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Overview
Homeownership remains the primary means by which most households in this country can attain wealth.
Yet many families—especially those of color—are locked out of the opportunity to buy homes of their
own. Homeownership rates in low- and moderate-income (LMI) communities and for people of color
have historically been considerably lower than other groups, making it one of the largest drivers of the
racial wealth divide. Barriers to accessing mortgage finance are a major explanation of this.
Financing of homeownership is also uneven. In 2017, 19.3% of Black borrowers and 13.5% of Hispanic
borrowers were turned down for a conventional loan. At the same time, just 7.9% of White and 10.1% of
Asian applicants were denied a conventional loan. The refinancing market saw similar differentials, with
Blacks rejected on 39% of their applications and Whites on 22.9%. Further, 60% of CRA-qualifying loans
in LMI census tracts are made to middle- and upper-income borrowers, including 29% to higher-income
borrowers. Community Development Financial Institutions (CDFIs) are well-positioned in many
communities to help address these gaps.
In this paper, we will examine the portfolios, products and outreach of nonprofit and traditional lenders
to gain an understanding of best practices in the CDFI space, specifically those that effectively reach
communities of color and LMI families.
As we move toward a post COVID-19 world, we know that now more than ever, we need proactive
measures from lenders and servicers to protect all vulnerable households. What we have learned from
the last decade is that recoveries from natural disasters and economic downturns are not equal. There
has not been an equitable recovery for people of color – who store more of their wealth in home equity
than other groups – from the housing crash of the 2000s, nor housing stability for LMI households postnatural disasters such as Hurricanes Katrina and Sandy.

The Role of CDFIs in Low- and ModerateIncome Communities
Community development financial institutions, commonly abbreviated as CDFIs, are community-based
banks, loan funds or depository institutions, that provide credit and financial services to populations
underserved by mainstream markets. CDFIs can be either nonprofit or for-profit entities, such as
community development banks, community development credit unions (CDCUs), community
development loan funds (CDLFs), community development venture capital funds (CDVCs) and
4
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microenterprise loan funds. The main role of CDFIs is providing access to capital and investing in lowincome communities not typically served by traditional financial institutions.
Since the late 1980s, CDFIs have played an innovative role in low-income communities. Through CDFI
loans, more community members can purchase their first home or start a local business. Additionally,
many assist nonprofit organizations in developing affordable housing and building community facilities.
CDFIs also support community programs, such as the Healthy Food Financing Initiative created by The
Reinvestment Fund, which became a major part of then-First Lady Michelle Obama’s “Let’s Move!”
campaign. Moreover, CDFIs are designed to give financial power to residents. For example, the New
Hampshire Community Loan Fund helps create manufactured housing cooperatives by funding resident
ownership of their communities. Through the support of Prosperity Now (formerly CFED), the Ford
Foundation and others, this program has expanded nationally.
In the late 1960s, President Lyndon B. Johnson’s War on Poverty campaign and the Office of Economic
Opportunity created community development corporations that are, in many ways, the predecessors of
today’s CDFIs. Since the 1977 Community Reinvestment Act, which encouraged financial institutions to
creatively meet the credit needs of their communities, CDFIs have used CRA-covered bank investments
to invest in low- and moderate-income neighborhoods. To date, CDFIs have invested more than $2
billion in low-to-moderate income and minority communities, creating more than 27,000 affordable
housing units. In fact, these methods were deemed so successful that in 1994, President Bill Clinton
signed the Riegle Community Development and Regulatory Improvement Act, which authorized direct
funding to CDFIs for economic revitalization and community development.
Why are CDFIs important? As high-income and wealthy communities accessed traditional lending and
depository products, historically low-income and minority borrowers were excluded from these
opportunities, through active policy decisions, as well as the legacy of discriminatory practices. Starting
in the 1930s, the federal government developed “redlining,” wherein it labeled neighborhoods as
unfavorable and risky based on their racial and immigrant composition.
Most redlined neighborhoods were Black communities segregated from economic opportunities in their
cities. For decades, the marketplace considered minority borrowers, especially those of Black and
Hispanic descent, as risky. This narrative helped facilitate the aggressive marketing of subprime
mortgages, contracts for deeds, rent-to-own schemes, and other predatory financial arrangements. The
customers of these practices often had or have access only to products with higher interest rates and
fees and excessive penalties. Too often, traditional lenders steered borrowers with good incomes and
reasonable risk profiles away from safe and affordable products. This led to widespread discrimination
against minority populations by traditional banks and a lost opportunity for families to build
intergenerational wealth.
Even in the mainstream markets, African American borrowers face higher costs in homeownership,
leading to lower wealth accumulation. Recent research from the MIT Golub Center for Finance and
Policy has found that “Black homeowners on average will pay $67,320 more for their houses because
each month Black homeowners pay slightly higher mortgage rates, mortgage insurance premiums and
property taxes.” Eliminating this difference would improve the liquidity of Black homeowners and better
position them for retirement. The expansion of CDFI mortgage products would help address this
challenge.
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The National Diversity Coalition (NDC) and the National Asian American Coalition (NAAC) reported in
2017 that those who are unbanked or otherwise outside the mainstream financial system may account
for $100 billion in untapped mortgage lending opportunities. (A discussion of the unbanked and
underbanked and their options in credit access follows in this paper.) It is likely, though research after
the pandemic will need to confirm it, that this segment of the market has been significantly impacted by
COVID-19, as more households face job and income losses, medical emergencies and new debt. CDFIs
helped vulnerable families weather the last financial crisis and will have an important role in meeting
the post-pandemic credit needs of those most impacted by COVID-19.
Research released in 2008, before the weight of the Great Recession was fully realized, but after
communities of color made significant strides in securing homeownership, documents the value that
CDFIs bring. In an analysis of seven CDFIs in six cities, researchers found these CDFIs lent, as a share
of their originations, 3.3 times more to low-income borrowers and 2.7 times more to minority households
than traditional lenders in their markets.
In the vacuum of limited traditional financial services and higher costs, CDFIs have emerged as key
market actors. Indeed, CDFIs effectively compete with mainstream banks as alternatives. Moreover,
CDFIs are innovators in the field, creating products and services uniquely designed to meet their
communities’ needs, some of which are detailed in this paper.

Role of CDFIs in the Marketplace
The lending marketplace is roughly categorized as the first and secondary markets. The primary
mortgage market is where a borrower obtains a mortgage loan from a retail lender. Banks, mortgage
brokers, mortgage bankers and credit unions are all retail lenders and are part of the primary mortgage
market. The secondary mortgage market is a marketplace where home loans and servicing rights are
bought and sold between lenders and investors. A large percentage of newly originated mortgages are
sold by the lenders who issue them into this secondary market, where they are packaged into
mortgage-backed securities and sold to investors, such as pension funds, insurance companies and
hedge funds. The secondary mortgage market is extremely large and liquid and helps to make credit
equally available to all borrowers across geographical locations.
In housing finance, CDFIs are typically primary market lenders that provide mortgage funds directly to
homeowners, individuals and communities. To expand lending, CDFIs must access secondary market
channels to sell mortgages and free up capital for additional local lending. Some CDFIs also retain loans
in their portfolios to complement this capital market lending. Portfolio lending products often serve
market niches or borrowers that may not be eligible to access government loan programs. Through
portfolio and capital market lending programs, mature CDFIs position themselves to fund non-predatory
home mortgage loans that are much needed in local markets.

