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Executive Summary 
 
Significant variation exists in the pricing of home refinance loans and home improvement 
loans between regions and localities.   CFA’s study also found the prevalence racial 
pricing disparities, with African Americans and Hispanic homeowners more likely to 
receive subprime loans than other racial and ethnic groups.   
 
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 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 by an annual rate of 25% 
between 1994 and 2003, a nearly tenfold increase in nine years. 
 
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-base 
pricing factors or are reflective of unlawful discrimination or opportunistic pricing 
practices. 
 
This study concentrates on single-family conventional refinance loans and home 
improvement loans, where subprime lending is most concentrated, by analyzing 2004 
data provided by the Federal Home Mortgage Disclosure Act (HMDA).  The release of 
this year’s HMDA data has been eagerly awaited, since it contains data-reporting for the 
first time on the pricing of subprime mortgages. This study analyzes a sample of the 
HMDA data soon to be released by the Federal government.  It is intended to provide 
local context to the national release of the 2004 HMDA due out later this month. 
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Among the study’s key findings: 
 

• Significant Subprime Refinance Variation between Regions: For refinance 
mortgages, borrowers on the West Coast, New England and Midwest are less 
likely to receive subprime refinance loans than in the Southwest, Southeast or 
Great Plains.  The share of refinance lending that is subprime varies from 10.5% 
in the Pacific region to 27.4% in the Southwest – nearly a three-fold difference.  
The pricing variation between regions was even greater for segments of subprime 
loans with the highest interest rates, with a more than four times greater 
difference between the share of high-cost loans in the Southwest and the Pacific 
regions (10.4% and 2.3% respectively). 

 
• Even Larger Subprime Refinance Variation Between Metropolitan 

Statistical Areas (MSAs): In the five MSAs with the smallest share of subprime 
refinance lending, fewer than 3% of borrowers receive subprime loans.  In 
contrast, in the five MSAs which have the lowest share of prime refinance 
lending, nearly forty percent of refinance mortgages in these markets are 
subprime.   

 
• Highest Subprime MSAs Concentrated in Southeast and Southwest Regions:  

Of the 30 MSAs with the highest share of subprime refinance loans (about 10% of 
the 317 MSAs studied), 80% are in the Southeast (from Kentucky east to the 
Carolinas and south through Mississippi) or Southwest (Louisiana, Arkansas, 
Texas and New Mexico). 

 
• Southeast, Midwest Have Highest Levels of Subprime Home Improvement 

Lending:  Borrowers in the Southeast and Midwest are at least twice as likely to 
receive subprime home improvement loans as borrowers in the Pacific (42.3%, 
40.4% and 19.6% respectively).   One in five borrowers in the Southeast, Mid-
Atlantic, Midwest, Rocky Mountains and Great Plains receive high-cost home 
improvement loans compared to fewer than one in ten in the Pacific and one in six 
in New York/New Jersey.   

 
• Six-Fold Spread between Highest and Lowest Densities of Subprime Home 

Improvement Levels:  There are 25 MSAs where half of home improvement 
borrowers are receiving subprime loans and 8 MSAs where fewer than one in ten 
borrowers receive subprime home improvement loans.  In the five markets with 
the highest density of subprime home improvement lending, two thirds of the 
home improvement borrowers receive subprime loans (Jackson MS, Memphis 
TN-AR-MS, Pittsfield MA, Mobile and Tuscaloosa AL). 

 
• African American and Latino Borrowers are More Likely to Receive 

Subprime Refinance Loans:  More than one third (34.0%) of African Americans 
received subprime refinance loans, 15.7% of Latino borrowers received subprime 
refinance mortgages, and 12.1% of white borrowers received subprime refinance 
mortgages.  African American borrowers were nearly three times as likely as 
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whites to receive a subprime loan and Latinos were 30% more likely to receive a 
subprime refinance mortgage than whites. 

 
Implications of the Study’s Findings 
 
This study finds that disparities in the pricing of mortgages exist among borrower groups 
and also vary widely by geography.  CFA hopes this first systematic look at subprime 
pricing patterns for metropolitan areas across the nation will encourage others to obtain 
the soon to be released HMDA data and to undertake their own research to analyze 
pricing and other lending patterns both at an industry-wide level and for individual 
lenders. 
 
Just as with disparities between borrower groups, variation in pricing of mortgages by 
geography levels may be a function of legitimate price determinants, not disclosed as part 
of the HMDA data set.   Such credit-risk factors that may affect the pricing of mortgages 
include credit scores, loan-to-value ratios, and consumer debt loads.  Thus, the price 
disparities by race or ethnically revealed in this study and expected to be documented 
when the federal government releases the 2004 HMDA data, may not alone prove 
unlawful discrimination.  The HMDA data itself cannot explain the rationale for the 
disparities CFA found between borrowers or geographies, but the data do demonstrate 
that sufficiently significant disparities exist to warrant further analysis and examination.  
These patterns should lead to increased scrutiny by federal and state regulators, state 
attorneys-general, other public officials, as is likely to occur by consumer, community 
advocates, and fair lending advocates.   
 
