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Executive Summary 
 
Significant variation exists in the pricing of higher-priced subprime refinance mortgage 
loans between states, regions and localities.  The Consumer Federation of America 
(CFA) study also found the prevalence of racial pricing disparities, with African 
Americans and Hispanic homeowners more than twice as likely to receive higher-priced 
subprime refinance loans as other racial and ethnic groups.   
 
Loan data released for only the first time last year by the Federal Reserve Board and 
other federal banking regulators contained pricing information on certain subprime 
mortgages made by lenders.  The Fed noted at the time that the incidence in higher priced 
subprime lending varied considerably by geographic area.2  This study provides the first 
comprehensive and systematic look at the geographic variations by region and 
metropolitan area for the soon to be released federal government data covering lending 
activity in 2005.  
 
The subprime market provides loans to borrowers who do not meet the credit standards 
for borrowers in the prime market.  These loans are generally more expensive for 
borrowers with interest rates higher than prevailing prime rates, presumably to 
compensate lenders for the added risks associated with lending to borrowers with weaker 
credit histories.  Most subprime refinance borrowers use the collateral in their homes for 
debt consolidation and other consumer credit purposes.  Subprime lending has grown 
rapidly as a segment within the conventional mortgage market, growing from 5 percent 
of mortgage lending in 1994 to 20 percent in 2005.3   

                                                           
1 Fishbein is Director of Credit and Housing Policy and Woodall is Senior Researcher at Consumer 
Federation of America.  Research Intern Daniel Brown provided invaluable assistance in preparing this 
report. 
2 Avery, Robert B. and Glenn B. Canner, Federal Reserve, “New Information Reported Under HMDA and 
Its Application in Fair Lending Enforcement,” Federal Reserve Bulletin, Summer 2005 at 371. 
3 Olson, Mark W., Board of Governors of the Federal Reserve System, Statement Before the Subcommittee 
on Financial Institutions and Consumer Credit of the Committee on Financial Services, U.S. House of 
Representatives, June 13, 2006 at 4. 
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However, the growth of subprime lending has also raised public policy concerns.  High 
levels of subprime lending indicate markets where borrowers are paying unusually high 
costs for credit and where borrowers face unusually high risks of losing their homes.  
Indeed, the wide range of prices available in the subprime market today has raised 
concerns about whether such price variations are solely reflective of legitimate risk-based 
pricing factors or are reflective of other factors, including unlawful discrimination, 
opportunistic pricing and predatory lending practices. The Federal Reserve reported last 
year that pricing disparities existed between different racial and ethnic groups even after 
controlling for a borrower’s income, gender, property location, and loan amount.   A 
recent analysis by the Center for Responsible Lending found that racial disparities existed 
in the subprime market even when controlling for credit score and debt load factors that 
cannot be determined from HMDA data alone.4 
 
Also of mounting concern is the fact that in recent years as the subprime market has 
grown so has its reliance on adjustable rate loan products.  Moreover, the reset triggers 
on subprime ARMs have dramatically shortened.  Last year over 80 percent of subprime 
loans were adjustable rate loans, including many in the form of 2/28 loans.5  These loans 
carry an initial short-term fixed rate for the first twenty-four months that is followed by 
annual or six-month rate adjustments for the remaining life of the loan. The low initial 
rate means that monthly payments will likely rise when the rate resets.  Climbing rates 
and cooling local housing markets has led to dire forecasts that a significant percentage 
of these loans are likely to default.6 
 
This study concentrates on single-family, first lien conventional refinance loans, where 
subprime lending is most concentrated, by analyzing 2004 and 2005 data provided by the 
Federal Home Mortgage Disclosure Act (HMDA).  This study analyzes a sample of the 
HMDA data soon to be released by the Federal government to provide local context to 
the national release of the 2005 HMDA due out this month. 
 
