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I. Introduction

The Equal Credit Opportunity Act (hereafter labelled ECOA) is both a
consumer protection statute and a civil rights statute, sharing a heritage with the
Equal Employment Opportunity Act1 as well as the Consumer Credit Protection
Act of 1968,2 to which it is attached as Title VII. As others have noted, the
ECOA is partly a consumer protection measure but mostly an antidiscrimina-
tion statute.3 Its emphasis on disclosing the reasons for adverse action on a
credit application make it consistent with the disclosure requil:ements of truth-
in-lending; however, inclusion of the "effects test" as a criterion for determining
whether a procedure used to screen applicants is discriminatory is drawn directly
from the Supreme Court decision on employment discrimination.

ECOA defines credit discrimination as occurring when a creditor treats
one applicant less favorably than other applicants on any of the bases prohibited
by the statute: sex, marital status, race, color, religion, national origin, age,
receipt of income from public assistance programs, and good faith exercise of
rights under the Consumer Credit Protection Act of 1968 (which includes
among other titles, Truth in Lending, Fair Credit Billing, Fair Credit Reporting,
and Consumer Leasing Acts). The specific constraints of the ECOA enacted in
1974,4 amended in 1976s and governed by Regulation B prevent discrimination
based on any of the following characteristics: 6

~P.L. 88-352, Title VII, Sections 703, 705, 78 Statute 255, 258, 42 U.S.C.,
Sec. 2000-e-2, e-4 (1975).

~15 U.S.C. sec. 1601 etseq.3 "Equal Credit Opportunity," Federal Reserve Bulletin, Feb. 1977, p. 101.
4 P.L. 93-495, 1975, effective in October, 1975.
s P.L. 94-239, 1976 ; the amendments became effective in March, 1977.
6The recent Bakke decision of the U.S. Supreme Court (1978) raises the question

whether favored characteristics will be protected by ECOA, along with groups thought to
be subjected to discriminatory treatment.

*William K. Brandt is an Associate Professor of Marketing and Robert P. Shay is Pro-
fessor of Banking and Finance, both at the Graduate School of Business, Columbia Uni-
versity. The authors are grateful to Abt Associates, Inc. and the National Science Founda-
tion for support of this study.
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Characteristics Favored

Sex Male
Marital Status Married

Race and Color White Caucasian
National Origin U.S.
Age Middle, Young
Public Assistance None

Income
Good faith exercise None

of CCPA rights

Discriminated Against

Female
Single, Divorced,
Widowed, Separated
Minorities
Other
Old (62 and older)
Some

One or more

Both judgmental systems and empirically derived credit-scoring systems used by
creditors to evaluate applicants cannot use these attributes, excepting age, even
if past experience indicated that they were the best predictors of credit-
worthiness. In the case of age, if a credit-scoring system has met the regulation’s
test of being demonstrably sound and empirically derived, Section 701 (b) (3) of
the amended act permits age to be considered, but forbids the assignment of a
lesser point value for age whenever the applicant is 62 years or older. Because of
the preference granted the 62 and older group in empirically derived scoring
systems, the young and middle ages are grouped together as not requiring the
law’s full protection.

More specifically, this study attempts to determine whether consumer per-
ceptions of discrimination are, indeed, borne out by data showing a greater in-
cidence of credit denial or reduction in the amount of credit granted; or whether
consumer perceptions of discrimination underestimate actual market discrimina-
tion. Market discrimination requires that there are demonstrable market differ-
ences in the treatment of applicants on the bases prohibited, forming the eight
protected classes cited above. That is, were there significant market differences
in denials of credit applications or other forms of adverse action taken on the
bases prohibited by law? Our research efforts focus on two lines of inquiry:

(a) Did consumers reporting discriminatory treatment in 1977 perceive that
credit was more difficult to obtain than for other respondents, were they
denied credit more often than others, or did they obtain less nonmortgage
debt than others after differences in socioeconomic characteristics related
to creditworthiness were taken into account?

(b) Did consumers in classes protected by ECOA perceive that credit was more
difficult to obtain than other respondents, were they denied credit more
frequently than others, or did they obtain less nonmortgage debt than
others after socioeconomic characteristics related to creditworthiness
were taken into account?

Consumer Surveys, 1977 and 1970

The findings of thi, s paper are based on two consumer surveys, one con-
ducted in October 1977 and the other in October 1970. Although the metho-
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dology and some questions were similar for both surveys, the question used to
measure discrimination as defined by ECOA was not included in the 1970 sur-
vey. Accordingly, the results which follow are drawn primarily from the 1977
survey, with the 1970 survey used as a benchmark for comparative purposes.

The 1977 survey is based on three probability samples of 967 households
across the continental United States. The telephone survey included only house-
holds in which a major durable good costing $200 or more had been purchased
within 12 months prior to the interview.

The first sample of 813 households was drawn from 83 central cities and
urban fringe areas within standard metropolitan statistical areas (SMSAs) across
the country in proportion to the population in each area. Rural areas were ex-
cluded from the survey to eliminate the possible mixing of personal and busi-
ness credit common to rural life. Because the sample includes only nonrural
residents and families making a major purchase, the respondents’ characteris-
tics differ somewhat from those of the general population: the average levels of
income and education being slightly above the averages for the U.S. population.

The second sample of 54 households was drawn from the same sampling
base as the national survey but included only unmarried women who were heads
of household and who had made a major durable goods purchase. This sample
was obtained to enlarge our sample of this segment of the protected classes
under ECOA who might otherwise have been either underrepresented or not
sufficiently numerous to permit separate analyses.

