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Although fair lending laws mandate that all loan applicants receive
equal treatment, all of the evidence reveals wide disparities in origi-
nation outcomes between white and minority loan applicants. Some
of these differences are attributable to income and wealth differences

between minorities and whites. Rigorous statistical analysis, however, contin-
ues to find loan denial disparities between minority and white loan applicants,
even when differences in applicant creditworthiness and loan characteristics
have been controlled for, and even when lenders appear to believe that no dis-
parate treatment exists.

This case study examines the loan application process of one lender in
detail, to shed light on the relationship between a lender’s organizational prac-
tices and staff perceptions and its loan outcomes as reflected in its HMDA
scores.1 While the results of a case study of one lender have no statistical gen-
eralizability, the case study approach is valuable because it “allows an investi-
gation to retain the holistic and meaningful characteristics of real-life
events—such as...managerial processes” (Yin 1989, p.14).

The research team conducted interviews with seven employees over a two-
day period and conducted follow-up interviews with the lender’s president and
two loan counselors. The initial interviews, following the discussion guides



presented in annex A (which appears at the end of chapter 2), were conducted
to determine if employees were aware of fair lending requirements, had
received fair lending training, and had had their performance monitored for
compliance with fair lending requirements. In addition, each employee was
asked to describe his or her role in the lender’s loan origination process.
Interviewees were assured anonymity; therefore, neither the lender nor any
employee is named.

The case study is followed by a discussion of specific managerial practices
that will affect fair lending performance. We also discuss the challenges asso-
ciated with instituting such policies.

Description of Case Study Lender
The lender analyzed in this case study is a mortgage company, fully owned by
a builder who develops housing for low- and moderate-, middle- and upper-
income households. Founded in 1991, the company has grown from 2 to
31 employees and currently originates roughly 1,000 mortgages per year worth
about $70 million. Nearly all mortgages originated by the company are for a
home purchase, rather than to refinance an existing mortgage. The lender oper-
ates in a large city that has substantial numbers of black and Hispanic residents.
It processes more minority applications, as a proportion of its total volume,
than the average for its metropolitan statistical area (MSA).

About three-quarters of the loans originated by the company are underwrit-
ten according to government (Federal Housing Administration [FHA], Veterans
Administration [VA], and Farmers Home Administration [FmHA]) guidelines
that have more flexible underwriting standards than conventional mortgages.
As a result, the lender is able to qualify applicants with less-than-perfect credit
and fewer resources for a down payment than associated with conventional
mortgage standards.

The lender does not service any of the mortgages it originates. Its conven-
tional loans are sold to the company that underwrites the loan. Its government
loans are sold to one of two financial organizations. The first requires a four-
month recourse period, during which the lender is responsible for the loan
balance in the event of a borrower’s default. The second requires a one-month
recourse period. Because of the recourse terms of its loan sales, the lender has
an incentive to apply conservative underwriting guidelines.

The lender submits all FHA-insured loan files for post-close audits. FHA
audits a sample of loan files submitted to ensure that underwriters comply with
its standards. In the event of a questionable underwriting judgment, FHA con-
tacts the lender and informs the company about its concern. Lenders who con-
tinue to make loans with features that are unacceptable to FHA underwriters
risk sanctions, including being dropped from the FHA program.

The lender employs six loan counselors, who work in one of three offices
and who are responsible for meeting prospective customers and taking appli-
cations. Unlike many mortgage companies, loan counselors do not take appli-
cations in the field. The loan counselors all report to the branch manager of
the company, who also supervises a team of four loan processors responsible for
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collecting the documentation needed to complete a loan application. The com-
pany employs an underwriter who is responsible for determining the credit-
worthiness of all mortgage applicants. The underwriter and the branch manager
report directly to the president. The company also has staff who work on clos-
ings and quality control. However, these staff are not involved in the origination
decision process.

Four of the six loan counselors are white and two are Hispanic. The com-
pany had a black loan counselor, but she recently left to relocate to another
part of the state. The president, underwriter, and processors are all white. The
president was employed by another mortgage company before she moved to her
present position. Her previous employer went bankrupt, and she was hired for
her current position in 1991. Most of the people interviewed by the research
team had worked for the president’s previous employer, and found out about
job openings through conversations with her. One Hispanic loan counselor,
however, was hired after two rounds of interviews following his response to a
local newspaper advertisement asking explicitly for a Spanish speaker.

The president estimates that 85 percent of the customers served by the com-
pany are referred by the builder’s sales representatives after potential home
buyers complete sales contracts. The remaining 15 percent are referred by real
estate agents familiar with the company. Home purchase applications from
blacks account for 25.2 percent of the lender’s total home purchase applica-
tion volume, almost three times the MSA figure of 8.9 percent. Hispanics
account for 17.6 percent of the lender’s purchase mortgage applications, higher
than the MSA figure of 13.3 percent.

As mentioned earlier, roughly three-quarters (73.6 percent) of mortgages
originated by the company are FHA, VA, or FmHA loans, compared with 16.3
percent of all mortgages originated in the MSA. Blacks account for slightly more
than 30 percent of the lender’s government loan applications, Hispanics for
another 21.4 percent. These proportions are higher than for the MSA as a
whole, where blacks account for 13.4 percent and Hispanics 17 percent of gov-
ernment loan applications.

The lender’s applicants are disproportionately middle-income. Almost 40
percent of them have incomes that fall between 80 and 120 percent of the MSA
median, compared with 22.9 percent of all loan applicants in the MSA. Only
28.9 percent have incomes 120 percent above the MSA median, compared with
39.6 percent of all applicants in the MSA. And 31.2 percent have incomes less
than 80 percent of the MSA median, compared with 37.3 percent of all appli-
cants in the MSA.

Lender’s Origination Process
The lender’s origination process is designed, according to respondents, to qual-
ify as many applicants as possible, irrespective of race or ethnicity. Most appli-
cants are referred to the lender with a contract on a house built by the owner
of the mortgage company. The whole purpose of the company, according to
one employee, is to get people into homes. As a result, the lender does not con-
duct prequalification assessments. Every customer completes a hard-copy loan
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application, and all the information from it is entered into an electronic version
of the application form located on the lender’s computer system.

Overview
All respondents said they have a very strong commitment to treat every cus-
tomer fairly, based on their personal conviction that discrimination is wrong
and must not be tolerated. The lender does not provide any specific fair lending

training, however, and has only a
one-paragraph discussion of fair
lending in its procedures manual.
Respondents also said that it does
not make business sense to turn away
potential business based on an ap-
plicant’s race. Nevertheless, the
company has been subject to dis-
crimination claims by minority cus-
tomers who were denied loans. Staff
said these claims were baseless, and
the company has never been found
liable.

