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Counties not included under the final
rule’s definition but included by the
broader Freddie Mac or Fannie Mae
definitions have relatively low poverty
rates and low minority percentages. The
Freddie Mac definition includes an
additional 221 counties and
approximately 6 million additional
people. These additional counties have
a 14 percent poverty rate and minorities
comprise 9 percent of the population.
The Fannie Mae definition includes an
additional 794 counties and
approximately 23 million people. These
additional counties have a 12 percent
poverty rate and minorities comprise 8
percent of the population.

The HUD definition also targets
specific geographic areas with high
poverty and minority concentrations.
For example, 71 percent of the
nonmetropolitan population in the
South is covered by HUD’s definition.
Similarly, HUD’s definition includes 84
percent of the population that reside in
remote counties that are not adjacent to
metropolitan areas and have fewer than
2,500 residents in towns.

d. Tract Versus County Definition
A number of commenters, including

the GSEs, argued that a definition based
on rural census tracts was ill-advised
because lenders in rural areas do not
understand or lend on the basis of
census tracts. Fannie Mae commented
that use of census tract data was
inappropriate because census tracts
have ‘‘no practical meaning’’ in rural
areas from a marketing standpoint; that
geographic measurements used in the
rule should be ‘‘widely understood,
easily measured, and practical from a
marketing point of view;’’ and that
census tracts in rural areas ‘‘fail these
tests.’’

In contrast, some commenters, such as
HAC, noted that a county-based
definition is not as targeted as a tract
definition since it excludes tracts which
could be considered underserved in
served counties and includes tracts
which could be considered adequately
served in underserved counties.

The final rule uses the county
designation, as opposed to a census
tract-based definition. Counties are easy
to identify and geocode, which will
simplify the reporting process for the
GSEs and for the lenders who provide
the GSEs with loan level data. County
boundaries are commonly recognized by
housing industry representatives
involved in the loan and marketing
process, including lenders and
appraisers.

Under this county-based definition,
the GSEs may have an incentive to buy
mortgages in the parts of underserved

counties that have higher incomes.
Although 21 percent of the homeowners
that live in underserved rural areas
reside in served tracts, these tracts
accounted for 39 percent of GSE
purchases. Even though HUD recognizes
that a census tract definition better
targets underserved areas, HUD decided
to use a county-based definition because
the operational difficulties associated
with census tract and Block Numbering
Area (BNA) boundaries outweigh the
benefits of improved targeting of
underserved areas.

C. Consideration of the Housing,
Economic, and Demographic Factors

As Section B shows, the most
thorough studies available provide
strong evidence that in metropolitan
areas low income and minority
composition identify neighborhoods
that are underserved by the mortgage
market. As this section discusses,
geographical differentials in housing,
social, and economic problems and past
discrimination against minorities
confirm that problems are greater
throughout the nation in the areas
covered by the Geographically Targeted
Goal. Section C.1. briefly describes
housing, social, and economic problems
of distressed neighborhoods. Section
C.2. discusses discrimination and other
housing problems faced by minorities.
Although few studies have yet analyzed
the specific geographic areas targeted by
the final rule, the segregation of
minorities within the nation’s inner
cities and poorer rural counties makes
this information pertinent to analysis of
underserved areas and to the goal set by
the Secretary.

1. Urban and Rural Housing Needs and
the Housing Needs of Underserved
Areas

Over the past three decades evidence
of growing poverty concentrations has
increased concern about poor living
conditions in the nation’s distressed
neighborhoods. John Kasarda has
focused on trends in the neighborhood
concentration of poverty and measures
of the ‘‘underclass’’ population such as
school dropouts, unemployed and
underemployed adult males, single-
parent families, and families dependent
upon welfare.56 Kasarda has not only
documented the extreme deprivation
that exists in minority and low-income
neighborhoods throughout our major
urban areas, but he has also shown that
neighborhood distress and
concentrations of lower-income

residents in tracts with high poverty
worsened during the 1980s.

Analysis within 44 major
metropolitan areas showed that in the
late 1980s renters were most likely to
have worst case needs in the poorest
neighborhoods.57 Although only one-
tenth of households lived in
neighborhoods with poverty rates above
20 percent, those poorest neighborhoods
housed almost one-fourth of worst case
renters. These poorest zones closely
resemble tracts identified as poor
ghettos or underclass areas. They
contained older, smaller units that were
more often physically inadequate and
crowded than other housing in the
metropolitan areas studied.58 Additional
discussion of housing needs is
contained in Appendix A.

2. Economic, Housing, and
Demographic Conditions

Appendix A includes detailed
discussion of economic, housing, and
demographic conditions. That
discussion was considered in
establishing the Geographically
Targeted Goal. This section discusses
other conditions.

a. Discrimination in the Housing Market
In addition to discrimination in the

lending market, substantial evidence
exists of discrimination in the housing
market. The 1989 Housing
Discrimination Study sponsored by
HUD found that minority home buyers
encounter some form of discrimination
about half the time when they visit a
rental or sales agent to ask about
advertised housing.59 The incidence of
discrimination was higher for African
Americans than for Hispanics and for
homebuyers than for renters. For
renters, the incidence of discrimination
was 46 percent for Hispanics and 53
percent for African Americans. The
incidence among buyers was 56 percent
for Hispanics and 59 percent for African
Americans.

While discrimination is rarely overt,
minorities are more often told the unit
of interest is unavailable, shown fewer
properties, offered less attractive terms,
offered less financing assistance, or
provided less information than similarly
situated non-minority homeseekers.


