CHAPTER 11: HOUSING CHALLENGESON THE
BORDER

Lack of affordablehousing onthe Texas-Mexico Border isaproblem that hasgrown over the past
25 years. A dramatic increase in the population coupled with a high poverty rate leaves many on the
Border unableto afford decent housing. Additiondly, abusivefinancia practicesthat hinder theacquistion
of wealth necessary to own ahomefurther exacerbatesthe situation. Texas Border, thenew frontier of the
nation, is experiencing a housing criss.

A Growing Population Strains Affordable Housing Resources

According to the U.S. Census Bureawu, Texas 43 Border counties have added more than 258,000
new residents snce 2000, and more than 700,000 since 1990. And, from 1995 to 2020, the areds
population is expected to increase by amost 60 percent, from 4 million to 6.3 million. Y et, the supply of
affordable housing has not kept pace with that growth. Asaresult, alarge number of familiesin today-s
Border population of over 4.3 million people find they cannot afford the cost of a decent home.

Nearly 10 percent of Texas population livesin the Border citiesof El Paso, Del Rio, Eagle Pass,
Laredo, McAllen and Brownsville; and, dmost two million people reside in just Six of the 43 Border
counties. Asthe chart Population Changes in the Border Counties shows, both urban and rural areas
are growing rapidly. While the gatess population grew 23 percent, excduding only El Paso, dl of the
Border counties population growth rates surpassed this State figure. Moreover, when considering the
population influence of sster Border communitiesin Mexico, the popul ation explosion iseven more evident.
Inthelast 10 years, the populations of El Paso- Ciudad Juarez grew by 38 percent, Laredo-Nuevo Laredo
by 48 percent, and the McAllen-Reynosa area by 38 percent.

Population Change in Border Counties

County Population in 2000 Percent Change from
1990 to 2000

Cameron 335,227 29
Hidalgo 569,463 49
Starr 53,597 32
Webb 193,117 45
Maverick 47,297 30
El Paso 679,622 15

Source: Texas Low Income Housing Information Service

The number of Texas households has increased rapidly as a result of population growth and the
large number of baby-boomers who have entered household-formation age. The number of households
increased by 44 percent in the 1970s, 23 percent during the 1980s, and 22 percent in the1990s, resulting
in nearly 7.4 million in Texas households by 2000.?



While the population has exploded and the number of householdshasincreased, the availability of
affordable housing has not kept pace. Housing problems fdl most heavily on those households in the
bottom fifth of the income didtribution; yet, only 34 percent of the renters in this quintile receive housing
assistance®. Even families in households with incomes well above the poverty line often struggle to find
housing that meetstheir needs at coststhey can afford. Nationally, between 1997 and 2001, the number of
lower-middle and middle-income households spending more than haf their incomes on housing surged to
more than 700,000.*

Additiondly, the dready scarce supply of smdler, less-costly housing is shrinking, particularly
among two- to four-unit apartment buildings. Regulatory and environmentd congdraintson land aredriving
up land costs in and around the nation's metropolitan areas, limiting development of affordable housing.
Redtrictive regulations and public resstance to high-dengity development makeit difficult to replace or add
lower-cost units. Progpectsfor additional income supports or housing subsidiesareequaly blesk. Asthe
federd deficit baloons, the cals to cut spending on socid and housing programs are growing even asthe
demand for and costs of these programs continues to escalate. Thus, in the Texas Border Region,
popul ation growth demands an increase in affordable housing, but regulatory and socid condraintshinder its
development, creating a criss.

Poverty and the Housing Crisis

Poverty isstrongly related to housing problemsB both substandard housing and excessive housing
cod. Familiesnear and below the poverty level smply cannot pay the costs of decent housing inthe private
market. Moreover, in Texas, thereislessthan one subsidized housing unit for every five qualified families,
leading families to ether pay an excessve amount of their income for housing or live in substandard or
overcrowded housing.

