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Widening the Gap:

How the Housing Crisis Deepened Racial Disparities
in St. Paul and How to Fix It
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INTRODUCTION AND SUMMARY OF FINDINGS

The subprime mortgage meltdown has resulted in a record number of foreclosures and plunged the United States
into the worst financial crisis since the Great Depression. St. Paul has not been immune from this crisis. Al-
though the housing crisis has affected individual homeowners of all races and ethnicities, minority neighborhoods
have suffered from an extreme concentration of housing problems.”

M Predatory subprime lenders targeted people of color for high cost loans. In some cases, the sub-
prime lenders, whose loans were more likely to be made in minority neighborhoods, were owned
or bankrolled by mainstream financial institutions such as Wells Fargo and US Bank, whose loans
were more likely to be in predominantly white neighborhoods.

® Twenty-eight percent of the loans made in St. Paul by Wells Fargo Financial were in minority
neighborhoods, compared to just 15% of the loans made through Wells Fargo Bank.?

® Subprime loans accounted for 42% of the home refinance loans made by New Century, a sub-
prime lender in which US Bank was a major investor, compared to just 14% o the refinance

loans made by US Bank®

M Predatory subprime loans stripped homeowners of their wealth and lead to an epidemic of fore-
closures.

® The number of foreclosures in Ramsey County skyrocketed from 632 in 2005 to a peak of over
3,000 in 2008. Although the number of foreclosures has passed its peak, it appears that there

will be thousands more in the next few years.*

® Lower-income families and households of color have been hit the hardest, resulting in clus-
ters of foreclosures in the Thomas-Dale and East Side neighborhoods of St. Paul, with some
blocks having six to eight vacant buildings.’

B Foreclosures ravaged neighborhoods and left behind a trail of vacant homes.

® 'There are over 1,300 vacant residential buildings in St. Paul® and 90% of them are in low and
moderate income neighborhoods.

©® Almost half of the city’s vacant housing is located in a minority neighborhood, although mi-
nority neighborhoods contain just 20% of the housing units in the city.’

B The unprecedented numbers of foreclosures and vacant homes caused a steep and continuing
decline in home values throughout the city, but especially in lower income and minority neighbor-

hoods.

® Homes in the Dayton’s Bluff, Payne-Phalen, and Thomas-Dale neighborhoods experienced
the greatest loss of value since 2006, whereas homes in the Mac-Groveland, Highland, and St.
Anthony Park neighborhoods lost the lowest percentage of their value.®
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SUBPRIME MORTGAGE LENDING

Low-income and minority communities have long
been excluded from traditional banking services.
A study by economists found that the number of
banking offices in low- and moderate income ar-
eas decreased 21% over a two decade period, while
the number of total banking offices in all areas rose
29% during this same time. This is significant be-
cause studies have documented that the proxim-
ity of a bank’s branches to low and moderate in-
come neighborhoods is directly related to the level
of lending made by the bank in those neighbor-
hoods.’

African-American and Latino loan applicants
have regularly been turned down more often than
white applicants. A report from the Urban Insti-
tute, prepared for HUD, corroborated this statisti-
cal analysis, concluding that minority homebuyers
face discrimination from mortgage lenders. The
report cited “paired testing” which showed that
minorities were less likely to receive information
about loan products, received less time and infor-
mation from loan officers, and were quoted higher
interest rates.

This history of racial exclusion created an envi-
ronment that was fertile for predatory lenders to
market high-rate loan products. These unscrupu-
lous actors aggressively targeted underserved com-
munities with a bombardment of mailings, phone
calls, and door-to-door solicitations.

A number of reports have documented the star-
tling racial and economic disparities in mortgage
lending. Residents of low income and minority
neighborhoods have been much more likely than
residents in upper income and predominantly
white neighborhoods to receive a high-cost sub-
prime loan.

While not all subprime lenders were predatory, the
overwhelming majority of predatory loans were
subprime, and the subprime industry was a fertile
breeding ground for predatory practices. Subprime
loans were said to be for people who were unable to
obtain a conventional prime loan, and the higher
interest rates on subprime loans were supposedly
to compensate for the potentially greater risk that
the borrowers represent. However, predatory lend-
ing occurred when loan terms or conditions be-
came abusive or when borrowers who would have
qualified for credit on better terms were targeted
instead for these higher cost loans.

Too often higher rate subprime loans were also
loaded with abusive features — such as high fees,
large and extended prepayment penalties, financed
single premium credit insurance — which cost bor-
rowers even more money, and kept them trapped
into the higher interest rates.

