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AN Why Research and Advocacy?

000 Problem: individual and community effects

Individual Effects Community Effects




Why Research and Advocacy?

Solution: measuring community effects
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Payday Lending Reform Under Public Act 094-0013
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Two Steps Back:
The Dual Mortgage Market, Predatory Lending,
and the Undoing of Community Development




O Why Research and Advocacy?

000 Solution: tools to support communities
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Fair Access to Banking Services

Individual: unbanked pay more for transactions

Comparing basic transaction costs at

_____ . banks and currency exchanges

E“U”SINESS‘ EEE: ::-Z:f $403
-f:a_n%&Serving the ‘unbanked’

‘ $291

$99
s70 87 $82
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B
Bank Charges

B Currency Exchange Fees

Source: Reinvestment Alert 10 — Currency Exchanges Add Poverty Surcharge to Low-Income Residents. 1997 Woodstock Institute



Fair Access to Banking Services

ommunity: bank branch distribution

Change in Chicago Six-County Area’s
Increase in Bank Full Service Bank Offices by Income Level of

Zip Code 2000-2004
Branches Report P =RRe 088

AN 7 1 8
EINVESTMENT ALERT
Woodstock Institute February 2005 Number 27
Increase in Bank Branches Shortchanges
Lower-Income and Minority Communities:
An Analysis of Recent Growth in Chicago Area Bank Branching

In recent years, the Chicago arca has experienced u boom in bank branching, Since 2002, & number of
fra orks e anounced plan 10 cpn s o nw s i he Chicgo rion tnen
2002 and 2004, the number of full srvice bank offics in the Chicago Sicouny s incresed by
nary 17 percen. This cxpansion marked a chnge i plosophy by Tmanial mtiutons, who for v
had only reluctanly buil ncw brick-and-mmortar offces, primarily rlying on acquistons fo cxpand their
presence in a market. From 2000 to 2002, the number of full service offices in the region increased by 1
only five percent. The Chicago arca was considercd ripe for expansion given it atractive demographics
and the faetthat it was one of the largest. under-branched markets in the country. This was, n part, due 10
Tlinois" history of rstictive branching laws tha, unilrecently, severely imited an insttution’s abilty to
expand is branch network within the atc

This rapd increasc in the number bank offices has not been cxpericnced evenly across the metropolian
area however. Banks began their cxpansion by largely targeting the region’s wealthiest communitis
which saw their number of bank branches increasc to what some considered nuisance levels. Many

Chicago area communities. including rich suburbs such as Lake Forcst Batavia, South Elgin, and
Hitand Pak enaied morarson e Fnk branches e e consered chanes o Joning aws
dht would i whr bnkscould o Th Cy of i bl onsidrig resritions gtk
branches in certin des “padestrian \hoppug s, mam o ich e wpsale’ Ova- 5 3
rancing oo boenpatcnoc . ot o incoe. a5 mporty commimics hover. n
suburbun Cook County. e ncome. minoiy communites ke Tillside, County Qi Thls, nd
Richton Park have actually experienced declines i the number of full service bank branches while many
other ower-income and minority communitis experienced slow or 1o growth
bank branching in the Chicago area with a focus on the pattern of regional fll service bank branch

Low-Income Moderate-Income Middle-Income Upper-Income

Ihe sixcousty v nchdosCook, DuPage, Kane, Lk, Mctany, and Wil Countes.

i oo of bk branches Barks do ot oy alestax
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s . erkin sl o acy ol goveoea ol 1 s i 00 sy bkt Wi et s chacce of
it Soscks, B 204, —Sobrtan Trend s Loy Amercan aer.Desebe 1, 004

Bank Branches in 2000
- Bank Branches in 2004

Source: Reinvestment Alert 27 - Increase in Bank Branches Shortchanges Lower-Income and Minority Communities . 2004 Woodstock Institute



Fair Mortgage Lending

Individual: problems with “alternative” mortgages

Increase in Minimum Monthly Payments and Outstanding Loan Balance
with an April 2004 $400,000 Payment-Option ARM, Assuming Rising Interest Rates

Year Minimum Monthly Payment Total increase in outstanding balance

$1,287

N/A
. $3,299

2 $1,383

3 $1,487 - $10,714

4 $1,598 $19,735

5 $1,718 $27,278

$2,931 $33,446

6 and beyond

Source: GAO-06-1021 Alternative Mortgage Products (2006).



