Self-Help Helps I tself

A leftist crusader wants to dictate financial optionsto consumers
By David Hogberg

Summary: Martin Eakes' family of organi-
zations, known collectively as Self-Help,
haswanderedfar fromitsroots. What began
as a movement to provide the poor with
much-needed capital is now a set of advo-
cacy organizations that promote policies
that harmthe poor and impose competitive
disadvantagesonother lenders. Meanwhile,
Self-Help ridesitstax-exempt statusall the
way to the bank.

On April 13" of this year, an activist

testifying before the U.S. Senate Banking,
Housing and Urban Affairs Committee com-

mendedtheFederal HomelL oan Bank system
“for recogni zing thepredatory lending prob-
lemand applying strong anti-predatory lend-
ing guidelines.” The activist was Martin

Eakes, and though his is by no means a
household name, hiswork iswell known in

thefinancial industry and heisaminor cel eb-
rity in North Carolina. But heishardly con-
tent with that.

Eakesisthe Chief Executive Officer of a
set of North Carolina-based financial and
advocacy institutions, whichincludetheSelf-
Help Credit Union, the Self-Help Ventures
Fund, the Center for Community Self-Help,
and the Center for Responsible Lending—
thefamily of organizationsisusually referred
to in the aggregate as “Self-Help.” Eakes
says the mission of Self-Help “isto expand
wealth and ownership opportunities for all
families, withaparti cular emphasisongroups
traditionally denied accesstothese opportu-
nities: women, minoritiesandrural residents.
Wedo thisby providing homeand business
ownership financing.” That description is
accurate, yet incompl ete.

Self-Help founder Martin Eakes, along with his wife, preparing to
receive an honorary degree from his alma mater.

The Self-Help constituency ismorethan
the poor. Eakes also uses Self-Help's re-
sourcestoform political coalitionswithradi-
cal left-wing groups whose purpose is to
bully banksinto changingtheirlending prac-
tices. The groups also pressure legislatures
intorestrictingtheliberty of financial institu-
tions. Most recently, Eakes and his allies
have launched a campaign to harass two
financial industries, payday lending and
subprime mortgage lending, to comply with
their demands. Eakes' tacticsincludeplaying
theracecardtointimidatehisopponentsand
promoting pseudo-scholarly researchtoback
up his misleading claims.

It's unfortunate that the real victims of
Self-Help’ scampaignsarethoseEakesclaims
tohelp: thepoor and disadvantaged. Eakesis
a consummate nonprofit entrepreneur. He
does his utmost to penalize the for-profit
financial institutionsthat ignorehisdemands

while he maximizes the advantage of Self-
Help’ s tax-exempt nonprofit status.

Community Bank or
Advocacy Firm?
Eakes Self-Help Credit Union, like all

creditunions,isgovernedby section501(c)14
of the Internal Revenue Code, which states

M ega-
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that a credit union must be nonprofit and

must operate under the credit-union laws of

the state in which it resides. Most people

probably think of credit unionsasnonprofit,

community-based banks run for the benefit

of their members. Their roots in mid-19"

century progressive socia reform further
endow themwithapopulistimage, and Eakes

certainly likesto portray himself inthat light.

According to a recent report in the Wall

Street Journal, heisjustanordinary guy: he
“drives a 1992 Chevrolet Corsica with a
crackedwindshield,” and*“ earnsjust $60,000

ayear.” Thetruth, however, isthat Eakesis

thehead of alarge, multi-million dollar activ-
ist organization that is turning itself into a
major influenceonlendingpolicy onboththe
national and the state level.

Martin Eakes grew up in Greensboro,
North Carolina during the era of Southern
desegregation. Hints of his social activism
appeared during hisundergraduate years at
Davidson College, asmall liberal arts school
inNorth Carolina: whenthecollegeawarded
him an honorary doctorate in 2001, a press
profile revealed that he met his future wife,
Bonnie Wright, one night on campus while
he was tied to a flagpole. After Davidson,
Eakes entered the MPA-JD program at Yale
University andtheWoodrow Wilson School
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at Princeton, and he interned one summer at
the Ford Foundation office in Gaborone,
Botswana.

Eakesreturnedto North Carolina, where,
with Wright, he founded in 1980 the Center
for Community Self-Help. A profile of Eakes
notes that his “goal was to complete the
second half of the civil rights movement: to
close the wealth gap between rich and poor
by helping low-income North Caroliniansto
buy homesand start businesses.” Whilethe
Center was initially a vehicle for so-called
“community development,” it now develops
and coordinates the programs of the other
related Self-Help organizations.