The effectsof the housing crisson theBorder areeven graver, where 22.4 percent of familieslivein
poverty compared to 12 percent statewide. According to the Texas Comptroller of Public Accounts, the
percentage of Border familiesin poverty is down from 1997, when nearly 27 percent of Border residents
were living in poverty. However, other sources relate that the red number of Border familiesliving in
poverty has actualy increased. Asthe chart Changesin Poverty Level s shows, during the past decade,
there have been modest increases in the number of families, as well as actud number of persons, living in
poverty in the mgor Border counties, with the exception of Maverick County, which experienced only a
dight decrease.

Changesin Family Poverty Levels

County Number of Number of Per cent of
Families Families Familiesin
Below Below Poverty 2000
Poverty 1989 | Poverty 2000

Cameron 20,544 22,648 282




Hidalgo 32,172 41,725 313
Starr 5,217 6,003 474
Webb 9,838 11,661 26.7
Maverick 3,768 3,601 320
El Paso 32,259 34,264 205
County 120
Average,
Statewide

Source: Texas Low-Income Housing Information Service

Infact, Texas entire Border Region is plagued by poverty with aper capitaincomefar below the
nationa average, axd a marked lack of affordable housing exacerbates an dready tenuous economic
environment. For decades, per capitaincome aong the Texas-Mexico Border has plummeted so low that
in certain areas of the Border it is now the lowest in the nation, ranging from 38 percent of the U.S. per
capitaincomein Eagle Pass to 60 percent in El Paso, compared with a state average of 94 percent.”

Moreover, acrossthe nation, per capitaincome differences have been narrowing because percent
gainsat thelower levels have been increasing at afaster rate than those at higher incomelevels. However,
thisis not the case dong the Border. As the chart Per Capita Income, 2002 on the next page shows,
income in every county along the Border hovered below or near the State per capita average. 1n 2002,
when the State average per capitaincome was around $30,000, only three counties had higher averages. In
fact, five Border counties had an average per capita income that was less than 50 percent of the gtate
average. Thousands of Texans were living on less than $15,000 ayear in 2002. With the average cost of
housing totaing over $7,000 ayear, those Border residents struggling to bresk the poverty cyclearegreetly
hindered.’
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Poor Housing Conditions

Substandard housing abounds across Texas. From the older neighborhoods of big citiesand small
towns to the fast growing colonias dong the Rio Grande, communities contain dilgpidated, deteriorating
housing. Unfortunately, thisis often the only affordable housing available to low-incomefamilies. “Worst
case housng needs’ are defined by the U.S. Department of Housing & Urban Deve opment asfamilieswho
spend more than one-haf of their incomeon housing or livein saverdly inadequate housing. The number of
Texans with worgt-case housing needs has reached an al timehigh of more than 650,000 householdsand
78,128 households in Texas lack complete plumbing or kitchen facilities.

Due to the high-level of poverty in theBorder Region, colonias, impoverished and unincorporated
subdivisons, flourish dong the 1,248 mile stretch from Cameron County to El Paso County. Beginning in
the 1950s, colonia developers sold property to low-income families with little or no infrastructure so that
residents could build their homes piecemed with whatever materidsthey could find or afford. Asareaullt,
the more than 1,400 colonias that line the Border suffer from faulty construction, open sawage, lack of
sanitary water, dusty unpaved roads, and no plumbing.

Over the past decade, Border counties experienced some progressin eliminaing theworst housng
conditions. The chart Units Lacking Plumbing Facilities shows the number of houses that lacked
complete plumbing facilitieswas cut in hdf over the decade. Although thisnumber dedineditisdill daming
at thetotal of 11,627 housesin these Sx counties done. And, many housesthat have plumbing facilitiesin
place may still lack accessto reliable water service, as many residents do not have hookupsto their houses
because they cannot pass inspections to quaify, and lack the money to make the needed repairs to meet
codes. By asrecently as June 2000, only 54 percent of the Texas colonia residents surveyed had sewer
service and more than 50 percent reported having to obtain drinking water from sources other than taps.