6

Expanding Homeownership in Low- to Moderate-Income Communities

Before the Great Recession, larger traditional brick-and-mortar banks dominated the primary mortgage
market, in part because they held enough capital against their portfolio loans, but also because banks
were well-positioned to comply with the requirements of the secondary market. Nonbank lenders
aggressively sought market share in the 2000s, in part because of investor demand for mortgagebacked securities. (This trend has reemerged after the crisis: Nonbanks accounted for 20% of
mortgages in 2006; this ratio grew to about half in 2016, despite the loss of nearly 1,000 housing finance
firms between 2006 and 2012. ) This demand resulted in lower quality mortgage underwriting and led
in part to the financial crisis. Some homebuyers, particularly low-income homebuyers, accessed riskier
loan products as they often had few alternatives, because of lender discrimination, loan steering and
borrower profiles. LMI borrowers and households of color disproportionately faced foreclosure in the
wake of the recession
The loss of homes in the crisis was one expression of LMI households operating further outside of
mainstream finance. Many of these LMI homebuyers also were not using larger banks for their daily
banking needs and were increasingly relying on alternative financial services and products. These
households are classified as unbanked and underbanked. Unbanked households are those who do
not make use of any traditional banking services, like a savings or checking accounts. Underbanked
households are those that may have a checking or savings account but also use alternative financial
services and products, like payday loans.
In 2011, at the beginning of the recovery after the Great Recession, just over eight percent of households
were unbanked. By 2015, that number had dropped to 7% and today is at 5% of households. Even
though these numbers are relatively low, the studies show that these households are predominantly
lower-income households of color. In 2019, 13.8% of Black and 12.2% of Latinx households were
unbanked. These are modest improvements from 2017/2018 figures, but still vastly behind the
unbanked rate of 2.5% for White households. The number for underbanked households is much higher,
as seen below from a 2017 FDIC Report. As with unbanked households, there is a higher percentage
of low-income households of color who are underbanked. This means that nearly 25% of households—
more than 10 million households--are unbanked or underbanked.

National Estimates, Household Banking Status by Year
For all households by percent

Year

Number of
Households
(100s)

Unbanked
(Percent)

Underbanked
(Percent)

Fully Banked
(Percent)

Status
Unknown
(Percent)

2013

123,750

7.7

20.0

67.0

5.3

2015

127,538

7.0

19.9

68.0

5.0

2017

129,276

6.5

18.7

68.4

6.3

This one characteristic of LMI households presents an opportunity for CDFIs. CDFIs are able to offer the
products and services that a mainstream lender has not been able to provide. Outside the mortgage
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and deposit products space, microlenders such as Opportunity Fund and LiftFund are established
alternative business lenders. Rural Community Assistance Corporation’s household well-water loans
are an example of a consumer-oriented product a CDFI can offer as an alternative to more expensive
or nonexistent mainstream options. CDFIs can also be intermediaries for the primary market to better
serve LMI communities. CDFIs partner with mainstream lenders, taking on the structuring of complex
deals that fit the risk tolerance of mainstream lenders. In this way, CDFIs help draw mainstream investors
into LMI markets, which can connect residents with more financial services. This is particularly important
in extremely low-income communities of color. In some cases, CDFIs are the only financial institutions
in their communities.

Underbanked Households
35.0%

32.8%
29.4%

30.0%

29.0%

28.7%
24.9%

25.0%
20.0%

21.8%
16.9%

18.2%

15.0%

17.4%
13.2%

13.3%

Washington

New Mexico

12.9%

10.0%
5.0%
0.0%
Oregon

Texas

Households of Color

Arkansas

California

White Households

CDFIs’ Role in Expanding Racial Economic
Equity in Communities of Color

The lending marketplace is roughly categorized as the first and secondary markets. The primary
mortgage market is where a borrower obtains a mortgage loan from a retail lender. Banks, mortgage
brokers, mortgage bankers and credit unions are all retail lenders and are part of the primary mortgage
market. The secondary mortgage market is a marketplace where home loans and servicing rights are
bought and sold between lenders and investors. A large percentage of newly originated mortgages are
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sold by the lenders who issue them into this secondary market, where they are packaged into
mortgage-backed securities and sold to investors, such as pension funds, insurance companies and
hedge funds. The secondary mortgage market is extremely large and liquid and helps to make credit
equally available to all borrowers across geographical locations. As seen with the FDIC data sets, racial
economic disparities are greatest in low-income communities. CDFIs therefore play a critical role in
LMI communities of color, offering services that bridge racial economic disparities and increase
individual financial well-being. For example, in the Mississippi Delta, HOPE, composed of a regional
credit union, a loan fund and a policy center, is one the biggest lenders in the area 1. In 2019 they
provided 138 mortgage loans from which 91% were first-time homebuyers, 87% were people of color
and 52% were women. 2 In 2014, a comprehensive review of mortgage lending in t13 Delta counties in
Mississippi found that about a third of all home loans were originated by CDFIs. 3 This underscores that
CDFIs are not only addressing credit needs but are responding to market failures.
Another compelling example is the emergence of Native American CDFIs. Before 2000, Native
Americans faced discriminatory practices when applying for mortgage credit. Now, with the help of
coalitions, changes in policy and more partnerships, there is an increase in opportunities for Native
communities by such CDFIs as Mazaska Owecaso Otipi Financial, whose motto is “lending money for
housing.” 4 Financial services providers such as Mazaska, which are funded through various partners,
including the CDFI Fund and national and regional banks, make it easier for Native communities to
access funding to achieve their goals.
A prime example of innovative lending is Self-Help Credit Union’s Secondary Market Program. Self-Help
offers traditional mortgage loans to its members. As discussed above, a healthy secondary market is
key to ensuring capital flow to customers of all backgrounds and needs. Self-Help recognized that
“overly-stringent lending requirements can pose a barrier to homeownership for people with modest
incomes or imperfect credit histories.” 5 Through its secondary market program, Self-Help purchases
loans that lending partners tailor to low-to-moderate income borrowers, freeing up capital for additional
loans. This, in turn, increases the impact and helps community members purchase their first home. By
2014, the program had created an average of $25,000 in home equity for borrowers who had bought
homes through the program.
Homewise, a CDFI in New Mexico with a large lending program, typically sells its mortgages to Fannie
Mae, the secondary market giant. Fannie Mae (like its sister organization, Freddie Mac), cannot
securitize mortgages made to borrowers without Social Security numbers. Homewise assists these
families, who use Individual Taxpayer Identification Numbers (ITINs), by originating their mortgages and
selling them to Self-Help, as part of the credit union’s secondary market program. 6
CDFIs can help families access and secure homeownership through direct,. single-family lending,
education and buyer readiness programs and innovative initiatives to reduce barriers to entry. The
following discussions explore some of the more established and successful ones.

