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I. Introduction and Background 

 

 

A. The Contract Buyers League Case 

In 1969, a lawsuit commonly known as the Contract Buyers League case was 

filed in federal court in Chicago on behalf of about 2,600 Black families who had 

purchased homes from real estate speculators on the south and west sides of 

Chicago between 1952 and 1968.1 The complaint alleged that the real estate 

speculators purchased homes from White homeowners – sometimes using 

block-busting techniques – and that they resold the homes after a short time to 

the plaintiffs at greatly inflated prices. The average markup was about 75%, 

often within a two- or three-week period.  

In addition to the large markups, the real estate speculators sold the homes to 

Black families on installment contracts. Under the contracts, if a family missed 

even one payment, the seller could terminate the contract and evict the family. 

Even if the family made timely payments for ten years, the family would have 

no equity in the property and could lose everything. 

The real estate speculators were able to charge excessive prices and sell on 

contracts containing oppressive terms because most Black people during this 

time had no alternative. The housing market in Chicago was highly segregated. 

Black people could purchase homes in very limited geographic areas. Very few 

financial institutions were willing to make loans to Black people, and none were 

willing to make loan to a Black person to purchase a home in an all-White area.    

Real estate speculators took advantage of these market conditions and 

exploited the plaintiffs.2 

The complaint in the CBL lawsuit was amended in August 1970 to add the 

Federal Housing Administration and several other federal agencies as 

defendants. The complaint alleged that the FHA played a significant role in 

creating the segregated housing market in Chicago and in cutting-off mortgage 

financing for Black households in Chicago.3  

This article takes a look at the FHA’s role in creating the dual housing market in 

Chicago, in which most Black people were confined to older segregated areas of 

the City and deprived of mortgage financing.  There have been many articles 



2 
 

and books on the FHA’s discriminatory policies and redlining practices, and 

about the CBL case, which challenged FHA’s practices.4  What this article adds is 

a discussion of some additional provisions of the FHA’s Underwriting Manual. It 

also collects research and evidence from many sources summarizing the impact 

of FHA’s discriminatory policies in Chicago.  

In addition, the article presents testimony of several FHA officials given in the 

CBL case about the Chicago office’s redlining policies and practices, and it 

presents the results of a study conducted by a CBL team that analyzed where 

FHA insured mortgages in Chicago in 1960 and 1961.  

B. An Overview of the Dual Housing Market in Chicago 

Between 1940 and 1960, the White population in Chicago dropped from 

3,114,564 to 2,712,748. While the White population declined in the City, it 

increased by about 1.5 million people in the metropolitan area (excluding 

Chicago) between 1940 and 1960.     

The growth of the White population in the Chicagoland area was thus absorbed 

by the expansion of housing in the suburbs. 

The Black population in Chicago increased between 1940 and 1960  from 

277,731 to 812,637. The available supply of housing in Chicago, however, did 

not keep pace with this growth. 

In addition, moving to the suburbs was not a realistic option for most Black 

people, as it was for White people.  In 1960 only about 77,500 Black people 

lived in the Chicago Standard Metropolitan Statistical Area (SMSA) outside the 

City. More than half lived in nine large industrial suburbs, most of which like 

Chicago, had older predominantly Black neighborhoods.  (Tauber, 1965, p. 60).  

The City of Chicago was widely regarded as one of the most segregated cities in 

the nation. In 1960, Chicago had a segregation rating of 92.6, using an index 

created by Karl and Alma Tauber, each of whom was associated with the 

University of Wisconsin. A segregation index of 100 would mean that all blocks 

in the city were 100% White or 100% Black. (Tauber, 32) 

In the City of Chicago, the vast majority of Black people were relegated to live in 

the older areas in the south and west sides of the City. The failure of the 

housing supply to keep pace with the rapid population growth resulted in 
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increased population density and overcrowding in these areas. (Duncan, 1957, 

pp. 78-79, 330-331; Tauber, 1965, p. 99)  

The accompanying map, Map No. 1, illustrates where Black people lived in 

Chicago in 1960.  

In 1947, the United States acknowledged in an amicus brief filed with the 

Supreme Court that Black persons were “hemmed in” by racial restrictive 

covenants and that Black areas were “highly congested, over-used, and largely 

substandard.” (U. S. Amicus Brief, 1947) 

Twelve years later, the U.S. Commission on Civil Rights said in a 1959 Report 

that 75% of all Black people in Chicago lived in seven of the City’s 75 Community 

Areas, and that they were “confined largely to bad housing in slums or blighted 

neighborhoods” in the City.  (CCR Report, 1959, pp. 366-369) 

The supply of housing for Black persons in Chicago expanded on an incremental 

basis by pushing the boundaries of all Black neighborhoods block by block into 

all-White neighborhoods. The movement was resisted by White homeowners, 

brokers and lenders through the use of racially restrictive covenants (up to 

1948), by agreements among real estate brokers not to sell a home to a Black 

person on an all-White block, by the redlining of racially changing areas, and 

often by violence.5  

The Commission on Civil Rights said in its 1959 Report, “The residential pattern 

emerging from this picture of Negro concentration in an overcrowded inner city, 

with the borders of the Negro area expanding painfully through blockbusting, is 

contrary to previous American experience.” (CCR Report, 1959, pp. 366-368) 

Once a block was “blockbusted,” real estate speculators converged on the block 

and through panic-peddling techniques purchased homes from White 

homeowners at low prices. (CCR Report, 1959, p. 517)  

The real estate speculators then quickly resold the homes on installment 

contracts to Black people at prices “often double what the speculator paid the 

fleeing white family.”  The inflated prices paid by Black families led to other 

problems. Some families would lease a room in their home or convert parts of 

their homes to apartment units to generate funding to help pay the inflated 

price. This led to overcrowding. In many Black families, the men had two jobs, 



MAP  1: 
Black Population 
in Chicago,
1960

This map shows generally where Black people 
lived in Chicago in 1960, but it does not show the 
degree of segregation, which would require a break-
down of race by census track or block. 

In 1960, the City of Chicago was widely regarded 
as one of the most segregated cities in the nation. 
In that year, Chicago had a segregation rating 
of 92.6, using an index created by Karl and Alma 
Taeuber, each of whom was associated with the 
University of Wisconsin. 

A segregation index of 100 would mean that all 
blocks in the city were 100% White or 100% Black. 

Taeuber, Karl and Alma Taeuber, 1965, 
A. Residential Segregation & Neighborhood Change. 
New Brunswick, NJ & London: Aldine Transaction, 
a Division of Transaction Publishers, p. 32.

Data for this chart was taken from Kitagawa, 
Evelyn Mae and Karl E. Taeuber, 1963, “Local 
Community Fact Book: Chicago Metropolitan Area,” 
Chicago Community Inventory, University of Chicago. 

The boundary lines of the Community Areas are 
taken from a map prepared by the Northeastern 
Illinois Planning Commission.

                                                   
           – Larry Gavin
            October 2018

Between 2% and 15% Black

Between 16% and 84% Black

Between 85% and 100% Black
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and mothers with young children also had to work to meet the payments. (CCR 

Report, 1959, p. 517) 

Black families who purchased on contract were for the most part  unable to 

obtain a loan to pay for maintenance or repairs of their property, because they 

had no title to their home and thus no equity to secure a home improvement 

loan, and lenders wrote off their neighborhoods. (CCR Report, 1959, p. 517) 

Walking through these transition areas, according to the 1959 Commission on 

Civil Rights, one sees some homes "sinking rapidly into decay" and "others with 

neat lawns, freshly painted window frames, new stairways and sidings." Almost 

certainly the most deteriorated structures would be those bought on contract 

from a speculator.  …  Where homes have been reasonably priced and with fair 

financing terms, the improvement with the arrival of Negroes is extraordinary.” 

(CCR Report, 1959, p.517) 

The 1959 Report acknowledges that White resistance was based in part on fears 

that property values would depreciate if Black households moved into an area. 

The Report said, “These fears by their own force can become self-fulfilling 

prophecies. The fear produces panic-selling, which in turn results in the very 

depreciation in the housing market and chaos in the community that is feared. 

In a real sense, the only thing people in this situation have to fear is fear itself. 

Thus, fear and prejudice are at the bottom of the problem.” (CCR Report, 1959, 

p. 380) 

As discussed infra, the FHA played a role in every step of this process. 

C. Some Background About the FHA 

The Federal Housing Administration was created by the National Housing Act of 

1934. One purpose of the Act was to encourage home building and mortgage 

lending by insuring mortgages that were given to purchase existing homes or to 

build new ones.  

FHA-insured mortgages provided homeowners a significant benefit. They 

allowed for a lower down payment, a lower interest rate, and a longer term (up 

to 25 or 30 years) than conventional mortgages. (Jackson, 1980, pp. 204-205; 

Gordon, 2005, pp. 197, 205)  
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Any approved financial institution could apply for FHA mortgage insurance by 

submitting an application to the local FHA field insuring office. To be insured, a 

loan was required to meet certain requirements, such as the loan-to-value ratio 

and interest rate.  The property was required to meet a host of FHA minimum 

property requirements. The property had to be located in a “desirable” area. 

The borrower had to have a good credit rating. (FHA Underwriting Manuals) 

FHA valuators determined whether a particular property and the neighborhood 

met FHA’s requirements, using FHA’s Underwriting Manuals. FHA, however, 

classified many neighborhoods as ineligible for FHA insurance. These 

neighborhoods were, in essence, redlined. An application to insure a property in 

such an area would be automatically rejected.  

Many financial institutions took their cue from the FHA. If the FHA redlined an 

area, financial institutions often did so as well. This accelerated the decay of 

many older and central city areas in the country.  

Five of FHA’s policies and practices seriously impacted Black homeowners in 

Chicago: a) FHA encouraged the use of racial restrictive covenants up through 

1948 (Section II. A); b) FHA condoned housing developers’ discriminatory 

policies in the suburbs (Section II. B); c) FHA taught that if a Black household 

moved into a white area, it would depress property values and cause the area 

to deteriorate (Section II. C); d) FHA regarded racially changing areas, central 

city areas, and many older areas of Chicago as ineligible for FHA insurance 

(Section II D); and e) FHA’s underwriting policies initially required, and then set 

the stage for redlining (Section III. A-D).  

 A CBL study shows that the FHA wrote off community areas in which more than 

75% of Chicago’s Black population lived in 1960-1961 (Section III. E).  
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II.  FHA’s Underwriting Policies Promoted Segregation and  

Racially Biased Views and Practices  

 

FHA’s Underwriting Manuals were its bible. They set the requirements to 

approve a mortgage loan for FHA insurance. But the manuals not only 

determined whether or not FHA would insure a mortgage, they also significantly 

influenced the real estate market. FHA’s manuals were intended for use outside 

the agency and were widely publicized and distributed to people in the housing 

and mortgage lending business.6 (Hillier, 2003, p. 403; Gordon, 2005, pp. 193-

206) 

Between 1935 and 1950, the FHA insured 30% of all new construction in the 

nation. (1959 CCR Report, p. 463, n. 46) In 1950, 15% of all mortgages 

outstanding in the nation, were insured by the FHA. By 1960, the percentage 

was  17%. (Census of Housing, 1960, p. XXIV)  

The FHA’s influence was not benign. It adopted policies that promoted 

segregation and discrimination. 

 

A. FHA Encouraged Racial Restrictive Covenants 

Between 1934 and 1947, the FHA encouraged the use of racially restrictive 

covenants that prohibited Black households from living in many areas 

throughout the country, including in the Chicagoland area.  

 In its 1934 Underwriting Manual, FHA instructed, “The points of consideration 

here are the factors which afford protection and preservation of the desirable 

neighborhood character. Numerous influences can so change the characteristics 

of a neighborhood that it will become entirely undesirable for residential 

purposes. Protection against some adverse influences is obtained by the proper 

zoning and deed restrictions that prevail in a neighborhood.” FHA Manual, 

1934, Sec. 309) 

The manual continued, “The more important among the adverse influential 

factors are the ingress of undesirable racial or nationality groups. (FHA Manual, 

1934, Sec. 310) 
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The FHA manual said a property that was “definitely protected” by a racially 

restrictive covenant [i.e. preclude Black people from buying the property] would 

obtain “a higher rating.” If the property were not protected for the life of the 

mortgage, it “would cause a lower rating or disqualification.” (FHA Manual, 

1934, Sec. 311] 

Section 284 of FHA’s 1936 Underwriting Manual was titled “Protection from 

Adverse Influences.” It said a racially restrictive covenant provides, “the surest 

protection against undesirable encroachment and inharmonious use.” 

The manual also said that protections against adverse influences should be 

recorded with the recorder of deeds, and should run “for a period of at least 

twenty years.” The FHA recommended that the restrictions include a 

“Prohibition of the occupancy or properties except by the race for which they 

are intended.” (FHA Manual, 1936, Sec. 284(3)(g)) 

In 1938, the FHA made clear that developers of subdivisions should apply 

racially restrictive covenants to all lots in the subdivision. The FHA also 

recommended that the time of the covenant be extended to twenty-five or 

thirty years. (FHA Manual, 1938, Sec. 980(3))  

After courts began to hold racially restrictive covenants unlawful, the FHA, in 

1947, withdrew provisions encouraging their use. In 1948, the U.S. Supreme 

Court held that states could not enforce racially restrictive covenants in Shelley 

v. Kraemer, 347 U.S. 1 (1948).  

But, in practice, the FHA continued to provide insurance for mortgages in cases 

where a racially restrictive covenant was recorded after the decision in Shelley. 

After intense pressure, the FHA Commissioner eventually announced that the 

FHA would refuse to issue mortgage insurance on a property if a racially 

restrictive covenant was recorded after February 15, 1950.  The FHA, however, 

would continue to provide insurance if the covenant was recorded before that 

date. (CCR Report, 1959, p. 464; Jackson, 1980, p. 208)  

While racially restrictive covenants were not enforceable after 1948, they still 

had a chilling effect on some sellers and buyers of property. And the damage 

done before 1948 was significant. 
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The United States admitted in an amicus brief filed in the Shelley case that 

racially restrictive covenants played a significant role in confining Black 

households to segregated areas and in limiting the available supply of housing 

to Black people. The United States also acknowledged that the FHA played a 

significant role in spreading their use.   

The United States’ amicus brief said, “Racial covenants have a dominant role in 

maintaining and enforcing this pattern of Negro residential segregation. In the 

first place, the wholesale use, in recent years, of racial restrictions in urban 

areas … cuts off those Negroes who can afford to move into a city’s suburbs or 

outlying sections, and artificially removes from availability for Negroes large 

areas open to satisfy the housing needs of the rest of the city’s expanding 

population. More importantly, covenants have frequently been used to fringe 

the established color area, or ‘Black Belt,’ and thus prevent normal expansion 

within the already built-up portions of the city.  

“Chicago, the home of the most intense covenant activity, is perhaps the 

clearest example, with the existing Negro areas hemmed in by a band of 

restrictive agreements, or by commercial and industrial properties.” (U. S. 

Amicus Brief, pp. 31-32) 

The amicus brief also said that by the end of 1947, “It has been estimated that 

80% of the residential area of the city [of Chicago] is already covered by 

covenants; and the strategic location of the restricted region around the 

established Negro zone is clear.” (U.S. Amicus Brief, p. 32, n. 32) 

The brief also discussed the impacts that the racially restrictive covenants had 

on segregation and housing for Black households: 

“Hemmed in by these covenants, [Black neighborhoods] have become highly 

congested, over-used, and largely substandard. As a result, the program of the 

FHA mortgage insurance can have limited application in such areas for purely 

economic reasons. The existence of such covenants outside these constricted 

areas makes it inordinately difficult and often impossible for prospective Negro 

buyers to qualify for FHA mortgage insurance. As a result, the middle income 

market among Negroes and similar racial minorities is largely excluded from the 

benefits of the mortgage insurance program.” (U.S. Amicus Brief, p. 12). 
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Many other federal commissions and researchers concluded that FHA 

contributed to the spread of racially restrictive covenants.  

Charles Abrams, the creator of the New York Housing and Development 

Administration, said in his book Forgotten Neighbors, “FHA succeeded in 

modifying legal practice so that the common form of deed included the racial 

covenant. Builders everywhere became the conduits of bigotry. … The 

covenants became common even in nongovernmental enterprises, for an owner 

never knew when he might want a government insured mortgage on his 

property. Builders of non-FHA operations put in covenants so as not to be at a 

‘disadvantage.’ Soon the covenant was everywhere.” (Abrams, 1965, p. 235) 

In 1958, the U.S. Commission of Race and Housing concluded, “It is a fair 

judgment that FHA’s influence contributed largely to the spread of racial 

restrictive covenants (subsequently declared unenforceable by the Supreme 

Court) and hence to the exclusion of minority groups from wide areas. 

“Indeed, FHA was responsible for the widespread use of racial covenants 

following its creation. One noted authority on housing characterized FHA during 

the thirties and early forties as "a sort of 'Typhoid Mary' for racial covenants." 

(CRH Report,1958, pp. 29-39, 32, 

 A final repost to the Commission on Race and Housing, prepared under the 

direction of Davis McEntire, a professor at the University of California at 

Berkeley, likewise concluded that the FHA gave racial restrictive covenants 

“official sanction and stimulus which they had not had before.” The report said, 

“It is the judgement of observers that FHA’s influence contributed largely to the 

spread of racial restrictions, particularly in newly developed areas, with the 

consequent narrowing of the residence area potentially open to minority 

groups.” (McEntire, 1960, 301) 

 

B. The FHA Condoned Discrimination by Developers in the Suburbs  

While the FHA changed its policy on racially restrictive covenants after Shelley, it 

continued to oppose racially-mixed housing developments in suburban areas 

and continued to provide mortgage insurance to developers who were open 

about their policy to exclude Black people from their developments. This 
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promoted segregation and closed off new housing in many suburban areas to 

Black households, and, in turn, increased the demand for housing in cities.7  

In November 1948, FHA’s Assistant Commissioner W.J. Lockwood commented 

on a proposed interracial housing project in suburban Illinois. He said, “If it is 

therefore apparent, with respect to the particular neighborhood or property 

under analysis, that infiltration will be unacceptable to the local real estate 

market and desirability of properties will be reduced in the market’s mind, then 

this Administration has no alternative but to so recognize the conditions in its 

valuation of specific properties within that sphere of influence.” (Abrams, 1965, 

p. 233) 

Mr. Lockwood added that FHA “has never had a housing project of mixed 

occupancy,” and said, “we believe that such projects would probably in a short 

period of time become all Negro,” and that the FHA must have due regard “for 

the influence of such conditions not only upon a certain parcel of realty but also 

considers the reflection of those conditions upon property owned by other 

citizens.” (Abrams, 1965, p. 223) 

FHA Commissioner Franklin D. Richards justified this decision a few weeks later, 

saying if racial characteristics “indicate probable adverse effects … significantly 

increasing the risk, FHA is not warranted in accepting the risk.” (Abrams, 1965, 

p. 234) 

Clearly, the FHA was still adhering to its view that it was too risky to insure 

mortgages for a racially-mixed housing development in the suburbs of Chicago. 

Also the FHA made clear it would give effect to the racially biased attitudes of 

White suburbanites.8 

Meanwhile the FHA continued to condone discrimination by developers for the 

next decade. In 1959, the Commission on Civil Rights concluded that the FHA 

had done little in the way of providing new housing for Black people in 

suburban areas. (CCR Report, 1959, pp. 465-66) 

The Commission explained, “There the discriminatory practices of the real 

estate business, home building industry, and financial institutions continue for 

the most part unabated. FHA insurance remains available to builders with 

known policies of discrimination. With the help of FHA financing, all-white 

suburbs have been constructed in recent years around almost every large city. 
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Huge FHA-insured projects that become whole new residential towns have been 

built with an acknowledged policy of excluding Negroes.” (CCR Report, 1959, p. 

465) 

The Commission acknowledged that FHA had a policy not to insure loans for 

developers who discriminate, but added that the policy only applied in states 

that had enacted anti-discrimination housing laws. In 1959, there were only five 

such states, and Illinois was not one of them. And in these five states, FHA 

would cease to do business with a developer only if a State agency found that 

the developer violated a State’s antidiscrimination law, and had entered a cease 

and desist order against the developer. (CCR Report, 1959, p. 465) 

But even in these five states, the Commission found, “FHA takes no action on its 

own initiative if the builder practices discrimination. Even if the builder publicly 

announces his intention to bar Negroes from his project, FHA does nothing until 

a ‘valid finding’ of his violation of State law has been made by a State agency. It 

is likely that by the time a particular case is adjudicated by the State agency the 

builder will have completed and sold all the homes on a discriminatory basis.” 

(CCR Report, 1959, p. 466) 

The final report to the Commission on Race and Housing made a similar finding 

in 1960. The report found, “Most large scale and private housing developments 

in the suburbs exclude minority groups. The exceptions are those specifically 

intended for minority groups.” (McEntire, 1960, p. 349) 

Noting that these projects were made possible by government assisted 

financing, the report said, “Government housing policy has indirectly served to 

promote segregation.” (McEntire, 1960, p. 349) 

Likewise, the Commission on Civil Rights concluded in its 1961 report, “Most 

important is the complicity of the federal government in aiding segregated 

housing. The government permits the issuance of credit and loans to builders 

who segregate. The government stops short of requiring equal access as a 

prerequisite to enjoying federal housing benefits. The decision as to whether 

homes are to be segregated or not is still left to local businessmen.” (CCR 

Report, 1961, p. 3)9  

Kenneth T. Jackson in his book Crabgrass Frontier gives this summary of FHA’s 

actions between 1934 and 1960: “FHA also helped turn the building industry 
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against the minority and inner-city housing market, and its policies supported 

the income and racial segregation of suburbia. For perhaps the first time, the 

federal government embraced the discriminatory attitudes of the marketplace. 

Previously, prejudices were personalized and individualized; FHA exhorted 

segregation and enshrined it as public policy.” (Jackson, 1980, p. 213   

President John F. Kennedy attempted to deal with this problem. On Nov. 20, 

1962, he signed Executive Order No. 11,062, which recognized that 

“discriminatory policies and practices based upon race, color, creed, or national 

origin now operate to deny many Americans the benefits of housing financed 

through Financial Assistance.” The order expressly directed all agencies to 

prevent discrimination on the basis of race in connection with loans insured by 

the FHA.  

But the statistics of FHA insured mortgages in suburban areas are stark, both 

before and after the Executive Order. 

 In 1959, less than 2 percent of the FHA-insured housing built in the post-

war housing boom had been available to minorities. (CCR Report, 1959, 

p. 463, n. 46) 

 The difference after the order was minimal. Of the more than 400,000 

houses built after the order, only 3.3 percent had been sold to Black 

families. (1973 CCR Report, 1973, p. 7) 

Mr. Abrams commented on the impact of FHA’s polices in his book Forbidden 

Neighbors in 1985: “FHA policy succeeded in depriving minorities of the housing 

they desperately needed. FHA developments would not have them. … The result 

was accentuation of housing shortages for the people who needed housing 

most, concentration of minorities into older deteriorated sections, pressure 

upon newer areas by minorities seeking space, chaotic competition for 

dwellings between majority and minority, and deepening of tensions between 

classes – one of the most sensitive aspects of American neighborhoods today.” 

