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Recently, allegations have emerged that — beyond the reckless lending

that led to the financial crisis — banks in Sacramento carried out an

additional practice of targeting minority borrowers with higher-cost and

risky mortgage loans.

A lawsuit filed by the city of Sacramento in February alleges that Wells

Fargo & Co., one of the biggest lenders in the Sacramento area, targeted

African-American and Latino communities with risky, high-interest

mortgage loans starting in at least 2004 and continuing today. The suit

further alleges that the bank’s discriminatory lending resulted in high

concentrations of foreclosures in minority neighborhoods.

A Business Journal analysis of lending data found a pattern of Wells

Fargo disproportionately extending higher-cost loans to black and

Hispanic borrowers compared to white borrowers before and after the

housing crisis. Wells Fargo’s lending practices mirror a similar trend

among all banks in Sacramento County.

A separate Business Journal analysis appears to show foreclosed homes

with loans held by Wells Fargo were concentrated in neighborhoods with

high minority populations. 
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WELLS FARGO HIGHER COST LOANS BY RACE
Percentage of total Wells Fargo high-cost loans granted in Sacramento County 

!

ALL SACRAMENTO COUNTY LENDERS HIGHER COST LOANS
Percentage of total high-cost loans granted in Sacramento County, by race

!

Such discriminatory lending practices have had a lasting impact on minority communities, according to

housing consultants and advocates for equal access to credit and legal services. The recent allegations of

predatory lending in these historically redlined Sacramento neighborhoods, they argue, is only the latest

chapter in a cyclical pattern of credit refusal and unscrupulous lending that perpetuates impoverishment and

threatens to eliminate accumulated wealth in minority communities.

Banks "went into cities and targeted certain groups of people,” said Jesus Hernandez, an independent housing

consultant and former lecturer in the Sociology Department at University of California Davis. “This predation is

shaped by the racial history … of keeping certain people out of certain neighborhoods. And the banks were

complicit.” 

Higher cost loans

A Business Journal analysis of data collected under the Home Mortgage Disclosure Act shows that black and

Hispanic borrowers in Sacramento County were two to three times more likely than white borrowers to receive

higher cost loans from Wells Fargo. 

Using HMDA data collected by Compliance Technologies Inc., a lending software and consulting firm, the

Business Journal analyzed higher cost loans originated in Sacramento County broken down by race and

ethnicity. The analysis examined lending by specific banking institutions — including Wells Fargo,

Countrywide Financial and New Century Financial — as well as lending by all institutions in the county. 

The Business Journal found that Wells Fargo consistently extended higher cost loans to black and Hispanic

borrowers at a greater frequency than white borrowers, including in the years leading up to the housing crash.

In 2004 and 2007, for example, black Wells Fargo borrowers were more than three times as likely as white

Wells Fargo borrowers to receive higher cost loans. In 2005, Hispanic Wells Fargo borrowers were about twice

as likely as white Wells Fargo borrowers to receive higher cost loans.

https://infogram.com/27520f90-835d-401f-a2e8-008e0cdf90fb
https://infogram.com/2548c903-ba61-4e0d-bcad-9e99e1acff99
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Following the housing market crash, subprime lending at Wells Fargo — and at most institutions — dropped

off. But the pattern of extending higher cost loans to minority borrowers more often than white borrowers

persisted—though at a lower frequency than before the housing meltdown.

Much of Wells Fargo’s subprime lending, especially leading up to the housing market crash, was carried out by

its subsidiary lenders. In 2005, for example, Wells Fargo Bank NA originated 354 loans to black borrowers and

572 loans to Hispanic borrowers. Of those, 45 loans to black borrowers and 57 loans to Hispanic borrowers

were higher cost.

Wells Fargo’s subsidiaries—which operated under names including Wells Fargo Financial America Inc. and

Wells Fargo Financial California Inc., and are largely defunct today—extended fewer loans to borrowers, but

many of those loans were higher cost and higher risk loans. In 2005, for example, Wells Fargo’s subsidiaries

extended 64 loans to black borrowers and 61 loans to Hispanic borrowers. Of those, 23 loans to black

borrowers and 26 loans to Hispanic borrowers were higher cost. 

Kevin Stein, deputy director of the California Reinvestment Coalition, told the Business Journal that while the

practice of relegating subprime lending to subsidiaries was common, it still deserves scrutiny. 

“They hide behind the opacity of the mortgage lending process,” he said. “You’ve set up your corporation with

different channels to operate in different ways—where certain arms are offering subprime loans to specific

borrowers, but not prime loans. That seems like an institutional failure.”

Wells Fargo, however, does not appear to be the only bank that carried out lending practices that saddled

minority borrowers with costlier loans. 