Because fewer minorities, elderly, unmarried less affluent residents of
central cities qualified for the survey on a representative basis, 100 additional
interviews were conducted in disadvantaged areas of four major cities.7 Before
each interview, each ~espondent was screened to ensure that the head of house-
hold had made a qualifying purchase and fell within at least one of the follow-
ing categories:

- 62 years of age or older
- non-Caucasian
- household income under $10,000
- unmarried if female
The 1970 survey was based on two probability samples of 793 California

households which had purchased a major durable good costing $100 or more in
the 12 months preceding a personal interview. The first was a statewide sample
of 641 families and the second a sample of 152 black households chosen from
areas throughout the state with high concentrations of blacks. For both surveys,
previous research indicates that combining the sub-samples (three for 1977 and
two for 1970) does not seriously bias the results where the focus is on between-
group differences. 8

7Detroit, Michigan; Los Angeles, California; New York, New York; and Washington,
D.C.

8Richard F. Kosobud and James N. Morgan (editors), Consumer Behavior of Indi-
vidual Families over Two and Three Years. (Ann Arbor: University of Michigan Press,
1964), p. 2.
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Both surveys gathered extensive data about the respondents’ knowledge,
attitudes and experience with consumer credit and credit sources in addition to
a broad range of demographic, financial and other socioeconomic measures.
For purchases of a car or major household durable goods, sequential questions
were asked to help researchers retrace the decision-making process, including
specific details about credit aspects of the transaction when the respondent
financed the purchase .9

This paper limits its attention to respondents who financed their durable
goods purchase.

In the 1977 survey, consumer perceptions of discriminatory treatment
covered the two years prior to the date of the survey. For the sex and marital
status criteria, these years were post-ECOA, since the law was passed in 1975.
The other criteria were added to ECOA’s coverage in 1977, only six months be-
fore the survey was taken. For these criteria - listed above - discrimination on
bases later prohibited by ECOA was legal for 18 months of the two-year retro-
spective period.

I1. Perceptions of Credit Discrimination

To gain some measure of consumer perceptions of credit discrimination,
each respondent to the Shay-Brandt survey was asked:

Whenever you tried to get credit in the past two years or so, do you think
you were treated less favorably than others in getting the credit because of
your age, sex, marital status, race or nationality?

About 12 percent of the respondents in the national sample said they be-
lieved they had been treated less favorably than others, and another ½ percent
said that they might have been (Table 1).10 Since a respondent’s perception of
discriminatory treatment cannot be regarded as proof of discriminatory prac-
tices, the r~sponses indicate that about one out of every eight purchasers per-
ceived that he or she had not received treatment as favorable as others were
thought to receive when applying for credit in at least one instance during the
past two years.

Respondents who perceived discrimination were asked "What do you think
affected the way you were treated?" and, if an answer was given, "Anything
else?" was asked. Open-end responses were grouped and tallied.

The major reasons given for the perceived discriminatory treatment were
age, sex and marital status while race and nationality were reported by relatively
few (Table 2). Reasons other than the six cited in the question (see note to table

9See questionnaire in Arnold Heggestad, principal investigator, The Costs and Bene-
fits of Public Regulation of Consumer Financial Services, Final Report (Cambridge, Mass.:
Abt Associates, 1979) pp. 250-266.

l°In the analysis which follows reference to the national sample indicates that only
the national probability sample was used; inner-city sample refers to the 100 interviews with
inner-city respondents and combined sample includes the entire group of 967 households.
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TABLE 1

Perceptions of Credit Discrimination,
National and Combined Sample, 1977

Perceived National Sample Combined Sample
Discrimination # % # %

Yes 87 11.8 109 12.6

Might have been 3 0.4 5 0.6

Sub-Total 90 12.2 114 13.2

No 646 87.8 754 86.8

Totala 736 100.0 868 100.0

aThe total excludes 71 respondents in the national sample who claimed that they did not
seek credit during the prescribed period.

TABLE 2

Reason for Perceived Credit Discrimination
National and Combined Sample, 1977

Reason National Sample Combined Sample
Reported # % # %

Agea 20 25.3 25 23.8
Sex 19 24.1 25 23.8
Marital Status 11 13.9 21 20.0

Race 3 3.8 4 3.8

Nationality 1 1.3 1 1.0

Other 25 31.6 29 27.6

Totalb 79 100.0 105 100.0

aln this table and those which follow, 23 respondents who were less than 62 years of age
and who reported age as the only kind of discrimination encountered were eliminated from
the combined sample (21 from the national sample). Respondents under 62 years of age
who reported age and some other form of discrimination remain in the sample. The reason is
that, although respondents of all ages are covered by the law, the regulations protect persons
62 years of age or older, when credit decisions are based on acceptable credit-scoring
systems.
bDue to multiple responses, total frequency is in excess of the number of purchasers per-
ceiving discrimination.
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2) accounted for about 32 percent of the responses, suggesting that respondents
view discrimination more broadly than the law’s coverage.

Another breakdown reported in Table 3 considers the differences in per-
ceived discrimination between respondents protected by the ECOA and those
who were not protected. A "protected" household is defined as one which is
headed by a single female or single male, a minority group member, a person 62
years or older, an immigrant or a person receiving public welfare payments. Of
the protected-class respondents 14 percent perceived discrimination in obtain-
ing credit compared with 7 percent for nonprotected households. Except for
marital status, which showed a much higher level of perceived discrimination
among protected-class households, we find no important differences between
the two groups in terms of the type of discrimination reported. In short, dis-
criminatory treatment was reported by respondents in the "favored" groups as
well as those classed as "protected."

ECOA proponents can cite the law’s effectiveness in achieving the moderate
levels of perceived discrimination reported, at least for the sex and marital
status criteria.1~ A nagging question remains whether or not reported levels
would have been substantially higher prior to passage of the ECOA. The fact
that reported instances of credit discrimination were higher for sex and marital
status than for the other bases despite two years of regulation, suggests that the
real pre-regulation problems lay with sex and marital status, rather than with
those covered by the 1977 amendment to ECOA.