In1984, Eakesestablishedtwo additional
groups. theSelf-HelpVenturesFundandthe
Self-Help Credit Union. In the past twenty
yearsthey haveprovided over $3.6 billionin
financing for home mortgages and loans to
small businessesand nonprofits. According
to Self-Help’ swebsite, the VenturesFundis
“isanonprofit 501(c)(3) organizationfunded
with loans and grants from foundations, re-
ligiousorgani zations, corporations, and gov-
ernment sources. It manages Self-Help's
higher-risk businessloans, real estatedevel -
opment, and home loan secondary market
programs.” Tax forms from the latest year
available(2003) showthat the Self-Help Ven-
tures Fund had $59 million in revenue and
$214 million in assets.

AccordingtoaJune2005financial report
from the National Credit Union Agency, the
Self-Help Credit Union has $184 million in
assets. TheSelf-Helpwebsitestatesthat the
Self-Help Credit Union “raises market rate
deposits from members to make commercial
and home loans. Its members include non-
profit and religious organizations and other
socially-responsible[sic] individualsandin-
stitutions.” These “socially-responsible”
institutionsincludetheBenand Jerry’ sFoun-
dationandtheTidesFoundation. Theformer
has given $300,000 since 2001 to the Ruckus
Society, aradical environmental groupwhose
law-breaking activitiesfirst received atten-
tion during the violent Seattle protests
against ameeting of the World Trade Orga-
nization in 1999. The Tides Foundation also
has given grants to the Ruckus Society as
well astotheradical Nationa LawyersGuild
and United for Peace and Justice, the group
led by apro-Castro supporter that is mount-
ing anti-war/anti-Bush protests. (For more

onTides, see CRC' sDecember 2003Founda-
tion Watch.)

In 2002 Eakes established yet another
group, the Center for Responsible Lending
(CRL). Its purpose is to “eliminate abusive
financial practices’ and prevent“thefinance
industry from stri pping wealthfrom minority
and poor communities.” Itengagesinlobby-
ing, policy research, and coalition-building.
In 2003, the CRL had about $2.5 million in
revenue and about $654,000 in assets.

In 1999, Eakes successfully lobbied the
North Carolina legislature to pass the first-
ever law dealing with predatory lending.
Spurred by his success there, he has since
targeted other state legislatures. In 2003-
2004, the CRL lobbied the Michigan legisla-
turetorestrict payday lending, andin 2005it
lobbied the Mainelegislature. Itscampaign

Credit unions’ roots in
mid-19™" century
progressive social reform
further endow them with a
populistimage, and Eakes
certainly likes to portray
himself in that light.

in Georgia gives a clear indication of the
Center’ sleftist affiliations: oneof thelobby-
ists retained by the Center, Susan Saleska
Hamilton, also works for the Georgia Trial
LawyersAssociationand GARAL (NARAL
Pro-Choice Georgia).

Eakes ambitiondoesn’t stop at the state
level. In the past few years his attacks have
been directed at Washington D.C.
policymakers. Last year Self-Help paid $23
million to buy an eleven-story building in
downtown D.C.’ s Farragut Square to house
the CRL. The move prompted Rep. Patrick
McHenry (R-NC) tosuggest that Eakesmight
better have spent the funds on home loans
and community development. But in 2003-
2004, the CRL spent $120,000 to lobby Con-
gress to impose more restrictions on high-
cost mortgages and to establish national
licensing and standards for mortgage bro-
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kers. Eakesisclearly seekingtoreplicate his
North Carolinasuccessonthenational level.

Sincethe various Self-Help affiliates are
nonprofits, money spent on their assorted
lobbying and educational campaignsistax-
exempt. But lobbying ishardly theonly way
that Self-Help takes advantage of its tax-
exempt status.

Exploiting Tax-Exempt Status

Oneway Self-Help exploitsits nonprofit
status is by helping its own officials and
senior executives. The financial reports of
the Self-Help Credit Union reveal that
throughout the 1990s Self-Help made loans
toitsofficialsand senior executivesaverag-
ing $30,000t0$40,000, apracticepermitted by
Self-Help’ sconflict-of-interest policy. InJune
2002, one official received aloan for about
$1.2million, andtax formsshowthatinMarch
2004 another official received a large loan,
bringing the total borrowed by only two
unnamed Self-Hel p officialstomorethan$2.7
million. Without explanation, those loans
disappeared from the Credit Union’s finan-
cial report in December 2004. For-profit cor-
porationsthat extend generousloanstoboard
members have come under strict scrutiny
lately; when atax-exempt nonprofit doesthe
same, it should receive even closer inspec-
tion. There may be a good explanation for
this, but Self-Help did not return phonecalls
seeking one.

