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Executive Summary

America is currently confronted with a serious foreclosure crisis, largely due to lending
institutions engaging in unfair and deceptive high-cost lending. Most of the high-cost or
subprime loans made in recent years feature adjustable rate mortgages (ARMs) with low “teaser”
rates for the first few years, followed by rapidly rising rates. In mid-2007, warnings of a crisis
were issued, as the interest rates on these loans adjusted, and both experts and pundits discussed
interest rate resets and shocks.! Currently, the crisis is much wider and much deeper than
increasing interest rates alone. Significant numbers of borrowers with ARM loans are
defaulting, even before the first interest rate adjustment on their loans, suggesting that
unsatisfactory underwriting practices have left them with loans that are unaffordable. Moreover,
many borrowers stuck in such loans have not been able to refinance due to drops in home values,
leaving them with loan amounts greater than the values of their homes.

Against the backdrop of the risky, high-cost lending practices, NCRC has observed striking
racial disparities. If a consumer is a minority, particularly an African-American or Hispanic,
they are most at risk of receiving a poorly underwritten high-cost loan. Middle-class or upper-
class status does not shield minorities from receiving high-cost loans. NCRC observed that racial
differences in lending increase as income levels increase, making middle- and upper-income
(MUI) minorities more likely to receive high-cost loans than low- and moderate-income (LMI)
minorities are, when compared to LMI and MUI whites.

MUI African-Americans were twice or more likely as MUI whites to receive high-cost loans in
71.4 percent of the metro areas examined in this report, while LMI African-Americans were
twice or more likely as LMI whites to receive high-cost loans in just 47.3 percent of the metro
areas during 2006.> The graphs accompanying this report also display the phenomena of lending
disparities climbing with income levels when comparing Hispanics to whites and minority to
non-minority census tracts.

High-cost loans compensate lenders for the added risk of lending to borrowers with credit
imperfections. However, wide differences in lending by race, even when accounting for income
levels, suggests that more minorities are receiving high-cost loans than is justified based on
creditworthiness. As discussed below, previous studies by NCRC and others suggest that after
controlling for creditworthiness and other housing market factors, minorities are receiving a
disproportionately large amount of high-cost loans. When minorities receive a disproportionate
amount of high-cost loans, they lose substantial amounts of equity through higher payments to
their lenders. They are more exposed to irresponsibly underwritten ARM loans that are likely to
result in default and foreclosure.

! Renae Merle, Despite Interest Rate Cuts, Foreclosures Hit Record High, The Washington Post, June 6, 2008.

2 The year 2006 is the most recent year for which Home Mortgage Disclosure Act (HMDA) data is publicly
available as of the release of this report. NCRC observed lending patterns in metropolitan statistical areas (MSAs)
or metropolitan divisions (MD), using the boundaries provided in Home Mortgage Disclosure Act (HMDA) data
issued by the Federal Financial Institutions Examination Council (FFIEC). Metro areas in this report refer to
MSAs and MDs.
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Metro Areas Where Borrowers in Minority Tracts are
Twice or More Likely to Get High-Cost Loans Than
Borrowers in Non-Minority Tracts

Percent MSAs

Middle- and Upper-Income Low- and Moderate-
Income

In 2007, NCRC produced its first Income is No Shield Against Racial Differences in Lending
report. Similar results to those presented in this report were observed, including that LMI
African-Americans were twice or more likely to receive high-cost loans as LMI whites in 35.9
percent of the metro areas analyzed. Furthermore, MUI African-Americans were twice or more
likely than MUI whites to receive high-cost loans in 74.2 percent of the metro areas during
2005.3 According to this study, the most significant racial disparities occurred in the following
metro areas (presented in descending order, with the most significant at the top):

Twenty Metro Areas with the Most Significant Racial Disparities

Milwaukee-Waukesha-West Allis, WI
Minneapolis-St. Paul-Bloomington, MN
Huntsville, AL

Ann Arbor, MI

Hartford-West Hartford-East Hartford, CT
Bridgeport-Stamford-Norwalk, CT
Greenville, NC

Philadelphia, PA

. Essex County, MA

10. Durham, NC

11. Raleigh-Cary, NC

12. Dayton, OH

WO NN R WD

3
See
http://www.ncrc.org/images/stories/mediaCenter reports/nercpercent20metropercent20studypercent20racepercent20

andpercent20incomepercent20disparitypercent20julypercent2007.pdf for a copy of last year’s study and for detailed
results for metro areas.
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13. Birmingham-Hoover, AL

14. Fort Wayne, IN

15. Cleveland-Elyria-Mentor, OH

16. Roanoke, VA

17. Rochester, NY

18. Harrisburg-Carlisle, PA

19. Lubbock, TX

20. Warren-Troy-Farmington Hills, MI

This report also examined the racial and ethnic disparities in rural areas. Additional lending
disparities, when considering both LMI and MUI, were found in rural areas in the states of South
Carolina, North Carolina and Maryland when comparing African-Americans to whites. Rural
areas in the states of Colorado and Connecticut also exhibited large lending disparities when
comparing Hispanics to whites.

Due to the presence of racial disparities over the past several years, NCRC calls upon multiple
parties to enact bold programmatic and policy reforms to narrow racial disparities in lending and
ensure a fair marketplace. Community groups and financial institutions should engage in more
partnerships to devise counseling programs and lending products that are fairly priced and
affordable for low- and moderate-working class Americans.

Congress should pass a comprehensive anti-predatory law that prohibits steering or price
discrimination and that outlaws a range of equity-stripping and unfair practices. The
Homeownership Preservation and Protection Act of 2007 (S. 2452) represents an excellent start
for an anti-predatory lending bill. NCRC also recommends that Congress pass the Community
Reinvestment Modernization Act of 2007 (H.R. 1289), that would encourage more prime or
market rate lending to minorities. In addition, federal and state regulatory agencies need to
significantly bolster the rigor of their predatory lending and fair lending enforcement.
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