1

“Hope Enterprise Corporation.” Hope Credit Union. (2020) https://hopecu.org/about/hope-enterprise-corporation/
“Breaking Barriers with Hope: Impact Report 2019.” Hope Enterprises. (2019) https://hopecu.org/manage/media/2019-Impact-ReportLayout-v11-FINAL-Digital-small.pdf
3
Trimarco, James. Banking on Justice. YES! Magazine. 2015.
4
About Mazaska Owecaso Otipi Financial. (2020) https://www.mazaskacdfi.org/
5
Self Help Credit Union, “For Homeownership.” (2019) https://www.self-help.org/what-we-do/we-lend/for-homeownership
6
Silva, Rachel. Homewise, Buying a Home. “The Homewise ITIN Lending Program.” (March 16, 2016) https://homewise.org/itin/
2
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Individual Development Accounts
Prosperity Now (formerly CFED) is one of the leading organizations in asset building through Individual
Development Accounts (IDAs). These savings programs, which match the deposits of participants to
encourage savings, help low-income savers secure important assets. Most programs require
participants to complete financial education courses and restrict the use of the savings for asset
building, such as a small business, education or a home purchase. Many programs also connect
borrowers with down payment assistance or closing cost matches for a home purchase. Through 2016,
the last year of funding for the Assets for Independence Act, 113,975 IDA accounts were opened, with
$70.7 million total earned income deposits withdrawn for either a home, business or education. In 2016
alone, more than 1,204 participants purchased their first homes, and over the course of five years 17,902
participants withdrew matches to purchase homes. IDA programs have proven extremely effective in
helping low-income earners attain their first home purchase.

Residential Cooperatives
Keys to expanding and sustaining homeownership are to reduce land costs to homeowners and
insulate them from real estate speculation. Cooperative ownership of land is one well-established
though hardly widespread example. Resident owned communities, also known as ROCs, are an
innovative way to get purchasing power into the hands of individuals. Prosperity Now, the New
Hampshire Community Loan Fund and Capital Impact Partners made equity investments to create ROC
USA, whose mission is to make resident ownership available to manufactured homeowners nationwide.
The model involves providing loans, training and technical assistance to resident organizations, which
form cooperatives to buy and manage their own communities. ROC USA Capital, a Treasury-certified
CDFI, is the lead lender in most of these cooperative purchases. In these manufactured housing
communities, homes are owned individually, but the land is owned as a cooperative. That means
decisions like reselling the land, raising the leasing rates and many others are made by the whole
community. This innovative arrangement ensures the long-term preservation of the communities and
the homeownership they facilitate. Since the program’s inception, none of the more than 260
communities have defaulted on their loans.

Community Land Trusts
Like cooperatives, land trusts help preserve affordability and assets. In 2019 the National Community
Reinvestment Coalition published a report detailing the extent of gentrification and displacement from
2000 through 2013 in American cities. The main finding is that Black and Hispanic residents were the
most likely to be displaced. Additionally, Eviction Lab estimates that there are almost one million
evictions against tenants every year, compared to the one million foreclosures during the peak of the
financial crisis in 2010. In response, community development practitioners and policymakers have had
to think creatively to combat displacement. The emergence of Community Land Trusts (CLTs) is one
response. CLTs are co-owned parcels of land by entities or programs which create terms around which
owners or tenants can use it. For example, some create a “ground lease” to maintain affordability
through restrictions on reselling and income guidelines for eligibility. While new, small partnerships are
being piloted across the country, land trusts can create permanent affordable housing and foster
community ownership. CDFIs are often part of these transactions. For example, the San Francisco
Community Land Trust has accessed CDFI funding to preserve multifamily housing in the Bay Area.
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Such loans typically fill gaps that traditional multifamily lenders cannot or will not fund because of
product risk, regulatory restrictions or unfamiliarity with the transaction model.

New Opportunities for CDFI Impact in Lowand Moderate-Income Communities
Traditional bank and non-bank lenders provide the overwhelming share of mortgage credit in markets
across the United States. The fast rise of non-bank lenders, such as Quicken Loans, a leading Federal
Housing Administration lender, suggests that the market can self-correct, for example, in response to
the Great Recession. While such lenders have helped drive safe products to new homeowners, lowincome borrowers in many regions still face obstacles to purchasing homes.
The reality is that low-income and communities of color need innovative products if they are to succeed
in this economy. There is a national shortage of more than seven million affordable homes.
Approximately 75% of low-income families are spending more than half their incomes on rent. 7 We
know that low-income households are economically vulnerable. Some of the unique challenges they
face compared to higher income households are:






They have fewer employment options and unstable labor opportunities.
They are more likely to have a disability or responsibility to care for people with disabilities.
They are more likely to lack access to health care and health insurance.
Their finances are often characterized by highly volatile income and expenses.

This group is especially vulnerable to income shocks and resulting financial challenges. They are also
more likely to be underserved by traditional financial products and services that are safe, useful,
affordable and convenient. Race adds another component to the economic disparity. For instance,
communities of color often take on greater debt and enjoy a lower return on their investments. At the
national level, more than 27% of Black households are late on paying their debts, compared to 15% of
White households, even though Black median debt ($30,800) is about half of White median debt
($73,800). Furthermore, just 40% of Black households reported having good or very good credit,
compared to 65% of White households. Black households residing in low-income communities,
therefore, have fewer safe options for credit, and may rely on more risky products, such as payday
loans.
While some studies support the claim that this disparity merely reflects on individual choices, many
studies have also shown that households of color, particularly Black households, regardless of financial

7

National Low-Income Housing Coalition, “The Problem.” https://nlihc.org/explore-issues/why-we-care/problem
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and social indicators such as education, income or credit score, do not receive proportional benefit
when compared to a White household with the same indicators.
The impact of historical systemic and institutional practices like predatory and discriminatory lending
practices means that, in many ways, taking on debt—even when for something like education or
homeownership, can be more costly and yield less return on investment. This is proven in the data
about the racial wage gap 8, despite education level, devaluation of homes with similar amenities in
neighborhoods of color compared to white neighborhoods 9, and the overall racial wealth gap 10.
CDFIs are not only serving individual customers, but they are also addressing structural barriers that
prevent low-income households from achieving financial well-being and prosperity. These households
have been pushed to the fringes of our financial systems: credit-invisible households who resort to risky,
high-interest rate products, like payday loans, to purchase a car; or immigrant households who receive
lower wages for doing more work and are unable to access safety net benefits to gain financial security;
and those households with high debt burdens from loans for education, health care and other
necessities. CDFIs are uniquely positioned to offer tailored, customer-centered products to meet their
financial needs, including homeownership.
Homeownership is key to wealth building, reducing intergenerational poverty and alleviating health
disparities. Even in the immediate term, homeownership can cost less than renting in some markets.
Historically, CDFIs have provided loans where traditional banks could not or would not. Similarly, the
opportunity for CDFIs in the current market is closely tied to the biggest barriers against homeownership
for low-income households, particularly households of color. CDFIs, with appropriate research, market
competencies and capitalization, can help meet these needs for low-income consumers. There are
multiple interrelated barriers that prevent low-income families from becoming homeowners.

Increasing unaffordability
Nationwide, the percent of homes that are vacant has fallen to a more than 35-year low 11. In a recent
study, The Major Challenge of Inadequate U.S. Housing Supply 12, Freddie Mac estimated that the gap
is increasing by about 300,000 units each year, as builders are constructing only 1.4 million new
dwellings yearly, including single-family houses, apartments and manufactured housing. The annual
demand for new housing, largely from new household formation and the loss of units to natural disasters
and deterioration, is consistently near 1.7 million units. This shortfall most deeply impacts low- and
moderate-priced housing. As the cost of residential construction continues to rise, builders have
struggled to make the economics work to construct housing that low- and middle-income Americans
can afford.

