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Executive Summary

For tens of millions of people in the UBnimg a home is the essence of the
American dram, epesenting as it does economic agimemt and some measur
of securityDr. Martin Luther King, Jr would undoubtedly agg, and he aspit

to make the @ram mce boadly aailableNto people of color aslhas/\Vhites, to
poor people asell as rich.

But the cultue and the endinment has® woked against people of color in this
respect as in many others, putting many obstacles in.tter veaig a long tradi

tion of economic and, m@specibcalljousing discrimination in the US, ranging
from a centwyr of legal slaw to exlusion fom paticipating in vealth-building
programs like the ¢inestead @& of the 1800s and the GillBf the late twnti

eth centwy. "ese are pograms that gawmillions of Americans the assistance and
tools they needed to inope their economic &g, and they foster the gmwth of

a stong, Rourishing middle classNone of the main h&itnwdrAmerid@ stength

and appeal.

At the beginning of the amty-Prst centyrmillions of people at theaer end of

the economic spegtn face a meobstacle, one that hasesprits tentacles ass

the county and a@ss the globe. "e subprime lending crisis has @xtbacause

a bnancial pduct intended for limited usg & limited number of people has been
parlagd into another ill-fated bubblg $ome magage lenders lacking in integrity
foresight, and anyestige of civic concern. "e crisis hamed many economicéis
and many communities.Has cost the bPnancial institutions that vndée mas

sive numbers of shaky subprime loans legisdsf billions of dollars. "eris talk

of a gwernment bail-out. "ese losses in turn triggean ongoing global economic
crisis, the end of whicltewmae not et seen. And the next chapter in the subprime
crisis could il be a deep US econoneicassion.

More impotant than all of these consequences is the targeting of people of color
and poor people as the best candidates to sign up for one of theseHedremds

of the motgage lending indugtisubprime loans becamedatoy loansNa faulty
product that wasuthlessly hawkedezvthough Pnancial institutionsmevawae of

its defects.\[En a sdace check of the demographice/stibat, in city after cjtg

solid majority of subprime loagtipients we people of color

Hungly for nev and di#egnt poducts, the Pnancial\gees indusyradded featas

to these loansNexploding adjustable rates, balloon payments, penalties for early
re-paymentNthat hobbled theidipients Pnancially and made it unlikely that they
would be able, after a brief honeymoon periodp#yithe loans at all.

A deeper look into the cristserals that the subprime lending debacle has caused the
greatest loss okaith to people of color in modern US hystor
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A deeper look into
the crisis reveals
that the subprime
lending debacle has
caused the greatest
loss of wealth to
people of color in
modern US history.

"e spillo ver e#ect ’im the wholesale writing of bad loans is that communi
ties ae torn apdr As one house after another in a neighborhoodagaes, v
squatters me in, crime and the likelihood oébspike, local stsrand busi
nesses close. "ealue of the houses other people in the vjcirtity hag not
taken out subprime loanselin deteriorateythousands of dollars. "e tax
base for the municipality or the stabeles, since manyvr people arliving
there and paying tex. "is in turn leads toe\enue shdfalls and the need to
sae money Y spending less on publio/gars, teachers, police arebighters,
repairs to bridges and schools, and othergpent activities that enable eom
munities to o#erasidents quality of life.

"e subprime crisis has pulled a large chunke#lih away &m manymany
middle- and lever-income people, in the form of homes and home equityNa
primary, e\en sole, asset for those withoearealth. "e government has
remained silent and inaeti\Bit thee ae things that can be done.

Just asules haw fawred one grup of individuals or another dluighout US
history, so canules be used wao help the victims of this criggain poduc
tive lives, valth, and homes. "er ae many things thagsidents and their
governments, waing togethercan do to alleviate the crisis: federasiment
in Pnancing homeswering the cap on the nigage deduction, guiding
incentives for deslopers to build a#dable homesegulating the magyage
industry, and dedicating federal estatedwnues to housing disasetief

It wor®happen on itsven. Your opinion and qur actions matteFake a mo
ment to visit our interacéweb page [http://ww¥aireconomyrg/deam] and
register gur thoughts.

Vi
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Key Findings

¥ We estimate the total loss efith for people of color to be bexw $164
billion and $213 billion for subprime loans taken during the past eight
yearsWe belieg this epesents the gatest loss ofalth for people of
color in modern US histpr

¥ From subprime loans|&8k/African American bowers will lose beegn
$71 billion and $92 billion, while Latino basers will lose betgn $75
billion and $98 billion for the same period.

¥ Accoding to federal data, people of colemaoe than thee times mer
likely to hae subprime loans: high-cost loans account for 55% of loans to
Blacks, but only 17% of loansthites.

¥ If subprime loans had been distributed equitabges for white people
would be 44.5% higher and losses for people of color would be about 24%
lower. "is is evidence of systemicgpundice and institutional racism.

¥ Based on imprements in Mdian Fbusehold BtWorth befoe the cur
rent crisis (/m 1982 to 2004), it would take 594 mgears for Bicks/Af
rican-Americans to acleguarity withWhites. "e current crisis is likely to
make it take much longer

¥ Homeavnership rates fotd&ks/African-Americans congabtoWhites
ar aleady staing to take baclecent gains.tAhe curent rate of
improvement (fom 1970 to 2006), parity will not be achikfor another
5,423 ars.

¥ "e spillo ver e#ect of the subprime crisis a#ects whole communities
negatiely in terms of abandoned houseseamsxd crime, dduation of
neighboring houses, andson of the tax base, causawgnue shafalls
that mandate sdce cuts. "e crisis is having a negaiimpact on mpety
owners, asell as neighborhoods, and local and stegengoents.

¥ Rules made the crisis worse, af@laghange can make it better via better
policies. st as many policies in the past and todaysh@apded asset
dewelopment for the @althy so can ne policies suppbasset delopment
for those injued ty the subprime crisis.

¥ Broad racial and economic inequalities need to Esseldifor the success
of any policy solutions to the subprime crisis.
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Introduction OAmerica has given the

Today for millions of people in this counthe American dam of posperity Negro people a bad
and bnancial security is no longesatity For millions moe, this deam was check; a check marked
newer a eallt.y and has become muchdwarto 'achleaz I—b_mewvnershlp is at Oinsufbcient funds.® We
the foundation of the Americaredm, and this foundation hasmbled under .

the crash of the subprime hgage maet. refuse to believe that

| Cwealth fom the st ol o ) there are insufbcient
"e loss of wealth fom the subprime crisis for all people living in the U.S. is .
expected to be staggering. Confige estimates put the totaledir loss for funds in the gre?‘t
subprime loans made during the past eigisyetaen $356 billion and $462  vaults of opportunity
billion. "is does not account for spiler lossesdm reduced mpety values of this nation...O
and taes, or losses to lenders.

_ _ o o _ Martin Luther King, Jr.
While the housing crisis has a#ected all sectors of gd@styismportion-
ately a#ected communities and individuals of €olathem, the dram that March on Washington
Mattin Luther King, Jronce spoke of has beeerdtmsed. "e curent housing
crisis, caused in pay the pedatoy and unegulated practices of the subprime for Jobs and Freedom,
lending maket, has had a dual e#ect on communities of tdias drastically 1963
shunk the méaket that helped eate the opptumity for millions of people
of color to gain homamershipNa key factor for class mobility in théed
Sates. tlhas also stripped communities of color of one of their largest trans
formational assetsvioership of their neighborhoods and the cokeatalth
potential this wnership pwides.

"e for eclosue crisis is fardm over. Two million additional homeseagxpeet

ed to foeclose in the comingar Because of its magnitude, the impact of the
housing crisigaches far bmyd the individual consuntelist as homenmer
ship is a key component of buildirepith for individuals, so does it act in a
similar way for communitiesobheavnership contributes to the existence of
thriving schools, hospitals, local businessesandspace in all communities.
As homes arboaded up or abandoned, communities fail.

Given that people of coloreaa disgpotionate number of the subprime-bor
rowers, and that this@rpd assetseamostly concentrated in howeership
the curent foecloswe crisis can be consatbthe gratest loss okalth for
communities and individuals of color in modern US taistor

We found that all subprime bawers of color will lose betan $164 billion
and $213 billion for loans taken during the past edgins yBck/African-
American boowers will lose beegn $72 billion and $93 billion, while Latino
borrowers will lose beegn $76 billion and $98 billion for the same périod.
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Why focus on Wealth? We also found that comparin@jected losses for each racmimto their

shae of the total population sk clearly that these loanshazaen racially
As income comes and goes predatoy. In fact, ve sha that if these loans had been distributed equitably
like a Bowing river, wealth Whites would lose momealth and people of color would lose leakhwthan
(what you own minus what actual pojections.
you owe) is a reservoir

to handle hard economic While the subprime migrage collapse haseaied a lot of public attention, its

times, make large causesmain obscerand elusas Pans to sok/the crisis ha\arisen in di#er
! ent pats of the counyr but they a& moe of a band-aid than a coeipensie
purchases, help secure the 4niiniotic for the disease of inequality belieg that persistent racial and
future of new generations, economic inequalities that continue to manifesidy in US societyeaat the
and protect individuals and root of this crisis and need to be asied for any policy solutions to llg tr
families as they age. While successful.
getting and keeping a job is
necessary for any measure
of economic opportunity,
income from work by

In recent gars, insu$cient or absent public policy has contributed to expanding
the racial walth divide, leaving communities of color lagging behind while the
wealthiest an@hitest segments of US society continue tinady

itself is often insufbcient  |ncreasing ealth access anagevation for people of color is central to ad
to escape poverty. While  dressing racial economic disparitiethd past, gat asset-building public poli
approximately 29% of cies such as the Gl BSocial &curity and the Wmestead ¢k suppaed class

people of color fall below  mobility for millions of USessidents. Bspite the discrimination embedded in
the federal poverty line, these bills, theye_mte an imptant ple_ce_dentNthat the hited $e_1tes has the_:
79% of Black people can _tools apd capacity to adds economic inequality success_m.'i_ityal economic

. N .inequality needs to be aglsbed tlmugh boad-spectm, holistic public policy
be considered Oasset poorqt is only though ne&v \ersions of collaboragivinclusig, and culturally ap
compared to only 40% of  yropriate policy thatevcan ment the foeclosue of Martin Luther King, J®
their White counterparts.  dream of justice and equal oppnity for all.
Being Oasset poorO means
that an individual or family, Foreclosed:t&te of the Deam 2008&xplains the mechanisms thateltbthe
without the Row of income, Subprime mdgage debacle to happen, eeplbmv this crisis a#ects individu
als and communities of coland poposes comgnensi® policy solutions to
thecrisislt isaninteractie documenthatwill changendgrow aspeopleshae
their foeclosue stories and opinions on polieyommendations, and engage
with us in exploring corete action steps gegitavads assuring that people of
all colors havaccess to the home, and the life, of theind.

cannot maintain their
current economic lifestyle
for three months.

| Please vislittp://wwwfairrconomyrg/deamto shae your thoughts with us.b
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1. The Subprime Crisis:

Ol have a dream this

|nequa|ity by Design afternoon that one day

right here in Detroit,

Negroes will be able to
The American Dream and Homeownership buy a house or rent a

Homeavnership is central teaching economic equality and closing the gr
ing divide beteen the walthiest people in the US anergne else in the
country. Nearly 60 peent of the total galth held ¥ middle-class families
resides in their home equity (théue of their home minus the amount they
owe on it)? Furthermoe, homewnership is essential in acquiring other as

house anywhere that
their money will
carry them.O

sets, including access to high-paying, good-quality job&{weithant plans, Martin Luther King Jr.

healthcar and other asset options), highepering public schools, cleaner
neighborhoods, and better health.