The notable pricing variation found by this study raises important concerns about 
whether the higher interest rates charged by subprime lenders can be fully explained 
solely as a function of the additional risks they bear.  For example, a lack of competition 
from mainstream prime lenders increases the chances that borrowers in certain 
communities pay more for credit.   So can other factors, such as the extent to which 
different borrower groups are knowledgeable about their financing options, the 
prevalence of predatory lending, and the existence of broad pricing discretion by brokers 
and loan officers.   
 
CFA believes consumers 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.  The public disclosure of home loan pricing data provided by HMDA has 
great potential to help transform mortgage market in the following ways: 
 
1.  Stimulate greater oversight by regulators and other enforcement officials. 
 
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 
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inspection.  Federal banking regulators have taken steps to integrate these tools for banks 
and thrift institutions they supervise, but comparable action by state enforcement officials 
is especially needed to provide much needed oversight for non-bank lenders, which 
typically are not subject to on-site compliance exams. 
 
2.  Adoption of strong 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.  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.   
 
According to the Center for Responsible Lending, 24 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. Many of these 
protections far exceed the federal standards in place and are tailored to address problems 
encountered by borrowers in particular local markets.  The Ney-Kanjorski bill (H.R. 
1295) pending in Congress and supported by much of the lending industry would gut the 
strong laws in these states.  Another bill, sponsored by Reps. Miller, Watt, and Frank 
(H.R. 1182) and supported by consumer, civil rights, and community advocates, would 
allow states to keep strong laws to protect their citizens and also strengthens federal 
protections.  
 
3. Make the subprime market more competitive. 
 
By helping to identify areas with high concentration of high-cost loans, the new HMDA 
data may encourage lenders to enter new markets and the increased competition that 
follows may increase the availability of reasonably priced mortgage credit. 
 
4.  Increase accountability for lenders. 
 
Public disclosure has already led some lenders to increase their internal review process 
and 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. 
 
5.  Increased understanding of local credit markets and community credit needs. 
 
The new pricing data can 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. 
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Introduction  
 
Consumer Federation of America (CFA) has analyzed a sample of the HMDA data to be 
released by requesting Loan Application Register (LAR) data directly from a 
representative sample of the nation’s 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 and home improvement 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 and home 
improvement lending shows the 
share of these loans that are prime 
loans and subprime loans by 
metropolitan area, race, ethnicity 
and income. The analysis focuses 
on both refinance loans and home 
improvement loans because these 
loans made to homeowners 
represent the vast majority of the 
subprime loan market. 
 
CFA’s analysis suggests that release of aggregate HMDA data will indeed 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 regional divisions) 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. 
 
Information about the Subprime Mortgage Lending 
 
The subprime market provides loans to borrowers who do not meet the credit standards 
for borrowers in the prime market, where interest rates and other credit charges are 
generally lower.  Most subprime refinance borrowers use the collateral in their homes for 
debt consolidation and other consumer credit purposes.  Home improvement loans 
include secured and unsecured home improvement loans, some home equity lines of 
credit that lenders designate as home improvement lending, and combined refinance and 
home improvement loans.  The growth in subprime lending is thought to have expanded 
credit opportunities for credit-impaired borrowers and those with insufficient credit 
histories or non-traditional income sources.  Subprime mortgage originations rose by 25 
percent annually between 1994 and 2003, a nearly tenfold increase in nine years.   
 

2004 Subprime Share of Refinance Mortgages by Race/Ethnicity
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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 reflect unlawful discrimination as well as 
legitimate risk-based pricing factors.  Moreover, high levels of subprime lending in a 
market may also indicate high levels of predatory lending, the rise of which has been a 
disturbing part of the growth of this market.   
 
About CFA’s Research and Findings 
 
CFA focused its attention on refinance and home improvement lending because these 
loan products are more likely to be subprime than purchase money mortgages.  In the 
more than six million conventional loans CFA examined for this analysis, refinance loans 
made up 59% of all subprime conventional loans, home improvement loans accounted for 
9% of the subprime loans and home purchase mortgages were 32% of the subprime 
loans.  Refinance and home improvement mortgages made up a smaller share of the total 
conventional mortgages sampled (61.9%) than of the subprime mortgages (68.0%). 
 
Consumer Federation of America requested the HMDA Loan Application Register 
(LAR) data from 26 lenders and their 160 total affiliates.  These lenders made a total of 
2,518,536 conventional refinance mortgages totaling $1.05 trillion and 228,175 
conventional home improvement mortgages totaling $100 billion.  The sampled refinance 
lending represents 18.9% of the 13.3 million refinance loans that were made in 2003 and 
41.2% of the more than 550,000 home improvement loans that were made in 2003.   
 
CFA delineated the HMDA loans into three broad categories: prime (below 3 percentage 
points of the comparable Treasury yield threshold, which compares mortgages to 
comparable Treasury long-term securities), subprime (loans above 3 percentage points 
above the threshold), and higher-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 higher-cost 
subprime loans.  Generally, the 
2004 30-year Treasury yield 
threshold was about 5%, meaning 
lenders reported loans with interest 
rates higher than about 8%.  The 
higher-cost loans that are 5 
percentage points higher than the 
Treasury threshold generally had 
interest rates higher than about 
10%.   