Credit Source

Respondents reporting less favorable treatment were also asked: "What type
of creditor was this [that treated you less favorably] ?" Considered on a simple
frequency count basis, we find that banks and retail outlets accounted for three-
fourths of the reported discrimination cases (Table 4). Measured on a more
meaningful basis which takes into account the incidence of patronage at each
type of credit source, the results indicate the banks, finance companies and re-
tailers had similar proportions of customers who perceived discriminatory treat-
ment in at least one instance. The proportion for credit unions, on the other
hand, was markedly lower than for the other institutions.

In sum, the analysis to this point indicates that consumer perceptions of
discriminatory treatment over a two-year period were not widely held at the
time of the survey. Although a 12 percent figure cannot be viewed as negligible,
the responses indicate that consumers did not perceive high levels of discrimina-
tion based on any one characteristic. Age was mentioned most frequently as
the rationale for perceived discrimination, but most of these perceptions were
held by respondents under 30 years of age. Thus age, sex and marital status
represent the predominant reasons for discrimination reported among classes
now covered by ECOA.

~ ~ Although age was cited frequently by respondents giving more than one reason for
perceived discrimination, only 4 of the 25 respondents who cited age were 62 or over.
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TABLE 3

Perceptions of and Reasons for Credit Discriminatic~n for
Households Protected and Not Protected by ECOA, Combined Samples, 1977

Protected Nonprotected
Classesa Classes

# % #

Perceived Discrimination,
"Yes" or "Might have
been" 60 14.4 31 7.2

Reason Reported
Age                      15 20.5 10 31.3
Sex 16 21.9 9 28.1
Marital Status 20 27.4 1 3.1
Race 3 4.1 1 3.1
Nationality 1 1.4 0 0
Other 18 24.7 11 34.4

Totalb 73 100.0 32 100.0

a"Protected-class" household is defined as one which is headed by a single female or single
male, a minority group member, a person 62 years or older, an immigrant or a person re-
ceiving public-welfare payments.

bTotal includes more than one kind of discrimination reported by some respondents.

TABLE 4

Perceptions of Credit Discrimination by Types of Credit Source
Adjusted for Incidence of Patronage at Credit Outlet

Weighted Average
Frequency of

Perceived
Discriminationb

Type of National Combined National Combined
Credit Sample Sample Sample Sample
Institution # % # % # %

Bank 41 42.3 50 41.7 10.4 11.3

Credit Union 4 4.1 4 3.3 2.2 1.9
Finance Company 15 15.5 17 14.2 11.5 11.6

Retailer 32 33.0 43 35.8 11.7 12.9

Other 5 5.1 6 5.0 n.a. n.a.

Totala 97 100.0 120 100.0

aDue to multiple responses, total frequency is in excess of the number of purchasers per-
ceiving discrimination.

bNumber of respondents reporting discriminatory treatment divided by number of respond-
ents reporting use of credit source in the past three years.

n.a. = not available
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Credit Denials

Because a credit denial is a likely reason for respondents to report dis-
criminatory treatment, a review of credit denials in relation to perceptions of
discriminatory treatment is in order. To assess the incidence of credit denials
each respondent in the Shay-Brandt survey was asked: "In the past two years
or so, have you ever been turned down for credit by a particular lender or
creditor?" If an affirmative response was given, a question was asked to identify
the type of lender who denied the credit and the reason given for the refusal.

The results in Table 5 indicate that 12.3 percent of respondents in the
national sample and 14 percent of the combined sample reported being denied
credit within the past two years. Among the reasons given for being refused
credit, only 6.4 percent were attributable to marital status, 3.2 percent to sex
and 8.5 percent to age (most of them young). The predominant reasons given
for credit denials in the combined sample were no credit rating, income, new
job and age. Only a relatively small proportion of the reasons given for credit
denials could be attributed to perceptions of discriminatory treatment covered
by ECOA.

TABLE 5

Reported Credit Denials and Reason for Refusal,
National and Combined Sample, 1977

National Combined
Sample Sample

%         #

Credit Denied, "Yes" 100 12.3 135 14.0

Reason Given for Refusal
No Credit Rating 19 20.2 26 21.3
Income 15 16.0 25 20.5
New Job 14 14.9 18 14.8
Age 8 8.5 10 8.2
No Collateral 6 6.4 7 5.7
Over-indebted 6 6.4 6 4.9
Slow Payer 5 5.3 5 4.1
Marital Status 6 6.4 6 4.9
Mixup 3 3.2 4 3.3
Bad Credit Risk 3 3.2 4 3.3
Moved Recently 3 3.2 3 2.5
Sex 3 3.2 4 3.3
No Co-signer 2 2.1 3 2.5
Other 1 1.0 1 .7

Totala 94 100.0 122 100.0
Number of Respondents 813 967

aTotal includes more than one reason reported by some respondents and no reason for other
respondents.
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When respondents reporting credit denials are cross-tabulated with per-
ceptions of discriminatory treatment, the results in Table 6 suggest that one-
third of those who were refused credit believed that discriminatory treatment
might have been involved. Among those who were not denied credit less than 5
percent perceived discrimination ha some form. Whether the perceived dis-
criminatory treatment was in fact linked with the reported credit denial cannot
be determined, but the evidence strongly suggests that some perceptions about
discrimination were associated with credit denials. Marital status was the only
ECOA-protected criterion that appeared to be more strongly associated with
credit denials than when credit was not denied. All other reported reasons for
discrimination were more common among the group that was not denied credit
than among those who were.