Self-Help may also usethe Credit Union
to fund the Center for Community Self-Help.
In 2003, the Center for Community Self-Help
took in over $3.1 millionin revenue and had
over $5millioninassets. ItsIRS990tax form
shows that the Center also received $2.75
millionin“indirect publicsupport.” Accord-
ing to GuideStar (adatabank on nonprofits),
indirect publicsupport means* contributions
receivedthroughfederated fundrai sing cam-
paigns such asthe United Way or the Com-
bined Federal Campaign. Alsoincluded here
are monies received from affiliated organi-
zations(parent, subor dinate, or supporting
organizations)” [emphasis added]. Al-
thoughitisnot entirely clear, it seemslikely
that the Center receivesat | east some of that
supportfromthe* affiliated” Self-Help Credit
Union. (TheCenter for Community Self-Help
didnot returnreguestsforinformation.) The
tax returnsfor two other affiliate groups, the
CRL and the Self-Help Ventures Fund, note
that the Center for Community Self-Help's
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“membership overlaps substantially with
Self-Help Credit Union’s membership.”

Self-Helpreceivesagreat deal of money
from private foundations that are active on
thepoalitical Left. The Center for Community

CRL claims that credit cards are
“abusive” if they contain “hidden
transfer charges, exorbitant late fees
and exploding interest rates.”

Self-Help received $281,000 from the Surdna
Foundation in 2001-2003, two grants of
$166,667 (in2001 and 2002) fromthe AnnieE.
Casey Foundation, and $80,000 from the
Connecticut-based Education Foundation
in 2002. The CRL received $150,000 in 2002
from the Rockefeller Fund and $50,000 from
GeorgeSoros Open Society I nstitutein 2003.
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MacArthur Award (popularly known as a
“genius grant”) for hiswork with Self-Help.

The Ford Foundation has also lavished
program-relatedinvestment on Self-Help. In
1996 Ford gave $2 million to the Self-Help
VenturesFund and added $50 millionmorein
1998 to provide mortgages to minority and
low-income households. This enabled the
Fundtoleverageover $2billioninmortgages
from Fannie Mae, Bank of America, and
Chevy ChaseBank. (It alsoyielded $166,000
in income to the Ford Foundation in 1998-
2003))

Ford has been a pioneer grantmaker in
providing fundsto set up new institutions
to promote a political agenda. It’ s no sur-
prisethenthatit provided the seed money
($100,000in 2002) to establishthe CRL. In
2003 another $100,000 Ford grant let CRL
purchase aloan performance database to
research and analyze predatory lending
activities.

Interestingly, Eakes has used the Center
for Community Self-Help to back up certain
loans made by the Self-Help Credit Union.
The Center’s 2003 tax return states that it
“guarantees some Credit Union loans for
charitablepurposes.” Sincedonationstothe
Center aretax-deductible, thoseloansarein
essence tax-free.

While it guarantees tax-free loans, Self-
Helpalsotapstaxpayersdirectly for theloans
it makesthrough FannieMae, agovernment-

Self-Help has a cozy relationship with the John D. and
Catherine T. MacArthur Foundation, which has given
Self-Help “program-related investments.”

Self-Helphasacozy relationshipwiththe
John D. and Catherine T. MacArthur Foun-
dation, whichhasgiven Self-Help*“ program-
related investments.” Unlike most grants,
these are capital fundsinvested directly for
social purposes. In 2000, the MacArthur
Foundationgave Self-Helpa$émilliondollar
loan, which Self-Help transferred to the Self-
HelpVenturesFund. Inlate2004 MacA rthur
converted $3 million of that amount into a
grant and added another $2 million grant to
support a program of home mortgage loans
to Latino families. MacArthur also made a
$500,000 grant (2002) to the CRL. In 1996
Eakeswasthepersonal reci pient of a$260,000