Share of 2004 Subprime Mortgages by Type
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For the purposes of this study, CFA 
categorized home improvement 
loans that were priced more than 3 
percentage points above the 
Treasury yield threshold as 
subprime loans.  CFA recognizes 
there may be some difference in the 
pricing for this loan type and that 
lenders may charge slightly higher 
interest rates for home 
improvement loans than refinance 
or purchase mortgages.  Borrowers 
are increasing their debt burdens 
and thus their leverage ratios, but 
that may be compensated for by the increase in home equity during the housing price 
increases throughout 2004.  Additionally, some of these loans are junior or second 
mortgages, but more than two thirds of the home improvement loans examined in this 
study are first lien notes and should carry similar pricing to refinance mortgages. (For 
more a detailed discussion, see methodology section below.) 
 
Regional Variety in Subprime Refinance and Home Improvement Lending 
 
Subprime lending rates vary widely across different regions of the country.  For refinance 
mortgages, borrowers on the West Coast, New England and Midwest are less likely to 
receive subprime refinance loans than in the Southwest, Southeast or Great Plains (see 
Table 1). The share of refinance lending that is subprime varies from 10.5% in the Pacific 
to 27.4% in the Southwest – nearly a three-fold difference.  Although lenders maintain 
that the incidence of subprime lending is solely related risk-based 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.  
 
There also is significant variety 
between the regional shares of 
high-cost subprime lending.  In 
MSAs in the Southwest, more than 
one in ten (10.4%) borrowers was 
paying interest rates more than 5 
percentage points higher than the 
Treasury note threshold.  This rate 
is more than four times higher than 
the 2.3% of borrowers in MSAs in 
the Pacific region who are 
receiving high-cost loans. 
 

2004 Subprime Share of Home Improvement Lending 
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The same general pattern holds true for regional subprime home improvement lending.  
Borrowers in the Southeast and Midwest are at least twice as likely to receive subprime 
home improvement loans as borrowers in the Pacific (42.3%, 40.4% and 19.6% 
respectively).   One in five borrowers in the Southeast, Mid-Atlantic, Midwest, Rocky 
Mountains and Great Plains receive high-cost home improvement loans compared to 
fewer than one in ten in the Pacific and one in six in New York/New Jersey (see Table 2).  
It should be noted that lenders often charge higher interest rates for junior liens because 
the borrowers are taking on increased debt, but the spread between regions remains 
significant.  Borrowers in the Southeast are more than three times more likely to receive a 
high-cost home improvement loan than borrowers in the Pacific. 
 
National Subprime Refinance Lending Patterns  
 
Nationally, one in seven borrowers received subprime conventional refinance loans.  In 
2004, the sampled lenders made 2.5 million conventional refinance loans.  There were a 
total of 13.3 million conventional refinance loans in 2003, so the sampled lenders 
account for nearly one fifth (18.9%) of the previous year’s national lending activity.  In 
2004, 2.1 million refinance borrowers (85.3%) received prime refinance loans below the 
interest rate threshold, 371,343 borrowers (14.7%) received subprime refinance loans at 
interest rates over 3 percentage points above the threshold and 105,000 borrowers (4.2%) 
received higher-cost refinance loans at interest rates 5 percentage points or higher than 
the threshold. 
 
The national figures tend to overestimate the number of prime 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 highest percentages of prime refinance 
loans, and the inclusion of non-MSA lending in the national figure.  When the MSA 
averages and medians are calculated, smaller shares of refinance mortgages are prime 
loans.  The sampled lenders made a median of 2,125 conventional refinance mortgage 
originations in the studied MSAs.  On average, the sampled lenders made 6,963 refinance 
loans in each MSA. 
 
The average share of prime refinance mortgages was 80.8% and the median share of 
prime mortgages was slightly higher at 81.4%.  The average share of subprime refinance 
mortgages was 19.2% and the median subprime refinance share was 18.6% – 30.3% and 
26.0% higher than the national aggregate figure respectively.  The share of high-priced 
refinance loans 5 percentage points over the threshold is significantly higher in average 
and median MSAs than in the national aggregate.  The national aggregate share of 
refinance mortgages 5 percentage points above the threshold is 4.2%, the average MSA 
share of the high-priced refinance loans is 6.1%, and the median MSA share of high-
priced refinance loans is 5.2% – 45.5% and 24.2% higher than the aggregate respectively. 
 
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 are benefiting from 
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the current refinance boom.   More 
than half (65.6%) of the refinance 
mortgages made by the sampled 
lenders went to white borrowers.  
Fewer than one in twenty (4.4%) of 
the refinance loans went to Asian 
borrowers, one in sixteen (6.3%) of 
the loans went to African American 
borrowers and about one in ten 
(9.5%) of the loans went to Latino 
borrowers.  (The remaining 
borrowers are Native American, other race, race unknown or race undisclosed.  More 
than 15% of the borrowers of the sampled refinance loans did not report their race.) 
 