III. Multivariate Analysis of Perceptions of
Discrimination in Consumer Credit Markets

Introduction

The legal definition of discrimination requires that the consumer be treated
less favorably than others of similar economic circumstances. To investigate this
issue more rigorously we need to move beyond simple cross-tabulation which
considers one variable at a time. Multiple regression analysis allows us to address
the question of discriminatory perceptions in a way which takes into account

TABLE 6

Reported Credit Denials and Perceptions of and Reasons Given
for Credit Discrimination, Combined Survey, 1977

Credit Denied Credit Not Denied
# % # %

Perceived Discrimination,
"Yes or "Might have
been" 47 34.8 39 4.7

Reason Reported
Age                         10 17.2 15 31.9
Sex 12 20.7 13 27.7
Marital Status 16 27.6 5 10.6
Race 1 1.7 3 6.4
Nationality 1 1.7 0 0
Other 18 31.1 11 23.4

Totala 58 100.0 47 100.0

Number of Respondents 135 829

aTotal includes more than one kind of discrimination reported by respondents.
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differences in socioeconomic and demographic characteristics other than those
prohibited by law.

In the analysis which follows we approach the discrimination issue from
three perspectives:

® Are consumer perceptions of credit discrimination related to perceptions
of less credit availability after differences in socioeconomic charac-
teristics are taken into account;

® Are perceptions of credit discrimination related to less use of nonmort-
gage debt after the same differences are considered; and

® Are these perceptions related to a greater incidence of credit denials
when other factors are taken into account?

A subsequent question in each instance is whether the characteristics protected
by ECOA are more strongly associated with each dependent variable, i.e.,
perceptions of credit availability, use of nonmortgage debt and credit denials,
than is the perception of credit discrimination. If so, there may have been unper-
ceived and/or unreported discrimination, suggesting that respondents in groups
protected by ECOA did not recognize and/or report discriminatory treatment.
If the opposite were true, respondents may have perceived discrimination which
did not breed these outcomes (credit denials or lesser amounts of debt).

Perceptions of Credit Availability

To measure the respondent’s level of confidence about his or her ability to
obtain credit each respondent was asked:

Now, let’s suppose you wanted to make a large dollar purchase, like a
color T.V. How difficult do you think it would be for you to borrow from
a bank for an instalment loan?

The answers ranged on a four-point scale from "extremely difficult" to "not at
all difficult." The question was repeated for finance companies, credit unions,
installment plans from a retail store and a credit card from a department store) 2

Before the analysis was conducted, the following relationships were hy-
pothesized for the independent variables and perceived credit availability:

® income and education - positive
® level of nonmortgage debt, family size and age less than 30 - negative
The regression equation shown in column 1 of Table 7 indicates that percep-

tions of credit availability were consistent with the hypotheses, except for edu-
cation level. By including these variables first by themselves, and then in suc-
cessive regression equations (columns 2 and 3) we are able to determine (1)
whether perceptions of credit discrimination were related to perceptions of less
credit availability after differences in socioeconomic characteristics of re-

1 ~This question became the dependent variable used in the analysis for Table 7. It was
calculated as an average of the perceived degrees of difficulty respondents reported they
would have in obtaining credit from banks, credit unions, finance companies and installment
plans from retailers. See note 1, Table 7.
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TABLE 7

Socioeconomic and Protected Class Characteristics and Perceptions of Discrimination
Regressed on Perceptions of Credit Availability, 1977 Survey, Combined SamplesI

Regression and Coefficient and t-values

Independent Variables

Family Income ($000)

Education of Head
(Number of years of schooling)

Age - Under 30 (= 1, all others 0)

Family Size (Number of persons)

Total Nonmortgage Debt ($000)

Perceived Discrimination
(= 1, all others 0)

Single Male Head (= 1, all others 0)

Female Family Head (= 1, all others 0)

Race - minorities (= 1, all others 0)

Age - 62 and over (= 1, all others 0)

Welfare Recipient (= 1, all others 0)

Immigrant (= 1, all others 0)

Constant
Adj. R~

F-value

Column Column Column
1 2 3

.025a        .023a        .025a

(5.85)     (5.66)     (5.53)

-.416a _.380a -.344a

(5.00) (4.84) (3.97)

-.049b _.057a -.059b

(2.03) (2.48) (2.09)

-.030b _.032b -.023c

(2.06) (2.28) (1.54)

-.783a

(7.77)

-.283b

(2.28)

-.296a
(3.28)

.166c
(1.51)

3.24          3.37          3.31
.15           .24           .18

13.20a       27.05a       11.04a

1 The dependent variable, perceptions of credit availability, is scaled from 1 to 4 according
to the degree of ease perceived in obtaining nonrevolving credit from banks, credit unions,
finance companies and retail stores.

~A dash indicates that the t-value for the variable was less than 1.0, and a = p < .01,
b = p < .05, and c = p < .10.
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spondents are accounted for, and (2) whether perceptions of less credit avail-
ability were held more strongly by the groups protected by ECOA.13

Column 2 of Table 7 establishes that perceptions of discrimination were
significantly related to perceptions of less credit availability even after differ-
ences in income, education, family size, age under 30, and level of nonmortgage
debt are held constant. Column 3 indicates that among groups fully covered by
ECOA in 1977, only single males and minorities held perceptions of less credit
availability that were significantly different from consumers without these at-
tributes. Female heads of household, senior citizens, welfare recipients, and im-
migrants did not show significant differences after variations in other socio-
economic characteristics were taken into account. It should be noted that the
statistical test of discriminatory perceptions and ECOA-protected groups is a
stiff one since it asks whether after differences in creditworthiness (e.g., income,
debt level, etc.) are considered, did respondents protected by ECOA or those
reporting discriminatory behavior perceive that credit was less available. The
statistical answer is "yes" for the group which reported perceptions of dis-
criminatory treatment. Among respondents fully protected by ECOA, only
single males and minorities passed the statistical test.

