














66

RUNNYMEDE REPORTS

Appendix 4: Risk and Redlining -

US and Netherlands

In the United States, the long history of discrimination
of African-Americans led to their financial exclusion.
In response, the government developed fairly strong
affirmative action in financial services via the Community
Re-investment Act 1977. This piece of legislation along
with the Home Mortgage Disclosure Act requires banks
to disclose details of people and groups to whom they
are currently offering services. Originally introduced as
a strong affirmative action response to banks ‘redlining’
areas (geographical areas identified by banks in which
they would not lend), which led to apparent discrimi-
nation and consequently to financial exclusion, the
Acts ensure that deposit services and credit services
serve the convenience and needs of the communities
in which financial institutions are chartered to do
business. Legislation also requires periodical evaluation
of each bank’s record ('CRA rating’) in helping to meet
the credit needs of its entire community. This is a key
part of ensuring that banks meet their social objec-
tives and serves to enhance access to banking services.
In addition, the legislation had the effect of changing
other aspects of commercial behaviour. For example,
banks often give money to community development
funds in order to ensure positive scoring when lending is
disclosed under these two legislative instruments.
European observers might doubt the applicability of
US models to the extent that African-American experi-
ences seem different from migrant experiences here.
However, there is evidence of redlining, including
by ethnicity, in the Netherlands. Aalbers examined

mortgage applications and rejections in Arnhem, the
Hague and Rotterdam and concluded that both place-
based and race-based exclusion operates in loan (i.e.
mortgage) applications:

The neighbourhoods considered as high-risk by
lenders all have a relatively large share of ethnic
minorities. In fact, in all three cities the neighbour-
hoods with the highest shares of ethnic minorities
suffer from exclusion and all excluded neighbour-
hoods have large shares of ethnic minorities. This
observation does not necessarily imply that place
is used as a proxy for race in exclusion policies,
but it does imply that ethnic minority groups

are hit twice: through place-based and through
race-based exclusion. In other words, place-based
disparate treatment results in race-based disparate
impact.2%®

This is fairly precise explanation of redlining and explains
how and why loans are distributed in that way. In his
conclusion, Aalbers intimates that such practices may be
more widespread in Europe, including in the UK, because
British (and Belgian) mortgage companies operate in the
Dutch mortgage market and follow practices of indirect
discrimination. It would therefore be worth studying the
sub-prime mortgage market in the UK, to determine

if there are any ethnicity-based concerns or indeed to
examine mortgage rejections to see if particular areas are
more likely to be excluded from loans.
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The Financial Inclusion Task Force derived in part from

Policy Action Team 14 of the Social Exclusion Unit. For more
information, see their website: http://www.cabinetoffice.gov.
uk/social_exclusion_task_force/context.aspx

See Berthoud, 2002 for an analysis of the specific economic
disadvantages faced by different minority ethnic groups in the
UK.

Kempson et al., 2000.

See particularly HM Treasury, 2004, 2007a and 2007b; also
Treasury Committee, 2006.

Atkinson, 2006.

Department for Communities and Local Government (DCLG),
2007, p. 152. There has been improvement: the rate in 1994/97
for Pakistani/Bangladeshi was 73%.

See http://www.dcsf.gov.uk/pns/displaypn.cgi?pn_
id=2007_0127.

DCSF data 2005-06, available online. See also DCLG, 2007.
DCLG, 2007, p. 142.
Elias et al., 2006.

These findings are based on a Universum poll, reported in
Demopoulos, 2006.

QCA, 2007, pp. 227-41.
QCA, 2007, p. 227.

See www.pfeg.org.uk
FSA, 2006a.

See pfeg website.

Compare the Commission on Integration and Cohesion, 2007
and the review in Khan, 2007.

FSA, 20064, p. 83 for the explanation of the ‘planning ahead’
findings.

