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Basic Background:

· “The mortgage industry has evolved.  First came the development of risk-based pricing from RESPA.  It used to be you were a borrower or not, you received a mortgage or not.  Beginning in the late 70s, early 80s, with new information tools at their disposal, credit gradations evolved.  To compensate for risk, lenders applied extra points and developed mortgage payment insurance.  Second, the FHA began underwriting loans in the sub-prime market.  Sub-prime means if you can’t come up with 5% down on a loan, you can apply for FHA to underwrite your loan.  Finally, the industry developed automated underwriting tools, or the FICO score.  It’s not completely transparent, but it is 95% reliable.  So, in the past twenty years, the sub-prime market has gone from non-existent to widespread.”

· “The issue of predatory lending has always been around.  The prior complaint was discrimination based on community, or redlining.  Minorities were outright targeted.  Now, it’s more like ‘reverse redlining.’  By definition, a lender is taking advantage of an unsophisticated consumer.  First, they diminish their credit-worthiness, then they diminish their equity.  This is what happens.  Take balloon payments for example.  You get a 30-year mortgage on a home, but the entire principal is due in say five years, then you have to re-mortgage.  There are good uses of balloons…for short-term ownership, so it’s not always predatory.  For instance, Secretary Martinez mentioned in a press conference that he himself has a balloon mortgage, because he only expects to stay in Washington for a short time and then will go back home...on a side note, I think that’s what’s driving his interest in this issue.  He found the mortgage process confusing, and he’s a lawyer, a former member of Congress, and the Secretary of HUD!  Just imagine how easy it is for lenders to take advantage of a low-income, poorly educated buyer…So you get a balloon payment that you pay off when you sell your home five or six years down the road.  Another way they do it is through prepayment penalties or fees.  Basically, you pay up front to reduce the points on the mortgage.  Consumer groups say that this dissuades the consumer from seeking better loans.  Again, prepayment penalties can be used abusively, but not always.  Sometimes they’re necessary for the loan to go through.  The point here is that these risk adjustment mechanisms are almost exclusively applied to sub-prime communities, in other words they’re targeted to low-income communities.”

· “Loans above prime are still governed by the Homeowners protection Act and the Truth in Lending Act.  On average these loans run about 8% above Treasury.  But subprime loans can sometimes run 20 to 30% above Treasury.  While these are only about 3-4% of the overall market, it’s still too much. Sarbanes and La Falce are trying to bring [the 8% average] down to 4-6%.  Consumers are often abused, probably disproportionately.  It’s benign discrimination.  The problem is we don’t know what’s going on.”

· “We recognize that there’s a problem, but there’s no common definition of what is predatory and what is not.  What’s a bad loan?  What’s a predatory loan?  Who gets these loans?  Now, if there’s a problem, it has to be outright fraud.  But the laws on fraud don’t protect people from getting into a bad loan.  The solution is one, education—we want introduce real estate training into the high school and college curriculum.  Two, enforcement of current fraudulent and discriminatory loans.  Lenders shouldn’t have a pattern or practice of hard equity loans.  But, different loan contracts are difficult for regulators to keep track of.  So finally, we want to simplify RESPA.  We want to completely change the process.  Our plan calls for giving closing cost estimates up front, and give consumers the right to penalties and discounts.  The land title people call this ‘packaging’ or ‘bundling,’ but we call it simplifying.”

· “HUD just announced a packaging proposal.  This will generate a big discussion.”

· “We’ve not been as successful at the state level.  We have bills introduced in most states, but we’ve had trouble coordinating because there are 50 different laws governing mortgage lending and settlement procedures.  The next step would be federal preemption.  Sarbanes has already threatened preemption.”

· “The internet is creating a national market.  The mortgage market will no longer be based on deposits, but instead on the money market.”

Prior Activity on the Issue:

· Direct lobby federal and state levels

· Developed proposal in coordination with HUD

· Worked with Sarbanes to have hearing

Advocacy Activities Undertaken:

· Direct lobby MCs and HUD

· Direct lobby state legislatures and housing agencies

· Testified and Senate Banking committee hearing (testimony in file)

Future Advocacy Activities Planned:

· “HUD just announced a packaging proposal.  This will generate a big discussion.”  

· Continue direct lobbying

· Submit comments to HUD

· “The next step would be federal preemption.  Sarbanes has already threatened preemption.”

Key Congressional Contacts/Champions:

· Senator Sarbanes, Chairman of Senate Banking Committee

· Representative LaFalce, Ranking Member of House Financial Services Committee

· “We used to have [Representative] Ed Markey at Commerce, but now that the committees have shuffled, he’s not as involved.  But he’s still a big supporter.”