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.  More than one third (34.0%) of African Americans received 
subprime refinance loans, 15.7% of Latino borrowers received subprime refinance 
mortgages, and 12.1% of white borrowers received subprime refinance mortgages.  
African American borrowers were nearly three times as likely as whites to receive a 
subprime loan and Latinos were 30% more likely to receive a subprime refinance 
mortgage than whites. African American borrowers were also more than three times as 
likely as white borrowers to receive 
high-cost subprime refinance loans.   
 
There was wide variety in the 
pattern of prime, subprime and 
high-cost refinance mortgages 
between metropolitan areas.  The 
sampled loans represented a 
significant portion of the 2003 
market for purposes of comparison.  
(See table 3 for complete list of 
MSAs.) On average, the sampled 
loans were 15% of the refinance 
loans made in 2003 in each MSA.  
(See Table 3 for complete list of 
317 MSAs.) 
 
MSAs in California lead the nation 
in the share of prime refinance 
loans.  The top ten MSAs with the 
lowest share of subprime refinance 
loans are all in California and 
fewer than 4% of the refinance 
loans in these markets were 
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subprime loans.  In contrast, in the ten MSAs which have the highest share of subprime 
refinance lending, more than 35% of refinance mortgages in these markets are subprime 
loans.  These MSAs are primarily in Southeast and Southwest.  The wide disparity 
between the high and low metropolitan area prime refinance rates is too high to be solely 
related to the relative risk of the borrowers. 
 
The range is especially wide for the share of high-cost, loans 5 percentage points and 
above the Treasury threshold.  In five markets in California, fewer than one in 200 
refinance loans are 5 percentage points or above the threshold.  In five markets in the 
South (Louisiana, Alabama and Texas), more than one in seven refinance loans are high 
cost loans.  In these more expensive markets, consumers are more than 28 times more 
likely to receive high-cost refinance mortgages. Again, the gulf between the high share of 
high-cost refinance mortgage markets and the low share of these loans belies the 
contention that these mortgages are priced primarily on the risk of the borrower.  
 
Although there is wide regional variety between subprime refinance rates, these varieties 
do not appear to be entirely explained by income variations.  The subprime share of 
refinance loans varies significantly between MSAs even for the wealthiest borrowers.  
The subprime share of refinance lending for borrowers earning more than double the 
median income of $44,300 ranged from below one in twenty refinance loans in 28 MSAs 
(including San Francisco-San Mateo CA, State College PA, Oakland CA, Harrisonburg 
VA, Boulder CO, Wilmington NC, Green Bay WI, Yakima WA and Bridgeport CT) to 
more than one in five refinance loans in 22 MSAs (including Memphis TN, Lebanon PA, 
Springfield IL, Bangor ME, McAllen TX, Utica-Rome NY and Muncie IN as well as 
MSAs across the Southeast and Southwest where high rates of subprime refinance loans 
are more common).   
 
Similarly, there is a tremendous range of the subprime share of lending for borrowers 
earning below 50% of the median income.  There are 45 MSAs where fewer than one in 
twenty borrowers earning below 50% of the median income received subprime refinance 
loans.  These MSAs include cities 
all over the country including 
Camden NJ, Salem OR, Newark 
NJ, Iowa City IA, Holland MI, 
Reno NV, Denver CO and 
Oakland CA.  On the other end of 
the spectrum, there are 21 MSAs 
where more than two-fifths of 
borrowers earning below 50% of 
the median income received 
subprime refinance loans.  These 
cities are concentrated in the 
Southeast and Southwest (85% of 
these MSAs are concentrated in 
these two regions). 
 

2004 Range of High-Cost Refinance Loans by MSA

0.3%

0.3%

0.4%

0.5%

0.5%

14.4%

14.8%

15.1%

16.1%

17.2%

0% 5% 10% 15% 20%

San Francisco-San Mateo CA

Santa Cruz-Watsonville CA

San Luis Obispo-Paso Robles CA

San Jose-Sunnyvale-Santa Clara CA

Santa Ana-Anaheim CA

Houma LA

Tuscaloosa AL

McAllen TX

Brownsville TX

Victoria TX



 11

National Subprime Home Improvement Lending Patterns 
 
Nationally, nearly one third of borrowers received subprime conventional home 
improvement loans.  In 2004, the sampled lenders made 228,175 conventional home 
improvement loans.  There were more than 553,000 conventional home improvement 
loans in 2003, so the sampled lenders account for more than two fifths (41.2%) of the 
previous year’s national lending activity.  In 2004, the sampled lenders made 161,514 
prime home improvement loans (70.8%) below the interest rate threshold, 66,661 sub-
prime home improvement loans (29.2%) above threshold and 35,945 high-cost home 
improvement loans (15.8%) 5 percentage points or higher than the threshold. 
 
