The history of NJ’s practices of redlining and exclusionary zoning practices is well documented in a
report from the NJ Institute for Social Justice. “Erasing New Jersey’s Red Lines: Reducing the
Racial Wealth Gap through Homeownership and Investment in Communities of Color”

The following information has been shared from this report. To see the complete report click here.

From the enslavement of Black people to early forms of sharecropping, there is a direct line to
restrictive covenants, the denial of homeownership opportunities through the GI Bill for Black
World War Il veterans, redlining, exclusionary zoning policies, and predatory lending practices.
New Jersey, by law and in practice, has created a racialized system of economic advancement
through homeownership for its white communities at the expense of its Black residents.

In the early 20th century, racially restrictive covenants—which prohibit the purchase, lease, or
occupation of a property by a certain group of people*— prevented Black homeownership across
the nation and in New Jersey.* From the 1920s through the late 1940s,” racially restrictive
covenants were used by local white communities to prevent Black people from living there.** To
ensure the persistence of these legal agreements over time, covenants were enforced by community
associations.*” While the Supreme Court held in 1917 that racially exclusionary zoning mandated by
municipalities was unconstitutional,* the ruling did not apply to individuals or private
agreements.” As a result, due to New Jersey’s strong local control through home rule,**racially
restrictive covenants flourished throughout the state.” Only with the Supreme Court’s 1948 Shelley
v. Kraemer decision—which held that judicial enforcement of racially restrictive covenants in
private agreements was unconstitutional—did enforcement of such covenants end.**

Housing discrimination was furthered by the entrenched practices of the federal government,
which explicitly discriminated against communities of color, particularly Black communities. In
1935, the Federal Housing Authority first published underwriting manuals outlining appraisal
guidelines for government insurance of bank mortgages that discouraged investment in Black
communities.®” The Home Owners’ Loan Corporation (HOLC) also produced maps of major
metropolitan areas across the nation where it outlined Black communities in red, signaling that
these areas were risky to lending institutions issuing federally-insured mortgage loans.”® This
process, known as “redlining,” dried up lending options in Black communities. The lack of
borrowing opportunities caused by redlining precipitated a downward trend in these communities
as families, rejected by traditional institutions and denied access to capital, became vulnerable to
decreasing property values,”* predatory lending practices,’and renting instead of
homeownership.”

Redlined communities thus became self-fulfilling prophecies as investment followed federal
insurance dollars to communities outside of the “red lines” and away from residents of color who,
lacking the resources to relocate, remained in these urban neighborhoods that increasingly lacked
financial opportunities for investment.”

Redlining’s impact lingered well after the HOLC went defunct in 1954, affecting New Jersey urban
centers like Atlantic City’*and Camden.”® Recent examples of redlining highlight this pattern. For
example, the U.S. Department of Justice in 2015 determined that the Hudson City Savings Bank
denied qualified borrowers of color access to fair mortgage loans in communities throughout New
Jersey, New York, Connecticut, and Pennsylvania.”’ The racially discriminatory redlining practices of
the New Jersey-based bank were so egregious that the U.S. Department of Justice issued the largest
redlining settlement in its history, requiring Hudson to pay $33 million in restitution.” While



redlining has “officially” ended, its substantial and lasting effects on urban communities have
greatly shaped current segregation in U.S. cities today and continue to lead to lower
homeownership rates and home values in communities that experienced government redlining in
the past.”

The Great Recession of 2007-2009 saw a continuation of New Jersey’s system of racialized

housing discrimination and exclusionary practices that began during slavery and continued
through the 20th century. During this period, banks targeted Black communities with predatory
lending practices.® To carry out this scheme, banks offered prospective homebuyers subprime
loans, which carry higher interest rates.®* Accordingly, many Black homeowners in urban
communities, unable to pay off these exorbitant loans, defaulted on subprime loans and were beset
with foreclosures.?” And, although New Jersey has a number of protections to guard against
predatory lending practices—such as the New Jersey Homeownership Security Act of 2002% and
the New Jersey Consumer Fraud Act®*—these improper practices were pervasive in New Jersey. For
example, Wells Fargo, dating back to 2010,* has entered into several state settlement agreements
with New Jersey and other states—including a recent $535 million settlement of which New Jersey
received $17 million®*—for its predatory lending practices and consumer protection violations.

These discriminatory lending practices have had lasting, wealth-stripping effects in New Jersey’s
Black communities. For one, as a result of these wrongful practices, the worth of already
undervalued homes in redlined Black communities in New Jersey has remained low.?’ The average
price of homes in Trenton, for example, was $108,400 in 2007, but by 2010, the average price
dropped to $89,500.® Home values in Trenton have yet to return to their pre-Recession heights; in
2019, the average Trenton home sold for $67,900.%°

In addition, these predatory practices have had a lasting impact on foreclosure rates in New Jersey’s
redlined communities. Since 2015, New Jersey has had the highest foreclosure rate in the nation.”
In fact, Atlantic City and Trenton—two cities with sizable Black populations—continue to lead the
nation with the highest number of foreclosures in the country.’’ This property loss has devastated
the homeownership rates in these communities. Currently, residents in New Jersey’s Black, redlined
epicenters are largely renters: In Atlantic City, only 27 percent of households are living in owner-
occupied homes; 37 percent in Trenton; and 39 percent in Camden.”
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