Dr. King spoke the wis noted abhe in 1963. Brty-b\e ears lateDetroit

has become the number one city iadosug Plings among the one hwetir
largest metraeas in the USDetmwit also ranks number & in cities with

the largestIBck population, with its 775,772aBk esidents making up neor
than 80% of the populatidrie v ast majority of the people losing their homes
in Detroit ale Back. "is is just one example of\Wwdhe subprime lending crisis
is thiowing into sharpelief both historical and contempgrarms of racial
housing inequality

Senator Charles E. Schu@hair of theaint Economic Committee, and
Repesentatie Caolyn B. MooneyVice Chair@stimate that themwill be ap
proximately 1.3 million faclosugs, and loss of housingalth of mae than

$103 billion though the end of 2009 (including $71 billion iredircosts to
homeavners and $32 billion in indict costs causeglthe spillger e#ects of
foreclosug)3 Others poject an en higher cost; for example, the Center for
Responsible Lending estimated th&closues will cost about $164 billion for
loans made in the last eigharg. Snce African-Americans and Latinos hold a
dispopotionate number of subprime loans, this crisis is stripping their families
and communities of assets and-kearned ealth.

Ongoing Housing Discrimination in the US

Systematic discrimination in housing has been a pattern in Americgnfistor
repot released in &ember 2007 titleRbsidential Segregation and Housing Dis-
crimination in the United States said that@@coding to the mostecent estimates
from the Whited $ates CensusuRau, Latinos constitute 14.8% of thetéd
Sates population, while the non-Latino population is 68Vite, 13.4%
African-American, 4.9% Asian, 1.5% Amerindrah or Alaskanalive, and
0.34% Native Hawaiian/otherdtipcdlander

Speech at the Great
March on Detroit,
1963
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Howewer, O[tlhe arag&Vhite person in maipolitan America lés in a neigh
borhood that is 80%/hite and 7% BickO h stak contrast, O[a] typicdhBk
individual lives in a neighborhood that is only 38%ite and as much as 51%
Black, making African-Americans the mesitientially seggated gup in the
United $ate<3° In addition, thee@pot establishes thdbOmany gars, the
federal geernment itself wassponsible for pmoting racial discrimination in
housing andesidential seggatior®

Subprime Lending: A Twenty-First Century Wealth
Problem

Subprime lending is alatiely ecent deslopment.tihas been heralded as a
tool to expand the housing ketrby helping those with less than idesditr
buy homes.

O8b-primdendingsafancyPnancialermfor high-inteestoango pee
plewhowouldothemwisebeconsidexdtooriskyfor aconwentionaloan.
"ese includemiddle-clagamiliesvhohaeaccumulatetbomuchdebt
andlow-incomevorkingfamiliesvhowantto buyahomein theinRated
housingnaket.To covertheirrisk,lenderghargeuchborrowershigh
er-than-corentionainterestratesOr theymake@djustableatédoans,
whicho#erlowinitial interestrateghatjump sharplafterafew yearsd!

Sarting in the early 1990s as a small nichkahdy 2006 the subprime
mortgage indusyrrose to 20.1% of the nkat, gowing fom a $35 billion to a

Subprime Share of All Mortgage Originations

25%
Subprime

loans, as a
percentage
of all
mortgages,
has grown
from 10% in
. 1998 to 23%
5% in 2006!

20%

15%

10%

0%
F & & & & & §&§ §& §
Q S ~ ~ ~ ~ ~ ~ ~ U
=
UNITED! FAIR

Source: OLosinground: Foreclosuresn the SubprimeMarket and Their Cost to Homeowners,O oS
December 2006, Center for Responsible Lending <www.responsiblelending.org>. -
www.faireconomy.org
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$665 billion-a gar-businedsUnlike the banking industrwhich has long been
subject to signibcant federareight though egulation, the mtgage lending
industry is essentially wegulated.

Subprime Annual Loan Volume
$700B The
$600B subprime
market
$5008 has grown
$400B from $35
billion in
$300B 1994 to
$200B $665 billion
in 2005!
$100B
$0 ¥ o © A o ) Qo o ¥ © &
| =
Source:  OLosingsround: Foreclosuresn the SubprimeMarket and Their Cost to Homeowners,O unITEEF.hIR
December 2006, Center for Responsible Lending <www.responsiblelending.org>. Www_fairemn::n"y'.‘:r':"

"e rise in subprime loans, wed flom the demand side, was due to the rising
cost of housing and the simultaneous stagnation of income for households in r
cent ears. Acoding to "e S tate of the Mtior® Housinga 2007 epot from

the dint Center for lusing Sidies at Hwvad University Ghe number of
households spending mdhan half their incomes on housing is rising rapidly

In 2005, the number of such costdaumed households jumpegdib2 million

to a total of 17 millioQ

State of the Drearfo2&fl8sed 5



While other factors continue to a#ect the economic mobility of people, of color
income is a key factor towsad mobility Because of discrimination, suburban

job locations, and lack of educational attainment, access to jobs with adequate
income is often limited for people of cdlmcome inequality among emyad
individuals is fuher exacerbateg bace. "us, if subprime loansere meant

to target households whose income was not high enough to qualifyefer conv
tional loans, this meant a majority of households af color

Per Capita Income: 1968 to 2005

$28,946 Years to
parity:
440

Parity Year:

$13,734 2445

[CIwhite I Black |

1968 2005 Y
E
Source: U.S. Census Bureau, Historical Income Tables, Table P-1 USITED: FAIR

ECONOMY.

<http://www.census.gov/hhes/www/income/histinc/p01w. wwwfaireconomy.org
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Total Labor Force by Race -
F

UMITEDI FAIR
ECONOMY

Black - 14.1%
White - 68.5%
Latino - 11.9%

Asian American - 5.0%

Native American - .06%

Employment Status by Race
Ofpcials and Managers

White - 83.6% Black - 6.7%

Latino - 5.4%

Asian American - 4.0%

Native American - .04%

Service Workers

Black - 23.5%

Latino - 18.4%

White - 53.2%

Asian American - 4.1%
Native American - .09%

Source: U.S. Equal Employment Opportunity Commission

State of the Drearfo2&fl8sed



"e Pnancial industy vieved the need of many households to qualify for large
loans despiteoincomes as an open invitation togase its ppts signi

cantly "is is the supply-side vie With interest rates at historieMs, money

had until ecently been cheap and plentiful. "e mdoans magage lwkers
made, the mermoney they made, with no consequences to thesnifsttle

loans failed. &1ks and other Pnance companies would then buy up bundles of
subprime loans and sell them o# testwrs in other Pnancial kets, such

as hedge funésWith the chain of accountabilityettrthed looselyer seeral
industries, no one had to pay the piper until rapidlgesicrg default rates left
lenders holding bundles of tindess paper instead of luceatiubprime loans.
Many subprime bawers vere ePnancing existing ngages in der to pay

o# cedit cad debt, rising in padue to the in@asing cost of medicalecar
childcae, gasoline, and other expengegeBs in the ugulated megage

maket convinced Wo- and middle-income families that Qiaong against

their homes was a sensible way to plug holes in household¥udgets.

In addition to the economic situation and lackgiflation that aleed un-af
fordable loan making to RBourish, the ieherisk of subprime loans added to
the potential for defaullraditional loans aroften made be&en individuals

and the banks wheethey customarily do business. "e loan thesides with

the issuing bankn the past, thietationship was essential to the home- buy
ing process, depending on accountabilityderiihe homebay or ePnanc

ing household and the baki¥ith the subprime lendingqwess, eewer, a
mortgage loker gets a commission based on the cost of the loan teethe buy
with whom he or she often has no prior or subsequent connection.ée mor
expense the loan, the larger the commission.

Martin Eakes of the Center foesponsible Lending, in testimonyeptSm

ber of 2007 beferConges® dint Economic Committee, said, O"e subprime
mortgage méet as cuently stuctured doedbhawe adequate incergis/to pe
lice itself; in fact, subprime lenders continue ®dtaug incentigs to make
harmful loan€¥ Eakes ®ant on to pesent the folleing facts:

¥ Mortgage tokers, who issue apgimately 70% of subprime ngeg
es, a not equied to o#er loans thateain the bowwer®© best intst.

¥ Brokers and lenders make enmroney when they steer people into
high-cost subprime loanseewhen those people gualibed for a
lower-cost prime loan. Lenders alswige bokers incentas to in
clude pepayment penalties costing deers thousands of dollars and
carying signibcantly higher charges fecfosus.

¥ Lenders, untilacentlyreaped huge @its ly ignoring a homeme®
ability to epay the loan and/or neglecting to document the omeo
el®income.

¥ Unscopulous lenders gain a competitidantage wer honest lenders
when they etude the cost of ex and insurancefin monthly mat-
gage payments to make the loan appearatiodable.
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¥ dnce loans typically passirbioker to lender to imstors, it has been Ninja Loans
easy to aid accountability for abusimotgages.
A demeaning joke
On the suface, subprime loanogiucts can soundlatively simple and attrac circulating among
tive, and some people ddenebteddm their useYet, as mar details of the .
industy® activities began to fawe, the @datoy practices of many subprime bankers in recent years
loan bokers came to the édont. Unless inexperienced loorers asked involved asking another
complex questions about loan termsted only in the Pne print, thegceied banker whether he/she
loans that they had little to no chancepéying. Asewvill see ahead, these N .. =
predatoy subprime loanseve dispopottionately and systematically aimed at ~ nhad heard of OninjaO
people of color loans B a loan made

to someone with Ono

income, no job,
High inteest or subprime loang aften di$cult for a household to handle. no assets.O
"ey w ere intended to be used sparingly and discerningly to help people with

poor cedit achiew stated goals. "e widegad exploitation of subprime loans,

often with egtic modibcations, turns abduct with major limitations into one

that is actually faultgr defecti®. One factor that makes subprime loaedar

tory is their mdeeting and sales to inappriate customers.

