equipped to measure and
mitigate risk among the borrowers they serve. This includes providing services to build the
capacity of borrowers. CDFIs and MDIs make up a critical part of the ladder of economic inclusion
in this country, providing realistic opportunities for LMI and minority borrowers to connect to the
financial mainstream. The success of CDFIs and MDIs represents a return on investment from
federal efforts that support these institutions, including appropriations for the US Treasury’s CDFI
Fund and efforts by the FDIC and others to support MDI-partnerships in the banking industry. It
is also a dramatic demonstration that representation in the board room matters. Imagine how we
could advance far broader financial inclusion if the board rooms of the Federal Reserve Banks and
our nation’s largest financial institutions better represented our nation’s diverse communities.

While the local, culturally-relevant efforts of CDFIs and MDls are critical solutions, it would be a
mistake to lose focus on the larger macro-economic context. I would like to highlight several
macro-economic matters that are critical for opening fair access to capital and credit to LMI,
minority and immigrant populations.

*  Monetary Policy — We often think of the monetary policy set by the Federal Reserve in the
context of the stock market and international finance. In fact, monetary policy is as
consequential for LMI populations as it is for everyone in our country, and sometimes more
so. We need to be cognizant of the impact of rising rates on the potential for LMI workers to
secure and maintain employment. On the other hand, we must be concerned with the extent to
which low rates have the potential to incentivize risk taking that creates “bubbles” which, when
they “pop,” typically harm LMI populations first and worst. We need more focus and research
to understand the consequences of monetary policy across the full spectrum of household
incomes and circumstances. Former Chair Yellen and Chairman Powell have taken important
strides in this regard. In a recent speech at the Jackson Hole economic Policy Symposium,
Chairman Powell pointed to the disaggregated employment rate and wage growth among LMI
and minority communities as key metrics for measuring the breadth and depth of a strong
economy.

e Trade and Immigration Policy — The current Administration’s erratic approach to trade and
immigration policy have created significant headwinds for our economy and have had targeted
negative impacts in rural communities and in Texas and other border states, among other parts
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of our country. The President of the Federal Reserve Bank of Dallas recently commented on
the fact that our nation’s trade and immigration policies are the fulcrum of current economic
conditions and are increasing the risk of a severe slow down and, further, that monetary policy
is unlikely to be able to counteract the negative impacts of these policies.

A Strong and Independent Consumer Financial Protection Bureau (CFPB) — A truly free and
efficient market has clear rules of the road that prevent abuse. The CFPB plays a central role
in placing reasonable limits on predatory activity that strip wealth from LMI communities,
including such practices as payday lending, auto title lending and abusive collections practices.
We should all be concerned by actions being taken by the current Administration to eliminate
prudent financial safe guards for consumer financial markets. On these issues, NALCAB
collaborates closely with the Center for Responsible Lending, where | serve as a member of
the Board of Directors.”

GSE Reform — The manner in which the Congress decides to bring Fannie Mae and Freddie
Mac out of conservatorship will have enormous implication for our economy and will
fundamentally shape what housing opportunities are available to LMI populations. The GSEs
define the terms of access to mortgage credit in the US. It is critical that GSE’s continue to
have a statutory “duty to serve” populations that experience challenges in accessing mortgage
credit. If we are serious about broad financial inclusion, the GSEs must maintain measurable
affordable housing goals and be extremely cautious with regard to “risk-based pricing” of
mortgage credit, based on risk measurement methodologies that reflect broader biases in our
financial system against LMI and minority borrowers.®

Community Reinvestment Act (CRA) - We are at an important moment in the public policy
discussion around the need to strengthen and modernize the CRA. NALCAB participates with
other national and regional organizations in a Collaboration to Strengthen the CRA. Any
modernization effort must put the credit needs of low- and moderate-income people and
communities of color first. There is a pressing need for Congressional oversight of the Office
of the Comptroller of the Currency’s (OCC) recent efforts to change the implementing
regulations for CRA. The OCC’s unilateral approach to reform, without the concurrence of
the Federal Reserve and the FDIC, will undermine the CRA because it will create uncertainty
and inconsistency among the prudential regulators. Further, Congress should consider
extending community reinvestment requirements to the largest, non-bank financial institutions
including mortgage companies, insurance companies and credit unions.

Each of these significant policy issues will profoundly shape the opportunities for LMI
populations, rural communities, minorities and immigrants to participate more fully in our
economy.

Thank you for the opportunity to present this testimony.

ss-morteage-credit
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Thank you, Chairman Green, for allowing me to testify about discrimination and other barriers to
consumer credit, homeownership, and financial inclusion in Texas. In addition to my current role
as President and CEO of the Houston Area Urban League, I had the privilege of serving this
community as a member of our city council and as vice mayor pro-tem. [ have considerable
insight into the barriers that prevent Houstonians from sharing in the great prosperity of our city.
A longer version of my testimony has been submitted to the committee, which identifies sources
of discrimination and barriers and suggests solutions. I will use my brief time, however, to

highlight a few issues of particular concern.

The mission of the Urban League is to enable African Americans and other underserved
communities to secure economic self-reliance, parity, power, and civil rights. We help our
constituents attain economic self-reliance through homeownership, job training, good jobs,
entrepreneurship, and wealth accumulation. Our views and recommendations are based on
decades of direct program experience in urban communities across the country and our historic

role in documenting and fashioning remedies to address our nation’s long and unfortunate
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history of discrimination against communities of color. The subject of today’s hearing falls

squarely within the mission of our organization, both nationally and here in Texas.

There is a serious lack of access to affordable credit in communities of color.

The 2008 financial crisis, during which Americans lost more than $19 trillion in household
wealth, impacted minorities disproportionately. Perverse incentives in the secondary mortgage
market drove unscrupulous brokers and loan officers to target otherwise creditworthy borrowers
in communities of color with abusive and predatory loans.

The result of targeting minority borrowers with predatory mortgage products, in effect, set these
same borrowers to be disproportionately affected when the housing market crashed. African
American and Latinx borrowers were much more likely to receive high interest subprime loans

and loans with features that are associated with higher foreclosures.

The lingering effects on communities of color have been devastating. In Texas, low and middie
income families are having particular trouble finding affordable apartments to rent or houses for
which they can secure a mortgage. Houston has among the nation’s most extreme income gap
between renters and homeowners; a typical renter’s income of $39,500 is 64% of a typical
homeowner’s income of $61,470. The city’s black homeownership is about 32%, far lower than
before the 2008 financial crisis. As in many cities, African Americans here are more likely to
lose their homes to foreclosure, and they continue to face barriers accessing credit today.
Houston residents are also facing the economic hardships brought about by Hurricane Harvey,

which increased demand for houses and helped push up real estate prices.
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Redlining remains a serious problem.