While predatory lenders sometimes appeared to
be small-time storefront operators, the masters of
behind predatory lending could be found among
some of the world’s largest financial institutions.
In fact, many of the same institutions which first
created the situation by their failure to serve cer-
tain communities later seized the opportunity to
reap enormous profits.
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Sometimes these institutions had direct ownership
of subprime lending subsidiaries, such as Wells
Fargo and Wells Fargo Financial. In other cases,
these institutions bankrolled predators by invest-
ing in them directly, such as US Bank and New
Century Financial, or by serving as the trustee for
securitized pools of subprime mortgages, which

both US Bank and Wells Fargo did.

The loans made through the parent bank had
greater concentrations in predominantly white
neighborhoods, while the loans made through the
subprime subsidiary were more concentrated in
minority neighborhoods. This created a shame-
ful pattern of profiteering; preying on the most
vulnerable among us, and creating a devastating

impact on already-struggling neighborhoods.
A. Subprime Refinance Lending

'The vast majority of subprime loans were for refi-
nances, rather than home purchases. For instance,
trom 2004 to 2007, Wells Fargo Financial made
a total of just three home purchase loans in St.

Paul.

Subprime loans were promoted as a way to con-
solidate debt, provide money for home improve-
ments, or for household or personal needs, rather
than being sought by borrowers as a way to lower
their interest rates or lock in a fixed rate.

There are circumstances where refinancing to use
some of the equity in one’s home makes sense, but
cash-out refinances were rife with potential for
abuse by predatory lenders. Too often homeowners
with significant amounts of equity were convinced
to refinance under conditions that left them con-

Mortgages in St. Paul™

siderably worse off than they were before.

In some cases, homeowners were sold refinance
loans which produced just a few thousand dol-
lars in cash at closing, but which refinanced their
existing mortgages at higher rates, high fees, and
often with abusive loan terms.

B. Wells Fargo

In July 2011, the Federal Reserve Board assessed
an $85-million civil penalty against Wells Fargo,
the largest fine the Federal Reserve has ever im-
posed in a consumer case.’? The Federal Reserve

charged  that

between 2004-
2008 Wells
Fargo Financial

“Wells Fargo drained wealth
from families and neigh-

borhoods and added to the

steered custom-
ers into more
expensive  sub-
prime loans even
though they qualified for better rates. As part of its
settlement with the Federal Reserve, Wells Fargo
will have to repay up to $200 million to customers
that it overcharged.”

stockpile  of

homes ...”

Previously, the Illinois Attorney General sued
Wells Fargo for steering African-American and
Latino homeowners to higher cost subprime
mortgages while giving white borrowers who had
similar incomes lower cost loans. The suit charged
that “Wells Fargo drained wealth from families
and neighborhoods and added to the stockpile of

boarded-up homes ...

There is evidence that Wells Fargo has engaged
in the same pattern of practices in the Twin Cit-
ies. Wells Fargo has served upper income and pre-
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-dominantly white neighborhoods through its
bank, providing prime loans with good terms and
low rates. In contrast, Wells Fargo has served low-
to-moderate income and minority neighborhoods
disproportionately through its finance company,
Wells Fargo Financial, which makes higher rate

subprime loans.

C.US Bank
Refinance Loans in St. Paul®®
Minority \Nel|ls Fargo Bank |, White
Neighbor- Neighbor-
hoods
hoods
a
15% 27 %
Integrated
Neighhor-
hoods
58%
Wells Fargo Financial White
Neighbor-
hoods
Minority 8%
Meighbor-
hoods
28%
Integrated
MNeighhor-
hoods
645,

US Bank was a major investor in New Century Fi-
nancial, the poster child for bad practices in the
mortgage industry. By 2007, when the company
filed for bankruptcy, New Century was the second

largest subprime mortgage lender in the country.'

In 1998 and 1999 when it was difficult for sub-
prime lenders to raise capital, US Bank came to
New Century’s rescue and invested $40 million in
the company. US Bank reaped a profit of nearly
$18 million from this investment within just a few
years."

In contrast to US Bank, New Century, which made
loans with high rates and enormous fees, made a

large percentage of its loans to minority neighbor-
hoods. From 2004 to 2006, New Century’s last year
of business, almost half of the refinances New Cen-
tury made in St. Paul were in minority neighbor-

hoods. Whereas just 14% of US Bank’s refinances

in St. Paul were in minority neighborhoods.

The investments in New Century were just a small
part of US Bank’s involvement with subprime lend-
ers. Throughout the last decade, US Bank served as
a trustee for billions of dollars in securitized pools
of home mortgages made by New Century and
others. The list of lenders whose loans US Bank
served as a trustee for reads like a who's who of
the subprime industry: Aames, Ameriquest, BNC,
Citifinancial, Conseco, Countrywide, Downey,
Equicredit, First Franklin, First Plus, Fremont,
Greenpoint, Household, and New Century.”® As
the Trustee, US Bank was responsible for distrib-
uting the cash flow from the mortgage pools to all
the different investors, after US Bank took its cut
first. Trustees take a percentage each month of the
overall pool balance.”