What makes a subprime loan predatory?

Predatoy practices Rourish becausdgage lokers a unegulated, and the
government has been silent on the subjecbrdfing to the Center foreR
sponsible Lending, 7.2 million families hold subprimgagesn the loans
that originated be®en 2005-2006 alone, 1 in 5 wekult in foeclosue. For

the spectm of subprime loans made le=w 1998 and 2006, 2.2 million will
result in foeclosus!®

Here ae some ways in which high-ietgr subprime loan®gmedatoy:

1. Pre-payment Bnalties

Accoding to the Rpatment of Housing and than Dewelopmer® 2000

repot, @ pe-payment penalty is assessed againsiveebarno epays his/her
loan befae the end of the loan termmefpayment can occur as #suit of the
mortgage boower maing, EPnancing the loan, or paying on an accelerated
basis. &1 lenders, a prpayment penalty is designectluce the incidence of
pre-payment and compensate the lender for anyesodtiag fom pre-pay
ment. nalties artypically assessed only fergayment within a speciped
period of gars after the loan is cla®éth other wods, once a household has
a subprime loan with aggpayment penaltthey ae unable to leavthat loan
early without paying a substantial amount of money esiampr. "er efoe,

this practice pitects th&Vall Sreet undesriters, and faes households with
these loans to keep thengreonce they become awairtheir pedatoy na

ture. h many cases those hit wite-payment penaltieem unawa that they
were pat of their loans, or did not kmathat they wre not necessa&\enty
percent of subprime loans bgye-payment penaltiés.

State of the Drearfo2&fl8sed 9



2. Adjustable Rate Mortgages (Kploding ARMS)

Today the majority of subprime loarsaatjustable rate ngaiges, or ARMSs.
"ese loans come initially with latively lov @easdd rate and then iease
substantially within a shidime period. "ey ake often called 2/28s and 3/27<
meaning that after the initial 2- or &y period the intest rate will inelase

by a thid or moe.Taking a conseative appoach, a $900 monthly nigage
would incease to $1200, which does not include other expenses such as
ance and tas. "is loan stucture ceates what is kwa as OballoOror €x
plodingd payments. "ough the second qt&rof 2006, hybrid ARMs made
up 81% of the subprime sedfbeecuriéid loans, updm 64% in 20022

Securitized loans are commercial real estate loans
that are pooled with other similar loans and sold
as securities. They are sometimes referred to as
Ocommercial mortgage-backed securities.O

From Timothy J. Heinrich and Patrick O. Hayes.
OBorrowers Beware Texas Lawydvlarch 15, 2004.

Hybrid ARMs are mortgages which start out at bxed
rates for several years before turning into adjustable
rate loans.

United foraar Ecolyo



3. Exclusion ofTaxes and hsurance

In an e#drto appear cheaper or malesirable than traditional loanekérs

wrote subprime loansoixding tags and otheetated expenses tedDc®

the amount of the initial monthly payment. "is practice placed the lender in a
situation that seemed to be economically benebcial, but aetatt amer
di$cult pay-back situation, especially when the loamsARMs.

4. Seering

"is illegal and discriminatoy practice manifested on both the supply and
demand sides of the subprimekeiaMortgage tokers and other Pnancial
institutions deliberately targeted asset-poor communities whose members w
eager to acgeithomes. mbers of asset-poor communities Wwed into

loans under falsegpnises. "is practice was coupled with giving subprime loans
to middle- and lver-income families and households (typically people of color)
that qualibed for coamtional (mdset-rate) loans butere gien higher-cost

loans instead.

5. Interest-Cnly

An inteest-only loan was originally intended foelsigcquiring ppeties to
resell, or for b@ys living temporarily in an estment gpety. In recent gars,
howe\er, this type of loan was ogdwith inceasing &quency to l@- and
middle-incomdamiliesvhohadno intentionof movingin the nearfuture."is
loan stuctures the payment of ingst onlyduring the beginning phasende
that phase ends (inegpious gars, aund the time that irestment wners wre
ready to sell), payments on the princiathen added to the initial payment,
resulting in exrbitant payments for haplessdrayplanning to stay in their
homes. "is product was aimed ateand middle-income bens because of
the high commission yield that ngaxge okers could garnepon its sales.

6. Lack of &ated Income/Aility to Repay

In many instances, subprime lenders exaggeratedths Wwomes beinglr

nanced, failed to document the income of households applying for loans, and/or
failed to assess the ability ofdvegrs to epay the loanT{aditional ebPnanc

ing loans typically include apess whelby the popety is assessed but higher

value does not benebpt the back end with higher commissomusredtation

of income and assessment of the abiligpayrar essential steps thaitpct

both the potential homemer or ePnancer and the lending institution.

"ese predatoy and unsapulous practicesew identibed as early as 2000 b
the Depatment of Hbusing and than Dewlopment and communityayps,

but concerns fell on deaf ears as thieetm@ontinued its uegulated govth.

"is gr owth, \ery probtable for lmkers and lenders, was based on thalvir
destuction of the bank accounts aneldarof lav-income people and people of
color who ae curently taking the lint of the subprime feclosug crisis.
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Senator Charles E. SchumerOs speech at the Brookings Institute, December 20

FOUR MYTHS SURROUNDING THE SUBPRIME CRISIS:

| want to focus for a few minutes on the four myths surrounding the administra
tionOs limited response to this crisis and then | want to spend some time talking
about the seven steps we need to take to get a handle on this crisis and hopefull
avert a recession, or at least prevent a prolonged or debilitating recession.

1. The Myth of Vastly Expanded Home Ownership from Subprime Lending

The brst myth is that most of this subprime lending led to millions of brand-new,
prst-time homeowners in America. The fact is that only a small percentage of
subprime borrowers were Prst time homeowners. According to the chief national
bank examiner for the Ofbce of Comptroller of the Currency, only 11 percent of
subprime loans went to prst-time buyers last year. The vast majorities were rep
nancing that caused borrowers to owe more on their homes under the guise that
they were saving money. Too many of these borrowers were talked into rekPnang

ing their homes to gain additional cash for things like medical bills. Other subprime

borrowers were homeowners that simply moved to another house; and too large
percentage went to investors and speculators. And the truth is, after this subprim
crisis blows over, there will be a net loss of homeownership in this country.

2. The Myth of the Unqualibed Borrower

The second myth is that subprime borrowers couldnOt have qualibed for better

loans, and thus that the subprime market is the only place they could have gotte
a mortgage. A corollary follows that these people canOt be helped by the govern
ment or rePnancing. But in truth, many of these people were PRIME borrowers.

had been talking about this myth for months, but policymakers ignored it, which i
major reason they wouldnOt act to solve this problem.

Finally, to its credit, the Wall Street Journal did a study conbrming what |, and ot
ers like Martin Eakes at the Center for Responsible Lending had been saying for
so longNa majority of subprime borrowers would have qualiPed for conventional
prime-rate loans. Based on the JournalOs analysis of borrowersO credit scores,
percent of subprime borrowers had credit scores worthy of a prime, conventiona
mortgage in 2005. By the end of last year, that percentage rose to over 61 perce
according to their study. While some will have damaged their credit in the interimn]
itOs clear that many subprime borrowers have the bnancial foundation for-sustai
able homeownership, but may have been tricked into unaffordable loans by unsg
pulous brokers.

3. The Myth that Borrowers Can Easily Obtain Perfect Knowledge of the
Terms of Their Mortgage Loans

When market participants have full knowledge of transactions, the results are
efpbcient. But we have known since shortly after Adam Smith that they do not fun
tion well when important information is lacking. We make a great mistake when
we accept the myth that the borrowers in mortgage markets are fully informed.
The truth is that almost no one reads his entire mortgage documentOs Pne print
few hire special real estate lawyers to walk them through the home purchase, an
frankly, many borrowers were tricked or duped into bad loans by unscrupulous
brokers and lenders.
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Some ideologues blame the borrowers, and while that might make them feel bg
it does nothing to solve this problem. That ideology is straight out of the 18900
the early 19000s.

4. The Myth that the Free Market Alone Will Fix Everything

This administration is wedded to the philosophy that government should take al
hands-off approach to governing and to dealing with economic crises. This crig
has been no exception. The myth that left to their own devices, free market for

btte
S a

S
es

will correct the disruptions caused by the subprime crisis has caused us perhaps t

most economic pain because it has allowed the subprime crisis to wreak havog
other areas of the economy.

Throughout the course of this year, the administration and its Pnancial market
regulators have repeated time and time again that the subprime crisis would bg
tained and mitigated by the strength of the U.S. economy.

Then, in August of this year, we began to witness the beginnings of a severe ¢
crunch in the U.S. credit markets that forced Pnancial institutions to limit the
amount of loans that they offered to individuals and companies.

As the administration looked on, the credit crisis trickled into the Alt-A and prim
mortgage markets, pushing up mortgage rates for borrowers with even the bes
credit.

The tightening of lending and lack of conpdence in credit quality has led to shr
investment and consumption, and a slowdown in economic growth.

And the fallout wasnOt limited to the U.S. We may even see a downturn in the
global economy, as Secretary Summers has warned.

Today, the crisis is fueling a housing downturn that will hit every American fam
where it hurts the mostNtheir equity. And as a result, we are facing an econom
downturn that we havenOt seen in this country since the Great Depression.

Economists like Robert Shiller estimate that a 10 percent decline in housing pr
could lead to an overall $2.3 trillion economic loss at a time when this country ¢
least afford it. $2.3 trillion in economic losses!

Unfettered free market forces did not contain this problem within the subprime
segment of the housing market. Far from it. And the laissez-faire philosophy th
allowed this crisis to spread far and wide wonOt get us out of this mess, either.
ask my friend, Frank Ruggiero.

Frank Ruggiero was not a new homeowner. Frank Ruggiero had a steady inco
and reasonable credit, he could have qualibed for a prime loan. Frank Ruggier
not have perfect knowledge of his loan. He trusted his broker to give him accur
information. The free market did not save FrankOs home. His family lost the ha
thanks to the unaffordable subprime loan foisted on him by an unscrupulous br
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Who was targeted?