The Government recognizes this point in a different way. On
their view, financial capability is complimentary to financial
inclusion. Whereas financial capability focuses on the ‘demand’
side — ensuring that people have the skills and confidence to
engage with the financial services industry - financial inclusion
focuses on the ‘supply’ side by ensuring that people have access
to (basic) financial products.

Resolution Foundation, 2007.
For an overview, see Clark and Drinkwater, 2005.
Barnes, 2006, p. 5.

Data from DCLG, 2007. See also DWP, 2006, which found

that “the biggest barrier to employment for the two groups
relates to the low levels of human capital they possessed’
citing ‘low levels of education and qualifications, low levels of
confidence, limited experience of different types of jobs, and
limited networks of contacts in different sectors’ (pp 7-8). This
research also found that the New Deal for Communities was
not effective for these communities.

Fawcett Society, 2005.

Modood et al.,1997; Platt, 2007.

See Meadows and Rogger, 2005.

Clark et al., 1998. See also Clark and Drinkwater, 2006.
http://www.statistics.gov.uk/cci/nugget.asp?id=463
See especially, Runnymede Trust, 2007.

DCLG, 2007, p. 161.

See DWP, 2006.

Low Pay Commission Report, 2005; Wright, 2006 on the
restaurant industry and also Ram et al., 2004.
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Jones et al., 2006.

The case of Chinese cockle pickers in Morecambe Bay is the
most tragic case, but see, among many others, Lawrence, 2005,
for coverage of the labour conditions of Polish workers in a
company sub-contracted by Sainsbury’s.

Anderson and Rogaly, 2005; see also Llanes and Barbour,
2007. While the ONS estimates a figure of only 1.5%, the EU
estimates the informal economy at between 7%-16% of the
European economy in the 1990s, though the UK is considered
to be at the lower end of that scale (see Williams and
Windebank, 2001).

Grabiner, 2000.

As reported in Lightfoot, 2006.
Demopoulos, 2006.

For a good review, see ODPM, 2002.

This author found this out to his detriment when he was
required to install a burglar alarm in his rented accommodation
because of the threat of crime in the area. When pressed, the
insurance company claimed that no premium could meet the
risk unless the alarm was installed, even a hypothetical charge
of £500 per month, a strangely uneconomic and irrational
decision.

See www.moneymadeclear.fsa.gov.uk and also the Guide to
Credit Scoring on the BBA website (and discussed below in
section 3.1).

For a robust and insightful analysis of residential clustering
by ethnicity in the UK, based on a quantitative comparison of
1991 and 2001 Census, see the work of Ludi Simpson and his
colleagues at the University of Manchester.

See Platt, 2007.
Based on 2001 Census data: see www.statistics.gov.uk

In September 2007 Cambridgeshire’s chief constable claimed
that immigrants were responsible for rising crime, a view that
was rebutted by the Association of Chief Police Officers (ACPO)
in a report published in April 2008. For coverage, see the BBC
news website.

ONS, 2005, p. 140; see also BBC coverage.

For a comprehensive literature review of this topic, see Wallace
and Quilgars, 2005.

One interviewee also suggested that the possibility of further
regulation made the banks more willing to implement basic
bank accounts: faced with the choice of further regulation or
providing basic bank accounts, they chose the latter option on
cost grounds.

DWP, 2007.

HM Treasury, 2004.
DWP, 2004.

Cited in Atkinson, 2006.

Resolution Foundation, 2007, citing a University of Nottingham
study from 2006.

Resolution Foundation, 2007.
HM Treasury, 2007d.

Collard and Kempson, 2005; See also National Consumer
Council, 2004; Save the Children, 2008; and Marcus, 2008.

Atkinson, 2006, p. 14.

Figure from National Centre for Languages: www.cilt.org.uk
Datta, 2007.

Fawcett Society, 2007.

Kempson et al., 2004.

British Bankers' Association (BBA) website.

See Atkinson, 2006.
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See Atkinson, 2006.

Treasury Select Committee, 2007, p. 5.
NDC data.

