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Austerity, Neoliberalism, and Black Communities

Back Story to the Neoliberal Moment
Race Taxes and the Political Economy
of Black Urban Housing in the 1960s

Keeanga-Yamahtta Taylor

In scholarship on race and housing, Black poverty is used to
explain the overrepresentation of African Americans in
substandard housing. This practice has masked how many
African Americans were actually able to afford comparable
homes to whites in the housing market, but the existence of
a ‘‘dual housing’’ market created a captive Black market
where more was paid for inferior housing. Blacks are esti-
mated to have paid tens of thousands of dollars more for sub-
standard housing—payments popularly known in Black
communities as ‘‘race taxes.’’ This practice would be counted
as a factor in Black rebellions in the 1960s.

Keywords: ‘‘dual housing’’, housing, political economy, poverty, segregation

All citizens of the United States shall have the same rights, in every State and
territory, as it is enjoyed by white citizens thereof to inherit, purchase, lease, sell,
hold, and convey real and personal property. —Section 1982 of the Civil Rights
Act of 18661

He [Martin Luther King, Jr.] knows that he must make it understood that slum
ownership, contrary to popular notions, is a highly lucrative venture, that, in
fact, the current system encourages such ownership by rewarding it with huge
profits . . . slumlords are given the green light for their exploitative practices.
Skimping on heat, repair, landscaping, decorating, janitorial services and other
maintenance costs, they pocket vast, undiminishing profits in rentals for their
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relatively small initial investments in their substandard properties. —Ebony
Magazine on King and the movement against slums in Chicago, 19662

Inflated prices, higher interest rates, and other onerous terms and conditions
imposed upon them [African American homeowners in Chicago], are in effect
badges of slavery. —Friend of the Court Brief filed by the Nixon Department of
Justice, March 1969.3

In the summer of 2012 banking conglomerate Wells Fargo, the nation’s
largest residential homemortgage originator, agreed to pay $175million
in damages settling a lawsuit filed by the United States Department of
Justice (DoJ) that had accused the bank of discriminating against Afri-
can American and Latino borrowers from 2004 through 2009. Spokes-
persons of the DoJ said that in 36 states and the District of Columbia,
the bank charged 34,000 African American and Latino borrowers higher
rates for loans and fees while steering them into predatory subprime
loans when many of them qualified for prime loans. Assistant Attorney
General of the DoJ’s civil rights division, Thomas Perez, described the
greater amount of fees paid by African Americans and Latinos for loans
compared to fees paid bywhites as a ‘‘racial surtax.’’4 The subprime lend-
ing practices like those of Wells Fargo created the current housing crisis
that has disproportionately devastated African American communities.
Expensive loans and historic levels of unemployment combined to drive
the level of African American homeownership down to 44 percent today
from a high of 50 percent in 2006. Moreover, from 2005 to 2009 as a
result of the decline in homeownership levels, Black wealth collapsed
by 53 percent compared to a 16 percent drop experienced by whites.
As a result, Black household wealth in 2009 was a paltry $5677 com-
pared to $113,149 held by white households.

The disparities in both wealth accumulation and homeownership
between African Americans and whites is not new nor did it just
develop in the last several years because of unregulated banking
activities. For decades segregative, federal housing policies bore great
responsibility for the deterioration of the urban housing stock just as
millions of African American migrants were heading to American cit-
ies. Residential segregation dramatically limited the housing options
of African Americans and drove up the price of already scarce hous-
ing. The exclusion of African Americans from traditional and conven-
tional sources of credit essentially forced them into economically
exploitative and predatory relationships with unscrupulous lenders.
This was the impact of the dual housing market. African Americans
paid extra for their inferior housing because they lived in urban
areas. The added costs of the dual housing market amounted to
the ‘‘million dollars a day cost of being Black.’’5 These added costs
constituted what was popularly known in Black communities as a
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‘‘race tax’’ that not only fleeced individual African Americans, but it
also siphoned money from necessary investment and development
in urban communities. These predatory economic relationships
should not be seen as separate from the civil rights inequality of hous-
ing discrimination itself; rather, racially biased housing policies
helped to create a dual housing market that was foundational in
the economic exploitation of African Americans, ultimately boiling
over into rebellion by the end of the 1960s.
The rise of this dual housingmarket did not reflect the ‘‘free market’’

principles touted throughout the 20th century as a distinguishing
feature of American exceptionalism and the motor of the American
Dream; instead it demonstrated the existence of a racialized political
economy where Blacks paid more for everything from housing to auto-
mobiles to groceries to eye glasses. Residential segregation, thus, was
not just a racial phenomenon but it was also an economic one. These
added costs incentivized the continuation of a separate Black housing
market. The existence of ‘‘race taxes’’ and the financial exploitation of
African American communities as a feature of residential segregation
were widely understood by everyone from activists to the news media,
to politicians from both political parties. Ironically, forty-three years
before the settlement of the Wells Fargo lawsuit, three months into
the presidency of Richard Nixon, another Assistant Attorney General
of the DoJ’s civil rights division, Jerrod Leonard, filed a memorandum
in support of a lawsuit initiated by Black Chicago homeowners against
the discriminatory practices of the real estate industry, local banks,
and savings and loans associations. The memo read in part, ‘‘The
Negro . . .purchasers have paid a race tax. They paid a higher price
because they are black.’’6