In 2005, the share of subprime loans increased and the highest-cost loans increased even 
more.  The share of reported subprime loans (classified for HMDA purposes as those 
more than 3 percent above comparable Treasury notes) increased by 79.9 percent 
between 2004 and 2005, from 14.7 percent of refinance mortgages in 2004 to 26.5 
percent of refinance loans in 2005.  Over the same period, reported refinance loans priced 
at more than 5 percent above Treasury securities more than doubled, from 4.2 percent of 
refinance lending to 8.8 percent of refinance mortgages in 2005.  Some portion of the 
increase can be attributed to a changing interest rate environment, but the HMDA 
reporting provided to the public cannot discern the extent to which the increase can be 
explained by the changes in the interest rate yield curve alone.  Nevertheless, 
interpretations of year-to-year changes in the volume of higher-priced subprime loans 
                                                           
4 Gruenstein, Debbie, Kieth S. Ernst and Wei Li, Center for Responsible Lending, “Unfair Lending: The 
Effect of Race and Ethnicity on the Price of Subprime Mortgages,” May 31, 2006. 
5 FitchRatings, 2006 Global Structured Finance Outlook, January 17, 2006 at 12; Hagerty, James, 
“Millions Are Facing Squeeze On Monthly House Payments,” Wall Street Journal, March 15, 2006. 
6 Laing, Jonathan R., “Coming Home to Roost”, Barron’s, February 14, 2006. 
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should be treated with caution.  (See page 7 for further discussion on this point.) 
 
Among the study’s key findings: 
 

• Significant Subprime Refinance Variation between Regions: For refinance 
mortgages, borrowers on the West Coast and Northwest are half as likely to 
receive subprime refinance loans than borrowers in the Southwest or Great Plains.  
Fewer than one in five refinance borrowers in the Pacific region (18.1 percent) 
and the Northwest (18.5 percent) received subprime loans compared to nearly two 
in five borrowers in the Great Plains (36.6 percent) and the Southwest (37. 3 
percent).   

 
• Gulf and Prairie States Concentrated in Highest Incidence of Subprime 

Refinance Lending:  In five states, more than two fifths of refinance loans were 
subprime in 2005.  More than half (51.8 percent) of refinance loans in Mississippi 
were subprime.  Rounding out the highest subprime refinance rates were 
Oklahoma with 44.3 percent subprime, Alabama with 41.6 percent, Nebraska 
with 41.4 percent and Louisiana with 40.0 percent.   

 
• Western States Had Lowest Subprime Refinance Rates: Fewer than one in 

five refinance loans were subprime in Hawaii (19.5 percent), Washington (18.2 
percent), Oregon (17.8 percent) and California (16.2 percent). 

 
• Large Subprime Refinance Variation between Metropolitan Statistical Areas 

(MSAs): In 2005, the ten MSAs with the smallest share of subprime refinance 
lending had fewer than 10 percent of borrowers receive subprime loans.  In 
contrast, in the twelve MSAs which have the highest share of subprime refinance 
lending had subprime refinance five times higher, with more than half of all 
refinance borrowers receiving subprime loans.  

 
• Highest Subprime MSAs Concentrated in Southeast, Southwest and Midwest 

Regions:  In 2005, of the 30 MSAs with the highest share of subprime refinance 
loans (about 10% of the 317 MSAs studied), more than 80 percent were in the 
Southeast (from Kentucky east to the Carolinas and south through Mississippi), 
Southwest (Louisiana, Arkansas, Texas and New Mexico), or Midwest (Ohio 
through Minnesota).  The five cities with the highest incidence of subprime 
refinance lending were all in Texas (Brownsville, McAllen, El Paso, Lubbock, 
and Longview). 

 
• Lowest Subprime Refinance Lending in Pacific: More than half of the 30 

MSAs with the lowest incidence of subprime lending are in the Pacific Region 
(Arizona, Nevada, California and Hawaii).  The five cities with the lowest 
incidence of subprime lending are all in California (San Francisco, Santa Rosa-
Petaluma, San Jose, Santa Cruz-Watsonville, and Santa Barbara). 
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• African American and Latino Borrowers are More Likely to Receive 
Subprime Loans of All Types:  More than one half (53.0 percent) of all African 
American conventional borrowers for loans of all types (purchase, home 
improvement and refinance) received subprime mortgages in 2005.   More than 
one third (37.8 percent) of Latinos received subprime mortgages.  In comparison, 
about one fifth (21.6 percent) of white borrowers and one eighth (13.5 percent) of 
Asian borrowers received subprime loans. 

 
• African American Borrowers Twice as Likely to Receive Subprime 

Refinance Loans, Three Times as Likely to Receive Subprime Purchase 
Mortgages as White Borrowers: Nearly half (48.9 percent) of African American 
refinance borrowers received subprime loans compared to less than a quarter 
(23.0 percent) of white refinance borrowers.  Nearly three fifths (59.7 percent) of 
African American home purchase mortgage borrowers received subprime loans 
compared to less than one in five (19.4 percent) of white borrowers.   