sponsored enterprise (GSE) with a defined
publicpurposeauthorized by Congress. It's
alsoexemptfromstateandlocal taxes(except
property taxes). So when Self-Help usesthe
Ford Foundation's $50 million to leverage
mortgages from Fannie Mae, it's getting a
pretty good deal on the loans.
Andtherearemoresweet deals. Self-Help
gets taxpayer-subsidized |oans through the
Small Business Administration and the U.S.
Department of Agriculture(USDA). The Self-
Help Ventures Fund has received over $2.5
millioninloansfromthe Small BusinessAd-
ministration Micro-Loan Program. Theseare
made availableonly to nonprofitsfor assist-
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ing the start-up of small businesses. The
interest rates are low—from 2.63 percent to
4.5 percent. Self-Help Ventures Fund also
hasover $3.9millioninloansfromthe USDA
Intermediary Relending Program(1RP), which
financesrural businessfacilitiesand commu-
nity development projects. Only nonprofit
corporations, publicagencies, Indiangroups
or cooperatives are eligible to receive the
loans, which carry aone per centinterestrate.
The earliest maturity date at which theloan
must be repaid in full: 2021.

Did | mention the government money
Self-Helpreceivesthat it doesn’t haveto pay
back? The Center for Community Self-Help

received $40,927 in FY 1998 from the Com-

merce Department’ sTechnol ogy Opportuni-
ties Program, which is supposed to develop
innovation in technology in the public and
nonprofit sectors. That year the Center lucked
outwhenita sogot $338,365fromthe SBA’s
Technical Assistance Program, which helps
“socially and economically disadvantaged”

small businesses and individuals. And in

2005 the Center for Community Self-Help
received over $8 million in grant money from
U.S. Department of Education’s Credit En-
hancement for Charter School Facilities Pro-
gram, whichisalso openonly togovernment
agencies and nonprofits. Its purpose is to
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guarantee “bonds, notes, loans, or other
types of debt that will be used to assist
charter schools.” Accordingto Self-Help’'s
2003 annual report, “ Self-Help’ spublic char-
ter school lending programhasmade31loans
to 17 schoolsfor atotal of $33 million.” That
meanstaxpayersare helping Self-Help guar-
antee nearly one-quarter of those loans.

What is Predatory L ending?

Even as Self-Hel p maximizesitsopportu-
nities as a nonprofit, it advocates heavy
restrictionsonthefor-profit financial indus-
try. Its main target is so-called “predatory
lending.”

Predatory lendinghasreceived consider-
able media coverage in recent years. The
storiesoften start by profiling apoor person
down on hisluck who takes out aloan with
ahighinterestrate. Theborrower neglectsto
read the terms of the loan carefully and is
stuck with excess fees and crippling
monthly payments. Peoplewho obtainthese
loans are often described as part of what is
known as the “ subprime” lending market—
that is, factors such as their poor credit or
employment history make them riskier loan
candidates than other borrowers.

Y et predatory lending is not so easy to
define. Thewebsiteof theleft-wing National
People’ s Action claimsthat predatory lend-
ing “occurs when a mortgage company or
broker pushes unjustifiably expensive refi-
nanceor homeequity loansonhomeowners.”
That begs the question: what is “unjustifi-
ably expensive’ ?Themortgageterminol ogy
website of the community devel opment cor-
poration Nuestra states that it is a“type of
lending that falls between appropriate risk-
based pricing and blatant fraud and com-
bines certain products, terms, prices and
practices.” Inother words, “ unjustifiably ex-
pensive’ encompasses alarge gray area.

It should come aslittle shock that Eakes
exploits the vagueness of the term. Indeed,
the CRL’ s website |eaves one with the dis-
tinct impression that predatory lending is
whatever Martin Eakessaysitis. Thewebsite
dubsthefollowingtypesof lending“ abusive
practices’:

- Predatory Mortgage Lending:
This"takesplaceinthesubprime
market, targeting peoplewithweak
or blemished credit records. A
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typical predatory mortgage is a
refinance of an existing loan that
is packed with excessive or un-
necessary fees and provides no
tangiblebenefittotheborrower.”

Payday Lending: Thisis“the
practice of using a post-dated
check or electronic checking ac-
countinformationascollateral for
ashort-term loan.”

Rent-to-Own Contract:
These are bad because the
“storedoesnot havetoreport
how much it ischarginginin-
terest” to the customer. CRL
alleges, “Under a typically
rent-to-own contract, a con-
sumer may pay as much as
$2,200 over two years to pur-
chase a $500 TV.”

Nowhere in CRL’s laundry list of predatory lending
techniques is there any acknowledgement of
individual responsibility—that borrowers have a
responsibility to understand the terms of their loans.

