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Good morning.  

To State Treasurer Miller, Senator Guthrie, State Representative Westrom, and members of the Commission on Personal Savings and Investment, my name is William D. Wharton and I am the Executive Director of the Lexington-Fayette Urban County Human Rights Commission. On behalf of the Commission, I eagerly welcome your interest in the issue of subprime lending and the abusive practices of predatory lending.

By way of introduction, I want be begin with a description of the agency that I work for.  Our agency is a local agency of the Urban County Government that is charged with investigating complaints of unlawful discrimination in employment, housing and public accommodations within Fayette County based on the various protected classes within the statute.

Our mission is similar to the state human rights commission and we work very closely together to coordinate the delivery of our services in our area.  We have an agreement with the United States Department of Housing and Urban Development to conduct jointly filed housing investigations in Fayette County, which includes home mortgages and related financial transactions.

The agency is governed by a 14 member board appointed by the Mayor and approved by the Urban County Council and, as nearly as possible, makeup the racial, ethnic and social make-up of the county.  Presently our Commission Chair is Samye Miller and our Housing Committee Co-Chairs are Brian Berthiaume and Carolyn Edwards.  Brian is the Office Coordinator for Habitat for Humanity and Carolyn is a local realtor and past president of the local board of realtors. 

As a personal note, our agency was one of the first local civil rights enforcement agencies in the South when it was created in 1963 and we count State Treasurer Miller's father, Robert Miller, as one of our most distinguished former Commissioners.

We are interested in this issue because of the historic disparate affect of our nation's lending policy on African-American minorities and other protected classes that we serve.  By way of background, let me frame the issue as follows:

Historically promoted by government lending policies, banks and financial institutions were encouraged not to lend to areas inside a line arbitrarily drawn on the map, which usually included areas where African Americans and other minorities lived. However, the banks and financial institutions were encouraged to lend to areas outside the line where whites tended to live in the expanding suburban communities. These activities promoted and accelerated segregation and the creation of the American ghetto and the resultant issues.

This lack of access to financial services promoted the growth and development of what I will call the fringe lenders such as check cashing outlets, pay-day lenders, rent-to-own stores, pawn shops and other alternative lenders including these subprime lenders.  Largely unregulated these businesses operate vastly different than the asset building and wealth creation services by mainstream financial institutions.  The most noticeable aspect is that consumers usually do not seek out these lenders, rather unsuspecting consumers, as one writer notes, are "sold" in slick and sometimes deceptive advertising campaigns, including direct mail and telemarketing, usually touting easy terms and quick approval.

Furthermore, the trend of consolidation of mainstream financial institutions has resulted in fewer mainstream financial institutions that are physically located in proximity to these minority markets.  This coupled with the lack of competition and the failure of mainstream financial institutions to produce financial products for this market has further exacerbated this situation.

This past April our Commission held an information-gathering workshop on predatory lending in this community.  What we found was troubling.  Almost all attendees expressed the belief that predatory lending is an issue for our community.  

While almost all attendees had some anecdotal information to support this conclusion, there was still not a lot of information or investigation as to the extent of the problem.  

Since the workshop our staff has been reviewing available information to seek the extent of the issue in this community.  For example, we have 

Home Mortgage Disclosure Act data to look at lending trends by our local banks.  For 2000, the last complete year available, we have this national and state snapshot: 

· Nationally, African-Americans were over twice as likely to be turned down for a conventional mortgage as white applicants, and Hispanics are rejected almost one and a half times more than white applicants for a conventional loan.

· In Fayette County, African-American applicants were similar in that African-Americans locally were rejected at slightly higher than twice the rate of white applicants.   [The number of Hispanic applicants during the period was not large enough to make a value statistical comparison, but we project that this will change in the near future.]

· Both trends seem to hold true as the income of the applicant rises.

Please compare this experience with the experience in the subprime market:

· Nationally 49% of African-Americans received subprime loans, 30% Hispanic and only 17% of whites received subprime loans.

· 43% of loans to African-Americans in Lexington were subprime, as compared to 13% for both whites and Hispanics.  

· For other Kentucky cities, the comparable numbers are Louisville where 38% of loans to African-Americans were subprime, 15% to Hispanics and 14% to whites; and Owensboro where 58% of loans to African-Americans were subprime as compared to 12% of loans to whites.  Numbers for Hispanics are not available.

· For the same period, nearly 50% of loans in black neighborhoods in Lexington were subprime as compared to 17% of white neighborhoods.

What this national study shows is that African-Americans and Hispanics are disproportionally represented in the subprime mortgage market. The disparity grows at upper income levels and is greater for African-American homeowners than for lower-income whites.

This pattern seems to hold true and exist in all regions of the country regardless of the size of the community, such that it raises the question of the extent to which risk alone could account for this pattern.  As noted earlier, historic discrimination in the field of mortgage lending discrimination adds weight to the need to explore fully the role that discrimination plays in the subprime market through differential treatment of individual minority borrowers and through industry practices.  

This issue can be summarized in other ways 1) the extent to which disparities in subprime lending are related to race discrimination, and 2) the extent to which these disparities can be fully explained by legitimate risk factors.

The most troubling aspect of this finding is that studies by Fannie Mae and Freddie Mac conclude that anywhere from 30% to as high as 50% of these borrowers should qualify for a conventional loan.

I would like to state in conclusion that subprime lending does provide some borrowers with access to credit that they could not otherwise obtain, but subprime lending to African-Americans and to minority concentrated areas suggest that factors other than risk may be at work.

I further would like to state that the draft working paper is on point in approach to addressing predatory lending in the Commonwealth.  I would very strongly suggest that you consider the issue of financial literacy and how it is taught to our citizens and champion its inclusion into the public school curriculum.  Second, I strongly recommend that you continue to support financial literacy programs for adults, particularly through the Kentucky Housing Corporation and the other similar programs.

While I agree that legislation is needed, excuse me if I am not optimistic that will happen.  There has been a consensus of all general federal regulatory agencies that legislation is needed at the federal level since about 1999. There seems to be little political action in that regard.  Luckily activity has been occurring at the state level, where I believe there is the best opportunity for positive action. 

That being said, please do not overlook the current enforcement efforts by our enforcement agencies, by the Attorney General, the Department for Financial Institution, the state human rights commission and others, and the support that we need for the present fight to protect some of our most vulnerable citizens.

Thank you for your invitation to speak. I would include in the record of my testimony a summary of the Lexington-Fayette Urban County Human Rights Commission's April 9, 2002 workshop. I invite this Commission and staff to visit our web site (www.lfuchrc.org) for information about our Commission and this issue.
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