 
• Latino Borrowers More Likely to Receive Subprime Mortgages than White 

Borrowers: Nearly a third (32.6 percent) of Latino refinance borrowers received 
subprime loans, receiving subprime loans 41 percent more frequently than the 
quarter (23.0 percent) of white borrowers.  Two fifths (44.0 percent) of Latino 
home purchase borrowers received subprime loans compared to one fifth (19.4 
percent) of white borrowers.   
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Introduction  
 
Consumer Federation of America (CFA) has analyzed a sample of the HMDA data from 
Loan Application Register (LAR) data received directly from a sample of the nation’s 
large mortgage lenders.  The federal HMDA requires lenders to make their LARs 
available for public review prior to the release of the aggregate data reports. The CFA 
research is intended to provide local context to the national release of the aggregate data 
by the federal government this month.   
 
CFA looked at the conventional refinance lending patterns in over 300 hundred 
Metropolitan Statistical Areas (MSAs) including at least one MSA in every state by the 
sampled lenders to provide insight into the loans which are most likely to be subprime 
mortgages on the local 
level.  This snapshot of 
conventional refinance 
lending shows the share of 
these loans that are prime 
loans and subprime loans 
by region, state and 
metropolitan area.  The 
complete tables are 
appended at the end of the 
report. 
 
CFA’s analysis suggests 
that release of aggregate 
HMDA data will reveal 
significant disparities in the 
pricing of subprime mortgages across racial and ethnic groups.  However, our analysis 
also indicates wide variation in the pricing patterns of subprime lending between 
different regions (measured by Census Bureau regional divisions), states and 
metropolitan areas. The release of the national aggregate HMDA data alone will not 
likely tell the entire story of the lending in specific metro areas.  Many states, regions and 
metropolitan areas had significantly higher rates of subprime refinance lending than the 
national aggregate figures suggest. 
 
About CFA’s Research and Findings 
 
CFA examined nearly five million (4,911,681) conventional, single-family (1-4 unit) first 
lien loans of all types (purchase, home improvement and refinance) originated in 2005.  
CFA compared this sample of loans to a 2004 sample to compare changes in subprime 
refinance lending over time and region.7  
 

                                                           
7 Fishbein, Allen and Patrick Woodall, Consumer Federation of America, “Subprime Cities: Patterns of 
Geographic Disparity in Subprime Lending,” September 9, 2005. 
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The distribution of subprime loans in 2005 is comparable to the overall distribution of 
loan types, meaning more purchase mortgages are subprime in 2005.  In 2004, CFA 
found that refinance loans made up 59 percent of all subprime conventional loans, home 
improvement loans accounted for 9 percent of the subprime loans and home purchase 
mortgages were 32 percent of the subprime loans.  Refinance and home improvement 
mortgages made up a smaller share of the total conventional mortgages sampled (61.9 
percent) than of the subprime mortgages (68.0 percent).  In 2005, 43.1 percent of 
subprime mortgages were purchase mortgages and 44.4 percent of all mortgages were 
purchase mortgages.  Similarly, 52.6 percent of subprime loans were refinance loans and 
51.9 percent of all mortgages were refinance loans. 
 
Consumer Federation of America examined HMDA Loan Application Register (LAR) 
data from 22 major lenders and their 312 total affiliates.  These lenders made a total of 
4.9 million conventional, first lien mortgages on single family (1-4 unit) properties in 
2005.  More than half of the loans (52 percent) were refinance, more than two fifths (44 
percent) were home purchase, and fewer than one in twenty (4 percent) were home 
improvement loans.  This sample 
represents more than half the 
conventional home purchase 
mortgages made in 2004, more 
than two fifths of the refinance 
mortgages made in 2004 and about 
half the home improvement 
mortgages made in 2004.8 
 
A large portion of the loans in 2005 
were high-cost loans.  More than 
one in four (1.2 million or 26.5 
percent) of these loans were 
“reportable” mortgages with 
interest rates higher than three percent above comparable Treasury long-term securities.  
HMDA reporting does not delineate between fixed rate and adjustable rate mortgages 
(ARMs) or other mortgage products such as interest-only or payment option/negative 
amortization loans which can have their payment schedules recast to a higher monthly 
amount or interest rate.  In 2006, $300 billion in non-traditional, hybrid ARM mortgages 
will readjust for the first time; in 2007, $1 trillion in mortgages will readjust.9  That 
means that the number of high-interest rate loans will significantly increase, perhaps 
beyond what borrowers can afford to pay. 
 