Units Lacking Plumbing Facilities

County Units Lacking Plumbing,
2000
Cameron 1,870
Hidalgo 4,844
Starr 679
Webb 1,493
Maverick 408
El Paso 2,333
TOTAL 11,627

Source: Texas Low-Income Housing Information Service.

The State has taken steps to address the conditions of colonias, authorizing grants and loans for
infrastructure projects; and in 1995, legidation was passed to prohibit devel opers from sdlling lots without
water and wastewater trestment services. Unfortunately, many regions containing these colonias till lack
the staffing, politica will, and other resources to enforce this law.



Housing Affordability

According to the Texas Low Income Housing Information Service, the concept of “affordable
housing” assumesafedera housing standard that ahousehold pay no more than 30 percent of itsincomefor
housing.” Nationwide, three out of ten househol ds now have housing affordability problems. 14.3 million
households are severdly cost-burdened, spending more than 50 percent of their incomes on housing, and
another 17.3 million households are moderately cost-burdened, spending 30 to 50 percent of incomeson
housing.® Of the 2 million rentersin Texas, 17 percent spend more than haf of their total incomeon rent.
Among very low income families in Texas who earn less than haf of the local median family income, 42
percent -- 228,057 families -- spend more than one-hdf of their income onrent. The map Number of
Households Soending More than 50 percent of their Income on Housing Costs illudrates the
breakdown of areas where housing affordability is particularly scarce.
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Infact, in Texas, afamily supported by onefull-time minimum wage earner will find thet the rent for
amoderate, one- bedroom apartment far exceedshis budget in every Texas metropolitan area. A minimum



wage worker would have to work an average of 87 hours a week to afford a modest two-bedroom
gpartment in Texas” Moreover, for Border communities, today's economy does not offer promise that
affordability pressures will ease.

Low incomes, high poverty rates and few affordable housing options create a great need for
subsidized housing. According to the United States Census Bureau, and Housing and Urban Developmerntt,
five out of 9x low income Texas families who qudify for government housing assstance do not receive it
because of the shortage of subsidized housing in Texas. Moreover, as the graph Federal Tax
Expenditures for Housing shows, only 20 cents of every dollar of federa tax expendituresfor housngis
spent on low-income housing assstance. The other 80 percent of federal housing dollarsare dedicated to
rembursing taxpayersin dl tax brackets who meet the criteriato clam income tax deductions. Findly,
Texas spendsapdtry $3 millionof stategenerd revenuefundsfor low-income housing, where other Sates,
who have dedicated sources of revenue, can eearmark millions. For example, Ohio has a Housing Trust
Fund of $30 million and FHorida has a Fund of about $350 million. Developing and making availablemore
subsidized housing unitsfor low income Texansis essentia in ensuring we have hedthy productive families.

Federal Tax Expendituresfor Housing
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Source: Texas Low Income Housing Information Service.
Home Ownership and Rental

Low interest rates, mortgage innovations, and home price appreciation have helped push the
national homeownership rate up to 68 percent.’® Home price gppreciation and new housing construction
have lifted aggregate red home equity."*  Despite the high level of poverty, the outlook for housing
ownership aong theBorder ispostive. The chart Homeowner ship and Rental Trends, on the next page,
demondtrates that in severad Border counties there has been a strong increase in owner-occupied housing
over the past decade.



Home Ownership and Rental Trends

County Homeowner ship Percent Increasein Percent Increasein

Rate, 2000 Homeowner ship Rental Units,

Units, 1990 to 2000 1990 to 2000
Cameron 68% 37 20
Hidalgo 73% 58 37
Starr 78% 41 45
Webb 66% 60 29
Maverick 70% 39 24
El Paso 64% 28 4

Source: Texas Low-Income Housing Information Service

Compared to the statewide homeownership rate of 63.8 percent, the ratein most Border countiesis
high. Inthesix countiesabove, for example, homeownership ranged from 63.6 percent in El Pasoto nearly
80 percent in Starr County.

