ANALYSIS:

Fed Rate Cuts May Exacerbate Racial Wealth Inequality
Due to Persistent Mortgage Lending Disparities

As the Federal Reserve lowers interest rates, many borrowers stand to benefit—particularly White
homeowners and homebuyers, who already benefit from lower average interest rates compared to
people of color. By contrast, Black borrowers who face persistent barriers to fair lending could be left
out in the cold, unable to access more favorable interest rates on home purchase and refinancing
loans. These inequities threaten to exacerbate the racial wealth divide.

New Economy Project analyzed home mortgage lending by Bank of America, Citibank, and
JPMorgan Chase—which hold the vast majority of New York City’s municipal deposits—from 2018 to
2023. Consistent with numerous studies showing that banks charge higher interest rates to people of
color, our analysis found that the three banks continued to charge Black New Yorkers higher rates
than other borrowers.

According to our analysis:

+ Over the six-year period examined, the three banks charged Black homebuyers interest
rates that were 31 basis points higher, on average, than rates charged to all other
homebuyers—when controlling forincome and debt levels.

o This interest rate disparity will cost a Black homeowner $30,212 more in interest
payments over the course of a 30-year mortgage. Collectively, the three banks will extract
from Black homeowners an estimated $32 million more in interest over the life of their
loans, compared to all other homeowners.

« The three banks denied Black homeowners refinancing loans at nearly twice the rate of
White borrowers (23.4% and 12.8%, respectively), preventing them from accessing lower
interest rates and locking them into higher payments, including at the height of the
COVID-19 pandemic when interest rates reached historic lows.

+ During the period following the COVID-19 pandemic in which interest rates spiked, the three
banks charged Black homebuyers in NYC interest rates 49 basis points higher, on
average, than White homebuyers.

Indeed, racial lending disparities were even more pronounced between 2021 and 2023, as borrowing
costs surged. Bank of America, Citibank, and JPMorgan Chase charged Black NYC homebuyers an
average interest rate of 4.27%, compared to 3.78% for White borrowers (see Chart 1). Not only did
Black borrowers pay higher rates overall, but the banks charged Black borrowers with incomes
above $100,000 higher interest rates than White borrowers with lower incomes (see Chart 2).

Alarmingly, the banks disproportionately denied Black homeowners’ refinancing applications (see
Chart 3), preventing them from accessing historically-low interest rates during the pandemic and
locking them into higher payments. As the Federal Reserve again lowers rates, these barriers
threaten to once again shut out Black New Yorkers, perpetuating racial wealth inequality. The federal



Consumer Financial Protection Bureau highlighted this concern in a September 2024 report,
emphasizing the impact of falling rates on widening the racial wealth gap.!

Bold action is needed to address structural inequities in our financial system that fuel racial wealth
extraction and inequality. If left unchecked, gross disparities in lending, as revealed in this analysis, will
further entrench the racial wealth divide. Our findings highlight the urgent need for policymakers and
enforcement agencies to act.

RECOMMENDATIONS:

+ State and federal regulators must crack down on banks that redline and otherwise exploit
Black and brown communities. This includes enforcing stricter penalties for, as well as
conducting thorough audits to identify, unfair and discriminatory lending practices.

+ Asa matter of policy, the city should cease doing business with banks that engage in
discriminatory practices. The city should immediately cut ties with the banks analyzed in
this report—Bank of America, Citibank, and JPMorgan Chase.

o The city should establish a public bank to hold city deposits and reinvest equitably in NYC
neighborhoods. According to research by economists at The New School’s Center for NYC
Affairs, a NYC public bank would partner with community development financial institutions
and other responsible lenders to generate nearly $6 billion in new loans in historically redlined
communities—in just its first five years.?

! “Data Spotlight: The Impact of Changing Mortgage Interest Rates”, Consumer Financial Protection Bureau,
September 2024

2 “The Economic Impact of a New York City Public Bank”, Center for NYC Affairs at The New School, July 2023

Methodology

The analysis uses mortgage loan data from the Home Mortgage Disclosure Act, obtained through the Consumer
Financial Protection Bureau. We examined all refinancing loan applications received, and home purchase loans
originated, by Bank of America, Citibank, and JPMorgan Chase in NYC from 2018-2023.

We used a linear regression to measure racial disparities in interest rates, with interest rate as the dependent
variable and household income, debt-to-income ratio, and race as independent variables. The model found a 31
basis point penalty for Black borrowers, statistically significant at the 95% confidence level.

The excess interest paid by Black borrowers was calculated by comparing expected monthly payments on the
average loan ($495,065 for Black homebuyers in NYC) at 4.27% (mean rate for Black borrowers) versus 3.96% (31
basis points lower), over a 30-year period. The total excess interest was estimated by applying the same method
to the total loan amount to Black borrowers ($492,825,000).

Map: Loan data is reported by census tract and aggregated into Neighborhood Tabulation Areas as defined by
the NYC Department of City Planning. Demographic information is from the U.S. Census Bureau's American
Community Survey (5-Year Estimates).


https://www.consumerfinance.gov/data-research/research-reports/data-spotlight-the-impact-of-changing-mortgage-interest-rates/
https://www.centernyc.org/reports-briefs/the-economic-impact-of-a-new-york-city-public-bank
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Chart1
Rising interest rates have disproportionately impacted Black and brown communities in NYC.

Average Interest Rate by Race and Income in NYC
for Bank of America, Citibank, & JP Morgan Chase (2021-
2023)
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Chart 2
The banks charged high-income Black borrowers higher interest rates than lower-income white borrowers.

Rejection Rate of Refinance Applications by Race in NYC
Bank of America, Citibank, & JP Morgan Chase 2018-2023
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Chart 3
Black borrowers are rejected for refinancing at nearly twice the rate of white borrowers, locking them
into higher payments even as interest rates fall.



Racial Disparities in Interest Rates
New York City, 2021-2023

Mean Interest Rate for Home Refinance Loans
Issued by Bank of America, Citibank, and
JPMorgan Chase, by Neighborhood Tabulation Area
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