An analysis of lending data from all institutions in Sacramento County shows that banks were typically two

times as likely to extend higher cost loans to minority borrowers compared to white borrowers. In 2004, 24

percent of loans to black borrowers and 20 percent of loans to Hispanic borrowers were higher cost,

compared to about 11 percent of loans to white borrowers. Leading up to the housing crash, those

percentages jumped—but the proportions stayed the same. In 2006, 47 percent of black borrowers and 44

percent of Hispanic borrowers received higher cost loans, compared to 22.5 percent of white borrowers. 

The higher percentage rates of costlier loans countywide are partly explained by lenders that were singularly

focused on subprime loans. Irvine-based New Century Financial Corp., for example, extended thousands of

loans to black and Hispanic borrowers in Sacramento County in 2004 and 2005, over 90 percent of which

were higher cost loans. Banks like New Century, however, do not account for the discrepancy between

minority and white borrowers—over 85 percent of loans to white borrowers in 2004 and 2005 were also

higher cost. 

It was prominent lenders like Wells Fargo that “helped to constitute the trend” of discriminatory lending in

places like Sacramento, according to Peter Smith, senior researcher at the Center for Responsible Lending.

Tom Goyda, senior vice president of consumer lending communications at Wells Fargo, defended the bank’s

lending practices. 

“We stand behind our record of fair lending,” Goyda said. “Our incidents of reportable (higher cost) loans were

significantly lower for both African-American and Hispanic borrowers … than the incidents of higher cost

lending overall” in Sacramento County from 2004 to 2016.

https://www.bizjournals.com/bizjournals/search/results?q=Kevin%20Stein
https://www.bizjournals.com/bizjournals/search/results?q=Peter%20Smith
https://www.bizjournals.com/bizjournals/search/results?q=Tom%20Goyda
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Additional factors

Goyda argues that HMDA data offers a narrow view into mortgage lending patterns. The data captures some

information on loan costs and demographics, but it does not include other variables that could explain why a

loan would be costlier for some borrowers.

“It doesn’t include a number of objective factors that may have gone into the pricing of an individual loan,

(such as) credit score, debt-to-income ratio, loan devaluation ratio—and in some cases a combination of those

factors,” he said. “As a result, you can’t really draw any conclusions about whether a loan was priced

appropriately based” solely on HMDA data.

According to Goyda, Wells Fargo has conducted analyses of its mortgage lending practices nationally, and the

additional factors like credit score account for “virtually all of those pricing differences.”

Goyda said that the bank's analyses are not available for public review because they contain personal

information on customers. He added that he did not know if the bank had specifically conducted such an

analysis for the Sacramento area. 

Analyses by the city of Sacramento, however, appear to contradict the bank’s claims. 

According to court documents, the city conducted an analysis of Wells Fargo lending from 2004 to 2016.

When controlling for credit history, the analysis found that black Wells Fargo borrowers were twice as likely as

white borrowers to receive high-cost or high-risk loans, and Hispanic borrowers were 1.4 times as likely as

white borrowers. For borrowers with FICO scores over 660, the analysis found that black borrowers were 2.8

times more likely to receive high-cost or high-risk loans from Wells Fargo compared to white borrowers.

Hispanic borrowers with FICO scores over 660 were 1.8 times as likely.

But Goyda cast doubt on the findings of these analyses. 

“Those analyses … use really crude and imperfect proxies for controlling for those" factors, he said. “They can’t

control for them on an individual loan basis, because they don’t have that information.”

Goyda indicated he had not seen the analyses conducted by the city of Sacramento, but said the city would

not have had access to the same individual, loan-level data as the bank.

‘Bad apples’

Dustin Hobbs, spokesperson for the  California Mortgage Bankers Association, acknowledged that not

everyone was a saint in the mortgage lending business leading up to the housing market crash.

“Are there some bad actors out there? Absolutely,” he said. “I’m not saying it was one or two bad apples—there

were a lot of bad apples.”

Still, Hobbs argues, any reckless or predatory lending practices were the result of individual actors—not an

institutional or industry-wide culture.

He declined to comment specifically about Wells Fargo’s lending practices but was willing to discuss trends

across the mortgage banking industry generally.

Hobbs acknowledged that racial discrimination was a factor in some of the predatory practices but said that

https://www.bizjournals.com/bizjournals/search/results?q=Dustin%20Hobbs


1/24/19, 11(27 AMAnalysis finds Wells Fargo disproportionately extended higher-cost loans to minority communities - The Business Journals

Page 5 of 6https://www.bizjournals.com/bizjournals/news/2018/04/06/analysis-finds-wells-fargo-disproportionately.html?s=print

“it’s not a simple case of racial discrimination.”

“It was discriminatory in that it was taking advantage of people who didn’t know better, and there was often a

racial context to it—but that’s missing the other factors … such as loose underwriting standards and rising

home prices,” he said. 

