CFA Advocate Summary

Issue: Predatory Lending

Advocate #: adv10503

Interviewee: Brad Scriber, Housing Coordinator

Organization: Consumer Federation of America (CFA)

Date of Interview: July 18, 2002

Basic Background:

· “The boom in the subprime market began in 1993 and peaked in 1999.  There was a 300% growth in that time period.  At the same time, lenders tended to be less regulated, mostly because there weren’t enough regulators to go around.”

· “It’s gone from redlining to preying.  The problem now is not access to credit, but the terms of credit.”

· “What’s happened is that lenders have developed several wealth-stripping practices.  There are a lot of different ways that they do it, but basically the lender actively pursues a borrower with a lot of equity, usually minorities, older people, and low and moderate-income homeowners.  They pitch a reduction in debt, which is actually a violation of mortgage marketing code.  They offer to refinance to consolidate bills and reduce their debt.  Usually these predatory lending cases are refinances.  They’re a big number of cases.  Then they would contract with a mortgage broker, who gets a kickback from the whole transaction.”

· “Lenders target poor, black, and older neighborhoods.  They make cold calls from marketing lists.  They identify areas that have little or no bank presence.  Many of these folks would exclusively offer products to the subprime market.  First, the offer packing fees.  Lenders are adding extra services without adequate explanation, and they’re usually not necessary for refinancing.  The biggest and worst abuse is single premium credit insurance.  This is different than PMI [private mortgage insurance], which protects the lender.  It’s an extremely low payout/premium ratio, but they add the value of the credit insurance directly to the principle of the mortgage.  It’s an unnecessary fee that pays out a lot in the long run.  Then there’s ‘flipping.’  This is just repeated refinancing.  They may charge less than $15,000 to write a new policy, but after 3 times that’s $45,000.  Next are prepayment penalties.  These are points put on a loan, but an unsuspecting consumer doesn’t know how many points should be added.  Fourth, there’s yield-spread premiums.  These are the kickbacks to the brokers.  Then there’s balloon payments.  They are low monthly payments, with one big payment at the end of the term.  Sometimes the lump sum is near equal, if not more, than the original principle.  What you have to understand is that most of these products make sense for a small segment of the market, so the practices are legal.  They even make sense for some subprime consumers, but it’s unclear what percentage.  Their argument is that they need to cover the higher risk.  For instance, take yield spread premiums.  It’s useful if you need cash for closing costs, but it can be abusive.”

Prior Activity on the Issue:

· Some states have passed mortgage reform laws and regulations

· Sarbanes held a hearing

Advocacy Activities Undertaken:

· Lobbied state legislatures and regulators.  “States are beginning to act, mostly because they’re getting pressured from the regulators.  The market has exploded and sped up the mortgage approval process.  Ohio, Pennsylvania…are making HOEPA [homeowners equity protection act] state law.  North Carolina and Georgia are even adding more protects.”

· Lobbied MCs and HUD

· Work with informal coalition

· Issue press releases

· Testify at hearings

Future Advocacy Activities Planned:

· Submit comments to HUD

· Continue lobbying

Key Congressional Contacts/Champions:

· Senator Sarbanes, Chairman of Senate Banking

· Senator Chuck Schumer

· Representative John La Falce, Ranking Minority Member of House Financial Services

· HUD Secretary Martinez

Targets of Direct Lobbying:

· Senate Banking Committee

· House Financial Services Committee

· HUD

Targets of Grassroots Lobbying:

· All MCs

Coalition Partners (Names/participants): 

· “NCRC [the National Community Reinvestment Coalition] heads up a list serve.  It’s an ad hoc group…ACORN, the Association of Community [unclear what he said], AARP…it’s one of their top 3 issues, Consumers Union, National Association of Consumer Advocates.  There are other groups.”

Other Participants in the Issue Debate:

· Mortgage bankers

· Mortgage brokers (National Association of Mortgage Brokers)

· Realtors

· Fannie and Freddie

· Wall Street

Ubiquitous Arguments and Evidence:

· “It’s gone from redlining to preying.  The problem now is not access to credit, but the terms of credit.”

· “What’s happened is that lenders have developed several wealth-stripping practices.  There are a lot of different ways that they do it, but basically the lender actively pursues a borrower with a lot of equity, usually minorities, older people, and low and moderate-income homeowners.”  

· “Lenders target poor, black, and older neighborhoods.  They make cold calls from marketing lists.  They identify areas that have little or no bank presence.”

· “They go granny-hunting.  Older people are good targets because they have a lot of equity.  Many of these people own their home outright, but are convinced to refinance.”

Secondary Arguments and Evidence:

· “The first argument of the opposition is ‘define predatory lending.  You can’t regulate it if you don’t know what it is.’  The data sysem in place since 1989 is not specific enough.  It only protects for redlining, so we want better data.”

Targeted Arguments, Targets, and Evidence: none metnioned

Nature of the Opposition:

· “The opposition consists of mortgage bankers, who prefer no new regulations, mortgage brokers, who are on the defensive, realtors—they’re not a big influence, they tend to side with the consumer on this one because it’s mostly refinancing, Fannie and Freddie, who buy up loans—they’re de facto regulators, so they’re under pressure to discourage predatory lending.  Then there’s Wall Street.  They don’t have a direct interest, but the do benefit from predatory lending.  They buy up loans that get pooled into on lump loan, and the shares are sold as a commodity.  There’s two risks.  One, people don’t pay loans, like junk bonds, or people pay early and it doesn’t earn the anticipated interest.”

Ubiquitous Arguments and Evidence of the Opposition: 

· “The first argument of the opposition is ‘define predatory lending.  You can’t regulate it if you don’t know what it is.’”

Secondary Arguments and Evidence of the Opposition: none mentioned

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

Described as a Partisan Issue: No.

Venues of Activity:

· HUD

· Congress

Action Pending or Taken by Relevant Decision Makers: HUD proposed a packaging rule, and several bills have been introduced in Congress, but not clear what action if any would happen.

Policy Objectives and Support for/Opposition to the Status Quo:  CFA wants to reform RESPA and mortgage settlement practices on the state and federal levels.  They oppose the status quo.  They support packaging proposals, but they don’t think that will solve all the problems.

Advocate’s Experience: Tenure in Current Job/Previous Experience: BS has a BS degree.  He does finance policy for CFA.  He didn’t mention his previous experience.

Reliance on Research: In-house/External:  BS mentioned that they do research in house and in coordination with other consumer groups.  “We do policy related research that we use here as well as consumer related research.”  They publicize their research and use it in testimony and direct lobbying.  They also cite HUD statistics.

Number of Individuals Involved in Advocacy:  about 10 in DC.

Units in Organization Involved in Public Affairs/Policy: 7.  They focus mostly on sic issue areas: finance, agriculture, health care, privacy, environment, and utilities, plus other issues as they come along.

Advocate’s Outstanding Skills/Assets: Knowledge of the issue.

Type of Membership (None, Institution, Individuals, Both):  Institutions (consumer cooperatives, state and local consumer groups, etc.)

Membership Size: nearly 300 state and local organizations.

Organizational Age: not obtained.

Miscellaneous:

