Nuestro Hogar:
Addressing the Foreclosure Crisis in the Latino Community
By Rubén D. Feliciano and Reyna P. Hernandez

The foreclosure crisis has made, and will continue to make, a tremendous impact
on the Latino community. Differences in the way that Latinos purchase homes, save
money, and make financial investments will deepen the wounds inflicted by the wave of
foreclosures. For many Latinos, a foreclosure has meant more than simply the loss of a
home. A foreclosure also causes the loss of a major part of the average Latino financial
portfolio. In order to respond to the crisis with appropriate policies, it is essential that
policy-makers and community leaders fully explore the intricate and specific conditions
which contributed to the crisis. Understanding the distinctive characteristics of the
Latino community is an indispensible part of designing any remedial measure. This
paper provides a brief overview of subprime lending and foreclosures. It then
summarizes foreclosure trends in predominantly minority communities. It also explores
some of the financial patterns which highlight the severity of the foreclosure crisis on the
Latino community. Finally, it discusses some of the governmental and communitybased responses to the crisis and suggests that further research, specifically exploring the
crisis with the respect to the Latino community, is necessary to shape appropriate
policies.

__________________________________________________________________
The mission of Latino Policy Forum is to build the power, influence, and
leadership of the Latino community through collective action to transform public
policies that ensure the well-being of our community and society as a whole.
__________________________________________________________________

Nuestro Hogar: Addressing the Foreclosure Crisis in the Latino Community

AN OVERVIEW OF THE FORECLOSURE CRISIS
In June 2007, more than one million mortgages nationwide were in default, a 50%
increase from two years prior.1 According to the Center for Responsible Lending (“CRL”),
approximately 2.2 million subprime foreclosures will take place in 2008 and 2009, resulting in
an aggregate $352 billion loss in property values. CRL projects that Illinois will be number 6 in
terms of the most foreclosures in the country, with a total decrease in home value of nearly $27
billion.2 Despite the present reluctance of lenders to issue new high-risk, high-cost loans,
already issued adjustable rate mortgages (“ARMs”) will be resetting to higher interest rates over
the coming years, exacerbating current foreclosure conditions. The Association of Community
Organizations for Reform Now (“ACORN”) estimates that $1 trillion in ARMs will shift to a
higher interest rate within the next few years.3
Subprime Lending
Increasing “predatory” lending practices in recent years have lead to the abnormal
increase of foreclosures. Not surprisingly, subprime loans have higher rates of foreclosures than
prime loans or government-insured loans.
Figure 1: Foreclosure Start Rate, by Prime, Subprime, or Government Insured Loan4

Predatory Practices
Various loan features and lender practices have increased the number of high cost loans
issued in recent years. These predatory practices created terms and conditions with which many
borrowers could not comply. The following are some of the most common features of predatory
loans:
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Adjustable Rate Mortgages (ARMs), also called
balloon or exploding payment loans, have low, “teaser”
interest rates for the first two or three years, after which
the interest rate increases, often by one third or more.
ARMs are contrasted with fixed-rate mortgages
(FRMs), which offer the same rate throughout the life
of the loan. Many people were told that they could
refinance out of the ARM before the interest rate
ballooned. The CRL estimates that ARMs comprised
81% of subprime loans in 2006. In a study of loans
issued by 15 loan servicers, CRL found that 46.7% of
the loans were ARM’s 5 ACORN estimates that $1
trillion in ARMs will shift to a higher interest rate
within the next few years.6

Pre-payment Penalties require borrowers to pay a
penalty when they attempt to leave the loan early, by
paying the loan off in advance of their payment
schedule, refinancing, or even moving. Pre-payment
penalties create a disincentive for borrowers to leave
their subprime loans. United for a Fair Economy
estimates approximately 70% of subprime loans have
pre-payment penalties. The CRL study found that
9.2% of the loans reviewed had prepayment penalties.

Interest-Only Loans have two payment phases. In the
first phase, borrowers pay only interest on the loan. In
the second, the principal is added to the payment.
While originally intended for temporary, short-term
buyers, interest-only loans were marketed to low and
middle income permanent home buyers. The CRL
study found 18.2% of loans made by 15 servicers were
interest only loans.
Low Doc/No Doc Loans, or Lack of Stated Income
Loans, are loans of any type, for which lenders did not
properly document the borrower’s income and, thus,
did not properly assess the borrower’s ability to pay.
Because it was used as a method to qualify otherwise ineligible borrowers, low or no
documentation loan borrowers tend to be more likely to default on their mortgage due to inability
to pay. The CRL study found 33.7% of loans studied were low/no documentation loans.
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Negative Amortization Loans, Option ARMs, or deferred interest loans allow borrowers to
defer interest payments, which are then added to the loan balance. The accrued interest is then
capitalized into the principal’s balance. The CRL study found that 30.3% of all loans provided
by 15 lenders had negative amortization options.
High debt service-to-income ratio loans are loans
with a high ratio of payment amount to borrower
income. These loans are often the result of low or no
income documentation practices.
Piggyback Mortgages are second mortgages made
simultaneously with primary purchase mortgages to
cover all or most of the downpayment.
Jumbo Mortgage exceeds the Fannie Mae/Freddie
Mac maximum eligible purchase amount of
$417,000.7 According to CRL, 19.7% of loans
issued by 15 servicers were Jumbo loans.
Broker Steering occurs when a broker directs a
borrower towards higher cost loans, despite the
availability of better loan options.
Incentive
structures which award loan volume over loan
quality and high interest over low interest loans have
made “steering” prevalent. While exact numbers are
difficult to calculate, a CRL study shows that loans
initiated by brokers often had a higher prevalence of
predatory features than retail loans.8 ACORN
reports that between one-third and one-half of
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subprime borrowers could have qualified for lower-cost mortgages.9
Increase in Subprime and Decrease in Prime Loans
While predatory lending is not a new
practice, it is the increase in the use of
predatory practices which has made a
tremendous impact on the housing market
and the economy. The CRL reports that
between 1996 and 2006, the subprime
mortgage market grew from $97 billion to
$640 billion. In terms of their share of total
mortgage originations, subprime mortgages
increased from 12% to 21% over those ten
years.10
The Government Accountability Office estimates that subprime lending increased from 9% to
24% of mortgage originations from 2003 to 2006. As the subprime market’s share of mortgages
increased, it grew the fastest in minority neighborhoods. Conversely, FHA loans, loans insured
by the Federal Housing Administration, dropped most sharply in minority neighborhoods.11
National Default and Foreclosure Rates

LATINOS IN THE CRISIS
The Latino community has suffered great financial losses as subprime lending has
increasingly invaded Latino neighborhoods, followed shortly thereafter by a wave of
foreclosures.
The deliberate targeting of minorities by predatory lenders led to a
disproportionate impact on the Latino community. In addition to their common predatory
practices, lenders reshaped their strategies and directed resources specifically towards the Latino
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community. As a result, Latinos will bear a disproportionately heavy share of the consequences
of this crisis.
Heavier Concentration of Predatory Lenders in Communities of Color
Predatory lenders held a larger share of the mortgage market in predominantly African
American and Latino neighborhoods than in non-minority neighborhoods. A collaborative study
released by the Woodstock Institute showed that high-risk lenders held 18.8% of the market
share in neighborhoods that were comprised of over 80% minority population and only 5.3% in
neighborhoods where minorities were less than 10% of the population.12 The study found that
in Chicago, high-risk loans comprised 20.5% in neighborhoods that were at least 80% minority
and 5.6% in neighborhoods that were less than 10% minority. Overall, the study indicates a
high-low disparity of 3.7, the fourth largest of the seven metropolitan areas studied.

Source: The Woodstock Institute
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In Chicago, individuals living in predominantly minority neighborhoods were consistently given
high-risk loans in larger percentages than others in their same income level living in nonminority neighborhoods. While increasing income typically reduced the percentage of high-risk
loans given, significant disparities between minority and non-minority neighborhoods within
income levels still existed.

Source: The Woodstock Institute

In Chicago, the highest concentrations of high-risk loans in 2006 overlap with the areas with
over 50% African American or Hispanic populations.13 The market share of high risk lenders in
minority neighborhoods was 3.7 times that of the market share in predominantly white
neighborhoods. In the seven metropolitan areas examined by the Woodstock Institute,
neighborhoods that were over 80% minority received 40% of the high-risk loans made by highrisk lenders.
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Latinos and Predatory Lending
According to the Center for Responsible Lending, in 2004 Latinos were between 29% and 142%
more likely than Whites to receive a higher-rate loan.14 According to the National Community
and Reinvestment Coalition, low middle income Latinos were 1.9 times more likely than Whites
in the same income bracket to receive subprime loans. Middle upper income Latinos were 2.6
times more likely to receive subprime loans than their White counterparts.15
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In the Chicago region, Latinos were 1.5 times more likely to receive high cost loans than Whites.
While comprising 17.1% of the population, Latinos received 24.4% of high-cost home purchase
loans, and only 12.3% of prime loans. This means that Latinos received approximately 1 of
every 4 high cost home purchase loans and only 1 of every 8 prime loans.16 They also received
18.3% of all high-cost refinance loans given, and only 13.8% of prime refinance loans. While
refinancing was the most typical means of resolving delinquent home loans, lenders’
unwillingness to offer refinancing has narrowed that option. Even when Latinos have been able
to refinance, they have done so at a higher cost than their White counterparts. Furthermore,
unlike Whites and African Americans, instead of becoming less likely to receive high cost loans
as they move into upper income brackets, Latinos become more likely to receive high cost loans.
This trend is true for home purchase loans and for refinance loans in the Chicago region, as well
as for the average home purchase loans across 172 cities.17
Spanish-language Usage in Predatory Lending Practices
United for a Fair Economy reported that lenders in Chicago have invested heavily in Spanishlanguage advertising of non-traditional loans. In addition to advertising, brokers have utilized
their relationship with their clients to further their own interests. During the complex negotiation
process, language barriers compound the already complicated financial transactions. Because of
the seemingly confidential position of the broker, many Latinos entrust the terms of the
negotiation to their brokers. Latino borrowers in Chicago were twice as likely as white
borrowers to be given an Option ARM, which was described by a Business Week cover story as,
“the riskiest and most complicated home loan product ever invented.”18
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ITIN and No/Low Document Verification Loans Targeted Latinos
Lenders developed lending procedures which accommodated the needs of the immigrant
community, particularly those without immigration status. In response to the unavailability of
traditional documentation required for mortgage applications, lenders began to accept alternative
documentation, including Individual Tax Identification Numbers (ITIN) and the Matrícula
Consular. The ITIN is a tax ID number issued by the IRS to individuals who are ineligible for a
Social Security number.19 The matrícula consular is an identification card issued by the
Mexican consulate to foreign nationals living abroad. While these low/no document loans
provided families with the opportunity to acquire a home, high interest rates and inadequate
ability to pay off the debt threaten immigrants with the risk of defaulting on these loans.
Narrowing Opportunities for Refinancing
Once Latinos have fallen victims to subprime loans, refinancing those loans has become
increasingly less feasible. A report by the State Foreclosure Prevention Working Group
describes the refinancing option as having “nearly evaporated.”20 Refinancing was historically
the most typical method of managing delinquent subprime loans. The breadth of the current
crisis has limited the ability of lenders to offer refinancing as an option for struggling borrowers.
The Working Group reported that of the 260,899 loans in loss mitigation, only 2.02% were
refinanced or paid-in-full.

Source: State Foreclosure Prevention Working Group, Data Report No.1, February 2008.

Latino Foreclosure Filings
As a consequence of the disproportionately high number of high-risk, subprime loans made in
predominantly minority neighborhoods, these same neighborhoods have experienced a
disproportionately high incidence of foreclosure filings as well. In Chicago, neighborhoods that
were over 80% minority contained 14% of the mortgageable properties of the region, but
accounted for 34.5% of the total foreclosure filings in 2007. Neighborhoods that were less than
10% minority accounted for 23% of the mortgageable properties, but only 11% of the total
foreclosure filings.21
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In the eleven Chicago wards
with the highest Latino populations,
the number of foreclosures is very
high.
Every ward has seen an
increase in foreclosures in the first
half of 2008, compared to the first
half of 2007. In six of the eleven
wards, the number of filings more
than doubled. In 2008, the 31st Ward
had the highest total filings, and the
14th Ward saw the largest change
from the prior year.
The number of foreclosure auctions
for the same eleven wards shows that
in the first half of 2008, the number
of foreclosure auctions was nearly the
same, and in some instances higher,
than for all of 2007 combined.
Similarly, the aggregate value lost by
those communities in the first half of
2008 was also nearly the same as it
was for all of 2007. In dollar terms,
the aggregate auction value represents
enormous financial losses to the
Latino communities in those wards
and throughout Chicago.
Latino Foreclosure Filings in the 11 Wards with Highest Latino Population
In the City of Chicago

Ward
1
10
12
14
22
25
26
30
31
33
35

Alderman
Manuel Flores
John Pope
George A. Cardenas
Ed Burke
Ricardo Munoz
Daniel Solis
Billy Ocasio
Ariel E. Reboyras
Ray Suarez
Richard Mell
Rey Colon

2008
1H 08 YTD
#
#
106
106
145
145
95
95
150
150
95
95
71
71
156
156
174
174
177
177
107
107
107
107

2007
1H 07
Total
#
#
57
144
110
253
53
134
64
175
68
151
31
81
67
183
79
199
77
203
59
136
49
111

% Increase
1H07 to
1H08
86.0%
31.8%
79.2%
134.4%
39.7%
129.0%
132.8%
120.3%
129.9%
81.4%
118.4%

Data Source: The Woodstock Institute, Chicago City and Regional Foreclosure Activity
1H2008 Foreclosure Figures, September 2008.
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Foreclosure Auction Values for the 11 Wards with Highest Latino Population
In the City of Chicago
2007

Ward

1
10
12
14
22
25
26
30
31
35

Alderman

Manuel Flores
John Pope
George
A.
Cardenas
Ed Burke
Ricardo
Munoz
Daniel Solis
Billy Ocasio
Ariel
E.
Reboyras
Ray Suarez
Rey Colon

Foreclosure
Auctions

2008-1H
Aggregate
Auction
Value

REO’s*

Foreclosure
Auctions

Aggregate
Auction
Value

REO’s

52
102

48
98

$19,973,764
$13,651,016

59
77

56
77

$19,339,182
$9,720,207

36
56

35
55

$7,726,649
$11,963,017

37
56

37
54

$7,402,752
$10,781,396

41
21
70

40
18
66

$8,345,882
$5,304,634
$18,418,394

52
18
68

52
18
67

$9,984,647
$5,176,859
$20,085,586

62
47
37

60
45
36

$17,252,632
$13,156,192
$11,816,211

75
80
46

72
79
45

$19,019,401
$20,404,090
$12,086,054

Data Source: The Woodstock Institute

In the five cities with the
highest Latino populations in
Illinois, excluding Chicago, every
city showed an increase in the
number of foreclosure filings
between the first half of 2007 and
2008. The aggregate foreclosure
auction values in those cities for the
first half of 2008 far surpass half of
the previous year’s values, in every
city for which data was reported.

Foreclosure Filings for Five IL Cities with the Highest
Latino populations (Excluding Chicago)
2008

Place
Aurora
Berwyn
Cicero
Elgin
Waukegan

1H 08
#
805
258
271
471
370

2007
1H 07
#
478
119
178
290
239

Total
#
1031
218
415
624
478

%
Increase
1H07 to
1H08
68.4%
116.8%
52.2%
62.4%
54.8%

Data Source: The Woodstock Institute

Foreclosure Auction Values for Five IL Cities with the Highest Latino Populations
(Excluding Chicago)
2007