Goyda said that discriminatory lending practices did not occur at Wells Fargo. 

Stein said he doesn’t buy the “bad apples” characterization. 

“At what point do you have so many people abusing customers that it becomes a systemic issue?” he asked.

“The Justice Department filed suit against Wells Fargo for charging more to black and Latino borrowers. So, is

that not systemic?”

In 2012, Wells Fargo agreed to pay $184.3 million to settle a lawsuit filed by the Justice Department, which

alleged the bank “engaged in a pattern or practice of discrimination against qualified African-American and

Hispanic borrowers in its mortgage lending,” according to the Justice Department.

Hobbs said he is optimistic that reckless lending is a thing of the past.

“You have a lot more eyes watching you compared to before the crash—from within the banks and from state

and federal regulators,” he said. 

Foreclosures

In 2010, Pam Canada, CEO of NeighborWorks Home Ownership Center for the Sacramento Region, told the

federal government's Financial Crisis Inquiry Commission that her organization was able to successfully

secure home loan modifications for only one out of every five clients. 

The commission, at a hearing in Sacramento, didn’t question the abilities of Canada’s organization to help

clients avoid default or foreclosure. They wanted to hear which banks were most unresponsive to loan

modification requests. 

“I don't know of any other solution at this point but frank public embarrassment,” said commissioner and

former congressman Bill Thomas.

Canada was reluctant to name specific banks—these were, after all, the institutions she had to wrestle with

every day to get loan modifications for her clients. 

But Mona Tawatao, regional counsel at Legal Services of Northern California, was willing to weigh in. She

listed four banks that she believed were particularly unresponsive to loan modification requests. Wells Fargo

was one of the four. 

For borrowers who received subprime loans leading up to the housing crisis, securing a loan modification has

been one of the key ways to avoid losing their homes. When modification requests are denied, or ignored, the

result is often default or foreclosure. 

According to court documents, the city of Sacramento alleges a “direct connection between foreclosures

affecting minority communities and Wells Fargo’s discriminatory lending practices.” The city’s lawsuit claims

that over 17 percent of the Wells Fargo loans in city neighborhoods that are more than 50 percent black or

https://www.bizjournals.com/bizjournals/search/results?q=Pam%20Canada
https://www.bizjournals.com/bizjournals/search/results?q=Bill%20Thomas
https://www.bizjournals.com/bizjournals/search/results?q=Mona%20Tawatao
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Hispanic have resulted in foreclosure, compared to about 7 percent of loans in neighborhoods that are more

than 50 percent white.

“In other words, a Wells Fargo loan in an African-American or Hispanic neighborhood is 2.728 times more likely

to result in foreclosure (compared to) a Wells Fargo loan in a non-minority neighborhood,” the lawsuit states.

From 2004 through last year, Wells Fargo foreclosed on an estimated 2,090 homes in the city of Sacramento,

according to data collected by ATTOM Data Solutions, a property data collection and warehousing company.

The foreclosures appear highly concentrated in minority neighborhoods—such as Meadowview and Valley Hi-

North Laguna in South Sacramento, and South Natomas and Del Paso Heights north of the American River, a

Business Journal analysis of the data found. Each of these neighborhoods have a combined black and

Hispanic population of about 50 percent or more.

The city’s allegations against Wells Fargo ring true to Jan Dudensing, a partner at law firm Dudensing and Kim

LLP who regularly handles loan modifications and foreclosure cases against Wells Fargo. 

“Based on my experience and my caseloads, it’s my contention that they violate (the California Homeowner

Bill of Rights) time and time again,” Dudensing said. 

The State Legislature passed the California Homeowner Bill of Rights in 2012, which established additional

protections for borrowers faced with avoidable foreclosures. The law was intended to make it easier for

homeowners to modify their loans and placed restrictions on how quickly banks could foreclose. 

In recent years, according to Dudensing, about 90 percent of her Homeowner Bill of Rights cases have been

against Wells Fargo. She said her clientele is a diverse mix, including white, Asian and Hispanic borrowers.

Dudensing has filed a number of cases against Wells Fargo over so-called “dual-tracking” violations, which is

when banks continue the process of foreclosure while simultaneously considering an application for a loan

modification or foreclosure avoidance option. The practice is prohibited under the Homeowner Bill of Rights.

Industry representatives, however, commend Wells Fargo on its track record of dealing with potential

foreclosures.

“I think Wells did more than anybody reaching out to borrowers in the state to avoid foreclosures,” Hobbs said.

“They truly were the leaders there.”

Goyda points to a $7 million investment Wells Fargo made in Sacramento through its NeighborhoodLIFT

program, which provides homeowner down payment assistance and community stabilization programs in

communities impacted by widespread foreclosures.

Scott Rodd
Staff Writer

Sacramento Business Journal
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