- Overdraft Loans: These“are
offered by bankstolow-income
consumers. Inexchangefor cov-
ering account overdraftsuptoa
set dollar limit, banks charge
bounced check fees, ranging
from about $20 to $35 for each
transaction.”

Tax Refund Anticipation
Loans: Theseare*” short-termcash
advances against a customer’s
anticipated income tax refund.”

Car TitleLoans: Accordingto
the CRL, “Like payday |oans, car
title loans are marketed as small
emergency loans, but in reality
these loans trap borrowers in a
cycleof debt.”

Credit Card Abuse: A credit
cardisabusiveif itcontains*hid-
den transfer charges, exorbitant
late fees and exploding interest
rates.”

Mandatory Arbitration: This
isa“common clauseinloan con-
tracts. Barredfrombringingclaims
to court, victims of abusivelend-
ing practicesfrequently find that
their loan contracts require them
to go through arbitration: pro-
ceedings conducted in secrecy,
with limited evidence and docu-
mentation.”
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Manufactured Housing Fi-
nancing: This “is usually struc-
tured as personal consumer
loans, which carry higher inter-
est ratesand shorter termsthan
real estate loans. In addition,
these loans often contain preda-
tory termsin the form of single-
premium credit insurance, high
points and fees, kickbacks, and
fraudulent applications.”

Nowhereinthislaundry list isthere any
acknowledgement of individual responsibil-
ity—that borrowershave aresponsibility to
understand the terms of their |oans.

What theCRL alsofailstomentionisthat
financial institutions are in the business of
“risk pricing.” Thatis, they setinterest rates
onloansbased onhow muchriskisinvolved.
Many of the people who do not get loans
from banks offering lower interest loans are
turned down because they are not a good
risk: for instance, they have poor credit his-
tory or have shown inability to hold down a
job. Thehigher interest ratescompensatefor
the higher likelihood of such borrowers de-
faultingontheloans. When Eakesadvocates
legislativerestrictions on lending practices,
he not only prevents financial institutions
from making these loans but he prevents
high-risk borrowersfrom gettingloansat all.

However, Self-Help denies that many
borrowersare high risk. 1na2000 interview
with PBS, Eakes stated:

OrganizationTrends

[W]ewent for ten years, we have
had our firstlossof ahomeloan of
$10,000inatotal of $120millionof
lending directly andindirectly we

have made, to mostly minority,
single moms. We had our first
$10,000 this past year. So, what-
ever peoplebelieve, thetruthis, if

someone has a chance to get a
toeholdandownahome, they will

befar better borrowersthan most

of therest of us. Thatisjust afact.

The financia reports of the Self-Help
Credit Union, whichareposted onthewebsite
of the National Credit Union Agency, sug-
gest that Self-Help’slending is riskier than
Eakesletson. Since December 2000, itsratio
of delinquent loanstototal loanshasfluctu-
ated from alow of 5.36 to ahigh of 10.48. In
other words, for every hundred loans Self-
Help makes, between five to ten borrowers
fail to repay them. The peer average (the
averageof all creditunionsof similar size) for
that ratio ismuch lower—it hasranged from
low of 0.7 to ahigh of 1.04 during the same
period. Self-Help's own finances suggest
that lending to the poor isriskier than other

types of lending.

Sdf-Help Campaigns. TheStart in
North Carolina

In1999, EakeslobbiedtheNorth Carolina
legislature to pass a law against predatory
lending. He organized over 100 CEOs from
financial institutions(primarily credit unions)
and about 40 CEOs from other nonprofits
acrossthe stateinto aCoalition for Respon-
sible Lending, and it backed a bill to stop
various loan practices, including balloon
payments (large payments at the end of a
loan), “excessive” fees, and frequent refi-
nancing. Thebill defined high-cost loansas
oneswithfeesof 5percent or more, orinterest
rates 8 percent above the current rate for
Treasury notes. Any such loan was barred
fromincludingballoon paymentsor feesand
paymentsinexcessof 50 percent of aperson’s
grossincome.

North Carolina Attorney General Mike
Easley, who was planning to run for Gover-
nor, also backed the bill and ran “public
service” adswarning against predatory lend-
ing. Banks and other financial institutions
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yielded to the pressure and accepted a hill
that restricted high-cost loans, banned the
bundling of life insurance with loans, and
outlawed payday loans by all but out-of-
state banks. Thebill did permit feesof up to
8 percent on |oans under $20,000.