Kempson et al., 2000.

For discussion of the use of residence in credit scoring, see 3.1
in this report.

This was reported on BBC's Panorama in early October 2007.
For coverage, see Chapman, 2007.

Collard and Kempson, 2005.
Collard and Kempson, 2005, p. 5.

National Consumer Council 2005, 2006; cited in Resolution
Foundation, 2007.

National Consumer Council, 2005.

Collard and Kempson, 2005. See also Save the Children, 2008.
Fawcett Society, 2007.

DTl and DWP, 2004.

Competition Commission, 2006. For confirmation of this figure,
see www.providentpersonalcredit.com

The woman also had another £225 loan on which 16,000%
interest was being charged. See www.thisismoney.co.uk
coverage.

For a strong defence of doorstep lenders, see Consumer Credit
Association, 2005.

This and the following paragraphs are indebted to Hudon,
2007.

Lucas, 1990.
Armendariz de Aghion and Morduch, 2005.
Fernando, 2006.

For an economic evaluation of these banks, see, for example,
Rai and Sjostrom, 2004.

See www.kiva.org, especially their explanation of the ‘Average
Interest Rate Borrower Pays To Kiva Field Partner’. The return
rate of 117%-847% is based on World Bank data from India,
Kenya and the Philippines.

A good resource on loans throughout the UK is the Community

Development Finance Association homepage at: www.cdfa.org.

uk . The possibility of extending microcredit to the developed
world has also been taken up by Muhammad Yunus, who
recently opened a branch of the Grameen Bank in New York
City. See Pimlott, 2008.

Quaker Social Action, 2005.
See www.aspire-loans.com
See www.street-uk.com

However, according to Esmée Fairbairn, 2006, the Aspire
project did not meet the costs of running the loans, in part
because demand was only about 30% of that anticipated.

This is claimed at: http://www.providentfinancial.com/plc/
Home/FAQ/Would_a_legally_imposed_maximum_interest_rate_
help_home_credit_customers_.aspx

The Sunday Mirror campaigned for an interest cap: see
Gilfeather, 2005. For coverage, see BBC news website and
coverage of the debate in Parliament at www.theyworkforyou.
com

Based on public information available from the South Coast
and Manchester Moneyline websites.

Hayek, 1978. Right-leaning libertarians would probably say
that the agreed price of a loan simply is the fair price.

Richman, 2006.
Fernandez, 2007.
Schifferes, 2007.

Bajaj and Fessenden, 2007.

Fernandez, 2007. In New York, data suggests that 62% of
African Americans earning between $150,000 and $250,000
- hardly poor or working-class — had been given sub-prime
mortgages, compared to 20% of white Americans in that
income bracket.

Bajaj and Fessenden, 2007.
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Department of Trade and Industry, 2007. This survey follows
earlier indicative work, on a smaller sample size, reported in
Fraser, 2005.

However, like Olatundun, 2003 and Atkinson, 2006, NDC and
Ipsos-MORI MFS data suggests that Black Caribbean groups are
now no more likely to be members of credit unions.

According to IFSRA records of 2005 there are 52 regulated
money-lenders in Ireland charging an average APR of 126.29%.
The highest interest rate charged is 196.5%, the lowest 29.8%.

Collard and Kempson, 2005.

Department of Trade and Industry (2006) //legal Trading in the
UK. London; DTI. See http://www.berr.gov.uk/files/files35171.
pdf

Daly and Walsh, 1988; Quinn and NiGhabhann, 2004.
Byrne et al., 2007.

Whyley and Brooker, 2004.

Byrne et al., 2007.

Palmer and Conaty, 2002.

HM Treasury, 2007a.

Collard and Kempson, 2005, p. 3.

DWP, 2007.

These points are taken from the conclusions in Collard and
Kempson, 2005.

For coverage, see BBC news website.

We have been unable to contact the relevant person in
Business, Enterprise and Regulatory Reform but are following
this up.