(Abrams, 1985, pp. 235-36)  
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C. FHA’s ‘Rating the Location’ Policies Stoked Fears  

and Racial Bias 

In deciding whether to insure a mortgage loan, the FHA not only appraised the 

building that would secure the loan, but it also placed a heavy emphasis on 

evaluating the location – the neighborhood.  Ostensibly, the FHA wanted to 

ensure that the neighborhood would remain stable through the term of a 

mortgage, which would be 25 to 30 years.  

1. FHA’s Underwriting Policies  

Between 1935 and 1947, FHA’s Underwriting Manuals expressly promoted 

racial segregation and instructed that if Black people moved into a White area it 

would depress property values and diminish or destroy the area’s stability and 

desirability.  

In the next dozen years, FHA was more subtle, and instructed its valuators that 

the tendency of “user groups” to seek compatible conditions can diminish or 

destroy neighborhood desirability. Consideration of the “compatibility among 

neighborhood occupants” and homeowners’ attitudes toward “dissimilar” racial 

groups and racial change was deemed essential in assessing the desirability of a 

neighborhood and the degree of mortgage risk. 

If a neighborhood was “undesirable,” it was rated ineligible for FHA insurance.10   

1935 – 1947  

In its 1935 Underwriting Manual, FHA listed the “infiltration of inharmonious 

racial or nationality groups” as an adverse influence, and said the “rapid 

transition to use by a lower class of inhabitants, is to be considered positive 

instability.” The Manual also said that homogeneous neighborhoods should be 

given higher ratings. (FHA Manual, 1935, Sec. 310, 307, 330) 

The 1936 Manual was more expansive. It contained a separate section headed, 

“Rating of Location,” which dealt with determining the degree of mortgage risk 

attributable to a property’s location. It also instructed valuators to assess both 

the current status of a neighborhood and predict its future. (FHA Manual, 1936, 

Part II, Sec. 201)  
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In rating a location, FHA valuators were told to determine whether a location 

was protected from “Adverse Influences,” which the manual said was one of the 

“most important features” in the rating of a location. (FHA Manual, 1936, Part II, 

Sec. 226). 

Section 229 said, “The geographic position of a location may afford in certain 

instances reliable protections against adverse influences.” It said, “natural or 

artificially established barriers will prove effective in protecting a neighborhood 

and the locations within it from adverse influences” such as “lower class 

occupancy, and inharmonious racial groups.” The manual also instructed that a 

location close to a public park or hills or ravines may protect a property from 

infiltration of business and lower social occupancy.” (FHA Manual, 1936, Part II, 

Sec. 229) 

Section 233 provided that the valuator should also consider the “possibility or 

probability” of a location being “invaded” by “incompatible racial and societal 

groups.” That section says in part: 

“The Valuator should investigate areas surrounding the location to determine 

whether or not incompatible racial and societal groups are present, to the end 

that an intelligent predication may be made regarding the possibility or 

probability of the location being invaded by such groups. If a neighborhood is to 

retain stability it is necessary that properties shall continue to be occupied by 

the same social and racial class. A change in societal or racial occupancy 

generally leads to instability and a reduction in values. The protection offered 

against adverse changes should be found adequate before a high rating is given 

to the future.”  (FHA Manual, 1936, Part II, Sec. 233)  

Other provisions were similar. “[T]he presence of incompatible racial elements 

results in a lowering of the rating, often to the point of rejection.” (FHA Manual, 

1936, Part II, 253). The neighborhood will be less desirable if there is a “lower 

level of society or an incompatible racial element…” (FHA Manual, 1936, Part II, 

Sec.266).   

Section 289(1) provided that the valuator should also consider the adequacy of 

civic, social and commercial centers. It states, “Schools should be appropriate to 

the needs of the new community and they should not be attended by 

inharmonious racial groups.” (FHA Manual, 1936, Part II, Sec. 289) 
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Where little or no protection was afforded against adverse influences (e.g., 

racial change), FHA instructed that  its valuators “must not hesitate to make a 

reject rating” of the location, which would require the rejection of an 

application for FHA mortgage insurance. (FHA Manual, 1936, Sec. 226, 202) 

The 1938 Manual contained similar provisions, which remained  in effect 

through 1947.  (FHA Manual, 1938, Sec.  932, 935, 937, 951, 973, 980, 1360, 

1379(6)).   

1947 - 1962 

 In 1947, the FHA used more veiled language in its manual without changing its 

intent. The manual instructed that there was a “tendency of user groups to seek 

compatible conditions” and that that tendency “can sustain and enhance, 

diminish or destroy neighborhood desirability.” FHA told its appraisers it was 

“essential” to understand these attitudes and to understand whether “a 

mixture of user groups” would “render a neighborhood less desirable.” (FHA 

Manual, 1947, Sec. 1306, 1320, 1301(2))11 

As before, the rating of a location included not just a present day assessment of 

the location, but also “a forecast of the changes likely to be experienced at the 

site due to probable neighborhood trends.” (FHA Manual, 1947, Sec. 1302(1). 

Section 1306 said, “The Rating of Location is accomplished by rating seven 

features, six of which are designated as Site Desirability features.” (FHA Manual, 

1947, Sec. 1306(2)).  “The rating of the Site Desirability features involve a 

comparison of the attitudes of the user group toward the desirability of the 

subject location in comparison with all competitive locations. A determination is 

made of the manner in which the members of the user group knowing the 

environmental influences of the subject location and of all competitive locations 

would express their choices in the market, assuming that they were ready, 

willing and capable purchasers.” (FHA Manual, 1947, Sec. 1306(4)).  

One of the factors that Valuators were instructed to consider was the 

compatibility among neighborhood occupants. Section 1320 of the 1947 Manual 

said: 

(1). “COMPATIBILITY AMONG NEIGHBORHOOD OCCUPANTS. The tendency of 

user groups to seek compatible conditions can sustain and enhance, diminish or 
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destroy neighborhood desirability. Neighborhoods constituted of families that 

are congenial, physical conditions being acceptable, generally exhibit strong 

appeal and stability. Consideration of these attitudes is essential in the 

evaluation of the feature Physical and Social Attractiveness.” 

(2). “If a mixture of user groups is found to exist it must be determined whether 

the mixture will render the neighborhood less desirable to present and 

prospective occupants. If the occupancy of the neighborhood is changing from 

one user group to another, or if the areas adjacent to the immediate 

neighborhood are occupied by a user group dissimilar to the typical occupancy 

of the subject neighborhood or a change in occupancy is imminent or probable, 

any degree of risk is reflected in the rating. It is to be noted that additional risk 

is not necessarily involved in such change.” 

Another section of the manual said in the context of rental properties: “The 

presence of incompatible groups in a neighborhood tends to destroy owner-

occupancy appeal.” FHA Manual, 1947, Sec. 1215(4)(d) 

The Rating Grid used by the FHA valuator in rating the location allowed a 

valuator to reject a location if the deficiencies were too great to be acceptable 

or if the risk was too great to be acceptable, according to FHA’s standards. (FHA 

Manual, 1947, Sec. 1308 (1)) 12 

2. FHA’s Impact in the Real Estate Market  

a. Black Expansion into Adjoining Blocks Was Met With Violence 

When Sections 1306 and 1320 were adopted in 1947, most White homeowners 

opposed Black people moving onto their blocks or into their neighborhoods. 

Many fought it, often resorting to violence.  FHA did not try to change or  

address the racial animosity. Instead, the FHA said it was essential to take the 

racial animosity into account in assessing mortgage risk. FHA’s instruction to 

give effect to White people’s attitudes about Black people moving into their 

neighborhood, was tantamount to saying, “Do not insure in racially changing 

areas or areas that might potentially racially change in the future.”  

Due to segregation and a limited supply of housing, most Black households in 

the 1940s and the 1950s were confined to older, overly-crowded areas of 

Chicago. The demand for housing far exceeded its supply. 
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Almost the only place for Black households to expand was “along the periphery 

of existing Negro areas, through the purchase of adjacent White homes and the 

transition of the block or neighborhood from White to Negro.” (CCR Report, 

1959, p. 430.)  

Black areas incrementally expanded block by block. Moving onto an all-White 

block adjacent to a Black block was met with resistance. Leapfrogging to an all-

White area was out of the question.  

During this period, there was widespread White prejudice against Black persons 

in the area of housing. In 1942, 84% of white Americans polled answered “yes” 

to the question “Do you think there should be separate sections in towns and 

cities for Negroes to live in?;” and in 1962, 61% of White respondents agreed 

that “White people have a right to keep Blacks out of their neighborhoods if 

they want to, and Blacks should respect that right.” (Massey, 1993,  p. 49) 

When Black households did seek to move into White areas, White homeowners 

resisted. In her book Family Properties, Beryl Satter, Chair of the Department of 

History at Rutgers University, says, “The late 1940s saw an upsurge of violence 

against Black families who moved into White neighborhoods. While the first 

Black home buyers in Jewish sections of Lawndale [on Chicago’s west side] 

generally remained unmolested, those who moved to White South Side areas 

were not so lucky. Many were subject to arson, vandalism, and shot-gun blasts – 

vigilante attacks that sometimes escalated into full-scale White riots.” (Satter, 

2009, p. 45) 

Prof. Satter recounts that in July 1946, two- to three-thousand White people 

gathered to set fire to a Black physician’s garage and stoned his building after he 

purchased a home in Park Manor, a White neighborhood on the South side of 

Chicago. (Satter, 2009, pp. 45-46) 

In December 1946, a mob of 3,000 White people stoned a moving van, burned a 

cross, and fought off police when the families of two Black war veterans 

attempted to move into Airport Homes, a temporary veteran’s housing project 

in a white South side neighborhood. (Satter, 2009, p. 46) 

In August 1947, 5,000 White people rioted for three nights when a small 

number of Black veterans attempted to move into the Fernwood Park Homes, 
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another temporary housing project for veterans on the South side. It took more 

than 1,000 police to calm the area. (Satter, 2009, pp. 46-47) 

In 1949, 2,000 White people attacked a two-flat building that a Black couple had 

purchased in Park Manor.  (Satter, 2009,  p. 46) 

In 1951, a mob of 5,000 White people tossed Molotov cocktails at a building in 

Cicero, just west of Chicago’s Lawndale community area, when an apartment 

unit had been rented to a Black family. The riot was quelled by the National 

Guard. (Satter, 2009, pp. 45-46; Travis, 1989, p. 132) 

In Making the Second Ghetto, Race & Housing in Chicago, 1940-1960, Arnold R. 

Hirsch, then a Professor at the University of New Orleans, recounts many of 

these incidents and goes into detail on the racial transition that took place on 

the south side of Chicago. He described racial transition on the south side as “a 

bitter house-by-house guerrilla war. “ (Hirsch, 1983, p. 194). 

While racial transition may have been more orderly in certain areas of the West 

side, that area too was marked by significant violence. In her book Block by 

Block, Neighborhoods and Public Policy, Amanda J. Seligman, then an associate 

professor at the University of Wisconsin,  said, “White west siders did not 

immediately flee. Instead, their initial response to Black in-migration was to 

defend their community’s racial homogeneity. Their tactics ranged among mob 

violence, organized but peaceful resistance, hostility to individual African-

Americans, and appeals to other White residents to remain in the area.” 

(Seligman, 2005, p. 5) 

In the late 1950s, Prof. Seligman said, Black families moving into the west side 

“continued to encounter threats and violence as frightening as that in other 

areas of Chicago, if ultimately not as sustained.” (Seligman, 2005, p. 167)   

In February 1957, a Black family bought a two-flat  in the 300 block of South 

Homan on Chicago’s west side. When they moved in their furnace was 

destroyed. In September their garage was burned down, their car was set on 

fire, large staples were shot through their windows.  (Seligman, 2005, p. 167)   

In July 1957, a crowd of about 1,000 White people gathered around a building in 

the 3700 block of West Polk in the North Lawndale community area on 
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Chicago’s west side, which was recently purchased by a Black family. The mob 

broke windows in the home. (Seligman, 2005, 167)  

In September 1957, a Black family bought a home in the 4100 block of West 

Cullerton in North Lawndale. A rock was thrown through the window and 75 

White people gathered two doors away. The family experienced “intermittent 

terror activities” over the next several months, among them a small bomb that 

exploded in the alley, and a fire across the street. (Seligman, 2005, p. 168)  

In August 1959, a mob of between one- and four-thousand people gathered 

outside the building purchased by a Black family in the 4300 block of West 

Jackson. Some threw stones and bricks at the building; police sent in several 

hundred officers. (Seligman, 2005, p. 169) 

The Chicago Urban League tracked racial violence in Chicago in the 1950s. 

Between 1956 and 1958, there were 256 reported incidents of racial violence, 

including five deaths and 38 cases of arson. Of those, 176 were attacks by White 

people on Black people, and 58 were attacks by Black people on White people. 

(CCR Report, 1959, p. 431)  

The accompanying Map No. 2, reproduced from the 1959 Civil Rights 

Commission Report, illustrates that the violence occurred in areas where there 

was racial transition. (CCR Report, 1959, pp. 434-35) The violence was clustered 

around the Community Areas East Garfield, North Lawndale, Near West Side, 

Englewood, Auburn Gresham, Park Manor, Chatham, and South Deering. 

Given FHA’s directive to take White people’s attitudes about racial change into 

account in rating the location for mortgage risk, it is more than likely that the 

FHA Chicago office deemed these areas where violence was occurring in the late 

1950s as ineligible for FHA mortgage insurance.   

The FHA bears at least some responsibility for White people’s attitudes and the 

violence. In Forbidden Neighbors, Charles Abrams describes the FHA’s role as 

follows: “Houses new and old had long belonged to many who had never known 

race fear: war veterans who had fought side by side with Negroes, Italians, 

Jews, Catholics, Mexican-Americans, and Puerto Ricans; workers who stood at 

machines with them and joined the same unions. They now learned from a 

government agency that it was right to fear people of this sort and keep them 

out of neighborhoods. 



Map No. 2
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“The dissemination of racial and religious fears and anxieties, created a 

neighborhood climate often bordering on hysteria. Owners would put up their 

property for sale in panic at the first glimpse of a Negro in the neighborhood. If 

FHA policy did not sanction violence, it inspired it.  

“It is difficult to determine why prejudice functions, why mobs of homeowners 

and their teen-age children stone, bomb, or burn buildings. One thing is certain. 

The publication of anti-racial doctrine by a federal agency established official 

justification for prejudice and gave the semblance of right to lawlessness. … The 

evil that FHA did was of a peculiarly enduring character.” (Abrams, 1955,  p. 

235. See also, Gordon, 2005, pp. 190, 219-20; Satter, 2009, p. 45)13 

 

b. Brokers Would Not Sell on an All-White Block 

Real estate brokers in Chicago had a long-established policy of not selling 

property to a Black person on a block occupied by White people. This practice 

continued through at least 1960. (CCR Report, 1959, p. 515)   

FHA’s underwriting policies clearly supported the brokers’ policy up through 

1947 and after that, at the very least, condoned it and gave it effect.   

Ralph B. Robinson, the CIO of the Cook County Industrial Union, testified in 

hearings before the Civil Rights Commission in 1959 that there was a well-

known gentlemen’s agreement: “In essence it is an understanding that no real 

estate dealer will sell to a nonwhite in any block, until the block has been 

‘cracked’ by the presence of a Negro family there by some other means. The 

real estate dealer who violates this agreement is punished severely by the 

industry.” (1959 CCR Report, 1959) 

Other people testified in hearings before the Civil Rights Commission that the 

few brokers who violated the agreement “are suddenly hit by Insurance 

cancellations, rigid building code enforcement, sudden, fierce competition for 

their listings, and even social ostracism. Behind all this is an efficient . . . 

information gathering system that reduces to a bare minimum the possibility of 

sneak sales, or even private sales to nonwhites. Most such sales are known to 

the industry while they are in progress, and their completion interfered with in 

every way possible." (CCR Report, 1959, p. 515)  
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Rose Helper, while a doctoral student at the University of Chicago, conducted 

an extensive study of real estate brokers’ views and practices in the late 1950s.  

She conducted interviews of 121 real estate brokers who worked in three areas 

on Chicago’s south east side:  area A – the south part of Kenwood and Hyde 

Park, area B – Woodlawn; and area C – South Shore. She completed her study in 

1958, and supplemented it in1964 -65. (Helper, 1969, pp, 26-31)14 

She said, “Of the firms and independent brokers that deal with Negroes, few 

will deal with them without some form of restriction – the main restriction 

being their unwillingness to sell property in a white area or block to a Negro.” 

(Helper, 1969, p. 39) 

When asked if they would sell property to Black persons in an area where there 

were no Black persons, “Most respondents first gave a flat no.” Her report says, 

77% of the brokers in the Hyde Park/Kenwood area said “no;” 77% in Woodlawn 

said, “no;” 95% in South Shore said, “no.” (Helper, 1969, p. 39).  

She said the Hyde Park/Kenwood and Woodlawn areas were no longer 

considered White in the mid- or late-1950s, and the brokers monitored racial 

movement by streets and blocks. Brokers thus adhered to various conditions 

that had to be met before they would sell a residence to a black person. Ms. 

Helper described the conditions as follows: “(1) when the residents of the area 

are prepared to accept them; (2) when some Negroes are already in the 

neighborhood, and there is no trouble; (3) when there are five  or six in the 

area, and people put properties up for sale to any desirable family; (4) when the 

neighborhood is 25 percent Negro, and the owners ask the broker to sell; (5) 

when the neighborhood is 50 percent Negro; (6) when the neighborhood is at 

least 60 per cent Negro; and (8) when the neighborhood is 100 per cent Negro.” 

(Helper, 1969, p. 40) 

Brokers in South Shore focused on the area as a whole, as well as the block, 

possibly because the area was still largely White, Ms. Helper said. Brokers in this 

area applied more stringent conditions to sell to a Black household. Some said 

they would only sell to a Black family after one house on the block had been 

sold to a Black family and there were other Black homeowners already in the 

area and there was police protection and the trend was inevitable. Some said 

they would only sell to a Black family if there were four or five Black families on 
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the block, and the neighborhood was obviously changing, and the people know 

racial transition was inevitable. (Helper, 1969, pp. 40-41)  

Dempsey Travis, the owner of Travis Realty Company and Sivart Mortgage 

Company  and president of Dearborn Real Estate Board, a professional 

association for Black realtors, testified in the hearings before the Civil Rights 

Commission in 1959 that brokers would not sell to a Black family until there 

were five Black families on a block. Once that threshold was reached, he said “a 

‘gold rush’ type atmosphere is created by a large number of White and Negro 

brokers converging on this one block to list the other available buildings.” (CCR 

Report, 1959, p. 517) 

 

c. Lenders Would Not Lend in Black or Racially Changing Areas 

Even if a broker agreed to introduce Black households to an area, there was 

another roadblock. Lenders refused to make loans to Black people buying 

homes in racially changing areas.   

Here again FHA’s underwriting policies supported, or at the very least 

condoned, these lending practices. And as a practical matter, if the FHA 

determined that a neighborhood was too risky to lend in, lenders took their cue 

and also wrote off the area. 

The Civil Rights Commission said in its 1959 Report, “In Chicago this was called a 

‘Gentlemen's Agreement.’ A Negro will generally not be considered for a loan by 

a White institution unless there are already a certain number of nonwhites 

residing in the immediate vicinity.” (CCR Report, 1959, p. 514)   

The President of the Chicago Mortgage Bankers Association, Edward Asmus, 

testified before the Commission, “Mortgage lenders might be subject to 

nullification if they are the ones who start a movement into a community. 

Furthermore, there is a danger of damage to the property which no lender 

wants to be involved in.” (CCR Report, 1959, p. 514) 

Mr. Travis testified that a study conducted by the Dearborn Real Estate Board 

showed that out of the 243 savings and loan associations in Cook County (only 

two of which were Black owned), only 21 were willing to make loans to Black 

households wishing to buy a home in an all Black neighborhood. Out of the 241 
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White-owned savings and loan associations, only one made a mortgage to a 

Black family moving into a White neighborhood. (CCR Report, 1959, p. 514, n. 

40)  

Scott Tyler, a Black appraiser, worked in the real estate industry in Chicago 

starting in about 1951. He testified in the CBL trial that during the 1950s “there 

was very limited financing available” to Black people, and it was primary 

available only through four or five Black-owned institutions. He said the largest 

of these had only about $6 million available for making loans, so its lending 

capacity was “very limited.” (Tyler, 1976, pp. 4952-53, 4968)  

In her study of Kenwood, Hyde Park, South Shore, and Woodlawn, Rose Helper 

distinguished between making loans to Black households in Black areas, and 

making loans to Black households that were moving into White areas.  

She found that few lending agencies made loans to Black people in Black areas. 

She also found that lenders did not make loans at all to Black households 

moving into White areas. She said, “A loan from an agency for a sale to a Negro 

in a White area is out of the question in the opinion of all respondents.” 

(Emphasis in original). (Helper, 1969, pp. 166-67, 171, 337) 

She quoted one broker as saying, “The greatest difficulty in obtaining a loan for 

a Negro buyer occurs in the older or blighted areas and in areas where Negroes 

are not yet present or are just entering: ‘You try and get yourself a mortgage in 

this area and let the financial institutions tell you what they think about it. Let’s 

drop it at that,’ and ‘It’s very difficult, very tough. There’s definite discrimination 

toward financing for Negroes.” (Helper, 1969, p. 166). 

1n 1971, the Center for Community Change and National Urban League, 

published a report, The National Survey of Housing Abandonment. For Chicago, 

the report focused on two Community Areas, Lawndale and North Woodlawn. 

The report said that the racial transition in Lawndale, which occurred in the late 

1950s, was “accompanied by a vast amount of property speculation and 

exploitation by blockbusters and real estate speculators.” In Woodlawn, the 

study said, the racial transition  during the late 1940s and early 1950s, “was 

considerably more gradual and not accompanied by the more flagrant forms of 

speculation and exploitation.” (National Urban League, 1971,  pp. 36-40) 
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The report said, “There has been virtually no new capital flowing into Lawndale 

for the past ten years or into Woodlawn for the past fifteen. … We were told by 

real estate people that the availability of funds was non-existent not only in 

neighborhoods like Woodlawn and Lawndale, but also in neighborhoods that 

were considered potential Woodlawns and Lawndales. These neighborhoods 

extended to areas which are 100 percent White but lie on the fringes of 

transition neighborhoods.”  (National Urban League, 1971, pp. 39-40) 

 

d. Speculators Filled the Void 

The violence, the tacit agreements among brokers not to sell properties in 

White areas to Black households, the refusal of lending agencies to make loans 

in areas that were about to racially change or were racially changing, and FHA’s 

rejecting racially changing areas created a void. Blockbusters, panic-peddlers, or 

speculators took advantage of the situation to buy homes from White people in 

those areas at depressed prices, and to sell them at exorbitant prices to Black 

households on installment contracts.  