Refinance Loans in St. Paul

Minority
MNeighbor-

hoods

14%

US Bank

White
Neighbor-
hoods

31%

Integrated
Meighbor-
hoods
559%

VWhite
New Century Neighbor-
hoods
2%
Minority
Meighbor-
hoods &
42%
Integrated
Neighbor-
hoods
50%
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FORECLOSURES

'The number of foreclosures in Ramsey County sky-
rocketed from 632 in 2005 to a peak of over 3,000
in 2008. Although the number of foreclosures has
passed its peak, Ramsey County still experienced
over four times more foreclosures in 2010 than in
2005, and it appears that there will be thousands

more in the next few years.

Lower-income families and households of color
have been hit the hardest, resulting in clusters of
foreclosures in the Thomas-Dale and East Side
neighborhoods of St. Paul, with some blocks hav-

ing six to eight vacant buildings.?°
g g g

According to the Center for Responsible Lending
approximately 8 percent of African-American and
Latino families have lost their homes to foreclo-
sure compared to 4.5 percent of white families.*

Many of these foreclosures can and should be
avoided. A report from state regulators stated:

[T]oo many homeowners experience foreclo-
sure when finding an alternative solution
would be in the interest of both the homeown-
er and the mortgage holder. Preventing these
unnecessary foreclosures would help not only
the struggling homeowners and mortgage
investors, but also the neighborhoods and lo-
cal governments that bear the indirect costs of
foreclosures.”

'The regulators found that mortgage servicers were

only reaching a minority of delinquent homeown-
ers with their foreclosure prevention efforts.

Foreclosures in Ramsey County 2005-2011

Nearly three years into the foreclosure crisis,
we find that more than 60% of homeowners
with seriously delinquent loans are still not

involved in any loss mitigation activity.”

There have been almost 120,000 foreclosures in
Minnesota since 2006 — over 60,000 since 2009
when the federal Home Affordable Modifica-
tion Program began. In contrast, there have been
less than 12,000 permanent loan modifications in

Minnesota under HAMP.>

As the foreclosure crisis has exploded, mortgage
servicers have failed to adequately meet the num-
ber of delinquent homeowners. In a recent GAO
survey of non-profit housing counselors, for exam-
ple, seventy-six percent of the counselors reported
that overall their clients had a “negative” or “very
negative” experience with the mortgage servicers.
'The most commonly cited problems were of hom-
eowners receiving inconsistent or confusing infor-
mation, speaking to a different representative each
time they called, of servicers losing their paper-
work, and of the decision-making process taking
too long.”

Even worse, in a rush to foreclose on delinquent ho-
meowners, many mortgage servicers were accused
of engaging in negligent and fraudulent practices,
where servicer employees admitted to preparing
massive numbers of foreclosure documents with-
out appropriate verification and, in some cases,
even without the appropriate signatures. Servicers
have been foreclosing on homeowners without
proof that the lender is the actual holder of the
note or that the borrower is even in default. At-
torneys General from all 50 states and D.C. have

been investigating this practice of robo-signing.
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VACANT HOUSES

Foreclosures not only impact the individual ho-
meowners but also local governments, neighbors,
and Foreclosures not only impact the individual
homeowners but also local governments, neigh-
bors, and other property owners. Especially when
a foreclosure leaves a home vacant and unsecured,

it can cost cities and counties tens of thousands of
dollars.

Vacant and Boarded Buildings in St. Paul

Foreclosures result in decreased revenue for cities
and counties through lower property values, de-
layed and uncollected taxes, and unpaid services.
At the same time that foreclosures mean less rev-
enue for cities and counties, they also impose addi-

tional requirements to those cities and counties for
increased policing, building inspection, demolition,
property maintenance, and managing the foreclo-
sure process.

After peaking in 2008, the number of vacant houses
has started to decline, but there are still four times
more properties on St. Paul’s vacant building list
than there were in 2004.

'The vacant buildings are disproportionately con-
centrated in St. Paul’s lower income and minor-
ity neighborhoods.?® Ninety percent of the city’s
vacant housing is in low and moderate income

neighborhoods.