In 1977, Congress passed the Community Reinvestment Act (CRA) because of concerns that
federally-insured banking institutions were not making enough credit available in the
communities they served. Disinvestment practices allowed depository institutions to accept
deposits from African Americans in the inner-city, and reinvest them in more affluent, suburban

areas.

Redlining prevented African Americans and others from securing affordable homes and
mortgages in decent neighborhoods, and purposely segregated communities. Segregated into
slums, African Americans were concentrated into poverty by intentional discriminatory policies.
They were denied credit to purchase homes, start small businesses, and to meet everyday living
expenses. Blight, crime, and decreased property values resulted. Cities were left behind, with no

adequate tax base for basic services accelerated community deterioration.

To be clear: the CRA is one of the most important civil rights and economic justice laws of the
20th century. In the 21st century, however, the law is in dire need of reform. CRA- regulated
institutions have not met the needs of the community, allowing an array of nonbanks to enter the
marketplace, many of which provide high-cost and often predatory products. Simply put, CRA

can and must do more.

Housing segregation reinforces racism and diminishes us as a nation. Under pressure from the
insurance industry, the Department of Housing and Urban Development (HUD) has proposed

weakening its regulation of disparate impact claims under the Fair Housing Act. If this rule
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becomes final, victims of housing discrimination will bave very limited judicial remedies; their

access to the courts will be all but gutted.

The disparate impact rule, which was formalized by the Obama Administration and upheld by
the Supreme Court holds that a practice can constitute discrimination if it has a discriminatory
effect on individuals protected under the Fair Housing Act regardless of whether there is intent to
discriminate. In doing so, the rule requires that property owners and their agents provide
protected classes under the Fair Housing Act an equal opportunity to buy or lease their property

lest they face fair housing violations.

Due to the broad reach of the Fair Housing Act, the disparate impact rule has the potential to be
an important tool for reducing housing segregation and discrimination in virtually every
community in America. HUD Secretary Ben Carson recently announced his intention to

eliminate the disparate impact rule as we know it.

PUBLIC HOUSING:

The 1.1 million housing units operated by Public Housing Authorities (PHAs) nationwide are in
need of repair and modernization. Funding to address necessary maintenance repairs at PHAs is
generally under the purview of Congress through the Public Housing Capital Fund, which aims
to help PHAs maintain their operations and address any backlog in capital repairs. However, this

program is severely underfunded.
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The most recent study by HUD on the public housing capital backlog was published in 2010 and
found that the nationwide backlog of deferred maintenance to address needed repairs and
improve living conditions at PHAs stood at $26 billion and would grow at a rate of about 8.7%,
or $3.4 billion, annually, if not addressed. According to the same study, 10,000 public housing
units are lost each year each year due disrepair. The key drivers of the capital backlog in this

report were needed household improvements that ensure human health and safety.

This is why Chairman Green’s legislation, the Housing Infrastructure Act of 2019, which calls

for these type investments should be passed into law.

I want to thank Chairman Green for holding this hearing. I am heartened that in the opening
months of your leadership of this committee, there is renewed attention to Congress’s
responsibility to oversee the financial marketplace, increase access to capital, and protect

Americans from the abuses posed by bad actors in the market.
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Chairman Green, Ranking Member Barr, Chairwoman Waters, and members of
the Subcommittee, good morning and thank you for this opportunity to testify on
potential solutions for promoting financial inclusion and strengthening financial
institutions that serve LMI communities, such as minority depository institutions
or “MDIs” like Unity National Bank.

I am Jeff Smith, and | serve as the President and CEO of Unity National Bank
{(“Unity”). Unity was originally founded in 1963, and is the only African-American
owned banking institution in Texas. Unity has approximately $104 million in
assets with approximately 11,000 customers. Unity currently has three branches:
one in Houston, one in Missouri City, and one in Atlanta.

Congress and federal regulators have the tools to bolster the health and
soundness of our institutions whose mission remains as critical as ever. As costly
and more predatory forms of credit and financial services for families and smali
businesses proliferate, the need for trusted, mission-oriented lenders like Unity
increases. Our track record and our value proposition notwithstanding, many of
our institutions are finding it difficult to survive and are in need of policy
interventions that alleviate barriers to accessing capital and provide targeted
relief.
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ACCESS TO CAPITAL REMAINS THE TOP CONCERN FOR AFRICAN-AMERICAN
OWNED MDis.

Access to capital remains Minority Depository Institutions’ top concern --
particularly for African-American owned banks.

The Chicago Fed’s 2018 study on capital-raising amongst MDIs underscores our
long-standing challenges. Their research found that African-American owned
banks had retained no net income every year from 2007 to 2016.

We believe that there are a number of steps Congress can now take to
encourage equity investments in our institutions, including:

e Exempting MDIs and CDFis under $3 billion from the Bank Holding
Company Act’s change-of-control provisions encouraging larger
investments in our institutions;

e Amending the Investing in Opportunity Act so that MDls can be designated
as Qualified Opportunity Zone Businesses (“QOZBs”) and become eligible
for equity investments; and,

e Aninvestment tax credit for acquiring preferred shares in CDFls and MDis.
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THE COMMUNITY REINVESTMENT ACT COULD BE BETTER UTILIZIED TO HELP
OUR INSTITUTIONS RAISE CAPITAL, BUT IN ITS CURRENT FORM, THE CRA FAILS
TO MEET OUR INSTITUTIONS’ NEEDS.

Regulators and many in the banking industry often view the CRA's flexibility as a
virtue, but in our experience, the CRA’s flexible standards regarding what
constitutes CRA-qualified investments in MDls partly explains why so few banks
look to MDiIs and CDFls as a part of their CRA program.

While various forms of majority depository institution investments in MDIs are
CRA-qgualified, the types of investments that our institutions need — preferred
stock purchases — receives the same treatment as other types of MDI
investments. We firmly believe that stock purchases should be singled out as a
priority for the kind of investment in MDIs that CRA should specifically encourage.

This prioritization could be done by Congress singling out stock purchases in an
amendment to Section 2903(b} as automatically receiving positive CRA
consideration and urging prudential regulators to increase the CRA credit
provided for MDI stock purchases. Doing so aligns the CRA’s potential as a tool to
help address our top concern and sends a clear signal to CRA officers regarding
the kinds of investments that will be favorably treated by federal regulators.
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CONGRESS CAN TAKE A NUMBER OF ADDITIONAL STEPS NOW TO SUPPORT

MDis.

In addition to addressing access to capital, additional, targeted relief measures
should be considered. Such relief should include:

.