In order to accomplish its mission, the lender’s origination process, detailed
below and outlined in figure 1, includes multiple reviews so that no employee
can make a unilateral decision about a particular application. The lender uses
a “team” approach, whereby a loan counselor, a processor, the branch man-
ager, and the underwriter or president use as much creativity as possible to
qualify applicants. The status of every loan application is discussed at the
weekly staff meeting attended by loan counselors, processors, and the branch
manager. One purpose of these meetings is to have staff brainstorm about strate-
gies that can be used to qualify marginal applicants.

The lender’s origination process never results in an outright denial. Rather,
every applicant receives a conditional approval, with a mortgage originated
once the specified conditions are met. These conditions are based on the per-
ceived underlying risk associated with the potential borrower and are tailored
to meet the needs of that customer. An applicant who meets all the guidelines
will receive a mortgage subject only to receipt of an appraisal report. This is a
relatively straightforward and rapid process. Borrowers who fail a greater num-
ber of underwriting guidelines may have to pay past due debts, or lower their
overall monthly financial obligations. A more complex conditional approval
does not preclude the applicant from receiving a mortgage from the lender.
Indeed, the lender sometimes originates mortgages to applicants one year after
the application was initially processed.

Some applicants decide they will be unable to meet the conditions set forth
by the lender and tell the lender to withdraw their application. In these cases
the lender sends the applicant an adverse action letter, and the loan application
is classified as a denial.

All of the lender’s staff interviewed by the research team expressed great
pride in their ability to work with borrowers, even with borrowers whose loan
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“We originated a mortgage to a lady that had
three jobs, two child support payments, and
SSI for her nephew; so we had six different
sources of income. Anybody else would have
looked to only one source. We were able to tie
in all three jobs, and we used the child support.
She got a $101,500 loan. She had been to
another mortgage company and been denied.
She works at the Wal-Mart down the street and
gives me a big hug every time she sees me.”

—A loan counselor



applications have multiple problems. Indeed, many staff members said the
company originates loans to many customers who would not receive mort-
gages from other companies where staff are not as dedicated to working with
marginal applicants.

Referral
Since most of the lender’s customers are referred by a sales representative of the
builder that owns the company, loan applicants typically have already signed
a contract for a house before they contact the lender. After signing the con-
tract, customers from a particular subdivision are referred to a particular loan
counselor, with each loan counselor servicing about 10 subdivisions. These
customers are encouraged to use the mortgage company, and are given the loan
counselor’s business card, which contains contact information as well as the
documentation needed to complete a loan application. In addition, customers
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Figure 1. Lender’s origination process
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are offered a discount on closing costs if they choose to use the lender.
According to one respondent, the sales representative says to the customer,
“Why don’t you give [loan counselor’s name] a call. Here’s [his/her] card. They
can help you with the financing.”

The builder has three types of subdivisions: entry-level homes priced
between $70,000 and $90,000; trade-up homes between $90,000 and $120,000;
and luxury homes that start at $150,000. Loan counselors are assigned a mix of
subdivisions to ensure that each loan counselor serves a variety of applicants.
This mix is important, because a portion of the loan counselor’s compensation
is based on the dollar volume of mortgages originated. Loan counselors receive
a base pay plus a commission of 10 basis points once the mortgage closes.

Most customers make initial con-
tact with the company via a tele-
phone call to the loan counselor,
whose name they have been given.
Because many of the lender’s cus-
tomers have signed a contract for a
specific house, they are highly moti-
vated to provide as much infor-
mation as possible in the initial

interview. One respondent said, “Our customers have seen the house, or walked
through a model. They have this picture in their mind already.” The loan coun-
selor tells the customer to bring the documentation described on the business
card to the initial loan application interview. The two then agree on a mutu-
ally convenient time for that interview.

Initial Application Interview
The lender has a corporate headquarters and two branch offices. A small num-
ber of applications are completed via mail or over the telephone. Almost all
applicants complete the initial application interview at either the corporate
headquarters or the main branch because the other branch is staffed by a loan
counselor only one morning a week. Both the corporate headquarters and the
main branch are located far from the city center, off major roads in commercial
areas approximately 30 miles apart. Because the city is quite spread out, most
area businesses are not located in the central business district.

Every customer completes a hard-copy loan application, which asks the
customer about his/her income, employment history, existing debts, and other
relevant information. This information is entered by the loan counselor into
an electronic version of the form, which has a field for each item on the hard-
copy loan application. In addition, customers must indicate their race, which is
entered on a separate field that is visible only to readers who scroll down sev-
eral screens. This information is never used in the origination decision process,
according to the lender’s staff. It is required for disclosure purposes,2 however,
and most of the staff refer to it as “disclosure information.” The loan counselors
ask for the disclosure information at the end of the initial application interview.
One loan counselor said she turns the computer screen toward the customer
so that the customer can type in the appropriate category. She said she does this
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“We had a woman; she had been denied by two
other mortgage companies. I looked at her
credit report. She seemed to have $17,000 in
collections. It took nine months to sort through
it all. Some of the information was wrong. She
got a mortgage from us.”

—A loan counselor



because she does not want to guess which category is appropriate, and most
customers type in their own choice.

The initial loan application takes about two hours to complete. In most
cases, the customer’s contract already indicates whether the borrower should
receive a government or conventional loan. Since government loans allow for
higher loan-to-value (LTV) ratios, the builder’s sales representative recommends
government loans for customers who do not have sufficient funds for a con-
ventional down payment. According to the lender’s president, conventional
loans are most suitable for middle-income applicants with good credit, and
most of the lender’s customers have problematic credit and few resources for a
down payment. While the loan counselors review the suggestion made by the
sales representative, and can make a different decision, respondents said
it was very unusual for an FHA-eligible customer to receive a conventional
mortgage.

At the end of the initial application interview, the loan counselor explains
the next steps in the process. At this point the applicant also has to provide
$75 to pay for a credit report and is told that the loan counselor will be in touch
once the credit report is received. All four loan counselors interviewed by the
research team said they never forecast outcomes with the customer. According
to one counselor, “You don’t want to get anybody’s hopes up. You also don’t
want to be too discouraging.”

Once the customer leaves, the loan counselor adds comments to the com-
puter version of the loan application. None of the respondents said it was
acceptable to add subjective feelings about an applicant. Instead, they said,
comments are factual and relate the applicant’s employment history, credit
history, income, and whether the loan is government or conventional. Because
these comments are on the electronic version of the application, they are acces-
sible to everyone in the company and meant to provide information to the
underwriter and branch manager about any financial issues that warrant
attention.

After completing the comments, the loan counselor sends the file, with the
completed hard-copy application, to either a processor or the branch manager.
The processors receive relatively problem-free applications. They then secure
the documentation needed to complete the file before submitting it to the
underwriter. A completed loan application file has information collected dur-
ing the application interview, a full credit report, an appraisal, and documen-
tation of the customer’s employment and financial statements.

