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RES. 656:

By Council Members Sanders, Monserrate, Reed, Perkins, Gioia, Davis, Clarke, Comrie, Addabbo, Baez, Barron, Brewer, Fidler, Foster, Gennaro, Gerson, Jackson, Liu, Lopez, McMahon, Nelson, Reyna, Serrano, Vann and Dilan; also Council Members Boyland and Seabrook

TITLE:

A Resolution calling upon the United States Congress to respect the authority of state and local elected officials to protect their constituents from predatory home loans that strip away hard-earned home equity, trap borrowers with excessive interest rates, and frequently cause families to lose their homes.


On Thursday, February 6, 2003, the Consumer Affairs Committee, chaired by Council Member Philip Reed, will hold a hearing on Resolution No. 656, calling upon the United States Congress to respect the authority of state and local elected officials to protect their constituents from predatory home loans that strip away hard-earned home equity, trap borrowers with excessive interest rates, and frequently cause families to lose their homes.

Background


The Problem of Predatory Lending


As this Committee has learned previously, the subprime mortgage industry has grown significantly during the last ten years both nationally and in New York City.  Subprime loans allow borrowers with flawed credit to buy a home or refinance an existing mortgage.  Although subprime loans can be beneficial, it has become apparent that a portion of the subprime lending industry has engaged in conduct that is predatory in nature.  Predatory subprime lenders – often assisted by unscrupulous mortgage brokers and home improvement contractors – engage in high-pressure sales tactics that result in burdensome loan agreement terms without adequate disclosure.  As a result of these loans, homeowners are stripped of their home equity and at increased risk of foreclosure.   Groups most often targeted by predatory lenders are immigrants, seniors and low-income New Yorkers in neighborhoods traditionally under-served by conventional banks.

       Between 1993 and 1999, the subprime market share rose from 1 percent to 6 percent of the national home-purchase mortgage market.
   In the refinance portion of the market, subprime lending rose from 1 percent in 1993 to 19 percent in 1999, with foreclosures rising by an astounding 42 percent.
   In the New York metropolitan area, the subprime lending market grew to 9.8 percent in 1999 from only 0.9 percent in 1993.  From 1993 to 1999, the percent of subprime refinance loans in the New York metropolitan area went from 1 percent to 20.3 percent and the percentage grew from 0.5 percent to 3 percent in the subprime home-purchase market.
   The securitization of subprime mortgages has contributed significantly to the rapid growth of the subprime market.  Securities backed by subprime mortgages increased from $11 billion in 1994 to $83 billion in 1998.

       While subprime lending is not in and of itself problematic, elements of some subprime loans render them predatory.  Burdensome terms and practices that may be predatory include: pre-payment penalties; balloon payments; financing of excessive points and fees; single-premium loan credit insurance; “oppressive” mandatory arbitration of disputes; interest increases on default; negative amortization; loan and property “flipping”; failure to comply with federal requirements with respect to the disclosure of loan terms and loan settlements; requiring advance payments; charging fees to modify a loan or defer payments; permitting acceleration of a loan at the lender’s discretion; repeated refinancing of a loan without any tangible benefit to the borrower, as well as the practice of making loans to individuals who do not have the income or financial resources to maintain scheduled payments.


Local Legislation 


The New York City Council has devoted considerable resources to the problem of predatory lending over the past year.  In March of 2002, the Council’s “doing business” anti-predatory lending bill – then known as Intro. No. 67 – was introduced.  The bill was subsequently amended as Intro. 67-A following public hearings on April 1, 2002, May 6, 2002, and July 9, 2002.  On September 4, 2002, the Committee on Consumer Affairs unanimously approved 67-A, and the full Council passed it on September 25, 2002 with a vote of 44-5.  On October 23, 2002, the Mayor sent a message (M331) to the City Council vetoing Int. 67-A, but the Council overrode the Mayor’s veto on November 20, 2002.   The new law will go into effect this month.


The State has also been responsive in this area, passing its own regulatory law on October 3, 2002, which will take effect April 2003.  The law regulates high-cost loans issued on owner-occupied properties, and is considered one of the strongest anti-predatory lending bills in the country.
     



Federal Activity


A number of Federal bills related to predatory lending will likely be introduced in the coming weeks.  The most notable of these is a measure tentatively titled the “Responsible Lending Act of 2003,” sponsored by Rep. Bob Ney (R-Ohio).  This bill would amend the Home Ownership and Equity Protection Act of 1994 (“HOEPA”), which is considered weaker than many local predatory lending laws.
   Backed by many notable companies in the subprime lending industry, including Household International, Inc., New Century Financial Corp., and Saxon Mortgage, the Ney bill is lauded by members of the banking community for establishing a uniform standard for lenders to follow.  Consumer advocates, however, argue that this bill and others like it will only weaken the meaningful anti-predatory lending measures local legislative bodies have passed around the country.  In particular, advocates have criticized the Ney bill for keeping the same rate threshold and “effectively maintain[ing] the ‘points and fees’ threshold” of HOEPA, for weakening HOEPA’s enforcement provisions, for allowing yield-spread premiums, and for creating “a new industry-dominated board that would needlessly duplicate HUD’s work on its Housing Counseling program.”
 

RESOLUTION No. 656


Resolution No. 656 would urge the United States Congress not to pass preemptive predatory lending legislation.  With this Resolution, the members of the Council are calling upon their federal counterparts “to respect the authority of state and local elected officials to protect their constituents from predatory home loans.”  The Resolution argues that certain legislators are attempting to push through industry-backed legislation “to negate all state and local anti-predatory lending laws without providing any meaningful, new protection for consumers” and urges the members of Congress to stop such bills.  
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� “A Wider Loan Pool Draws More Sharks,” The New York Times, March 24, 2002.
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� HUD: Unequal Burden in New York: Income and Racial Disparities in Subprime Lending, May 2000.


� See Senator Schumer Report: Capital Access: Lending Patterns in Black and White Neighborhoods Tell a Tale of Two Cities, April 9, 2000; HUD: Unequal Burden in New York: Income and Racial Disparities in Subprime Lending, May 2000; “A Wider Loan Pool Draws More Sharks,” The New York Times, March 24, 2002.


� See Mortgage Bankers Association of America, “Pataki Signs Bill to Do Away With ‘Predatory’ Lending,” October 3, 2002.  However, the Federal Office of Thrift Supervision has recently announced that “NY law provisions purporting to regulate the terms of credit, loan-related fees, disclosure and advertising, and mortgage origination, financing, and servicing are preempted by federal law from applying to federal savings associations.”  See Office of Thrift Supervision, P-2003-2, January 30, 2003.  


� See American Banker, “Subprime Preemption Bills Headed for House,” December 31, 2002.


�  Association of Community Organizations for Reform Now (“ACORN”) Press Release, “Congress Considers Preempting All State and Local Laws on Predatory Lending,” Jan. 3, 2003.
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