8

Black Workers Still Earn Less than Their White Counterparts. Retrieved November 19, 2020, from
https://www.shrm.org/resourcesandtools/hr-topics/compensation/pages/racial-wage-gaps-persistence-poses-challenge.aspx
9
Perry, A., Rothwell, J. and Harshberger, D., 2018. The Devaluation of Assets in Black Neighborhoods. [online] Brookings.edu. 2018
10
McIntosh, K., Shambaugh, J., Moss, E. and Nunn, R., 2020. Examining the Black-White Wealth Gap. [online] Brookings. Available at:
<https://www.brookings.edu/blog/up-front/2020/02/27/examining-the-black-white-wealth-gap/> [Accessed 19 November 2020].
11
U.S. Census Bureau, Home Vacancy Rate for the United States [USHVAC], retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/USHVAC, November 13, 2020.
12
The Major Challenge of Inadequate U.S. Housing Supply. Retrieved from
http://www.freddiemac.com/fmacresources/research/pdf/201811-Insight-06.pdf
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Additionally, income has increased less than 1% over the last 10 years 13. resulting in a widening gap
between the growth of wages and cost of homeownership. In high-cost states like California, few local
housing markets in the state–and elsewhere–meet the affordability threshold of spending no more than
30% of income on housing costs. The chasm between income growth and housing cost increases
continues to grow, largely unabated. Robust CDFIs active in the mortgage market generally aim to serve
potential borrowers with weak credit or incomes that are not enough for local home purchases. Some
CDFIs offer second mortgage products to avoid private mortgage insurance (PMI) to reduce overall
housing costs. Connecting families to multiple down payment programs is a common role for CDFIs.
Reshaping the products that sister organizations have developed to meet the needs in a local market
is essential to addressing mortgage market failure.

13

Trends in U.S. income and wealth inequality | Pew Research Center. Retrieved November 14, 2020, from
https://www.pewsocialtrends.org/2020/01/09/trends-in-income-and-wealth-inequality/
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In high-cost states like California, few local housing markets in the state – and elsewhere – meet the
affordability threshold of spending no more than 30% of income on housing costs. The chasm between
income growth and housing cost increases continues to grow, largely unabated. Robust CDFIs active
in the mortgage market generally aim to serve potential borrowers with weak credit or incomes that are
not enough for local home purchases. Some CDFIs offer second mortgage products to avoid PMI to
reduce overall housing costs. Connecting families to multiple down payment programs is often a
common role for CDFIs. Reshaping the products that sister organizations have developed to meet the
needs in a local market is essential to addressing mortgage market failure.

14

Expanding Homeownership in Low- to Moderate-Income Communities

Lack of capital for down payment and/or closing costs
This severe shortage of homes for working-class and low-income families is pushing up house prices
and rents across the country, putting homeownership increasingly out of reach for many Americans.
High rental costs make it difficult for families to save for down payment and closing costs. Research
has found that a lack of wealth is among the most important factors that prevent households from
becoming homeowners—more than either having a low-income relative or area house prices or poor
credit 14. While down payment assistance programs are available in all states, information on these
initiatives may be uneven, and eligibility requirements can often prevent moderate- and low-income
households from accessing them.

14

Goodman, L., McCargo, A., Golding, E., Bai, B., Ganesh, B. and Strochak, S., 2017. Barriers to Accessing Homeownership Down
Payment, Credit, And Affordability. [ebook] Available at:
https://www.urban.org/sites/default/files/publication/94801/barriers_to_accessing_homeownership_1.pdf [Accessed 19 November
2020].

15

Expanding Homeownership in Low- to Moderate-Income Communities

A critical area where CDFIs can address market failures and make immediate impact is through down
payment assistance and other programs, as noted above, to help borrowers reduce loan principal and
avoid PMI, which is generally required when the loan-to-value (LTV) ratio is higher than 80%. Down
payment assistance can also assist future borrowers through homebuyer education programs, which
are often required prior to accessing such assistance or certain loan products. The coupling of
assistance and programming, which should not be mandatory for all borrowers, can also improve credit
scores and access to more affordable loan products.

High Debt/ Poor Credit
Access to homeownership is not limited by down payments alone. High debt limits how much additional
leverage a homebuyer can take on to purchase a home. Further, for low-income households who
experience emergencies or unexpected expenses, debt is another obstacle to maintaining positive
cash flow. This debt then affects credit scores, sometimes because of nonpayment and default, creating
a double barrier to homeownership. As credit requirements become more stringent, homeownership
becomes more inaccessible to low-income households struggling with high debt. The challenges that
individuals face in their local markets, as detailed above, are difficult to overcome. The current shape
and trajectory of the mortgage markets further restricts homebuying opportunities for the low- and
moderate-income families.
As the October 2020 chart from the Urban Institute below underscores, new mortgages in many areas
are characterized by relatively high FICO scores and LTVs that require significant down payment 15. Both
borrower characteristics pose challenges to first-time homebuyers and borrowers of color and have
been for some time. The approximate 750 FICO and 85% LTV for the Los Angeles area has been
relatively stable in recent years. That said, the credit box is tightening because of pandemic-related
credit overlays, including higher credit scores and additional employment verifications. CDFIs can help
meet the demand in such markets by deploying well-designed and market-appropriate lending, down
payment and educational products.
These factors have created market needs in low-income communities often not met by traditional
lenders. Race adds another component. As noted above, communities of color often take on a greater
ratio of debt and enjoy a lower return on their investments. Furthermore, just 40% of Black households
reported having good or very good credit, compared to 65% of White households. Black households
residing in low-income communities, therefore, have fewer safe options for credit and may rely on more
risky products, such as payday loans.
Low-income mortgage borrowers are less likely to be served by mainstream banking for a variety of
reasons. Often, home loans to low-income households are considered to be riskier or less profitable.
Small-dollar mortgages are less profitable for lenders, in part because underwriting and servicing
requirements largely remain the same, regardless of the size of the loan. In response, many CDFIs
improve portfolio performance and cash flow by providing wraparound programs and services to
address specific needs of the community they serve. CDFIs across the country have developed

15

Urban Institute. Housing Finance Policy Center. Housing Finance at a Glance: Monthly Chartbooks.

16

Expanding Homeownership in Low- to Moderate-Income Communities

effective mortgage products, including small dollar loans, to expand homeownership opportunities in
their markets.
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Insights from the field and emerging research show that families relying on housing services face a
multitude of financial challenges, including a lack of safe and affordable financial products and the
complexities of navigating complicated financial situations. CDFIs have opportunities to partner with
housing organizations in their communities to meet people where they are with financial capability
services that boost their financial knowledge and skills, along with access to safe financial products as
they prepare for homeownership. While the provision of these services is not cookie cutter, there are
several promising examples to highlight.

High-Touch Servicing
In addition to preparing borrowers for homeownership, many CDFIs engage in programs and services
to help homeowners stay in their homes. Many CDFIs who service mortgages (including under contract
to other lenders) use a variety of mostly low-tech, but "high-touch," techniques to help borrowers in
trouble as a method of loss mitigation and foreclosure prevention. High-touch servicing is enhanced
loan servicing that involves closer and more frequent contact between the mortgage servicer and the
borrower. Practices that some CDFIs deploy include immediate contact after a missed payment,
postcards to borrowers and materials that are culturally appropriate. The effectiveness of this approach
is reflected in lower-than-average default and foreclosure rates.