Y et, despite the positivedata for homeownership rates on the Border, theredity for homeownersis
dill far fromided. Specificaly, homeowners dong the Border are subject to exorbitant housing costsand
aremore heavily burdened by these coststhan other Texansasawhole. While approximately 14 percent of
al Texashomeowners pay morethan 35 percent of their incomefor homeowner related costs, homeowners
inthelargest Border counties pay quiteabit more, with between 15 and 19 percent of owners paying more
than 35 percent of ther income for their homes,

Renters experience an even greater housing cost burden. Statewide, 27 percent of renters pay
more than 35 percent of their income for rent B adecrease from 29 percent in 1990. Similarly, anong the
most populous Border counties, most showed a reduction in the percentage of renters burdened with
payments exceeding 35 percent of their income. However, whilethe percentage of renters paying excessve
amounts of their income for housing has gone down, the total number of renters paying such amounts has
increased. The huge growth in the number of households in Border counties has more than offset the
percentage declines.

The chart Household Szeand Percent Income Accounting for Home-Related Costs, anthenext
page, shows that Hidalgo County experienced a sgnificant decrease in the percentage of rent-burdened
households from 34 percent in 1990 to 29 percent in 2000. However, the growth in the number of
households over this period means that while there were 9,001 rent-burdened households in Hidago
County in 1990, there were 12,179 in 2000.



Household Size and Percent | ncome Accounting for Home-Related Costs

County Per sons per Renters Paying | RentersPaying | Owners Paying
Household > 35 Percent of > 35 Percent of > 35 Percent of
Income for Income for Income for
Housing, 1990 Housing, 2000 Housing, 2000
Cameron 34 3A.7% 30.4% 15.2%
Hidalgo 36 34.4% 28.9% 15.7%
Starr 37 49.9% 28.9% 14.1%
Webb 38 B 30.7% 19.1%
Maverick 36 36.6% 30.9% 13.4%
El Paso 32 30.7% 31.2% 156%
Statewide 203% 27.1% 136%

Source: Texas Low-Income Housing Information Services.

Further adding to the housing affordability crigs is the fact that while the number of low-income
familieswho need accessto lower-cost housing hasgrown, since 1990, there hasbeen areduction in rental
housing available for less than $300 per month. In other words, there is an increasing gap between those
who need lower cost housing and the affordable unitsavailable. Thisgap isgreatest intheBorder counties
with the largest populations. The chart Changes in Number of Households with Income Less than

$10,000 and Rental Units Less than $300 illustrates this point.

Changesin Number of Households with I ncome Less than $10,000 and Rental Units Less

than $300

Source: Texas Low-Income Housing Information Services
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| ssues Affecting Affordable Housing Availability

There are other pertinent factorsthat affect affordable housing avail ability besides per capitaincome
and poverty rates. Confusing and overlapping jurisdictiond obligations often leave gaps in services and
leave communities without adequate services. Additionaly, private lenders contribute to the problem by
viewing housing funding through adtrictly businesslenswhich limitsaccessto capitd for mortgagesfor many
middle- and low-income families. Additiondly, in low income communities, unscrupulous lenders often
target vulnerable borrowers.

Confusing Jurisdictions - Who Helps?

Taking into account the continual downward trend in housing affordability, the public and private
sectorsaretrying to dleviate thehousing problem in Texas and throughout the United Statesthrough vaious
programs. The Texas Department of Housing and Community Affairs (TDHCA), the Department of
Housing and Urban Devel opment (HUD), the Fannie M ae Corporation, the Freddie Mac Corporation, and
other various department programs are involved in this effort.

TDHCA implements two programs named Home Investment Partnerships Program (HOME)
funded by the federd HUD agency, and Housing Trust Fund (HTF). These programsfocuson providing
decent and low-cogt housing for extremey low-, very low-, and low-income households to remedy
homelessness, deteriorating housing stock, and excessve rent burdens. HOME dso assistsin building a
foundation for relationships between state and local governmentsand private and nonprofit organizationsto
further hep Texans housing needs. TDHCA employs a third program through the Office of Colonia
Initiatives (OCI) which concentrates on the Texas-Mexico Border Region. The OCl ams to hdp
individualswho livein Colonias, subdivisonsin unincorporated areas within 150 miles of the Border, and
withanincomeat or below 60 percent of theannua median family income (AMFI). Smilarly, Low Income
Housng Tax Credits (LIHTC) exig to benefit very low-income households which are a or below 60
AMFI.

