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To: Mr. Clinton Jones, General Counsel, Federal Housing Finance Agency

The Center for American Progress (“CAP”’) welcomes the opportunity to submit comments in
response to the Federal Housing Finance Agency (FHFA)’s proposed rule on the 2022-2024
Enterprise Housing Goals (RIN-2590-AB12). CAP is an independent, nonpartisan policy
institute dedicated to improving the lives of Americans through bold, progressive ideas and
action. As part of its core mission, CAP conducts research and develops policy ideas that help
enhance the economic security of all Americans, boost their opportunities for advancement, and

promote equality.

CAP commends the FHFA’s proposed expansion of the affordable housing goals for the
government-sponsored enterprises (GSEs) and the new subgoals targeting communities of color.
The proposed rule is consistent with the mission of the GSEs to serve all markets at all times and
to support access to affordable homeownership in underserved low-income communities and
communities of color. The proposed rule increases the benchmark levels for both home purchase
and refinance lending to low-income borrowers.! FHFA’s effort to boost lending in underserved

communities is very critical at a time when homeownership is out of reach for many low-income
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families and families of color due to increasing home prices while incomes have remained
stagnant. Most importantly, the new subgoals targeting communities of color are critical for
addressing the racial wealth gap since they have the potential of increasing the ability of families
of color to build equity and accumulate wealth through homeownership. In this comment letter,
CAP recommends that in the future the FHFA incorporates race and ethnicity as well as
environmental justice and climate-change indicators into the formulation of the affordable

housing goals for the Enterprises.

Single-Family Home Purchase Goals: Background

Fannie Mae and Freddie Mac (the GSESs) are required by Congress to provide stability in the
secondary market for residential mortgages and to promote access to mortgage credit in
underserved markets. In the early 1990s, the Federal Housing Enterprises Financial Safety and
Soundness Act (the GSE Act) of 1992 expanded the housing mission for both Fannie Mae and
Freddie Mac and called for the U.S. Department of Housing and Urban Development (HUD) to
establish annual affordable and geographic goals for the GSEs’ loan purchases.

The affordable housing goals were originally formulated to foster one of the public purposes of
the GSEs: to provide ongoing assistance to the secondary market for conforming home mortgage
loans, in particular those for low- and moderate-income families. The goals, which were
specified in terms of total units financed by GSE purchases, addressed three segments of the
mortgage market: (1) low- and moderate-income families; (2) borrowers in geographically
targeted underserved areas; and (3) very low-income families and low-income families in low-
income areas. The current goals for single-family home purchases, which reflect the definitions
modified by the Housing and Economic Recovery Act (HERA) of 2008, are currently specified

as follows:

(1) The Low-Income Home Purchase Goal: loans to borrowers with incomes no greater than 80
percent of the area median income (AMI).
(2) The Very Low-Income Goal: loans to borrowers with incomes no greater than 50 percent of

AMI.
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(3) Families in Low-Income Areas Goal:

e All families in low-income census tracts (median tract income no greater than 80
percent of AMI);

e Low- to moderate-income families (income no greater than 100 percent of AMI)
in high-minority census tracts (tract minority population of at least 30 percent and
median tract income less than 100 percent of AMI);

e Low- to moderate-income families (income no greater than 100 percent of AMI)

in designated disaster areas.

Defining the goals and establishing numerical targets for each goal involve the complex task of
(1) determining who the target population was, both in terms of income and location; and (2)
setting the targets with reference to the performance and effort of the GSEs toward achieving the

targets in previous years.

The goals have been revised several times since their early inception. During the period from
1993 to 2009, in particular, the numeric targets were periodically increased based on the premise
that if the affordable housing goals were set at less than the primary market, they would not be
very effective in achieving the GSEs’ public purpose of promoting homeownership. To meet
each of the goals and subgoals related to single-family home purchases, the percentage of
mortgage loans purchased by the GSEs must exceed the benchmark established by the FHFA.
Current benchmarks have remained unchanged since 2015. Specifically, since 2015 the
benchmarks for the goals related to single-family home purchases have been:

(1) Low-Income Home Purchase Goal: 24 percent

(2) Very Low-Income Goal: 6 percent

(3) Families in Low-Income Areas Goal: 14 percent.
Proposed Changes to Current Benchmarks

The FHFA is proposing to expand the low-income home purchase goal from 24 percent to 28

percent and the very low-income goal from 6 percent to 7 percent. CAP commends this
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expansion as it will support the GSEs’ mission to provide underserved low-income communities
with access to affordable homeownership, an important housing policy priority at a time
characterized by a severe lack of affordable housing in the nation. The newly proposed
benchmarks have the potential of directing the conventional conforming market towards lending

to underserved communities in a more aggressive way than in the past.

Change to the Structure of the Low-Income Areas Goal
The proposed rule would replace the low-income areas goal with two new area-based subgoals

and corresponding benchmark levels:

e Minority Census Tracts Subgoal: Borrowers with income no greater than 100 percent of
AMI in minority census tracts, that is census tracts that have a minority population of at
least 30 percent and a median income of less than 100 percent of AMI (benchmark: 10
percent)

e Low-Income Census Tracts Subgoal (benchmark: 4 percent):

o Borrowers (regardless of income) in low-income census tracts (with median
income no greater than 80 percent of AMI) that are not minority census tracts;
o Borrowers with incomes greater than 100 percent of AMI in low-income census

tracts that are also minority census tracts

CAP applauds the proposed changes, as they are intended to advance racial equity by
encouraging lending in communities of color which are still far behind non-Hispanic White
communities in terms of access to homeownership and equity building. The changes also address
concerns related to the displacement of low-income residents from low-income areas and high-

minority areas by borrowers with incomes at or above 100 percent of AMI.
The affordable housing goals, however, were never and still are not specified in terms of the race

or ethnicity of the borrower. With the exception of Goal 3, for which a minority presence in

geographically targeted areas is mentioned, the affordable housing goals have continued to be
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based predominantly on economic factors. Where the goals explicitly address minority status,

they do not distinguish among the racial and ethnic groups that make up minority neighborhoods.