Kempson et al., 2000.
DEMOS, 2005.
For an analysis of insurance with rent, see DEMOS, 2005.

On the concept of ‘social capital’ see Berkeley, 2005 and World
Bank website.

NDC data.

This was research done by Abbey, which found that 95% of
students had a computer and an average value of belongings
over £3,000. http://www.w3debtsolutions.co.uk/Students-dont-
have-insurance$18302276.html

Reynolds, 2003.

For an interesting comparison of the history of savings in the
US and Japan, see Suto and James, 1999.

For an overview, see Kempson and Whyley, 1998.
Platt, 2007: chapter on Assets and Savings.
UK Remittance Working Group, 2006.

The Independent reported £4.3 billion in total remittances to
Poland for 2006, though it is not able to determine how much
is remitted from the UK in particular. See Castle, 2007.

See the coverage from 13 July in the East London Advertiser.
Harvey et al., 2007.

Harvey et al., 2007, p. 5.

Institute for Fiscal Studies (IFS) and Ipsos MORI, 2006, p. 47.
Emmerson and Wakefield, 2002.
http://www.nsandi.com/products/pb/premiumbondstory.jsp.

The NS&I and thisismoney websites report that 23 million
people, or 40% of the population, have premium bonds, with
an average of holding of £1,131: http:/www.thisismoney.co.uk/
saving-and-banking/article.html|?in_article_id=413799&in_
page_id=7. However, Table 8 above (based on DWP survey
data) suggests a much lower figure of only 24%, a discrepancy
that is hard to explain.

http://www.nsandi.com/products/pb/howitworks.jsp

For this scheme see Save as you earn: http://www.businesslink.
gov.uk/bdotg/action/detail?type=RESOURCES&itemId=1074486
477

The FSA has focused primarily on financial capability in
thinking about financial inclusion, as in FSA, 2005. See also
Treasury Committee Report, 2006 and HM Treasury, 2007c.
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This distinction is common in the literature; this formulation
comes from pfeg’s website: www.pfeg.org

Kahneman, D. and Tversky, A., 1979. We are indebted to
Claudia Wood for alerting us to the relevance of this literature.

FSA, 2006a.

Runnymede has developed a proposal to study the market on
advice.

See especially HM Treasury, 2007a, 2007b and 2007c.
Thoresen Review, 2008, p. 1.

Atkinson, 2006 and cites therein.

Kempson and Whyley, 1998.

BBA website Guide to Credit Scoring, paragraph 5.3.
Finkelstein & Poterba, 2002; Finkelstein & Poterba, 2006.
Levene, 2007.

Worries about the private health insurance industry taking
into account genetic diseases in the United States led to a Bill
in Congress outlawing its possibility, and was passed nearly
unanimously (95-0 in the Senate and 414-1 in the House of
Representatives).

See Scholnick et al., 2007; also Finkelstein & Poterba, 2006.

Schreiner 2004, referencing his earlier research in Schreiner,
2000b.

This point is made differently by Finkelstein, who terms

it a ‘political economy’ consideration; i.e. that political
considerations militate against a straightforward application of
market principles.

Schreiner, 2004, p. 64.
Aalbers, 2005.
Weekes-Bernard, 2007.

Ball et al., 2002. This study found that class differences were
more apparent than minority ethnic similarities.

Claire Loussouarn and Rebecca Cassidy at Goldsmith’s College
are pursuing research in this area.

Yao et al., 2005.

For a long list of references see Yao et al., 2005, p. 52.
Darity, 1999.

Aizcorbe et al., 2003.

Keister, 2000.

Bertaut and Starr-McCluer, 2000.
Yao et al., 2005.

Nobles, 1978 and Sudarkasa, 1997.
Burlew et al., 1992.

Casa et al., 1994.

Ogden et al., 2004.