In the twenty-Prst centyirwe continue to diseer evidence of discrimination
capable of eding the deam of equality thatdutin Luther King, Jronce
spoke passionately about. geis clear evidence that Latinos and African-
American individuals and communitiesls#exd dispopotionately in the
subprime crisis.

Percent of Borrowers with High-Cost
Home Purchase Loans, by Race and Income
70%
60%
50%
49.4% 48.9%
40%
30% 36.5%
. 28.3%
20% 21.7% 1 White
Il Black
10% 16.4% [ Latino
0% -
Low Income Middle Income Upper Income [I'=,
Source: ACORN: Foreclosure Exposure: A Study of Racial and Income Disparities in Home Mortgage Lending in uunln:- FAIR
172 American Cities <http://acorn.org/teadmin/HMDA/2007/HMDAreport2007.pdf>. - ECONOMY
www.ialreconomy.org
Percent of Borrowers with High-Cost
Home Reb nance Loans, by Race and Income
70%
60%
50%
0,
% Boan e 41.6%
30% 32.9%
20% 1 White
Il Black
10% [ Latino
0% - -
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| =
Source: ACORN: Foreclosure Exposure: A Study of Racial and Income Disparities in Home Mortgage Lending in I.IhIT[EFJﬁﬁ
172 American Cities <http://acorn.org/fileadmin/HMDA/2007/HMDAreport2007.pdf>. o ECONOMY.
www.falreconomy.org
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Percent of All Borrowers by Race with High-Cost Loans

60% Total US Population by Race
White 66.4%
50% .
Latino 14.8%
Black 13.4%
40% o
Asian 4.9%
30% Native American 1.5%
20%
17.2%
10% [] White
Il Black
0%
White Black ‘l_:,

E
Source: Federal Financial Institutions Examination Council (FFIEC) <http://www.ffiec.gov/hmda/>. EIEBWU‘!“

www.faireconomy.org

A 2007 epot by the Federal Bseve Boad® Community Avisoy Council shars

that the natio® largest lenders with both prime and subprime businesses make a
dispopottionate shar of their higher-cost loans to minority bwers a@ss the

nation. "e r epot, Paying More for the American Dream: A Multi-State Analysis of

Higher Cost Home Purchase Lending, examines the cost of lmwing in six met-

politan aeas: lw York, Chicago, Los Angeles, Boston, Charlotte, aciteBter

It focuses on s&vof the biggest lenders that issue both higher-cost subprime and
lower-cosprimeloansCitigroup, Countrywide, GMAC, HSBC,JPMorganChase,
Washington Mtual, andNells fargo S me of the most signibcant bPndings of this
repot are the follaving:

¥ In these six mefpolitan aeas, African-American lmvers vere 3.8 times
more likely to eceie a higher-cost home ploase loan tharew White
borrowers.

¥ |n the same six metaeas, Latino bamwers vere 3.6 times merlikely
thanWhite borowers to eceie a higher-cost home phiase loan.

¥ For these sen lenders, the pentage of total home pbase loans to
African-Americans thaew higher-cost was six timesatgr than the per
centage of higher-cost homechase loans Whites in the six cities (41.1
percent vs. 6.9 peent).

¥ |n the same cities, for the same lenders, tenfaye of total home pur
chase loans to Latinos thateahigher-cost was 4.8 timesaggr than the
percentage of higher-cost homecpase loans Whites (32.8 peent vs.
6.9 pecent).
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¥ In each of the cities examined, therskanders combined sleal
larger African-American/White and Latino/White disparities than those

exhibited in thewerall lending m&et.

¥ "e worst disparity for any individual lendingogip was obsexd in
Chicago, wherAfrican-American bowers vere 14 times merlikely
to receie a higher-cost home pliase loandm Wells largo than ere

White borowers (35.3 peent vs. 2.5 peent).

Estimated Loss of Wealth Due to
Predatory Lending, by Race

Racial Percent of
Group Subprime Market*
White 53.9%
Black 20.1%
Latino 21.3%
Total People 46.1%
of Color
Total Subprime 100%

Borrowers

Source Notes:

U
v
E

UNITEDZ FAIR
ECONOMY

www.faireconomy.org

Calculationsof datafrom NCRC 2006 Report: Homeownership and Wealth
Building Impeded: Continuing Lending Disparities for Minorities and Emerging
Obstacles for Middle-Class and Female Borrowers of All Races; and Center for
Responsibl&endingReport: OForeclosureis the SubprimeMarketandTheir
Cost to Homeowners,O Table 6 and Figure 1.

*1n 2004. **In billions. For loans made 1998-2006.

Loss using 20%

Loss using 15.4%
Rate of Foreclosure

Rate of Foreclosure**

$249.1
$92.9
$98.5

$213.1

$462.2
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People of color arbeing hit especially thaist in diect losses.esfound that
all subprime boowers of color will lose betan $164 billion and $213 billion
for loans taken during the past eiglatry. Back/African-American bowers
will lose beteen $72 billion and $93 billion, while Latino baers will lose

between $76 billion and $98 billion for the same pétiod.

We found that comparinggjected losses for each raciigto their sharof
the total population sius clearly that these loanseHaeen racially gutatoy.

To measur the elative impact of the raciallygotatoy appoach, v compaed
the actual mjections to whatevmight expect in an ideal, hon-biased distribu
tion scenaridn such a case, each racalgwould eceie subprime loans in

the same ratio as their ghafrthe general population.

We found that if loans had been distributed in this equitable masses for
White people would beegter and losses for people of color would ba less. |
fact, the di#emce beteen these two esttnes shves a staggering digace in
total direct losses betanWhites and people of color due to the racialyepr

tory natue of subprime loans.

Racial Cost of Predatory Lending
Percentage Difference between Projected Losses
and Losses if Loans had been Distributed Equitably
40% 44 5% If loans had been
30% distributed equitably,
20% losses for White people
10%
00/" would be greater and
0
10% losses for people of
20% -23.104 color would be less.
[CJwhite EE Black [ Latinos |
Source Notes:  NCRC 2006 Report: Homeownership and W edlth Building Impeded: Continuing Lending Disparities
for Minorities and EmergingObstaclesfor Middle-Classand FemaleBorrowers of All Races.O U
Center for Responsibleending?eport:OForecIosure’m the SubprimeMarketandTheir Cost to 'E:
Homeowners.O Calculations compared racial distribution of subprime loans in 2004 and 2007 US UNITEDZ FAIR
Census data for racial distribution of total population for eight years of subprime market. — ECONOMY.
www.faireconomy.org
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Mike Calhoun, msident of the Center foegponsible Lending, states that al
most half of all African-American family tgpages arsubprime megagesio
illustrate the racial discriminatiomgent in the mtgage indusjr he describes
a 2000 case in which a subprimetgagre lender agrd to settle for methan

$7 million after being accused of charging higher fees to African-Americar
women than to similarly situadthite males. Calhoun states that, because «
the racial underpinnings of the subprime cris&aids to likely be the largest
loss of African-Americamaith that @ hae eer seen, wiping out a generatior
of home wealth building3*

At the April 2007 Coalition on ldmelessness andusing in Mio Annual
Confeencé? Kristen Kbmara of the &surection Poject in Chicagcetated
ways in which minority communitiesNin this case, Latinas8iwold-blood
edly targetedybsubprime lendersoiecloswgs and @datoy lending a
signibPcant pblems among Chic&batino communitie€hicago faclosus
ar at their highest lgl¢ in eightgars?

Komara details opredatoy lenders target this commuiiieluding the
use of high-gssuwr sales techniques pushing irapiate loan mducts and
practices such as:

¥ Sated-income loans

¥ Interest-only loans

¥ Automatic lender acceptancewarestated incomes

¥ Failure of lenders to adequately explain terms of loans

Option ARMs are adjustable-rate mortgages that typicall
let borrowers choose one of four different payments each
month. From smallest to largest, they are: a minimum
monthly payment, an interest-only payment, full principal
and interest amortized over 30 years, or full principal and
interest amortized over 15 years.

Source:Hazards of Option ARBIsKathleen Pender, San Francisco
Chronicle, June 21, 2005.
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In Chicago, lenderseain\esting heavily in aeftising non-traditional loans in
the $anish media, and taking andtage of the fact that Latinas laistorically

more comfotable woking with motgage hokers than traditional bankers, in
pat because they bebdwokers a obligated to wkiin their best inteist.

"e subprime lending indusiy is vell awae of the historic lack of Pnancial
information and issues witledit histoy that pe\ail in the Latino community
"er e ae often language barriers in loan negotiatditisout regulation, high-
interest, high-risk loansearampant, deliberately targeted to communities with
this kind of poble. &coding to Komara, Latinos @30 perent moe likely
thanWhites to eceie a high-cost home loawrtly pecent of loans to Latinos
are subprimeearsus 19 peent towhites. A Bsines®Veek caer stoy describes
Option ARMs as maybth@riskiest and most complicated home lazdupt

ewer invented® In Chicago, Latinosatwice as likely ®hites to eceie an
Option ARM.

IRAOS LOAN
Nikitra S. Bailey, Center for Responsible Lending

Ira Cheatham is a seventy-three-year-old retired veteran who has lived with
his wife, Hazel, in a predominantly African American neighborhood of Portland,
Oregon, for twenty-one years. In 2002, when they had nearly paid off their
mortgage, the Cheathams received a check for roughly $1,000 in the mail from

a bnance company. For an older couple living on limited retirement income}, the

sudden appearance of this money seemed like a dream come true. They cashed
the check and in the process took out a very high-interest loan.

The lender followed up by calling the Cheathams and urging them to consdlidate
the loan with their credit card debt into a single mortgage. The Cheathams,|who
apparently had good credit at the time, were promised an interest rate between
5 and 6 percent. However, when the loan papers were presented, the intergst
rate was 9.9 percent, with an annual percentage rate of 11.8 percent. Moreover,
their loan contained ten Odiscount pointsO amounting to $15,289. The lender
Pnanced these points as part of the loan, stripping away equity the Cheathams
had earned through years of mortgage payments. The loan also contained ja
prepayment penalty, requiring the Cheathams to pay the lender approximately
$7,500 to escape their predatory loan. Cheatham noted that he received a tall
from the lender when the lender OhappenedO to be right down the street with
a neighbor. It seems clear that this African American neighborhood was be|ng
systematically targeted and stripped.
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Conclusion

We belieg that many people in the US think that racial discrimination was
somehw Obedd during the Civil Rights wemnent of the 1960%et een a
desultoy poking under the dace of the subprime lending debackshoev
much and he deeply @judicial actiongmain ooted in American business
practices.