The national figures tend to overestimate the number of prime home improvement loans 
because of the larger markets with smaller shares of subprime lending.  When the MSA 
averages and medians are calculated, smaller shares of home improvement mortgages are 
prime loans.  On average, the sampled lenders made 816 home improvement loans in 
each MSA.  (See Table 4 for a complete list of MSAs.) 
 
The average share of subprime home improvement loans was 33.8%, and the median 
subprime home improvement share was 32.4%.  The share of high-priced refinance loans 
5 percentage points over the threshold is significantly higher in average and median 
MSAs than in the national aggregate.  The national aggregate share of home 
improvement mortgages 5 percentage points above the threshold is 15.8%, the average 
MSA share of the high-priced refinance loans is 19.8%, and the median MSA share of 
high-priced refinance loans is 17.8% – 25.7% and 12.8% higher than the aggregate 
respectively. 
 
There are similar variations for subprime lending for home improvement loans between 
regions.  There are 25 MSAs where half of home improvement borrowers are receiving 
subprime loans and 8 MSAs where fewer than one in ten borrowers receive subprime 
home improvement loans.  In the 
five markets with the highest 
density of subprime home 
improvement lending, two thirds of 
the home improvement borrowers 
receive subprime loans (Jackson 
MS, Memphis, Pittsfield MA, 
Mobile and Tuscaloosa AL).  In the 
five markets with the lowest 
density of subprime home 
improvement lending, fewer than 8 
percent of borrowers received 
subprime loans (Santa Rosa, Santa 
Cruz, San Jose, Napa and San 
Francisco CA).  
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Subprime Refinance Lending by Race and Metropolitan Area 
 
More than One Third of African Americans received subprime refinance 
mortgages.  Nationally, the lenders CFA sampled originated 158,903 conventional 
refinance mortgages to African American borrowers.  Of these national refinance 
originations, 34.0% received subprime refinance mortgages above 3 percentage points of 
the Treasury interest rate threshold and one in ten (10.8%) received higher-cost refinance 
mortgages at least 5 percentage points higher than the threshold.  
 
Again, the average MSA figures show that African Americans in metropolitan areas are 
more likely to receive subprime loans.  The average share of subprime loans to African 
American borrowers was 38.0% (11.7% above the national figure) and the average share 
of high cost loans to African American borrowers was 13.2% (23.0% above the national 
figure).   
 
There were 137 MSAs where the sampled lenders originated more than 100 conventional 
refinance loans to African American borrowers in 2004.  (See Table 5 for a complete list 
of MSAs.)  On average, there were 1,000 African American refinance borrowers in each 
MSA.  In 66 MSAs (48.2% of MSAs), African Americans were more likely to receive 
subprime loans than average.  In one in five MSAs (30 cities or 18.0% of the MSAs) with 
more than 100 African American refinance borrowers, fewer than half of the refinance 
mortgages to African American borrowers received prime loans.   (In descending order of 
share of subprime loans these MSAs are: Albany GA, Tuscaloosa AL, Jackson MS, 
Macon GA, Memphis TN-MS-AR, Mobile AL, Baton Rouge LA, Montgomery AL, Lake 
Charles AL, Savannah GA, Shreveport-Bossier City LA, Birmingham AL, Buffalo NY, 
Omaha NE-IA, Florence SC, Fayetteville NC, Chattanooga TN, Sarasota-Bradenton-
Venice FL, Pensacola-Ferry Pass-Brent FL, Charleston SC, New Orleans LA, Knoxville 
TN, Columbus GA-AL, Tulsa OK, Milwaukee WI, Ocala FL, Gary IN, Lakeland FL, 
Little Rock AR, and Spartanburg SC). 
 
In 72 cities (52.62% of MSAs), 
African Americans were more 
likely to receive prime loans than 
the national average.  In 17 MSAs 
(12.4% of MSAs), more than four 
out of five African Americans 
received prime refinance 
mortgages.  Ranked in descending 
order of the share of prime loans, 
these MSAs are: San Jose-
Sunnyvale CA, Oxnard CA, San 
Francisco-San Mateo CA, Santa 
Ana-Anaheim CA, Oakland-
Freemont-Howard CA, San 
Diego-Carlsbad-San Marcos CA, 
Boston-Quincy MA, Los Angeles-Long Beach CA, Vallejo-Fairfield CA, Bethesda-
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Frederick MD, Seattle-Bellevue-Everett WA, Essex County MA, New York-White 
Plains NY, Riverside-San Bernardino CA, and Allentown PA).  
 
The spread between metropolitan areas’ high rates and lower rates of subprime loans to 
African Americans is significant.  There is a 30 percentage point spread between the 
MSAs where more than half of African American borrowers receive subprime refinance 
loans and the markets where fewer than one out of five African American borrowers 
receive subprime loans.  Most of the high rates of subprime refinance lending are in the 
Southeast and Southwest (with the exception of Gary, Indiana all of the fifth of the MSAs 
with the lowest share of prime refinance lending are in the Southeast and Southwest 
Census regions).  However, the lowest rates of subprime refinance lending to African 
American borrowers are in a variety of locations, including Oakland, New York, Boston, 
Prince Georges County Maryland and Seattle. 
 