The Texas Department of Housing and Community Affairs aso engages in multiple housing finance
programs for Texans from moderate to very low incomes. The firgt of these programs is the Multifamily
Bond Program and the First Time Homebuyer Program, which helps moderate, low, and very low income
households to finance housing and to purchase first homes, respectively. The Down Payment Assistance
Program aids households at or below 80 percent AMFI for subordinate lien financing and households at or
below 60 percent AMFI for grants. The Department also provides the Texas Statewide Homebuyer
Education Program with counsdling services for Texans with various needs.

HUD serves state and local governments by dlocating alarge portion of their budget to implement
various fundamental housing and community development programs. HUD provides assstance to sngle-
family home owner-occupants and to multifamily housing through Single Family and Multi-family Housng
Mortgage Insurance Programs.  This Department also offers a Community Development Block Grant
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(CDBG) program to fecilitate various neighborhood and community revitalization projects. Section 8
Housing Assstance Payments, Section 8 Family Unification Program (Section 8 FUP), and Section 8
Family Sdf-Sufficiency Program Coordinators are al various types of grants which help dleviaeliving
expenses. Various other grants include the formula grants Public Housing Operating Subsidy and Public
Housng Modernization - Comprehensve Grants Program (CGP) and competitive grants such asthe HOPE
VI - Revitaization Grants and Comprehensive Improvement Assistance Program (CIAP). HUD assgsin
housing for Native Americans such asthe Indian Housing Block Grants (IHBG) and the I ndian Community
Development Block Grant Program (ICDBG). Grantsfor people with specid needs are redized through
the Supportive Housing For the Elderly (Section 202), the Supportive Housing For Persons With
Disabilities (Section 811), the Section 8 Mainstream Program, the Section 8 Designated Housing,
Elderly/Disabled Service Coordinator Funds (EDSCF), and Housing Opportunitiesfor Personswith AIDS
(HOPWA).

Thethird entity which playsamgor rolein increasing the avail ability and affordability of housing for
low, moderate, and middle-income Americansisthe FannieMae Corporation. Thisassociation assstslow
to moderate income owner and renter families with mortgage purchasing by the Single Family Mortgage
Products, the Multifamily Mortgage Products, Affordable and Specid Needs Housing Product, and
Community Development Lending. Low and moderate income households aso benefit fromthe Single
Family Public Finance program which assists in the purchase of tax exempt revenue bonds and the
Investment Tools Program.

Another corporation created by Congressto provide housing aid isthe Freddie Mac Corporation.
Thisorganization ultimately provides renters and homeownerswith improved accessto homefinancing and
less expendvehousing codts. The Freddie Mac Corporation facilitates mortgage purchasing benefiting low
to moderate income single family owner occupants and/or low to moderate renters in the Affordable
Lending and Community Development Lending Programs.

The public sector adso provides assstance with loans and gants through a range of other
departments. The Office of Rura Community Affairs and U.S. Department of Agriculture offer different
community development programs which consst of loans and project grantsfor housing inrurd and farm
related areas. The U.S. Department of Veterans Affairsalso offersveteran housing programsby providing
grants and loans for veterans in need of housing assstance. The Texas Generd Land Office (GLO), the
Texas Department on Aging, the Texas Department of Mentd Hedlth and Mental Retardation, and the
Texas Department of Human Services dl provide loans, grants, and financia or other serviceswhich help
resdentsobtain or retain affordable housing. Technica assstance and information about dl formsof grants
are available through the State Grants Team and the Office of the Attorney Generd, whichassigsin dispute
resolution concerning housing for Texas resdents.