In  Making the Second Ghetto, Prof. Hirsh described the racial transition in 

Chicago as follows: 

“As the expanding Black Belt approached white residential areas, those 

neighborhoods entered what realtors called a ‘stagnant’ period. Whites no 

longer bought homes in the community and blacks had yet to make their first 

appearance. Rents and purchase prices were lowered in the futile attempt to 

attract White residents, lending agencies refused to grant mortgages to Whites 

in such ‘threatened’ areas, and, of course they demurred in providing financing 

to the first Blacks to ‘break’ a block. With the future of the area uncertain and 

income restricted, landlords and homeowners often cut back on the 

maintenance of their properties. Deterioration thus frequently set in before 

Blacks moved into the community. Vacancies began to appear and the 

economic pressures of the dual housing market pushed white property owners 

to rent or sell to Blacks. It was at this point the real estate speculator entered a 

neighborhood.” (Hirsch, 1983, p. 31)  

“The speculator filled the vacuum created by the reluctant lending agencies and 

realtors. Whites in transition areas sold their properties to them for several 
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reasons. First, the White seller often did not want to deal directly with Blacks or 

thought he could ‘save face’ in the community by selling to another White. 

Second and probably more important, the speculators had more cash to offer 

than did the typical Black buyer. … Blacks dealt with speculators because they 

had difficulty in securing their own financing.” (Hirsch, 1983  p. 31; see also, CCR 

Report, 1959, pp. 166-8) 

The tactics used by blockbusters included notifying White homeowners that 

racial change was impending; recruiting Black people to walk and drive through 

the neighborhood, signaling their interest in the area; bringing Black people into 

the yards of absent residents; writing residents advising them it would be wise 

to sell quickly; attempting to frighten them into being the first to sell; placing 

phone calls telling them their neighbors had sold to Black people. (Seligman, 

2005, p. 157).  

“After the first sale on a block to a Black household, white homeowners began 

to panic, accepting lower offers for their homes,” said Prof. Seligman in her 

book Block by Block. “The financial loss that whites experienced when they sold 

their homes facilitated the perception that Blacks lowered property values.” 

(Seligman, 2005, p. 157).  

After buying low from White households, the speculator would sell to a Black 

family at an average mark up of about 74%.  (Hirsch, 1983, p. 32) The average 

markup charged by speculators who sold properties to Black homebuyers in the 

Contract Buyers League case was about 75%. 

In addition, the speculators sold on installment contracts, under which they 

retained title until all payments on the contract were made. If a Black family 

missed one payment, the speculator could evict them and keep all the 

payments that had been made, and resell the property to  another family. 

Pro. Hirsch reported that about 85% of the homes sold to Black people in 

transitional areas in Chicago were on installment contracts. (Hirsch, 1983, p. 32) 

In an article, Confessions of a Block-Buster, that appeared in the Saturday 

Evening Post in 1962, a block buster who operated on Chicago’s South and West 

sides said, “I specialize in locating blocks which I consider ripe for racial change. 

… Whites already there have been conditioned to the insecurity by the 
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inevitable march of the color line in their direction. This makes these blocks 

setups for the quick turnover, large volume and the large profits that I like.”  

“You can’t appreciate the psychological effect of such a color-line march unless 

you have seen it. First, Negro students begin enrolling in neighborhood schools. 

Then, churches and businesses in the area quit fixing up facilities as they 

normally might. Parks which have been all white suddenly become all Negro. A 

homeowner applies to his bank for a home improvement loan and is turned 

down. ‘Too close to the color line,’ he is told. …  Because lending institutions 

always blacklist an area for regular mortgages when change appears imminent, 

whites can’t buy there if they want to.” 

To bust a block the speculator said he mailed post cards to all homeowners on a 

block offering to buy their home for cash. He and an associate would then ring 

on doorbells and repeat the offer. His associates would continue to do this. He 

would try to drive down the price paid to the first White homeowner who sold 

on a block. White homeowners who sold later received less. 

“I made my money – quite a lot of it, incidentally – in three ways: (1) By beating 

down the prices I pay the white owners by stimulating their fear of what is 

about to come; (2) by selling to the eager Negroes at inflated prices; and (3) by 

financing these purchases at what amounts to a very high rate of interest.” 

The blockbuster acknowledged that he was told that by charging a high price he 

was forcing Black families to overcrowd their buildings by renting out part of 

them or by skimping on maintenance, and thus “starting the neighborhood on 

the way to blight.” He said he was also told that fathers had to take two jobs 

and mothers with young children had to work to meet the payments. 

“Even so,” he said, “the number of Negro buyers who default on their payments 

is small. When it does happen in my own business, it is no loss to me, since I 

retain title to property until contracts are competed. I keep all the payments 

until that time, evict the owners and either rent the building or resell it on 

about the same terms.”  

“Lending institutions’ ‘no-Negro’ or ‘no-integrated area’ loan policies further 

perpetuate the trend, restricting Negroes to blocks we bust and forcing them to 

rely mainly on our contract sales for financing.” 
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The Chicago Police Department also appears to have played a role. The 

blockbuster said, “The police put down violence promptly in any blocks which 

are busted in a ‘permissible’ area. Yet, if a Negro is leapfrogged into a home 

beyond this zone, the protests somehow always get out of hand.”                     

Real estate speculators took advantage of the dual housing market to sell 

homes to Black families at excessive prices on onerous terms. 

 

3. The Self-fulfilling Prophecy  

Many researchers have criticized FHA’s teaching that property values decline 

when Black households enter an-all White neighborhood as being unfounded, 

racist, and a self-fulfilling prophecy.  

In what has been regarded by many as the most expansive study on the issue, 

Luigi Laurenti analyzed the impact of race upon sales prices of property and 

reported the results in his book Property Values and Race.  In conducting his 

study, which was commissioned by the U.S. Commission on Race and Housing, 

Laurenti attempted to isolate the effects of racial change upon property prices 

from the other effects of all other causal factors. Laurenti found that over four 

calendar quarters, non-White entry into an area caused property values to 

increase 3.5 times more often than it caused them to fall. He also found that the 

increase did not depend on the magnitude of the influx of non-White people. 

(Laurenti, 1960)  

In “An Economic Analysis of Property Values and Race (Laurenti)” (1960), 

Anthony Downs, a professor at the University of Chicago and the Chair of the 

Real Estate Research Corporation of Chicago, said Laurenti’s study was “the 

most comprehensive, thorough, and scientific analysis ever made concerning 

the impact of race upon sales of price of property.” He summarized the study’s 

major conclusion as follows: “nonwhite entry alone – as distinguished from such 

changes in physical use as increased density – rarely causes residential property 

to all in price, and quite often causes it to rise.” (Downs, 1960, p. 181 ) 

He acknowledged that critics could argue that Laurenti’s conclusions “do not 

apply to areas such as Chicago where racial change is almost always associated 

with higher density and lower maintenance standards. Under these conditions, 
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nonwhite entry seems to lead directly to neighborhood deterioration, with its 

ensuing declines in property prices.” (Downs, 1960, p. 187) 

Prof.  Downs, though, took issue with this argument, saying it is bound up with 

“a belief that nonwhite entry into an area always leads to falling prices – a belief 

which Laurenti’s study decisively disproves.” (Downs, 1960, p. 187) 

Prof. Downs continued, “When this erroneous belief is accepted by white 

homeowners, they strongly oppose entry of nonwhites into all-white areas of 

decent housing because they fear falling prices. Such opposition keeps 

nonwhites bottled up in ghettos and makes the density in them so high that 

whenever a new border area opens up for nonwhite settlement, it is flooded 

with residents far beyond its capacity to house decently. This process tends to 

confirm the original (but erroneous) belief that nonwhite entry is invariably 

accompanied by rising density and falling values. A vicious circle is created 

founded on what Robert Merton has labeled a self-fulfilling prophecy.” (Downs, 

1960, p. 187-88 ) 

Many researchers have alluded to Laurenti’s study and have provided slightly 

different scenarios of the self-fulfilling prophecy. They each summarize how 

racist attitudes, segregation, and redlining created a vicious cycle that limited 

the supply of housing for Black households, confined Black households to 

segregated areas, cut off financing to Black households, led to overcrowding, 

and accelerated neighborhood decay.    

Karl and Alma Taeuber, in their 1965 book, Residential Segregation & 

Neighborhood Change, said the view that property values will decline if Black 

households move into an area, “is a persistent myth,” and that it “may 

represent a self-fulfilling prophecy.” (Tauber, 1965, p. 21) 

The Taubers described the self-fulfilling prophecy as follows: 

“When a few Negro families do come into a white neighborhood, some more 

white families move away. Other Negroes hasten to take their places, because 

the existing Negro neighborhoods are overcrowded due to segregation. This 

constant movement of Negroes into white neighborhoods makes the bulk of the 

White residents feel that the neighborhood is doomed to be predominantly 

Negro, and they move out – with their attitudes against the Negro reinforced. 

Yet if there were no segregation, this wholesale invasion would not have 
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occurred. But because it did occur, segregational attitudes are increased and 

the vigilant pressure to stall the Negroes at the borderline is kept up. 

 “None of the prevalent theories of the relationships between race and property 

values is based on an adequate assessment of the facts. …  The housing 

speculator may be able to sell to Negroes at prices above fair market value, and 

to induce sufficient panic or fear of falling prices among the white residents that 

he is able to buy from them at prices below fair market value. The fact that such 

a neighborhood turns from white to Negro occupancy is then a result of 

deliberate market machinations. Whether housing values in such a 

neighborhood return to a normal pattern over the long run is never considered. 

If prices decrease and the neighborhood deteriorates, it may be the 

continuation of a trend that began prior to Negro occupancy, or it may result 

from the speculator’s lack of concern with good real estate practice in matching 

housing to the ability of the family to pay for it, and in maintaining the property 

and the neighborhood.” (Tauber, 1965,  pp. 21-22). 

In “Family Properties” Prof. Satter concludes that FHA’s polices “inflamed White 

resistance to Black neighbors,” and contributed to the self-fulfilling prophecy. 

She gave a different variant than the Taubers:  “In the FHA’s view, the presence 

of a single Black family was reason enough to refuse to insure a mortgage or 

home improvement loan to an entire block. The redlining of a block could spell 

its doom, since property owners there could neither obtain loans to improve 

their homes nor sell them to the typical buyer who used a mortgage to 

purchase properties. Whites now had a motive to keep Blacks out that went 

well beyond amorphous attitudes about the ‘decline of the human race’ – racist 

fears that could potentially be countered by knowledge and goodwill. Instead, 

since of presence of a single black family usually led to mortgage redlining, 

Whites had a powerful economic incentive to keep such families out.” (Satter, 

2009, p. 45) 

The Commission on Civil Rights in its 1973 Report likewise said the fear that 

property values would decline if Black households move into a neighborhood 

was unfounded and could be a self-fulfilling prophecy. The report explained, 

“The financing of home purchase and improvement is crucial to the stability of 

property values in an area. The availability of loans is influenced by the lenders' 

attitude toward race and property value. The practice of ‘redlining’ by lenders 
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can be the cause of decreasing property value.”  (CCR Report, 1973, pp. 11, 13-

14) 

In an article published in the Yale Law Journal, Adam Gordon lays much of the 

blame at FHA’s feet. He says, “The FHA encouraged housing segregation, … and 

the FHA insurance guidelines cemented in the American mind that Whites could 

prosper only by living separately from Blacks, and that Blacks moving into a 

neighborhood signified imminent price decline.” (Gordon, 2005, p. 190)   

He says the FHA also “made Americans think of residential segregation as the 

norm, even though in the early twentieth century that had not been the case. It 

also made Americans conceive of racial change as leading to a decline in 

property values, thus inspiring the ubiquitous, panicked selling when Blacks 

started to move into neighborhoods, even though it was not necessarily the 

case that property values actually declined. … [The FHA] helped institutionalize 

neighborhood segregation. The harms of residential segregation have been well 

explained. Many of these harms can be attributed to the FHA’s role in making 

residential segregation the norm in American culture.” (Gordon, 2005, pp. 219-

220) 

 

D. FHA’s Policies Warned That Central City and Older Areas Were Suspect and 

High Risk 

FHA’s first few Underwriting Manuals contained provisions that instructed field 

offices to designate central city areas and older sections of a city as ineligible for 

FHA insurance. Later ones warned that older areas were high risk areas for a 

variety of reasons. Because most Black households in Chicago were confined to 

central City areas and older sections of the City, these policies had the effect of 

depriving them of the benefits of FHA mortgage insurance.   

The irony is that FHA’s policies played a significant role in segregating and 

confining most Black households in the central City areas and older sections of 

Chicago – areas that the FHA essentially redlined,  

1936-1947 

FHA’s 1936 Underwriting Manual expressly instructed that a field office should 

designate central city areas as “ineligible area[s]” for FHA mortgage insurance. It 
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said “the central downtown core of the city … can usually be outlined and 

considered an ineligible area. … Central downtown core areas include the 

business and commercial sections of the cities as well as the slum and blighted 

areas which almost invariably surround downtown sections of major areas.” 

(FHA Manual, 1936, Part II, Section 208) 

The 1938 Manual likewise provided, “The central downtown area can usually be 

outlined and considered ineligible. … Central reject areas include slum and 

blighted areas, as well as the central business and commercial sections of the 

City.” (FHA Manual, 1938, Sec. 911) 

The 1938 manual also cautioned against insuring in older areas of the City. 

Section 909(c) provided, “Interior locations and border locations in less favored 

directions have a tendency to exhibit a gradual decline in quality. 

Neighborhoods not in the paths of city growth usually lack marketability and 

tend to deteriorate. There appears to be an inevitable process of infiltration by 

lower class occupancy into such districts.” (FHA Manual, 1938 Sec. 909(c)). 

These provisions remained FHA policy until 1947. By then much damage was 

done. FHA had redlined central city areas and older areas in Chicago for more 

than a decade, and ten years of disinvestment undoubtedly took a toll, and 

contributed to the decline of those areas. (FHA Commissioner Letter Nos. 38 

and 63, 1967; Krimmel, 2017; Aaronson, 2018)  

1947-1958 

The 1947 FHA Manual instructed that older areas and areas not in the path of 

growth tend to deteriorate and transition to a “lower occupancy.” The manual 

also instructed that areas that were crowded were less desirable and often 

hasten changes to a “lower occupancy.” 

Section 1302(1) instructed in a section dealing with the development of cities, 

“[B]oth new and old residential districts undergo change in quality which is 

directly related to the changing user groups that come successively into 

occupancy. The trend of neighborhood stability usually lies in the same 

direction as the movement of the most stable user groups. As families rise 

above the economic status of their neighbors, they tend to move to better 

districts. The city pattern then becomes the result of the competition of uses for 
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locations and the historical succession of those uses.” (FHA Manual, 1947, Sec. 

1302(1)) 

Section 1302(2) said, “Interior locations and outlying locations in less favored 

directions generally exhibit a gradual decline in quality.” Section 1303(1) said, 

“Neighborhoods not in the path of city growth usually are limited in 

marketability and tend to deteriorate.”  (FHA Manual, 1947, Sec. 1302, 1303)) 

Section 1314, headed “Character of neighborhood structures,” said: (1) the age 

and quality of buildings affect the stability and attractiveness of a 

neighborhood; (2) “Changes in occupancy of the older properties bring 

premature changes to the newer ones. Old dwellings frequently tend to be 

poorly maintained. Age brings deterioration and disintegration; cost of 

maintenance and repair increases; and the rate of transition to lower occupancy 

is accelerated because the properties have become less desirable to their 

owners.” (3) “Unsubstantial construction, subject to a rapid deterioration and 

excessive maintenance costs, hastens the transition to a lower user group and 

thus increases the mortgage risk. Crowded neighborhoods lessen desirability 

and hasten changes in occupancy.” and, (4) “[A]ge usually brings obsolescence.” 

(FHA Manual, 1947, Sec. 1314)  

These provisions, which remained in place through at least 1958, took a dim 

view of older and central city areas. These provisions essentially described the 

only areas that were available to the vast majority of Black families in Chicago, 

and provided a basis to write them off and to declare them ineligible for FHA 

insurance.  

Another important factor is that the FHA set minimum requirements for lot size, 

for setbacks from the street, for separation from the adjacent homes, and for 

the width of the home. These requirements favored new housing in the 

suburbs, but excluded many types of housing that were prevalent in older cities. 

(Jackson, 1985, p. 208)15  

Many FHA administrators and federal agencies acknowledged in the mid-1960s 

that the FHA abandoned, or redlined, central city areas and older areas in major 

cities throughout the country.   

On Nov. 8, 1965, the FHA Commissioner, Philip E. Brownstein, expressed 

concern that the FHA pulled out of older, inner-city neighborhoods, which 
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accelerated the decline of those neighborhoods.. In Commissioner Letter No. 38 

sent to all FHA Insuring Offices he said, "In some instances, there has been 

hesitancy on the part of insuring offices to make FHA programs available in 

older neighborhoods. An automatic exclusion of neighborhoods merely because 

they are older can result in the shutting off of capital investments in these 

neighborhoods. Unavailability of capital, in turn, accelerates decline."  

Later, the Assistant Secretary FHA Commissioner explained his concerns about 

redlining inner-city areas: "I shared the concern of many others that the 

unavailability of mortgage credit in inner-city areas was not only accelerating 

decay, but also was making it virtually impossible to bring back communities 

even where the residents had strong desires and motivation to upgrade their 

living accommodations. This had been brought about by a red-lining procedure 

which let it be known to the lending community that the Federal Government 

was unwilling to make its mortgage credit programs available because of the 

high risk factor. This would automatically cause lenders to assess their own 

activities and generally they would likewise proscribe such areas from mortgage 

activity. As a consequence, the only way that housing could be financed in such 

restricted areas was through the use of very onerous credit terms such as 

installment contracts, very large equity payments, and second mortgages.”  

Many FHA offices ignored the directive contained in Commissioner Letter No. 38 

and continued to exclude many inner-city areas, including those “in which the 

economic life of the area seemed unstable by middle-class real estate 

standards.” (CCR Report, 1971, p. 81)   

On July 31, 1967 FHA Commissioner sent a follow up letter to FHA Personnel, 

Commissioner Letter No. 63, that prohibited designating entire communities or 

areas as ineligible for participation. The letter said, “An automatic exclusion of a 

community or neighborhood merely because it is old can result in the shutting 

off of capital investments in these areas.”  

In 1968, the National Committee on Urban Problems said in a section of its 

report dealing with redlining, “This tendency to neglect the poor has been 

reinforced and partially extended by the FHA tendency to shun the central cities 

and concentrate on the suburbs. The experience of members of the Commission 

and others convinced us that up until the summer of 1967, FHA almost never 
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insured mortgages on homes in slum districts, and did so very seldom in the 

‘gray areas’ which surrounded them. Even middle class residential districts in 

the central cities were suspect, since there was always the prospect that they, 

too, might turn as Negroes and poor whites continued to pour into the cities, 

and as middle and upper-middle income whites continued to move out. 

“The result was a general, even if unwritten, agreement between lending 

institutions and FHA that most of the areas inside the central cities did not have 

a favorable economic future, and that their property values were likely to 

decline. Each group blamed the other for the failure to help the cities. 

Apologists for FHA asked how could they be expected to insure mortgages if the 

lending institutions would not lend. The lending institutions asked how they 

could be expected to lend if the FHA would not insure the mortgages. Each 

passed the buck to the other. 

“There was evidence of a tacit agreement among all groups – lending 

institutions, fire insurance companies, and FHA – to block off certain areas of 

cities within ‘red lines,’ and not to loan or insure within them. The net result, of 

course, was that the slums and the areas surrounding them went downhill 

farther and faster than before.” (NCUR Report, 1968, p. 100) 

 Kenneth T. Jackson in his book Crabgrass Frontier said between 1934 and 1960 

the FHA “helped turn the building industry against the minority and inner-city 

housing market,” and “Whole areas of cities were declared ineligible for loan 

guarantees … The lasting damage done by the national government was that it 

put its seal of approval on ethnic and racial discrimination and developed 

policies which had the result of the practical abandonment of large sections of 

older, industrial cities.” (Jackson, 1985, 213, 217) 
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III. FHA Underwriting Manuals Laid the Foundation for Redlining  

FHA’s first underwriting manual required FHA insuring offices to classify areas 

on a map according to four risk categories and to designate the highest risk 

category as ineligible for FHA insurance. Subsequent manuals set up a process 

to designate entire areas of a city as ineligible for FHA insurance and to 

automatically reject applications for insurance in those areas – in essence to 

redline them. The manuals said this should be done to promote efficiency and 

to save time. 

A. Early HOLC and FHA Redlined Maps 

In the latter part of the 1930s, the Home Owners Loan Corporation (HOLC), an 

arm of the Federal Home Loan Bank Board, drew maps to show the risk of 

making mortgage loans in designated areas in more than 200 cities in the 

United States, including Chicago. The process took into account the age and 

quality of housing in the area, the racial and ethnic makeup of the 

neighborhood and other factors. 16  

Areas were given one of four grades: “A” areas were described as 

“homogeneous,” and in demand as residential areas during “good times or 

bad.” Areas rated “B” were “still desirable.” They had “reached their peak,” but 

were expected to remain stable for many years. “C” areas were characterized by 

age, obsolescence, and change of style, expiring restrictions or lack of them, an 

“infiltration of a lower grade population.” “D” areas were those in which the 

things taking place in the “C” neighborhoods have already happened,” and “are 

characterized by detrimental influences in a pronounced degree, undesirable 

population or an infiltration of it.” (Jackson, 1985, p. 197-98; Krimmel, 2017, p. 

36) 

Black neighborhoods “were invariably rated” in the “D” category. (Jackson, 

1985, p. 198)   

Jacob Krimmel, with the Wharton School at the University of Pennsylvania, 

found in a study of the maps prepared by HOLC for 52 cities that “86% of 

African Americans lived in a redlined neighborhood in 1940, despite the fact 

that Blacks constituted only 8% of the (sample) population. By contrast, only 

one in three Whites (35%) lived in redlined areas despite making up over 90% of 

the 1940 sample population.” (Krimmel, 2017, p. 2) 
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Prof. Krimmel analyzed HOLC’s map for Chicago. He found that HOLC rated the 

areas where 98% of Black people lived in Chicago as “D,” compared to rating the 

areas where 35% of White people lived as “D.” Thus, HOLC put 98% of Black 

people in Chicago in redlined areas. (Krimmel, 2017, p. 37).  

In the accompanying HOLC map prepared for Chicago, Map No. 3, the areas 

shaded green are  category A, the ones shaded blue are category B, the ones 

shaded yellow are category C, and the ones shaded red are category D. (Source: 

Mapping Inequality) 

 Some researchers say that HOLC’s maps  influenced FHA’s early underwriting 

policies and the mapping done by FHA in the mid-1930s. In an article 

“Nationality and Neighborhood Risk at the Origins of FHA Underwriting” (2010), 

Jennifer S. Light, then an assistant professor of Communication Studies, History 

and Sociology at Northwestern University, said there is “ample evidence that 

the HOLC and the FHA “exchanged ideas,” and that FHA’s  records indicate that 

it kept HOLC’s maps on file in constructing its Economic Data System. (Light, 

2010, p. 671, n. 85; See also Jackson, 1985, pp. 203, 215; Jackson 1980, p. 430, 

449, n. 30) 

In a detailed analysis, Amy E. Hillier, a research associate at the Cartographic 

Modeling Laboratory and a lecturer at the University of Pennsylvania, says FHA 

“definitely” had access to HOLC’s maps, but adds that the FHA had access to a 

lot of other information in evaluating neighborhood risk. She concluded, “The 

fact that FHA had its own maps and ideas about mortgage risk does not rule out 

the possibility that FHA was influenced by HOLC’s maps.” (Hillier, 2003, pp. 99, 

401-3). 

