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to only 342,387 African 
Americans. About 0.85 percent 
of the African-American 
population applied for 
mortgages compared to 1.52 
percent of the white population 
in the U.S.

A study from Reveal and 
The Center for Investigative 
Reporting found that racial 
disparities exist in 61 metro 
areas across the country, 
including Atlanta, Detroit, 
Philadelphia, St. Louis, and 
San Antonio.

Reveal conducted interviews 
with lenders and home buyers 
to get a picture of why these 
racial discrepancies exist. 
While mortgage lenders 
don’t dispute they deny loan 
applications from people of 
color at higher rates than 
white people, they attribute the 
disparity to hidden factors like 
credit scores.

New Jersey-based TD 
Bank, which denied a higher 
proportion of black and Latino 
applicants than any other 
major lender, said it “makes 
credit decisions based on each 
customer’s credit profile, not 
on factors such as race or 
ethnicity.”

Here’s the problem: credit 
scores, debt-to-income ratio 
(DTI), and other important 
control variables aren’t 
included in the HMDA’s 
database. These key applicant 
metrics are not mandated by 
the HMDA, so lenders aren’t 
required to disclose this critical 
information to the public.

Another critical piece of 
information, why the loan 
was denied, is an optional 
field for mortgage lenders not 
regulated by the Office of the 
Comptroller of the Currency.

What are the results of these 
lax reporting standards?

52 percent of African 
American applicants have no 
exact reason their application 
was denied, the highest of 
any race. So while we know 
the most common reasons 
African Americans were denied 
mortgages were credit history 
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and debt-to-income ratio, we 
do not understand why over 
half of the applicants were 
specifically denied. The Dodd-
Frank Act explicitly amends 
HMDA to require lenders to 
disclose important data points 
about applicants — like credit 
score and debt-to-income 
ratio — to the public while 
keeping applicant identities 
confidential.

Unfortunately, the American 
Bankers Association (ABA) 
wants to keep credit scores 
and other important variables 
out of lender disclosures. 
According to a 2017 April 
policy paper, the ABA stated 
amending HMDA to require 
more data collection would be 
expensive and adds volumes of 
irrelevant data. The “volumes 
of irrelevant data” the ABA 
refers to are exactly the same 
metrics lenders use to assess 
applicants’ creditworthiness, 
like credit scores. These 
amendments would also reveal 
whether applicants are offered 
above-average APRs and 
unconventional lender fees.

While this data would be 
valuable in assessing lender 
discrimination, there’s also 
the question of whether 
credit scores have an inherent 
bias built into their scoring 
algorithms against people of 
color. Credit scores are a black 
box with hundreds of variables, 
and studies have shown that 
credit score algorithms have 
a “disparate impact on people 
and communities of color.” 
According to these studies, the 
current credit-scoring systems 
penalize borrowers who have 
anything other than mainstream 
loans, and people of color are 
funneled towards high-cost, 
high-risk loans.

High-cost loans 

A study from the National 
Bureau of Economic Research 
shows that African-American 
and Hispanic mortgage 
applicants are respectively 
105 percent and 78 percent 
more likely to use high-cost 
mortgages for home purchases. 
High-cost home loans come 
with higher fees and interest 
rates, and, as a result, 

applicants are more likely to 
default on their mortgages.

This all makes sense: 
African Americans are denied 
conventional mortgages at 
a higher rate than whites, 
resulting in more applications 
for high-cost, higher-risk 
mortgages.

The study found that 
“differential exposure” to 
high-risk lenders combined 
with “differential treatment” 
by lenders explains most 
of the racial and ethnic 
differences in high-cost 
mortgage lending. In other 
words, African Americans 
and Hispanic borrowers are 
treated differently by borrowers 
and funneled to high-cost 
mortgages.

African-American borrowers 
were more likely to receive 
subprime loans at higher costs, 
possibly contributing to higher 
foreclosure rates among these 
borrowers.

Dodd-Frank bill could 
shine light 

If there’s one sliver of 

hope within this rather bleak 
analysis, it’s that the Dodd-
Frank bill requires several 
new applicant metrics to 
be recorded by mortgage 
lenders for 2018 data sets 
and beyond. Data points 
like credit scores, fees, 
prepayment penalties, and 
interest rates will be available 
to the public, allowing for 
greater transparency into 
predatory and discriminatory 
lending practices.

We know discriminatory 
lending is happening, 
and this data will allow 
concerned citizens to identify 
the who, where, and how. 
Unfortunately, it’s taken 44 
years of overly lenient and 
inadequate standards created 
by the HDMA to move 
towards a more transparent 
future.

Methodology

We used the Home 
Mortgage Disclosure Act 
(HMDA) database on home 
purchases for all 50 states 
and Washington, D.C., and 

all lenders in 2016 to build 
the dataset for our analysis. 
We limited the dataset 
to approved and denied 
applications by the financial 
institution, and applications 
by Asian, African-American, 
and white applicants and 
co-applicants, who self-
identified their race on their 
mortgage applications.

The final dataset included 
information containing 
approximately 1.7 million 
applicants regarding their 
race, income, approval 
decision, and denial reasons.

We divided states into 
four regions (Northeast, 
Midwest, South and West) to 
examine regional differences 
in approval rates. Before 
modeling, the income measure 
was log transformed and 
centered. We ran generalized 
linear models to investigate 
whether applicants’ race and 
region influenced mortgage 
approval rates on home 
purchases while controlling 
for applicants’ income.

We did not include 
Native American and Pacific 

Islanders in this analysis 
because there was not enough 
mortgage application data to 
run a statistically significant 
test.

For specific questions about 
our analysis email thomas@
movewithclever.com and CC 
eylul@movewithclever.com.

This study was originally 
published on the Clever Real 
Estate website, listwithclever.
com. 

Eylul Tekin is a summer 
associate working in Clever 
Real Estate’s research 
department. Eylul is a PhD 
candidate at Washington 
University in St. Louis’ 
Memory Lab, studying 
cognitive psychology, human 
learning, and memory. 
Eylul applies her rigorous 
analytical skills to various 
real estate research projects 
at Clever using R and other 
coding languages. She gathers 
invaluable insights from large 
data sets, conducts surveys, 
and details her findings in 
succinct reports.

Natalie Vowell, a school board 
member in the St. Louis Public 
Schools, was recognized for 
achieving Master Certification 
by the Missouri School Boards’ 
Association during the MSBA 
Leadership Summit on June 8. 
The program established by MSBA 
helps local school board members 
develop the knowledge and skills 
they need to function as effective 
educational leaders in their 
communities.

All newly elected school board 
members must complete a basic 
16-hour Essential Training program 
required by state law. The Master 
Certification requires fulfillment of 
the Essential and Advanced levels.

Mastering SLPS school 
board leadership