Theupshot?Likemany lawswith “good
intentions,” the banks that were prevented
from pricing risk into their loans simply de-
cided not makethel oans. The Georgetown
University Credit Research Center con-
cluded that after the law was passed, “the
number of subprimemortgageoriginations
declined by about 14%.... Significant de-
clines occurred only in North Carolina and
only among lower-income borrowers. Nei-
ther the higher-income borrowers in North
Carolina nor borrowers in the other states
experienced significant declines.”

Eakesreversed coursewhenlow-income
peopl elostloan opportunities. “1 wasdragged
intothis, kicking and screaming, becausewe
had borrowersthat weregetting burned,” he
claimedina2000 newsarticle. But Eakeshas
since cast his reluctance aside. Embracing
therole of activist, hehas called for ahigher
minimumwageand calledfor amoratoriumon
the death penalty in North Carolina. He de-
nounces efforts to permit more competition
against Fannie Mae and opposed the more
stringent federal bankruptcy law passed by
Congress this spring. Most importantly, he
hastaken his state-based campaign against
predatory lending national.

In 2003 Eakesjoined forceswith ACORN
(the Association of Community Organiza-
tionsfor Reform Now), the notoriousradical
group known for its in-your-face tactics:

The work of the
Capital Research Center
continues solely through the
generosity of our contributors.
Please remember
Capital Research Center
in your will and estate planning.
Thank you for your support.

Terrence Scanlon, President

members once dumped garbage at the Balti-
more City Hall and demonstrated in front of
Mayor Martin O’ Malley’s home. The CRL
co-signedan ACORN letter to USRep. Mike
Oxley (R-OH), opposing astooweak abill on
predatory lending drafted by Oxley and Rep.
Robert Ney (R-OH). Self-Help and ACORN
alsojoinedforcesto support actionsagainst
finance companiesundertaken by the Office
of Thrift Supervision(OTC). They alsourged
the Federal Deposit Insurance Corporation
and OT Ctoopposereform of theCommunity
Reinvestment Act, which penalizes banks

Carolina, which Eakes supported, banned
most payday lending. In Georgia, the CRL
supported|egislationthat, inthebill’ swords,
included“ payday lendinginthedefinition of
racketeering activity,” and intended “to pro-
hibit activities commonly referred to as pay-
day lending.” It may only beamatter of time
before Eakes attempts asimilar campaign on
the national level.

Eakes' sintenselobbying for morerestric-
tionsonthefinancial industry issureto hurt
theconsumer. If Congresscomplieswith CRL
demandsto require credit card companiesto

Eakes has established a home for Self-Help in

Washington, D.C. to execute his next big move:

to make North Carolina’s predatory lending law
the nation’s law.

that fail to meet federal |oan requirementsin
low-income communities.

As was mentioned before, Eakes has
establishedahomefor Self HelpinWashing-
ton, D.C. to execute his next big move: to
makeNorthCarolina spredatorylendinglaw
thenation’ slaw. InMay 2005 Eakestestified
beforeajoint hearing of two House subcom-
mittees: Financial I nstitutionsand Consumer
Credit and Housing and Community Oppor-
tunity. Hepraised legislationintroduced by
Democratic Reps. Brad Miller (NC), Méelvin
Weatt (NC), and Barney Frank (MA), saying
it was “based on the proven success of the
North Carolina law” and offered “strong
consumer protections while supporting a
healthy subprimemortgagemarket.” Should
thislegislationpass, itwouldseverely curtail
the ability of subprime lendersto engagein
risk pricing. Andif subprimelenderscannot
compensatefor therisk of clientsdefaulting
onloans, they will not makethoseloans. The
subprime mortgage market will wither, and
thosewho cannot qualify for any otherloans
will suffer.

The CRL seemsto want the payday |oan
industry to go out of businessaltogether: it
laments that the attempts “by regulators to
track and restrict repeat borrowing will be
resisted by the payday lending industry...
because if they were truly effective in pro-
tecting borrowers, these provisions would
cut off the lifeblood of the industry.” As
noted above, the law that passed in North

raise “the minimum payments requirement
[on credit cards] to 4 percent of outstanding
credit balance,” fewer borrowerswill be able
to afford the paymentsand will belesslikely
to use credit cards. And his efforts to deci-
mate subprime mortgage lenders and ban
payday lendingwon’t helpworkerswhorely
on such loansto survive.