Simplifying capital ratios for community banks;

Streamlining BSA and AML reporting and call form reporting for institutions
below $1 billion;

Lowering the barriers to participation in the Minority Bank Deposit Program
and encouraging more agency participation in the Program;

Requiring that financial institutions acting as Financial Agents to the
Treasury Department participate in Treasury’s Financial Agent Mentor
Protégé Program and partner with MDIs with assets under $1 billion;
Modernizing the Federal Deposit Insurance Act’s approach toward
brokered deposits making it easier for smaller MDIs to access to a more
diverse base of deposits; and,

Safely transitioning the remaining institutions out of Treasury’s Troubled
Asset Relief Program and Community Development Capital Initiative.
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CONCLUSION

We applaud Congressman Green, his leadership of the Oversight Subcommittee,
and his long-standing advocacy on behalf of LMl communities and MDis like
Unity.

We lose MDIs every year despite Congress and federal regulators having a broad
range of tools at their disposal to support MDIs. We cannot have meaningful
conversations about financial inclusion without committing ourselves to ensuring
the vitality and viability of MDIs as so many of our banks act as banks of last
resort for so many in our communities.

I firmly believe that the policy interventions outlined above would radically
transform the operating environment of our institutions and dramatically expand
our ability to meet the growing credit needs of the communities that depend on
us.

I look forward to answering any questions.



92

Testimony of
Hua Sun
Associate Professor of Finance, lowa State University
Ames, IA 50011
Before the
Subcommittee on Oversight and Investigations
of the
Committee on Financial Services
U.S. House of Representatives

Examining Discrimination and Other Barriers to Consumer Credit, Homeownership, and

Financial Inclusion in Texas

September 4%, 2019

Chairwoman Waters, Ranking Member McHenry and Members of the subcommittee, thank you
for giving me the opportunity to testify at this hearing. My name is Hua Sun, and | am an associate
professor of finance at lowa State University. | earned my Ph.D in real estate from University of
British Columbia and my research interests include mortgage lending and housing economics. |
am pleased to have this opportunity to discuss our findings on potentially disparate lending

practices to same-sex mortgage borrowers.

In April, 2019, | published a paper jointly with my co-author at the Proceedings of Naticnal
Academy of Sciences of USA (PNAS) that looks at this issue. We found that compared to hetero-
sex borrowers of similar profiles, same-sex borrowers are statistically more likely to be rejected

when they apply for a loan. Further, when approved, it was shown that they pay higher interest
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rates and/or fees on average. Lastly, we were unable to find statistical evidence that same-sex

borrowers are more risky to lenders than comparable hetero-sex borrowers.

The primary data used in our loan underwriting analysis is a 20% random sample from the publicly
available Home Mortgage Disclosure Act (HMDA) data between 1990 and 2015. it gives us over
30 million observations on residential loan application records that involve both a borrower and
a co-borrower. The study used the mandatorily disclosed sex information to distinguish same-sex
borrowers and hetero-sex borrowers. We then merged the HMDA data with the publicly available
Fannie Mae single-family loan performance data on over 400,000 approved loans originated
since 2004. The merged data afforded us the opportunity to examine the financing cost and
succeeding loan performance. Our findings show that, compared to hetero-sex borrowers with
similar characteristics, same-sex borrowers experience about a 3% to 8% lower approval rate.
Further, among the loans that are approved, each year lenders charge a higher interest and/or
fees to same-sex borrowers in a range between two to twenty basis points. Our inferred dollar
value on the higher cost burdened by same-sex borrowers nationwide is equivalent to an annual
total in a range of $8.6 to $86 million. Yet, we were unable to find evidence that same-sex
borrowers are more risky. indeed, our data shows that same-sex borrowers appear to be slightly
less risky on average as they exhibit similar default risk but lower prepayment risk than

comparable hetero-sex borrowers.

As sexual orientation is not disclosed in the data, we calculated the correlation between our
inferred same-sex population density and a 2015 Gallup LGBT population survey at the state
level. We found that, depending on the measure used, the correlation is between 0.61 and 0.85.
As a result, it is our hope that this research into the lending experiences of same-sex borrowers
will shed a light on the adverse lending practices applied to LGBT borrowers. As another
robustness check, and in order to rule out the possibility that a borrower and a co-borrower are
relatives, we only looked at same-sex borrowers that are of a different race. In this instance, we

continued to find a significantly lower approval rate on this restricted sample.
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One limitation on HMDA data is its lack of borrower’s information such as credit history. inan
effort to minimize this, we cross-validated our finding of lower approval rate by using the data
on a sample of borrowers in the Boston MSA in 1990. This data was collected by the Federal
Reserve Bank of Boston. Previously this Boston-fed data has been used by many academic
researchers to study minority lending discrimination. The strength of this data is that it has
detailed information such as a borrower’s credit history, work experience, and educational
background. The Boston data revealed that, after controlling for the essential borrower and
mortgage characteristics, same-sex applicants are 73.12% more likely to be denied when they

apply for a loan than hetero-sex borrowers.

We also looked at loan underwriting over a series of time periods and found that the lower
approval rate to same-sex borrowers is persistent over time. Indeed, the HMDA data implies that

the gap is even larger in 2015 than in 1990.

In regard to lending practices on agency vs. non-agency loans, we found that the largest gap is
on conventional loans, where the raw approval rate (i.e., without any econometric adjustment)
on same-sex borrowers is about 7% lower than those on hetero-sex borrowers. The gap is about

4% on VA loans, and about 0.8% on FHA loans.

To summarize, our study documents some statistically and economically significant findings on
adverse lending outcomes to same-sex borrowers. The lending disparity appears to be
throughout the life cycle from applying to paying off a loan. Like any empirical research, our study
is subject to limitations such as potential omitted variable bias. That said, | believe these findings
are still concerning. Given that the current federal credit protection laws such as Fair Housing Act
(FHA) and Equal Credit Opportunity Act (ECOA) do not explicitly list sexual orientation as a
protected class, it is my wish that our study and this testimony will help initiate a meaningful

discussion on the need, and the means, to provide stronger protections for same-sex borrowers.
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To: Jean Marter
Office of Chairwoman, Maxine Waters
House Subcommittee on Oversight and Investigations

For: The Testimony of Mr. John Yen Wong on Wednesday, September 4™, 2019 at 10:060AM Beforc the
Subcommittee on Oversight and Investigations

Thank you, House Committee members. It is my distinct privilege to speak on behalf of the Asian Real Estate
Association of America (AREAA) and the Asian American and Pacific Islander (AAPI) communities we represent. For
over 16 years, AREAA has represented over 17,000 real estate and mortgage professionals from across the country.
AREAA is the largest Asian American professional association in the US and made up of professionals working
directly with AAPT families in the real estate and mortgage lending. Daily, AREAA members work with clients who
experience the discrimination and homeownership barriers [ come to testify for.

AREAA’s goal is to become a resource to the House on all Asian American issues, beginning with homeownership.
Our mission is to support Asian American to overcome barriers to homeownership and become homeowners Together,
our community was responsible for the inclusion of the language preference question on the Uniform Residential Loan
Application (URLA) form. And although we regret this has been retracted, AREAA will continue the work of language
access moving forward. AREAA was also successful in our NO OTHER campaign, in championing the addition of a
distinet category for Asian Americans in the US Census Quarterly Homeownership Report.