Using the same statistical technique, it is possible to evaluate whether re-
spondents reporting perceptions of discriminatory treatment or those covered
by ECOA, held higher or lower nonmortgage debt levels. The hypothesis in this
instance is that those respondents who reported discriminatory treatment were
unable to obtain as much debt as others, after differences in income, education,
family size and age under 30 are taken into account.

Considering only socioeconomic characteristics of respondents, column 1 of
Table 8 indicates that of the three variables positively associated with the level
of nonmortgage debt, family income and family size showed the strongest as-
sociations followed by the under 30 age group.

Column 2 establishes that respondents who perceived discriminatory treat-
ment did not have significantly lower levels of nonmortgage debt relative to
other respondents. This finding is critical for when we compare it with column
2 of table 7, showing a strong negative effect of perceived discrimination on
perceived credit availability, it becomes apparent that perceptions about dis-
crimination, whether based in fact or not, did not preclude those respondents
from obtaining debt levels comparable to others.

When respondents with the ECOA-protected characteristics were compared
to others (Table 8, column 3), we find that the debt level was influenced only
by senior age (and income). Respondents 62 years or older had significantly
lower debt levels. Because this group did not perceive that credit was more diffi-
cult to obtain (Table 7), it seems probable that the lower level of debt owed by
senior citizens resulted from reduced demands for durable goods rather than

13The inclusion of the perceptions variable in an equation where all other variables
are more clearly exogenous might be questioned, but since the dummy variable affects only
the intercept and not the slope of the equation, it does not affect the other regression
coefficients.
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TABLE 8

Socioeconomic and Protected Class Characteristics and Perceptions of Discrimination
Regressed on Total Nonmortgage Debt Levels, 1977 Survey, Combined SampleI

Independent Variables

Family Income ($000)

Education of Head
(Number of years of schooling)

Age - Under 30 (= 1, all others 0)

Family Size (Number of Persons)

Perceived Discrimination
(= 1, all others 0)

Single Male Head (= i, all others 0)

Female Family Head (= 1, all others 0)

Race - minorities (= I, all others 0)

Age - 62 and over (= 1, all others 0)

Regression Coefficient and t-values

Column Column Column
1 2 3

38.2a 38.0a 26.2b
(3.56) 3.52) (2.27)

364.0b 368.1b _
(1.73) (1.75)

201.5a 200.6a 80.1
(3.33) (3.30) (1.11)

WeLfare Recipients (= 1, all others 0)

-1269.7a

(4.59)

433.7
(1.04)

Immigrant (= 1, all others 0)                                               -

Constant 247.41 262.68 1183.87
Adj. R= .04 .04 .07
F-value 8.88a 7.12a 6.12a

The dependent variable, total nonmortgage debt level, scaled in dollars.

=A dash indicates that the t-value for the variable was less than 1.0, and a = p < .01,
b = p < .05, and c = p < .10.

from discriminatory constraints upon the supply of credit. The fact that other
ECOA-protected classes did not have lower debt levels implies that these groups
were able to obtain debt at a level consistent with their economic circumstances.

These findings do not support a judgment that credit discrimination was
nonexistent at the time of the survey. Rather it supports the inference that
where credit discrimination was perceived or where respondents in classes pro-
tected by ECOA were concerned, there were no statistically significant differ-
ences in debt levels observed, holding certain socioeconomic characteristics con-
stant. In short, after allowance for differences in these socioeconomic factors,
the evidence suggests that credit discrimination after ECOA has not resulted in
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lower nonmortgage debt levels either for respondents perceiving discriminatory
treatment or for those protected by ECOA. Whether these consumers were
forced to borrow from higher cost sources or on less favorable contract terms,
however, cannot be determined directly from these results. By assessing the in-
cidence of credit denials among the same groups, other inferences about the
discrimination process can be drawn.

Credit Denials

The third test for discrimination was conducted using the credit denial
question described earlier as the dependent measure. When socioeconomic
characteristics alone are regressed on the credit denial variable, family income
shows a negative association while nonmortgage debt levels and young families
exhibit a positive association: that is, more denials are experienced when family
incomes are lower, total debt is higher and when the head of the family is un-
der 30 (Table 9,’column 1).

Respondents who perceived discriminatory treatment in the financing of
their durable goods purchases reported more instances of credit denials during
the past two years than those who did not, after consideration of the socio-
economic characteristics (column 2). This finding supports the thesis that for
respondents perceiving discriminatory treatment, credit denials occurred be-
yond levels attribt~table to income, debt level and other measures of credit-
worthiness.

When this result is compared with column 2 of Table 8, indicating that
debt levels of respondents reporting credit discrimination were no different
from others, the two findings are consistent only if respondents perceiving dis-
criminatory treatment were able to obtain the needed credit elsewhere. For
some, this may have meant obtaining credit from higher cost outlets.

Two of the six classes protected by ECOA experienced a significantly higher
incidence of credit denials than was indicated by the socioeconomic variables
alone. These were minorities and female heads of families. It will be recalled that
despite the fact of the significantly higher incidence of credit denials, both
minorities and female heads of families were able to obtain nonmortgage debt
levels consistent with the socioeconomic characteristics considered. That minori-
ties perceived, however, that credit was more difficult for them to obtain than
for others, further suggests that these consumers might well have been denied
credit because of race alone. Out of this experience could have evolved a per-
ceptual set, based on reality, that credit was more difficult for them to obtain
and that to borrow money they were best advised to start their search with
higher cost sources, a finding supported in previous research by Day and
Brar~dt.14 As we noted elsewhere, these respondents did not shop more or less
widely than white respondents when other characteristics are taken into ac-
count.~ s

14George F. Day and William K. Brandt, "A Study of Consumer Credit Decisions;
Implications for Pre~ent and Prospective Legislation," National Commission on Consumer
Finance, Technical Studies, Vol. I, (Washington, D.C.:, U.S. Government Printing Office,
1973) Ch. 6, p. 91.