Innovation in Portfolio Management
The Gateway Community Development Fund in St. Louis proactively offered 90-day loan payment
deferral for all borrowers. Beginning in April, the CDFI did not require any loan payments to the principal
or interest until July 1, and then extended all maturity dates for those that took advantage of the deferral.
This flexibility and understanding of the financial struggles of low-income communities during the
current crisis allows for more people to achieve and hold onto the financial stability that comes with
homeownership. 16
In traditional portfolio management, the primary concern of loss mitigation would negate this innovative
loan structure and loan modification plan.

Assessment of the Expanding Role of CDFIs
How CDFIs deliver impact ranges from how they deploy their capital resources to how they use their
social and intellectual capital. The impact of CDFIs is dependent on addressing three specific issues:
form, function and funding. These three factors bear the most weight in the breadth and scope of
CDFIs: what programs and services they offer, the partners and networks they connect with and build,
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their capacity to adapt and scale programming/services, how they source funding and capital to support
their work, and the impact it has on their community.
In general, there are four types of CDFIs. These four CDFI structures — community development banks,
credit unions, loan funds and venture capital (VC) funds--all expand economic opportunity in disinvested
communities, but each has a different business model and legal structure. In choosing the structure of
a CDFI, the primary concern is the function or role the CDFI seeks to take on. Community development
banks provide capital to rebuild economically distressed communities through targeted lending and
investing. Community development credit unions (CDCUs) promote ownership of assets and savings
and provide affordable credit and retail financial services to low-income people, often with special
outreach to minority communities. Community development venture capital (CDVC) funds provide
equity and debt-with-equity-features for small and medium-size businesses in distressed communities.
Community development loan funds (CDLFs) provide financing and development services to
businesses, organizations and individuals in low-income communities.
As organizations, CDFIs must assess their capacity within the context of their structures. The ability to
successfully implement programming, scale services and take on more capital hinges on the capacity
of the CDFI. In thinking about capacity there are several factors to consider. First is knowledge of the
financial market in which they are providing services. Housing finance is complex and has many layers,
particularly at the local level. Having a deeper understanding of the market will allow the CDFI to
understand the needs of LMI households and determine what financial products or services will meet
those needs. This also true if the CDFI is considering offering products across multiple sectors, like
small business and affordable housing.
The structure and capacity of a CDFI will also dictate staffing needs to support programming. For
instance, an affordable housing CDFI that keeps portfolio servicing in-house will need staff with
technical knowledge of underwriting and loan modifications. Further, if they were to adopt high-touch
servicing, they may want to consider staff segmentation where individual staff members are primarily
responsible for one specific part of a larger process, like loan origination or modification. This staffing
model ensures staff have the knowledge and skillset to become “experts” within their area of
responsibility and can address any potential problems, with the end goal of better service provision to
the end client. However, this requires having a higher number of staff than with the more traditional
model. CDFIs must weigh the balance of client support against staffing bandwidth to ensure clients are
properly supported without creating burnout amongst their staff.
CDFIs must also determine how they want to function within the community. LMI communities face
several challenges because of historical and persistent disinvestment. In most LMI communities there
is an extensive need for capital across the affordable housing spectrum, from development and real
estate to retail mortgage products. CDFIs, therefore, must choose what services and products they
want to offer. They can take on more traditional activities or be entrepreneurial by developing new and
sometimes risky programming. Traditional activities would be offering standard market products but
tailoring them for LMI communities. These are products like down payment assistance or solar panel
financing. The focus in tailoring these products would be filling the gaps of traditional finance institutions
in those communities and centering the needs of the households seeking finance products. More
innovative programs would be scaling market-based strategies. For an affordable housing CDFI, this
includes increasing the amount of financing in down payment assistance, creating secondary market
homebuying loan products and purchasing real estate.
19

Expanding Homeownership in Low- to Moderate-Income Communities

To implement these broader initiatives, CDFIs must choose strategies to strengthen and serve their
distressed communities through an alignment of products and programs. Often, this includes finding
the partners and networks to facilitate this work. Other partners in capacity-building include the Federal
Reserve Banks, private and public foundations and traditional banks through their Community
Reinvestment Act (CRA) programs. It is also important for CDFIs to build partnership with other CDFIs
that have different lending capabilities. For example, a housing lender might refer small business loan
inquiries to a small business CDFI, and a small CDFI might refer a large deal to a CDFI with greater
capital available to lend.
Capital to support all these activities becomes the next biggest factor. The primary funding partner of
CDFIs is the Community Development Financial Institutions Fund of the U.S. Department of the Treasury
(CDFI Fund). The CDFI Fund’s capital investment in a CDFI depends on the structure and mission as
well as its other investments. In all cases, CDFIs must secure considerable funding outside of the CDFI
Fund to be sustainable long-term and to be able to scale impact overtime. CDFIs raise additional capital
from various institutions (banks, non-bank financial institutions, i.e., insurance companies, government,
religious institutions, foundations, non-financial corporations) and from individuals. A 2015 study by the
Opportunity Finance Network examined 184 CDFIs' funding for a 20-year period. The research found
that debt capital from banks was the fastest growing component. 17

The Role of Regulation on CDFIs
Congress passed the Dodd-Frank Wall Street Reform and Consumer Protection Act in 2010 as a
response to the financial crisis that was largely driven by the collapse of the single-family mortgage
market. Congress directed agencies, including the Consumer Financial Protection Bureau (CFPB), to
undertake rulemaking to implement the statute.
One key component of the statute addresses the regulations governing the Truth in Lending Act, known
as Regulation Z. 18 Regulation Z requires creditors to make a reasonable, good faith determination of a
borrower’s ability to repay a mortgage loan. The rule also defines which loans meet Regulation Z’s
requirements for “qualified mortgages” (QMs), loans that have certain liability protections for lenders.
In 2013, the CFPB released the final Ability to Repay (ATR) and Qualified Mortgage Standards Under
the Truth in Lending Act, which details what lenders must do to verify the ability to repay and, relevant
to CDFIs, the exemptions from the provisions. Specifically, §1026.43(a)(3)(v)(A) exempts CDFIs from the
requirement to verify the ability to repay through a list of borrower characteristics, such as income,
assets, credit histories, debt ratios and projected housing payments. Loans that meet the ATR standard
are deemed Qualified Mortgages (QM), which have become the dominant loan type in today’s housing
17
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market. In addition, loans underwritten to the standards of secondary mortgage giants Fannie Mae and
Freddie Mac and QM, though exceed the debt-to-income ratios, may be designated as QM through the
CFPB’s recently extended GSE Patch. 19
The 2013 exemption for CDFIs (and housing finance agencies and other mission-driven lenders) allows
CDFIs to extend credit to nontraditional borrowers, particularly those who would not meet QM or GSE
underwriting standards. Many CDFIs, including Homewise and NPHS, Inc., who are discussed in this
paper, do sell mortgages to Fannie and Freddie, yet the ATR regulatory flexibility to create pilot
programs and boutique loan products offers CDFIs a legal framework to meet local mortgage credit
needs.

Impact of COVID-19 on LMI Households
In a COVID economy there is dire need for financial support for those
who have been economically depleted. There is an impending housing
crisis as unemployment and underemployment persist in our country,
making rent and mortgage payments harder as time goes on. CDFIs can
provide non-predatory lending opportunities. Homeowners will need to
refinance their mortgages because of the economic fallout. Financial
support for CDFIs is necessary during this time so that they can support
homeowners, especially in communities of color, in ways that traditional
lenders are typically unwilling to serve.