Prof. Light reports that the FHA’s 1935 Underwriting Manual proposed that field 

offices prepare a map for each city, outlining “mortgage risk districts,” as a tool 

that would assist them in deciding whether or not to insure a mortgage. “For 

neighborhoods rated A, B, and C, applications would be sent on to the office’s 

valuation section for more complete processing of locational risk. For those 

rated D, it would be the end of the line,” she said. (Light, 2010, pp. 637-38, 647)  

Like the HOLC maps, the FHA maps were supposed to classify cities into four 

areas. In areas rated “A,” the FHA would insure long-term mortgages; in “B” 

areas, FHA would insure mortgages for 20 years or less; in “C” areas, FHA would 
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insure for 10 years or less; and in “D” areas, FHA would not insure any 

mortgage. (Light, 2010, p. 647) 

Part of the analysis included predicting whether an area would be occupied “by 

racial or national groups with decidedly lower living standards” in the next 25 or 

30 years. (Light, 2010, p. 638) 

Prof. Light could not locate a map prepared by FHA designating the risk 

associated with each neighborhood, but she located a map prepared by the 

Chicago Housing Authority (CHA) in 1938 that provides FHA’s risk designations 

for each neighborhood in Chicago. The map shows the “mortgage risk districts 

established by the FHA,” and states “FHA will not insure mortgages in Class D 

districts.” (Light, 2010, p. 642).  

The accompanying map, Map No. 4, is a copy of the 1938 CHA map with FHA’s 

risk designations that was published with Prof. Light’s article.    

The map reflects that FHA rated a very large area in the central part of Chicago 

and substantial additional areas as “D,” and thus ineligible for FHA insurance. A 

significant portion of the entire city was rated either C or D.   

Prof. Light analyzed the map to determine the extent to which FHA considered 

race and ethnicity in determining the mortgage risk of each neighborhood. To 

do this, she broke down Chicago into the one-half mile by one-half mile sections 

used in Olcott’s Land Values Blue Book of Chicago. She found that there were 

statistically significant effects not only for race, but also for different 

nationalities and ethnicities.  Germans and Swedes were regarded as the least 

risky. Negroes and Mexicans were regarded as the most risky.  

“Negros resided in D-grade areas most of – but not all of – the time,” Prof. Light 

said. “Of the forty-nine half-mile sections where Olcott indicated Black people 

resided, forty-three contained areas graded D. Mexican neighborhoods were 

exclusively graded D.” (Light, 2010, p. 651) 

Prof. Light said the FHA’s neighborhood risk ratings were used in the preliminary 

review process to enable insuring officers to make “a first cut” through the large 

volume of applications for FHA insurance. FHA rejected about one-half of the 

applications it received in the preliminary review process using the location 

rating analysis. (Light, 2010, pp. 637, 655, 699, n 68)   



Map No. 3

HOLC Ratings
A. Green
B. Blue
C. Yellow
D. Red



Map No. 4
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A comparison of HOLC’s map of Chicago (Map. No. 3) and the CHA map of 

Chicago containing FHA’s risk designations (Map No.4), show that each rated 

huge portions of Chicago as either C or D. “There do not appear to be major 

differences” between the maps, said a report, prepared by researchers Daniel 

Aaronson, Daniel Hartley, and Bhashkar Mazumder, all with the Federal Reserve 

Bank of Chicago. (Aaronson, 2017, p. 9).   

Significantly, many researchers have also analyzed the HOLC maps for long-term 

effects. Mr. Aaronson and his colleagues concluded, “We document a significant 

and persistent causal effect of the HOLC maps on racial composition and 

housing development of urban neighborhoods. These patterns are consistent 

with the hypothesis that the maps directly contributed to disinvestment in poor 

urban American neighborhoods with long-run consequences.” (Aronson, 2017, 

pp. 32-33) 

Likewise, Prof. Krimmel found that HOLC’s risk ratings “had a first-order impact 

on whether and where homes were built” and “a persistent effect on the stock 

of housing and density of economic activity today.” The risk ratings shaped 

“sustained shifts in investment.” (Krimmel, 2017, pp. 3, 4) 

While no comparable analysis has been done of FHA’s risk designations, one 

could assume that FHA’s designation of an area as C or D had an impact on the 

area. It likely led to disinvestment in those areas, which in turn likely 

entrenched FHA’s view that the areas were suspect or reject areas going 

forward.   

 

B. Refining the Redlining Process, 1936-1947 

Subsequent editions of the FHA Underwriting Manuals did not expressly instruct 

FHA field offices to prepare maps with ratings of A, B, C, and D, but they 

instructed the field offices that central city areas can usually be rated as 

“ineligible” for FHA insurance, or as “reject areas.” They also instructed in 1938 

that in making “Established Ratings of Location” for “Outlined Neighborhoods,” 

the first step was “to determine ineligible or caution areas.”    

Section 208 of the 1936 Manual said one of the first steps in fixing Outlined 

Neighborhoods and Established Ratings of Location, was “the determination of 
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the central downtown core of the city which can usually be outlined and 

considered an ineligible area. … Central downtown core areas include the 

business and commercial sections of the cities as well as the slum and blighted 

areas which almost invariably surround downtown sections of major cities.” 

(FHA Manual, 1936, Part II, Sec. 208).  

The next step was to outline the neighborhoods of the city, starting on the 

edges of the city and working toward the downtown district. After that, the field 

offices made Established Ratings of Location for each Outlined Neighborhood. 

(FHA Manual, 1936, Sec. 208). A rating of a location assessed the mortgage risk 

associated with a property’s being located in a particular neighborhood. A rating 

could be “reject.” The next step was to draw the Outlined Neighborhoods on a 

map, together with the Established Ratings of Location. (FHA Manual, 1936, Sec. 

209). 

Clearly, the 1936 Manual envisioned that FHA would designate some areas as 

ineligible for FHA mortgage insurance and summarize this information on a 

map.17   

In deciding whether a location was eligible, FHA valuators were required to 

adhere to FHA’s underwriting policies on location analysis, which gave great 

weight to the requirement that the neighborhood be protected from adverse 

influences. One adverse influence the FHA warned about was the “infiltration of 

inharmonious racial groups,” and FHA valuators were required to predict 

whether an area might transition from White to Black within the term of a 

mortgage, or within the next 25 to 30 years. Another risk factor was the age of 

the buildings and the trends in the area. (See Sections II. C-D)   

The 1936 manual instructed, “Where little or no protection is provided against 

adverse influences the Valuator must not hesitate to make a reject rating of this 

feature.”(FHA Manual, 1936, Sec. 226) “One such rating anywhere in the 

category necessitates a recommendation for the rejection of the application for 

insurance.” (FHA Manual, 1936, Sec. 202). 

Hence, valuators were instructed in 1936 that they “must not hesitate” to reject 

areas that might racially change in the next 25 to 30 years.   

The 1936 manual said the reason for establishing a rating of location for each 

neighborhood was it “contributes to the speed in the processing of cases and 
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ultimately leads to economy and consistency,” and it “improves the 

effectiveness of preliminary examinations.”  (FHA Manual, 1936, Sec. 207).  

A “preliminary examiner” could rely on the Established Ratings of Location and 

recommend that an application be rejected without the need for further 

processing. (FHA Manual, 1936, Part I, Sec. 132 -133) 

In other words, if an application came in for FHA mortgage insurance on a home 

located in an ineligible area, the preliminary examiner could simply reject it, 

cutting off the need for any further analysis.  

 The 1938 Manual fine-tuned and expanded on the redlining process. It too 

instructed each field office’s Valuation Section to make Established Ratings of 

Location for Outlined Neighborhoods. (FHA Manual, 1938, Sec. 910). It too 

stated this would contribute to the speed in the processing of cases and lead to 

economy and consistency, and improve the effectiveness of preliminary 

examinations. 

But what may have been only implied in the 1936 Manual was made explicit in 

the 1938 Manual. Section 912 said, “[T]he first step in making Established 

Ratings of Location is to determine ineligible or caution areas.” (FHA Manual, 

1938, Sec. 912). 

Section 912 then went on to say, “The central downtown area can usually be 

outlined and considered as ineligible,” and “Central reject areas include slum 

and blighted areas, as well as the central business and commercial sections of 

the city.” 

Section 912 said, “The second step is the outlining of neighborhoods for the 

purpose of indexing and classifying the Established Ratings of Locations.” 

The Outlined Neighborhoods were to be numbered and drawn on Outlined 

Neighborhood Maps, and an Established Rating of Location (which included a 

code to reflect the predominant racial characteristics of the neighborhood) 

would be included on the map. (FHA Manual, 1938, Sec. 1850).18   

Again, the preliminary examiner was authorized to summarily recommended 

rejection of an application. Section 312(e) said, “The Preliminary Examiner has 

the following data with which to check probable eligibility of locations: … e. 

Maps of municipalities prepared by the Valuation Section showing outlined 
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neighborhoods, established ratings of locations, and ineligible areas.” (FHA 

Manual, 1938, Sec. 312 e.). 

 With this data, the manual said, “The Preliminary Examiner should be able to 

segregate for rejection many of the applications involving locations not suitable 

for long-term amortized loans.” (FHA Manual, 1938, Sec. 311). 

In February 1939, the FHA reported in an Insured Mortgage Portfolio 

publication that one half of the applications rejected due to their location were 

rejected by the preliminary examiner. (Light, 2010, pp.  637, 655, 699, n 68) 

 

C. Redlining Policies Continued Well After 1947  

The 1947 Underwriting Manual laid out a similar process. Section 1502(1) said, 

“A file of maps useful in processing cases shall be maintained. … Useful data 

maps include: (a) Outlined Neighborhood or Data Tract Maps showing sites of 

Established Ratings of Location.”  

The manual provided that “Outlined Neighborhoods, also called Data Tracts, are 

outlined, or delineated, on a suitable map of the community in which they are 

located to provide adequate and appropriate means of classifying and indexing 

valuation and location rating data, and to facilitate the preparation of 

Established Ratings of Location.” (FHA  Manual, 1947, Sec. 1512(1)).  

So, an FHA field office was required to divide a city into neighborhoods and to 

outline those neighborhoods on a map.  Next, the manual required, “The sites 

of the Established Ratings of Location in every outlined neighborhood should be 

indicated on the map.” (FHA Manual, 1947, Sec. 1512(2)) 

Established Ratings of Location were not only to be shown on maps, but also 

kept in Neighborhood Information Files. (FHA Manual, 1947, Sec. 1514). Later 

editions of the Underwriting Manual required that the neighborhood 

information files include Underwriting Reports. These would include 

information about neighborhoods that could be used in processing new 

applications. (FHA Manual, 1952, Sec. 1514(4)) 

A rating of a location could be “reject” or a numerical rating.  A location could 

be rejected if the “quality” was too poor to be acceptable, if “deficiencies” were 
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“too great to be acceptable,” or if the “risk” was too great to be acceptable. 

(Manual, 1947, Sec. 1308-1309.)  

The risks included whether the property was in a location where there was a 

“mixture of user groups” or where there was a possible change in “user groups” 

in the future, and whether the location was in the central city or an older area 

of a city, whether the neighborhood was crowded, and whether it was trending 

toward a “lower occupancy.” (See Section II. C-D)  

Because the term of a mortgage lasted for 25 to 30 years, the Rating of Location 

also required a forecast of the changes likely to be experienced at the site in the 

next 25 to 30 years “due to probable future neighborhood trends.” (FHA 

Manual, 1947, Sec. 1305) 

While there is some ambiguity on whether the “Ratings of Location” referred to 

are ratings made of specific properties or whether they are ratings of a 

neighborhood, or both, the manual makes clear that the intent is to use the 

ratings to make a preliminary review of applications for FHA mortgage 

insurance. The manual provided that ratings should be used “for guidance” 

when an application involving a property within the boundaries of an Outlined 

Neighborhood was submitted. (FHA Manual, 1947, Sec. 1513(2). 

In addition, the 1947 Manual expressly stated that the reasons for establishing 

the ratings of locations were to “(1) improve the effectiveness of preliminary 

examination of applications for mortgage insurance, and (2) effect speed and 

consistency in processing of cases.” (FHA Manual, 1947, Sec. 1513(1)) 

When an application for FHA insurance was submitted, a Valuator at the 

receiving desk was required to conduct a “preliminary analysis” of the 

application and “if the preliminary analysis reveals that the application is 

ineligible” the Valuator was to summarily recommend that it be rejected. (FHA 

Manual, 1947, Sec. 1401, 1402).  

All these provisions provided a way for an FHA field office to rate older and 

central city areas and racially changing areas as “reject” areas, and to summarily 

reject applications for mortgage insurance in those areas in a preliminary 

review. The provisions remained in FHA’s manuals until at least 1958. 
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D. FHA’s Chicago’s Office Rated Areas Ineligible for FHA Insurance     

In interviews and depositions in 1975, Michael Stephanidis and Scott Tyler, both 

former FHA employees, discussed how the Chicago FHA Office processed 

applications for FHA mortgage insurance. Mr.  Tyler also testified at the trial of 

the CBL case in 1976..   

Both testified the FHA Chicago Office designated areas as “ineligible” for FHA 

mortgage insurance and that applications for mortgage insurance on properties 

in those locations were automatically rejected. 

Mr. Stephanidis began working at the Chicago FHA Office in March 1955 as a 

trainee appraiser. He was initially assigned to the receiving desk in the Valuation 

Section, a position he held until March 1956. At the receiving desk, his job was 

to receive applications for FHA mortgage insurance, review them, and either 

preliminarily reject them if the property was located in an ineligible area or 

assign them for an appraisal. If an application was preliminarily rejected at the 

receiving desk, no appraisal would be made, and the applicant’s fee would be 

returned. (Stephanidis, 1975, pp. 16-19) 

Mr. Stephanidis explained if the application was for mortgage insurance on a 

property that was located “in an area where we knew that the thing would be 

rejected if it went out to the field, we save the appraiser’s time and we save the 

fee of the people, so it was rejected preliminarily.” (Stephanidis, 1975, p. 117) 

Between March 1956 and early 1957, Mr. Stephanidis worked with a reviewing 

appraiser, reviewing every appraisal that was made of properties, and he also 

went into the field with the appraiser to learn the appraisal operation. In March 

1957, he was promoted to the position of appraiser. In September 1958, he was 

promoted to be the Real Property Officer, and his duties related to servicing 

FHA insured loans. (Stephanidis, 1975, p. 9 -35)  

In December 1961, Mr. Stephanidis transferred to the FHA multi-family office in 

Chicago, which was separate from the Chicago Insuring Office, and he worked 

on urban renewal programs.  He advanced to various other positions until he 

resigned from the FHA in February 1970. At that time he was the Deputy 

Assistant Regional Administrator. In that capacity he oversaw a seven-state 

region, excluding Chicago.   (Stephanidis, 1975, pp. 40, 54)  
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At his deposition Mr. Stephanidis testified that while the Chicago Insuring Office 

did not have “redlined maps” hanging on the wall, it did automatically reject 

applications for mortgage insurance if properties were located in an ineligible 

area. He testified:  

 Question: “Do you know whether the FHA insuring office here in Chicago 

between 1955 and 1961, which is during the tenure when you were in the local 

FHA insuring office, would ever automatically 

 reject applications submitted to them, if you know?  

Answer: Automatically reject them? 

Question:  Right 

Answer: Before they were processed in the field? 

Question: Right 

Answer: They were rejected 

Question: Before they were processed? 

Answer: Preliminary Rejection.  

Question: On what basis would they be preliminarily rejected? 

Answer: If they were in an area that was previously determined that was not 

economically sound, they were rejected and returned to the lending institution 

without processing. 

Question: Would that be in the Valuation Section? 

Answer: Yes.” (Stephanidis, 1975, pp. 60-62) 

While he added that areas adjacent to airports, to industrial areas, or to 

garbage dumps would also be designated ineligible areas, he made clear that 

areas that were not economically sound were designated ineligible, and that the 

FHA “kept away from areas where the ‘economic soundness’ requirement” was 

not met (Stephanidis, 1975, pp. 65, 104) 

When asked what areas were considered “economically unsound” during the 

period 1955-1961, he said, “The inner city areas were considered economically 

unsound.” (Stephanidis, 1975, p. 62)  
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As an example, he said the area east of Ashland Avenue between North Avenue 

and Roosevelt Road had the kind of conditions that they “wouldn’t submit or 

accept something in there. I don’t think anybody would even submit one from 

in there. The lending institution would never submit it.” (Stephanidis, 1975, p. 

92) 

The area he described was in the same general location as an area that was 

outlined in red  in a 1962 Olcott’s Land Values book that was kept at the FHA 

receiving desk and that was produced by the FHA as part of the discovery 

process in the Contract Buyers League case. In the book, red lines were drawn 

around certain areas in Chicago, one of which was the area from Chicago’s loop 

on the east to about Kostner Avenue (4400 west) and from about Roosevelt 

Road (1200 south) to about Madison Street (on the north end). This was an area 

into which Black households were moving in the late 1950s and early 1960s.  

Other areas were redlined in the 1962 Olcott’s. 

When asked if he could outline on a map of Chicago all areas that were 

designated as unacceptable for FHA mortgage insurance in 1955, Mr. 

Stephanidis said, “I couldn’t outline every area. It would be almost impossible.” 

(Stephanidis, 1975, p. 90) 

Mr. Stephanitis explained that areas could be determined to be ineligible for 

FHA mortgage insurance in various ways. He said when he was working at the 

receiving desk, he had an Olctott’s Land Values book, that he called a 

“bluebook.” That book divided the City into smaller areas, and it contained 

maps of each of those areas. As an example, the 1958 Olcott’s had a map of the 

area bounded by Halsted (800 west) and Ashland (1600 west), and Roosevelt 

(1200 south) and Kinzie (400 north).  

When an application came in, Mr. Stephanidis said, he would place a checkmark 

near the address of the property and see if other checkmarks were nearby. If so, 

he would check the “I.D. files” – files that contained copies of all previous 

appraisals that were made and cards that reflected the appraiser’s rating of the 

property and the location. The appraisal and cards were filed by address in the 

I.D. files.  (Stephanidis, 1975, pp. 17, 80-81) 

“There might be a card in there that said, ‘economically unsound, preliminary 

reject on the property across the street from it.’ So we wouldn’t waste the 
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appraiser’s time and you wouldn’t take the lender’s fee. It would automatically 

be rejected and sent back,” he said. (Stephanidis, 1975, pp. 63-64,127-28) 

He said if someone checked the I.D. files, “chances are you might find out 

enough in there to make a preliminary reject of” an application. (Stephanidis, 

1975, p. 94) 

Mr. Stephanidis also said, “The Chief Underwriter would periodically drive 

around with his Deputy or the  Chief Valuator and look at specific areas if they 

felt applications would be submitted. If there was some activity in the area, a 

lending institution might call up and say, ‘Are you taking properties in this 

particular area?’ Or are we wasting our time. 

“So the Chief Underwriter and his deputy would get in the car and ride around. 

… and issue a memorandum. ‘We visited this area bounded by such and such 

streets [and applications] would not be accepted within these areas, because 

they are not economically sound.’” (Stephanidis, 1975, pp. 64-65, 81) 

The memorandum was circulated to the Valuation Section and to the 

appraisers.  And a lot of times a rejection would be made in an area, and it 

would be referred to in the Chief Underwriter’s memo on such and such a date 

where he indicated nothing was acceptable within these areas.” (Stephanidis, 

1975, p. 66) 

Mr. Stephanidis said “Copies of these memoranda were kept at the receiving  

desk, and they were used as some of the basis for a preliminary rejection.” 

(Stephanidis, 1975, p. 66) 

He said that some areas were designated as unacceptable for FHA insurance 

“based on previous experience in the areas.” As an example he referred to the 

Chief Underwriter’s field trips and the Chief Underwriters’ memoranda which 

designated areas as “not acceptable for various reasons,” including that they did 

not have “economic soundness where the structures were deteriorated to the 

point where they would not be feasible under a 25 or 30-year mortgage.” In 

other words, an area could be rated ineligible based on the economic life of the 

“structures in the area.” (Stephanidis, 1975, p. 79)  

Between 1955 and 1960, he said, the appraisal department of the Chicago FHA 

Office designated areas as economically unsound. FHA appraisers were trained 
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to review the surrounding circumstances of a neighborhood when estimating 

the economic life. If the homes in a neighborhood appeared old or the 

surrounding areas were deteriorating, the appraisers would write off entire 

blocks as being uninsurable. (Stephanidis, 1971) 

When asked if race was a consideration, he said, “I would say ‘No.’ But as I said 

before the deteriorated areas were usually populated by people of minority 

backgrounds.” (Stephanidis, 1975, pp. 79-80). 

Mr. Stephanidis was asked to list what criteria were used in determining 

“economic soundness.” He said the Valuation Department and the appraisers 

were supposed to use the Underwriting Manual. “That’s what you are supposed 

to analyze.” (Stephanidis, 1975, pp. 128, 129)   

One section in the manuals from 1947 through at least 1958 dealt with the 

“mixture of user groups” and the “changing of one user group to another.” 

Section 1320 provided: 

(1). “COMPATIBILITY AMONG NEIGHBORHOOD OCCUPANTS. The tendency of 

user groups to seek compatible conditions can sustain and enhance, diminish or 

destroy neighborhood desirability. Neighborhoods constituted of families that 

are congenial, physical conditions being acceptable, generally exhibit strong 

appeal and stability. Consideration of these attitudes is essential in the 

evaluation of the feature Physical and Social Attractiveness.” 

(2). “If a mixture of user groups is found to exist, it must be determined whether 

the mixture will render the neighborhood less desirable to present and 

prospective occupants. If the occupancy of the neighborhood is changing from 

one user group to another, or if the areas adjacent to the immediate 

neighborhood are occupied by a user group dissimilar to the typical occupancy 

of the subject neighborhood, or a change in occupancy is imminent or probable, 

any degree of risk is reflected in the rating. It is to be noted that additional risk 

is not necessarily involved in such change.” 

After reviewing this section, Mr. Stephanidis testified:  

Question: “Could you explain exactly how Paragraph 1320 was a consideration 

in the underwriting process?”  
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Answer: Well let me say this: This is the manual that the appraisers lived with 

and they constantly referred to this and used this if there were any doubts in 

their minds about certain actions that they were taking or things they were 

doing. And it was in there, and I presume that it was used in their analysis.”  

Question: “Would an area changing from White persons to Black persons be a 

changing user group as this paragraph contemplates?”  