The Race Card and Pseudo-
Scholarly Research

Self-Help also hasatendency toplay the
race card to advance its campaigns, and
Eakes often teams up with civil rightslobby
groupssuch astheNAACP, the Leadership
Conferenceon Civil Rights, andtheNational
Urban L eague. Predatory lending “ menaces
those least able to resist: the poor, immi-
grants, minorities,” claims a CRL press re-
lease. In testimony last April before the
Senate Committee on Banking, Housing and
Urban Affairs, Eakes stated that, “ borrow-
ersinminority neighborhoodsfacegreater
odds of receiving a subprime prepayment
penalty.” Herepeated asimilarthemeinhis
May testimony before a joint hearing of
two House subcommittees. Eakes' scheme
is clear: if he can convince policymakers
that so-called predatory lenderstarget mi-
norities, then legislators will be more in-
clined to support hispoliciesout of fear of
appearing racist.

Y etwhat istheevidencethat suchlenders
target minorities? Not surprisingly, much of
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it comes from CRL, and its quality leaves
much to be desired.

Onereport, “BorrowersGain No I nterest
Rate Benefits from Prepayment Penaltiesin
SubprimeMortgages,” claimsthat aprepay-
ment penalty (afeefor paying off aloanearly)
resultsin no savingsin aborrower’s costs.
But the authors err by only focusing on the
loan interest rate. In fact, mortgage lenders
can agree to lower other costs—such as
points or other fees—in exchangefor apre-
payment penalty agreement whenthey agree
tomakealoan. By excluding theseconsider-
ations, thereport cannot determine whether
aprepayment penalty has any effect on the
ultimate cost of aloan.

Eakes’ efforts to decimate subprime mortgages
and ban payday lending won't help workers
who rely on such loans to survive.

Another report, “Borrowers in Higher
Minority AreasMoreLikely to Receive Pre-
payment Penalties on Subprime Loans,” ex-
hibits the same flaw. Prepayment penalties
are not necessarily a bad thing. Without
examiningfactorsthat may offset theprepay-
ment penalti es, bemoaning the preval enceof
such agreements is meaningless.

Theauthorsof another report chargethat
“North Carolinapayday |ending storefronts
are disproportionately located in African-
Americanneighborhoods.” Thereport,“ Race
Matters: The Concentration of Payday L end-
ersin African-American Neighborhoodsin
North Carolina,” does consider how other
factorsbesidesrace(e.g.,incomeand educa-
tion levels, the poverty rate, and property
ownership) may affect payday lending, yetit
treatsracequitedifferently. All variablesare
coded so that they can take many possible
values, but the variable for African-Ameri-
can concentration iscoded 1 (if aneighbor-
hood hasa*high” concentration of African-
Americans) or zero (if it doesnot). Why the
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distinction? The authors claim that the race
variableisdifferent from the other variables,
but never explain why. The inconsistent
treatment of variables suggests that thisis
theonly way thereport’ sauthorscan get the
results they want.

Other substandard research by CRL in-
cludes “North Carolina's Subprime Home
Loan Market After Predatory Lending Re-
form,” areport that claimsto show that Eakes-
backed | egislationhasmadeapositivediffer-
encein North Carolina. It claimsthat “North
Carolinahad 15% moresubprimehomeloans
per capitathantherest of thenationin 2000,”
and that “[s]ubprime home lending contin-
ues to thrive in North Carolina” Yet to
compare North Carolina to the rest of the
nation in 2000 is misleading. The relevant
comparison isof North Carolinain 1999 and
2000, the year after “Predatory Lending Re-
form” became law. The report’s own data
shows that North Carolina saw a drop of
almost 28 percent in subprime lending from
1999-2000 comparedtoa24 percentdeclinein
therest of thenation. That suggeststhat the
law explainswhy there was agreater drop in
subprimelendinginNorth Carolinathan el se-
where.

Conclusion

There’ sapattern here, and it’s one that
permeates* progressive” nonprofitsthat are
funded by leading foundations and govern-
ment agencies. Martin Eakes and Self-Help
haveanoblemission—to helpthedisadvan-
taged. Over time, the mission becomes an
organized program of advocacy that seeksto
mandategovernment restrictionsonthefree-
dom of others. The advocacy, which is in-
tended to protect the disadvantaged, hurts
thoseit issupposed to help. What resultsis
an entrenched nonprofit bureaucracy that
uses its tax advantages to flourish at the
expenseof thetaxpayerswhoseownrightsit
lobbiesto restrict.