Although the public and private sectors have taken stridesto improve the affordable housing issue,
more assstance is dill needed. Problems such as predatory lending and high rates of subprime lending
hinder the progress achieved by these aid programs.

Home Refinance Loans: subprime lenders
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Thededinein lower cost rental unitsplacesincreasing pressure on lower wage workersto resortto
paying excessve housng codts. Poverty or lower incomes may drive individuas to seek home loans
through norttraditiona, more expensive avenues. In other words, when a family cannot afford to have
adequate plumbing and el ectricity or hasbeen forced, because of limited accessto resources, to buildon a
plot of land that has not been surveyed, that person will not get homeowner's insurance or title insurance,
will not have accessto any affordable housing financing packages offered through Fannie Mae, and will be
relegated to the expensive and oppressive subprime lending market. A subprime mortgage loanisaloan
that hasahigher interest rate and fee than aprime loan. According to Fannie M ae, subprime mortgegesare
routingly three to four percentage points or more higher than a comparable prime market [oan.

There arelegitimate reasonsfor subprimeloans. For example, asubprime, higher interest loanisthe
market=s way of providing credit to borrowers who pose a greater risk of default. However, targeting
households or referring them to the subprime market in cases where gpplicants could have reasonably
quaified for prime market loans undermines the long-term asset- building potentia of those households.
Each additiond interest point on ahome mortgage meanstens of thousands of dollarson thetota cost of a
mortgage over thelifeof theloan. Thesehigher payments reduce funds families have for education or other
critica living expenses. Thetextbox Impact of Subprime Borrowing on a Typical Household givesan
example of a subprime loan.

I mpact of Subprime Borrowing on a Typical Household

A home priced at $85,000, with a five percent down payment will require a mortgage of dightly under
$81,000. For every percentage point of interest over abaserate of eight percent interest on a30 year loan,
the borrower will pay $687 per year more. Over the 30 year term of this nine percent loan, the extral
amount paid reaches $21,000.

If the same household obtained a loan a six percent, they would have $57,572 for other discretionary
purposes over thelife of theloan. A loan with a12 percent rate, by contrast, would require payment of an
additiona $85,712 over the 30 year period. And investing the differencein paymentsin asavings account
each month would yield considerably more over a 30 year period.

Source: Federal National Mortgage Association Explanation

Despitethelegitimatelending need for asubprimelending market, the overdl growth of that lending
market is cause for concern. Thetable Increase in Loans Nationwide shows that subprimelending has
grown faster than prime lending in the past year, primarily dueto thefact that subprime lenders continue to
originate growing numbers of refinance loans.*

Increase in Loans Nationwide

Number Originated Number Originated Percent Increase
in 2001 in 2002
Prime Loans 700,638 933,025 3%
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Subprime L oans 6,073,987 8,062,713 25%
Source: ACORN

Moreover, & the chart Subprime Share of Refinance Loans: 1993 - 2002 shows, subprime
lending volume has generally increased steadily since 1993, with the exception of moderate dropsin 1999
and 2000. The subprime share of dl refinance lending hes decreased from a high of 22 percent in 2000,
dueto the sharp fal in interest ratesin 2001 and 2002.

Subprime Share of Refinance Loans. 1993 - 2002
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Subprimelending particularly plagues Texas Border Region. A May 2002 nationd study provided
dartling data about subprime home refinance loans in the Texas Border region. The study reports that
severd TexasBorder citieshave the highest rates of subprime home mortgage refinanceloansin the nation,
with El Paso, ranking worst among the natiores 311 mgjor cities.™

The chart onthe next page, MSA Ranking by Overall Percentage of Subprime Refinance Loans
shows that out of 331 MSAs nationwide, 11 out of the30 MSAswith thelargest percentages of subprime
loansarein Texas, seven of these 11 arein thetop 10, four of which arein TexasBorder cities. Neationdly,
subprime lending comprises about 25 percent of dl refinance lending.

