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Detroit's Financial Crisis Began
with the Foreclosure Crisis
Triggered by the collapse of subprime loans:
 Interest rates 3% or more than conventional loans
 Variable interest rate that rests to a higher rate after
a short period
 Up to 8 times more profitable than conventional
loans
 Massive fraud and deception in underwriting these
loans
 Racist targeting of African American and Latino
communities by the banking industry

Subprime Loans – Racist & Predatory
In metro Detroit, in 2005-2007, 62% of African
Amercans got subprime loans, compared to
28% for whites
In Detroit, from 2004-2006, roughly 75% of
loans to African Americans were subprime
From 2005 to 2009, Detroit had more than
67,000 foreclosures (1 in 5 Detroit homes)
Detroit, in 1996, had the lowest foreclosure rate
of any major metroplolitan area in the US

It was not just Detroit
Wealth was lost across the board from the
Great Recession, but significantly more so
for people of color.
From 2005 to 2009, white median net
worth fell 16% to $113,149.
But net worth fell by
66% for Latinos to $18,359, and
53% for Blacks to $12,124.
- Wasted Wealth: How the Wall Street Crash Continues to Stall Economic Recovery and Deepen Racial
Inequity in America by the Home Defenders League, Alliance for a Just Society, and New Bottom Line

RATIO OF WHITE TO BLACK
WEALTH
1995. . . . . . . . . . . . 7-to-1
2004. . . . . . . . . . . 11-to-1
2009 . . . . . . . . . . . 19-to-1
RATIO OF WHITE TO LATINO
WEALTH
1995. . . . . . . . . . . . 7-to-1
2004. . . . . . . . . . . . 7-to-1
2009 . . . . . . . . . . . 15-to-1
Source: Pew Research Center, 2011

“Wells
Fargo Mortgage had an
emerging-markets unit that specifically
targeted Black churches, because it
figured church leaders had a lot of
influence
and
could
convince
congregants to take out subprime
loans.”
BETH JACOBSON, FORMER WELLS FARGO
LOAN OFFICER

- Wasted Wealth: How the Wall Street Crash Continues to Stall Economic Recovery and Deepen
Racial Inequity in America by the Home Defenders League, Alliance for a Just Society, and New
Bottom Line

Banks Destroyed
Detroit's Tax Base
 From 2000-2010, Detroit
lost 237,500 people (New
Orleans lost 140,000 after
Katrina)
 From 2008 – 2011, the
State Equalized Value
(SEV) on Detroit real
estate declined by 29%

Banks Engaged in a Criminal Conspiracy
According to a report issued by the Senate Permanent Subcommittee
on Investigations and chaired by Senator Carl Levin, the Wall Street
banks engaged in essentially a criminal conspiracy.

"Our investigation found a financial snake pit rife with
greed, conflicts of interest, and wrongdoing."
The crisis created by Wall Street destroyed communities and
triggered massive loss of jobs, erosion of the property tax base,
the reduction in services provided by cities and states, and many
other problems.

Conspirators included:
Bank of America
JP Morgan Chase
Deutsche Bank
Wells Fargo
NY Mellon
Citi Bank
UBS

Banks refuse to pay property taxes
 In 2012, almost
half of unpaid
property taxes
($57 million) was
owed by the
banks.
 This does not
include “zombie
foreclosures”,
where the bank
evicts the
homeowner, but
fails to take
control of the title.

What else did the Banks do?
• The City has been put through a series of complex and
convoluted financial transactions to the detriment of its
residents.
• The financial instruments include bonds of various
types, interest rate swaps, pension obligation
certificates, default and termination agreements,
hedging derivatives, and onerous penalties.
• In addition, the banks made huge profits in upfront fees
and related charges.
• The City has been victimized by the municipal
equivalent of predatory mortgage loans.

Typical Swap Mechanism

Detroit’s swaps are with
Citigroup, JPMorgan Chase,
Loop Capital, Morgan Stanley,
SBS Financial, and UBS

When the blue line is higher than the green line,
Detroit loses money and banks make money
(Pension swaps)
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Interest
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Interest Rate Swaps and Other
Derivatives are a Taxpayer-subsidized
Windfall for the Banks
Federal Reserve pushed interest rates for Wall Street to
near 0% to prop up the banks. Yet the Banks continue to
charge Detroit 6% or more.
In addition to the TARP bailout, the Federal Reserve has
an emergency program of at least $8 TRILLION.
The Federal Reserve has purchased around $1
TRILLION in mortgage-backed securities, and continues
today to buy $40 billion per month. This amounts to a
$40 billion per month transfer to Wall Street!