15                                      ,Heggestad, "The Costs and Benefits, ’ pp. 245,247.
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TABLE 9

Socioeconomic and Protected Class Characteristics and Perceptions of Discrimination
Regressed on Credit Denials during the Past Two Years, 1977 Survey, Combined SamplesI

Independent Variables

Regression Coefficient and t-values

Column Column Column
1 2 3

Socioeconomic Characteristics

Family Income

Education of Head
(Number years of schooling)

Age - under 30 (= 1, all others 0)

Family Size (Number of persons)

Total Nonmortgage Debt ($000)

-.004a _.003b -.004b

(2.47) (1.92) (2.14)

.149a        .130a        .132a

(4.69)     (4.42)     (3.93)

.018a        .019a        .016a

(3.20)     (3.60)     (2.79)

Perceptions

Perceived Discrimination
(= 1, all others 0)

.417a

(11.08)

Protected Classes

Single Male Head (= 1, all others 0)

Female Family Head (= 1, all others 0)

Race - minorities (= 1, all others 0)

Age - 62 and over (= 1, all others 0)

Welfare Recipient (:- 1, all others 0)

Immigrant (=1, all others 0)

Constant
Adj. R~

F-values

.069b

(1.85)

.103a
(2.96)

-.064c

(1.50)

.17           .10           1.6

.06 .19 .07
9.59a 29.80a 6.11a

1The dependent variable, credit denials, is a dummy variable where a respondent reporting
denial = 1, and all others = 0.
~A dash indicates that the t-value for the variable was less than 1.0, and a = p < .01,
b = p < .05, and c = p < .10.
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IV. Perceptions of Credit Availability in 1970

In the 1970 Sample of California Consumers conducted by Day and Brandt
for the National Commission on Consumer Finance, responses to questions
similar to those asked in the 1977’Survey were available for comparative analy-
sis.~ 6 Questions relating to perceptions of discriminatory treatment in financ-

ing purchases were not asked, but comparable questions concerning perceptions
of credit availability and nonmortgage debt levels were asked) 7

The socioeconmnic characteristics held constant in Table 10 were: income,
age - under 30, credit attitude (scaled 1-7, higher digits denote more favorable
attitude toward using credit), education, family size, and awareness of the an-
nual percentage rate (APR). These include many of the same variables as con-
sidered in 1977 with some additions (credit attitude and APR awareness) and
one omission (nonmortgage debt level). These additions and omissions did not
appear to affect the comparability of the results.

The results in Table 10 indicate that income, credit attitude, heads of
families under 30, and APR awareness were all related to perceptions of credit
availability. Credit attitude and income were also associated with the level of
nonmortgage debt in a manner that was consistent with perceptions - that is,
higher incomes and more favorable attitudes toward credit were held by families
with higher debt levels. Young respondents, however, had perceptions of more
limited credit availability accompanied by higher nonmortgage debt levels than
their other socioeconomic characteristics would have predicted. Education,
family size and APR awareness showed no consistent coefficients at acceptable
confidence levels.

When these socioeconomic characteristics were taken into account, each of
the classes later covered by ECOA, except for senior citizens (65 and over),
held strong perceptions that credit was more difficult to obtain than for the non-
protected (future) groups. Given that a strong relation between perceptions of

16 Day and Brandt, "A Study of Consumer Decisions," Ch. II.
17The question to obtain perception of credit availability was:

Now, let’s suppose you wanted to make a large dollar purchase, like a color
T.V. How difficult do you think it would be for you to borrow from a bank for
an instalment loan? Do you think it would be extremely difficult, somewhat
difficult, not too difficult, or not at all difficult to obtain this type of loan for
this color T.V.?

The question was repeated using different wording where appropriate for a finance
company, retail store, credit union or credit card. The question to ascertain nonmortgage
debt level was:

Now, let’s talk about another aspect of credit for a moment. I’d like to get an
idea of all the money you owe except for your mortgage. Consider all the money
you owe different places and people, such as loans to pay off furniture or cars,
doctor bills, charge accounts, and everything else you owe. About how much
money do you think it would take to pay off the entire amount? Would it be over
or under $1,5007 If under, would that be under $500 or over $500 but less than
$1,5007 If over $1,500, would that be $1,500 but less than $8,000; $3,000 but
less than $5,000, or $5,000 or over?
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TABLE 10

Perceptions of Difficulty in Obtaining Installment Credit Compared to
Actual Amount of Installment Debt Obtained, 1970

Independent Variables

Regression Coefficient and t-value

Arithmetic Total
Mean Perceptions1 Debt

Socioeconomic Characteristics

Income ($000) $11,309 .03a 41.91a
(3.00) (2.99)

Credit Attitude (1 to 7, higher number 3.24 .04b 218.39a

denotes more favorable attitude) (1.96) (4.14)

Education of Head of Household
(number of years of schooling) 12.57 - ~ -

Age under 30 (= 1, all others 0) .22 -.45a "542.55a

(5.50) (2.70)

Family Size (Number of persons) 3.62 - 54.38
(1.11)

Rate Awareness (= 1, unaware 0) .58 .15b -
(2.19)

Protected Classes

Female Family Head (= I, all others 0) .16 -.51a 303.94
(5.30) (1.30)

Single Male Head (= 1, all others 0) .05 -.75a -
(4.80)

Race - minorities (= 1, all others 0) .30 -.31b 671.21a

(2.26) (3.58)

Age - 65 and over (= 1, all others 0) .12 - 861.61a

(3.12)

Constant -2.27 -138.32
Adj. R~ .26 .13
F-value 13.17a 5.45

Perceptions variable scaled 1 to 5 according to the degree of difficulty the respondent be-
lieved he (she) would experience in obtaining credit at four institutional sources.
~A dash indicates that the t-value for the variable was less than 1.0, and a = p < .01,
b =p<.05,c =p<.10.
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credit discrimination and credit availability was noted in the 1977 sample, the
finding suggests that perceptions of credit discrimination may have been higher
in 1970 as well, but this cannot be verified.