The Federal Reserve delineates HMDA loans into two broad categories: prime and near 
prime (below 3 percentage points of the comparable Treasury yield threshold, which 
compares mortgages to comparable Treasury long-term securities) and higher-priced 
subprime (loans above 3 percentage points above the threshold).  Additionally, CFA also 
                                                           
8 See Avery, Robert B. and Glenn B. Canner, Federal Reserve, “New Information Reported Under HMDA 
and Its Application in Fair Lending Enforcement,” Federal Reserve Bulletin, Summer 2005. 
9 Elphinstone, J.S., “Foreclosures May Jump as ARMs Recast,” Associated Press, June 19, 2006. 
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coded the loans for highest-cost subprime loans (loans 5 percentage points or higher than 
the threshold).  The subprime loans are categorized as any reported over-threshold 
interest rate, i.e. 3 percentage points or higher than the Treasury threshold and include the 
highest-cost subprime loans.   
 
The average 2005 30-year Treasury yield threshold was 4.66 percent, meaning lenders 
reported loans with interest rates higher than about 7.66 percent.10  The highest-cost loans 
that are 5 percentage points higher than the Treasury threshold generally had interest 
rates higher than 9.66 percent.  In 2004, the average Treasury yield threshold was slightly 
higher, at 5.03 percent.   
 
Interpreting Year-To-Year Changes in the Proportion of Higher Priced Subprime 
Loans 
 
It should be noted that in 2005, the short-term and long-term interest rate yield curve 
flattened and ultimately inverted, meaning the shorter-term interest rates which lenders 
often use to set mortgage prices rose above longer-term interest rates that HMDA 
regulations use to set “reportable” high-cost or subprime loans.11  This means that some 
of the increase in reportable loans was the result of changes in the interest rate 
environment and does not necessarily mean that subprime lending substantially 
increased.  However, as the Federal Reserve noted in its HMDA guidance in April 2006, 
“business practices of lenders or the risk profiles or the borrowing practices borrowers, 
also could have affected the proportion of loans reported as higher-priced loans.”12  
Keeping in mind that multiple factors including the inverted yield curve contributed to 
the annual change in “reportable” subprime loans, a much larger percentage of loans 
were subprime in 2005 than 2004.  The share of reported subprime loans (those more 
than 3 percent above comparable Treasury notes) increased by 79.9 percent between 
2004 and 2005 from 14.7 percent of refinance mortgages in 2004 to 26.5 percent of 
refinance loans in 2005.  Over the same period, reported refinance loans priced at more 
than 5 percent above Treasury securities more than doubled from 4.2 percent of refinance 
lending to 8.8 percent of refinance mortgages in 2005. 
 
Regional Variety in Subprime Refinance Lending 
 
Subprime lending rates vary widely across different regions of the country.  For refinance 
mortgages in 2005, borrowers in the Pacific and Northwest regions were half as likely to 
receive subprime refinance loans as borrowers in the Southwest or Great Plains.  Fewer 
than one in five refinance borrowers in the Pacific region (18.1 percent) and the 
Northwest (18.5 percent) received subprime loans compared to nearly two in five 
borrowers in the Great Plains (36.6 percent) and the Southwest (37.3 percent).  Although 
lenders maintain that the incidence of subprime lending is solely related to risk-based 
                                                           
10 Federal Financial Institutions Examination Council, Rate Spread Calculator available at 
http://www.ffiec.gov/ratespread/YieldTable.CSV. 
11 Federal Reserve Board, “Frequently Asked Questions About the New HMDA Data,” April 3, 2006 at 9-
10. 
12 Federal Reserve Board, “Frequently Asked Questions About the New HMDA Data,” April 3, 2006 at 10. 
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factors, such as credit histories, loan to value ratios and borrower debt loads, the 
significant regional variety suggests that other factors may come into play in the way that 
some lenders or mortgage brokers price loans.  (See Table 1.) 
 
There is also significant variety between the regional shares of highest-cost subprime 
lending.  In MSAs in the Great Plains and Southwest, about one in seven (14.0 and 13.9 
percent respectively) of borrowers was paying interest rates more than 5 percentage 
points higher than the Treasury 
note threshold.  This rate is nearly 
three times higher than the one in 
twenty of borrowers in MSAs in 
the Northwest and Pacific (4.7 
percent and 4.9 percent 
respectively) region who were 
receiving high-cost subprime 
refinance loans.  
 