The branch manager receives the applications that have a high front-end
(house-expense-to-income) and/or back-end (total-monthly-debt-to-income)
ratio or information customers have volunteered about past credit problems.
She works with the processor to develop a plan to handle each application
referred to her. She then forwards the applications to the underwriter after the
questions have been answered. Applications that fail more than one under-
writing guideline are sent by the branch manager directly to the president of the
company. These applications are said to have gone to “loan committee,” which
means they will be reviewed by the underwriter and the president.

Completed conventional mortgage applications are sent to outside under-
writers. The company uses three, but most of its conventional application busi-
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ness is sent to a mortgage insurance company. Completed government mortgage
applications that are sent to the loan committee by the branch manager are
assessed by the committee. Applications sent directly to the underwriter may
also be referred to the loan committee.

Underwriting
The underwriter does not use an automated underwriting system or credit
scores to measure a borrower’s creditworthiness. Rather, she judges the appli-
cation by evaluating all relevant information in the file. According to her own
responses to us, she applies the underwriting guidelines in as flexible a manner
as possible and starts with a review of the credit report. In addition, she judges
whether the applicant’s income and current rental payment performance offset
instances of derogatory credit.

The underwriter prefers to approve applications where the front-end ratio is
less than 31 percent. She also likes to see applicants with back-end ratios below
43 percent, although she will approve applications with a back-end ratio of 46
percent so long as the applicant has a good credit history. In addition, the
underwriter looks to see if the applicant’s income is increasing over time, and
will calculate a second set of ratios to include payments for overtime work.

The underwriter said the applicant’s race never enters into her decisions
and she could not imagine not being fair to different people. She does not
receive any information about the race of the people who actually receive loans
from the company, and could only provide a guess as to the percentage of
minorities who receive them. In addition, the underwriter expressed great pride
in the company’s ability to qualify marginal applicants. She told us that it can
be quite moving when new homeowners come into the office to make their first
payment.

The underwriter also shared with us some of the letters submitted by appli-
cants to explain past instances of derogatory credit. She said these letters indi-
cated the level of credit problems she had to evaluate in her underwriting
decisions. She reads every credit explanation letter to see if derogatory credit
episodes resulted from a one-time illness or other family crisis, or represent a
pattern. She read a few letters aloud that detailed stories of family illnesses
and job losses and that contained many spelling and grammatical errors. The
research team noticed that some of the letters were typewritten and asked the
underwriter: Who sends handwritten credit letters? In a stage whisper, she said,
“Mainly the minorities.” She also said that poorly written credit letters did not
invalidate an applicant’s reasons for a derogatory credit episode.

Post-Underwriting
The underwriter’s review of an application never results in an outright denial or
an unconditional approval. All conditional approvals are transmitted by let-
ters reviewed and signed by the president. Therefore, no customers receive con-
ditions before the underwriter, the president, and often the branch manager
have reviewed their files. Thus, no single person in the company unilaterally
can reject a loan application or impose a condition without another employee’s
review.
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For each conditional approval, the loan counselor calls once the condi-
tions are finalized, to tell the customer to expect the president’s letter in the
mail with the conditional approval, and to explain the steps needed to meet
each of the conditions that will be contained in the letter. In addition to the
detailed information about the steps needed to secure approval, the conditional
approval letter contains a timetable to complete these steps. The loan coun-
selors are expected to assist customers with meeting conditions.

Conclusions
The loan origination process used by the lender ensures that all applications
receive a careful review by at least two staff members. The lender’s staff take
great pride in their commitment to qualify borrowers who seem, at first, to be
unacceptable credit risks. This commitment, according to the lender’s staff, is
provided to both minority and white applicants. Every staff member inter-
viewed said the entire process was “race-blind.” None of the staff could think of
a reason why minorities would be treated differently from whites. Although a
customer’s application contains information about his/her race, the underwriter

and the president, who actually eval-
uate applications, say they are
unaware of an applicant’s race. The
point of the application process,
according to everyone interviewed at
the company, is to get customers into
homes, and staff seemed bewildered
by the suggestion that race could be
a factor in the lender’s origination
decisions. Finally, the lender’s presi-

dent expressed a high level of enthusiasm for this research project, was eager
to participate and answer questions about fair lending, and scheduled inter-
views for the research team.

Over the course of the site visit, the research team scrutinized the process
used by the lender to assess applications. The combination of a highly trans-
parent review process and a seemingly genuine commitment to fair lending sug-
gested to us that minorities were not receiving differential treatment from
anybody on the lender’s staff. We also were impressed with the high level of
personal satisfaction the lender’s staff received from working in the mortgage
finance industry. Specifically, many staff members expressed a sense of pride in
helping people who would probably be denied mortgages from other companies
achieve their dream of homeownership. We left with the expectation that the
lender’s HMDA data would show little denial disparity between white and
minority applicants.

The Lender’s HMDA Performance
We were wrong. The HMDA data indicate that the case study company denies
minority loan applicants at a rate lower than other MSA lenders. This suggests
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“We’re currently closing an application from a
lady in a homeless shelter. I’m working with
her. She had judgments and a repossession
and we got her approved. She has worked in
the same job for the past 15 years. She takes
care of her grandson. She has no transporta-
tion, but her application is workable.”

—A loan counselor



that the lender is doing a better job than other area lenders in qualifying mar-
ginal minority applicants and is consistent with the statements of all intervie-
wees that they work hard to qualify problematic applicants irrespective of race.
But the lender’s HMDA data also reveal large disparities in denial rates for
minority versus white loan applicants. Disparities that are wider than MSA
averages persist even after controlling for the applicant’s income and loan prod-
uct type.3 As noted in previous chapters of the report, HMDA data alone can-
not prove either differential treatment or disparate impact discrimination.
When corrected for applicant income and loan product, however, they certainly
raise questions.

Overall HMDA Performance
The lender’s overall HMDA performance for a representative recent year,4 as
summarized in table 1, indicates that the lender’s denial rate for black and
Hispanic applicants is below MSA averages. This finding is consistent with
many respondents’ statements that the lender makes an extra effort to qualify
marginal applicants irrespective of race or ethnicity.

The lender’s denial disparity index (DDI),5 however, which is the ratio of
minority-to-white denial rates, is much higher than the MSA average. This is
due to the lender’s lower-than-average denial rate of white applicants.
Applications submitted to the lender by black applicants are rejected 2.73 times
as often as those submitted by white applicants. Applications from Hispanics
are rejected 2.5 times as often as those from whites. The area DDIs for blacks
and Hispanics are 1.58 and 1.36, respectively.