AREAA’s goals and ambitions are to create a better understanding between the AAPI consumer and the lending and
government institutions that serve them. With better data and disaggregated insights on our diverse community, not
only together can we improve homeownership rates for the AAPI community - but also open up vast new financial
opportunities for lenders in housing and lending markets. Access to language resources needed in the mortgage process
and lack of acceptance of alternative forms of credit are two of the biggest hurdles Asian Americans face in becoming
homeowners. Although Asian Americans still experience racism, discrimination, and are directly impacted by the re-
interpretation of disparate impact — I will save my remarks and answer your questions shortly.

First, the mortgage process is a lengthy and confusing process that even native English speakers still struggle
understanding. Providing language resources for minority groups like AAPI applicants allows families to successfully
complete their applications, understand what they are signing, and prevent mortgage failures. Over 77% of AAPI speak
one of the 26 Asian or Pacific Island languages other than English. HMDA Data shows us that Asian American
mortgage applicants face the highest proportional denial rates due to incomplete applications.
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Each year, AREAA agents and brokers see families bring their children to closings and ask them
AREAA to translate their documents. Census reports have shown us that 19% of our community speak
fion Real Esore Assoccion ol ameriea English well, but not very well, while 12% claim to not speak English well. Providing language
resources 1o an already complex process with a wide lexicon of terms is the first step to increasing AAPI
homeownership.

Second, many Asian Americans, especially foreign-born immigrants, come from cultures that do not take on debt. In
fact, when looking at denial rates of mortgage applicants based on insufficient credit histories, Asian Americans are
denied at double the rate of other demographics. Many AAPI buyers lack sufficient length and mix of credit required by
most mortgage lenders to be approved, despite AAPIs are the highest-earning demographics in our nation. HMDA Data
shows us that AAPI mortgage applicants proportionally face the highest denial rates due to unverifiable credit
information. AREAA is pleased to see FHF A announce Fannie and Freddie will consider alternatives forms of credit
other than FICO. However, this is just the start.

Our calls to action have been consistent for years. First, support the expansion of access to language resources, like the
FHFA multi-year language access plan. This will create valuable language resources and tools for minority families to
effectively complete their mortgage applications. AREAA urges this FHFA’s Language Access Plan be continued.
Then, continue the expansion of accepting alternative credit models in the mortgage process. Both these actions will
open up vast new opportunities for AAPI applicants to overcome traditional barriers to homeownership and enter into
mortgage markets as effective, prosperous consumers to lenders.

In closing, Asian Americans are the fastest-growing demographic in the United States and will outpace Hispanic
Americans to become the Jargest minority group according to Pew Research Center and Census projections. In Texas
alone, AAPI populations grew by over 71% between 2000 and 2010. Asian American and Pacific Islanders continue to
be the most active minority demographic in the housing markets, both in total applications and total dollar volume
originated, yet still fall behind White Americans by 15.4% in homeownership as of Census® Q2 data. Despite being the
fastest-growing, highest educated, and highest earning demographic in the nation, AAPI families still face solvable
issues that cause them to fall 15.4% behind in homeownership.

Thank you for allowing me to speak with you here today. T hope that my remarks can continue to AREAA’s work to
bring more accessible pathways of homeownership to the AAPT community.

John Wong

AREAA National Chair, Emeritus
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July 8, 2019

David Woll

Principal Deputy Assistant Secretary

Office of Community Planning and Development
U.S. Department of Housing and Urban Development
451 7" Street S.W.

Washington, DC 20410

Dear Principal Deputy Assistant Secretary Woll:

T am writing to enlist your help in adopting a common-sense approach to providing disaster recovery
assistance to smaller households. HUD, the City of Houston, and our State of Texas partners at the
General Land Office need to work together to ensute that Houston has a healthy housing stock for the
future, and that vulnerable Houstonians who receive much-needed recovery funds after Harvey are not
forced to unreasonably downsize longstanding family homes as a condition of receiving assistance.

In Houston, many of our lower-income seniors live in single family homes that are their only asset. They
have raised their families in these homes and hope to pass them on to future generations. We recognize
that household size at the time of a disaster event is one factor — but not the only factor — that should
determine the size of the home that is rebuilt.

Qur desired standard is to rebuild a three-bedroom home for households of four or fewer people whose
homes had three or more bedrooms before the storm. This approach will encourage participation in our
programs, preserve homeowner value, provide a healthy housing stock for Houston’s future, and is fair to
the taxpayers investing in our recovery.

While this is the standard outlined in our Homeowner Assistance Program guidelines, we are subject to
rules set by the Texas General Land Office (GLO). GLO requires occupancy as the sole factor for
determining the size of rebuilt homes.

Under GLO rules, people who have lived for many years in a three- or four-bedroom home would be
forced to accept a two-bedroom home as a condition of receiving Harvey recovery assistance. We know
from our own outreach and concerns expressed by housing advocates in Houston that this approach will
discourage participation in our programs by those who need them most,

Along with Harris County, the City of Houston has sought a waiver of this requirement from GLO, in
favor of a common-sense approach that is fair to both homeowners and taxpayers. The City’s waiver
request is to build three-bedroom homes as the standard home, with variations from that standard
depending on household size. For example, if a two-person household had a three- or four-bedroom home

Council Members: Brenda Stardig Jerry Davis  Eflen R, Cohen Dwight A. Boykins  Dave Martin  Steve Le  Greg Travis  Karla Cisneros
Robert Gallegos  Mike Laster Martha Castex-Tatum Mike Knox David W, Robinson  Michael Kubosh  Amanda Edwards  Jack Christie
Controlier: Chris Brown
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prior to Harvey, the City’s recovery program would rebuild a three-bedroom home. If a household has
one or two members and their damaged home had only one or two bedrooms, we would build a two-
bedroom home. And if a houschold has between five and eight members, we would build a four-bedroom

home.

Home Size ethodology
2 bed/ 1 bath Households with 1-2 members if the damaged home had 1-2 bedrooms
3 bed /2 bath Proposed program standard bedroom size, unless the above or below
scenarios apply
4 bed /2 bath Households with 5-8 members

Rebuilding a large stock of two-bedroom homes simply doesn’t make sense for Houston’s growing
population. The City’s Needs Assessment for Husricane Harvey indicates that the average household size
for the almost 98,000 low- and moderate-income storm-affected households is 2.5 people. As we build for
the future, Houston needs affordable, resilient three-bedroom homes.

The City requested a waiver of the GLO’s restrictive bedroom size requirements on June 3, 2019. GLO
denied the request on June 4™ on the grounds that doing so may violate HUD guidance on household size,
teaving the GLO vulnerable to a potential audit finding and the possibility of repaying large sums of
recovery funds to HUD.