The highest statewide incidence of 
subprime refinance lending was in 
the Gulf states and the Great 
Plains.  In five states, more than 
two fifths of refinance loans were 
subprime in 2005.  More than half 
(51.8 percent) of refinance loans in 
Mississippi were subprime.  Rounding out the highest subprime refinance rates were 
Oklahoma with 44.3 percent subprime, Alabama with 41.6 percent, Nebraska with 41.4 
percent and Louisiana with 40.0 percent.  Western states had the lowest subprime 
refinance rates. Fewer than one in five refinance loans were subprime in Hawaii (19.5 
percent), Washington (18.2 percent), Oregon (17.8 percent) and California (16.2 percent). 
(See Table 2.) 
 
National Subprime Refinance Lending Patterns  
 
Nationally, one quarter (26.3) of borrowers received subprime conventional refinance 
loans in 2005.  This compares to one in seven (14.7 percent) borrowers that received 
subprime conventional refinance loans reported under HMDA in 2004.  In 2005, the 
sampled lenders made 2.5 million conventional refinance loans.  There were a total of 6.1 
million conventional refinance loans in 2004, so the sampled lenders account for nearly 
two-fifths (41.7 percent) of the previous year’s national lending activity.  In 2005, 1.9 
million of the sampled refinance borrowers (73.7 percent) received prime refinance loans 
below the interest rate threshold, 671,425 borrowers (26.3 percent) received subprime 
refinance loans at interest rates over 3 percentage points above the threshold and 223,000 
borrowers (8.8 percent) received highest-cost refinance loans at interest rates 5 
percentage points or higher than the threshold. 
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The national figures tend to underestimate the incidence of subprime refinance loans 
because of the larger markets with smaller shares of subprime lending, especially in 
California which has many of the MSAs which make the lowest percentages of subprime 
refinance loans, and the inclusion of non-MSA lending in the national figure.  When the 
MSA averages and medians are 
calculated, larger shares of refinance 
mortgages were subprime loans.  The 
average and median share of subprime 
refinance mortgages was 31.1 and 31.2 
percent respectively.  The sampled 
lenders made a median of 2,328 
conventional refinance mortgage 
originations in the studied MSAs.  On 
average, the sampled lenders made 7,096 
refinance loans in each MSA in 2005. 
 
The national aggregate refinance originations by the sampled lenders went predominantly 
to white borrowers.  The extent to which refinance mortgages benefited consumers who 
could improve the terms of their loan or consolidate debt at lower interest rates, the racial 
breakdown of refinance lending may suggest that not all homeowners were benefiting 
from the 2005 refinance boom.   More than half (63.3 percent) of conventional refinance 
mortgages were made to white borrowers in 2005, about the same as the 65.6 percent 
figure in 2004.  African Americans received about one in ten (9.6 percent) and Latinos 
received about one in eight (12.3 percent) of the refinance mortgages made by the 
sampled lenders in 2005. (The remaining borrowers are Native American, other race, race 
unknown or race undisclosed.) 
 
Whites were also the most likely to receive prime refinance mortgages, Latinos were less 
likely, and African Americans were significantly less likely to receive prime refinance 
mortgages than whites.  African American and Latino borrowers were twice as likely to 
receive subprime refinance loans as white borrowers. Nearly half (48.9 percent) of 
African American refinance borrowers received subprime loans compared to less than a 
quarter (23.0 percent) of white refinance borrowers.   Nearly a third (32.6 percent) of 
Latino refinance borrowers received subprime loans, receiving subprime loans 41 percent 
more frequently than the quarter (23.0 percent) of white borrowers.   
 
Large Subprime Refinance Variation between Metropolitan Areas 
 
There was wide variety in the pattern of prime, subprime and high-cost refinance 
mortgages between metropolitan areas.  In 2005, the ten MSAs with the smallest share of 
subprime refinance lending had fewer than 10 percent of borrowers received subprime 
loans.  In contrast, in the twelve MSAs which have the highest share of subprime 
refinance lending, more than half of all refinance borrowers received subprime loans.  
(See Table 3.) 
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The metropolitan areas with 
the highest share of 
subprime refinance lending 
were concentrated in the 
Southeast, Southwest and 
Midwest Regions.  In 2005, 
of the 30 MSAs with the 
highest share of subprime 
refinance loans (about 10% 
of the 317 MSAs studied), 
80 percent were in the 
Southeast (from Kentucky 
east to the Carolinas and 
south through Mississippi), 
Southwest (Louisiana, 
Arkansas, Texas and New 
Mexico), or Midwest (Ohio 
through Minnesota).  The 
five cities with the highest 
incidence of subprime 
refinance lending are all in 
Texas (Brownsville, 
McAllen, El Paso, 
Lubbock, and Longview).  In 2004, the highest shares of subprime lending were 
predominantly in the Southeast and Southwest; in 2005, the metropolitan areas in the 
Midwestern joined these regions in high levels of subprime refinance lending.  
 