HMDA Performance Controlling for Applicant Income
The company’s high black and Hispanic DDIs do not necessarily mean the
lender is treating minorities differently from whites. They may reflect differ-
ences in the ability of minority applicants to meet underwriting guidelines.
HMDA data do not include all of the information used by an underwriter in
making origination decisions. The data, however, do provide information about
an applicant’s income. Since income correlates with creditworthiness (Avery
et al. 1998) and wealth (Simmons 1997), analyzing denial rates and DDIs by
applicant income at least partially controls for the quality of an individual’s
application.

Table 2 presents denial rates for the case study lender and the MSA, con-
trolling for income. In interpreting this and other tables that categorize appli-
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Table 1.  Comparison of Denial Rates by Race and Ethnicity

Black Hispanic White Black Hispanic White

Denial Rate 28.0% 25.6% 10.3% 38.9% 33.4% 24.6%

Denial Disparity Index (DDI) 2.73 2.50 n/a 1.58 1.36 n/a

Source: HMDA.
Note: n/a = not available.

MSA Denial RatesLender Denial Rates



cants by income, it is important to remember that nearly three-quarters (70
percent) of all black and Hispanic applicants processed by the lender are in
the moderate- and middle-income groups.

The lender’s denial rates for minorities are below MSA averages for moderate-
and middle-income applicants. Only low-income Hispanic applicants are
denied by the lender at a higher rate than similar applicants in the MSA, but the
lender only processed 15 such applications. The lender also denies a much
smaller proportion of moderate-, middle-, and upper-income white applicants
compared with MSA averages. Low-income white applicants are more likely
to be denied by the lender compared with MSA lenders, but this figure is based
on only 7 applications.

However, the DDI data show that the lender’s relative denial rates for
minorities versus whites, controlling for income differences, tend to favor
whites more than is true for the area as a whole. The lender’s DDIs for moderate-
and middle-income black and Hispanic applicants are higher than MSA
averages. The lender’s DDIs for low- and upper-income black and Hispanic
applicants are lower than MSA averages. As already noted, data for these
income groups need to be interpreted with caution because they represent only
small numbers of applicants.
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Table 2.  Comparison of Denial Rates by Race and Ethnicity by Applicant Income

Black Hispanic White Black Hispanic White

Low 56.3% 53.6% 71.4% 55.3% 42.6% 54.1%

Moderate 28.6% 21.3% 10.6% 42.3% 32.7% 39.6%

Middle 27.4% 22.7% 8.8% 32.0% 31.5% 26.0%

Upper 22.2% 15.6% 9.5% 28.7% 22.0% 12.0%

Weighted Average 28.3% 25.3% 10.2% 39.3% 33.4% 24.6%

Source: HMDA
Note: Low-income applicants have incomes less than 50 percent of the MSA median; moderate-income applicants have incomes

between 50 and 80 percent of MSA median; middle-income applicants have incomes between 80 and 120 percent of MSA median;
and upper-income applicants have incomes above 120 percent of MSA median. 

MSA Denial RatesLender Denial Rates

Table 3.  Comparison of DDIs by Race and Ethnicity by Applicant Income

Black Hispanic White Black Hispanic White

Low 0.79 0.75 n/a 1.02 0.79 n/a

Moderate 2.70** 2.02** n/a 1.07 0.83 n/a

Middle 3.11** 2.58** n/a 1.23 1.21 n/a

Upper 2.34 1.65 n/a 2.40 1.85 n/a

Weighted Average 2.67 1.96 1.41 1.06

Source: HMDA
**Significant difference from MSA DDI at the .01 level
Note: Low-income applicants have incomes less than 50 percent of the MSA median; moderate-income applicants have incomes

between 50 and 80 percent of MSA median; middle-income applicants have incomes between 80 and 120 percent of MSA median;
and upper-income applicants have incomes above 120 percent of MSA median. 

MSA DDIsLender’s DDIs



HMDA Analysis for Government Loans
As discussed earlier, most of the lender’s originations are government loans
because so many customers served by the company combine less-than-spotless
credit with few resources for a down payment. In addition, the lender’s under-
writer only examines government loans. These factors indicate that government
loans better reflect the company’s treatment of loan applications because they
are the only loans processed entirely by the company; therefore, tables 4 and 5
show denial rates and DDIs for government loan applications controlling for
applicant income.

The picture is even clearer. The lender’s denial rates for minority govern-
ment loan applicants at all income levels are higher than MSA rates for such
borrowers (see table 4). This pattern contrasts with the lender’s white denial
rates, which are lower than MSA levels for moderate- and upper-income and
virtually the same for middle-income white government loan applicants. The
lender’s DDIs for black and Hispanic applicants (except for those with low
incomes) are also higher than MSA averages (see table 5). This pattern reflects
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Table 4.  Comparison of Denial Rates by Race and Ethnicity by Applicant Income for
Government Loans

Black Hispanic White Black Hispanic White

Low 60.0% 53.6% 75.0% 42.4% 21.8% 24.0%

Moderate 27.1% 22.4% 10.8% 24.0% 15.1% 12.3%

Middle 24.2% 23.6% 10.6% 20.9% 14.2% 9.6%

Upper 27.3% 15.8% 8.5% 19.3% 14.5% 9.4%

Overall 27.9% 27.5% 11.2% 24.1% 16.1% 10.9%

Weighted Average 28.1% 27.2% 10.9% 24.9% 16.4% 11.2%

Source: HMDA
Note: Low-income applicants have incomes less than 50 percent of the MSA median; moderate-income applicants have incomes

between 50 and 80 percent of MSA median; middle-income applicants have incomes between 80 and 120 percent of MSA median;
and upper-income applicants have incomes above 120 percent of MSA median. 

MSA Denial RatesLender Denial Rates

Table 5.  Comparison of DDIs by Race and Ethnicity by Applicant Income for Government Loans

Black Hispanic White Black Hispanic White

Low 0.80 0.71 n/a 1.77 0.91 n/a

Moderate 2.50** 2.06** n/a 1.86 1.17 n/a

Middle 2.28 2.22** n/a 2.18 1.49 n/a

Upper 3.19 1.85 n/a 2.05 1.54 n/a

Overall 2.50** 2.46** n/a 2.22 1.48 n/a

Weighted Average 2.43 1.86 n/a 2.28 1.77 n/a

Source: HMDA
**Significant difference with MSA DDI at the .01 level
Note: Low-income applicants have incomes less than 50 percent of the MSA median; moderate-income applicants have incomes

between 50 and 80 percent of MSA median; middle-income applicants have incomes between 80 and 120 percent of MSA median;
and upper-income applicants have incomes above 120 percent of MSA median. 