GLO and HUD each say the other has the authority to resolve this issue, HUD spokesperson Brian
Sullivan is quoted in the Houston Chronicle as saying that “the department has no position on the
bedroom rule, and the [GLO] is free to waive it.”" At the same time, Deputy Land Commissioner Mark A.
Havens wrote on June 26, 2019, “...GLO will not agree to waive the applicability of the housing unit size
requirements under the GLO’s Housing Guidelines to the City-administered [Homeowner Assistance
Program] without HUD approval.”

To resolve this urgent issue, we are asking HUD to provide clear guidance to GLO, the City of Houston,
and Harris County that affirms a reasonable approach on rebuilding for smalier households. GLO needs
confidence that if it allows the City of Houston and Harris County to rebuild three-bedroom homes for
two-person households, HUD will not later seek to recapture funds spent for this purpose. The City of
Houston asks HUD to allow for the reconstruction of homes according to the size standards detailed
above with the use of CDBG-DR funds. As we are actively reviewing hundreds of applications, we
request that HUD provide this guidance as soon as possible.

Very truly yours,

r

Tom McCasland

Ce: Mark A. Havens

! Despart, Zach. “Houston, county denied waiver on bedroom limit for rebuilt Harvey homes.” Houston Chronicle
June 25, 2019,
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PRINCIPAL DEPUTY ASSISTANT SECRETARY
FOR COMMUNITY PLANNING AND DEVELOPMENT

Tom McCasland

Director

Housing and Community Development
Department

City of Houston

2100 Travis, 9* Floor

Houston, TX 77002

Dear Mr. McCasland:

Thank you for your letter of July 8, 2019, regarding the city’s request for a waiver of the State’s
unit requirements for homes impacted by Hurricane Harvey. The Department acknowledges that the
city of Houston has different program preferences than the State. Nevertheless, HUD's grantee is the
State of Texas, and the General Land Office (GLO) is the administering agency that determines local
requirements for Community Development Block Grant disaster recovery (CDBG-DR) programs.

As described in the applicable Federal Register notices, the statutory and regulatory provisions
governing the State’s Community Development Block Grant (CDBG) program also apply to CDBG-DR
grant funds. The Federal Register notices that govern CDBG-DR grants to Texas do not waive the
following CDBG requirements that apply when the State distributes funds to Houston and Harris
County, as stated below:

Under the State CDBG program regulation at 24 CFR 570.480(f), “In administering the CDBG
program, a State may impose additional or more restrictive provisions on units of general local
government participating in the State’s program, provided that such provisions are not
inconsistent with the Act or other statutory or regulatory provisions that are applicable to the
State CDBG program.”

The State’s home unit size provisions are not inconsistent with HUD's statutes or regulations,
therefore, HUD has no authority to change the State regulations. GLO is responsible for addressing any
conflicts that may arise from HUD-funded activities and its disaster recovery efforts. The Department
will continue to work with the State regarding your concerns.

Thank you for your interest in the Department’s programs.

Sincerely,

Tt C Wd

David C. Woll, Ir.
Principal Deputy Assistant Secretary
for Community Planning and Development

www.hud.gov espanol.hud.gov
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Community Home Lenders Association (CHLA)
Written Statement for the Record

House Oversight and Investigations
Subcommittee Field Hearing
Houston, Texas

September 4, 2019
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The Community Home Lenders Association (CHLA) is pleased to introduce this statement.
CHLA is the only national association that exclusively represents independent mortgage bankers

(IMBs). Our members are generally smaller, community-based mortgage lenders.

IMBs are small businesses whose primary or only business is originating and servicing mortgage
loans — and not cross selling other products like payday loans, credit cards, insurance, or stocks
and bonds. IMBs create local jobs, serve borrowers in their local communities, and carry out the

servicing of these loans in a personalized and professional manner.

Unlike banks that have deposits backed by the taxpayer (FDIC), IMBs rely on their own capital,
plus outside loans, commonly made by warehouse banks. IMBs’ success is based on personal
relationships and financial stability. Importantly, owners put their reputation and personal net

worth on the line every day.

This statement submitted for the record explains how IMBs are critical to combatting
discrimination by originating and servicing mortgage loans for minority and underserved
borrowers. It also outlines policies we believe are necessary to ensure that smaller IMBs

have appropriate access to capital and a level playing field, in order to maintain that role.

Access to Mortgage Credit

In the aftermath of the 2008 housing crisis, banks significantly cut back on their mortgage
lending — with many banks imposing significant credit overlays to limit loans to higher credit
quality borrowers (e.g. those with higher FICO scores) and some large banks eliminating or

cutting back on their correspondent loan business for smaller lenders.

In response, IMBs stepped in to fill the void. Nowhere is this clearer than in the Federal
Housing Administration (FHA) program. The independent mortgage banker share of FHA
lending increased from 57% in 2010 to 85% in 2016. In doing so, it was IMBs that ensured that

mortgage credit kept flowing to stabilize and turn around our nation’s housing markets.

FHA is important, because, according to the Administration’s FY 2018 Budget, “The Federal
Housing Administration (FHA) provides mortgage insurance to encourage lenders to make

credit available to borrowers for whom the conventional market does not adequately serve.
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These include first-time homebuyers, minorities, lower-income families, and residents of under-

served areas (central cities and rural areas.

The importance of IMBs in serving minority, underserved, and low- and moderate-income
homebuyers has been highlighted by the Urban Institute. Its 2018 “Housing Finance at a
Glance” report concluded that “Nonbank financial institutions have played an increasingly
important and growing role in servicing and originating mortgages in the post-crisis years . . .
But the role of nonbanks goes beyond just originating more mortgages. They have also played

an important role in easing access to morigage credit.”

The report goes on to state that “. . . the median FICO score for nonbank originations has been
consistently less than the median FICO for bank originations for all three agencies” [referring to
Fannie Mae, Freddie Mac, and Ginnie Mae]. The report also notes that “the median DTIs of non-
bank loans are higher, indicating the nonbanks are more accommodating in the DTI dimension

as well as the FICO dimension.”

It is important to keep in mind that this IMB track record of doing a better job in reaching
underserve borrowers took place at a time when FHA, Fannie Mae, and Freddie Mac

experienced steady profitability, with continuously declining default and foreclosure rates.

Thus, in order to ensure mortgage access to credit, it is important for Washington to pursue
policies that preserve IMBs’ full and competitive access to federal mortgage programs and that

provide regulatory balance.