2008-1H

Place

Foreclosure
Auctions

REO’s
2007

REO
Auction
Value
Aggregate

Aurora
Berwyn
Cicero
Elgin
Waukegan

405
119
159
228
NA

354
115
152
219
NA

$65,435,689.00
$27,885,392.00
$30,917,490.00
$40,652,290.00
NA

Foreclosure
Auctions

REO's

REO
Auction
Value
Aggregate

268
103
163
180
123

247
103
162
171
123

$44,157,655.00
$21,047,568.00
$30,072,640.00
$31,508,576.00
$17,432,504.00

Data Source: The Woodstock Institute
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IMPACT ON THE LATINO COMMUNITY
Latinos Before the Foreclosure Crisis
Home ownership has been one of the dominant vehicles of wealth accumulation for the
Latino community. Latino expenditures on mortgage interest and charges increased between
1996 and 2006 by 216%, bringing Hispanics and Non-Hispanics close to financial parity.
Mortgage Interest and Charges
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Source: Board of Labor Statistics, Consumer Expenditure Survey
Series Id: CXUSHO11002, CXUSHO11003

In addition, based on data from the Federal Reserve Board’s Survey of Consumer Finances for
2004, Hispanics were 2.5 times more likely than Non-Hispanics to save money for a house.
Saving for a house was the fourth most common reason why Hispanics saved.22

Reason for Saving
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Source: Federal Reserve Board, Survey of Consumer Finances, 2004

According to an analysis of the same Survey of Consumer Finances, financial assets comprised
only one fifth of Latinos’ total assets, as compared with one third for non-Latinos. Latinos were
also 2.17 times more likely to own a house than to own stock assets. More than half of the
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Latinos surveyed owned a house, but less than a quarter owned stocks. Amongst non-Hispanics,
the prevalence of owning a house was only 1.16 times more than that of owning stocks.

Types of Assets Held by Latinos
Avg. Ratio
Non-Financial
Assets/Assets
(for those with
Assets)*
80%
67.1%

Avg. Ratio
Financial
Assets/Assets
(for those with
Assets)
21%
32.4%

Avg. Ratio
House
Value/Assets
(for those with
Assets)
35.9%
32.5%

Hispanic
NonHispanic
Source: Federal Reserve Board, Survey of Consumer Finances, 2004

Avg. Ratio
Stock
Equity/Assets
(for those with
Assets)
3.2%
12.7%

% with
Stock
Equity

23.5%
64.2%

% with a
House

51%
74.4%

This data suggests that the value of their home is a major portion of Latinos’ asset portfolio.
Whether through foreclosure, depreciating property values, or increases in rental prices, the
foreclosure crisis has had severely impacted the financial well-being of the Latino community.
Loss of Wealth
United for a Fair Economy estimates that Latino borrowers will lose between $76 billion and $98
billion on mortgages made between 2000 and 2008.23 Considering the role that home ownership
plays in the Latino financial portfolio, this loss threatens the financial future and security of
Latino families. The loss of a home through foreclosures is only the most drastic, but is not the
only loss that Latino families face. Property values have decreased throughout the country.
ACORN estimates that in addition to the $71 billion lost directly from foreclosures, an additional
$32 billion will be lost as a result of lower property values.
The Rental Market and Affordable Housing
Foreclosures have created a volatile rental market. Not only do foreclosures affect homeowners,
but they also greatly impact renters. Families that rent run the risk of being evicted if their rental
unit is foreclosed. Over 35% of Chicago foreclosures in 2007 were in small multi-family
dwellings, affecting somewhere between 9,644 and 28,923 housing units. 24 Many tenants have
no knowledge that their landlord is undergoing foreclosure proceedings. For many tenants, it is a
sudden shock to receive an eviction notice from the sheriff’s office to vacate their dwelling as a
result of the foreclosure action filed against the homeowner. This is particularly true when the
tenant had been paying the rent and complying with the terms of the lease. According to The
Chicago Reporter, in the city of Chicago, as many as 18,300 rental households could have been
affected by the foreclosure crisis in 2007.25 This is an alarming rate of renters impacted by
foreclosures. The true effect of foreclosure-related evictions must also be seen in light of the
increasing rental rates and scarce affordable housing in and around Chicago.
Overcrowding
There are many factors that contributed to the foreclosure crisis that we are witnessing today. As
we examine the impact of foreclosures in the Latino community, one of the issues that arises is
- 14 -
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the overcrowded condition of Latino families. In 2008, the Latino Policy Forum conducted a
comprehensive study that focused on the overcrowded conditions of Latinos living in suburban
Chicago and gave some recommendations for alleviating those conditions. The study found that
Latinos are disproportionately in overcrowded conditions as a result of low-wage service sector
jobs and the lack of affordability in the housing stock.26 From 1985 to 2005, the number of
Latino households living in overcrowded conditions doubled, while overcrowded living
decreased amongst non-Latinos. When scrutinizing the impact that foreclosures will have vis-àvis overcrowding, one can infer that the foreclosure crisis will have a direct impact on the
increasing rates of Latinos living in overcrowded conditions. In addition, the crisis will affect
the many secondary symptoms of overcrowding, such as homelessness, public services, and
neighborhood conflict.