The description of a race tax as mentioned by two attorney generals
separated by forty-four years represents a destructive continuity of
racial oppression and economic exploitation in the American housing
market. This ‘‘race tax’’ demonstrated how racial segregation created
economic incentives for predatory and financially exploitative rela-
tionships with African Americans communities. This phenomenon
has not been fully understood in the multiple analyses of poverty
and financial disparities that exist between Black communities and
whites. Instead, scholars have overemphasized poverty as the main
factor in the residential segregation of African Americans while pay-
ing less attention to the ways in which financial exploitative prac-
tices, as one author wrote, ‘‘This is a fact too often ignored—such
practices not only exploit poverty, they actually create poverty.’’7

The Black Freedom Struggle of the postwar era highlighted the exist-
ence of structural inequality and racial discrimination as the central
explanations for the persistence of deprivation in Black communities
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especially in the 1960s when urban rebellions across the nation
underlined the extent to which, collectively, African Americans felt
excluded from the alleged promise of the American Dream. In the
decline of those struggles arose an economic and political neoliberal
order deemphasizing structural explanations for inequality and the
need for the interventionist state of the civil rights era while promot-
ing ‘‘cultural’’ and other subjective explanations for the disparities.
This article contends that closer attention should be paid to the exist-
ence of ‘‘race taxes’’ and other exploitative financial relationships to
fully understand the persistence of residential segregation, dispari-
ties in homeownership and poverty in Black communities.

The Dual Housing Market

Housing advocate and attorney Charles Abrams described the
meaning of homeownership in the postwar United States as ‘‘repre-
sent[ing] not only the desire to achieve housing peace but also an
emotional experience; it bespeaks freedom and security, it is tied up
with pride and confidence. The two-bedroom house on 800 square feet
of land amid other 2 bedroom houses on 800 square feet of land has
become the post-frontier symbol of what we call the American way
of life.’’8 Understanding why the discriminatory policies that cur-
tailed equitable access to homeownership for African Americans in
the postwar era became such a politically and socially explosive issue
in the 1960s requires a grasp of the centrality of homeownership in
the United States and its pathway to political, economic, and cultural
citizenship. Indeed, homeownership was considered a cornerstone of
the American Dream but its access and availability were governed
by financial capacity. By 1960 more than 60 percent of white
Americans owned their own homes but only 39 percent of African
Americans were homeowners.9 The difference between the two was
that white homeowners were the beneficiaries of government policies
developed in the midst of economic depression in the 1930s aimed at
re-invigorating a housing market in free fall.

In 1933 the federal government established the Home Owners Loan
Corporation (HOLC) hoping to stem the tide of approximately one
thousand foreclosures happening a day.10 The HOLC performed this
task by allowing the federal government to intervene on behalf of
homeowners by both refinancing loans and directly lending to
recently foreclosed homeowners allowing them to buy back their pro-
perty. The program was wildly successful and between 1933 and 1935
the HOLC provided mortgage assistance to ten percent of urban
homeowners.11 The process by which the HOLC picked homeowners
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to assist was controlled by highly subjective criteria like the
‘‘desirability’’ of a particularneighborhood. These initially abstract pro-
jections were quickly transformed into objective fact. Planners at
HOLC created residential maps grading communities based on neigh-
borhood desirability, and thesemapswere used to determine eligibility
for refinancing or direct lending. The communities with the lowest
grades were Black and urban. The policies of the HOLC not only
resulted in the ‘‘redlining’’ of certain neighborhoods, but also created
a two-tiered system of home financing. Redlined neighborhoods were
those that evidenced ‘‘detrimental influences in a pronounced degree
[with an] undesirable population’’ meaning that ‘‘some mortgage len-
ders may refuse to make loans in these neighborhoods and others will
lend on a conservative basis.’’12 According to the HOLC, ‘‘we do not
mean to imply that good mortgages do not exist or cannot be made in
the Third and Fourth grade areas, but we think they should be made
and serviced on a different basis than in the First and Second grade
areas.’’13 Author Antero Pietila described this as how, ‘‘a two-tier lend-
ing industrywas born. Banks servedwell-to-dowhite areas; blacks had
to get financing from speculators at harsh terms.’’14 Thus, government
intervention for whites made it, ‘‘cheaper to buy new suburban homes
than to rent comparable older dwellings in the central city.’’15