Almost one out of every two vacant buildings in
St. Paul is in a minority neighborhood, although
just one out of five of the city’s housing units are
in these neighborhoods. In contrast white neigh-
borhoods contain one in five of the city’s housing
units, but only one in forty vacant homes.
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Number of Vacant Buildings by Census Tract
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In contrast to St. Paul, Minneapolis has many fewer vacant buildings and charges property owners a much

higher vacant building fee.
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HOME VALUES

'The unprecedented numbers of foreclosures and va-
cant homes caused a steep and continuing decline
in home values throughout the city,

In St. Paul, homes in the Dayton’s Bluff, Payne-
Phalen, and Thomas-Dale neighborhoods experi-

but especially in minority neighbor-

hoods. Home equity accounted for
nearly two-thirds of the net worth of $200,000
Latinos in 2005 and 59% of the net $180,000
worth of African-Americans, but just iiig*ggg
44% of the net worth of whites.? % . 0: 000
= $100,000
A recent report from the Pew Re- | § $s0,000
search Center found that the burst- | $60,000
ing of the housing bubble and the »40,000
ensuing recession resulted in®: 520,0;)3

a 66% decrease in the wealth of

Deciine in Home Vaiues

—4—Dayton's Bluff

=l Payne Phallen

—te=Thomas Dale

“July - "haly - "daly Udaly "daly Muly
2000 2007 2008 2009 2010 2011

Latino households from an aver-

age of $18,359 in 2005 to $6,325 in 2009

a 53% drop in the wealth of African-Ameri-
can households from an average of $12,124 to
$5,677 in 2009

just a 16% decline in the wealth of white house-
holds from an average of $134,992 to $113,149

enced the greatest loss of value, dropping almost
50% since 2006, whereas homes in the Mac-Grove-
land, Highland, and St. Anthony Park neighbor-
hoods lost the smallest percentage of their value,
dropping approximately 25%.%°
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RECOMMENDATIONS

1. The state of Minnesota, counties, and
cities should adopt a foreclosure media-
tion program to prevent unnecessary fore-

closures.

There is growing recognition of the effectiveness of
foreclosure mediation programs in preventing un-
necessary foreclosures. The number of states and
municipalities that have such programs continues
to grow, and there are now jurisdictions in 24 states
that have foreclosure mediation.

Foreclosure mediation benefits all of the involved
parties:

® Servicers avoid a long and costly foreclosure
process since more than 70 percent of mediated
cases reach a settlement.’

® More than half of homeowners in mediated
cases get to keep their homes, while those for
whom that is not a sustainable option also ben-
efit by negotiating a “graceful exit” in how and
when they move out.

® For government, mediation can reduce the
number of vacant homes and stabilizes property
values and tax revenue.

In 2009 the Minnesota legislature passed the Ho-
meowner-Lender Mediation Act which would
have required lenders to ofter homeowners the op-
portunity to participate in non-binding mediation
before the lender could foreclose, however Gover-
nor Time Pawlenty vetoed the bill.**

Under the Act, lenders would have been required
to serve a mediation notice to the homeowner and
filed proof of it with the Attorney General’s office.
Homeowners would have 20 days after this to file a
request for mediation. If the homeowner does not
request it, then the lender could proceed with the
toreclosure.

Although a state level mediation program would
be optimal in that it could benefit from an econ-
omy of scale and would serve the largest number
of homeowners, cities and counties can implement
their own mediation programs.

2. Minneapolis charges property owners
$6,746 annually to register vacant build-
ings, while St. Paul charges just $1,200.

The city of St. Paul should increase its vacant build-
ing registration fee to offset the significant costs to
the city of vacant buildings, but also to reduce the
number of vacant buildings by spurring owners to
sell or rehab their properties.

3. Local governments, school boards, and
public agencies should require that any
banks they do business with meet respon-
sible lender criteria that includes using
best practices for foreclosure prevention.
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4. Local governments, school boards, and
public agencies should require that any
banks they do business publicly disclose
information regarding its foreclosures, in-
cluding:

a. The number of homeowners eligible for loan
modifications

b. The number that received or were denied per-
manent modifications

c. The principal and/or rate reduction in each
modification

d. A breakdown for each of the above categories
by the race, ethnicity, and census tract of the ho-
meowners.

5. Mortgage servicers should comply with
the following best practices for foreclosure
prevention:

a. Stop foreclosure proceedings while they are
evaluating a borrower’s eligibility for a loan
modification or other foreclosure prevention
options

b. Respond within 72 hours to requests or in-
quiries about loan modifications

c. Ensure that the loan modification process
takes less than 30 days

d. Modity troubled loans so that they are for no
more than the value of the home

e. Allow tenants of foreclosed properties to con-
tinue to rent the property until it is sold

t. Take steps to ensure that its loans are not be-
ing used for property flipping or foreclosure res-
cue scams.

0.
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Faith in Democracy

2720 East 22nd Street
Minneapolis, MN 55406-1315
(612) 333-1260

www.isaiah-mn.org
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