As noted earlier, many CDFIs, including Capital Corps, extend mortgage credit to nontraditional
borrowers through programs such as its community mortgage program. Recognizing the financial
challenges that LMI families often face, exacerbated by COVID-19, CDFI underwriting can consider rent
payments, a good predictor of on-time mortgage payments, as well as resolved income disruptions that
can impact credit scores and asset growth, such as medical crises and job loss. Traditional underwriting,
typically relied on by QM and GSE lenders, may exclude otherwise worthy borrowers. If CDFIs did not
have the ATR exemption, many families would seek loans from the sort of predatory lenders that drove
the last crisis or would be excluded altogether from homeownership.
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Even in a financial crisis, these strategies have served borrowers and CDFIs well. A 2012 report on CDFI
portfolios found that in 2009, as the worst of the Great Recession was waning, CDFI mortgage
delinquencies, as measured as a share of outstanding mortgage debt, at one-fifth that of national
mortgage lenders and 1/15th that of subprime portfolios, a market that many CDFI customers would likely
access, absent alternatives. 20
The ATR exemption is not a cure-all. Loans underwritten to this exemption are not eligible for purchase
or securitization by Fannie or Freddie, and since the private label securities market has not fully
recovered, securing capital for targeted CDFI loans programs is a challenge. CDFIs will fund and then
sell such loans to banks seeking CRA credit, as well as seek sources of equity or low-cost, relatively
long-term debt. There have been recent proposals in Congress to greatly increase the CDFI Fund, which
if successful, would further position CDFIs to reach underserved and nontraditional borrowers.

Potential Challenges to Expanding CDFIs
Market Share
While there are considerable opportunities for CDFIs to expand their reach and roles, particularly in
light of the economic effects of COVID-19, there are considerable challenges. This is not a complete list
of possible obstacles but rather a set of factors that should be considered when evaluating new services
or population reach.

Providing Wraparound Services to Support LMI Communities
Financial capability program integration is time-intensive and can be costly, if a CDFI is committed to
providing the resources necessary to support its clients. This long-term timeframe, coupled with high
cost and no immediate return, can make programming a challenge for CDFIs that do not have a
dedicated source of funding or expect results in a quick turnaround time. This is also a challenge for
smaller CDFIs that are dynamic and able to shift quickly. Many full-scale programs would require more
staff and create barriers to being able to shift programmatic focus quickly.

Revolving Funding
As mentioned earlier, CDFIs access capital through various means outside of the CDFI Fund. However,
CDFIs must develop a combination of mission funders and market-rate lenders in order to balance
mission with capital growth and find enough funding to offer the products and services their community
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needs at rates affordable for LMI households. CDFIs need both a healthy income statement and a
healthy balance sheet to meet the increased demand for their services. Having the right forms of capital,
both debt and equity, will be a critical factor in continued growth. Reaching enough volume of lending
while maintaining portfolio performance is critical to a CDFI’s ability to access new sources of capital,
be sustainable and be financially resilient. Loan volume and performance is a balance of mitigating risk,
particularly the type of risk associated with LMI borrowers, and growth of the portfolio.

Technology
The COVID-19 pandemic has brought up many challenges related to servicing clients. A major concern
is access to technology and user-friendly platforms. While many organizations have been able to
continue functioning in-person, most, if not all, have had to change their service models to an online
environment. In this environment, organizations must allocate spending to platforms that are accessible
to both staff and clients. CDFIs must also ensure that clients have access to platforms from various
devices, as mobile devices are becoming a norm. This is critical for secure payment and execution of
documents. There was early concern about many volunteer income tax assistance (VITA) sites across
the country. These tax preparation sites had to adapt quickly to service all their clients virtually and
continue to process documents during the busy, elongated tax season. They found that with the right
technology, they eliminated the need to meet with clients face-to-face, and thus continued their services
through the pandemic.
While some CDFIs recognize this digital divide, many do not have sufficient technology infrastructure
to support their own internal operations. Technology offers opportunities for CDFIs to scale impact
through streamlining the loan processes and increasing market reach. CDFIs that do not prioritize this
aspect of their operations risk becoming obsolete within their markets, particularly with the rise of
financial technology products providing direct financial services and specifically targeting unbanked
and underbanked individuals.

Finding Right Partners
To grow successfully, a CDFI must deeply understand its target market. As indicated earlier, there are
always a variety of factors at work in LMI communities, even though outward data sets may be identical.
CDFIs must build relationships with local leaders and community-based organizations to be able to
understand the lived experience of households within a given market. This is particularly true for CDFIs
in the housing space. Building these relationships requires a high level of transparency and the early
assignment of clearly defined roles and responsibilities. This allows CDFIs to acknowledge their market
expertise and partner effectively with other community organizations to provide better service, but also
earn trust in their organizational reputations.
As Prosperity Now partner Portland Housing Center (PHC) found, organizations must ensure that
programs and services fit the target population’s needs. While PHC offers many financial services, they
recognize that their market is not a one-size-fits-all. They partner with different groups across the city
who have relationships with their local communities or offer culturally appropriate services as well.
When thinking of expanding reach and offering services to a new area, it is helpful to identify partners
in that area who are already trusted, as it helps garner community buy-in. Moreover, working with new
populations requires cultural competency--for example, offering materials in the languages used, which
can be harder to assess if you do not have the history with the area. Lastly, ongoing evaluations of
partnerships are key to ensuring both partners have an alignment in values and an appropriate share
of the work.
23

Expanding Homeownership in Low- to Moderate-Income Communities

A Deeper Look at CDFI Programming
CDFIs are those entities that manage the mission of serving the financial needs of low-income
communities with a balance between portfolio growth and risk. For instance, The Community Housing
Capital (CHC) is a national nonprofit and CDFI based in Atlanta that aggregates loan capital to finance
the creation and preservation of affordable housing. CHC leverages grant funds and private-sector debt
capital from banks and socially motivated investors to provide flexible financing. Since 2000, CHC has
invested $720 million in direct loan originations and leveraged $2.3 billion in affordable housing
development, creating more than 1,200 jobs in the process and generating an overall return. 21 Below
are other successful programs worth highlighting. These programs are in various stages of
development.

NPHS Flagstar/One West Wholesale CRA Program
Neighborhood Partnership Housing Services, Inc. (NPHS) leverages public and private sector
investments to finance the organization’s Community Investment Trust, which funds three initiatives.
The Affordable Housing Fund supports housing acquisition and development. The Community Lending
Fund provides financial products aimed to serve low–to-moderate income families. The NPHS Social
Innovation Fund helps advance NPHS’ social enterprise efforts. These three components complement
each other to meet the CDFIs mission in its footprint.
Based on the needs of the communities they serve in San Bernardino and Riverside counties, NPHS
provides a holistic approach to creating healthy and sustainable homeownership for low-to-moderate
income families throughout 10 targeted communities. The program focuses on the continuum of
housing access and retention through neighborhood revitalization, home rehabilitation,
homeownership creation and preservation, and education.
NPHS is also partnering with Flagstar and One West to scale their Community Reinvestment Act
programs. Through this program, NPHS acts as a broker and connects LMI borrowers to affordably
priced mortgage products. In turn, the banks meet their CRA obligations by investing in these
communities. The bank underwrites the mortgages, with NPHS providing brokerage services.
Borrowers avoid PMI, a cost that can prevent a potential homeowner from qualifying for a mortgage.
Finally, yet critically, borrowers can participate in the wraparound services that NPHS provides to
support new LMI homeowners and help ensure that homeownership is sustainable.
Borrowers with FICO scores as low as 600 may qualify for a home loan, underscoring how CDFI
partnerships can meet market needs and expand the credit box. This is particularly important as the
nation works through the housing impacts of COVID 19, which is weakening credit scores, pushing
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lenders to add overlays to their mortgage underwriting and threatening a new generation of would-be,
first-time homeowners.