Preserving Small Issuer Participation in Ginnie Mae

Ginnie Mae is an important government program for borrowers. Ginnie Mae provides a
secondary market for FHA, Veterans Administration (VA), and Rural Housing Service (RHS)
loans. Here too, IMBs stepped in to fill the gap when banks scaled back their mortgage
operations — with the IMB share of Ginnie Mae rising from 18% in 2009 to 78% in 2018 — again,

playing a critical role in helping Ginnie Mae to fulfill its statutory access to credit responsibility.

Ginnie Mae has a dual statutory duty both to facilitate access to mortgage credit by providing a

secondary market for government mortgage programs and to operate in a safe and sound matter.
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However, in January, CHLA released a comprehensive Report on Ginnie Mae, warning that the
current trajectory of its policies could result in a significant reduction in the number of smaller
non-bank issuers, thus undercutting Ginnie Mae's access to mortgage credit responsibilities,

without any commensurate reduction in risk

More recently, CHLA submitted a comment letter urging Ginnie Mae not to use stress testing for
smaller non-bank issuers, noting that stress testing has historically been limited to only a
market's largest entities (i.e., those entities that present the great majority of a sector’s financial
and systemic risk) and raising concerns that this could inappropriately drive more smaller issuers

out of the program.

Preserving Small Lender Access to GSE Market

As the Administration prepares to release its GSE reform proposals, CHLA believes it is
important to reiterate the importance of preserving small lender access to GSE loans in any
reform process. As outlined in CHLA testimony before the Senate Banking Committee in July
2017 and before the House Financial Services Committee in December 2018, the following are

critical to preserving this objective:

* No New GSE Charters, particularly for use by vertically integrated Wall Street banks and
yield chasing private equity firms that could use such charters and the federal guarantee

that goes with it to cut out or provide inferior pricing to smaller lenders.

e No Volume Discounts that discriminate against smaller lenders, not just for G-Fee parity,

but also for other participants in transactions such as MlIs and any risk-sharing entities.

s No Up-Front Risk Sharing, which could be inappropriately be used to exclude or price
smaller lenders out of the GSE market — reducing competition and hurting consumers.

Back-end risk sharing is more efficient and avoids risks of small lender access.

Why is small lender access important to consumers? The leveling of the origination playing
field that has facilitated small lender access to originate Fannie Mae and Freddie Mac loans over
the last decade has served consumers well, with thousands of approved Fannie/Freddie issuers
competing vigorously in the market, originating good quality loans at competitive pricing. Small

lender access should not be compromised, either directly or indirectly.
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Tiered CFPB Regulation Based on Size

Non-bank IMBs are arguably the most heavily regulated type of mortgage lender. IMBs are:
(1) regulated by the CFPB, (2) regulated by every state in which they do business, and (3)
regulated by federal lending programs (FHA, RHS, VA, Fannie, Freddie) in which they
participate. Unlike banks, all mortgage loan originators at IMBs must comply with a broad range
of SAFE Act requirements, including the SAFE Act test, an independent background test, twenty
hours of pre-licensing courses, and eight hours of annual continuing education. Finally, IMBs

are also subject to financial scrutiny by their private warehouse or MSR lenders.

As we learned from the subprime mortgage crisis, core mortgage consumer protections are
essential, and Dodd-Frank imposed a significant number of new protections, most notably ability

to repay a loan (QM) and a prohibition against steering of borrowers to higher priced loans.

However, consumers are not well served when the overlap of supervisory authority of IMBs
becomes so significant that only the largest lenders (whether banks or IMBs) have the economies
of scale to absorb overly burdensome compliance costs from a range of redundant regulators —

with little or no benefit to consumers.

Over-regulation hurts smaller IMBs (and smaller banks) much more than larger IMBs (and larger
banks). In recent years as mortgage profit margins shrank, heavy regulatory cost burdens drove
some smaller IMBs to sell to larger lenders, affiliate with banks to gain deposit insurance, and, in
some cases, even closing up shop. IMB-industry consolidation and concentration reduce
competition, in turn hurting consumers, particularly those that are underserved. Too often, it
means that a friendly voice over the phone and a local relationship are replaced by interaction

with an call center or a series of rotating impersonal contacts with a large national lender.

When Congress created the Consumer Financial Protection Bureau (CFPB), it exempted 98% of
banks (those below $10 billion in assets) from CFPB supervision. In contrast, no IMBs were
exempted from CFPB oversight, despite the fact that they are regulated on federal consumer

protection laws by every state in which they do business with.

Dodd-Frank did include a statutory requirement that supervision of non-banks must be “tiered,”
based on factors that include a lender’s size, its volume, its product risk and the extent of state
supervision. Unfortunately, the CFPB has failed to implement any explicit or transparent

policies to carry that out.
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As a result of this failure to fully carry out this statutory mandate for tiered regulation, small
IMBs, without the same economies of scale, are having to spend significant sums of money to
prepare for CFPB audits (which might not even take place) and CFPB rules interpretations that
may differ from that of their host state(s). For example, CHLA submitted to the CFPB data from
one of our members showing the firm spent an additional $500,000 on CFPB regulatory

preparation — even though it had no interactions with the CFPB that year.

Therefore, CHLA has for some time called on the CFPB to fully carry out the tiered regulation
called for by the statute, by adopting a policy that it will not conduct exams or audits for smaller
IMBs or impose fines or take enforcement action against smaller IMBs unless it first receives a

referral from one of an IMB’s primary state regulators or from some other federal regulator.

Protecting Consumers by Ensuring that All Mortgage Loan Originators are “Qualified”

One of the most critical consumer protections is the establishment of strong qualification
requirements for the mortgage “loan originator” — the personal point of contact with the

borrower.

Just before the September 2008 financial crisis took hold, Congress enacted the “Secure and Fair
Enforcement for Mortgage Licensing Act” (the SAFE Act), which established rigorous
qualifications requirements for every mortgage loan originator who works at an IMB. To get a
license, a mortgage originator at an IMB must (1) pass a SAFE Act test (with real teeth and a 30
percent failure rate); (2) pass an independent background check, and (3) complete 20 hours of
SAFE Act pre-licensing courses. An IMB loan originator also must complete eight hours of
annual continuing education.  All this is on top of additional state requirements in every state

they do business in.

Unfortunately, to the detriment of consumers, Congress failed to apply any of these
qualifications requirements to mortgage originators who work at banks — particularly the very
same large banks that have been found to have improperly pushed risky or improper financial

products — and even opened fraudulent accounts for customer.

In fact, there are thousands of registered loan originators at banks who actually failed (and never
passed) the basic SAFE Act test; and it is reasonable to project that tens of thousands of bank

mortgage originators that never took the test would fail it if required to take it.
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We have even seen examples of banks recruiting mortgage loan originators by calling attention

to the lower loan originator requirements that apply to banks.

This significant regulatory compliance discrepancy between banks and non-banks creates an
obvious competitive cost imbalance. More importantly, it is incomprehensible that more than a
decade after the subprime crisis, mortgage originators that are clearly unqualified are permitted

to originate mortgage loans to consumers.