There also is wide regional variation between the subprime shares of refinance loans to 
African Americans.  In the Southeast and Southwest, nearly half (48.5% and 47.1% 
respectively) of African American borrowers receive subprime refinance loans – more 
than twice the rate African American borrowers in the Pacific region receiving subprime 
refinance loans (17.8%).  (The Great Plains, Rocky Mountain and Northwest regions 
were excluded here because fewer than 5 MSAs in each of the regions made more than 
100 loans to African Americans).   
 
One in Seven Latino Borrowers Received Subprime Conventional Refinance 
Mortgages.  Nationally, more than one in seven (15.7%) received subprime refinance 
mortgages above 3 percentage points higher than the interest rate threshold and less than 
one in twenty (4.3%) received refinance mortgages at least 5.0 percentage points higher 
than the threshold.  In average MSAs, more than one in of five (20.4%) of Latinos 
received subprime refinance loans (29.5% higher than the national figure) and 5.9% of 
Latinos received higher-cost refinance mortgages (37.3% higher than the national figure).   
 
There were 144 MSAs where the sampled lenders originated more than 100 conventional 
refinance loans to Latino borrowers in 2004.  (See Table 6 for a complete list of MSAs.) 
On average, there were 1,536 Latino refinance borrowers in each MSA.  In 65 cities 
(43.9% of MSAs), Latinos were more likely to receive subprime loans than average.  In 
one in five MSAs (22 MSAs or 15.3% of the MSAs) with more than 100 Latino refinance 
borrowers, more than 30% of Latinos received subprime refinance mortgages.  In 
descending order of share of prime refinance loans the MSAs are: San Antonio TX, 
Kansas City MO-KS, Springfield MA, Camden NJ, Racine WI, Amarillo TX, Laredo 
TX, Ocala FL, Midland TX, Dalton GA, Las Cruces NM, El Paso TX, Corpus Christie 
TX, McAllen TX, Omaha NE-IA, Brownsville TX, Wichita KS, Waco TX, Lubbock TX, 
Victoria TX, Baton Rouge LA, and Topeka KS.  
 
In 81 cities (56.2% of MSAs), Latinos were less likely to receive subprime loans than 
average.  In 20 cities (13.5% of the MSAs) more than nine out of ten Latino borrowers 
received prime refinance mortgages.  In descending order of share of prime refinance 
loans the MSAs are: Santa Cruz-Watsonville CA, San Francisco-San Mateo CA, San 



 14

Jose-Sunnyvale-Santa Clara CA, 
San Luis Obispo-Paso Robles CA, 
Oxnard CA, Santa Ana-Anaheim 
CA, Napa CA, Oakland Fremont-
Howard CA, Raleigh-Cary NC, 
Salinas CA, San Diego-Carlsbad-
San Marcos CA, Charlotte NC-SC, 
Santa Rosa-Petaluma CA, Los 
Angeles-Long Beach CA, 
Washington-Arlington DC-VA, 
Columbus OH, Boston-Quincy 
MA, Vallejo-Fairfield CA, and 
Fayetteville AR-MO).   
 
There is a significant regional 
variety in the subprime share of 
refinance loans to Latino borrowers.  More than a third (33.8%) of Latino borrowers in 
the Great Plains and nearly a third (32.0%) of Latino borrowers in the Southwest receive 
subprime refinance loans.  About one in eight (13.4%) of Latinos in the Pacific region 
receive subprime refinance loans.  The subprime share of refinance loans to Latinos in 
the Great Plans and Southwest region is nearly double the subprime share of refinance 
loans to Latinos in the Mid-Atlantic and Northwest. 
 
Nearly nine out of ten white borrowers received prime conventional refinance 
mortgages.  Nationally, 87.9% of white borrowers received prime refinance mortgages, 
about one in eight (12.1%) received subprime refinance mortgages above 3 percentage 
points higher than the interest rate threshold and less than one in twenty (3.4%) received 
higher-cost refinance mortgages at least 5 percentage points higher than the threshold.  In 
average MSAs, more than four out of five (84.6% or 3.8% below the national figure) of 
white borrowers received prime refinance loans, 15.4% received subprime refinance 
mortgages (27.3% higher than the national figure) and one in twenty (4.7% or 39.2% 
higher than the national figure) received high cost loans. 
 