Portland Housing Center Culturally Specific Homebuyer Education
As the COVID-19 crisis has put many families at risk for eviction or foreclosure, Portland faces a unique
challenge, in that many residents also face high rates of displacement. To help stabilize
homeownership, the Portland Housing Center offers homebuyer education classes to prospective
homebuying candidates. The Homebuying 101 class “will show you what to expect in the home-buying
process, including shopping for a loan, special programs for first-time homebuyers, the house search,
inspecting and insuring your home, and maintaining and protecting your investment,” which is
fundamental for many first-time homebuyers. 22 PHC believes that while not everyone needs a financial
education class, everyone can benefit from a mortgage education class to understand the process and
identify risks. Moreover, with their assistance, first-time, low-income homebuyers can access different
products to help meet their financial situation. When working in low-income communities with a variety
of financial situations, it is imperative to layer products to meet the needs of a target population.

Homewise Vertical Loan Program and High Touch Servicing Model
As noted above, Homewise is an affordable-housing CDFI based in Santa Fe, NM, with a unique vertical
model, allowing a borrower to see Homewise as a one-stop shop for all their lending needs. Homewise
offers two percent down payment mortgages, reducing one of the key barriers to homeownership.
Homewise also offers a second mortgage to borrowers, which is usually 18%-20% of the purchase price
with conventional interest rates, allowing clients to avoid paying for PMI. For low-income homeowners,
this reduces their monthly payment by as much as hundreds of dollars that they can save and invest.
As stated earlier, Black homeowners face higher monthly costs than other borrowers; developing
products to eliminate PMI is one strategy to reduce this inequity.
When faced with a potential mortgage default, Homewise, like many CDFIs, offers loan modifications
and other tools to help preserve homeownership. In some cases where a borrower has become
delinquent and loan modification is a not a realistic option, Homewise will buy back the property from
the homeowner to resell to a new buyer. This reduces collection costs and relieves the homeowner of
a financial burden, preserves their credit and saves them money.
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Key Lessons and Recommendations
CDFIs are an important part of closing the financial services gap between low-income communities and
economic growth. Through innovative partnerships with businesses, community organizations,
universities, religious institutions and cultural groups, CDFIs can engage in a dynamic network, offer
uniquely tailored financial products to serve LMI households and help secure their financial security.
The capacity of CDFIs to do this requires them to fully engage with client-centered community
development and customized financial services. This results in organizational sustainability through
broad market reach and complex product orientations that attract large-scale capital. Here are key
lessons for CDFIs looking to expand impact in affordable housing for LMI communities:

Expand Financial Products and Services
CDFIs are different from community development organizations by their financial functions. However,
they must balance their mission and the needs of the communities they serve while managing risk and
ensuring capital growth. This requires offering a dynamic set of products and services and a
commitment to continued innovation in product infrastructure and portfolio management, focusing
equally on loss mitigation/capital growth and the unique needs the LMI market.
To continue to scale and reach underserved markets, CDFIs need to absorb the lessons of their
colleague institutions by developing products that reduce the barriers to entry to homeownership, such
as cooperative lending, and support the expansion of the housing supply in such land use models.
Where possible, financial products, may pay for themselves and generate profits, again depending on
context and product. Historically, CDFIs have managed risk well. However, it has come at the expense
of portfolio profit. More dynamic product innovations attract more capital and allow for portfolio growth.

Increase Technology Infrastructure
CDFIs have to invest in technology platforms that offer borrowers tools and services in a cost-effective
and scalable manner. This allows CDFIs to do several things. First, it encourages robust data collection,
which will spur the use of data in portfolio management and product innovation. This form of
comprehensive data collection involved in technology platforms will allow CDFIs to better demonstrate
impact and scale. Although relatively new, several CDFIs are now looking to leverage their data or
partner with financial technology (fintech) companies in new ways to modernize their approach to
origination, underwriting and lending. Technology will be critical to the industry’s ongoing relevance,
particularly in the age of COVID-19, so CDFIs must adopt and adapt technology in their business models.

Develop a Strong Network through Community Relationships
The financial scale and product diversity of CDFIs is a unique opportunity to leverage relationships to
increase capital to the CDFI and center the needs of LMI communities in a context not understood by
mainstream financial institutions. CDFI relationships with various partners within the community they
serve and broader stakeholders, like mainstream finance institutions, policy makers and other anchor
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institutions, give CDFIs a distinct opportunity to emerge as an intermediary on issues that matter to their
portfolios and at the same time are critical to LMI household financial security.

Develop a Resilient Capitalization Strategy
CDFIs must develop a capitalization strategy that focuses on attracting more capital, increasing liquidity
and continuing product diversity. This includes tapping into underutilized capital. CDFIs are not
typically involved in the secondary market, a potentially vast source of capital that could support CDFI
home mortgage lending. 23 As bank capital becomes more important to CDFIs, it is imperative that any
reform to the Community Reinvestment Act reflect the need for targeted investments, strong retail and
service provision by covered banks. In order to break into the secondary market CDFIs must innovate
to structure their organizations to address evaluation structure of the more typical lending market and
still maintain innovation to meet LMI market needs.

Conclusion
Expanding to places with deep need or weak community development infrastructure is an exceptional
challenge for a CDFI. Communities must have the right absorptive capacity to successfully deploy
community investments. CDFIs finance community development but cannot take on all the roles of a
community developer: organizing residents, identifying community needs, functioning as a project
developer or manager. CDFIs can help support the development of the wider community development
ecosystem. For example, when the community is only able to support smaller transactions, a CDFI may
decide to do the deal despite a lower return and higher transaction cost. CDFIs might also spend more
time offering technical assistance or developing relationships to lay a solid foundation for transactions
in a lower-capacity area, charging higher fees or securing grant funding to help recoup the additional
costs. Some CDFIs have noted that this challenge was particularly acute in places that were historically
poorer, lower density, less urban, and with fewer investors motivated by the Community Reinvestment
Act to help build and sustain their community development ecosystem. Bridging these gaps is only
possible through credible partnerships, innovative products and long-term commitments. The CDFI
industry is well-positioned to do so.
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APPENDIX

California Snapshot
Overview
In the 1850s, after the first gold rush and the completion of the transcontinental railroad, land in
California was easily acquired, driving the first real estate boom which quadrupled the population from
the 1880s-1890s. Today, the median price for a house tops $600,000, more than twice the national
level. 24 The state has four of the country’s five most expensive residential markets—Silicon Valley, San
Francisco, Orange County and San Diego. (Los Angeles is seventh.) At first glance, market factors
account for the high housing costs. Despite wildfires over the last few years and natural phenomenon
like earthquakes, the stakes have only heightened for a state that can’t seem to build enough new
homes for its rising population.
California’s poverty rate, when adjusted for the cost of living, ranks as one of the worst in the nation.
Nearly 35% of the state’s households are liquid asset poor--a measure of the liquid savings households
hold to cover basic expenses for three months if they experience a sudden job loss, a medical
emergency or another financial crisis leading to a loss of stable income. 25 Broken down by race, this
means one out of four households does not have savings to cover their expenses, putting the assets
they do own at risk. As with many indicators of financial well-being, households of color fair far worse
than White households and the state average.
In our annual Scorecard data, California ranks 15 out of 51 states (includes District of Columbia), which
is an indicator that there are still improvements to be made, especially as the racial disparity rank is at
19/51. Our Scorecard data is based on states' performance on economic measures for all residents, but
it also accounts for racial disparities. Relative to other states, California's performance is about average
for residents overall. However, the gap between White residents and residents of color is large. The
disparities by race indicate significant and negative implications for the people and prosperity of
California.