A phenomenonNthe subprime lending crisisNthat at Prst glance seenes to hav
nothing to do with race or ethnicigagals that it is actually steeped in dis
crimination. Analysis indicates that it would be fair to say that rejcidicer

inspiled banks and tkers to deliberately and coldly seek to boost thetspr

by targeting minority subjects with faulty loadpcts. h a saturated mieat,
guestionable measarthat in @vious decades wouldéhbeenaundly con

demned as pdatoy and thezfoe unacceptable, began to lookenaod maz
attractie to an indusyrworried about its futerpopts.

Srategically speaking, what better solution for these woes could the industr
Pnd, than a e and untapped miatNPnancially challenged would-be hom
eavnersNin its evn backyat? 8ch individuals and communitiepesented

a good oppadunity to sell ppducts. Bt the poducts would hato be tailed

to the target communit@scharacteristicsstericallythese included poor

or non-existing edit, lack of liquiditya lav degee of Pnancial literaeynd
discomfarin dealing with banks. A strategic plan that would Pll all these needs
could vell consist of using the indy&plentiful cash (due in p&w unusually

low inteest rates) to make high-risk, subprime loaosigththe intermediar

of unregulated megage lenders, tdaBks and Latinos in the US.

"e shor t-term gains of such a strategewndeniable: sell negpoduct,

get higher yields due to higher rates, design aket mar products (eotic

loans), and swbrt regulation $ using mdgage lenders as agents. And the
consequencesthaﬁdni\es and drams, massiiumbers of fecloswgs and
abandoned housesass the nation, desfed neighborhoods ogled tax bases,
and ultimatelya worldwide economic crisis with the likelihood of a potentially
seer US ecessionNwil, somebody could deal with those. later
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OWe are caught in an

Il Sprnme _Spi”OVEI': inescapable network
Communities Torn Apart of mutuality, tied in

a single garment of
destiny. Whatever
affects one directly

affects all indirectly.O

Losing the Community Benebts of Homeownership

"e spate of home mdgage farclosues has a#ected individuals and communi
ties in a wide, inteztated waarthat continues to gad and deepere¢huse
homeavnership is one of the key drivingéasrof the US econarthe foecle . .
sue crisis has had geaattects on neighborhoods, cities, and states. Martin Luther ng’ Jr.
"er e has been muokseah on the community benepbts of howrershipin Letter From a
a 2003 epot sponsaed ty the Fomeavnership Alliance,dRet Dietz men Birmingham Jail,
tions yuth academic achéwent, civic p#cipation, envisnmental awaness, 1963
and educed crime as some of the social benepbts ofvhenség?®> A 2002

study conductedylthe hstitute for Blicy Sudies atahn Hopkins Uhiversity

concluded that homemership impves childer® educational outcontésn

2001, eseathers fom Harvard® dint Center for ldusing gudies concluded

that homewnership in@ases neighborhood stability and politicttipar

tion.2” Although fev studies establish aedircorelation beteen foeclosue

ratesandnegatie communityoutcomesi is clearthatif homeavnershigorings

benepts to the communitgreclosuesNand the sie of emptyboaded-up

houses that follessNwill hae the opposite e#ect.

A recent studyybACORN concluded that feclosugs incease violent crime in
neighborhoods, dease ppety values, and&luce city taxerenue, making

it harder to povide good schools, policetection, code enfmement and other
sevice<3® Accoding to mmergluck andrith, in a study that focuses on
Chicago, @he standdrdeviation in@ase in the feclosuz rate (about 2.8 fer
closues for ety 100 avner-occupied ppeties in onegar) comsponds to an
increase in neighborhood violent crime ofaxapately 6.7%3° It is inteest

ing to note that Btoit ranked number one in émoswe Plings among the one
hundred largest metraeas in the US beden dnuay and dne 2007 and

was also ranked the most damgecity in the US for 200y I€Q Ress!

"e A CORN study also concludes that, as tlezkosue crisis widens,qp-

ety owners, local gernments, lenders, andestors stand to lose mdhan

twenty-pe billion dollars in 96 meipolitan aeas studied. A 200&pot by

the Homeavnership Resevation Pundation states that ésfosugs Oirohve

more than a d@n agencies and twice as many municipal activities, and generate
municipal costs that in some cassseex$30,000 perqpety.? "e incr eased
municipal costs include policing ane bghting, demolition contracts, build

ing inspections, legal fees, and expenses associated with managaig the for

sue pocesslo continue with our Btroit example, in this city 2,804 of the
high-cost loans made in 2006 kitely to go into feclosue. ACORN reseah
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CRIME IN SLAVIC VILLAGE

Foreclosures hit Cleveland early and hard. By the summer of 2007,
it had four of the top 21 ZIP codes for foreclosure blings in the
United States. Slavic Village tops this list, becoming the hardest hit
community in the USFounded in the 1840s by Polish and Bohe
mian immigrants who worked in area steel mills and factories, thq
neighborhood is now mostly working class and 26% Black.

14

More than 800 houses now sit vacant and moldering in the area.
One of the pbrst things that happened after owners moved out wals
that squatters and looters moved in. Many houses in Slavic Village
have had their siding stripped up to the roof-lines. When a house|is
abandoned, people will dump garbage in its yard, break its windgws,
and steal its doors. In ClevelandOs cold and damp climate, the hpuses
deteriorate quickly. Putting a house back together takes money,
more money than the restored home could bring on the market.

Recent reports describe the crime wave sparked at the Slawc Vil
lage as the Operfect storm.8ome of the most notorious crimes in
recent records include:

¥ September 1: OCookieO Thomas, 12, was shot in the neck while
walking home from the corner store after buying a bottle of
Sunny Delight, a small bag of chips and two pieces of sour gym.
She was hit by a stray bullet as the result of two men shooting at
each other.

¥ July 20: Grady Smith 11, 27, was working on his car when somnje
one walked up and shot him in the face.

¥ March 15: Joseph Krasucki, 78, was bludgeoned to death at lis
house on Hosmer Avenue. Thugs had attacked him pve time$

before™

As the number of empty lots and abandoned houses grow where
houses and residents once Rourished in a tight community, there are
fewer and fewer neighbors organizing to save their community.

*  Les Christie.\hete CleelandWentWrong® CNNMoneycom. November 14, 2007.
** | es Christie. Qithe Scene:dfeclosue® CNNMoneycom. November 19, 2007.

*+  Andy Netzl. OCan Aoye S JavicVillage?0O Cigland Magazine.com.ddember
2007.

United foradér Ecoryom



estimates that the cost of thesscfosues to the local &@mit gorernment will
be $53,913,43%."is will signibcantly deaase theesouces aailable for law

enfocement and crimegention ppgrams.

Snce foeclosues impact communities of color in digrtionate ways, the
current homewnership crisis thatens to become a maskarrier in this
county® journey twvads racial justicef. we take into consideration that
inequality continues to be aplem todaythe compounded negatig#ects of
foreclosugs cannot beverlooked B those engaged in theverment tavads

true economic equality in the USurkicane Katrina and the socio-economic
crisis that ensued in its aftermath illustrate the urgent need to deal with the
foreclosug crisis in a racial economic justice context.

Katrina, Housing Injustices, and the Foreclosure Crisis

Hurricane Katrina slhwased some of thegtest economic racial dispari

ties that this countrhas seen iecent histgr "is natural disaster placed
nearly 80% of Bv Orleans underatey displacing nearly one million people
who vere orewhelmingly people of calétacial injustice was aland el
throughout Katrina and its aftermath, and became evideatyithieng flom
inadequatessscue e#ts to pejudiced media images, public o$€ialsmments,
and unfulblled gernment pomises.

#mm AP« Tue A 30,1131 AW ET)
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Former Prst lady Barbarde\eral yars after Katrina, racial disparity continugeieBhe hurricane, theer
; was alrady a signibcant stagre of housing fordeincome enters in fdw

Bush, during a tour of Orleans? Accoding to the Bookings mstitute Katrinaridex, housing dispari
the Houston Astrodome ties in Katrina-a#ectedeas continue to worsen. After the hurricenés r
with her husband and  increasedyp200% in the most storm-damaged parishes. Agu§t/2007,
other political VIPs a fewthe® ver no ental units ailable belo maket price. Fom 82,000 ental
d fter Hurri units damaged in the hurricane, only 33,0880 wn track forabuilding under

ays_ after Rurricane state-administed estoration pgrams?® "e housing shotage was made worse
Katrina, observed: when, amid @hement mtests fsm neighborhood gups, Nw Orleans City
OAImost everyone |©Ove Council ecently meed to demolish thousands afdmcome housesemoli
talked to says OweOre tion crews will nev move in to dismantle 4,500 brick buildings that had been

. ’ the homes of generations ef-lncome esidents. "e units will beaplaced
going to move to 3 with mixed-income housirf.
Houston.O What IOm
hearing, which is sort of "e cr eation of Rcaery Zones in Mw Orleans has made the housirgplem
X worse for African-Americans wantingetarn. Recarery Zones wie intended
scary, is they all want to to help in ebuilding the city rapidiin March 2007, Mwyor Nagin announced:
stay in Texas. Everyone
is so overwhelmed by the e city will provideloansand otherincentivesto dewelopersgnterest
T edin investingin keylocationswithin the zones."e zonesar gen

hospitality. An_d SO many erallyhigh visibility sites,with su$cient land and other assets'ey
of the people in the alsohawe a high potentialto attractinvestorsand possesadequate
arena here, you know, resoucesto catalye deelopmentsuch as schoolsand libraries’

were underprivileged _ , _

: . Newertheless,adeelopment plans in thesmes edlude African-American
anyway, so this, this is owners whose damagedpaties ag said to contribute to urban detaiy
working very well for  propeties ae being seil ty the city using eminent domain lawsob Bbey
them.O a leseather at the Center foo&al hclusion, states thawilence of eminent

domain abuse can be found in tevvehelmingly-Back Laver 9thWard,
_ whee the city bullde homes without informing theivoers3?
Marketplace, National
Public Radio, 9/5/05 "e for eclosu crisis, with its deep racial economic injustice implications, will
only exacerbate the housing crisis caydéatiina. Hhmeavners who lost
their popety for lack of insurancee® oerwhelmingly Back. After the burst
of the housing bubble and the subprime lending crisis that ensued, dleay ar
less likely to get the loans needeelioild their homes or mirase rve homes
in the cityd mixed income delopments. &l Estateeb information soues
emphasg that:

Creditawailabilityandthetermsfor whichit canbehadhaetightened
andriskawersiorhasacceleratemerthelastmonth."is - will continue.
Lendingstandatsarere\etting to pre-ealestatéubbleeels Loan-to-
Valueratioson manymortgagewvill hit 80/20againwhichwill requie
largecasidowvnpaymentenhomepurchasesese conditionsregoing
tolockmanypeopl®utofbuyingorevenrePnancingh consumegdebt-
to-incomeandcredithistory isgoingto comeanto playmoreandmore 2
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"e cr edit cunch is much merlikely to a#ectlBck homewners because of
deep patterns of racial disparities in incomevin®dleans, wheWhite me

dian income is $61,000 whilaé&k median income is only $25,000, less than
half the income Mvhites?