Answer: “I would presume it would, yes.”  

Question: Was that in 1955 considered a risk in FHA underwriting process?”  

Answer: “I would say, ‘Yes.’”   (Stephanidis, 1975, pp. 82-83) 

Mr. Stephanidis added, “Now, if you are asking me, specifically, if I ever used it, I 

would say, ‘No,’ because I didn’t have many occasions where I was involved in 

areas where this was occurring in my appraisals.” (Stephanidis, 1975, pp. 82-83) 

When he received training from the FHA, he said, he was not instructed that the 

racial change of a neighborhood would have an effect on the economic life of a 

neighborhood, but he was told it would have an effect on “values.” 

(Stephanidis, 1975, p. 85) 

Mr. Stephanidis testified, “I don’t think you could say that it would have an 

effect on the economic life of a neighborhood, but you can have unrest in an 

area. Now, I know that this came up sometime when I was in the FHA office 

where certain areas were everywhere for sale. And there were for sale signs in 

front of practically every property on the block. And the appraisers that went 

into these areas were very hesitant in ascribing values, because you know in 

arriving at the value of a property there were comparable sales in  the 

neighborhoods. You wouldn’t find comparable sales. It was a panic.” 

(Stephanidis, 1975, pp.  84, 85-86) 

“Once it was evident that there was change in the user group – the Blacks were 

moving in, okay – on several properties on a particular block, panic hit. People 

wanted out. They put a for sale sign. Any reasonable offer, they’d take it and 

run. Okay? So you didn’t have true values in there. You didn’t know where you 

were.”( Stephanidis, 1975, p. 125) 
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He said there were “weekly meeting of appraisers,” and the appraisers 

discussed areas that were racially changing and discussed the price fluctuations 

and that “there was an area of unrest, I might say, in particular areas or 

neighborhoods.” (Stephanidis, 1975, p. 85-86)  

He said, when an appraiser saw there was panic selling, he would come back 

and report that. “And they would establish a procedure at that time, ‘Keep away 

from that area because it is unsettled.’” (Stephanidis, 1975, p. 103) 

He testified: 

Question: “Were they insuring in any racially changing areas in 1955? 

Answer: When the panic hit they keep away from them. I tried to explain to you. 

When you go into an area and you see for sale signs on every house, you stay 

away. 

Question: So FHA was keeping away from racially changing areas? 

Answer: Until it settles, then they go in. But they would not refuse to go in 

there. While this panic was prevalent they kept away from it, because you 

couldn’t describe values.”  (Stephanidis, 1975, p. 101) 

He said the FHA Office in Chicago “kept out of panic areas” between 1955 and 

1961. He added, though, “in racially changing areas where the changeover is 

orderly, they did not keep away from that.”  He added that the FHA also kept 

away from areas where the “economic soundness was not such that you would 

make loans in there.” (Stephanidis, 1975, p. 104) 

When asked, “What areas in Chicago racially changed in an orderly fashion as 

opposed to, I guess, panic?” He said “South Michigan Avenue,” at about 95th 

Street or 100th Street, which is in the Roseland Community Area. Tr. 105-106. 

He said the FHA “kept away” from the area when there was “panic selling,” but 

once it was established that “it was a [racially] changed area,” once the racial 

change had taken place and things had settled, FHA insured mortgages in the 

area. He said there were “very good homes,” “beautiful properties,” in that 

area. (Stephanidis, 1975, pp. 103-106) 

 When asked to identify all other Black areas where the FHA was insuring he 

identified only four south suburban areas: Dixmoor, Dolton, Harvey, and Blue 
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Island, and said he thought that FHA was insuring loans in these areas in about 

1958. (Stephanidis, 1975, pp. 107-108) 

In 1960 and 1961, Mr. Stephanidis said, the complexion changed. He said FHA 

was promoting subsidized programs, the D2 program, and “trying to get 

programs introduced that would permit going into areas without the economic 

feasibility.” (Stephanidis, 1975, 100-101.)19    

When the Section 220 programs were introduced, he said, “I was instrumental, 

not specifically in the Chicago office, but when I would be instructing appraisers 

about going into urban renewal areas. And there you are not talking about the 

203 programs anymore. You have got 220 programs. And I tell them, ‘Forget 

economic soundness. Wear dark glasses. Don’t look at what is next door to you. 

Just analyze this particular structure as it stands.” He said he was “preaching to 

the appraisers how to appraise property in urban renewal areas.” (Stephanidis, 

1975, pp. 110, 115)20  

Mr. Stephanidis acknowledged that because of discrimination, Black households 

had limited options, and they could only purchase homes in older, declining 

neighborhoods. Because of discrimination, Black households were limited to 

buying homes in older areas of the city, areas where he said financial 

institutions and the FHA would not go. (Stephanidis, 1971)  

He said there was no doubt in his mind that institutional investors would not 

lend money in an area once the FHA redlined the area. (Stephanidis, 1971)                                   

                                                 ………………………… 

Scott Tyler, a Black man, worked for Oscar Brown Realty Company from about 

1953 to 1956. (Tyler, 2016, p. 4952)   

As an employee of Oscar Brown, Mr. Tyler worked with prospective buyers to 

obtain mortgage financing, and he became knowledgeable about the availability 

of mortgage financing in Black and racially changing areas in Chicago. He 

testified at the Contract Buyers League trial that during the period 1953 to 

1956, the FHA was not insuring mortgages on the south and west sides of 

Chicago where Black people lived or into which Black people were moving. 

(Tyler, 1976, pp. 4953-54) 
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In 1956 and 1957, Mr. Tyler worked for the FHA Chicago office on the 

assignment desk. Although Mr. Tyler had graduated from Northwestern 

University, School of Commerce, and was certified as an appraiser, he was not 

allowed to go into the field to make appraisals. (Tyler, 1976, p. 4878, 4952) 

Mr. Tyler said he was told if he went into White areas to make appraisals, White 

residents would panic. (Tyler, 1976) 

Mr. Stephanidis confirmed Mr. Tyler’s account. He said Mr. Tyler worked with 

him on the receiving desk and that Mr. Tyler was “quite qualified as an 

appraiser” and “one of the better qualified appraisers that they had.” He said, “I 

was told that they could not permit him to go out and appraise property, 

because the panic in the area, if they saw a Black appraiser appraising property 

in a White area … There was a Valuation consensus that you do not send a Black 

appraiser out to appraise properties. They would panic.” (Stephanidis, 1975, pp. 

25-26)  

When he worked for the FHA in 1956 and 1957, Mr. Tyler said he was aware of 

where the FHA was insuring mortgage loans in Chicago because he part of his 

job on the assignment desk was to review applications for mortgage insurance, 

and, if appropriate, assign appraisers to appraise the property. If a property was 

not assigned to an appraiser to make an appraisal, there would be no insurance 

issued on that property. (Tyler, 1976, pp. 4953-4957, 4964)   

He testified regarding the period 1956 and 1957:  

Question: “During that time period, sir, were appraisal assignments being made 

in the areas on the west side of Chicago that were racially changing at the time, 

say the Lawndale and Garfield Park areas? 

Answer: No. 

Question: During that period were any appraisal assignments being made in the 

areas on the south side which were racially changing, the Englewood, 

Woodlawn, and those areas?” 

Answer: No.”  (Tyler, 1976, pp. 4964-65) 

“At the time I was on the desk,” Mr. Tyler said, “there were no appraisals made 

that I had knowledge of on the south side or the west side, and the way they 
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covered that was saying that it didn’t meet minimum property requirements 

because the majority of the houses in there were beyond what they considered 

an insuring limit. 

“There were no appraisals made, they just would not take them in, there was a 

gentlemen’s agreement that there were none to be made in that area, in these 

areas … There could be no insurance.” (Tyler, 1976, pp. 4956-57) 

He added, “There was a gentlemen’s agreement at that time that the 

mortgagees would not submit anything in that area to FHA, and none were 

submitted in that area.” (Tyler, 1976, p. 4958) 

At his deposition, Mr. Tyler testified, “FHA was not providing mortgage 

insurance in Black areas of the City” when he was on the assignment desk. … 

they had consistently told us that property in this area was too old to merit 

insurance, and no one ever, you know, got a mortgage in there, mortgage 

insurance.” (Tyler, 1975, pp. 122, 117) 

Mr. Tyler recalled one instance in 1956 when a Black friend of his applied for 

FHA insurance on a home he wanted to purchase in the Chatham community 

area on Chicago’s south side; and his application was denied. Mr. Tyler’s friend 

said he had a perfect credit rating, and did not understand why his application 

was denied, and he asked the Cardinal of the Archdiocese of Chicago to find out 

why. After the Cardinal called FHA’s Chief of Operations and said he would ask 

Washington to find out why the application was denied, the Chicago FHA Office 

granted the insurance. (Tyler, 1975, pp. 118, 121) 

Mr. Tyler said he recalled a riot in Chatham in 1952, where White people were 

breaking windows and throwing paint on Black people’s homes in the 7600 

block of Indiana Avenue on Chicago’s south side. In 1955, he recalled he was 

looking at a home at 76th Street and Wabash Avenue and there was a large 

milling of Whites, who were “hostile” to him and shouting racial slurs. (Tyler, 

1975, pp. 126-127) 

It appears there was still racial strife in Chatham and that the FHA was still 

avoiding Chatham in the mid-1950s. The Black area that Mr. Stephanidis said 

FHA was insuring in around 1958 was in Roseland, the community area just 

south of Chatham.  
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After he left the FHA in 1957, Mr. Tyler started his own appraisal and real estate 

brokerage business in Chicago. Between 1957 and 1963-64, he said, “To my 

knowledge there was no mortgage insurance given by the Federal Housing 

Administration in those areas,” referring to racially changing areas on the west 

and south sides, including Lawndale, Garfield Park, Englewood, and Woodlawn. 

(Tyler, 1976, pp. 4966-67)         

                           ……………………………………………………                                                     

Dempsey Travis was a driving force in the real estate market on the south side 

of Chicago beginning in the early 1950s. He founded Travis Realty Company and 

Sivart Mortgage Company, the first Black mortgage company in Chicago in the 

early 1950s. He was the president of Mortgage Bankers of America, a 

professional association of Black mortgage bankers, and he was also president 

of the Dearborn Real Estate Board, an association of Black real estate brokers. 21   

In his book An Autobiography of Black Chicago (1981), he says, the FHA 

“supported the racist climate for years after the 1948 Supreme Court decision 

on restrictive covenants by refusing mortgages to Blacks moving into White 

areas such as Park Manor, Chatham, South Shore, Kenwood, and Hyde Park.” 

(Travis, 1981, p. 132) 

He said FHA’s redlining practices were “directly responsible” for thousands of 

Black households being “exploited annually by unscrupulous speculators.” 

(Travis, 1981, pp. 146-8, 154, 157) 

                         …………………………………………………. 

Lois Wille, a Pulitzer-Prize winning reporter of the Chicago Daily News, said she 

interviewed Jack Kuhr in gathering information on a series of articles published 

in July 1971, regarding the Devastation of a Chicago Neighborhood, Woodlawn. 

Mr. Kuhr was an Assistant Regional Administrator of the FHA from about 1967 

to 1970, and before that he served as the Deputy and then Acting Chief of 

Mortgage Credit in the Chicago FHA Office from 1959 through 1967. (Wille, 

1971; FHA’s Answers to Interrogatories in the CBL case) 

 Ms. Wille said Mr. Kuhr told her, “There were episodes where we redlined 

ghetto areas – wouldn’t insure anything there. This accelerated the blight; just 

dried up the resources for people who want to buy or build there.” He added 
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that with the implementation of the Section 235 and 236 programs in the mid-

1960s, the “grievances that brought about the Contract Buyers League won’t 

happen again.” (Wille, 1971) 

Mr. Kuhr then expressed fear that admissions that FHA dried up mortgage 

money in ghetto areas would affect the Contract Buyers League  case, said Ms. 

Wille. (Wille, 1971) 

As an example of FHA’s new policies, Mr. Kuhr said the FHA was then insuring in 

Old Town Gardens on the north side of Chicago in 1971. He said they would not 

have done that five years before. (Wille, 1971) 

                         ……………………………………………………………… 

James Murray, the lead attorney for the FHA in the CBL case, told Beryl Satter, 

the author of Family Properties, that the Olcott’s blue books had actual red lines 

drawn around certain areas. Prof. Satter says, “Murray had to admit that this 

did not look good. The blue books strongly indicated that FHA officials were 

‘marking out’ certain neighborhoods, he recalled, and thereby ‘racially redlining 

portions of the city of Chicago.’ Moreover, once he charted the loan data for the 

FHA, just as he had for the VA, the evidence was indisputable: The FHA did not 

insure mortgages in Chicago’s Black or changing neighborhoods.” (Satter, 2009, 

pp. 349-50)  

Ms. Satter reported, “Starting in January 1965, he [Mr. Murray] found, the FHA 

did insure some mortgages in Chicago’s Black and changing communities.” 

(Satter, 2009, p. 350) 

 

E. CBL Study Shows FHA Abandoned Most Black and Racially Changing Areas in 

Chicago in 1960-1961  

Many FHA documents, such as neighborhood information files, data tract 

information files, established ratings of location, the property register for 

noninsured mortgages, internal memoranda, and maps that would have been 

helpful to show the specific areas that the Chicago office rated ineligible during 

the periods prior to 1964, were not maintained, but were destroyed. (Mabus, 

1972) 22  
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Lawyers working on the Contract Buyers League case thus planned to determine 

the areas that the Chicago FHA office designated ineligible for mortgage 

insurance by plotting every loan that the office insured during certain periods, 

one of which was the years 1960 and 1961. This would show the areas in which 

FHA insured and those in which FHA did not insure.  

FHA said it did not maintain records showing the address of every mortgage 

loan it insured in Chicago for the period 1950 through 1967. It had only records 

showing the addresses of FHA insured loans if the loans were still active in 

about 1970. The FHA produced those records in 1975.23 

A team of people working on the CBL case analyzed the data, including for the 

years 1960-1961.24 The study has limitations because it does not include all 

mortgage loans insured in 1960 and 1961, but only those that were insured in 

1960 and 1961 and that were still active in about 1970. The sample thus did not 

include mortgages that were paid off or foreclosed prior to 1970. While 

incomplete, this was the only available data.25 

This section reports the results of the CBL study. The term “FHA-insured loans” 

means those that were made in 1960 and 1961 and that were still active in 

about 1970.  

1. FHA-Insured Loans Were Mostly in the Suburbs 

A total of 5,212 FHA-insured loans were made by the Chicago field office in 1960 

and 1961. Of those, 859 were made in Chicago, and 4,353 were made in the 

suburbs or other areas outside of Chicago, which included a 19 county area. 

Only 16% of the FHA-insured loans were made in Chicago.  

This is consistent with Kenneth Jackson’s finding in Crabgrass Frontier that the 

FHA primarily promoted housing in the suburbs. (Jackson, 1985, p. 215) 

For the suburban and outlying areas, 81% of the FHA-insured loans made in 

1960 and 1961 were made in census tracts that were less than 5% Black, and 

92% were in census tracts that were less than 10% Black. There was only one 

FHA-insured loan made in a suburban or outlying area that was more than 30% 

Black. 

The data does not show how many FHA-insured loans were made to Black 

households, just that loans were insured in some census tracts where some 
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Black people lived. A 1960 Census Housing Survey, however, shows that in the 

Chicago-Northwestern Indiana SCA only 4% of the existing FHA insured 

mortgages on single family homes were made to nonwhite persons. The SCA 

was not conterminous with the jurisdiction of the FHA Chicago field office, but 

included Chicago and its collar counties, and Lake and Porter Counties in 

Indiana. (Housing Census, 1960, p. 186, Table 2) 

The data shows that FHA favored housing developments for White people in 

suburban areas. FHA’s practices did little to relieve Black people’s pent-up 

demand for housing in the City of Chicago. 

2. FHA-Insured Loans By Chicago Community Areas 

The CBL team determined the number of FHA-insured loans that were made in 

each census tract and in each Community Area of Chicago in 1960-1961. That 

data is summarized in Appendix A.   

The accompanying Map No. 5 shows the Community Areas in which the FHA 

insured two or fewer loans in 1960-1961. The Community Areas where there 

were no FHA-insured loans in 1960-1961 are shaded red, the Community Areas 

where there was one FHA-insured loan in 1960-1961 are shaded pink,  and the 

Chicago Community Areas in which there were two FHA-insured loans in 1960-

1961 are shaded yellow.     

The shaded areas encompass virtually the entire area of the City of Chicago that 

is east of the Cicero Avenue (which is about six miles west of Chicago’s 

downtown) and north of 60th Street (which is about 7.5 miles south of 

Chicago’s downtown and which is the southern boundary of the Hyde Park 

Community Area).   

In the shaded areas on the map that are east of Cicero Avenue and north of 

60th Street, there were only a total of 12 FHA-insured loans in 1960-1961. This 

suggests that the FHA wrote off the central city area of Chicago, and it also 

wrote off significant other parts of the City as ineligible for FHA insurance. 

The shaded areas on the map are so vast that one might wonder whether these 

stark results are due to a potential bias in the sample of FHA-insured loans. But 

the shaded areas on Map No. 5 are comparable to the areas that the Home 

Owner Loan Corporation designated as “C” and “D” as shown on Map No. 3, and 
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comparable to the areas that the FHA rated “C” and “D” as shown on Map No. 

4, each of which was prepared in the 1930s.  

In general, most of the areas shaded on Map No. 5 (reflecting zero, one or two 

FHA-insured loans in 1960-1961) were rated C or D on the map prepared by 

HOLC in the 1930s and were rated C or D by the FHA, as reflected in the map 

prepared by the CHA in the 1930s.  

Once the HOLC or the FHA rated an area C or D in the mid-1930s, it likely led to 

disinvestment in those areas and contributed to the decay of those areas. 

(Abramson, 2017; Krimmel, 2017)26  FHA appears to have continued to rate 

those areas as suspect or ineligible for FHA mortgage insurance right up to 

1960.   

3. Community Areas with More Than 1% Black Persons  

In 1960, there were a total of 32 Community Areas in Chicago that had a 

population of Black people that exceeded 1% of the population of the 

Community Area. (Kitagawa, 1963)  In 23 of those areas, there were two or 

fewer FHA-insured loans in 1960-61. In the other nine of those areas, there 

were three or more FHA-insured loans in 1960-61 

Table No. 1 lists the 23 Community Areas that had more than a 1% Black 

population and that had zero, one, or two FHA-insured loans in 1960-1961. 

These Community Areas are shaded red on Map No. 6.     

The accompanying Map No. 6 shows that these 23 areas are all north of about 

60th Street in Chicago. There was a total of only seven FHA-insured loans in 

these 23 community areas in 1960-61. 

Table 1 also shows for each Community Area: a) the percentage Black 

population in the area in 1960; b) the total number of Black people in the area 

in 1960; c) the median family income in the area in 1959; d) the percentage of 

buildings in the area with substandard conditions in 1960; e) the median value 

of the homes in the area in 1960, and f) the number of FHA-insured loans in 

1960-1961. (Kitagawa, 1963)27  

In 1960, the total Black population in these 23 Community Areas was 618,755 

people, or 76.1% of the Black population in Chicago in 1960. Yet, there was only 

a total of seven FHA-insured loans made in these areas in 1960 and 1961. The 



In 1975, lawyers working on the 
Contract Buyers League case sought 
to determine the areas that the Federal 
Housing Administration redlined in 
Chicago in 1960-1961 by plotting every 
loan that the Chicago FHA offi ce insured in 
those years. The FHA said it did not maintain 
records showing the address of every mortgage 
loan it insured in that period, but it had records 
showing the addresses of all FHA insured loans 
in 1960-1961, if the loans were still outstanding 
in about 1970 (referred to as the “FHA insured 
loans”).The FHA produced those records. The sample 
thus has limitations, but it was the best available data.

A team of people, Larry Gavin, an attorney 
working on the case, and Mary Helt Gavin and 
Alan Worley, who were assisting on the case, 
analyzed FHA’s records and compiled data
 regarding the FHA insured mortgage loans.  

There was a total of 5,212 FHA insured 
loans made by the Chicago fi eld offi ce in 
1960 and 1961. Of those, 859 were made 
in Chicago, and 4,353 were made in suburbs 
or other areas outside of Chicago, which 
included a 19 county area. Only 16% of 
the FHA insured loans were made in Chicago. 

In the map at right, the Chicago Community 
Areas where there were no FHA insured loans in 
1960-1961 are shaded “red;” the Community Areas 
where there was one FHA insured loan in 1960-1961 
are shaded “pink;” and the Chicago Community Areas 
in which there were two FHA insured loans in 1960-
1961 are shaded “yellow.”     

The boundary lines of the Community Areas 
are taken from a map prepared by Northeastern 
Illinois Planning Commission.

                                                    – Larry Gavin
     October 2018
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showing the addresses of all FHA insured loans 
in 1960-1961, if the loans were still outstanding 
in about 1970 (referred to as the “FHA insured 
loans”).The FHA produced those records. The sample 
thus has limitations, but it was the best available data.

A team of people, Larry Gavin, one of the attorneys 
working on the case, and Mary Helt Gavin and Alan 
Worley, who were assisting on the case, analyzed FHA’s 
records and compiled the data regarding the FHA 
insured mortgage loans.  

In 1960, there were a total of 32 Community 
Areas in Chicago that had a population of 
black people that exceeded 1% of the 
population of the community area. 
In 23 of those areas, there were two or 
fewer FHA insured loans in 1960-61. 
In 9 of those areas, there were three 
or more FHA insured loans in 1960-61

In the map at right the 23 Community 
Areas that had more than a 1% black population 
and that had two or fewer FHA insured loans 
in 1960-1961 are shaded red. 

In 1960, the total black population in these 
23 Community Areas was 618,755, or 76.1% of the 
black population in Chicago. There were a total of seven 
FHA insured loans made in these areas in 1960 and 1961.

In the map at right, the 9 Community Areas that had 
more than a 1% black population and that had more than 
two FHA insured loans in 1960-1961 are shaded yellow. 
Eight of these 9 Community Areas are grouped on the 
south side of Chicago, essentially extending south 
from 63rd Street.

The black population in these nine community areas 
was 191,508 in 1960, or 23.5% of the total black popula-
tion in Chicago. There was a total of 469 FHA insured 
loans in these areas in 1960 and 1961.

           – Larry Gavin
                       October 2018
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FHA Insured Loans 
in Chicago,
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data suggests that a large percentage of Black households lived in areas rated 

ineligible for FHA mortgage insurance, and that they were deprived of the 

benefits of FHA insurance.     