More than 250 refinance mortgages were made to white borrowers in 318 cities.  On 
average, the sampled lenders made 4,436 refinance mortgage loans to white borrowers.  
In 167 MSAs (52.5% of the MSAs), whites were more likely to receive subprime 
refinance loans than average.  In 38 cities (11.9% of the MSAs), more than one in four 
white borrowers received subprime refinance mortgages (Monroe LA, Omaha NE-IA, 
Waco TX, Oklahoma City OK, Knoxville TN, Bangor ME, Alexandria LA, Shreveport-
Bossier City LA, Williamsport PA, Great Falls MT, Sherman-Denison TX, Dalton GA, 
Huntington WV-KY-OH, Anniston AL, Pocatello ID, Lake Charles LA, Chattanooga 
TN, McAllen TX, Cumberland MD-WV, Joplin MO, Kingsport TN-VA, Pascagoula MS, 
Waterloo-Cedar Falls IA, Fort Smith AR-OK, Muncie IN, Wichita Falls TX, Davenport 
IA-IL, Sioux City IA-NE-SD, Johnson City TN, Battle Creek MI, Weirton-Steubenville 
WV-OH, St. Joseph MO-IL, Springfield IL, Gulfport MS, Morristown TN, Decatur AL, 
Houma LA, and Utica-Rome NY). 
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In 148 MSAs (46.5% of MSAs), whites were less likely to receive subprime loans than 
average.  In 30 cities (9.4% of the MSAs) 93% or more of white borrowers received 
prime refinance mortgages (San Francisco-San Mateo CA, San Jose-Sunnyvale-Santa 
Clara CA, Santa Cruz-Watsonville CA, Santa Ana-Anaheim CA, San Luis Obispo-Paso 
Robles CA, Santa Barbara-Santa Maria-Goleta CA, Salinas CA, Oxnard CA, Oakland-
Fremont-Howard CA, Santa Rosa-Petaluma CA, Napa CA, San Diego-Carlsbad-San 
Marcos CA, Honolulu HI, Los Angeles Long Beach CA, Boulder CO, Bridgeport CT, 
Cambridge-Newton MA, Redding CA, New York-White Plains-Wayne NY-NJ, 
Bethesda-Frederick MD, Newark-Union NJ-PA, Seattle-Bellevue-Everett WA, Santa Fe 
NM, Washington-Arlington DC-VA-MD, Raleigh-Cary NC, State College PA, 
Sacramento-Arden-Arcade-Roseville CA, Durham NC, Harrisonburg VA, and Green Bay 
WI). 
 
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 can be 
found solely as a function of higher risk factors.   
 
Other research that has been published indicates that higher interest rates generally 
charged by subprime lenders cannot be fully explained as a function of additional risks 
they bear.  A lack of competition from prime lenders increased the chances that 
borrowers in certain communities pay more for credit.  Unlawful discrimination, 
differences in borrower knowledge, 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 to be reported similarly 
can work 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 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.  The public disclosure of home loan pricing data provided by HMDA has 
great potential to help transform mortgage market in the following ways: 
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1.  Stimulate greater oversight by regulators and other enforcement officials. 
 
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.  Federal banking regulators have taken steps to integrate these tools for banks 
and thrift institutions they supervise, but comparable action by state enforcement officials 
is especially needed to provide much needed oversight for non-bank lenders, which 
typically are not subject to on-site compliance exams. 
 
2.  Adoption of strong 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.  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.   
 
According to the Center for Responsible Lending, 24 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. Many of these 
protections far exceed the federal standards in place and are tailored to address problems 
encountered by borrowers in particular local markets.  The Ney-Kanjorski bill (H.R. 
1295) pending in Congress and supported by much of the lending industry would gut the 
strong laws in these states.  Another bill, sponsored by Reps. Miller, Watt, and Frank 
(H.R. 1182) and supported by consumer, civil rights, and community advocates, would 
allow states to keep strong laws to protect their citizens and also strengthens federal 
protections.  
 
3. Make the subprime market more competitive. 
 
By helping to identify areas with high concentration of high-cost loans, the new HMDA 
data may encourage lenders to enter new markets and the increased competition that 
follows may increase the availability of reasonably priced mortgage credit. 
 
4.  Increase accountability for lenders. 
 
Public disclosure has already led some lenders to increase their internal review process 
and 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. 
 
5.  Increased understanding of local credit markets and community credit needs. 
 
The new pricing data can generate a valuable dialogue between lenders and the 
communities they serve about what these patterns reveal.  These discussions can provide 
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insights about credit risks associated with different types of borrowers and foster 
strategies for reducing pricing disparities that exist. 
 
Methodology 
 
Consumer Federation of America compiled the HMDA Loan Application Register (LAR) 
data from 26 lenders and their 160 total affiliates.  These lenders made a total of 
2,518,536 conventional refinance mortgages totaling $1.05 trillion and 228,175 
conventional home improvement mortgages totaling $100 billion.  The sampled refinance 
lending represents 18.9% of the 13.3 million refinance loans that were made in 2003 and 
41.2% of the more than 550,000 home improvement loans that were made in 2003.  The 
average sampled refinance loan in 2004 was for $416,000 and the median was for 
$145,000; the average home improvement loan was for $439,000 and the median was for 
$78,000.  CFA selected a representative sample of lenders from the 2003 Mortgage 
Bankers Association list of the 300 largest refinance lenders.  CFA requested data from 
the largest, median and smallest lenders for prime and subprime refinance lending using 
the HUD list of subprime lenders.  There was some overlap because of affiliated lenders 
falling into more than one of the large, median and small categories.  CFA made requests 
from the top five prime lenders, the five prime lenders around 150th listing of 300, and 
the 5 smallest prime lenders.  CFA also made requests from lenders identified by HUD as 
subprime lenders (HUD subprime list) of the five largest, five smallest and five clustered 
around the median subprime lenders.  Because of non-responsiveness from some lenders 
on the list, a second round of requests was made to the next five lenders on the prime and 
subprime lists at the top, bottom and midpoint.  The list of lenders and affiliates is found 
in Appendix A. 
 