Therefore, the CFPB should use the requirement in Dodd-Frank that all mortgage originators
must be “qualified” to require, at a minimum, that all mortgage loan originators pass the SAFE

Act test and an independent background check before they can work with consumers.

In closing, CHLA appreciates the Subcommittee for holding this important hearing, and for
giving us the opportunity to submit this statement. We would be pleased to follow up with the

Subcommittee on any of the issues raised in this statement.
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RODNEY ELLIS

Commissioner

BRECINCT ONE

Honorable Al Green

U.S. House of Representatives
9th Congressional District, Texas
2347 Rayburn HOB
Washington, DC 20515

Re: Harris County’s Waiver Request concerning Housing Unit Size under the Hurricane
Harvey CDBG-DR Program

Dear Congressman Green:

On January 15, 2019, the Texas General Land Office (GL.O) received Harris County’s
request for a waiver of the applicability of housing unit size requirements specified in the
GLO's Housing Guidelines to the Harris County Homeowner Assistance Program
(HCHAP}. On January 18, 2019, the GLO denied the County’s request for a waiver; and
on March 12, 2019, Harris County Commissioners Court approved the submittal of a
response letter requesting reconsideration of the County’s waiver request pointing to
significant negative impacts that GLO’s Housing Unit Size Rule would have on
homeowners approved for reconstruction due to flooding caused by Hurricane Harvey.
Such negative impacts include but are not limited to:

a) Decreased participate home size, value and loss of equity;

b) Detrimental impact to neighboring homes and the County’s tax base;

¢) Discriminatory impact on certain households and members of protected classes
under the Fair Housing Act;

d) Reduced program participation resulting in delays to distribute grant funds.

On April 3, 2019, the GLO escalated the County’s waiver request to the U.S,
Department of Housing and Urban Development (HUD), seeking official guidance on
the matter in question. To date, HUD has not issued a formal response to the GLO.
In the absence of HUD guidance, the GLO will not grant Harris County a waiver to
the unit size requirement which limits an owner’s rebuilding choice to @ home no
greater than the size to serve the existing household occupants. For example, a
homeowner with a two-person household that resides in a three bedroom/ 2 bath
may only be qualified to receive a 2 bedroomy/ 1 bath replacement home. For low-
income households who equity resides the in value of their homes, this rule would
mean loss of equity to that household. Additionally, many of our senior homeowners
who are now “empty nesters” will be the most negatively impact.

1001 Preston Street, Suite 950 ® Houston, Texas 77002 m (713) 274-1000
7901 El Rio Street = Houston, Texas 77054 = (713) 991-6881
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On behalf of Harris County residents, and in effort to obtain official guidance, we
seek your assistance in holding a hearing on this matter and that HUD officiais be
invited to testify as to the merits of the rule imposed by the GLO, and whether there
is statutory or a regulatory basis for such rules.

We thank your service to the residents of Harris County and appreciate your support.
Regards,

" G, S

Rodney Ellis
Harris County Commissioner

1001 Preston Street, Suite 950 m Houston, Texas 77002 m (713} 274-1000
7901 El Rio Street m Houston, Texas 77054 = (713} 991-6881
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Newsroom News Releases Wells Fargo Dopates Additional $7.8 Miltion for Small Business Gro...

Wells Fargo Donates Additional $7.9 Million for Small Business Growthe

Diverse Comununity Capital program already supports 16,000 business loans, helped
create more than 103,000 jobs across couniry

Posted Int Comenily Barddng aned Smatt B Corporpde Sovial Respmpsibiiity
July 25, 2019

SAN FRANCISCO--{BUSINESS WIRE)--Wells Fargo anniounced anether new boost to diverse small businesses today

with $7.9 million in grants from its Diverse Sominunily Capital pi which offers gapital and techinionl assistance
to minority-owned smalt i through Q: ity En iy Financial Instituth {CDFIs). To date, the

prograrm has generated rore than 103,000 jobs across the U.S.

“Small businesses are experiencing a time of rapid growth, but entrepreneurs are still struggling to reach their full
potentlal,” said Jon R. Campbell, prestdent of the Wells Fargo Foundation. "By working with CDFIs, we can fund efforts
on the ground that remove barriers, expand highly personallzed coathing and put more small businesses on a path to
succeed, especially in et £t ies. Every ity needs smail 4 to treate jobs and financlal
stabillty.”

As part of its ngw tactbronic stratoay announced in June, Wells Fargo is focusing on three societal challenges:
housing afferdabifity, smail business growth and financial healtis. Wells Fargo’s Diverse Community Capital (DCC)
program is a critical component of the small business strategy and supports business owners who are African~
American, Hispanic, American Indian/Pacific Islander, Asian-American, women, veterans, LGBTQ, peaple with
disabilities, and other underrepresented groups.

Launched in 2015, the Wells Fargo Works For Small Business@: Diverse Community Capital program 18 a collaboration
with Opportunity Finance Network (OFN), According to OFN's fatest report, DCC awardees have already made more
than 18,000 loans to diverse smalt business owners resulting in $785 million in fending across 37 states, Washington,
D.C. and Puerto Rico. In addition, grant funding has provided for more than 322,000 hours of development services
far over 49,000 diverse entrepreneurs, Wells Fargo is on track to invest more than $175 mitlion in diverse small
business growth through 2020,

“The DCC program plays a critically important role in helping to strengthen economic mobility for diverse
entrepreneurs around the nation,” sald Donna Fabiani, OFN's Executive Vice President of Knowledge Sharing. “These
businesses in turn create employment opportunities in thelr communities. We're proud to continue our longstanding
partnarship with Wells Fargo to ensure capital and capadty building resources flow to the smail businesses that need
them most.”

The newest DCC grantees, funded by the Wells Fargo Foundation, are:

« Accion, serving Imperial, Rivarside, San Bernardine and San Diego counties, Calif. {$300,000): to expand
access to capital for Hispanic and African-American small DUSIeSs Owiers across the counties it serves, including
more support for its successful Rapid Loan product.

*

African D P Canter, Mi {$500,000): to expand loans and entreprensurial training to more
African immigrants and refugees in a new location in St. Cloud.

BBIF, Orlando, Fla. {$500,000): to create a Construction Assistance Incubator Center that propels minority
entrepreneurs in the booming construction tndustry, especially around Jacksonville and Orfandd.

Business Center for New Americans, New York {$500,000): to increase lending to new Americans, expand a
pitot Line of Credit loan product, and provide financial management coaching for minority, women and immigrant
entrepreneurs.
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California Farmlink, Aptos, Calif, ($500,000): to increase services for farmers of color through loan capital, one-
on-one technical assistance and exploration of new business morels over the next three years, including a wealth-
building program for farmers and ranchers.