Table No. 1, next page,  reflects that eight of the Community Areas had a 

median income above the national median family income of $5,620 in 1960, and 

11 of the areas had a percentage of substandard housing that was less than 

25%.  
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Table No. 1: Data re Community Areas That Were More Than 1% Black in 1960 and 

that Had Two or Fewer 1960-61 FHA Mortgages 

                               % Black   Black    Median   % Substand    Median         # FHA  

Com. Area             in 1960    Pop.     Income        Housing       Value         Ins. Loans 

7 Lincoln Park           1.5         1,358     6,017           23.1           14,500            0 

8 Near North          30.6       23,114     5,532            34.8          25,000+          0 

13 North Park           2.9            517      8,944              0.6          25,000+          0 

24 West Town          1.7          2,366     6,011            25.7          12,700            1 

26 W. Garfield Pk   15.8         7,204     6,122              9.1           14,500            0 

27 Garfield Park      61.5       41,097    4,688            29.9           14,000            0 

28 Near West          53.8       68,146     3,984            44.4          12,400             0 

29 N. Lawndale       91.1     113,827     4,981            14.0          15,200             2 

30 S. Lawndale          5.9          3,568    6,408               9.5          12,600             0 

31 Lower West         1.1             530      5,861            37.2          10,700             0 

32 Loop                    10.4             449          NA            68.3                 NA             2 

33 Near South        76.7          7,942      3,280            52.8                 NA             0 

34 Armor Sq.          31.4          4,960       5,140            18.4          12,700            0 

35 Douglas              91.8        48,031      3,779             28.2          16,300            0 

36  Oakland             98.3         23,955     3,412            44.6           16,300            0 

37 Fuller Pk.               96        11,692       4,547            24.9           12,800            0 

38 Grand Blvd.          9.4       79,537       4,329             43.9           17,000            0 

39 Kenwood            83.9       34,838       4,832             22.3            20,000           0 

40 Washington Pk. 99.1       43,310       4,806             37.0            16,300          0 

41 Hyde Park            7.7        17,163       6,772             13.9            18,800           0 

42 Woodlawn         89.1        72,397       4,797             30.0            17,300           0   

46 S. Chicago             4.9         2.448        6,949             16.9            17,100           2 

54 Riverdale             90.0       10,306       3,261               1.6             10,800           0 
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Table No. 2 lists the nine Community Areas in Chicago that had a Black 

population in 1960 in excess of 1% of the total population of the Community 

Area and that had three or more FHA-insured loans in the Community Area in 

1960-1961. The table provides the same categories of information as Table 1.  

The Community Areas that are listed in Table 2 are shaded yellow in Map No. 6. 

The map shows that eight of the nine Community Areas are grouped on the 

south side of Chicago, essentially extending south from 63rd Street, about eight 

miles south of Chicago’s downtown area. 

The Black population in these eight community areas was 191,508 in 1960, or 

about 23.5% of the total Black population in Chicago. There was a total of 469 

FHA-insured loans in these areas in 1960 and 1961. Even that is a relatively 

small number of insured loans in light of the magnitude of these eight areas.  

Comparing the Community Areas in Table No. 2, with those in Table No. 1 

reflects that, on the whole, they had a higher median family income and a lower 

percentage of substandard housing. Six of the nine Community Areas listed in 

Table 2 had a median income of more than $7,000, and eight of the areas had a 

percentage of substandard conditions that was less than 8%.  

Table No. 2: Data re Community Areas That Were More Than 1% Black in 1960 and 

Had More Than Two 1960-61 FHA Mortgages 

                               % Black     Black   Median   % Substand    Median       # FHA  

Com. Area             in 1960     Pop.    Income        Housing        Value       Ins. Loans 

43 S. Shore                9.6       7,018      7,888            2.0             19,500          35 

44 Chatham             63.6    26,756     7,176             0.8             18,200        134 

49 Roseland              22.6   13,225     7,375             3.7              16,100       112 

56 Garfield Ridge       6.6      2,686     7,896             0.9              18,200           6 

67 W. Englewood     11.7      6,842     6,695            4.2              13,200         29 

68 Englewood            68.9   67,216     5,579          14.6              13,200         22 

69 Greater Grand      85.9   54,257     6,190             7.2             16,600          17 

73 Washgton Hgts     12.5     3,711      8,523            0.8             17,600          93 

75 Morgan Park         35.1     9,797      8,029             6.6              19,900         21       
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Of the 469 FHA-insured loans in these nine community areas: 

 160 were made in census tracts that were less than 1% Black in 1960, 

 114 were made in census tracts that were between 1% and 20% Black in 

1960, and of those 99 were made in census tract nos. 646 and 656z in the 

Chatham Community Area, and   

 205 were made in census tracts that were more than 20% Black in 1960.  

The data does not reflect whether any of the FHA-insured loans were made to 

enable a Black family to purchase a home on an all-White block, or whether the 

loans were made only after a block had completely transitioned.28  

But Mr. Stephanidis, who worked in the appraisal and real property sections of 

FHA between March 1956 and December 1961, testified that FHA did not insure 

mortgages in a racially changing area where there was “panic” or unstable 

prices; and there is no evidence that this practice changed, even in 1960 or 

1961. (Stephanidis, 2015, pp. 84-86, 103-106, 125). In light of his testimony, it is 

likely that FHA insured loans in these areas only if a block or neighborhood had 

racially transitioned and prices were stable. 

There is also evidence that FHA’s insuring mortgages in the nine Community 

Areas listed in Table 2 represents a change in practice that took place in the late 

1950s or the early 1960s.  

A 1963 report prepared by the Chicago Commission on Human Relations, 

Mortgage Availability for Non-Whites in the Chicago Area, reflects that attitudes 

among mortgage lenders were changing in about 1960 and that lenders were 

beginning to make loans in areas such as Park Manor and Chatham, but they 

were still not ready to make loans to the first Black people wishing to purchase 

on an all-White block.  

The report said, “Chicago area real estate brokers and mortgage lenders who 

deal with nonwhites told the Commission that mortgage funds are available to 

qualified Black home buyers in areas such as Park Manor and Chatham. The 

brokers complained, though, that it was difficult to obtain a mortgage in certain 

older neighborhoods.” (CCHR Report, 1963, p. 3) 

The Commission said this represented a “striking change that has occurred 

during the past several years in mortgage availability for nonwhites. In 1950, 
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brokers' complaints would center around the problem of simply obtaining a 

mortgage for nonwhites anywhere, any place.” (CCHR Report, 1963, p.3)  

The Commission added, though, that “Few financial institutions will process 

loans for nonwhite borrowers wishing to purchase in all-White neighborhoods 

in the city or suburbs.” (CCHR Report, 1963, p. 3) “Most lenders still refuse a 

highly qualified Negro buyer a loan in an all-White area – simply because they 

believe that they would be making a loan in a ‘controversial neighborhood.’” 

(CCHR Report, 1963, p. 17) 

One lender told the Commission, “The long standing unwritten policy of 

mortgage men not to finance the Negro unless his is the fifth house to go Black 

in a White block, is currently being adjusted to the third or even the second 

house.” (CCHR Report, 1963) 

Other evidence indicates that FHA was not insuring in areas such as Chatham in 

the late 1950s and that its insuring in Chatham and other areas to the south in 

1960 or 1961 would represent a “striking change.”  

Scott Tyler testified that when he was on the receiving desk at the FHA in 1956 

and 1957, the FHA was not insuring in Black areas, such as Lawndale, Garfield 

Park, Englewood, Woodlawn or Kenwood. (Tyler, 1976, pp. 4964-65).   

He recounted a time in 1956 when a Black friend of his had to ask the Cardinal 

of the Archdiocese of Chicago to intercede on his behalf to obtain FHA 

mortgage insurance on a home in Chatham. (Tyler, 1975, pp. 118, 121). By then, 

portions of Chatham had already racially transitioned, but the FHA in its normal 

practice was still unwilling to insure a loan in that area at that time. 

And even though he had graduated from Northwestern University’s School of 

Commerce and was certified as an appraiser, Mr. Tyler was not allowed to go 

into the field to make appraisals because he was Black, and he was told White 

people might panic if they saw a Black man in their neighborhood. (Tyler, 1976, 

pp. 4878, 4952; Stephanidis, 1975, pp. 25-26). In 1956 and 1957, FHA was still 

bending to the racially discriminatory attitudes and the discrimination that 

existed in the marketplace.  

Rose Helper completed her study of broker and lender practices in the 

Kenwood, Hyde Park, South Shore, and Woodlawn Community Areas in 1958.  
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She found that few lenders were willing to lend to Black families in all-Black 

areas, and lenders were not willing at all to make loans to Black families moving 

into White areas. (Helper, 1969, pp. 166-67, 171, 337).  

Mr. Stephanidis testified that he was aware that an area around 95th Street or 

100th Street on south Michigan Avenue – in the Roseland Community Area, just 

south of Chatham – was racially changing in 1956 or 1957. He said, “There was 

panic selling. They [the FHA] kept away from it. … Once it was established that it 

was a changed area, they go in. And there were Black mortgages made.” 

(Stephanidis, 1975, pp. 103, 106).  

When asked to identify any other Black areas that FHA was insuring in, Mr. 

Stephanidis identified only four suburbs south of Chicago. He did not identify 

any other areas in Chicago. (Stephanidis, 107-108).  

Thus, in the late 1950s, FHA was staying away from racially changing areas 

where there was panic or prices were unstable. Mr. Stephanidis could not 

identify any racially changing area other than Roseland where the FHA insured 

before 1960.  

Throughout the 1950s, Dempsey Travis was a major force in the real estate 

market in many of the south side areas listed in Table 2. He said the FHA refused 

in the 1950s to insure mortgages for Black people moving into White areas such 

as Park Manor, Chatham, South Shore, Kenwood, and Hyde Park. Starting in 

1954, he said he had asked the FHA every year to approve his company, Sivart 

Mortgage Corporation, to act as an FHA loan correspondent, and his requests 

were repeatedly denied until August 1, 1960, when Sivart became the first 

Black-owned FHA loan correspondent in Chicago. (Travis, 2013, pp. 132, 155, 

157-9, 161)  

Mr. Travis said, “I knew that a government that had not permitted a Black 

mortgage banking company to speak through its racist-laden bureaucracy until 

1960 would not intervene in the mortgage market on behalf of minorities. 

Hence, Sivart Mortgage Corporation became the vehicle for opening the doors 

wider to the FHA mortgage market.” (Travis, 2013, p. 161) 

Mr. Travis added that appointing Sivart as an FHA loan correspondent “raised 

the ‘cotton curtain’ between the Black community and the FHA.” (Travis, 2013, 

pp. 155, 157-9, 161)  
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Mr. Travis pins FHA’s change to August 1, 1960. But even with this change, it 

appears that the change was made only south of 60th Street in Chicago, where 

there were relatively affluent communities that had relatively high quality 

housing.  

The median family income in Chatham was $7,176 in 1960, 28% above the 

national family median income, and median value of homes was $18,200, which 

was relatively high for Chicago. Nineteen percent of the housing was less than 

20 years old, and Chatham had less than 1% substandard housing.  

By 1960, the Chatham Community Area was 63.6% Black, and it was 

experiencing a relatively uncontested racial transition. Several area churches 

welcomed Black people into their congregations, and the Chatham-Avalon Park 

Community Council included Black people in its organization.  

Mr. Stephanidis testified that FHA would insure in areas where the racial 

transition had been completed, where things were “settled,” pricing returned to 

normal, and sales transactions were being done in an orderly fashion. 

(Stephanidis, 2015, pp. 101,104)  

Chatham, which had 134 FHA-insured loans in the CBL Study, may have been 

such an area in 1960. But in addition, Chatham was a relatively affluent 

community that had high-quality housing.  

Roseland was 22.6% Black in 1960, and had a median family income of $7,375, 

32% above the national family median income. It had less than 4% substandard 

housing, and 33% of the housing units were less than 20 years old. Mr. 

Stephanidis testified the housing was “beautiful.” Roseland had 112 FHA-

insured mortgages in the CBL Study. (Stephanidis, 2015, pp. 103-106; 1960 

Census) 

Washington Heights was 12.5% Black in 1960, and had a median family income 

of $8,523, 54% above the national median. It had less than 7% substandard 

housing, and 39% of its housing was less than 20 years old. Washington Heights 

had 93 FHA-insured loans in the CBL Study.  (Kitagawa, 1963) 

South Shore was 9.6% Black in 1960, and had a median family income of $7,888, 

40% above the national median. The percent of substandard housing was 2%, 
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and 24 of the 35 FHA-insured loans made in South Shore were in census tracks 

where 31% of the housing was less than 20 years old. (1960 Census) 

Mr. Stephanidis also testified that the “complexion” changed in 1960. 

(Stephanidis, 1975, pp. 109-110) and mentioned programs available under 

Section 221 of the National  Housing Act. Prior to 1960, portions of Englewood 

and Greater Grand Crossing were designated as urban renewal areas (Kitagawa, 

1963), which opened up opportunities under Section 221.  

While the “cotton curtain” may have been lifted in certain areas on Chicago’s 

south side where the racial transition was completed, where prices were stable, 

where the area was relatively affluent and had high quality housing, the curtain 

remained down for the Black areas north of about 60th Street, where 75% of 

the Black people in Chicago were relegated to live, due in significant part to 

FHA’s racially biased policies, dating from its inception.   

And in the scheme of things, the number of FHA-insured loans in the community 

areas listed in Table 2 is relatively low.  

4. FHA Avoided Areas with Middle Income Families  

In applying its underwriting policies, FHA excluded many areas where families 

had incomes higher than the national median family income. The data shows 

that the median family income in many of the community areas listed in Table 1 

was close to or above the national median family income, which means that 

many families in those areas had median incomes above the national median. 

In 1960-1961, FHA-insured mortgages were in a total of 151 census tracts in 

Chicago. Table No. 3 below shows how many of these census tracts had a 

median family income of $2,000 - $5,000, a median family income of $5,500 - 

$6,000, etc.   

The table shows that there were no 1960-1961 FHA insured loans in census 

tracts that had a family median income less than $5,500, and that most of the 

FHA insured loans in 1960-1961 were in census tracts that had a median family 

income of between $6,500 and $8,500.  

The national family median income in 1960 was $5,620, so FHA was 

predominantly benefiting families that were at the higher spectrum of the 

income scale.  
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Table No. 3: Median Income of Census Tracts with a 1960-61 FHA Mortgage 

Families’ Median      No. of Census     

Income in 1960             Tracts  

$2,000 -$5,500               0           

$5,500-$6,500               24  

$6,500-$7,500               45  

$7,500-$8,500               58  

$8,500-$12,000             24   

The 1960 Census, Housing Survey reports that the median family income of 

homeowners who obtained an FHA first mortgage in the Chicago-Northwestern 

Indiana SCA in 1960 was $8,100, or 42% higher than the median income in the 

nation. (Housing Census, 1960, p. 185, Table 2). 

In practice, the FHA wrote off many neighborhoods where middle class people 

could afford to live, and in the case of Black people, the only areas where most 

could live, due in significant part to FHA’s policies that promoted segregation 

and that limited the supply of housing available to Black families in Chicago.  
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IV. Conclusion  

The CBL study indicates that in 1960-1961, the FHA Chicago office wrote off all 

Black areas in Chicago north of 55th Street. This is consistent with the 

admissions of FHA’s top administrators and the findings of many federal 

agencies that the FHA redlined older, central city areas throughout the country.  

While FHA apologists argue that FHA’s actions were justified by the “economic 

soundness” requirement of Section 203(b) of the 1934 National Housing Act, 

FHA’s redlining practices were bound up in its racially-biased underwriting 

policies. By FHA’s own admission, the redlining was arbitrary. 

1. FHA’s Implementation of Economic Soundness Was Bound Up in Race 

Section 203(b) of the National Housing Act contained a requirement that the 

FHA evaluate mortgage loans for “economic soundness.” That section, however, 

did not define that term; and the FHA put it into practice through its 

underwriting policies, which required its appraisers to place a heavy emphasis 

on a “location analysis” of the property and on neighborhood quality and 

desirability.  

Many of the “economic soundness” requirements the FHA included in its 

Underwriting Manuals were based on race or were racially biased.29  

From its inception in 1934, the FHA was a strong advocate for segregation. It 

expressly supported “homogeneous” neighborhoods, and it required racially 

restrictive covenants until 1948. It taught that if Black people “invaded” a 

neighborhood, that would lower property values and destroy neighborhood 

stability. These views became embedded in the marketplace amongst 

homeowners, brokers, developers, lenders, and speculators. 

In 1947, the FHA softened its tone, but it still condoned discrimination by 

developers in the suburbs. Its underwriting manuals instructed its valuators to 

consider the risk of racial change in assessing whether a location was eligible for 

FHA insurance. At a time when White people were resorting to violence to stop 

Black people from moving into their neighborhoods, the FHA told its valuators 

that it was “essential” to take White attitudes into account.   

These polices gave effect to, and embraced, White homeowner’s opposition to 

racial change. The FHA condoned and essentially approved the brokers’ and 
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lenders’ “gentlemen rules” not to deal with Black people moving into an all-

White neighborhood. 

 Even the Underwriting Manual’s provisions discussing the risk of insuring in 

older areas of the City were couched in race-laden language. FHA’s underwriting 

policies that were in effect from 1947 through at least 1958 instructed that 

older areas tend to deteriorate” and transition to a “lower occupancy;” 

residential districts “undergo change in occupancy related to the changing of 

user groups;” and the “trend of neighborhood stability usually lies in the same 

direction as the movement of the most stable user groups.” (FHA Manual, 1947, 

Sec. 1302, 1303, 1314). 

The 1947 manual also warned that crowded neighborhoods and poor 

maintenance – which were products of segregation and redlining – were factors 

that contribute to deterioration of a neighborhood. (FHA Manual, 1947, Sec. 

1302, 1303, 1314) 

From the beginning, FHA rated neighborhoods for mortgage risk and wrote off 

entire sections of Chicago. In the mid-1930s, the FHA rated virtually all areas in 

Chicago in which Black people lived as “D,” which was an area where 

applications for mortgage insurance would be automatically rejected. (Light, 

2010, p. 651)  

By 1960-1961,  the FHA wrote off the same areas, as well as others that had 

racially changed in the interim. 

It is also clear that the FHA’s race-based policies and conduct had a lasting 

impact in the marketplace. When the FHA designated areas as reject areas and 

as suspect areas in the mid-1930s, this dried up financing in those areas, which 

accelerated the decline of those neighborhoods. (See e.g. FHA Commission 

Letters 38 and 63; Aaronson, 2018; Krimmel, 2017) 

Due to FHA’s segregation policies, Black people were relegated to older areas of 

the City, and the demand for housing far exceeded the supply. The demand was 

bottled up by violence, by broker and lender rules not to sell or loan to Black 

families moving into White neighborhoods, and by FHA’s policy to stay away 

from racially changing areas. This pent-up demand led to overcrowding, which 

the FHA taught in its manuals led to neighborhood decline. (FHA Manual, 1947, 

Sec. 1314) 
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When the FHA stayed away from racially changing areas, it cut off mortgage 

lending in those areas. Black families were required to buy homes in those areas 

on installment contracts at mark-ups averaging 75%, Further, under the 

contracts, the buyers did not receive title to their homes until they had made 

their last payment. Many Black families took in boarders to help defray the cost 

of their homes, which contributed to overcrowding. Black families were not able 

to obtain loans to fix up their homes because they lacked title to their homes 

and could not use it as collateral to secure a loan. The overcrowding and the 

lack of funds to maintain and rehab their homes contributed to the decline of 

older neighborhoods.  

As late as 1960 and 1961, the FHA was still staying away from racially changing 

areas where there was panic or where pricing was not stable. (Stephanidis, 

2015, pp. 60-65, 79-81, 90, 104, 127-128) Rather than taking a leading role by 

stepping in and providing mortgage insurance in those areas in an effort to stem 

the panic and ensure an orderly neighborhood transition, the FHA stepped 

away, which stoked the panic and the continued the cycle of violence and racial 

animosity in Chicago.  

FHA’s writing off all Black areas north of 55th Street in Chicago in 1960-1961 

was not a purely economic decision. The practice was bound up with a quarter-

century of race-based policies and practices.  

 

2. Writing Off Vast Areas of Chicago Was Arbitrary 

FHA officials themselves admitted in 1965, that FHA’s underwriting policies had 

gone too far by writing off many older neighborhoods.  

Eight of the 23 Community Areas listed in Table 1 had a median income above 

the national median family income of $5,620 in 1960, and, by definition, many 

Black families in those areas had a median family income above the national 

median. Eleven of the Community Areas had a percentage of substandard 

housing that was less than 25%.30 

The families in the Contract Buyers League were working class families. Many of 

them worked at the same job for 20 years or more. Many worked two jobs. If 

they were given the opportunity to purchase a home with FHA mortgage 



70 
 

insurance, they would have been able to purchase their home at a fair price, 

with a lower interest rate, and on terms where they obtained title to their home 

and could build up equity in their home. They did not have that opportunity. 

On November 8, 1965, FHA Commissioner Philip E. Brownstein sent 

Commissioner Letter No. 38 to the Directors of FHA insuring offices. The letter 

said, “In some instances, there has been hesitancy on the part of insuring offices 

to make FHA programs available in older neighborhoods. An automatic 

exclusion of neighborhoods merely because they are older can result in the 

shutting off of capital investments in these neighborhoods. Unavailability of 

capital, in turn, accelerates decline.”  

The letter said the Directors of FHA’s insuring offices “should be alert to 

situations in which values can be stabilized and property ungraded by an 

infusion of capital into older residential sections and should help to bring this 

about by seeing that such areas are not denied the benefits of mortgage 

insurance.  

“There are many older neighborhoods and areas where FHA can and should 

make all of its mortgage insurance programs available on an individual case 

basis.”  

The letter established some new guidelines applicable to providing insurance 

under Section 203(b), as well as under several other sections. These new 

guidelines essentially threw out many of the FHA’s prior underwriting policies 

and practices regarding a locational analysis that had been use to designate 

many areas as ineligible for FHA insurance.   

One new guideline was: “FHA must stimulate and assist residential 

rehabilitation and financing of property transfers in all neighborhoods where 

values are sufficiently stable and long range prospects sufficiently promising to 

make insurance of long term loans a reasonable risk. Areas should not be 

excluded from FHA insured loans merely because they are old and located in the 

central part of the city. The test should be that stable long term neighborhood 

values exist or that changes are taking place which give promise of arresting 

neighborhood decline so that stable values for the future may be reasonably 

predicted by the appraiser. A neighborhood should not be denied the benefits 

of FHA loan insurance if the prospects for social and economic stability are good 
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even though it has in the past experienced blight because of population shifts or 

other causes that have run their course. In such areas, if visible signs exist that 

spontaneous forces of renewal are at work, FHA should move in to assist these 

forces rather than wait until the process of revival is completed.” (FHA 

Commissioner Letter 38, 1965)  

Almost two years later, FHA Commissioner Letter No. 63, dated July 31, 1967, 

reiterated the “FHA will not designate entire communities or areas as ineligible 

for participation in mortgage insurance operations. Instead, eligibility is 

established in response to an application and its compliance with prescribed 

eligibility standards and criteria. This is done on a case by case basis and places 

major emphasis on the eligibility of the property being examined.  

“Any arbitrary and area-wide exclusions as to a particular program that are in 

effect are to be rescinded.” (FHA Commissioner Letter No. 63, 1967) 

These new polices were implemented within the confines of the economic 

soundness requirement of Section 203(b), and reflect the FHA Commissioner’s 

view that declaring entire areas as ineligible for FHA insurance was arbitrary, 

and that FHA’s prior underwriting policies were not required by the “economic 

soundness” requirement of Section 203(b). They went too far, and deprived 

many households of the benefits of FHA insurance.   