CFA aggregated the lending data from these requests into a database which was coded 
for racial and ethnicity characteristics, and for percentage of the national median income 
of $44,300 in 2004.  These applicant characteristics were then examined in every 
metropolitan statistical area in the country where these 160 affiliates made loans.  
 
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.  For the overall refinance figure, CFA 
excluded MSAs where the sampled lenders did not make 500 or more refinance loans and 
exceeded 10% of the lending from 2003.  In the race/ethnicity analysis, CFA included 
MSAs where aggregate lending by the sampled lenders exceeded 10% of the 2003 market 
and where the surveyed lenders made 100 or more loans to African American or Latino 
borrowers and 250 or more loans to white borrowers.  For the overall home improvement 
figure, CFA excluded MSAs where the sampled lenders did not make 100 or more 
refinance loans and exceeded 10% of the 2003 home improvement lending market.    
 
To ensure that the sample of loans was representative of the overall lending in these 
markets, CFA compared the 2004 lending to the 2003 market aggregate lending by loan 
type.  There is some element of guesswork because the 2000 census changed the 
definitions of many MSAs which went into effect for the HMDA data for the first time 
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for the 2004 data.  There are 49 new MSAs and many large metropolitan areas have been 
broken into Metropolitan Divisions (for example, the Washington, DC MSA used to run 
out to West Virginia and nearly to Baltimore, but now it is Washington, DC-Arlington 
and Bethesda-Frederick).  As a result, direct comparison of market shares can be slightly 
misleading for larger markets and there is no point of comparison for the new MSAs.  
However, these markets are well represented in the sample because of the size of the 
largest lenders and their significant business in America’s largest markets.  MSAs that 
were new or split were kept in the sample. 
 
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, 
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 Midwest. 
 
National versus Average:  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. 
 
The average share of prime or subprime loans calculation is an average 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 170 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 
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Financial Institutions Examination Council (FFIEC) required lenders to report a proxy 
measure for the interest rates of the 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 (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.  
 
For the purposes of this study, CFA categorized home improvement loans that were 
priced more than 3 percentage points above the Treasury yield threshold as subprime 
loans.  CFA recognizes there may be some difference in the pricing for this loan type and 
that lenders may charge slightly higher interest rates for home improvement loans than 
refinance or purchase mortgages.  Borrowers are increasing their debt burdens and thus 
their leverage ratios, but that may be compensated for by the increase in home equity 
during the housing price increases throughout 2004.  Additionally, some of these loans 
are junior or second mortgages, but more than two thirds of the home improvement loans 
examined in this study are first lien notes and should carry similar pricing to refinance 
mortgages. 
 
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. 
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Table 1. Average 2004 Refinance Prime & Subprime Lending by Region 

No. of MSAs Regional Averages Prime   Subprime   
> 

5%   Total 
39 Southwest 3436 72.3% 952 27.7% 328 10.5% 4443
73 Southeast 3565 76.5% 869 23.5% 251 8.0% 4434
16 Great Plains 3847 77.6% 1010 22.4% 302 7.1% 4857
14 New York/New Jersey 9281 81.2% 1328 18.8% 388 6.6% 10608
48 Midwest 6102 81.3% 1072 18.6% 270 5.1% 7077
32 Mid-Atlantic 6422 83.3% 1026 16.7% 278 5.2% 7448
20 Rocky Mountain 3653 84.4% 492 15.6% 163 5.0% 4145
16 New England 6023 85.1% 880 14.9% 171 2.9% 6903
22 Northwest 4021 86.5% 478 13.5% 140 4.0% 4499
37 Pacific 15601 89.5% 1242 10.5% 253 2.3% 16843

 
 

Table 2. Average 2004 Home Improvement Prime & Subprime Lending by Region

No. MSAs Region Prime   Subprime   
> 

5%   Total 
35 Pacific 1382 80.4% 291 19.6% 112 8.4% 1673
13 New York-New Jersey 842 73.9% 195 26.1% 92 14.8% 1038
14 Northwest 289 70.1% 106 29.9% 68 18.8% 395
11 Rocky Mountains  224 68.6% 106 31.4% 67 20.7% 330
16 New England 553 67.5% 204 32.5% 104 18.9% 757
27 Southwest 436 66.4% 169 33.6% 86 18.6% 605
20 Mid-Atlantic 649 65.2% 283 34.8% 175 22.9% 932
8 Great Plains 359 63.9% 198 36.1% 110 20.6% 558

31 Midwest 480 59.6% 285 40.4% 151 23.0% 765
53 Southeast 355 57.7% 202 42.3% 109 26.4% 557

 
 
 
 
 