13



MSA Ranking by Overall Percentage of Subprime Refinance Loans

Rank MSA Name Population Conventional Per cent Subprime
Refinance L oans

1 El Paso, TX 679,622 1,767 47.82

2 Corpus Christi, TX 380,783 1,061 46.84

3 Laredo, TX 193,117 342 45.32

4 Killeen-Temple, TX 312,952 683 44.80

5 Beaumont-Port Arthur, | 385,090 1,160 44.48
TX

6 Miami, FL 2,253,362 10,701 42.67

7 Columbus, GA-AL 274,624 1,799 42.63

8 San Antonio, TX 1,592,383 5,270 41.90

9 Memphis, TN-AR-MS 1,135,614 7,577 41.86

10 Galveston-Texas City, 250,158 944 41.63
X

11 Fayetteville, NC 302,963 1,814 41.23

12 Enid, OK 57,813 427 40,75

13 Jamestown, NY 139,750 737 40.71

14 Rocky Mount, NC 143.026 872 39.68

15 Buffdo-Niagara Falls, 1,170,111 5,218 39.36
NY

16 Daytona Beach, FL 493.175 3.477 38.77

17 Danville, VA 110,156 802 38.53

18 McAllen-Edinburg- 569,463 1,345 37.62
Mission, TX

19 Sumter, SC 104,646 734 37.33

20 Victoria, TX 84,088 220 37.27

21 Goldsboro, NC 113,329 681 37.00

22 Lakeland-Winter Haven, 483,924 3,234 36.92
FL

23 Florence, SC 125,761 963 36.55

24 Pine Bluff, AR 84,278 364 36.54

25 New York, NY 9,312,235 23,104 36.50

26 Orlando, FL 1,644,561 10,275 36.18

27 Hickory-Morganton- 341,851 3,481 36.08
Lenair, NC

28 CharlotteGastoniaRock | 1,499,293 14,789 36.07
Hill, NC-SC

29 BrownsvilleHarlingen- 335,227 795 35.97
San Benito, TX

30 Houston, TX 4,177,646 14,552 35.70
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Source: Texas Low Income Housing Information Services, using data from the May 2002 Risk or Race? Racial Disparities and the Subprime
Refinance Market report by the Center for Community Change.

Predatory Lending

While not al subprime lenders are predatory, just about al predatory loans are subprime, and the
subprime indudtry is afertile breeding ground for abusive practices. Subprimeloansare properly givento
people who are unable to obtain a conventiond prime loan at the standard bank rate because of credit
problems or other circumstances. It is appropriate for such loans to have higher interest rates to
compensatefor the potentialy greater risk that these borrowers represent, and such risk-based pricing can
fulfill an important market need. Predatory lending occurs whenloan terms or conditions become abusive
or when borrowers who should qualify for credit onbetter termsare targeted instead for higher cost loans.

Predatory lenders impose unfair and abusive loan terms on borrowers, often through aggressive
ses tactic and/or teking advantage of borrowers lack of understanding of extremely complicated
transactions. Predatory loansturn the dream of homeownership into anightmare and intheworst instances
end inforeclosure. The damage doneby predatory lendersisincreased by thefact that predatory loansare
meade in such concentrated volume in poor and minority nelghborhoods where better |oans are not readily
available, and the loss of equity, and foreclosure can devadtate dready fragile communities. In fact,
predatory lending threstensto reverse the progress that has been made in increasing homeownership rates
among minority and lower incomefamilies. Predatory lendersbombard homeownersin many communities
with refinance offersthat lead to loans a high rates, with inflated feesand other abusveterms. By sripping
equity and increasing indebtedness, these practices cause homeownersto losetheir equity, rather than useit
for their benefit.