Many Black households in Chicago might have obtained the benefits of FHA 

insurance if less restrictive, non-discriminatory requirements were in place 

before 1965. 

3. FHA Policies Forced Most Black People to Live in Areas the FHA Wrote 

Off 

FHA played a significant role in perpetuating segregation in Chicago and limiting 

the areas in which Black people could live in the City. The only areas where 

most Black people could live were older areas of the City, which the FHA 

deemed ineligible for FHA mortgage insurance.   

One reason many Black people in Chicago were deprived of FHA mortgage 

insurance was not that the areas in which they lived failed to meet FHA’s 

requirements. Rather, most Black people, due to racial segregation, lacked the 
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choice to live anywhere other than older sections of the City that FHA had 

redlined.   

After extensive hearings throughout the nation in 1959, the U.S. Commission on 

Civil Rights made this its first finding: “First, a considerable number of 

Americans, by reason of their color or race, are being denied equal opportunity 

in housing. A large proportion of colored Americans are living in overcrowded 

slums or blighted areas in restricted sections of our cities, with little or no 

access to new housing or to suburban areas. Most of these Americans, 

regardless of their educational, economic, or professional accomplishments, 

have no alternative but to live in used dwellings originally occupied by white 

Americans who have a free choice of housing, new or old.” (CCR Report, 1959,  

p. 534) 

The Commission explained the situation in Chicago as follows: “[T]he Negro's 

participation in FHA benefits is still largely restricted to existing second hand 

housing purchased by Negroes. Here, too, the Negro is at a disadvantage, for 

the old housing available to him often fails to meet FHA standards. In 1950, 

almost 90 percent of all owner-occupied properties with FHA mortgages were 

twenty years old or less, but more than half of all mortgaged Negro owner-

occupied single unit properties were older than twenty years. In addition to the 

age of the property, certain building standards of both FHA and lending 

institutions impose further limits on Negro participation. An old house may be 

structurally sound and nevertheless not qualify for mortgage insurance because 

of certain building practices that existed at the time it was built.  

“For example, Mr. Edward Asmus, President of the Chicago Mortgage Bankers 

Association and president of a community bank, testified that ‘a bathroom off 

the kitchen usually bars FHA from financing’ a house. When it is considered that 

54 percent of the housing in Chicago was built more than 40 years ago and that 

that is the principal housing market for Negroes in Chicago, it is evident that 

FHA's high insurance standards operate to exclude a large proportion of Negro 

home purchasers from its benefits.” (CCR Report, 1959 Report, p.  467) 

This begs the question whether imposing requirements such as set-backs and 

the location of bathrooms were themselves arbitrary in the context of older 
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cities because those requirements could operate to exclude large portions of a 

city without a countervailing connection to the economic life of a building.  

Many subsequent reports issued by federal commissions concluded that most 

Black households were relegated to live in older, segregated portions of the big 

cities in the nation, and that the FHA designated these areas as unacceptable 

for FHA mortgage insurance.  

In the 1960 Report to the Commission on Race and Housing,” Prof. McEntire 

said, “The blighted areas, to which most nonwhites are restricted, generally do 

not conform to FHA standards, and many of the properties acquired by 

nonwhites are also unacceptable because of poor quality or age.” (McEntire, 

1960, p. 300) 

Referring to the doctrine espoused by FHA that “nonwhites should be kept out 

of White neighborhoods in order to protect property values,” Prof. McEntire 

went on to say the “larger problem … relates to restrictions on the ability of 

minority persons to purchase property in locations which would meet FHA 

standards.” (McEntire, 1960, pp. 300-301) 

In his conclusion, Prof. McEntire says, “In large measure, the housing 

disadvantage of minority groups, especially of Negroes, is traceable directly to 

restrictions on their competitive freedom. Because of low income, most 

minority families can afford only the cheaper dwellings. But their housing is 

poorer than it need be on the basis of price alone. Segregation tends to create a 

special scarcity of housing for the segregated groups, enabling higher prices to 

be charged to them in the general market for similar dwellings. Nonwhite 

families, on the average, obtain less space and a poorer quality of dwellings 

than do white families, even when they pay the same rents or purchase prices. 

(McEntire, 1960, p. 348) 

A decade later, the U.S. Commission on Civil Rights said in a 1973 Report, “The 

patterns of racial residence we have today are a legacy of the past, in which 

discrimination, not choice or ability to pay, has been the principal factor that 

determines where minority families live. It is a national history in which 

Government and private industry came together to create a system of 

residential segregation.  
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“Economics helps to explain why minority families are more poorly housed than 

members of the White majority. For example, median Black family income is 

lower than that of Whites, and good housing tends to be expensive. But 

economic factors do not entirely explain the existent widespread residential 

segregation. It can be explained only if racial discrimination is also weighed in 

the balance. The notion that Blacks and other minorities need only larger 

incomes to gain an equal choice of housing is not supported by fact. If that were 

true, it would be expected that all poor families, whether White or Black, would 

be equally restricted in their choice of housing. The evidence indicates that 

segregation by race is more widespread than segregation by income. “Census 

figures show that poor White families are not confined to housing in the central 

city as are poor Black families. White families are widely dispersed throughout 

the metropolitan areas. The percentage of poor White families who live in 

suburban areas comes close to equaling the percentage of White suburban 

residents who are not poor. Nearly half of all poor White families live in the 

suburbs, while four out of five poor Black families are confined to the inner-

city.” (CCR Report, 1973, 15) 

FHA’s actions had a domino effect and continued a cycle of discrimination and 

race-based practices in the housing market in Chicago. FHA bears some of the 

responsibility for segregation and Black people’s pent-up demand for housing in 

Chicago. It bears some of the responsibility for accelerating the decline of older 

areas in the City. It bears some of the responsibility for forcing most Black 

families in Chicago to live in segregated, older areas of the City, which the FHA 

redlined. It bears some of the responsibility for cutting off mortgage financing in 

large sections of the City.  

FHA deprived many Black families of the benefits of FHA mortgage insurance 

and of the chance to build up equity and value in their homes. It contributed to 

the decline of many neighborhoods in Chicago. The effects are still being felt 

today. 
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                                                Appendix A  

Number of FHA-Insured Mortgages in Chicago in 1960-1961 

 by Community Area and Census Tract (% Black is in 1960) 

 

C.Track#    % Black    # FHA Loans 

CA 3 – Uptown 

38            .04         1 

CA 9 – Edison Park  

139                   0                 2 

CA 10 – Norwood Park 

141z              .05                 1 

144                .03                 1 

145y              .04                 4 

145z                 0                  1 

146                .05                 1 

CA 11 – Jefferson Par 

147                   0                  2 

151                   0                  1 

CA 12 – Forrest Glen 

152                0.2                 3 

153                   0                  1 

CA 15 – Portage Park 

179                .01                 1 

CA 16 – Irving Park 

184                .04                  1 

187                .05                  1 
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CA 17 – Dunning 

195                  0                   3 

196                  0                   1 

CA 18 – Mountclaire 

203                   0                  1 

CA 20 – Hermosa 

221                   0                  1 

222                   0                  1 

CA 22 – Logan Square 

249                0.2                  1 

CA 24 – West Town 

288                  4                   1 

CA 25 – Austin 

332                .04                  1 

333                   0                   1 

327                .05                  1 

328                  0                    1 

CA 29 – North Lawndale 

462              74.6                 2 

CA 32 – The Loop 

513                   0                  1 

514                1.3                  1 

CA 43 – South Shore 

639                .08                  1 

642a              .02                  2 

643                .05                  5 

646              28.0                  3 
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648              93.4                10 

649             84.0                14 

CA 44 – Chatham 

650             41.5                13 

652             66.7                  6 

653z           93.1                  4 

656z           10.6                96 

657             61.0                11 

658z           12.2                  4 

CA 45 – Avalon Park 

661               .04                   8 

CA 46 – South Chicago 

664                  0                  1 

665                .02                 1 

CA 48 – Calumet Heights 

675               .10                  1 

676                  0                   1 

677                  0                   1 

678                .05                 2 

679z              .02                 4 

CA 49 – Roseland 

681z           99.18               9 

682z            95.7                 2 

683z               98               15 

685              97.9                 1 

687z                 0                11 

688                .02               18 

690                   0                  6 

691                   0                15 

692                   0                  3 

693                .07                 8 
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694                  0                 20 

695               79.6                4 

CA 50 – Pullman 

697                  0                   8 

698z                 0                11 

699z                 0                  1 

CA 51 – South Deering  

701z              2.9                 1 

702z              .08               76 

703                   0                  1 

704z                 0                35 

CA 52 – East Side 

705                   0                  3 

707z                 0                   3 

708                .10                  1 

709z                 0                   7 

710z                 0                   8 

CA 53 – West Pullman 

711                .52                 6 

712                1.1                 1 

713                   0                  1 

714                   0                14 

715                .01                15 

CA 55 – Hegewisch 

719z               .19               17 

CA 56 – Garfield Ridge 

724                   0                  2 

725                .02                 1 

727                   0                  2 

732                   0                  1 
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CA 61 – New City 

789z              .07                  2 

809z                 0                   1 

CA 62 – West Elsdon 

813                  0                   1 

814z                0                   1 

CA 63 – Gage Park 

818z                 0                  1 

CA 64 – Clearing 

827                   0                  4 

830                   0                  2 

832                   0                  1 

834                   0                13 

CA 65 – West Lawn 

838a                 0                  4 

838b                 0                  1 

CA 66 – Chicago Lawn 

843                  0                   1 

845                  0                   1 

846a             .02                   1 

846b                0                   1 

847b                0                   1 

CA 67 – West Englewood 

850                  0                   2 

851                  0                   3 

852                  0                   4 

853                  0                   1 

855               .13                   2 

856                  0                   3 

857               0.7                   1 
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858             79.9                1 

859             10.5                1 

860             1.16                1 

865z              .06                2 

866                .02                5 

867z                 0                 2 

870                   0                 1 

CA68 – Englewood 

873            6.91                   1 

882             30.3                  4 

883               .11                15 

885             98.4                  1 

886              98.5                 1 

CA 69 – Greater Grand Crossing 

889             97.1                  2 

890             37.4                  8 

891             49.7                  2 

892             95.3                  2 

894             36.9                  1 

900             56.8                  2 

CA 70 – Ashburn 

901a                0                  2 

901b                0                  3 

902a             .01                  4 

902b                0                12 

902c                0                 29 

 

CA 71 – Auburn Gresham 

 

903                  0                   1 

904                  0                   2 

905                  0                   1 

908                  0                   2 

910               3.9                  6 
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911                  0                   2 

912b                0                  1 

912d                0                  2 

913                  0                   3 

914                  0                   1 

CA 72 – Beverly 

917               .14                  1 

919                  0                  1 

920                  0                  2 

CA 73 – Washington Heights 

923a             .90                14 

923b             .20                  2 

924           27.18                57 

925             96.2                15 

926                  0                   2 

927               .44                  3 

CA 74 – Mount Greenwood 

929a              .05                  7 

929b                0                   4 

929c              .02                  2 

CA 75 – Morgan Park 

930                  0                    1 

931                .02                  2 

932                1.7                  1 

933               27.1                 8 

934               66.5                 2 

935               81.9                 7 

 

 

 

 



82 

 

 

                                                 References  

Aaronson, Daniel, Daniel Hartley, and Bhashkar Mazumder, 2017, rev. 2018, 

“The Effects of the 1930s HOLC ‘Redlining’ Maps.’” Federal Reserve Bank of 

Chicago Working Paper, no. 2017-12.    

Abrams, Charles, 1951, “The New ‘Gresham’s Law of Neighborhoods’ –Fact of 

Fiction, The Appraisal Journal, Vo. 19, No. 3, July 1951. 

Abrams, Charles, 1955, Forbidden Neighbors: A Study of Prejudice in Housing, 

Harper Press. 

Appel, Ian, and Jordan Nickerson, 2016, “Pockets of Poverty: The Long-Term 

Effects of Redlining.” Carroll School of Management, Boston College. 

Brown, Robert Kevin, 1965, Real Estate Economics, an Introduction to Urban 

Land Use, Houghton Mifflin. 

Census of Housing, 1963, U.S. Dept. of Commerce, 1960 Census of Housing: 

Residential Finance – Homeowner Properties.  

Chicago Commission on Human Relations, 1963, Report “Mortgage Availability 

for Non-Whites in the Chicago Area.” 

Coates, Ta-Nehisi, 2014, “The Case for Reparations,” The Atlantic 1972, pp. 54-

71. 

Downs, Anthony, 1960, “An Economic Analysis of Property Values and Race 

(Laurenti),” Vol. 36, No. 2, May, 1960, of Land Economics on JSTOR, pp. 181-

188. 

Duncan, Otis and Beverly Duncan, 1957, The Negro Population of Chicago, A 

Study pf Residential Succession. Chicago, IL: The University of Chicago Press.  

Federal Housing Administration Underwriting Manuals, editions: 1934, 1936, 

1938, 1947, 1958. 

FHA Commissioner Letter No. 38, Nov. 8, 1965, “Use of FHA  Programs in Older, 

Inner City Neighborhoods.” 



83 

 

FHA Commissioner Letter No. 63, July 31, 1967, “Prohibition of Arbitrary 

Exclusions of Communities and Neighborhoods and the Waiver of Economic 

Soundness in Riot or Riot Threatened Communities.” 

Gordon, Adam, 2005,“The Creation of Home Ownership: How New Deal 

Changes in Banking Regulation Simultaneously Made Homeownership 

Accessible to Whites and Out of Reach for Blacks.” Yale Law Journal, vol. 115, 

no. 1, 2005, pp. 186-226.  

Helper, Rose, 1969, Racial Policies & Practices of Real Estate Brokers. 

Minneapolis, MN: University of Minnesota Press. 

Hiller, Amy, 2003, “Redlining and the Homeowners’ Loan Corporation.” Journal 

of Urban History, vol. 29, no.4, pp. 394-420. 

Hirsch, Arnold, 1983, Making the Second Ghetto, Race & Housing in Chicago 

1940-1960. Chicago & London: The University of Chicago Press. 

Jackson, Kenneth, 1980, “Race, Ethnicity, and Real Estate Appraisal: The Home 

Owners Loan Corporation and the Federal Housing Administration. Journal of 

Urban History, vol. 6, no. 4, pp. 419-52.  

Jackson, Kenneth, 1985, Crabgrass Frontier, the Suburbanization of the United 

States. Oxford & New York: Oxford University Press.  

Kennedy, John F., 1962, Executive Order 11,062, Nov. 20, 1962 

Kitagawa, Evelyn Mae and Karl E. Tauber, 1963, Local Community Fact Book: 

Chicago Metropolitan Area, Chicago Community Inventory, University of 

Chicago.  

Kimble, John, 2007, “Insuring Inequality: The Role of the Federal Housing 

Administration in the Urban Ghettoization of African Americans.” Law & Social 

Policy, vol. 32, no. 2, pp. 399-434. 

Krimmel, Jacob, 2017, “Persistence of Prejudice: Estimating the Long Term 

Effects of Redlining,” The Wharton School, University of Pennsylvania, pp. 1-39. 

Laurenti, Luigi,  1960, Property Values and Race, Berkeley: University of 

California Press.    



84 

 

Light, Jennifer, 2010, “Nationality and Neighborhood Risk at the Origins of FHA 

Underwriting.” Journal of Urban History, vol. 35, no.5, pp. 634-71. 

Mabus, Charles, 1972, Affidavit dated Jan. 4, 1972, filed in Baker v. F & F 

Investment, Case No. 69-15 (U.S. Dist. Ct. N.D.Ill.). 

Macnamara, John R., 1971, “The Contract Buyers League: A View from the 

Inside,” Yale Review of Law and Social Action: Vol. 1: Issue 4, Article 7. 

McEntire, Davis, 1960, Residence and Race, Final Comprehensive Report to the 

Commission on Race and Housing. Berkeley and Los Angeles: University of 

California Press. 

Massey, Douglas and Nancy Denton, 1993, American Apartheid: Segregation 

and the Making of the Underclass. Cambridge, MA & London: Harvard 

University Press.  

McPherson, James Alan, 1972, “In My Father’s House There Are Many Mansions 

– And I’m Going to Get Me Some Too: The Story of the Contract Buyers League,” 

The Atlantic 1972, pages 51-82. 

National Commission on Urban Problems, 1968, Report “Building the American 

City.” 

National Urban League, 1971, “The National Survey on Housing Abandonment,” 

New York. 

Olcott’s Land Values Blue Book of Chicago, 1962. 

Sagalyn, Lynne Beyer, 1980, “Housing on the Installment Plan: An Economic and 

Institutional Analysis of Contract Buying in Chicago.” Doctoral dissertation, 

Massachusetts Institute of Technology,  

Satter, Beryl, 2009, Family Properties: Race, Real Estate, and the Exploitation of 

Black Urban America. New York, NY: Metropolitan Books, Henry Hold and 

Company. 

Seligman, Amanda, 2005, Block by Block: Neighborhoods and Public Policy on 

Chicago’s West Side. Chicago, IL: The University of Chicago Press.  



85 

 

Stephanidis, Michael, 1971, Interview of Mr. Stephanidis by John Stiffler and 

Larry Gavin on April 8, 1971. Memo prepared by John G. Stiffler on April 16, 

1971. 

Stephanidis, Michael, 1975, Deposition Testimony in Baker v. F & F Investment, 

Case No. 69-15 (U.S. Dist. Ct. N.D.Ill.), Feb. 18, 1975.  

Taeuber, Karl and Alma Taeuber, 1965, Residential Segregation & Neighborhood 

Change. New Brunswick, NJ & London: Aldine Transaction, a Division of 

Transaction Publishers.  

Tyler, Scott, 1975, Deposition Testimony in Baker v. F & F Investment, Case No. 

69-15 (U.S. Dist. Ct. N.D.Ill.), May, 12, 1975 

Tyler, Scott, 1976, Trial Testimony in Baker v. F & F Investment, Case No. 69-15 

(U.S. Dist. Ct. N.D.Ill.), Feb. 1976 

Travis, Dempsey, 1981, An Autobiography of Black Chicago. United States: 

Bolden Books, an imprint of Agate Publishing. 

United States Amicus Brief, filed Dec. 12, 1947, in Shelley v. Kramer, 334 U.S. 1 

(1948). 

U.S. Commission on Civil Rights, 1959, Report. 

U. S. Commission on Civil Rights, 1961,  Report No. 4 “Housing.”  

U.S. Commission on Civil Rights, 1971, Report “Home Ownership for Lower 

Income Families.”  

U.S. Commission on Civil Rights, 1973, “Understanding Fair Housing.”   

Vitchek, Norris, 1962, “Confessions of a Block-Buster,” The Saturday Evening 

Post, July 14-19, 1962, pp. 15-19 

Wille, Lois, 1971, Interview of Ms. Wille by Larry Gavin and Jerry Randolph on 

July 15, 1971. Memo prepared by Larry Gavin and Jerry Randolph dated July 15, 

1971 

 



86 

 

 

Cases Cited 

Shelley v. Kraemer, 347 U.S. 1 (1948) 

Contract Buyers League v. F & F Investment, 300 F. Supp. 210 (N.D.Ill. 1969), 

aff’d sub nom, Baker v. F& F Investment, 420 F.2d 821 (7th Cir. 1970), cert. 

denied 400 U.S. 821 

Baker v. F & F Investment, 489 F.2d 829 (7th Cir. 1973) 

Gautreaux v. Chicago Housing Authority, 304 F.Supp 736 (N.D. Ill.)   

Hills v. Gautreaux, 425 U.S. 284 (1986) 

 

 



87 
 

                                          Notes  

 

 1. Larry (Lawrence M.) Gavin worked on the Contract Buyers League case as a law 

student in 1971 and as a lawyer at Boodell, Sears, Sugrue, Giambalvo & Crowley between 

1972 and 1976. Larry Gavin, together with Mary Helt Gavin, Ph.D., and Alan Worley, MBA, 

who were assisting on the case, conducted the analysis of the FHA insured mortgage 

loans in 1960-1961, which is discussed in the article. Mary also provided valuable input 

for this article. Many other attorneys worked on the case, including Thomas P. Sullivan, 

William R. Ming, Jr.,  John C. Tucker, John Stiffler, Richard T. Franch, and Thomas J. 

Boodell, Jr., and many other people assisted on legal aspects of case, including Patricia 

Randolph, Maureen McDonald, Roberta Fair, Ellen Dugan, and Linda Mullenbach.  

 Jack Macnamara and a group of seminarians and many volunteers interviewed many 

people and gathered extensive information in 1967 and 1968 regarding the contract 

sellers’ practices and patterns, and presented their findings to a group of residents on the 

west side of Chicago in February 1968, and the residents formed the Contract Buyers 

League. Many contract buyers took an active role in the organization and were named 

plaintiffs in the class action lawsuit, including Charles Baker, Clyde Ross, and Ruth Wells. 

(MacNamara, 1971) 

 2. In Contract Buyers League v. F. & F. Investment, 300 F. Supp. 210 (1969),  Judge Hubert 

Will held that the complaint stated a claim against  the contract sellers and other 

defendants under the Civil Rights Act of 1866, as well as under several other legal 

theories. The court also held that case was not barred by the applicable five-year statute 

of limitations. After this decision, the name of the case was changed to Baker v. F & F 

Investment. In Baker v. F & F Investment, 420 F.2d 1191 (7th Cir. 1970), cert. denied, 400 

U.S. 821, the Seventh Circuit Court of Appeals affirmed the District Court’s decision that 

the complaint was not barred by the statute of limitations.  

During the pre-trial stages, settlements were reached for almost 2,000 contract buyers. 

These settlements primarily renegotiated the price and terms of their installment 

contracts, or wiped out the balance due on their contracts. Approximately 300 contract 

buyers went to trial on their claims, starting on Nov. 21, 1975. The jury returned a verdict 

against the contract buyers on April 16, 1976.  

3. The amendment to the complaint also named the Veterans Administration and the 

Federal Savings and Loan Insurance Corporation (FSLIC) as defendants. In Baker v. F & F 

Investment, 489 F.2d 829 (7th Cir. 1973), the Seventh Circuit Court of Appeals upheld the 
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contract buyers’ complaint against the Federal Housing Administration, the VA, and the 

FSLIC, holding that they could be sued for violations of the 1866 Civil Rights Act, and that 

they were not immune from suit. The Seventh Circuit held, though, that the statute of 

limitations with respect to the claims against the FHA and VA was five years, and since the 

amendment to the complaint that joined the FHA and VA was filed on August 11, 1970, 

the plaintiffs would need to prove that the FHA’s and the VA’s discriminatory practices 

continued after August 11, 1965, and further prove that the continuation of the FHA’s 

and the VA’s discrimination after that date actually harmed them. The court further held 

that “plaintiffs cannot recover against [the FHA or VA for] any items of damage which 

accrued before August 11, 1965.” 