MSA DDIsLender’s DDIs



the lender’s higher minority and lower white denial rates compared with other
lenders in the MSA. It is difficult to reconcile these results with the lender’s
belief that the origination process contains absolutely no differential treatment
of minority borrowers.

Conclusions
The lender’s higher denial disparities surprised the research team members
who were unaware of the lender’s HMDA performance before the site visit and,
on the basis of site visit observations, expected the lender to have a very low
denial disparity.

There are three potential explanations for the differences identified with the
HMDA data, only the third of which implies that minority borrowers receive
differential treatment. First, the DDI values may result from a higher number
of minority applicants, relative to whites, failing to meet underwriting guide-
lines. As discussed earlier, the lender is fully owned by a builder. It may be
that the builder’s sales staff refer as many applicants as possible in order to
increase the potential for a sale. As a result, the lender may be evaluating a large
number of applicants who would not be processed by lenders not owned by a
builder. To the extent that minority applicants have problematic applications,
the DDIs may reflect racial differences in the creditworthiness of different appli-
cants, rather than differential treatment of minority applicants.

A second possibility is that the HMDA-generated DDI figures are imprecise
measures of discrimination, and may represent a “false positive.” However,
because the company has not instituted any of the management practices iden-
tified by Listokin and Wyly (1998) that may promote fair lending, discussed in
the next section, a third possibility is that the case study represents a “false neg-
ative.” The company’s staff may assume they are carrying out a race-blind
application process, but there is no training and monitoring, and staff are
unaware of differential outcomes. Good intentions among staff without good
monitoring and feedback may not lead to good (nondiscriminatory) outcomes.
It may be, for example, that the lender’s staff are unwittingly providing more
assistance to marginal white applicants, despite a high level of assistance to
minority customers. Such a result would be consistent with the Boston Fed
Study’s findings described in chapter 3 of this report.6

What the Lender Isn’t Doing and Should Do
Of the managerial practices and procedures identified by fair lending experts as
reducing the possibility of differential treatment of minority loan applications,
the lender has implemented none completely and two only nominally. The
lender’s management does not see the need for specific fair lending training or
monitoring, believing that the company’s origination process contains sufficient
checks to eliminate the potential for differential treatment. Without proper
monitoring, however, differential treatment cannot be ruled out.

There is a growing literature about managerial and organizational proce-
dures that help companies comply with fair lending laws.7 These strategies pre-
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scribe specific training, monitoring, compensation, and managerial strategies to
lenders who want to guarantee all customers equal treatment (Listokin and
Wyly 1998). This section contrasts the recommended activities with the current
practices of the lender.

Develop a Formal Mission Statement

Recommended Activities
Include goal of fostering minority lending in institutions’ overall mission state-
ment, lending policy statement, or similar defining document.

Lender’s Activities
The lender posts a description of fair lending laws in its office. In addition, the
lender has a one-paragraph fair lending statement in its procedures manual.
This statement was developed in 1994 in response to a HUD letter defining
fair lending. The policy statement says, “All...employees are to be knowledge-
able of and comply with existing fair lending related laws and requirements.”
Employees are also asked to keep current on fair lending requirements and
discuss any concerns with management.

Monitor Fair Lending Performance

Recommended Activities
Involve senior-level management in developing, implementing, and monitoring
goal of minority lending.

Lender’s Activities
Company staff, from the president on down, all said that any race-specific moni-
toring would compromise the lender’s race-blind mortgage application process. 

Compensate Staff in a Manner Consistent with Fair Lending Objectives

Recommended Activities
Provide compensation practices that reward, or at least do not indirectly penal-
ize, employees working to foster minority lending.

Lender’s Activities
The loan counselors and processors receive base salaries along with a small
commission based on the dollar volume of loans they help to close. The other
employees receive a base salary and a profit-sharing bonus. These compensa-
tion policies do not discourage employees from working on loans that are small
and/or take time to process, but they are not explicitly linked to employees’ fair
lending performance.
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Develop a Diverse Workforce

Recommended Activities
Practice staff recruitment and promotion to foster minority lending through
the racial diversity of employees.

Lender’s Activities
At the time of the research team’s site visit, none of the lender’s loan origi-
nation staff were black, although two of the six loan counselors were
Hispanic. All of the staff with whom we met except one heard about their
current job through a personal contact. The exception was one Hispanic loan
counselor, who was hired after responding to an advertised solicitation for a
Spanish-speaking loan counselor. He said he was interested in working for
the lender because its compensation was in the form of a straight salary,
rather than commissions.

Provide Training in Fair Lending

Recommended Activities
Provide staff training in multicultural interactions generally and fair lending
practices specifically.

Lender’s Activities
The lender does not provide multicultural training or any specific training in
fair lending practices. The lender uses “on-the-job” training for its employ-
ees. Newly hired loan counselors, with little previous experience, work in
the processing department first, and then observe loan application inter-
views. After this stage, newly hired loan counselors conduct initial applica-
tion interviews jointly with the branch manager. When considered ready,
they are allowed to take applications without direct supervision. New
employees also receive a procedures manual for the company, which con-
tains the fair lending statement discussed above. However, most of the staff
interviewed by the research team had not read the statement, although they
were able to define fair lending.

Employees hired within the last year received general customer service
training conducted by a consulting company hired by the lender’s owner. This
training took place in three half-day sessions. Attendees received training about
treating customers courteously and putting people at their ease. However, as
one employee put it, “The training didn’t say ‘treat black people like this, white
people like this, and Hispanics like this.’”

Conduct Outreach to Minorities

Recommended Activities
Work with third parties committed to fostering minority lending.
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Lender’s Activities
Almost all of the lender’s customers are referred by a sales representative of
the builder who owns the lender. The research team does not know whether the
builder is making formal outreach efforts to minorities.

Self-Monitor Fair Lending Performance

Recommended Activities
Systematically test for fairness, so that at all stages of the lending process
minorities are treated equally.

Lender’s Activities
The lender does not monitor its fair lending performance. All of the employ-
ees said they never receive any reports or information about how the lender
treats minorities. The lender’s staff saw no reason to track outcomes by race and
said such information would take away from its race-blind origination process.

Designate an Employee to Receive Fair Lending Complaints

Recommended Activities
Appoint an ombudsman or comparable official to receive complaints from
customers.

Lender’s Activities
All customer complaints, including those alleging discrimination, are directed
to the lender’s president. The president is responsible for follow-up and reso-
lution of complaints. In addition, loan recipients are asked to complete a cus-
tomer satisfaction survey after the closing that asks about their experience with
the process. The lender has a sample of these surveys in a loose-leaf binder for
review in the lobby. Only customers who receive mortgages provide feedback to
the company, so it is not surprising that these surveys contain highly favorable
comments.