Targeting Minority Borrowers

Therisein subprimeand predatory lending hasbeen most dramatic in minority communities. Helf of
al refinanceloansmadein predominantly black nelghborhoods are subprime, compared to just nine percant
in predominantly white neighborhoods. Subprime lending, with its higher prices and associated abuses, is
becoming the dominant form of lending in minority communities. On the Border, the greatest volume of
subprime lending today is in home refinance loans, dthough a growing number are home purchase loans.
The bulk of these loans come from colonia developers. Residents of colonias increasingly use subprime
home refinance |oans to finance completion of their homes,

The study cited above, Risk or Race? Disparities and the Subprime Refinance Market, dso
reported that minority borrowers historicaly suffer from the highest percentages of subprime homerefinance
loans. Moreover, although homeloansto minoritiesare growing a double-digit rates, blacksand Higpanics
are dtill about twice as likdly as non-Hispanic whites to be rejected when they apply for amortgage.™

Due to the large population of Hispanics in the Border Region and Texasasawhole, high rates of
subprime lending can have profound implicationsfor the state. In fact, the highest percentagesin thenation
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of subprimeloansgiven to Hispanicsare seenin El Paso with 52 percent and San Antonio with 51 percent.
The chart Percentage of Subprime Loans for All-Hispanic Census Tracts on the next page, showsthe
ten MSAs with the largest percentages of subprime loans made to Higpanic borrowersCfour of the ten
worst arein Texas.

Percentage of Subprime Refinance Loans for All-Hispanic Census Tracts

Rank MSA Name Population Conventional Per cent
Refinance Loans | Subprime
1 CorpusChristi, 380,783 118 75
TX
2 San Antonio, TX 1,592,383 678 60
3 El Paso, TX 678,622 534 59
4 Albuquerque, NM | 712,738 210 52
5 Laredo, TX 193,117 267 48
6 Brownsville- 335,227 229 43
Harlingen, TX
7 McAllen- 569,463 649 42
Edinburg, TX
8 Tucson, AZ 843,746 225 41
9 Miami, FL 2,253,362 1,929 41
10 Orange County, 2,846,289 101 38
CA

Source: Texas Low Income Housing Information Services, using data from the Center for Community Change

Hispanic census tracts reflect an inordinatdy high percentage of subprime lending. While
creditworthiness may be acongderation in the use of subprime lendersin these cities, additiond datamust
certainly be obtained and examined to reach afull explanation asto why Hispanic resdentsin Texas Border
cities have such exceptional percentages of subprime loans. Evidence has emerged that Hispanic
communities are actualy being targeted by subprime and predatory lenders.

In oneingtance, amajor mortgage lender, Citigroup and its subsidiary CitiFinancia wereaccused of
engaging in systematic and widespread deceptive and abusive practices. 102002, Citigroup settled withthe
Federd Trade Commission for over $200 million. Allegations againgt Citigroup include targeting low-
income, manly black and Higpanic communities for abusve sdestactics. In another instance, inalawsuit
againg Household Internationd, Inc., a nationwide mortgage lender, the court ordered Household to
"provide Spanish language loan documentsin al branch officesthat are certified by Household to conduct
Spanish language transactions. .. Household shall dso make available a one-page |oan disclosure of key
terms in Spanish in certified branch offices to those Borrowers whose primary language is Spanish.'™
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According to anecdotd evidence, Household Internationa, Inc. was engaged in predatory lending practices
that preyed on borrowers with limited English proficiency by purposefully developing loan materids that
were confusing to Spanish readers and speskers. 1n generd, lenders can often target Spanish speaking
borrowers with little detection, as this community is easily margindized.

Concluson

Housngisoneof the strongest indicators of quality of lifein our country and building equity inoness
home is one of the largest asset building mechanisms available to the average family. When afamily does
not have access to any affordable housing financing packages and is relegated to the expensive and
oppressive subprime lending market, either because of a poor credit history or substandard housing
conditions, thefamily will pay agreater proportion of itsincomeon housing. Asaresult, afamily'sability to
build equity and increase itswedth is hindered. Throughout the Border Region, the lack of affordable,
decent housing and thelimited ability to accessthe primelending market hasleft many Hispanics ruggling
to build wedlth and bresk the cycle of poverty. Public policy in Texas should focus on removing these
barriers, and providing equa opportunity for dl Texans.
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