On August 4, 1975, the district court granted FHA’s motion to dismiss “on the basis of the 

five-year statute  of limitations, as enunciated in Baker v. F. & F. Investment Co., 480 F.2d 

829.” The court made no ruling concerning FHA’s conduct prior to August 11, 1965.  

4. Many articles and books have been written about the Contract Buyers League case. See 

e.g., “The Contract Buyers League: A View from the Inside,” (1971) by John R. 

MacNamara, Yale Review of Law and Social Action: Vol. 1: Issue 4, Article 7; “In My 

Father’s House There Are Many Mansions – And I’m Going to Get Me Some Too: The 

Story of the Contract Buyers League” (1972), by James Alan McPherson, The Atlantic 

1972, pages 51-82; “Housing on the Installment Plan: An Economic and Institutional 

Analysis of Contract Buying in Chicago” (1980), by Lynne Beyer Sagalyn, Doctoral 

dissertation, Massachusetts Institute of Technology; “The Case for Reparations,” by Ta-

Nehisi Coates, The Atlantic, June 2014, pp. 54-71; Family Properties: Race, Real Estate, 

and the Exploitation of Black Urban America (2009) by Beryl Satter.  

5. The shortage of housing for Black people in Chicago and the demand for housing was 

exemplified by testimony given in hearings held by the U.S. Commission on Civil Rights in 

Chicago in 1959. The Commission recounted the testimony of a witness who described 

the demand for housing as follows:  “The Negro housing shortage acts on the city 

[Chicago] just as heat applied to water in a boiler does. After the pressure reaches a 

certain point an opening is forced and the excess steam escapes. That is what is 

happening with our Negro population. As a weak point develops in a ghetto wall, the 

pressure from the population pile-up is so great that a breakout results in complete 

occupation of the adjacent White community.” CCR Report, 1959, pp. 366-68) 

6. Many books and articles on appraisal methods expressly referred to FHA’s underwriting 

policies, showing that it influenced the private sector. In an appraisal manual prepared 

just a few years after FHA was created, one author discussed FHA’s rating system and 

said, “A surprisingly large number of private lending institutions have actually 
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incorporated the system into their own business.” Stanley L. McMichaels, Appraising 

Manual (2nd ed. 1937), p. 645. See also, William H. Husband and Frand Anderson, Real 

Estate Analysis (1948), pp. 292-301; Percy Wagner, “Appraisal of Single-Family Homes,” 

The Appraisal Journal (January 1958), pp. 40-42;  American Institute of Real Estate 

Appraisers, Appraisal of Real Estate, (3th ed. 1960), pp. 99-100;   Sterling H. Albert, 

“Neighborhood Factors Affecting Residential Values,” The Appraisal Journal, (January 

1960); Kahn, Case and Schimmel, Real Estate Appraisal Management (1963), pp. 242-254;  

American Institute of Real Estate  Appraisers, Appraisal of Real Estate, (5th ed. 1967), pp. 

92-93. 

 7. “[T]he main beneficiary of the $119 billion in FHA mortgage insurance issued in the 

first four decades of FHA operation was suburbia, where almost half of all housing could 

claim FHA or VA financing in the 1950s and 1960s.” (Jackson, 1980, p. 215)  

8. Many suburban communities also blocked or discouraged Black people from moving 

into their communities. In his book on urban land use, Robert Kevin Brown said, 

“Suburban communities use their control of zoning, subdivision regulations, and building 

codes to achieve exclusion. … Where legal barriers of this sort are not sufficient to 

maintain a ‘White only’ policy, land use controls are used informally. Mortgage lenders 

habitually discriminate against the Negro buyer in the white neighborhood, and not 

always for economic reasons.” Brown, 1965, p. 360.  

9.  A number of researchers have criticized the FHA for acquiescing in developers’ 

discrimination, rather than requiring them to adopt a nondiscrimination policy.  Charles 

Abrams in his 1955 book Forbidden Neighbors said, “A government offering such a bounty 

to builders and lenders could have required compliance with a nondiscrimination policy. 

Or the agency could at least have pursued a course of evasion, or hidden behind the 

screen of local autonomy. Instead, FHA adopted a racial policy that could well have been 

culled from the Nuremburg laws. From its inception FHA set itself up as the protector of 

the all-white neighborhood. It sent its agents into the field to keep Negroes and other 

minorities from buying homes in white neighborhoods. It exerted pressure against 

builders who dared to build for minorities and against lenders willing to lend on 

mortgages.” (Abrams, 1955, p. 229) 

James Gordon said in an article in the Yale Law Journal, “Even after the FHA stopped using 

race as a direct criterion, it left developers to choose whether they wanted to impose 

racial restrictions on their own – a practice generally legal and frequently employed until 

the passage of the Fair Housing Act of 1968. … It continued to recognize discriminatory 

housing practices by developers through ‘neutrally’ insuring homes with discrimination 

clauses, allowing the norm of segregation to continue as law.” (Gordon, 2005, p. 217) 
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10. The development and site selection of public housing in Chicago also contributed to 

the segregation in the city. (Hirsch, 1983, pp. 212-58) Arnold Hirsch said, “Traditionally, 

the Chicago Public Housing Authority had used the ‘neighborhood composition’ rule as 

the cornerstone of its racial policy.” Accepted by Black leaders and public housing 

advocates since the mid-1930s, it meant no public housing project was permitted to alter 

the racial character of its surrounding neighborhood.” (Hirsch, 1983, p. 179) Because 

Chicago was a highly segregated City, this policy reinforced segregation.  

After World World II, the CHA slightly bent this rule by admitting families of several Black 

veterans into the Trumbull Park homes on the south side. The project was in a 

predominantly White area, and the admission of a few Black families into the homes was 

met by a decade of violence. “Their persecution was so severe and systematic that the 

Chicago Police Department structured its work schedule around the need to keep 

approximately twelve hundred police officers posted in Trumbull Park simultaneously,” 

says Amanda I. Seligman, in her book Block by Block (Seligman, 2005, p. 166).  

In 1949, Chicago City Council pushed the State legislature to give it authority to control 

the selection of sites for public housing in Chicago that were financed with federal funds. 

The ex-commissioner of the CHA said at the time that Chicago’s City Council pushed for 

this legislation to “prevent the influx of Negroes into White neighborhoods.” (Hirsch, 

1983, pp. 223-34) 

Shortly after the passage of the 1949 Housing Act, which provided federal funding for 

public housing projects, the CHA submitted a proposal to use federal funds to build public 

housing projects spread throughout the city, including in many White neighborhoods.  

Chicago’s City Council, though, rejected this proposal. As a result, Prof. Hirsch said, “The 

first slate of federally funded project sites in 1949-50 established a pattern that saw 

public housing located primarily in existing ghetto areas.” (Hirsch, 1983, p. 234)   

“With the emergence of redevelopment, renewal, and public housing, however, 

government took an active hand not merely in reinforcing prevailing patterns of 

segregation but also in lending them a permanence never seen before,” said Prof. Hirsch. 

“The implication of government in the second ghetto was so perverse, so deep, that it 

virtually constituted a new form of de jure segregation.” (Hirsch, 1983, pp. 254-55) 

In a federal court lawsuit, Judge Austin held that the Chicago Housing Authority and the 

U.S. Department of Housing and Urban Development had violated the U.S. Constitution 

and the 1964 Civil Rights Act, by concentrating more than 10,000 public housing units in 

segregated Black neighborhoods, Dorothy Gautreux v. Chicago Housing Authority, 304 
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F.Supp. 736 (N.D. Ill.) The U.S. Supreme Court affirmed, sub nom, Hills v. Gautreaux, 425 

U.S. 284 (1986).   

 11. While the 1947 FHA Manual substituted the phrases, “compatibility among 

neighborhood occupants” and “user groups” for the term “incompatible racial and social 

groups” (that was used in the 1938 manual), the message was the same. The U.S. 

Commission on Civil Rights said in its 1959 Report that the change was a “softening of the 

wording,” but added, “This change in language amounted to no real change in policy, 

however.” (1959 CRC Report, 464) 

12. In 1949, FHA amended its manual to add Section 242, which said, "Underwriting 

considerations shall recognize the right to equality of opportunity to receive the benefits 

of the mortgage insurance system in obtaining adequate housing accommodations 

irrespective of race, color, creed, or national origin. Underwriting considerations and 

conclusions are never based on discriminatory attitudes or prejudice." It also added 

Section 303 which said, "homogeneity or heterogeneity of neighborhoods as to race, 

creed, color, or nationality is not a consideration in establishing eligibility."  

Sections 242 and 303, however, were not contained in the chapter of the Underwriting 

Manual dealing with “Location Analysis,” and they did not rescind or modify Sections 

1306 or 1320 of the 1947 Manual. Sections 1306 and 1320 remained in FHA’s manual 

through at least 1958. 

As late as 1960, the FHA was still training its appraisers to use views that were contained 

in its 1935 through 1947 manuals. The FHA Underwriting Training Handbook VI. II (1960) 

referred to various appraisal books published in the 1940s and suggested that its 

appraisers read the books or portions of them. The books supported the view that if Black 

people moved into a neighborhood, it would decrease property values and reduce the 

desirability of the neighborhood. The assigned or suggested reading included: Arthur 

May, The Valuation of Residential Real Estate, New York: Prentice Hall, (1942 ed.) at pp. 

73-108, 145-149, 190-191; Henry E. Hoagland, Real Estate Principles, New York: McGraw-

Hill, (1949 ed.), at pp. 11-12, 185-193, 245, 266, 347, 477, 495; Richard U. Ratcliffe, Urban 

Land Economics, New York: McGraw-Hill (1949 ed.), at pp. 169, 352, 402-403; Weimer 

and Hoyt, Principles of Urban Real Estate, New York: Ronald Press, (1948 ed.) pp. 123-

130.  

In July 1951, Charles Abrams wrote a highly critical article challenging Arthur May’s views 

on segregation, race and valuation or real estate. (Abrams, 1951) The Appraisal Journal, 

July 1951. Yet, ten years later the FHA was still using May’s and Hoyt’s books in training 

its appraisers. 
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 13. In the period up through 1960, Hyde Park appears to be the only area in Chicago that 

did not become all Black after a substantial number of Black families moved into the area. 

(Hirsch, 1983, pp. 135-170). The Hyde Park-Kenwood Community Conference formed in 

late 1949 “to keep Whites from moving away, to welcome the new Negro residents into 

all community activities, and to maintain community property standards.” (Hirsch, 1983, 

p. 140) In 1952, the University of Chicago formed the South East Chicago Commission, 

and took an active role in preserving the quality of housing, encouraging White people to 

stay in the area, and pushing for approval of the Hyde Park-Kenwood Urban Renewal Plan 

in 1958. Arnold Hirsh said there were two main reasons that the racial transition resulted 

in a racially diverse community area. “The first was the University of Chicago’s 

commitment to the area. The second was the ‘liberal’ ideology held by many Hyde Park 

residents that permitted a greater flexibility on racial issues than was possible in  other 

parts of the city. Willing to bend under the weight of a limited Black presence, the 

neighborhood was not broken by it.” (Hirsch, 1983, p. 136) He said White people in Hyde 

Park had a “willingness to tolerate a significant Black presence in the community (with or 

without public housing) for whatever reasons, separated Hyde Park from other 

neighborhoods facing similar situations.” (Hirsh, 170)  He added, “The University of 

Chicago must be granted some measure of responsibility in creating and sustaining the 

community’s public acceptance of integrations.” (Hirsch, 1983, p. 138)  “As a major 

property owner in the area, the University  served as a buffer between most of Hyde 

Park’s residents and the ‘ghettoization’ of the area.” (Hirsch, 1983, p. 137) 

“The City Council’s approval of the Hyde Park-Kenwood Urban Renewal Plan in 1958 

assured the community’s success in preventing its annexation to the Black Belt,” said 

Hirsch. (Hirsch, 1983, p. 136)  

14. Rose Helper’s book does not identify the names of Areas A, B, and C, but the 

population statistics she provides for each of those areas makes it possible to determine 

that area A is the south part of Kenwood and Hyde Park, area B is Woodlawn; and area C  

is South Shore. (Helper, 1969, pp. 26-31) 

15. The FHA adopted minimum property requirements that favored new suburban 

housing and essentially precluded insuring many types of housing that were prevalent in 

the central city areas.  For example, FHA’s underwriting manuals contained minimum 

requirements for lot size, for setbacks from the street, for separation from the adjacent 

homes, and the width of the house. These provisions “effectively eliminated whole 

categories of dwellings,” such as row houses, attached buildings, and buildings that were 

separated by only a passage way between them. (Jackson, 1985, pp. 207-08; Massey, 



93 
 

1993, pp. 53-54) Even having a bathroom off the kitchen could bar FHA mortgage 

insurance. (CCR Report, 1959, 467).  

In addition, FHA underwriting standards frowned upon homes with rental units or stores, 

which were prevalent in many City neighborhoods, favoring instead single-family homes 

in single-use neighborhoods. (Gordon, 2005, 208; Jackson, 1985, 207-208)  

 16. The Home Owners Loan Corporation was created in 1933 to assist in refinancing 

small home mortgages that were in foreclosure during the Great Depression. In its first 

three years, HOLC refinanced more than one million homes. A 1973 report 

“Understanding Fair Housing” issued by the  U.S. Civil Rights Commission said, “When 

HOLC acquired homes in White neighborhoods and offered them for sale, Black families 

were not permitted to buy them. When it made loans its policy was to do so only if the 

loans were used to buttress racial segregation. According to the 1940 Housing Census, 

fewer than 25,000 of more than one million homes refinanced by HOLC were to 

nonwhites.” (CRR Report, 1973, p. 4)                       

17. The 1936 and 1938 FHA Underwriting Manuals said it was not FHA’s policy to exclude 

entire cities, but they acknowledged that in some cities, only certain “favored locations 

which surpass the average” of the City “may prove acceptable for insurance.” Section 216 

of the 1936 Manual said, “Some companies [mortgage lenders] have excluded entire 

cities from their lists of acceptable areas. Others have limited their activities to cities 

beyond definite population sizes and have favored selected locations within the accepted 

larger metropolitan areas. It is not the policy of the Federal Housing Administration to 

exclude entire cities and towns from the benefits of mutual mortgage insurance. It may 

well be,  however, that within certain communities whose present-day and expected 

future stability is exceedingly low, only certain favored locations which surpass the 

average of the town or community may prove acceptable for insurance.” Section 920 of 

the 1938 Manual was similar. (FHA Manual, 1936, Sec. 216; FHA Manual, 1938, Sec. 920). 

18. The 1938 Manual provided that the Chief Underwriter of a field office was responsible 

for setting up and maintaining detailed data “with respect to “Outlined Neighborhoods.” 

(FHA Manual, 1938, Sec. 1845 - 1847). The data included the predominating racial 

characteristics; neighborhood characteristics, including trends and transitions; population 

statistics; the value of the typical property; records of all applications rejected; location 

rating data; and the ratings of sites in the Outlined Neighborhood. (FHA Manual, 1938, 

Sec. 1850 – 65) 

19. The Housing Act of 1961 amended Section 221 which up to that time had helped only 

those families displaced by urban renewal programs or other government programs. The 
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section was amended to apply to low and moderate income families generally. In 

addition, Section 221(d)(2) (referred to as the D2 program) authorized mortgage 

insurance for the acquisition or rehabilitation of one to four-family homes by low- and 

moderate-income families, Section 221(d)(3) authorized below market interest rates to 

low and moderate income families.  

20. Michael Stephanidis said he said he saw redlined maps at the Detroit FHA office in 

1968 or 1969 when he was visiting the office with the Assistant Commissioner of the FHA 

in Charge of Operations. He said the Assistant Commissioner told the Director of the 

Detroit Office, “Get that thing off the wall and never put another one up there again or 

else I’m going to have the Director’s job taken away from you.” The Commissioner told 

Mr. Stephanidis to “instruct all of the offices that nobody was going to have any maps 

with any red lines on them.” (Stephanidis, 1971) 

 21. At the time, the FHA in Chicago was primarily dealing with mortgage banking  

institutions like Advance Mortgage and Public Mortgage. Mr. Stephanidis said they dealt 

with some local banks, namely Pullman Bank and Central National Bank. Savings and loan 

associations were almost never involved. “The lending institution had to be approved by 

the FHA, and it was a procedure which they qualified through.” (Stephanidis, 1975, pp. 

67, 118) 

22. Charles Mabus, the Acting Director of the Administrative Division of the Chicago Area 

Office, Department of Housing and Urban Development, submitted an affidavit in the 

Contract Buyers League case dated January 4, 1972, in which he said he was the 

custodian of the records of the Chicago Area Office, which was formerly the Chicago 

Insurance Office of the Federal Housing Administration. He said it was the responsibility 

of the Chicago Area Office “to make, maintain and prepare” 22 categories of records, 

which included “Correspondence with various Public agencies, quasi-official Bodies, 

Private Organizations and the Public;” “Appraisal Documents file for noninsured 

mortgages;” “Property Register (Field) for noninsured mortgages;” “Actuarial 

Correspondence with Financial Institutions, Government agencies, and Other Functions of 

the Administration;” “Special Underwriting Tabulation – Filing Identification and 

Underwriting Analysis Machine Tapes;” “Bench Mark Type Appraisal Files;” “Closed 

Noninsured Case file of the Chicago Field Insuring Office;” Data Tract Information File;” 

Neighborhood Case Register;” “Established Ratings of Location;” Neighborhood 

Underwriting Summary Records;” Economic Background Ratings an Summaries;” and 

“Letters … directed intra, inter or outside the office.” He said a “diligent search” was 

conducted for these records, and “it was determined that these records do not exist, and, 



95 
 

further, that they were destroyed in the ordinary and regular course of business of the 

Chicago Area Office.”  (Mabus Affidavit, 1972). 

23. In 1975, CBL lawyers arranged to have Common Cause in Washington, D.C. review the 

files maintained by the FHA in Washington D.C. that reflected the address of mortgages 

insured by FHA’s Chicago Office in 1960 and 1961. The files included records of both 

active and inactive mortgages, but the FHA from time to time culled  inactive mortgages. 

Because the FHA was about five years behind in culling inactive files, the files reviewed 

showed the address of mortgages that were active as of about 1970. Common Cause 

recorded the address of each FHA insured mortgage on a separate index card and 

recorded the box number containing the information. Common Cause provided the index 

cards to CBL’s lawyers. The CBL team sorted the cards by city and census tract to compile 

data for the FHA study, and prepared a series of tables that analyzed the data using 

census information. The data cited in this section is based on those data compilations.  

 24. Larry Gavin, one of the attorneys working on the CBL case, and Mary Helt Gavin and 

Alan Worley, who were assisting on the case, analyzed and compiled the data regarding 

the FHA insured mortgage loans (the “CBL team”). 

25. Because the sample was only of active mortgages, it did not include all mortgages that 

were made, such as where the mortgage loan was paid off, or where there was a 

foreclosure; and the sample is thus not necessarily a representative sample. The median 

term of an FHA mortgage loan in 1960 in the Chicago SCA was 24 years. (Housing Census, 

1960, p. XXVI). In addition, FHA insured mortgage loans were freely assignable, so a 

property subject to an FHA insured loan could be sold with the mortgage assigned to the 

buyer.   

26. Many researches have concluded that the HOLC maps have had long-term adverse 

effects on neighborhoods which were rated “C” or “D” by HOLC. In a Working Paper, “The 

Effects of the 1930s HOLC ‘Redlining’ Maps’” by Daniel Aaronson, Daniel Hartley, and 

Bhashkar Mazumder, all with the Federal Reserve Bank of Chicago, the authors state, “We 

document a significant and persistent causal effect of the HOLC maps on the racial 

composition and housing development of urban neighborhoods. These patterns are 

consistent with the hypothesis that the maps directly contributed to disinvestment in 

poor urban American neighborhoods with long-run repercussions.” (Aaronson, 2017, p. 

35; See also Appel et. al, 2016; Krimmel, 2017) 

27. The data is taken from Local Community Fact Book: Chicago Metropolitan Area, 1960, 

edited by Evelyn M. Kitagawa and Karl Taeuber. The term “substandard” units includes 

units “which are dilapidated” and units which are “lacking hot water or other plumbing 
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facilities.” The term “dilapidated” means housing that “has one or more critical defects, 

or has a combination of intermediate defects in sufficient number to require extensive 

repair or rebuilding, or is of inadequate construction.”  

28.  The table below shows the number of FHA-insured loans that were made in 1960-

1961 in census tracts, by percentage of the Black population.  

Number of FHA-Insured Loans  

by Demographics of Census Tracts 

% Black    No. FHA Ins. Loans 

0-1                 160 

1-4                   12 

5-9                      1 

10-19             101 

20-29               72 

30-39                 9 

40-49                15 

50-59                  2 

60-69                19 

70-79                  5 

80-89                 21 

90-100               62              

The table reflects that 160 of the loans were made in census tracts that were less than 1% 

black in 1960. Eight of those were in South Shore; 81 in Roseland; 6 in Garfield Ridge; 26 

in West Englewood; 15 in Englewood; 21 in Washington Heights; and 3 in Morgan Park.  

Of the 101 FHA-insured loans made in census tracts that were between 10 and 20% Black 

in 1960, 99 were made in census tract Nos. 646 and 656z in the Chatham Community 

Area. On a block by block basis: 26 of these loans were made on blocks that were 0% 

Black as of April 1, 1960; 13 were made on blocks that were 1-4% Black; 22 on blocks that 

were 5-9% Black; 13 that were 10-14% Black; 11 that were 15-19% Black; 5 that were 20-

29% Black; and 9 that were 30% or more Black. 

The block data is for April 1, 1960. As of that date, many of the blocks in census track nos. 

646 and 656z were at various stages of racial transition. But because the available data 

does not show the date of the FHA insured loans or the racial composition of the blocks 

when the insured loans were made, it is unknown whether any of the loans were made to 

enable the first, third or fifth Black household to purchase a home on an all-White block, 

or whether the loans were made only after a block had completely transitioned.  
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The table reflects that 205 of the FHA-insured loans were made in census tracts that were 

more than 20% Black in 1960. The blocks on which loans were made in those areas may 

have already racially transitioned when the loans were made in 1960 or 1961.      

29. In 1966, Congress amended Section 203(b)  of the National Housing Act, by relaxing 

the “economic soundness” requirement if a dwelling was located in an area in which 

rioting or other civil disorders had occurred or were threatened. Instead of economic 

soundness, the requirement became “acceptable risk.”   

Congress passed other laws dealing with discrimination in housing, including the Fair 

Housing Act of 1968, the Equal Credit Opportunity Act of 1974, and Home Mortgage 

Disclosure Act of 1975, and the Community Reinvestment Act of 1977.  

 30. Dempsey Travis challenged the notion that Black households were unable to afford 

better housing. He said, “The number of Black households with more than $5,000 income 

a year rose almost twenty-fold between 1950 and 1960 from 43,000 to 766,000, and yet 

the majority of Black households were still in substandard dwellings although the owners 

could afford reasonably priced homes.” (Travis, 1981, p. 160) 
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