Targets of Direct Lobbying:

· Senate Banking Committee

· House Financial Services Committee

· HUD

Targets of Grassroots Lobbying: none mentioned

Coalition Partners (Names/participants): no coalition mentioned

Other Participants in the Issue Debate:

· ALTA

· Realtors

· American Financial Service Association (“the commercial banks”)

· National Home Equity Mortgage Association (“only the re-financers”)

· AARP

· National Association of Consumer Advocates

· Consumers Union 

· Consumer Federation of America

Ubiquitous Arguments and Evidence:

· “We recognize that there’s a problem, but there’s no common definition of what is predatory and what is not.  What’s a bad loan?  What’s a predatory loan?  Who gets these loans?  Now, if there’s a problem, it has to be outright fraud.  But the laws on fraud don’t protect people from getting into a bad loan.  The solution is one, education—we want introduce real estate training into the high school and college curriculum.  Two, enforcement of current fraudulent and discriminatory loans.  Lenders shouldn’t have a pattern or practice of hard equity loans.  But, different loan contracts are difficult for regulators to keep track of.  So finally, we want to simplify RESPA.  We want to completely change the process.  Our plan calls for giving closing cost estimates up front, and give consumers the right to penalties and discounts.  The land title people call this ‘packaging’ or bundling,’ but we call it simplifying.”

· “Again, prepayment penalties can be used abusively, but not always.  Sometimes they’re necessary for the loan to go through.  The point here is that these risk adjustment mechanisms are almost exclusively applied to sub-prime communities, in other words they’re targeted to low-income communities.”

Secondary Arguments and Evidence: 

· “ATLA argues that bundling will limit consumers’ choices, but simplifying will do just the opposite.  It will give homebuyers the ability to see up front how much it will cost to close.”

Targeted Arguments, Targets, and Evidence: none mentioned

Nature of the Opposition: RA described the opposition as the mortgage payment and land title insurance industries because they oppose simplifying the process.

Ubiquitous Arguments and Evidence of the Opposition:

· “ATLA argues that bundling will limit consumers’ choices.”

Secondary Arguments and Evidence of the Opposition: none mentioned

Targeted Arguments, Targets, and Evidence of the Opposition: none mentioned

Described as a Partisan Issue: Party not explicitly mentioned, but RA only mentioned Democrats in Congress.

Venues of Activity:

· Senate Banking

· House Financial Services

· HUD

Action Pending or Taken by Relevant Decision Makers: 

· “HUD just announced a packaging proposal.  This will generate a big discussion.”

· HUD will be accepting comments on their packaging proposal through October, then will go from there.

Policy Objectives and Support for/Opposition to the Status Quo: 

· “We recognize that there’s a problem, but there’s no common definition of what is predatory and what is not.  What’s a bad loan?  What’s a predatory loan?  Who gets these loans?  Now, if there’s a problem, it has to be outright fraud.  But the laws on fraud don’t protect people from getting into a bad loan.  The solution is one, education—we want introduce real estate training into the high school and college curriculum.  Two, enforcement of current fraudulent and discriminatory loans.  Lenders shouldn’t have a pattern or practice of hard equity loans.  But, different loan contracts are difficult for regulators to keep track of.  So finally, we want to simplify RESPA.  We want to completely change the process.  Our plan calls for giving closing cost estimates up front, and give consumers the right to penalties and discounts.  The land title people call this ‘packaging’ or ‘bundling,’ but we call it simplifying.”

Advocate’s Experience: Tenure in Current Job/Previous Experience: RA is an attorney that worked in the private sector with housing as a specialty, spent two and a half years as a HUD regulator during the Clinton administration, and has worked for MBAA for 3 years.

Reliance on Research: In-house/External: RA said the MBAA has a research department and constantly produces mortgage and market data that is used when testifying or direct lobbying.  They also use HUD housing data.

Number of Individuals Involved in Advocacy: DK

Units in Organization Involved in Public Affairs/Policy: DK

Advocate’s Outstanding Skills/Assets: His experience and ability to articulate complex housing regulatory policy.

Type of Membership (None, Institution, Individuals, Both): Institutional

Membership Size: 2500 members

Organizational Age: DK

Miscellaneous: Excellent interview.  RA said he still volunteers for FHA to teach free seminars on home buying, which was obvious because he was able to explain all the mortgage jargon for me so I could understand the predatory lending issue.  He’ll be a great source if I need further information.

Also, while he did not mention it explicitly, I got the sense from him that he was hired by MBAA because he was a Democrat HUD regulator that is sympathetic to protecting consumers from predatory lending practices.  I think predatory lenders, while they are members of MBAA, are the exception rather than the norm.  That’s why he cited the how small of a percentage the subprime market is.  I got the sense that they are going on the offensive on this issue because it’s damaging the industry’s reputation.  I was surprised during the interview because I expected MBAA to go on the defensive because lenders are the ones being accused of unfair practices.