In order to further improve access to affordable homeownership in communities of color and
racial justice, CAP provides the following recommendations for future expansions and

modifications of the affordable housing goals:

Recommendations

1) Incorporate race and ethnicity into the formulation of affordable housing goals.

Fine-tuning the designation of underserved markets based on borrowers’ and
neighborhoods’ race and ethnicity is critical in order to advance racial justice and social
equity while closing the homeownership and wealth gaps between non-Hispanic Whites
and specific communities of color. Several studies have shown that the GSEs have often
tended to serve the least underserved of the underserved, especially in communities of
color, and have tended to purchase loans in underserved areas with higher incomes
compared with other geographically targeted areas and census tracts with the highest
minority concentrations.? Even with the newly proposed changes focusing on
communities of color, the GSEs may continue to be held accountable only tangentially on
the basis of their performance in markets defined by their racial and ethnic composition.
Because of the expansion of HMDA data and the disaggregation of borrowers’
ethnicities, it is now possible to examine lending patterns not only to African Americans
but also to other specific ethnic groups, especially among Latinos and Asians, that still
lag behind the mainstream market in their access to mortgage credit and homeownership.
For example, aggregated data have shown that Asian borrowers have mortgage lending
outcomes that are very similar to those of non-Hispanic White borrowers. Yet, there are
important disparities in access to mortgage lending among different groups of Asian
descent because the Asian community at large is characterized by a significantly
heterogeneous population based on national origins, immigration status, and

socioeconomic characteristics. CAP encourages the FHFA to consider a shift of focus on
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race and ethnicity in the future when modifying and expanding the affordable housing

goals and defining underserved markets.

Include climate change and environmental justice considerations when setting affordable

housing goal benchmarks and criteria.

No indicators related to environmental justice and climate change are currently included
in the criteria adopted for the delineation of underserved areas to guide the GSEs in
meeting their location-based affordable housing goals. Including climate change-related
criteria in the formulation of affordable housing goals is critical from an environmental
and racial justice perspective because communities of color — especially African
American communities -- are typically located in neighborhoods suffering from low
homeownership rates and proximity to environmental hazards due to decades of
environmental racism, racially biased housing policies, redlining, and discriminatory
lending practices.’ Promoting mortgage lending in communities of color is important in
order to close the racial homeownership and wealth gap. At the same time, the sole
promotion of homeownership without environmental considerations could perpetuate the
patterns of exposure of these communities to climate-change risks, which are also a
recognized risk for the financial solvency of the GSEs.* The Enterprises hold more than
60 percent of mortgages on homes in areas outside the 100-year floodplain, where fewer
homeowners are purchasing federally-backed flood insurance.® When homes in these
areas are severely damaged, and homeowners are not current on flood insurance, cannot
sustain repair costs, and are forced to abandon them, the Enterprises ultimately remain
responsible for the damaged homes and taxpayers are left on the hook for mortgage
defaults. Natural disasters that damage or destroy homes securing mortgage loans held by
the Enterprises jeopardize the ability of borrowers to make principal and interest
payments on mortgage loans, often leading to an increase in delinquency and default rates
and loan loss severity in the Enterprises’ books of business. The GSEs do not factor
climate-change related risks into their guarantee fees. If the GSEs charged higher fees to
guarantee mortgages on homes located in floodplains, however, they would

disproportionally affect low-income communities and communities of color who are
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particularly vulnerable to the effects of climate change due to decades of systemic
environmental racism.® By charging location-based higher fees, the Enterprises would
raise the cost of borrowing in such underserved communities, and higher borrowing costs
and insurance premiums, in turn, would discourage lending in those communities,

depress home prices, and perpetuate decades-long patterns of disinvestment.

In January 2021, the Federal Housing Finance Agency (FHFA) issued a Request for Input
(RFI) soliciting comments on how FHFA can best identify and address the current and
future risks of climate change and natural disasters to the Government Sponsored
Enterprises (GSEs) and the national housing finance market at large.” As recommended
in CAP’s response to the RFI, the FHFA should collect climate and environmental justice
data to assess the risks climate change and natural disasters pose on the housing finance
market as a whole, but especially in the most vulnerable communities — LMI

communities and communities of color — in order to enhance mitigation activities,

managed retreat, and boost investment and climate resilience where it is needed the most.

Most importantly, one way to do that would be to include climate and environmental

justice-related indicators in the formulation of the affordable housing goals in the future.

Thank you for the opportunity to submit comments in response to the proposed rule on the 2022-
2024 Enterprise Housing Goals. Any questions regarding this comment letter or related issues

should be directed to Michela Zonta at mzonta@americanprogress.org.

Sincerely,

Michela Zonta, Senior Policy Analyst, Housing Policy, Economic Policy, Center for American

Progress
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