The lowest rates of subprime refinance lending were in the West, predominantly in 
California.  More than half of the 30 MSAs with the lowest incidence of subprime 
lending are in the Pacific Region (Arizona, Nevada, California and Hawaii).  The five 
cities with the lowest incidence of subprime lending were all in California (San 
Francisco, Santa Rosa-Petaluma, San Jose, Santa Cruz-Watsonville, and Santa Barbara). 
 
In 26 metropolitan areas, more than one in five refinance loans were highest-cost 
refinance loans, 5 percentage points and above the Treasury threshold of 4.66 percent.  
These refinance borrowers received interest rates approaching 10 percent (at least 9.66 
percent).  In seven markets, at least one in four refinance borrowers received highest-cost 
loans (Dothan AL, Muskegon MI, McCallen TX, Decatur AL, Midland TX, Lubbock TX 
and Brownsville TX) – more than three times the national incidence of high-cost 
subprime refinance lending.  In comparison, seven metropolitan areas in California (San 
Luis Obispo-Paso Robles, Santa Barbara-Santa Maria-Goleta, Napa, Santa Rosa-
Petaluma, Santa Cruz-Watsonville, San Jose-Sunnyvale-Santa Clara and San Francisco-
San Mateo) had fewer than one in fifty (below 2 percent) of refinance loans priced above 
5 percent over the Treasury threshold – ten times smaller than the cities with the highest 
rates.  Again, the gulf between the high share of high-cost refinance mortgage markets 
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and the low share of these loans 
belies the contention that these 
mortgages are priced primarily on 
the risk of the borrower.  
 
Conclusions 
 
CFA’s HMDA analysis suggests 
that in addition to the pricing of 
mortgages between borrower 
groups sizable variable exists by 
geography as well.  Just as with 
pricing disparities between 
borrower groups, the regional and 
local variations found may be 
based upon legitimate price 
determinants reflecting higher 
borrower risks that exist in these 
areas.  However, it should not be 
assumed that the variations CFA 
found are solely attributable to 
higher risk factors.  Last year’s 
Federal Reserve analysis and the 
recent Center for Responsible Lending study cited previously, provide strong indication 
that pricing in the subprime market is not simply a function of risk.  
 
A lack of competition from prime lenders increased the chances that borrowers in certain 
communities pay more for credit.  Unlawful discrimination, the prevalence of predatory 
lending, differences in borrower knowledge, the existence of broad pricing discretion by 
loan brokers and loan officers, and the lack of consumer-friendly support systems in 
certain geographic areas may also account for at least some of the geographic variation in 
pricing patterns. 
 
There is general agreement among experts who follow homeownership trends that, over 
the years, HMDA reporting has helped to transform the home loan market, making it a 
fairer and more transparent, while also improving credit opportunities provided to 
underserved households and communities.  The new pricing data now reported under 
HMDA can help to make the pricing of subprime loans more transparent for consumers 
and increase these markets efficiencies, which ultimately benefits borrowers. Regulators, 
lenders, consumer and community advocates, the news media are encouraged to 
undertake their own research and analysis to examine local markets using HMDA data. 
 
CFA believes consumers – regardless of their race, ethnicity or the community in which 
they reside – have every right to expect that the mortgages they obtain will be priced 
fairly, based on legitimate underwriting standards.  Mortgage pricing should neither be 
opportunistic nor take advantage of consumers’ lack of financial sophistication. 
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Accordingly, CFA recommends a number of positive steps to ensure fairness in consumer 
pricing.  These include: 
  
1.  Strengthened consumer protections to curb predatory lending. 
 
The HMDA pricing data contained in this study also underscores the need to maintain 
and strengthen anti-predatory laws and other related consumer protections to ensure that 
borrowers are priced fairly.  While all subprime lending may not be predatory, much of 
abusive lending practices appear to be concentrated in the subprime segment of the 
mortgage market.  Stronger protections should: 
 

• Require lenders and mortgage brokers to act in the best interest of 
borrowers by providing suitable loan products; 

  
• Expand and revise the Federal Home Ownership and Equity Protection 

Act (HOEPA), among other things, to restrict the use of yield spread 
premiums and prepayment penalties, which reward brokers for increasing 
the loan price for subprime borrowers.   