The lender has not instituted a number of strategies recommended to pro-
mote fair lending. Two of the most serious omissions by the lender are: (1) a
complete lack of internal tracking and monitoring by the lender of its fair lend-
ing performance; and (2) no specific fair lending training for staff. While respon-
dents said they treat all customers in the same manner, none of the respondents
said they receive information that verifies that they are, in fact, conducting busi-
ness in a race-blind manner. In addition, the president said the company’s mon-
itoring system is incapable of identifying instances in which staff inadvertently
discriminate against minority applicants, although overtly negative comments
entered into the company’s electronic application system would generate atten-
tion. In a follow-up interview, the president told us that she had given more
thought to the question about inadvertent discrimination, and had come to the
conclusion that the lender’s internal controls would not detect such behavior.
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She hastened to add, however, that nobody employed by the lender would
inadvertently discriminate, because everybody who works for the lender is
committed to fair lending. 

The lender has received complaints about discriminatory treatment, and is
currently under investigation in connection with a suit filed by a minority
applicant who was denied a mortgage. The president said she occasionally
receives a phone call from a customer who claims he or she was denied due to
race. The president said she reviews the loan application files to see why the
customer’s application was denied. In all cases, she said, the loan applications
contained serious problems, such as a poor credit or income history.8 She said
it upset her when allegations of discrimination were made because the com-
pany qualifies so many marginal applicants and has no reason to discriminate.
Two other employees said that one of the discrimination suits was filed by a
black customer who was working with a black loan counselor. This story was
related to the research team to indicate the weakness of discrimination suits
filed against the company.

The lender does not provide any specific fair lending training, although most
employees could define fair lending. Employees said fair lending meant that
“You treat everybody equally.” The lender’s staff said fair lending training was
not necessary because discrimination is wrong, and they would never do it.

Implementation Strategies
The research team asked representatives of CLC Compliance Technologies, Inc.
(a consulting firm that provides technical assistance to lenders seeking to
improve fair lending performance), to identify specific strategies the lender
should implement to assess whether or not the denial discrepancies result from
differential treatment.9

CLC Compliance Technologies staff have several recommendations for the
lender. First, the lender’s quality assurance staff should expand its activities to
include fair lending enforcement. Currently, the lender’s quality assurance staff
ensure that loan applications contain accurate documentation. CLC Compliance
Technologies staff said they should also review origination decisions for similarly
qualified applicants of different races. A staff member should be assigned to identify
a number of loan applications that are similar in income, credit history, front- and
back-end ratios, and so forth, but differ by race. He/she should then compare the
number and types of conditions transmitted to marginal white, black, and
Hispanic applicants and look for systematic differences. If differences exist and
sample size is large enough, it is worthwhile assessing whether particular staff
members have systematic disparities in treatment of similar files.

To the extent that borrowers are fairly randomly assigned to loan coun-
selors, the lender can identify loan counselors with potential problems by com-
puting DDIs by loan counselor for each subdivision where he or she has dealt
with a substantial number of loans. A loan counselor with consistently high
DDIs should then be given further scrutiny to determine the sources of the per-
sistent racial gaps.

Second, the lender should institute fair lending training for its staff. This
training would focus attention on the subtle ways in which white employees
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can discriminate against minority applicants. Annex B (which appears at the
end of this chapter) outlines the topics covered in a fair lending training semi-
nar offered by CLC Compliance Technologies. This training seminar includes
discussions of scenarios where differential treatment inadvertently occurs and
proposes actions to avoid such behavior. For example, seminar participants
analyze the following scenario in which two applicants call one lender. In the
first case, the teleservice representative greets the applicant in the usual way,
then mentions that he lives in Forsythe County, Georgia, where the teleservice
representative grew up. The representative proceeds to take the phone appli-
cation while striking up a great conversation about people they both know.
After the representative collects all the information, the applicant asks, “Well,
how do I look? Will I get the loan?” The representative responds, “You need to get
a cosigner so you can show more income. Or, you could reduce your monthly
expense by $150 a month.” The applicant responds, “Great! My brother lives with
me, he can cosign.” The loan was approved. In the second case, a similarly qual-
ified applicant from central city Atlanta calls, is greeted in the usual way, has
the information taken, and has the application denied without even being noti-
fied.10 Although employees may not believe such a scenario represents outright
discrimination, it does underscore for them the subtle nature of differential treat-
ment that may occur in the loan origination process.

Third, the company should develop quantitative fair lending objectives.
Previous CLC Compliance Technologies customers have committed to reducing
minority denial rates, and the consultants recommend that the company cre-
ate similar measurable goals. Once these goals are developed, the lender should
use internal data, as well as HMDA data, to assess its progress in meeting these
goals. Such a system would provide the lender with the means to measure its
fair lending performance relative to its stated quantitative goals.

Finally, the lender should hire white, black, and Hispanic “mystery shop-
pers” to see if the lender’s origination process is, in fact, race-blind. These mys-
tery shoppers would go to different subdivisions and pose as interested buyers.
The lender would be able to use the results of these audits to see if minority cus-
tomers are receiving differential treatment by the builder’s sales representative
or the lender’s loan counselor.

According to the consulting firm, none of these recommended strategies is
very complex or costly for the lender to implement, given its size and origina-
tion volume. Moreover, the results of these activities would allow the lender
to detect the presence of differential treatment and take effective measures to
reduce the possibility it will occur in the future.

Implementation Steps
A number of steps would be needed for a lender to implement changes such as
these. For each recommended change, we briefly identify advantages and likely
obstacles.

Identify whether a problem exists. Before starting any change process,
management and front-line employees must understand that a problem exists.

There is a “chicken and egg” problem concerning the data-gathering needed
to identify whether a lender discriminates. To the extent a lender does not
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believe it has a problem, it has no incentive to gather more data or perform more
analysis on existing data. In addition, organizations face disincentives to gather
data because any findings might be subpoenaed or leaked to the press.
(Subpoenas are most likely not a problem if a lender’s law firm carries out the
analysis, because then the research may be protected by lawyer-client privilege.
This alternative does raise costs.) At the same time, without detailed data it is
difficult to identify discrimination.

Fortunately, HMDA data that present race-specific denial rates by income
can be used for a first look; this approach has low costs and the data are based
on public information. The first set of suggestions noted above, looking at dif-
ferential treatment of very similar files, and sending out “mystery shoppers”
that differ by race, can indicate or rule out race as a factor in explaining differ-
ential DDIs. Even if no problem is identified, the lender’s large HMDA data
discrepancy makes it prudent for management to institutionalize some ongo-
ing monitoring. Only then can the lender be sure discrimination does not arise,
reduce the risks of lawsuits, and be prepared to counter bad publicity based
on HMDA data.

Create the case for change. If the more detailed analyses do indicate a
problem with (presumably inadvertent) discrimination, management must take
the next step of making a business case for change.