Coastal Enterprises, Brunswick, Maine ($300,000): to provide access Lo capital and financial counseling for
business owners who are women, immigrants, and people of color and to expand successful Portiand, Maine-based
programming ta more rural parts of the state.

Community Vision Capital & Consulting, San Francisco ($250,000): to support the Iaunch of a new loan fund,
in collabaration with six ocal nonprofits, to bring lending to historically underinvested businesses and more
empioyment opportunities In Alameda and Contra Costa counties,

ECDC Enterprise Group, Arlil Va. {$450,000): to build momentum with Hispanic and
African-American small business owners, particularly in the Baltimore area, through lending and personalized
technical assistance.

FINANTA, Philadelphia {$425,000): to expand its Affinity Group Lending model to four states — Alabana,
California, Missouri and Nebraska — benefiting up to 80 new diverse small business borrowers over the next two
years. Through its model, FINANTA also anticipates helping up to 450 entrepreneurs in Philadelphia over the same
time period.

Latino ic D Center, i B.C. ($500,000): to support the creation of
approximately 300 businesses and the retention of 1,500 jobs over the next three years across the Greater
Washington, D.C., area as well as Baltimore and Puerto Rico.

Natural Capital Fund, pherd. W.Va. ($500,000): to drive success for diverse
entreprencurs in successful, high-impact industries such as farming, healthcare and daycare, including a focus on
cuttivating a network of d small b

Nebraska Enterprise Fund, Oakiand, Neb. {$225,000): to grow the success rate of diverse business owners
with tmore coaching around business challenges and performance during the foan process and greater access (o
ranagement tools.

Northern Initiatives, Marquette, Mich., {$500,000); to increase the number of diverse borrowers who have
access to small business training and to improve Initiste, an onfine bilingual business education portal,

Pacific Community Ventures, Oakland, Calif. ($500,000}: to expand lending and coaching for underserved
entrepreneurs by offering more help during the underwriting process, strategic guldance and problem-solving
around financial challenges,

Propet Nonprofits, Minneapolis ($500,000): to deploy patient capital with three-to-five-year loans and technical
assistance for diverse nonprofits in the Twin Cities metro area, working to stabilize organizations serving the
community.

= Sputh Carolina Community Loan, Charleston, S.C. {$500,000): to engage In lending, technical assistance and
community relationship-building with historically underserved small business owners as 3 way to stimulate local
economic growth and jobs,

Working Solutions, San Francisco ($450,000):to infuse new capital into smafl businesses serving communities
of color acress San Francisco.

WWBIC, Milwaukee ($500,000): to establish an entrepreneur program in extend fending
and small business counseling and heip shorten the turnaround time on foan processing.

About Wells Fargo

Founded in 1852 and headquartered in San Francisco, Wells Fargo & Company (NYSE:WFC) provides banking,
investment and mortgage products and services, as well as consumer and commerclal finance, through 7,700
locations, more than 13,000 ATMs, and the internet { go.com). With app tely 262,000 team members,
Wells Fargo serves one in three households in the United States. With its corporate phifanthropy, Wells Fargo aims to
pave a path to stability and financial success for underserved communities by focusing an housing affordability, small
business growth, and financial health, among other local community needs, in 2018, Wells Fargo donated $444 million
to nearly 11,000 nonprofits, For 10 consecutive years, Wells Fargo has held the honor of No. 1 In waorkplace giving by
United Way Wortdwide, Wells Fargo team members also actively support commaunities by donating more than 2 million
hours of volunteer time in the last year. News, insights and more information on the company’s overall corporate
responsibillty are available at Wells Fargo Stories and wveiy wllsfutan amndnusnl.
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WELLS
FARGO
Connie E. Smith
Wells Fargo & Company
MAC 73094-102
1 Independent Drive
Jacksonville, FL 32202
September 10, 2019

The Honorable Al Green

Chairman, Subcommittee on Oversight & Investigations, Committee on Financial Services
2347 Rayburn House Office Building

Washington, D.C. 20515

Dear Chairman Green:

Thank you for the opportunity to provide a letter for the record for the field hearing of the Subcommittee
on Oversight & Investigations, Committee on Financial Services entitled “Examining Discrimination and
Other Barriers to Consumer Credit, Homeownership, and Financial Inclusion in Texas™ held in Houston,
Texas on September 4, 2019.

Access to capital for minority owned small businesses, whether through large financial institutions like
Wells Fargo, community banks, minority depository institutions (MDBt's) or Community Development
Financial Institutions (CDFI’s) is vitally important for the economic health of diverse communities and the
overall economic competitiveness of the United States.

Recognizing the particular role that CDFIs can play in providing financing and services to diverse owned
small businesses, Wells Fargo launched an ambitious program in 2015 called the Wells Fargo Works for
Small Business®: Diverse Community Capital (DCC) program. DCC focused on distributing $75 million in
capital over three years {2018-2018) to CDFis that serve diverse small businesses. In addition to debt and
grant capital, awardees also participated in social capital activities offered through Opportunity Finance
Network {OFN}, a national network of CDFIs. The social capital activities, focused on building the capacity
of CDFIs, include in-person networking, mentorship, consulting and peer learning. While the original $75
million commitment was met in 2018, Wells Fargo committed an additional $100 million in grant capital
to expand the program through 2020.

Since program launch, DCC has focused on four goals:

» Toincrease lending to diverse small businesses;
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« To build the capacity of CDFis to lend to and provide development services to diverse small
businesses;

» To strengthen the readiness of diverse small businesses to access capital;

« Toimprove and transform systems for how diverse small businesses access capital and
development services.

DCC program awardees, with Wells Fargo’s support, have made tremendous progress toward these
goals. According to the Opportunity Finance Network’s 2018 report, the program’s first 68 awardees
{2016-2018):

e Originated more than 16,000 oans totaling $784 milfion to diverse small businesses, including
5,400 loans {$267 million) to Black or African American businesses and 7,000 loans ($215
million)} to Hispanic or Latino businesses.

e Delivered 322,000 hours of deve!opmént services to 49,000 diverse small businesses

e Helped create 61,000 jobs and retain 42,000 jobs at diverse small businesses

With the latest round of funding, the DCC program has approved $115 million in grants and capital to 92
CDFIs serving borrowers in rural counties and urban centers in 37 states, the District of Columbia and
Puerto Rico. See Attachment A, July 25, 2019 Press Release.

Focusing on Texas, DCC Awardees serving diverse small business borrowers in the state have received
$9.5 Million since the program launched. Awardees include: Dreamspring (formerly Accion serving AZ,
NM, NV, CO & TX), LiftFund, PeopleFund, and BCL of Texas.

More information on the Diverse Community Capital Program can be found here:

https://www.wellsfargo.com/com/financing/real-estate/community-lending-investment/cdfi.

SVP, Diverse Community Capital Program Manager
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