A Growing Affordable Housing Crisis
Rising housing prices push middle-class workers farther from their jobs, specifically in high-cost markets
like California. This urban sprawl does not offset the lack of housing being built in comparison to the
number of households coming into major cities across the state. Low-income Californians are then
forced to choose between rent and food or health care, adding to the state’s hunger and health
problems, or being pushed out of housing altogether, adding to its burgeoning homeless population.
California accounts for 12% of the U.S. population, but a quarter of its homeless population. 26 In
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California, several factors contribute to the lack of affordable housing. Local policy around land use
does not prioritize low-cost, high-density housing. Further, local environmental regulations are
perceived by some developers as burdensome. Lastly, rising construction costs, complete a trifecta of
structural factors that discourage rapid development of additional housing units.
Moreover, while there has been an increase in income inequality across the country, since 2000 in
California, the richest 20% of households make at least 5.2 times as much income as the poorest 20%. 27
Thus the state harbors a perfect storm of market factors impeding a high percent of the nation’s cost
burdened renters and homeowners. Los Angeles is the highest populist city of cost burdened
households.
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Los Angeles is not the only city suffering this issue. The chart below shows that renters, particularly, are
cost burdened across major cities in California. However, much of the variance can be attributed to the
difference in total population
Percentage of Homeowners and Renters Cost Burdened in Top Metro Areas

Los
Angeles
13,261,538

Riverside

% of
Homeowners

% of Renters

Total
Population

Oxnard

Sacramento

San Jose

Fresno

Bakersfield

4,476,222

San
Diego
3,283,665

847,834

2,268,005

1,969,897

971,616

878,744

San
Francisco
4,641,820

43.5%

40.6%

40.6%

39.4%

35.1%

36.1%

34.6%

33.6%

37.1%

58.7%

59.2%

57.0%

57.8%

54.4%

47.7%

57.6%

54.2%

48.2%

A View Across Local Markets
California has some of the most popular and populated American cities, which because of urban sprawl,
also means the regions surrounding these cities are integrated into these economies. As San Francisco
grew its “tech Silicon Valley” image, this extended to San Jose. The influx of tech companies and
developers has not only stimulated the economy but also driven up the median household income to
more than $105,000. This, in turn, has correlated with the increase in property values. Similarly, as Los
Angeles grew in population and highways were developed, it drove an extension in urban sprawl as far
as Riverside and San Bernardino. While home values in Los Angeles felt out of reach for many families,
Riverside and San Bernardino counties were able to attract those who felt the tradeoff from the city to
suburbs was not bad for the price tag. Moreover, in areas where housing costs have skyrocketed, such
as Oakland or San Diego, there has been a migration or displacement of people to the outer suburbs
where they can still commute to work but at an affordable price tag.
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Affordability of Homes in Top Metro Areas in California
Place Name

Population

Median Household Income, 2018

Ratio of Median Housing Value
to Median Household Income

Los Angeles

13,261,538

$65,331

8.22: 1

3,283,665

$70,588

6.87: 1

Riverside
San Diego
Oxnard
Sacramento
San Jose
Fresno
Bakersfield
San Francisco

4,476,222
847,834

2,268,005

$59,173
$81,972
$64,407

1,969,897

$105,809

878,744

$50,826

971,616

4,641,820

4.97: 1
6.35: 1
5.27: 1
7.7: 1

$48,730

4.53: 1

$92,714

7.73: 1

3.75: 1

Increasing Racial Disparities
While California has always deemed itself as more progressive than many other parts of the country, it
is still failing to meet the housing needs of households of color. Historically, these groups have been
underserved and discriminated against in the housing market. From red lining (Compton and other
minority areas), to restrictive covenants (HOA rules to avoid accepting people of color), to forceful
dislocations (Japanese internment), California housing has not been the most welcoming to families of
color who were hoping to start their American Dream. In recent years, we’ve seen a growing trend of
displacement of families of color because of gentrification and the increase in cost of living for their
area.
Today, the homeownership rate of White households is 63% compared to 34% for Black households
and 44% for Latinx households. This, compared to the state average at 54.8% and the nationwide
average at 63.9%, shows a great disparity for Black and Latinx households. Moreover, the state ranks
at 50 in terms of affordability of homes and 50 in terms of housing cost burden for homeowners. That
data shows not only that houses are unaffordable for low-income folks but also that many homes are
priced so high that they become a cost burden for homeowners. This is especially hard for first-time
homebuyers.
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Moreover, if you break down the data to analyze homeownership rates across metro areas in California,
we find some striking disparities, particularly for Black and Latinx households. In all the top metro areas,
except Oxnard, Black homeownership rates are the lowest. Latinx homeownership while high in
Riverside, does not go above 50% in any other metro area; Fresno comes in the lowest. Overall, White
homeownership is overwhelmingly the highest in all metro areas compared to households of color. The
only exception would be Asian households in the Oxnard and Bakersfield metro areas.
What we can glean from this data is that there are large rates of disparity among underserved groups-Latinx and Blacks--compared to White households. We can also see that these trends hold true with
only slight variations in the top markets in California. What we see is an opportunity to provide low-cost
mortgages to these populations, thus increasing their homeownership rates while providing affordable
options.
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COVID Impact on LMI Immigrant Communities
COVID-19 has financially challenged many families since the crisis began. While some people were
deemed essential workers, others saw their work disappear altogether. When aid came in the form of
government stimulus checks, many did not receive them. “Within lower-income households, those in
the lowest income bracket (under $25,000) were slightly less likely to receive a stimulus check than
those in higher income brackets.” 28 In California, we know there is a large population of gig workers
and undocumented workers who did not receive stimulus checks and are still struggling financially.
Moreover, a nationwide survey has shown an increase in the use of credit cards, personal loans or lines
of credit from a bank, pawnshop loans and payday loans to navigate the financial burdens of the crisis.
Overwhelmingly, we saw Latinx and Black households, mostly from the lowest income bracket, were
most likely to turn to these credit products despite the fact that they can impact them in the future. Most
of these households went with an alternative financial service (AFS), increasingly common for the
underbanked and unbanked populations. Seeing no alternative or fear of rejection from mainstream
banks, these households are using AFS to navigate their financial lives.
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How are the most vulnerable households navigating the impact of COVID-19? Prosperity Now. (2019)
https://prosperitynow.org/sites/default/files/resources/REVISED%20FINAL%20Brief_Prosperity%20Now%20Survey%20of%20LowerIncome%20Households.pdf
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