The need for a business case is not part of the typical “best practice”
advice on fair lending (e.g., Listokin and Wyly 1998, Vartanian et al. 1995).
However, fair lending (or other) changes proposed without a business case are
likely to be viewed as something alien to good business and “tacked on” to
an otherwise profit-maximizing concern. That is, many employees and man-
agers may feel that fair lending initiatives are implemented for “feel-good”
reasons. They will expect the initiatives to hurt their measured bottom-line
performance and not to last very long. Such employees and managers are
likely merely to go through the motions of compliance. Even if the changes are
tied to compensation, they will be perceived as not likely to remain after the
sponsoring executive moves on.

The business case must clearly link the objective data on differential treat-
ment to three issues—law, ethics, and profits—and must emphasize that dis-
crimination is illegal and is perceived as unethical by management. It must also
make the point that discrimination increases the lender’s potential to be sued or
face (deserved) bad publicity. Finally, it must highlight that discrimination
can lead the lender to deny loans to qualified applicants and thus lose business.

The business case must then identify actions to address the problems identi-
fied. A sensible starting point is to go through a list of fair lending practices (e.g.,
the list in Listokin and Wyly 1998, summarized above) and identify policies that
are both cost-effective and tied to the problems identified in the self-analysis. The
proposals discussed above for the case study lender to increase fair lending train-
ing and to create fair lending goals are examples of such changes.

Ideally, the business case would be based on objective data describing the
situation and clearly explaining the discrimination findings. The key is not to
place blame but to create a shared understanding of the problem. Unfortunately,
a lender that circulates its own analysis indicating likely discrimination
increases the likelihood that it will be sued. Thus, the lender may need to
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describe the situation on paper in terms that are both vague and less severe than
would be ideal, other things equal.

At a minimum, circulating the HMDA data internally should alert employ-
ees to the possibility and the appearance of discrimination. Unfortunately,
because employees will be able to identify the weaknesses of HMDA data and
many employees will discount “feel-good” messages that diversity will increase
profits, the business case will probably be weaker than if it could lay out the
true scope of the problem.

Create an integrated fair lending plan. A recurring theme in the litera-
ture on organizational change is the necessity of creating a coherent strategy,
whereby the various management policies of the organization reinforce each
other. (See, e.g., Milgrom and Roberts 1995 for theoretical exposition, and the
literature review in Ichniowski et al. 1996 for empirical evidence concerning
one set of human resource practices.) The standard fair lending best practice list
follows this precept by including a coherent list of practices to support fair
lending. Within the firm the emphasis includes: management leadership; train-
ing that both increases awareness of problems and gives skills to address them;
pay systems that reinforce fair behaviors; and information systems that pro-
vide feedback on fair lending outcomes to both employees and their managers.
Policies that interact with the environment of the enterprise also support the
fair lending goal: recruitment of a diverse workforce; partnerships with organi-
zations that can assist in achieving fair lending goals; and learning from cus-
tomers (e.g., with an impartial complaint system).

Two additional sets of policies that are not in the Listokin and Wyly check-
list of good practices also appear in the standard literature on organizational
change. First, many successful change efforts involve front-line employees in
identifying and solving problems. In many organizational change efforts, front-
line employees, such as loan counselors, have insights into why the data turn
out the way they do. Employees often have insights into successful strategies for
change as well (Levine 1995). Finally, any change effort will involve changes
in the behavior of front-line staff. They are more likely to implement the changes
if they perceive that their views were incorporated into the change effort.

Second, successful change efforts often include means for organizational
learning across subunits performing similar tasks. Unlike the case study above, the
majority of mortgages are originated by very large lenders or mortgage compa-
nies, not a local lender. Such organizations face the challenge of implementing
good practices in many different workplaces, while still retaining flexibility to
learn and to adapt to local conditions. Best practice companies will be those that
identify means to give all employees the skills, technology, organizational struc-
tures (e.g., cross-functional teams), and incentives both to share their good ideas,
and to learn and adapt good ideas from elsewhere in the organization (Gilbert
and Levine 1998). In the fair lending setting, organizations should identify sub-
units with impressive and consistent success in lending to underrepresented
groups, and benchmark their practices for use in other parts of the organization.

Implement new pay systems. As with any change effort, the move to pro-
mote fair lending will face many barriers. For example, if loans to minorities are
disproportionately for smaller amounts and require more assistance than loans
to white applicants, minority loan applicants may not receive the same treat-
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ment as whites for that reason alone. Consistent with profit maximization, pay
systems at many lenders reward the dollar volume of loans. Such a practice
aligns incentives with a lender’s costs and benefits of loans. A fair lending ini-
tiative that weakens the relationship between total lending amounts and com-
pensation will face problems in the short run from employees who were
compensated highly based on a high volume of loans processed and whose
expected compensation will be cut if the fair lending initiative is implemented.

Some lenders put only a subset of their loan officers on salary or on lower-
stakes commissions. This avoids the demotivating effects of cuts in expected
compensation. But it ensures that low-income loans are ghettoized into a subset
of lender employees. Moreover, because a pay system such as salary or paying
per loan (rather than compensation based on loan size) does not align employee
incentives with profit maximization, it may present particular challenges to
implement.

Change decisionmaking. Fair lending programs often involve “second
look” and other additional reviews for marginal mortgage applications, espe-
cially those of minorities. These programs can be quite important if, as some
recent research suggests, marginal minority borrowers receive less attention
than marginal whites (Yinger 1995). At the same time, multiple reviews of loans
that front-line employees feel should be denied can reduce front-line employ-
ees’ perceived power. This can increase their resistance to change. Permitting
front-line employees more flexibility in finding creative ways to show ability to
repay a loan can increase front-line employees’ decisionmaking power. In this
case, however, the reduced power of those who established the (formerly) rigid
guidelines can lead to resistance to change. More generally, employees may feel
that “fair lending” is mainly just more oversight by uninformed outsiders.

Individual-specific monitoring of denial rates by race and incentives for
lending to underrepresented groups can lead to resentment among front-line
employees, particularly if they feel pressure to meet a (reverse) discriminatory
quota of loans. This resentment can be mitigated by technology that provides
employees with feedback on their fair lending performance and the skills and
other tools needed to identify the sources of any problems and implement effec-
tive solutions. In this case, fair lending initiatives can be integrated with a gen-
eral effort to increase front-line empowerment. That fair lending goals and
monitoring can be either oppressive or empowering is an instance of a more
general capability of technology to be used in ways either that automate deci-
sions or that create tools for front-line employees to use (Zuboff 1984).