O Fair Mortgage Lending
000 Individual: implications of inappropriate pricing

Pricing implications of interest rate changes on $100,000
30-year fixed rate mortgage

Rate Monthly Payment Interest paid over life of the loan

0)
REE $537 $93,256

7% $665 $139,509

$215,926

10% $878

Source: Woodstock Institute calculations



Fair Mortgage Lending

000 Community: distribution of subprime lending

—10

Jersey County
Lincoln County - -

R Vg

1adison County

StiEharles

Warren nily =
arren. Count County

Chnton|County

SBOeD Share of Conventional Single-Family
Loans that are High Cost, 2004
B 40% or greater
39.9% to 25%
24.9% to 14%
13.9% to 5%
H < than 5%

I <10 loans in 2004

Franklin County

Jeflerson Caunty

Monrae Cou nty

L

10 miles




Fair Mortgage Lending

000 Community: Subprime lending in minority areas

Percent of 1998 refinance application by type of lender —
heavily concentrated in minority communities

21%

Two Steps Back:
The Dual Mortgage Market, Predatory Lending,
and the Unduing of Community Development

74%

White Tracts Black Tracts

1 Prime Lender

Subprime or “High Cost” Lender

Source: Two Steps Back: The Dual Mortgage Market, Predatory Lending, and the Undoing of Community Development. 1999 Woodstock Institute



Fair Mortgage Lending

000 Community: Subprime effect on foreclosures

Expected Foreclosures
per 100 loans by loan type

8.91 9-95
7.82
m 1-76
0.31
-0.54

Home Purchase Home Improvement Refinance

Prime Loan
] Subprime or “High Cost” Loan

Source: Risky Business: An Economic Analysis of the Relationship Between Subprime Lending and Neighborhood Foreclosures. 2004 Woodstock Institute



Fair Mortgage Lending

000 Community: Foreclosures reduce property values

Concentrated subprime lending increases risk of foreclosure
and reduces neighborhood property values

3,750 foreclosures in 1997 and 1998 are estimated to reduce
nearby property values by more than $598 million

average cumulative single-family property value effect of
$159,000 per foreclosure

1.44 percent decline in property values for each foreclosure
within one-eighth of a mile of a house in a low- or moderate-
Income census tract.

Given the $111,002 for properties in low- and moderate-income
tracts, this amounts to a loss of nearly $1,600 per foreclosure
for the average property

Source: There Goes the Neighborhood: The Effect of Single-Family Mortgage Foreclosures on Property Values. 2005 Woodstock Institute



Fair Access to Banking Services

olution: Advocate for equitable distribution

Change in Chicago Six-County Area’s
Increase in Bank Full Service Bank Offices by Income Level of

Zip Code 2000-2004
Branches Report SR

4+
WREIN VESTMENT ALERT

Woodstock Institute February 2005 Number 27

Increase in Bank Branches Shortchanges
Lower-Income and Minority Communities:
An Analysis of Recent Growth in Chicago Area Bank Branching

In recent years, the Chicago area has experienced a boom in bank branching. Since 2002, a number of
lnge banks v announced plas o apen unreds of nw branches in the Chicago rgin. Desween
2002 and 2004, the number of full service bank offices in the
This exparaion ke a change n plosophy by I'n:msm] “rttutons, wha &
brick-and-mortar offices, pri acquisitions {o expand their
in'a market. From 2000 to 2002 th mumbes of full erice offoes i th regn incrased by
10 arca was considercd ripe for expansion iven its attractive demographics
ct that it was one of the largest under-branched markets in the country. This was, in part, duc to
Hinois” istory of restritive branching laws that, until recently. severe an instittion’s abilty to
‘expand its branch network within the state.

This rapid increase in the number bank offices has not been experienced evenly across the metropolitan
area however. Banks began their expansion by largely targeting the region’s wealthiest communities
which saw their number of bank branches increase to what some considered nuisan Many

Cuicaga s communiie, inclding rich sbarbs such 4 1 sk Foret, Batai, South Hlgi, e
Highland Prk actd morstora on new bank brnches wiile they considered changes o zoning I
that would it wher bnks could ot The 120 is also considering restrictions on bank
branches in certain des “pedestrian \hoppug dhmm many of which are upscale.” Over-
branching has not been L:Kpu\n\nul in most lower-income and minority communities however. In
suburbun Cook County. e ncome. minoiy communites ke Tillside, County Qi Thls, nd
Richton Park have actually experienced declines in the number of full service bank branches while many
other lower-income and minority communities experienced slow or no growth

This analysis uses Federal Deposit Tnsurance Corporation (FDIC) Summary of Deposits data 1o examine.
bank branching in the Chicago area with a focus on the patterns of regional full service bank branch

Ihe sixcousty v nchdosCook, DuPage, Kane, Lk, Mctany, and Wil Countes.

i oo of bk branches Barks do ot oy alestax
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Source: Reinvestment Alert 27 - Increase in Bank Branches Shortchanges Lower-Income and Minority Communities . 2004 Woodstock Institute