 
• Preserve the authority of states to continue to establish meaningful 

consumer protections in this area.  
 
Twenty four states have passed anti-predatory lending laws and at least 12 more have 
statutes that provide meaningful protections to borrowers but were not enacted as part of 
an anti-predatory law, according to the Center for Responsible Lending.13 Many of these 
protections far exceed the federal standards in place and are tailored to address problems 
encountered by borrowers’ in particular local markets.  CFA supports HR 1182, 
introduced in the U.S. House of Representatives and sponsored by Reps. Miller, Watt, 
and Frank which would strengthen HOEPA and allow states to keep strong laws to 
protect their citizens.  
 
2.  Ensure adequate regulatory oversight and enforcement of fair lending laws to deter 
discrimination in mortgage pricing. 
 
Federal and state regulators, state attorneys-generals, and other enforcement officials now 
have an improved analytical tool for identifying pricing differentials for individual 
lenders.  Readily available software developed by the Federal Reserve Board can equip 
these oversight agencies with a screening mechanism to identify lenders for closer 
inspection.  At the time of release of last year’s HMDA data, the Fed referred some 200 
lenders to federal and state regulators for further review. To date, no enforcement actions 
have been reported from these reviews.  The CFA study indicates that the new 2005 
HMDA data is likely to indicate similar disparities across borrower groups. CFA believes 
there is a role for ongoing Congressional oversight in this area to ensure that regulators 

                                                           
13 Li, Wei and Kieth S. Ernst, Center for Responsible Lending, “The Best Value in the Subprime Market,” 
February 23, 2006. 
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are taking the necessary steps to ferret out illegal discriminatory treatment in mortgage 
pricing decisions by individual lenders. 
 
3. Make the subprime market more competitive. 
 
By helping to identify areas with high concentration of high-cost loans, the HMDA data 
can be used to encourage mainstream lenders to enter new markets and increase 
competition in providing reasonably priced mortgage credit. 
 
4.  Increase accountability for lenders. 
 
Public disclosure of loan data under HMDA has already led some lenders to beef up their 
internal review and increase their due diligence to detect unlawful pricing practices.  
HMDA data also provides the means for lenders to identify and correct any problems to 
avoid bad publicity or legal liability.  However, improvements in prevailing industry 
practices still are needed. 
 
5.  Increased understanding of local credit markets and community credit needs. 
 
HMDA pricing data provides the opportunity to generate a valuable dialogue between 
lenders and the communities they serve about what these patterns reveal.  These 
discussions can provide insights about credit risks associated with different types of 
borrowers and foster strategies for reducing pricing disparities that exist.  CFA 
encourages expanded efforts in this area. 
 
Methodology 
 
In 2005, Consumer Federation of America compiled HMDA Loan Application Register 
(LAR) data from 22 lenders and their 312 total affiliates.  These lenders made a total of 
4.9 million conventional, first lien mortgages on single family (1-4 unit) properties in 
2005.  CFA compared this lending pattern to a similar sampling from 2004 which 
sampled 26 lenders and their 160 total affiliates.   
 
Sampling the Metropolitan Statistical Areas (MSAs):  CFA only included MSAs 
where the sampled lenders made a sufficient number of conventional refinance and home 
improvement mortgage originations in the study.  CFA excluded MSAs where the 
sampled lenders did not make 500 or more refinance loans in 2004 and exceeded 10 
percent of the lending from 2003.   
 