Implement fair lending and diversity training. The fair lending pro-
gram should be tied to the business plan of the lending institution. Thus,
training should be presented in terms of satisfying the needs of a diverse
clientele and complying with existing fair lending laws. Each initiative is
more likely to succeed if it is tied to making good loans than if it is solely
motivated by legal or “do-gooder” perspectives. At the same time, programs
that are not tied to profitability goals typically do not flourish in organiza-
tions. To the extent that a lack of understanding of other cultures is a bar-
rier to judging marginal minority applicants accurately, the cost of serving
these populations is actually higher. Thus, it is appropriate for lenders to
pay for fair lending training of employees as well as homebuyer counseling
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and education for applicants who may not be familiar with the mortgage
lending process (Longhofer 1995).

Recruit and promote a diverse workforce. A lender can enhance its fair
lending performance by practicing staff recruitment and promotion to create a
racially diverse workforce. It may be that seeing an all-white office may make
minority borrowers feel unwelcome. (Kim and Squires [1995] provide some evi-
dence of lower minority denial rates at banks with more minority employees.)
At the same time, recruiting people based on the color of their skin, even if it
makes customers more comfortable, is not always allowed by law. That is, cus-
tomer discrimination is not an excuse for an employer to discriminate on the
basis of race or ethnicity in hiring or promotions. Particularly for language
minorities, having bilingual staff can be helpful. Fortunately for diversity
efforts, hiring based partly on language skills is legal. Interestingly, employees
at the lender in this case study claimed language was not a barrier even for the
many borrowers born in other countries. Non–English speakers almost always
came to a branch with a bilingual friend or relative.

Policy and Research Conclusions
The employees of the lender analyzed in this case study strongly believe that
they participate in a race-blind origination process. Moreover, the research
team, unaware of the lender’s HMDA data at the time of the field visit, also
believed the lender was acting in a race-blind manner based on its discussions
with employees and review of the lender’s origination process. The HMDA
data, however, reveal that origination outcomes are different for whites, blacks,
and Hispanics—differences that are not eliminated by controlling for the appli-
cant’s income or type of loan. This outcome suggests that the lender may not
be acting in a race-blind manner, although other explanations are possible.

Although the lender denies only a relatively small proportion of minority
applications, it denies an even smaller proportion of white applications. This
may result from the lender’s staff making greater efforts to qualify marginal
white applicants compared with marginal black and Hispanic applicants.
Because the lender does not monitor its fair lending performance, it is impos-
sible to rule out the possibility that staff are inadvertently treating whites dif-
ferently from minority customers.

These results indicate that lenders cannot simply assume they are using a
race-blind origination process. It may be that all of the racial differences in orig-
ination outcome result from lower income, poorer credit, and other factors
among minority applicants that predict loan payment performance. If so, none
of the racial differences constitutes differential treatment. However, the lender’s
lack of a monitoring system precludes ruling out the possibility of differential
treatment. The only way the case study lender could distinguish between out-
comes that result from valid underwriting standards and those from differential
treatment is to conduct a side-by-side review of origination outcomes for simi-
larly qualified minority and white applicants. Such a review should be sup-
plemented with more extensive fair lending training for staff and an enhanced
internal monitoring and control system that tracks outcomes and reports infor-
mation about racial differences in origination outcomes.

MORTGAGE LENDING DISCRIMINATION: A REVIEW OF EXISTING EVIDENCE158

THE URBAN
INSTITUTE



It cannot be assumed that fair lending can only be enhanced through vol-
untary lender self-assessments. As discussed earlier, institutional inertia will
prevent many lenders from undertaking strategies that promote fair lending. In
addition, some lenders have no idea that they may be treating minorities dif-
ferently from whites. Therefore, regulators must ensure that lenders comply
with fair lending laws and provide data to lenders in a form that assists lenders
in monitoring fair lending performance.

At a minimum, lenders should be given HMDA data that show the com-
pany’s denial rates for different types of borrowers as well as racial denial rate
discrepancies. Lenders should also receive the same information for other
lenders in the MSA in order to provide a sense of their relative performance.
The data analysis software used in this case study, HMDAware®, could be pro-
vided to lenders, perhaps on the internet, in order to allow for analyses of
HMDA data, and so provide an opportunity for all lenders to start evaluating
their fair lending performance.

These data, however, only provide information about the possibility that a
lender is not treating minorities the same as white applicants. As discussed ear-
lier, implementing organizational change is difficult and will be a challenge
for most companies. Therefore, lenders may require substantial technical assis-
tance from HUD, as well as other organizations and agencies, to identify and
implement new managerial processes.

Notes

1. The lender was one of eight companies invited to participate in the study. Lenders were
chosen because they had processed a minimum of 100 minority applications in a recent year.
Such lenders were then categorized as having a high or low Denial Disparity Index, a measure
used by CLC Compliance Technologies that measures the extent to which minority applicants
are more likely than whites to be denied a loan. Each lender was contacted in writing and
by telephone by a member of the research team. Some lenders gave no reason for their deci-
sion not to participate. Other lenders said they could not dedicate staff time to participate
in discussions with the research team. Future research projects based on in-depth case stud-
ies of lenders will have to be designed cognizant of the potential for poor cooperation among
potential respondents. 

2. The lender reports origination outcome data for HMDA. Since the lender is a mortgage com-
pany, however, it is not subject to CRA regulations.

3. Other important underwriting factors, such as credit history, are not included in this analy-
sis, however.

4. We omit the actual year in order to protect the lender’s anonymity.

5. The Denial Disparity Index is a measure of loan outcomes developed by CLC Compliance
Technologies and used with permission.

6. Some attribute such behavior to a “cultural affinity” between white lending staff and white
customers (Hunter and Walker 1996). As a result, white loan officers and underwriters are
more likely to help marginal white applicants qualify for a mortgage (Lindsey 1997). Another
body of literature, however, posits that affinity can develop between people of different races
because such connections are not solely based on race (Harrison 1991). 

7. Indeed, Listokin and Wyly (1998, p. 23) identified 12 such studies, issued by organizations
ranging from the Neighborhood Reinvestment Coalition to the Federal Reserve Bank of
Boston to HUD. They argue “[t]here is now a broad body of knowledge in the lending indus-
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try and among regulators regarding strategies that are successful in expanding the availabil-
ity of mortgage credit to traditionally underserved markets.”

8. The president, however, does not look for applications with similar characteristics filed by
whites to see if such applications were approved. Therefore, the president’s review does not
rule out the possibility that white marginal applicants receive different treatment.

9. All of the HMDA analyses presented in this case study were conducted using CLC
Compliance Technologies’ HMDAware® software package. In addition, CLC Compliance
Technologies staff assisted the research team in developing discussion guides used during the
site visit, reviewed the research team’s field notes (with identifying information removed),
and were briefed by the research team after the site visits were completed.

10. CLC Compliance Technologies.
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