New Orleans is a city aggling to heal. Countless politicians, a@hgoups,
celebrities, and@age Americans kasaid that getting the city back to i&s pr
Katrina leel is of paramount impance, not just to the city but to the nation
as a whole.uB predatoy lending practices in Louisiana, combined with the
subprime mdgage crisis,edigging the aady-beleagwer city een deeper
into povetty and touble. "e repot Fair Lending Helps Community Prosperity,
issued jointlyyoUnited for a Bir Economy and the &tional Community
Reinvestment Coalition ingkil 2007 eeals that in post-KatrinaeM Orleans

¥ twice as many mgage&quests éim Backs a denied as fovhites, and

¥ forty-nine pecent of Back homewners eceied high-cost subprime
loans compad to 18% of theMhite counterpas.

Furthermor, ACORN studied the expected costs @closugs in 96 metr
politan aeas aoss the US. "e price tag fore Orleans is estimated to be
more than $60 milliori*

Most Americans will not soon forget the images of people, so many of them
Black, stranded owaftops, faces hopefully raiseehit helicopters passing b
overhead. As merincidents of racial inequality gain national media attention,
it is clear that racialgjudice, and its economic implications, continues to be a
problem in the 21st centur

The OSubprime SpilloverO Effect

"e for eclosug crisis can only exacerbate racial economic injustice, and
economic inequality in genekébuld anyne, for example, bekethat this
countly has achied full equality in its public education system? Eaayw

that all US childen hae access to quality public schools? "e ansna
vehement QNCOTo get quality public schools meed adequate school funding,
and school funding is in jeogyain communities with high felosue rates.

"e Center for Responsible Lendinggpects that, nationallfpreclosugs on
subprime home loans originated in 2005 and 2006 véltihevollaving

impact on popety values:

¥ Almost 45 million neighboring homes will experiencduddon be
cause of subprime éotosugs that take place nsarb

¥ "e total decline in housingalues and tax basenfrneari foreclo
sues will be $223 billion.

¥ Homeavners living near feclosed ppeties will see their goety
values deease $5,000 oneaage?
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In a 2006 epot, Immergluck andrsith found that ther@ost conseative
estimates indicate that each eatienal foeclosue within an eighth of a mile
of a single-family homesults in a decline of 0.9qeent in alue®®

Percent of Households with Zero or Negative Net Worth
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RecentrendsnHouseholwvealthintheU.S- RisingpebtandtheMiddleClasSqueezby Edward %ﬁéﬁ‘?

Wolff, Levy Economics Institute of Bard College <http://www.levy.org/pubs/wp_502.pdf>.

www.faireconomy.org

Lower piopety values meanwer popety tax evenues and deased funding

for public schools in the nurogs states that utdipiopety tax e\venues to
Pnance education. "e Center foeBponsible Lending, for example, emphasiz
es that farclosugs will hae a negatéve#ect on economic conditions teath

far bepnd the neighborhood onta that is diectly a#ected. ibbing it the
subprime illoreO ettect, the Center says floseclosues themseds futher
depess local housing pri€etey calculate the dollars thag dreing lost to the
natior® homewners and statestisuries, in terms ofvier popety value and a
reduced tax base for communities.

In the state of Blssachusetts, for example, thieged number of homes that
will be lost to farclosus as aasult of subprime ntgages negotiated beén
2005 and 2006 is 15,279 .0kt than one million neighboring homes will expe
rience dealuation as asult of these fecloswes, for a degase in housinghv
ues/tax base of almost $5 bilfiotis loss is een moe alarming if & consider
that Massachusettdies mar than most states on localegoments to prvide
revenue, largelyylmeans of ppety taxes, for elementaand secondapublic
educatiort®
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California, one of our biggest and most populous states, will be experiencing
ewen moe sizable aftershoclksirthe subprime indugtcrashTens of
thousands of houses axpected to be lost toefdosweN 180,000, to be mer
precise. "at means 180,000 families or households will su#ertdiarand

a damaging loss of assets, with the likely possibility that a signiterant per
age of the housesdolosed will fall into degsair or abandonment. As many as
8.4 million other houses will be dieed as @sult of high faclosus rates in
their neighborhoodsN$8,000 onemmge per houd@ken togethe€aliforni®
counties will havto cope with a combined dsse of $68 billion in house
values and tax baseNprimarilppety tavesNin its major metipolitan agas
alone®® In terms of the e#ect of the subprimeketarollapse on education,
consider that California funds about atgnaf its K-12 and community €ol
lege education thugh local mpety taes (about $14 billion). An additional
$2 billion for education comesrir other types of ppety taves?

"e consequences of feclosugs each far beyd individual bank accounts to
threaten essential communégauces such as high-quality public schools.

How is the subprime crisis affecting your
community? Share your story at:

http://www.faireconomy.org/dream
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Conclusion

Communities of colpm a county that is still &y far flom racial economic
justice, & especially thatenedybthe foeclosug crisis.
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Losing homes is tantamount to losieglth at a time whereaith disparities

ar aleady gewhelming. Miny focus on income as a key to economic security
for people of colpbut assetsean better pdictor of which individuals and
families will haav economic stabilitye U nited $ates Confence of Myors

Task Brce on Bvetty says thatt@@ magnitude of the yaty problem is daunt

ing. More than 37 million peopleesstill o$cially poor todagespite the fact

the moe than one-half of poor families aav wokingO

"e situation is ewen less pmising when weed though a race lens:

¥ Forty-six pecent of people of colown homes comped to 76% of
theirWhite counterpas

¥ A quater of the Back population les in pgerty compagd to 8%
of Whites

¥ People of color arthee times as likely as thhite counterpas to
live in paerty

28
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¥ White median family income is raghan twice l|Bck median family
income

¥ For ety dollar ofWhite wealth, people of color lea¥5 cents

Child Poverty Rate: 1968 to 2006
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Average Household Net Worth: 1983 to 2004
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"ese disparities a due in parto a histoy of discriminatgr practices in asset-
building economic policies enacteabr local, state and federakgoment.
Accoding to aepot released in 2004 lthe Corporationdt Enterprise
Dewelopment, the gernment spends $335 billion on asset-building policies.
"e r epot stated that federal policidsopotionately benebt those who
already haw assets. Analysis of the largest spending categesitisadloer a

third of the benebts go to thealihiest 1% of AmericansNthose who typically
earn oer $1 million pergar In contrast, less than 5% of the benebts go to the
bottom 60% of taxpaysO

State of the Drearfo2&fl8sed
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OWe must work Ill: Where do we go from here

assiduously and with

determined boldness "e challenge facing our nation is not a lack efilth but a destctive distri
to remove from bution of vealth. Oer the Iagt 40ears, the US economy has shlftmj_ tne
. . that was rducing a stng middle class, to an economy thatséne richest
the body politic this among us almostausiely and concentratesaith among theealthiest in
cancerous disease of society"is has created a gwing wealth divide. "is wealth divide has hur
discrimination . . ., hlstorlcglly marglnabz] communltles like Afncqn-Amem_:ans aneculav-
_income immigrant populations that arewhelmingly Latino
then and only then will

we be able to bring In 1966, A. Rillip Randolph and &/ad Rustin, stevads of the Civil Rights
. full lization th movement, adwcated a comghensie federal budgetqposal. "ey called
Into full realization _ € this poposal thereedom Bdget. "e Freedom Bdget poposed a mefederal
dream of our Americaninvestment in the poor of the nation, arestinent that for the Pbrst time would
democracy P a dream not be blockeddm reaching Bick Americans due to segtion. "e Free
p dom Budget was endorseglinost mainse.am civil rights organizations and
yet unfulblled.O ewen some IBck pover adecates such ai&ly CarmichaelNst not ty our
_ _ natior® legislater.
Martin Luther King, Jr.
) "e F reedom Bdget would ner be implemented. "e war iietham would
Golden Anniversary  end up consuming billions of dollars and distracting the natiohéaling
Conference of the the wounds of racial discriminatigvhen Dr. King was killed, along with
National Urban League\,r,'vis demise ent 'the dem'ise of his poor peépdampaign.isﬁ:al consgati\es '
ould oppose ineases in federal social spending, and the election af Richar
1965 Nixon would seal the door to the possibilities ofréezlém Bdget. Oer the
last foty years w hae seen a&gessig economic climate whehe rich a&r
getting richerthe middle class and poa siuggling to make ends meet, and
the racial walth divide continues to keep race & ofativision in the bited
Sates.

Forty years after the assassinatiorrd¥Bitin Luther King, v belieg it is
not too late to implement the econongimrms . King knev were needed to
make his dram aeality

Ending the Homeownership Divide

As discussed thughout thisepot, homeavnership is the primaform of
wealth for most Americans. As is so epptmnoughout American histor
leaving homemenership to the dictates and utaiaty of the priate maket
has nesr been adequate in eieping homeasenership for most Americans.
Whether it was the dinestead @& of the 1800s, the GilBof the 1940s, or
ongoing federal mgrage insuranceqgrams, g@rnment subsidies ledveen
a necessacomponent to ineasing homemership

Between the 1930s, the time of thee& Depession, and the early 1950s,
marking the beginning of the Civil Rightsvament, billions @e invested in
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American homemership“e post- World War Il housing boom was fueled
by subsidiezd assistance teeo 35 million Americans betan 1948 and 1972.
During theseaars, 11 million families bought homes and another-22 mil
lion improved their popeties? "e biggest benebcigrwas primarilyhite
suburbia, wherhalf of all housing could claigdEral busing Aministra

tion (FHA) orVeterans dministration YA) bPnancing in the 1950s and 1960s.
"e home mortgage interst and mpety tax deduction also dispotionately
benebted suburban homweers. terstate highway consttion sered as an
indirect subsidyas it opened up inexpeerdiand for suburban commuters. A
the end ofWorld War Il, the pezentage of US ciéims that wned their wn
home was about 44 pent. h 2004, 76 p&ent ofWhites evned their wn
home, compad to 49.1% of Bcks and 48.1% of Latin§s.