RESPONSES TO THE CRISIS
The foreclosure crisis has created momentum in advocating for public policy changes and
government intervention at the federal, state, and local levels.
At the federal level, President Bush signed the Housing and Economic Recovery Act of 2008,
which addressed the issue of affordable housing, foreclosures, and the bailout for Fannie Mae
and Freddie Mac. A key provision of the law provides $3.9 billion dollars in Community
Development Block Grant funds to states, so that they can purchase and rehabilitate already
foreclosed homes. It also provides FHA insurance for refinances of loan debts that banks
voluntarily agree to reduce. The drawback of this policy is that lenders are not required to
participate in this program and that most vulnerable people, those already behind and ready to
lose their homes, will not benefit from this policy.
In Illinois, there have been several bills that were introduced to address the growing problems in
Chicago and throughout the state. Illinois Senate Bill (SB) 1998 is currently pending and has
gone through various readings and committees in both the House and Senate. It creates an
amended version of the Homeowner Protection Act which grants a grace period of up to 60 days
for homeowners that are facing foreclosure. It requires lenders and loan providers to notify
homeowners when they are 30 days delinquent on their mortgage and gives the home owner an
additional 30 days to look for mortgage
counseling assistance.
Foreclosure Counseling
at the Spanish Coalition for Housing
At the local level, many Latino housing
organizations have had to redirect their
focus from homeownership and address the
issue
of
foreclosures.
Foreclosure
prevention and mortgage mitigation are
time consuming endeavors that require
detailed attention and consideration. For
instance, the Spanish Coalition for Housing,
a Latino housing organization in Chicago
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has worked with 997 clients so far this year on foreclosures. As the crisis worsens, the concern
becomes identifying additional resources for housing organizations that address the foreclosure
crisis in the Latino community.
RECOMMENDATIONS
Helping those harmed by this crisis, whether by foreclosure, eviction, or depreciation in
property value, requires a comprehensive understanding of the roots of this crisis. For the
prosperity and security of the Latino community, it is imperative that Latinos overcome the setbacks brought on by predatory lending and foreclosures. Policy-makers should look at the
causes of the crisis, particularly with respect to Latinos, in order to ensure that short-term
remedial measures and long-term legislative policies provide adequate protection for those
already affected and provide targeted legislation to prevent the recurrence of the same conditions
and practices.
Policies and community initiatives should address the potential increases in overcrowding and
homelessness amongst Latinos. Mitigation programs should require that lenders provide genuine
alternatives to foreclosure. Legislation may also need to address the long-term economic losses
incurred by families. Considering the significant portion that home-ownership plays in the
Latino investment portfolio, a safety-net helping off-set the depreciation in property value or loss
of a home may be necessary. With increasing foreclosures and foreclosure-related evictions,
policies need to address affordable housing. A long-term, comprehensive affordable housing
plan is necessary to provide families with assistance in recovering from their loss of shelter.
Such a plan would also address one of the main reasons why many families turned to predatory
mortgages initially, their lack of affordable housing options.
Additional research is needed to provide accurate and comprehensive insight into the causes and
long-term effects of this crisis on the Latino community. The actual number of Latino
foreclosure filings and auctions, additional data tracking the interest rates and features of ITIN
loans, and further research explaining why high-income Latinos are more likely than low-income
Latinos to receive high-cost loans are just a few of the areas requiring further examination.
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