Regional Comparisons:  CFA also used the Census Bureaus regional division 
classification to assess the average metropolitan prime, subprime, and high-cost lending 
patterns by region.  The ten regions are: New England (Connecticut, Maine, 
Massachusetts, New Hampshire, Rhode Island and Vermont); New York and New 
Jersey; Mid-Atlantic (Delaware, District of Columbia, Maryland, Pennsylvania, Virginia 
and West Virginia); Southeast (Alabama, Florida, Georgia, Kentucky, Mississippi, North 
Carolina, South Carolina and Tennessee); Midwest (Illinois, Indiana, Michigan, 
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Minnesota, Ohio and Wisconsin); Southwest (Arkansas, Louisiana, New Mexico, 
Oklahoma and Texas); Great Plains (Kansas, Iowa, Missouri and Nebraska); Rocky 
Mountains (Colorado, Montana, North Dakota, South Dakota, Utah and Wyoming); 
Pacific (Arizona, California, Hawaii and Nevada); and Northwest (Alaska, Idaho, Oregon 
and Washington.  Some MSAs cross the Census Bureau’s regional divisions; in those 
cases the MSAs were assigned to the region where the primary city is located.  For 
example, the St. Louis MSA is in the Great Plains and Midwest regional divisions and it 
was assigned to the Great Plains. 
 
National versus Average and Median:  The national aggregate calculation is based on 
the total sampled conventional refinance lending across the country.  This includes 
lending in non-metropolitan statistical areas (MSAs), lending in smaller metropolitan 
areas with a small sample size, and metropolitan areas which are incorrectly coded by 
lenders (i.e. the codes supplied by the lenders do not match any known MSA code 
provided by the Office of Management and Budget, which designates MSAs).  This 
national figure provides some weighting for the size of the MSA.  Larger MSAs have a 
larger impact on the aggregate data.  For example, the larger California MSAs generally 
have a larger share of prime refinance lending than other places, so Los Angeles, 
Oakland, San Diego and San Francisco will tend to increase the share of national prime 
refinance lending compared to the smaller impact of Laredo, Texas on the national 
aggregate. 
 
The average and median share of prime or subprime loans calculation is an average or 
median of the percentage of loans originated at each price band for each MSA.  This 
figure represents the average shares of prime and subprime lending at average 
metropolitan areas.  This figure does not take the volume of lending in different MSAs 
into account, so smaller MSAs are overrepresented in this figure.  For example, 
averaging Missoula, Montana with Los Angeles-Long Beach would provide a figure that 
was the share of prime or subprime lending that is halfway between the two, although 
there were nearly 100 times as many refinance loans made in Los Angeles-Long Beach 
as Missoula. 
 
Prime, Subprime and High-Cost Loans:  For the first time in 2004, the Federal 
Financial Institutions Examination Council (FFIEC) required lenders to report a proxy 
measure for the interest rates of the first lien loans they originated.  Loans with interest 
rates below 3 percentage points above of a comparable Treasury issue (in theory a thirty 
year bond for most mortgages) were not required to report any interest rate information, 
but loans that were 3 percentage points above the comparable Treasury rate were 
required to report the spread between the Treasury note and the mortgage.  The FFIEC 
intended this reporting structure to help identify subprime lenders.  CFA delineates the 
loans into three broad categories: prime and near-prime (below 3 percentage points of the 
Treasury threshold), subprime (loans above 3 percentage points above the threshold), and 
high-cost (loans 5 percentage points or higher than the threshold).  The subprime loans 
are categorized as any reported over-threshold interest rate, i.e. 3 percentage points or 
higher than the Treasury threshold.  
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Race and Ethnicity:  In 2004, the FFIEC also began to require separate reporting of race 
and Latino ethnicity, because Latinos can be of any race.  CFA coded non-Latino whites 
as white, African Americans of any ethnicity as African American, and non-African 
American Latinos as Latino.  CFA recoded the race and ethnicity reporting into a single 
category to ensure that the total aggregate lending figures did not double count Latinos. 
 
 

Table 1. Regional Subprime Refinance Lending by Region 2005 

  2005 Prime 
2005 Subprime 

>3% 2005 >5% 2005 Total 
Southwest 78365 62.7% 46594 37.3% 17377 13.9% 124959 

Great Plains 43251 63.4% 24989 36.6% 9545 14.0% 68240 
Midwest 214301 67.9% 101358 32.1% 33642 10.7% 315659 

Southeast 254022 69.5% 111414 30.5% 39162 10.7% 365436 
Mid Atlantic 196938 75.5% 63967 24.5% 21747 8.3% 260905 
Northeast 80216 75.6% 25927 24.4% 8286 7.8% 106143 

New York/New Jersey 110991 75.9% 35286 24.1% 10694 7.3% 146277 
Rocky Mountains 52456 76.6% 16001 23.4% 4082 6.0% 68457 

Northwest 88381 81.5% 20073 18.5% 5079 4.7% 108454 

Pacific 561237 81.9% 123730 18.1% 33507 4.9% 684967 
 
 
 