It would be niceif Self-Helpjust carried
outitsmissionto providing privatecapital to
low-incomehomeowners, small businessmen
and women. But Martin Eakes hashissights
on bigger things. oT

David Hogberg is editor of CRC online
research programs* Education Watch” and
“ Greenwatch.” He also cohosts “ Organiza-
tion Watch,” CRC’smonthly radio program.
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BrieflyNoted

John Berlau of the Competitive Enterprise Institute wrote on National Review Online on September 8 that
for years environmental groups have opposed levees as “unnatural” interruptions of river flows. The Sierra Club,
American Rivers, Mississippi River Basin Alliance, and Louisiana, Arkansas and Mississippi Wildlife
Federations sued the Army Corps of Engineers in 1996 to halt a plan to raise and fortify Mississippi River
levees. The lawsuit, settled in 1997, delayed levee construction for several years. It argued that the levees might
affect Mississippi’s bottomland hardwood forests, and they “must be protected and restored if the Louisiana
black bear is to survive as a species.” In the midst of the Katrina chaos, has anyone thought of the bears?

On September 8, the Financial Times reported that the New York Stock Exchange had delayed listing the
stock Life Sciences Research (LSR), parent of biotech company Huntingdon Life Sciences. The reason:
activists from the Animal Liberation Front (ALF) vandalized the Manhasset Bay Yacht Club with red paint and
slogans. The yacht club is frequented by executives at Carr Securities, a broker that had planned to trade in
shares of LSR. A Carr spokesman confirmed that the company had received thousands of e-mails demanding
that it not buy LSR stock. Animal Liberation Front, which accuses Huntingdon Life Sciences of animal cruelty,
released a statement: “Let this be a message to any other company who chooses to court [Huntingdon Life Sci-
ences] in their 9/7/05 entrance into the NYSE. ... If you trade LSR, make a market for LSR, process orders for
LSR, or purchase LSR shares you can expect far worse treatment. The message is simple, DON'T TOUCH HLS.”

The Chronicle of Higher Education reported in late August that Steven Best, a philosophy professor at the
University of Texas at El Paso associated with the Animal Liberation Front, has been banned from entering
the U.K. under anti-hate policies prompted by the July London bombings. The Home Office cited Best's words at
a recent animal rights conference in Britain: "We are not terrorists, but we are a threat. ... Our power is not in the
right to vote but the power to stop production. We will break the law and destroy property until we win.”

The National Council of Nonprofit Associations is lobbying the Senate against repealing the estate tax,
warning that tax revenues will decrease, taxes will increase, and (last but certainly not least) “America’s charities
would also lose more than $17 billion per year in private donations.” Arthur C. Brooks, associate professor at
Syracuse University’s Maxwell School of Public Affairs, pointed out in the Wall Street Journal that people
tend to donate a higher percentage of inherited wealth than they do other types; if people inherit more after the
death tax’s repeal, they might donate more voluntarily. He also summarized the nonprofit stance neatly: “Our
organization supports the estate tax so that your family will continue to try to avoid it by giving us money.”

The Associated Press reported that Hilary Shelton, director of the Washington bureau for the NAACP, warned the
House Financial Services Subcommittee on September 14 that “predatory” mortgage lenders “must be circling
some of the worst-hit areas, salivating at the potential for abuse” of Katrina victims; he urged a freeze on foreclosures.
This is a red herring: most lenders have already allowed affected mortgagors to postpone payments. Besides, it is
hardly in the banks’ interests to foreclose on ruined properties no longer worth the value of their mortgages.

The Association of Community Organizations for Reform Now (ACORN), too, has jumped on the “predatory
lending” bandwagon, attacking Wells Fargo in a September 9 press release for “charg[ing] African-Americans
and Latinos higher interest rates than whites.” ACORN, like the Center for Responsible Lending, ignores
economic risk factors among minorities that account for those higher rates. Sadly, Wells Fargo has caved to some
of ACORN'’s demands. President Maude Hurd is still unsatisfied: “Wells still needs to compensate the families and
communities its predatory lending has hurt. These business practice changes must also be made permanent and
enforceable by Court order.” Maude smells blood in the water.

MoveOn.org staged a September 8 rally outside the White House at which protesters carried signs reading
“SHAME” and “HELP HURRICANE VICTIMS.” On National Review Online, Byron York reported that the neatly
printed signs were provided by Fenton Communications, the same firm that handles anti-war mother Cindy
Sheehan’s PR. What a small world.
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