Another Example: Water and Sewerage
Swaps (non-POC)
• In June 2012, the Detroit Water and Sewerage
Department sold $659.8 million in bonds to cover
$321.6 million to terminate interest-rate swap
agreements.
• JP Morgan Chase made $7.8 million in fees
on the above transaction!
• In December 2011, DWSD raised funds through
another bond sale of $500.7 million to terminate
other swap agreements, spending $225.6
million.

Effect of Swaps on DDOT
• In 2009, the swaps blew up when
Detroit’s credit rating was
downgraded.
• Detroit renegotiates the swaps and is
forced to make $4.2 million monthly
payment to the bank before any
money can go to essential city
services
• Mayor Bing responded to the budget crisis with drastic cuts to
public transit, eliminating bus routes, delaying equipment repairs,
and laying off workers.
• Even after renegotiations, the swaps cost Detroit $54 million per
year. Elimination of the swap payments would restore bus
service.

ISDA Master Agreement defines Events of Default
 Events of Default
 Failure to Pay or Deliver (3 days to remedy)
 Breach of Agreement, except for failure to pay (30 days to
remedy)
 Credit Support Default (failure to comply with Credit
Support Document)
 Misrepresentation
 Default under Specified Transaction
 Cross default
 Bankruptcy
 Merger Without Assumption
 Governor determines a state of financial emergency
 Appointment of an Emergency Manager

ISDA Master Agreement defines Termination Events
 Termination Events for Party B (Detroit)
 Insufficient payment in any month where payment is
required; failure to pay other fees & judgments
 Failure to include and maintain a budget line item for
payments to Party A (the banks)
 Quarterly Coverage at the end of any month is less
than 1.75
 Sufficient drop in the Moody's or S&P ratings
 If City takes any litigation, other judicial action,
legislative action against these agreements
 Reduction in the Wagering Tax not offset by other
appropriations. (UBS now gets all of the casino taxes.)
 Bankruptcy

Criminal Conduct of Banks & Rating Agencies
• The Banks engaged in fraudulent and illegal activities
when they made predatory loans to Detroiters, often
misrepresenting and lying about the loans that they
underwrote.
• The ratings agencies, which are tools of the Banks, lied
about the quality of mortgage-backed securities.
• Ratings agencies manipulate bond ratings, generating
huge profits for the Banks
• The Banks engaged in a criminal conspiracy by
manipulating the LIBOR rate.
• The Banks misrepresented (lied) the interest-rate swaps
to Detroit and other public entities.

Prosecute the Banks!
The banks have engaged in criminal conduct. They
must be held accountable for the destruction of our
neighborhoods and the City.
Public Act 436 provides for this:
141.1556 Criminal conduct contributing to receivership
status. Sec. 16:
An emergency manager shall, on his or her own or upon the
advice of the local inspector if a local inspector has been retained,
make a determination as to whether possible criminal conduct
contributed to the financial situation resulting in the local
government's receivership status. If the emergency manager
determines that there is reason to believe that criminal conduct
has occurred, the manager shall refer the matter to the attorney
general and the local prosecuting attorney for investigation.

Demand a Moratorium
on Debt Payments
While the banks and rating agencies are
investigated for their criminal conduct and while
the economic crisis for poor and working people
continues – STOP PAYING THE BANKS
Ultimately, the municipal debt must be
cancelled because the banks and ratings
agencies engaged in misrepresentation or fraud
in the sale of the bonds and other debt
instruments.

Demand Billions in Reparations or
Restitution from the Banks
The Banks owe us tens of billions of
dollars in damages due to their illegal
activities. Look around the great City of
Detroit at the devastation that the Banks
have caused.
The poor and working people of Detroit
have been hit by Hurricane Wall Street.
We demand restitution!

Join the struggle against the Banks and the Emergency Manager
Attend Moratorium NOW! Coalition meetings
Mondays, 7 PM, 5920 Second Ave., Detroit MI