"e pr ogessig economic meassrpe\ailing at that time had a positivnpact
in stengthening the economic situations of most middle-clasw@nthtmme
Americans, but due to the openly racist eatiithe counyralso p\alent
during this time, iteinfoced the economic sepracy o¥Vhites in elation to
people of color aeilk $nce the end of legal sgation in the late 1960s, ther
has not been any comparable federal massriewt in homemership that
would benebt disenfranchised people of telfmllo wing policy solutions
can change this situation.

1. Lower the Ceiling for Mbrtgage ductions

One of the prst steps that needs to be takeonmigr equal opptmity
homeavnership isamwing the subsidies thabprote a gwing economic
divide in this counyrand edirecting these subsidies toaatening our middle-
class economiy 2005 Pesident Bst® advisgr commission on tagform
recommended\eering the mdgage intesst deduction thavverwhelmingly
and dispopotionately benepts the richest of Americansei@ly home-
owners can deduct all irdet paid on mtgages as high as $1.1 millioasP
dent Bist® advisgr commissionecommended that the nigage ceiling for
such tax deductions be placed on a sliding scaledlaedto thesal estate
maiket of an aa. h 2005, the@commended ceiling was $415,000 in the most
expensw aeas.

Implementing thisscommendation would not stop peomgmftaking out
larger magagest would just pevent the American publiofn subsidiz

ing the inteest on mdgages gater than $415,000n8e the median price

of a home in the US is slightly ea¢cinan $200,000, it is clear that most
homeavner® magage amounts would not berthis poposed limit. Mr
BusI® advisgrteam alseecommended eater pogessivity in the policyb
making the mdgage intesst deduction a taxedit instead of a tax deduction.
To get a tax deduction, one wouldehtavhae total itemied deductions higher
than the standdrdeduction o#ed. Only a thid of taxpagrs Pnd it wah-

while to itemie their deductions, and thesewsually the richest thiHow-
ewer, a tax adit would assist all taxpesNnot just those with higher incomes.
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2. Increase the Pwelopment of Alordable Homes

In the priate maket, the sole motiting foce is ppbtNnot just the drie to
make a @bt, but to make theaatest possiblegt. "is often has limited
private maket oppotunities for the non-galthy paticularly as itelates to
housing. "e higher pobt margins that come with building expertsomes
hawe made the a#idable housing niget less attracévior priate home de¥
opment companiesuBgoernment subsidy of housingelepment though
tax cedits would make a#ttable housing memttractig for priate deslop
ment. Gvernment egulation could also enstinat priate deglopers ben
ebting fom public inestment fulbll theiesponsibility to inease the public
good, not just prate pobt.

* Affordable Housing Tax Credits - "e federal gorernment could fund and
hawe distributed y state agencies tagdits to home delopers that
build a#odable housing. "is tax edit would inczase the pbt mar
gins for priate companies to build agable housingnlsome cases,
the cost of building a#table homes isagiter than the nieet \alue
of these homes.Would equie a tax edit to close thisfpraisal gép
and ceate a margin ofgipt. "is would in turn increase the supply of
a#odable housing forwe to moderate-income Americans.

* Government Mandated Affordable Housing - In many communities
throughout the counyrlocal geernment mandates that a specibPed
percentage of all meconstaction be designated as a#bte housing.
"e federal government should consider a mandate that federal housing
aid to states be tied toeguiement that all e constuction and/or
renoations in the statequide a set pegntage of a#dable and lo-
income housing. "e federal gernment today pvides billions of
dollars in incentas for homewnershippaticularly ly means of the
tax-deductible homewer inteest deduction, which ses as an indi
rect subsidy to housing diBpers. A federal mandate telapearent
age of a#adiable housing in ey constuction poject would enser
that housing delopers aoss the countrpay back, in parsome of
the consideration gim to them ¥ the public ®asuy.

3. Smplify Homeawnership and @t its Cost

Currently much of theagulation for buying a home is at the staté lev

consisting ofarious compliance costs and practiaassiflg policyaries
considerablydm state to state. A national stathdauld geatly simplify the
home-buying rcess, and because of this the costs of compliance would lessen.
For years, consumerogips haw adecated semgthening the émeavnership

Equity Rotection At (HOEPRA), but this e#drhas been successfully opposed

by the motgage lending indugtwhich was concerned that argjthening of

HOEPA would limit the securitization of subprime loans.

As the nation ne faces the possibility okaessionNprimarily fueleg the
subprime loan crisis and the mass securitization of bad subprime éoalhsNw
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can see hogeater egulation of the mtgage lending indugtwould hag As the nation now
been benebcial to the nation as a winotesponse to the subprime tgage T

crisis, the éderal Bseve has bnally taken wfef the many steps adated b faces the pOS.SIbIEty
consumer gups gars agadt recently appwed a poposal togquie mot- of a recessionN

gage companies to outline enclearly he the customer will be able to make primarily fueled by
the equied payments, and to shmoe clearly the additional costs of a loan .
that ae often hidden in intest payments. "is Ederal Bseve plan is limited the Spr”me loan
to subprime loans, but could and should be expanded to all home loans. All  crisis and the mass

Americans dese_ra maoe transpant home Iogn pcess. HOE®R should also securitization of bad
be expanded to include contractors, appraisers, and other abesiate . ~
transactions. subprime loansNwe

) all can see how
Federal legislators ought to felibie advice of the 2000udiiing Pedatoy :
Home Mortgage Lendir@epot, and simplify the &l Estatee®lement Ro- greater regmatlon_ of
cedues At (RESR) and thelruth in Lending At (TILA) to make the home the mortgage lending
loan ppcess mercompehensible for the consunieshould also demand industry would have
greater accuracy in initial good faith estimates madetigage lenders. "is .
would gie the consumer a ckaidea of the costs of home buying. been penebual to the

nation as a whole.

o Federal Government Subsidy for closings costs and down payments - FOr

too many would-be homelasy, the closing costs and/i@ayment
necessgato get a magage & large up-fmt costs that make buying
a home hibitively expensiv h order to each the people-of-color
populations that &e exluded fom full paticipation in the homeun-
ership aspects ofpious prgrams like the GlilB such as i@ inteest
loans with @o dovn payment, a mefederal mgram must be o#adt
to brst-time home bays.

A federal subsidyvesing 50% of closing costs and therdpayment
should be o#ed on a once-in-a-lifetime basis for a prst-time home
buyer puchasing a moderately-priced home in amdaBter commu
nity. "ough not nearly as geneus as the home buying benebts that
madeWhite Americans majority homaeers, this type of ggrn

ment policy would be a stepviad in giving would-be homeaers a
greater oppaunity to acquie the number-oneealth-building asset for
most Americans.

Wealth Development and Wealth Education

Our nation needs to make a dramatimestment in lmadening walth and
oppotunity. Wealth and savingastabilizing faes for families andse=as

the basis on which intergenerational transéensaate. "e transfers ofealth

from one generation to another open up access to higher educatiomrome-o
ership savings, and iestments. As aoging amount of sociologicakearh

reweals, the net wibr of one generation contributes signibcantly togakhw
prospects of the next generatfon.
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Asset assistance Cutting acoss racial lines, families with eqealltv hae similar educational
. results, economic practices, and health conditions. Asset assistance will be all
will be_ all the more the moe meaniniyll to people of color who dispotionately hold f& or no
meaningful to asset$Mealth deslopment aimed at marginatizoeople of color would help
people of color who fulbll the next phase of the US Civil Rightsement. Mreover, the imple
. . mentation of asset-building policies thatacially and ethnically inclesivill
dlsproportlonately strengthen the social fabric foergone in futue generations.
hold few or no
assets. "e US personal savings rate was about 11% in 1872004 the savings rate
was 0%. @dit cad debt tripled in the last énty years tower $80 billion, and
bankuptcy in 2005 hit agcod lewel of 2 million peopléVorking togetheme
must make savings anellth deglopment a national mission, and exntuat
those historically marginelizae at the fafront of this mission.

1. Individual Dewelopment Acounts

Individual Bewelopment Acounts (IDAS) arsavings accounts thatvjie
matching funds to assist andvjite geater incentes for laer-income
families to savand build walth. dst as upper-income Americans ofteaie
matching funds &m their emplger for 401K etirement accounts Mer- and
middle-income Americans would be eligibledeie matching funds for their
IDA through patnerships amongsious community-based organizations,
government pograms, and the paite sectoCurrently thee ae many small
IDA programs aoss the countrwhich hag piovided insight into the gater
possibilities of a massaith deglopment psgram. "e 2002 Millennial Hous
ing Commissionepoted that O[IDA] demonstratiorogram esults she very
low-income families actuallyesav a higher rate than the less;pathr an
awerage savings of $900 annualgcent ppposals haween levied suggesting
a 100 perent tax adit to Pnancial institutions toopide 1:1 matches of up to
$500 annually per qualibed individual saving in atdIDA.

To addess the chasmic raciahith divide be®enWhite America and disen
franchised racial minorities in theitdd $ates, a comphensig IDA piogram
would be equied. A 18 and oldera nontaxable ine&st-earning IDA account
for low- to moderate-income Americans would &i&hbie to savfor home
ownershipnd/orstating abusinesser ewouldbealimit to how muchcould
be deposited in any givyear Money could be accessed e-frused for the
closing costs and/orwlio payment on a home, or for coslksted to stéing a
business.

2. Kid Savings Acounts

A \ersion of this type of@gram wasecently stéed in Ehgland. h 2003, the
British Rarliament established smallegoment-Pnancedust funds for each
newborn in the counyr In 1998 US &nator Rbet Kerrey intoduced similar
legislation in the US Comgs to exate what he called OléiéS accounts.
"omas Shapio and Melvin Qiver in Black Wealth/White Wealth suggest that a
KidSawe pogram be deloped so thatws to moderate-incomewth, upon
becoming adults, hmgome stiing capital with which they can enter their
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adult life. "ese funds could be utiéd only for higher education, job training, Taxing concentrated

or homeanership wealth and linking the

3. Srengthen Pograms Poviding Low Cost Gedit revenues to programs

Providing high-cost loans tonleto moderate-income individuals with less thanthat will spread wealth
peffect cedit can too often, as shroby our curent subprime economic crisis, intothe nextgeneration
lead to unsustainable nyarge agements. W intelest motgage loansar . .

requied for moe of vealth-poor Americ¥ehicles such asvinteest, tax- is the political heart
free motlgage eenue bonds, cemtly sold to inestors, need to be made enor of a winning strategy
widely asilable so that brst-time homedysywho & lov- to moderate-income to expand wealth and

hawe geater access tavkintelest loans. ) .
equality of opportunity.
4. AWealth Rogram tied to fhancial Education

With wealth deglopment must comeeaith education and Pnancial literacy
"e 2002 M illennial Housing Commissiorepots that face-to-face counseling
reduces defaults on home tgagesyup to 34 parent. "is r epot also points
out that Pnancial educatiorograms for le-income peopleadrastically in
adequate. fily 120,000 to 150,000 individuatéxeied pe-puchase education
through HUD-related psgrams out of apptimately one million ¥eer-income
prst-time homebeys.