Fair Mortgage Lending

000 Solution: Financial counseling pilot program

Concentrated subprime lending increases risk of foreclosure
and reduces neighborhood property values

Pilot program operating in 10 ZIP codes on the Southwest
side of Chicago

Requires credit counseling for borrowers with fair or low
credit scores who are taking out loans with potentially
predatory features:

Property financed in the last 12 months

Mortgage has an interest only feature

ARM with an initial fixed period of less than 3 years
No income documentation

Requires that everyone receive credit counseling if the loan
contains:

* Prepayment penalty

* Negative amortization

» Points and fees exceed 5 percent of the principal




Fair Mortgage Lending

000 Solution: Negotiating CRA agreements with banks

CRA agreements increase mortgage lending and ensure that
banks are accountable for lending in underserved areas

4 Woodstock Institute - JP Morgan Chase (Current) - Mozilla Firef
D [di yem fo fockmais Toos e
@@ - o - 1 ) [ et wnociocnas cegicacn, ra._cositoniora acpeementn,mergen, chase_aurent E] (3 Go | @ muphy 115 bock

CRA agreements online at
www.woodstockinst.org

Market share analysis for mortgage
lending to lower-income and minority
borrowers and communities

Market share analysis for mortgage
lending to lower-income and minority
borrowers and communities
Weighted ranking of grants and
investments to CBOs, CDFlIs and
affordable housing organizations

Analysis of bank branch distribution

Mutually acceptable best practices

Source: There Goes the Neighborhood: The Effect of Single-Family Mortgage Foreclosures on Property Values. 2005 Woodstock Institute



CRA Coalition Founded o{}o
090

lefsiolsn First Chicago CRA Agreement Woodstock

Institute

1997 Established Steering Commitee
And Task Force Structure

Established the Alternative
Banking Program

ikefefeih CRA Agreement with Bank One
1KCLCleA CRA Agreement with Charter One
Negotiated MOU with Chase

“‘Keeping it Real”

ZSER Seminar established

210]0/s Working regionally



Fair Pricing for Consumer Credit

Individual: interest only payments are common

Refinancing or “rollovers” occur when borrowers
can only make interest payments

3 Rollovers
(9%)
Hunting Down the Payday Loan Customer R OI Iover COSt 2 ROI Iove rs
The Debt Collection Praﬂice‘s of Two (7%)
Payday Loan Companies 2 We e kS $46 . 50

4 weeks $93.00
1 Rollover
6 weeks $139.50 (18%)
No Rollovers
8 weeks $186.00 (66%)
10 weeks $232.50

Source: Hunting Down the Payday Loan Customer: The Debt Collection Practices of Two Payday Loan
Companies. Monsignor John Egan Campaign for Payday Loan Reform. 2006.



WW Fair Pricing for Consumer Credit
A Community: where are defaults occurring?

Distribution and summary of payday loan defaults in 2005-2006

72% of defaults were
female borrowers

MeHenry County

70% of defaults were in
LMI communities

Kane County

LMI ZIP
code

® Americash loan - 90% of defaults were in
® Cash Store loan H o minority communities

Minority ZIP code

Minority ZIP

Source: Hunting Down the Payday Loan Customer:
The Debt Collection Practices of Two Payday Loan
Companies. Monsignor John Egan Campaign for
Payday Loan Reform. 2006.




Fair Pricing for Consumer Credit

Solution: regulating payday loans in Illinois

Payday Loan Reform Act keeps credit available
and borrowers safe

Payday Lending Reform Under Public Act 094-0013
[y —

PAYDAY

LOANS

Source: Payday Lending Under the lllinois Payday Loan Reform Act. 2005 Woodstock Institute



Fair Pricing for Consumer Credit

Solution: regulating payday loans in Illinois

Change in pricing for a $300, two week loan
before and after the
Payday Loan Reform Act

S (o m e e Do e v e om0
L e e e e See———

e e — 573%
— — 387%
e

Payday Loans Installment Loans

Before Payday Loan Reform Act
I After Payday Loan Reform Act

Source: Comparing the Cost of Credit Before and After the Monsignor John Egan Payday Loan Reform Act. 2006 Woodstock Institute



Fair Pricing for Consumer Credit

Solution: promoting affordable alternatives

Credit union alternatives:
APR for typical $300, 14 day loan

351%

81%

1%
18% S

State Reform Act
Employees Loan
FCU

Source: Woodstock Institute calculations. May 2006. For more information on credit union payday loan alternatives
See the Building Community Assets Blog at www.woodstockinst.org/blog.

Langley FCU Pentagon FCU Washington  Payday Loan



AN Why Research and Advocacy?

000 Problem: individual and community effects
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