When we look at the level of nonmortgage debt among the protected classes,
we find that only senior citizens and single female family heads had significantly
lower debt levels, but even here the coefficient for female family heads is only
marginally significant at the 90 percent confidence level. Minorities, on the other
hand, had significantly higher debt levels than would have been predicted by
their socioeconomic circumstances. As was the case in 1977, the lower debt
level for senior citizens was not accompanied by perceptions of less credit
availability and is attributed to less credit demand as a result of the stage of the
life cycle. In short, only female family heads had perceptions at all consistent
with differences in debt level.

Although the evidence from 1970 is fragmentary, it indicates that percep-
tions of restricted credit availability were more widely held among groups now
protected by ECOA than was the case in 1977. It also suggests that female
family heads (in’California) were the only ECOA coverage group that might
have been constrained to lower debt levels than others not now covered by that
legislation.

V. Conclusions

From our two lines of inquiry, we conclude

(a) that consumers reporting discriminatory treatment in 1977 did have
more limited perceptions of credit availability than other respondents,
they were denied credit more often than other respondents, but they
were able to obtain nonmortgage debt levels similar to respondents,
and

(b) that among consumers in classes protected by ECOA, minorities and
single male respondents perceived more limited availability of credit
than was perceived by other respondents, minorities and female family
heads were denied credit more often than other respondents, but all
of the protected class groups (other than senior citizens) were able to
obtain debt levels consistent with those attained by other respondents
after differences in socioeconomic circumstances were taken into
account.

More generally, perceptions of credit discrimination over the two years pre-
ceding October 1977 were moderate, held by only 12 percent of the sample
representing residents in metropolitan areas of the United States - the pre-
dominant reasons given for these perceptions were marital status and sex, while
race, nationality and age (over 62) were reported rarely.

It has been possible to narrow the scope of discriminatory outcomes from
these perceptions to credit denials and possible patronage of more costly credit
sources, since our results do not support a hypothesis that respondents per-
ceiving discriminatory treatment were unable to obtain debt levels consistent
with their socioecondmic circumstances.
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Looking back to the pre-ECOA period in the 1970 Day-Brandt California
survey, we note that the perceptions of more limited credit availability held by
protected class groups were not accompanied by significantly lower nonmort-
gage debt levels, a possible exception being female heads of families. With this
one exception we suggest that it is not likely that credit discrimination greatly
limited access to consumer credit markets, either before or after ECOA, al-
though it may have caused considerable inconvenience and/or higher cost to
those subjected to it.



Discussion

Carol S. Greenwald*

Professor Brandt’s and Professor Shay’s paper raises an interesting teleological
question very similar to one of the classic questions discussed in philosophy
classes, "If a tree falls in the forest, does it make a noise if there is no one to
hear the crash?" Similarly, Professors Brandt and Shay challenge us, "Can
women and minorities receive discriminatory treatment in credit markets with-
out knowing it?" While I will leave to philosophers the first question about
the bases of knowledge, I will venture to answer the second by saying, "Most
assuredly."

One of the most pernicious effects of discrimination is for the group being
discriminated against to internalize the prejudices of the dominant culture. When
turned down for credit, women and minorities believe that they were not
creditworthy. They do not automatically think that white males with similar
income and length of employment would have received credit. When a woman
receives a credit card in the mail with a line of credit for $500, she is likely to be
genuinely pleased. She is less likely to wonder if that line of credit is lower than
a similarly situated white male would have received. She is usually in no position
to find out even in the unlikely event the idea crossed her mind. Nor is a woman
likely to perceive discrimination when a bank loan officer reviews her loan appli-
cation and very politely asks her to have her husband sign it with her. In a study
I’ve conducted using actual testers, mortgage applicants have called a bank and
asked for a mortgage application to buy a home located in a predominantly
minority neighborhood. The bank officer has politely explained to the "applicant"
that the bank lends only in contiguous communities which do not include this
particular one. If handled politely enough, the prospective applicant will not
feel discriminated against and in fact, the bank will not have to record the inci-
dent in its rejected application file for ECOA purposes. If this had not been a
test, the applicant would never know that a white applicant also applying for a
mortgage on a home in a noncontiguous town was given an application. Just as
Brandt and Shay conclude that "a respondent’s perception of discriminatory
treatment cannot be regarded as proof of discriminatory practices," neither can
nonperception be taken as proof that discrimination was not practiced.

Other studies have also concluded that consumers have an inaccurate per-
ception of the credit-granting process. A study published in 1976 in the Journal

*Carol S. Greenwald is a Visiting Associate Professor at the Graduate School of Business
Administration, Harvard University.
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of Consumer Affair~~ concluded that consumers overestimated the difficulty
of obtaining bank loans. "Consumers clearly misperceive the credit standards
of both banks and finance companies.’’~ Thus, consumers when rejected for
a bank loan are likely to accept a vaguely worded rejection that they were un-
creditworthy because consumers tend to believe that banks have higher credit
standards than they in fact do.

By focusing on purchases of durable goods costing $200 or more Brandt
and Shay have both trivialized the issue and biased their results. Even women
can usually borrow $200. A major problem with the paper as a useful analysis
of discriminatory treatment in credit markets is that it excludes from the analysis
the major credit area in which women and minorities and the elderly have
charged discrimination: in the mortgage market. By discussing only nonmortgage
debt, they have almost begged the whole issue. Furthermore, they have biased
their results by limiting attention to respondents who financed a durable goods
purchase, thus excluding those who did not qualify for credit, possibly on a
discriminatory basis.