Categories used in the study: high risk includes substantial

and above average Survey of Consumer Finance (SCF) financial
risk tolerance; some risk includes the substantial, above
average, and average SCF financial risk tolerance. Financial risk
tolerance is defined as the willingness to take financial risk.

‘White respondents are significantly more likely to be

willing to take some risk (59%) than are Blacks (43%), who

are significantly more likely to be willing to take some risk
than Hispanics (36%). However, the pattern is reversed for
willingness to take substantial risk, with only 4% of Whites but
5% of Blacks and 6% of Hispanics willing to take substantial
risk’. Yao et al., 2005, p. 56. The effect of race and ethnicity on
financial risk tolerance did not change over the survey years.

Reynolds, 2003.
See HM Treasury, 2001.

See the many publications at the Center for Social
Development'’s website, and especially Sherraden, 2000.

http://www.statistics.gov.uk/CCl/nugget.asp?ID=2&Pos=6&ColR
ank=1&Rank=160

See the claims that the Conservative ‘bounce’ in October 2007
stemmed from their proposal to raise the inheritance tax
during their annual Party Conference.
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From an analysis of 2000 US census data by the Pew Hispanic
Centre, see Goldenberg, 2004.

See Berry, 2006.
HM Treasury and DCLG, 2006.
DCLG, 2003-2008.

http://www.communities.gov.uk/archived/publications/housing/
housingstatistics3 for 2002-2007.

The Conservative view on housing was perhaps first advanced
by Horace Cutler, the of the Greater London Council in the
1970s, who thought that local authorities shouldn’t own
housing. His 1970 publication Rent — Chaos or Commonsense is
often cited in this context.

Thatcher, 1978.
ONS, 2005.

In 1998 JRF was already reporting these findings, and
recommending no sale of council flats. It also found that ‘the
sector which remains has a narrower social base with a higher
proportion of low-income household and those dependent
on welfare benefits. It has become more strikingly a tenure of
younger households and older people. The traditional role of
council housing in housing families with children has become
less evident’ JRF, 1998, p. 3.

The election of 12 BNP councillors in Barking and Dagenham is
often referenced in this context, but see also Barkham, 2008.

DCLG 2003-2008.
Data from cml.org.uk
ODPM, 2003; HM Treasury and DCLG, 2006.

See HM Treasury, 2001, HM Treasury, 2003. For a critical
evaluation, see Maxwell & Sodha, 2005 and White et al., 2006.
For the philosophical background, see note 192.

See the concern for ‘Stakeblowing’ in Dowding et al., 2003 in
response to the Ackerman and Alstott, 1999 proposals. See also
Van Parijs, 1997, Reeve & Williams, 2003 and White, 2003.

Reynolds, 2003.
DWP, 2008, p. 4.

Market failure: the term used when the market, left to itself,
would lead to an inefficient outcome. Many then think that
public action may be needed to correct such inefficiencies.

HM Treasury, 2004.
HM Treasury, 2001, p. 1.

Hewitt, 2002, p. 189. A recurring and related criticism is that
Labour is ‘deflecting attention from the goal of achieving
greater redistribution and equality to the less tangible
outcomes of greater ‘social inclusion’. Hewitt, 2002, p. 191, also
citing Levitas, 1998 and Lister, 1998.

Van Parijs, 1997. See also references in note 192.
Carbo et al., 2007.

Pollin and Riva suggest the following figures: Italy (22.4%),
Greece (17.9%), Ireland (16.8%), Portugal (16.7%), Austria
(13.5%) and UK (10.6%).

Pollin and Riva, 2001.
Carbo et al., 2007.
HM Treasury, 2004.
Pollin and Riva, 2001.

Bond & Townsend, 1996. The household section of the survey
included 73% of the households in the sample, who were
overwhelmingly (92.3%) Hispanic. In addition to households,
approximately one-third of all businesses in the neighbourhood
were interviewed. In total 327 interviews were completed in
the household section and 204 in the business section of the
survey.

Squires, 2003, p. 398.
Aalbers, 2007.
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