Creating massealth-building prgrams will mvide a big netwhrthat

can espond toaquiements for p#cipation in vealth education beéor
paticipants eceie pogram benebts. "eseealth education pgrams will
strengthen individualseconomic conditions a#f as the national economy
Wealth education will assist individuals in using theeriveket to their
benebt. & example, studies bashan that up to 30% of those with high-cost
subprime loans could leagualibed foreer-cost mdagage$: but were not

awae of this fact.

Tax Wealth to Build Wealth

Wealth-building e#ts need aerenue seam in ader to hag a eal impact.
Historicallyprogessig taxation has been the sewf thisevenue sgram.
PostWorld War Il investment in the delopment of the gatWhite American
middle class was paid fgrabsystem of ggessig taxation. "e top income-

tax rate coming out of the war was 91€53% today); the estate tax included
a povision that teed fotunes wer $50 million at a 70% ratee@use many of
the benebpts of post-war spendieig widely shad, the prgessivism of the

tax system enjed widesmad political suppior

Wealth taxation andealth deslopment need one anotfi@xing concentrated
wealth and linking theerenues to mgrams that will spad wealth into the

next generation is the political hefa winning strategy to exparehith and
equality of oppdunity. "e cumulative impact of a pgram to bwaden walth
by taxing walth would be to dramaticaliyluce, eer a generation, the dispari
ties of valth in the Uited Sates.
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In the last 35ears, the richest onegqeett of America witnessed a 62qu@r
drop in their federal tax rate while their incomesihaeasedwer 80 perent.

"is rapid incr ease in income has led to@rabundance of in-hand cash r
quiring investment or consumption. "is kind of aNable capital is an example
of bnancial liquidity'e w ealthy® Pnancial liquidityvith its concomitant need
to invest, is at theoot of the stock mieet bubbles evhae witnessed.

President Bsh has assisted thealthy of America dgwep liquidity ly giving

them ecod-breaking tax cutsn IDecember 2007 thedferal Bseve invested

$120 billion in the banking system to assist banks with issues of liquidity that
were having negaéwe#ects on the stock keir  the question must be asked:
Whete is the gsidential aid package to assist the American middle- land wor
ing-classes with liquidigs they atiggle to make ends meet?

Increases in the cost of housing, education, and healpaiearwith massiv
deceases in gernment inestment in a#dable housing, empglment, and

job training and an inease in pagit taves of 25%, haveft most of America
cash-poorAmericans arPnding the liquidity needed to pay daily biltsitir
debt: cedit cads, ePnancing, and subprime loans. "e American middle and
working classeseamaintaining their lifestyle on a foundation of quicksandN
debt they cannot a#bWhen will middle-class and wiog-class America get
a slice of the bailouts anéfeential teatment that those whadeast in need
receie?

1. Maintain the Estatdax

In 2001, a coalition of business jobis and ealthy families achel/a tem
poray victoy in their drie to abolish the nati®ronly tax on inheritedealth.
Congess oted to phase out the estate tagradually raising theeexption
level fom $1 million in 2002 to $3.5 million in 2009 2010, the tax will
disappear so all millioresrand billiona#s who die thaegr will pass on their
fortunes tax-&e. "e tax will return to its 2002 leds in 2011 unless Coags
revisits the issues.

Howe\er, the abolition of the estate tax, which only a#ects less thaalthe w
est 0.27% of Americans, would cost the nation $1 triller20 yars. "is

is e\venue the federal\gonment can ill-a#drto lose. Feeing the estate tax
at its 2009 lea (taxing inherited fames in ecess of $3.5 million at a rate of
45%) would generate initially $20 to $25 billioear yn the coming decades,
an enormous intergenerational transfeealtivwill occur because tresaithy
baly boom generation will be passing on its Pnancial Egfaty taverenue
will grow to somerhee betveen $157 billion and $750 billioneay depend
ing on the estimated annuaivgth rate. Wing this walth fom the most elite
members of society toestgthen and gw the middle class coulabyide a
primaly resouce for bridging the gring wealth divide.
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2. Increase Corporatéaxes

From the 1940s to the 1990s, thecpatage of federal éaxcollecteddm
corporations shranlofn 33% of the totakrenue to 15%. "is has occuzd

at the same time that tax contributioomfindividuals inelased ém 44% in
the 1940s to 73% of tawenue collected in the 1990s8aRpeople ampaying
more of the cost of gernment, gt ae receiving feer and feer benebts.

As corporations continue to madeod probts, and middle-class andkwor
ing-class Americans i&singly stiggle to maintain em the living standids
that their pagnts enjged, our geernment mustaspond. B-shifting much of
the esponsibility to pay fair texback onto the mighty shoulders of corporate
America, so American @tis can merboadly benebtdm the US economy
would be a good star

Do you have a suggestion about the rate to which
corporate taxes should increase? Please vigit
http://www.faireconomy.org/draadtell us

what you think this rate should be.

3. Increase the MximumTax Rate to 45%

Today someone who earns $200,008za pays the same top marginal income
tax rate of 35 peent as someone who earns $20 millieareDuring one of

the geat gowth periods in the US, theeKnedy era, the maximum tax rate was
70 pecent on the ealthiest of AmericaWarren Bi#ett, one of the @althiest
men in the Wited $ates, ecently pointed out that he thought it was shame
ful that he should pay the same tax rate as bimge&modest inease to a
marginal tax rate of 40% for those with incovae $6 million aar and 45%

for those with incomever $10 million agar would at least symbolicalBect
the popular maxinmt@whom much is gin, much is expectéd.

4. Close thdlax Gap

In our curent tax system only the brst $90,000 of an indi@dedme is
counted when the IRS calculates contributiorsctal @curity Snce Pesi
dent Bush tried to dismantle thisty successful antiygaty program, conser
vatives haw been using their &@age and their werful voices to insist that
Social ®curity is going bankpt and thateforms a needed. A smadiform
that should take place immediately is that the émtiome of the richest
Americans should be counted when calculating contributiatsaicgsurity
as is the case with tlestrof our taxpays.
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Another means to ensuhat the walthiest of America contribute their fair

shae is ly yoking the capital gains tax rate with the top income tax niye. O
the wealthiest of Americaresaliz signibcant incomein capital gains, and

these Americans cemtly pay a 15% rate on this income. A police p&oer

the other hand, can end up paying a 35% tax rate on her/his income-"e capi
tal gains tax rate shouéf®ect the pgressig natue of the income tax and rise
for those taking in the highest amount of capital gains.

Afbrmative Action

"ough a$rmativ e action policies habeen successfully attacked anldber

over the last thiy years, America must take action in tleisaaif ve decide to
gether to end the culeupfWhite privilege that has stained this natiooutir

out its histoy. Re-embracing a$rmatvaction policies aimed at disenfranchised
people of color will be a necespat of this action. "roughout the world,

from Rnland to Bazil to hdia to ®uth Africa and in countless other countries,
a$rmative action policies for racial, ethnic, language, economic, gedder
other types of gups haw been e#ectily usedNand arstill usedNto bght
institutional and historic discrimination.

A nationaWhite backlash turned against the gains of the Civil Righgs mo
ments in the last gaof the pevious centyr It became clear that Dajor

ity of Whites vere not willing to authoriza compmhensie racially-oriented
attack upon peetty and disadantag€® Inadequate a$rmatvaction policies
adwanced P Richad Nixon as a consative anser to deglop geater racial
equality in the bited $ates became enshrined in the American mind and
American popular culilas an adequate solution to tbélpm. Mass geern
ment inestment in the poor and disenfranchiseacatisd § the Civil Rights
movement became a reand ma iemote policy alternagiv

When geernment focus shifted awagnifrinvesting in the poor and disenfran
chised, a$rmate action became a policy that would disptionately ben

ebt middle-class racial minorities. "is in turn wouldease class division in
minority communities.

Yet for all its limitations, a$rmatvaction would still pride one of the most
successful and continuousity meases in American historA rededica

tion of the nation to a$rmatesaction, coupled with thesalth building poli

cies w discuss in thispot, will help edirect the Wited $ates onto a path of
greater racial equalityhich in large pahas been abandoned since the assas
sination of D. King.
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Conclusion

Almost 40 gars ago, awemonths beferthe assassination of King, our na

tion was su#ering under civil rights injustices, violations and annihilations that
had emained essentially unagdiedNceainly, unaddessedyany comp

hensie geernmental actionNsince therancipation Pclamation of 1862.

Dr. King and the millions of people he iregbinelped turn the national atten

tion towad this national shameubng this era, civil rights took avfsteps

forwad, at the cost of the blood and tears of mang Biraericans.

But that adencement was not enough.

Over the last sekal decades, conatire economic thepihas gen us a series
of economic policies that Bavorsened economic inequality in the US. "e
growing concentration ofealth among the abidy-rich séngthens the eco
nomic divide beteen disenfranchised people and thagttargelyWhite
high-net-wath class in this nation.illbns of Americans still ivn communri
ties that ar separate and unequal.

"e go vernment of the bited $ates must look back to the dsof Fanklin
Delano Roseglt: ON county, hoveer rich, can a#drthe waste of its human
resouces... Mrally it is the geatest menace to our socidé@We as a society
must addess the economic alienation of speadapgiand members of socgiety
such as African-Americans, indigenous peoples, and Winusst follav

our \enerable shedt cedo that Otited We $andO

"e subprime crisis theatens US society theepening the aldy existing
wealth divide. "e foreclosue of the deam of justice and equal oppoity
for all must be prented. Wited, we can @ate and implement the holistic,
progessig, boad-speatim policies that will ptect our deam.

How can we save the dream together? Sha
with us best practices and sound action steps at
http://www.faireconomy.org/dream
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