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Project Lend was fbnded by a Housing and Urban Development (HUD) grant. The project 
-was developed to test for systemic discrimination in housing, particularly through the 
denial of home buying opportunities for Atiican Americans and Latinos. Banks and other 
mortgage lenders in effect control who is able to purchase a home, based on their 
mortgage lending practices. In an effort to determine if there was mortgage lending 
discrimination in the greater Boston area, Project Lend aimed to conduct audits at the pre- 
application stage focusing on how people are treated prior to submitting a loan 
application. 

A review of 1993 Home Mortgage Disclosure Act (HMDA) data on Massachusetts 
lenders indicated that there was sufficient evidence to infer that discrimiTlation occurs in 
mortgage lending. In order to ver@ this, the MCAD set out to do an objective analysis of 
the industry. Afler selecting a pool of lending institutions, we matched the African 
American and Latino testers with similarly qualified white testers. The project was divided 
into two phases of pre-application testing. We controlled the variables at the pre- 
application stage by assigning testers similar home buying characteristics and comparable 
income and debt levels. Project Lend recruited individuals to pose as prospective home 
buyers during test visits to area financial institutions. 

Phase I of the testing program consisted of 54 pre-application tests. This preliminary 
testing was used to design the next testing phase of Project Lend. A total of twenty testers 
conducted fifty-four audits of local lending institutions. The purpose of Phase I was to fine 
tune the testing methodology and to identlfy sites that should be studied more closely in 
the next phase. Phase I of the pre-application testing proved valuable in discovering 
ambiguities in the report forms, problems in testing logistics, and weaknesses in the 
method of analyzing results. The revisions that were made in the testing plan and 
documents proved to be invaluable in Phase 11 of the pre-application testing. In total, the 
MCAD conducted 132 pre-application tests. 

Phase 11 benefited fiom the experience of all previous efforts to test and was the most 
successful testing phase of Project LEND. We hired individuals to conduct 78 pre- 
application audits of 38 sites over a two month period. The sites were visited two or three 
times. 

While differential treatment was uncovered in our testing project, it occurred at 
various levels. The largest difference was in the amount of encouragement to pursue 
the loan at a particular institution and the level of pre-qualification assistance given 
to applicants of different races. 

15 out of 78 tests displayed differential treatment. Three of these lenders treated 
whites better than minorities in two out of three tests. In addition, the study found that 
a minority loan applicant is less likeiy, than a similarly situated white applicant, to be 
pre-approved or ezlcouraged to apply upon first inquiry at a lender. 

The study further concludes that race is a s'ignificant factor in the loan process. 
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I. Introduction 

Background 

Over the past decade numerous studies have acknowledged racial disparities in the 
approval rates of white and minority mortgage applicants. Such studies have shown that 
African American and Latino applicants are significantly less likely to be approved for a 
loan than white applicants within the same income bracket. Assuming that at least part of 
the disparity is caused by discriminatory practices, such traditional studies cannot show at 
what stages in the process discrimination occurs. Just as important, examining only 
approvallrejection rates overlooks those minority applicants who are discouraged fiom 
submitting applications or otherwise treated less favorably than whites when they first 
inquire at a lending institution; the key here is the quality and type of information and 
service provided to the applicant. 

.. 
One notable study of race in mortgage lending, carried out by the Boston Federal 

Reserve Bank in 1992, attempted to control retroactively for financial attributes such as 
credit history, income, and debt burden. The Federal Reserve's study found that after 
controlling for such variables, minority applicants were still sigmficantly less likely to be 
approved for a mortgage loan than their white counterparts. Following its release, the 
study raised questions regarding the mortgage lending community and in the ensuing 
controversy many lenders questioned the study's design and analytical fiamework. The 
furor over the Federal Reserve Bank's findings only underscores the need for further 
investigation of mortgage lending discrimination. 

There is no consumer transaction more important to Massachusetts residents than 
the purchase of their own homes. If minority home seekers do not have equal access to 
mortgage loans and information regarding them, it can be an tremendous obstacle to home 
ownership for many. The denial of loan access, and thus purchasing power, to  minority 
home buyers effectively means the denial of opportunity to build wealth and independence 
for a significant portion of the population. Through their control of credit, banks and other 
lending institutions me in effsct gatekeepers, determining who can and cannot buy a home. 
Therefore, it is critical that the industry be monitored for compliance with laws prohibiting 
racial discrimination. 

Among the difficulties inherent in uncovering fair lending violations is the subtle 
nature of most racial discrimination. More so than in the past, racial discrimination often 
comes with a smile and a handshake rather than overtly discriminatory statements. 
Mortgage lending discrimination can take the form of underwriters applying different 
standards to minority applicants, s taspending less time explaining the lender's products 
to minority applicants, white applicants receiving helpfhl hints or more coaching, and 
white applicant being "selectively encouraged" to  apply for a mortgage. While many 
minority loan applicants may suspect they are victims of lending discrimination, they 
cannot conftrm this because they know of no similar white applicant whose treatment 
contrasts with their own. Without a proactive tool such as Project LEND'S matched-pair 