I also disagree with the Brandt-Shay exclusion of married worrken or young
people from the protected class. The protection of the law is not limited to
female heads of household or to the elderly. ECOA is designed to allow women
to obtain credit on their own whether married or not, and to allow all people
regardless of their age, given that they are old enough to sign a legally binding
contract, to have nondiscriminatory access to credit. So when Brandt and Shay
report that discriminatory treatment was reported in the "favored" groups as
well as those classed as "protected," I believe they have mixed their groups. An
unknown proportion of married women and younger respondents are in their
"favored" group. It would also be interesting to know how many women or
young persons gave as the reason for credit denial "no credit rating" or "new
job," both factors having age- and sex-linked characteristics. Before ECOA,
married women had no credit histories and, therefore, no credit rating. Similarly,
given that women leave and reenter the paid labor force more often than men, a
credit denial based on the classification "new job" has the effect, if not the
intent, of having a heavier impact on women and, obviously, on young persons.
Again, it would be interesting to know what proportion of the combined sample
who gave these "nondiscriminatory" reasons for credit rejections were women
and the young.

Brandt’s and Shay’s finding that groups afforded ECOA protection had as
much nonmortgage debt does not indicate, as they imply, that these groups did
not experience discrimination in obtaining credit. Questions about terms and
conditions are largely ignored. Were married women asked for a spouse co-signor
on the installment loan contract? Were minorities more likely to obtain credit
from high cost finance companies rather than banks? Did single women need a
father as a co-signor?

1 Dale A. Dauten and Joel J. Dauten, "Consumer Perceptions of the Consumer Credit
Process," Journal of Consumer Affairs, Summer, 1976. Vol. 10, No. 1.

albicl., p. 62.
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I am also amused by Brandt’s and Shay’s surprise that "reported instances
of credit discrimination were higher for sex and marital status than for the other
bases despite two years of regulation .... ." What regulation are they referring
to? No federal regulatory agency had a meaningful enforcement effort for ECOA
compliance in the 1975-1977 period. Only in 1978 did the federal bank regula-
tory agencies even write an examination procedure. If discrimination was lower
in 1977 than in 1970 and I believe it was, it is because society’s perceptions of
women have changed and the change in those perceptions has been helped by
the passage of the ECOA.

What I object to in this paper is its tone, which creates the feeling that
ECOA was unnecessary legislation. This inference is most clearly stated in the
paper’s concluding sentence: "With this one exception [female heads of house-
holds] we suggest that it is not likely that credit discrimination greatly limited
access to consumer markets, either before or after ECOA, although it may have
caused considerable inconvenience and/or higher cost to those subjected to it."
The paper dismisses all the anecdotal evidence repeated in numerous hearings by
women and minorities alleging credit discrimination. If we grant Brandt and
Shay the assumption that these people simply did not understand that they were
uncreditworthy on empirically justifiable grounds, how do we handle bankers’
admissions that before 1975 they regularly did discount a woman’s income
because they knew she was only working temporarily until she got pregnant?
Or the admitted widespread use of credit-scoring systems which give negative
weights to income from part-time or nonearned income, which more heavily
impacted women who were more likely than men to have part-time jobs or
alimony or welfare income? Sears has recently petitioned the Federal Reserve
to amend Reg B to make such credit discrimination legal. Or department stores
which would not issue a charge card to a woman in her own name even if she
were working? Or credit-scoring systems which assign a negative weight to zip
codes with heavy minority populations? Just this past summer, Montgomery
Ward settled with the FTC a case in which the disputed practice was that
Montgomery Ward gave false reasons for credit rejections. Montgomery Ward
told credit applicants that they had insufficient income when in fact the basis
of the rejection was the negative weight attached to the zip code in the credit-
scoring system. Rejected black applicants were quite likely to believe it was their
income and not their neighborhood or race which was the determining factor.

To say in the face of these widespread industry practices by the major credit
sources that affected groups were not disadvantaged is to place a great deal of
faith in a very simple regression equation’s results. Especially one whose
adjusted R2’s are in the phenomenally low range of .26 to .04! By their own
admission, these variables explain virtually none of the variance in nonmortgage
debt holdings. The equations are simply misspecified and when better specified
the rejected discriminatory variables may well enter the equations. On the basis
of these regression results, one can conclude virtually nothing. For my part,
I’ll take the reality of testimony from women and minorities and the admitted
discriminatory practices of the industry as better evidence that ECOA was and
is needed to give e~eryone equal access to credit.



Rebuttal

William K. Brandt and Robert P. Shay

Carol Greenwald’s allegation of bias in our results by the exclusion of
respondents who did not finance their credit purchase is wrong. We did not
limit our attention only to those respondents who financed a durable goods pur-
chase. In fairness to Ms. Greenwald, a careless sentence in our text may have
led her to this conclusion, but the point was made quite clearly on the fol-
lowing page that the question which measured perceptions of discrimina-
tion was asked of all respondents whether or not they financed their durable
goods purchase. Those 12 percent of respondents in the national sample who
perceived at least one instance of credit discrimination in the past two years in-
cluded all such purchasers, including the young, married wives, single persons,
and others. Thus, the possible source of bias could have been the exclusion of
those respondents who did not purchase a durable good costing $200 or more in
the past 12 months.

Further, while we may have erred in classifying married women with mar-
ried men in the "favored" rather than "protected" ECOA groups, we had little
choice since we were unable to separate married women from married men when
the family unit was the basis of our data. If we classify the young (under 30
years of age) as a protected class, we supplement our overall conclusion since a
review of Tables 7 through 9 indicates that young families reported perceptions
that credit was less available to them, that they were denied credit more fre-
quently, but they were not prevented from obtaining as much nonmortgage debt
as the middle-aged, after income, family size, and other socioeconomic differ-
ences were considered.
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