This was not the trailblazing moment where race and poor housing
were conjoined for the first time. Anti-Black prejudice was already an
existing feature of state and local ordinances as well as within the
real estate industry. As early as 1917 the United States Supreme
Court ruled against the use of racial zoning laws in the Buchanan
v. Warley case. These were local laws that tried to dictate where in
cities African Americans could rent or own homes. In 1924 the
National Real Estate Board’s (NAREB) code of ethics, governing the
largest grouping of real estate brokers in the country, declared, ‘‘A
realtor should never be instrumental in introducing into a neighbor-
hood a character of property or occupancy, members of any race or
nationality, or any individual whose presence will clearly be detri-
mental to property values in the neighborhood.’’16 The HOLC’s
actions attributed property values to the racial or ethnic identity of
residents then helped codify it into a national housing policy. HOLC
guidelines also signaled to private lenders that they, too, should be
wary of lending in the low-graded areas.
These practices were amplified when in 1934 a federal housing pol-

icy was set in motion with a National Housing Act and the subsequent
creation of the Federal Housing Administration (FHA). The FHA
revolutionized home buying in the United States primarily by
guaranteeing mortgages to those who could not afford the terms of
conventional mortgages. Federal mortgage insurance and a new

Austerity, Neoliberalism, and Black Communities ^ 189



policy of mortgage amortization helped to dramatically reduce down
payments and the overall cost of homeownership and other housing
by extension. The new legislation took much of the risk out of lending
to ordinary people for the purchase of homes. These changes precipi-
tated the postwar housing boom of the 1940s and 1950s. The FHA
also relied on racial and place-based analysis in determining where
mortgage insurance would be available and to whom. The reliance
on racial categorization and ranking in FHA underwriting criteria
reflected the popularity of eugenics among American policymakers.
For example, Homer Hoyt, a former real estate broker and urban
sociologist from the University of Chicago who was instrumental in
creating the federal government’s underwriting criteria for mortgage
insurance, relied on a racial ranking system to determine FHA guide-
lines from 1934 until 1940. Hoyt used Chicago as the model to illus-
trate his theory of neighborhood racial composition and property
values. Hoyt delved into racial myths to rank the ethnic minorities
impact on land value writing, ‘‘Ranking of races and nationalities
with respect to their beneficial effect upon land values [which] may
be scientifically wrong from the standpoint of inherent racial charac-
teristics [but it] registers an opinion or prejudice that is reflected in
land values.’’ He then ranked in descending order those ethnic groups
that had the most desirable effect on property values to those that
had the most adverse effect on value. The list was as follows:

1. English, Germans, Scotch, Irish, Scandinavians
2. North Italians
3. Bohemians or Czechs
4. Poles
5. Lithuanians
6. Greeks
7. Russians, Jews (lower class)
8. South Italians
9. Negroes

10. Mexicans

Racial mythmaking was eventually elevated to the level of public
policy when the FHA institutionalized its ranking system in the
1938 Underwriter’s Manual where federal standards were elucidated:

Areas surrounding a location are investigated to determine whether incompatible
racial and social groups are present, for the purpose of making a prediction
regarding the probability of the location being invaded by such groups. If a neigh-
borhood is to retain stability, it is necessary that properties shall continue to be
occupied by the same social and racial classes. A change in social or racial occu-
pancy generally contributes to instability and a decline in values.17
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Abrams said the first fifteen years of the FHA Underwriting Manual,
‘‘read like a chapter from Hitler’s Nuremberg Laws.’’18

There is a vast body of literature demonstrating how federal
housing policies promoted racial discrimination and residential segre-
gation as a result of these guidelines.19 Prospective white home-
owners were the beneficiaries of public policies governing access to
home financing, mortgages, and brand new housing in suburban
areas where the job market was robust and federally subsidized high-
ways paved the way. The ability to participate in the FHA Section 203
program—the basic program for the purchase of a single-family
home—meant low down payments, lower interest rates, and a
thirty-year mortgage. Over time it also included access to a bevy of
tax benefits including the ability to write off mortgage interest rate
payments. All of these benefits including accrued equity in the home
itself, the ability to live in communities with rising property value,
and growing wealth accumulation became synonymous with Ameri-
can homeownership throughout the 20th century. The exclusion of
African Americans from the conventional housing market created
the conditions for a separate Black housing market where transac-
tions were made on exploitative and predatory terms.
The failure to fully account for the creation of this dual housing

market has led many scholars to overemphasize the poverty of
African Americans in explaining their segregation into urban
ghettos in the 20th century. While it is true that the rate of Black
homeownership was always lower than whites because of dispropor-
tionately higher levels of poverty among Blacks and racial discrimi-
nation in the housing market, in the postwar period rising income
among migrating African Americans should have made more of
them eligible for homeownership. In a 1954 address, Dr. Frank S.
Horne, the assistant to the administrator of the Housing and Home
Finance Agency (HHFA), stated, ‘‘[B]etween 1940 and 1950, annual
earning of nonwhite workers tripled. In 1939, 3.7 percent of Negro
families earned between $3,000 and $5,000 a year; in 1950, the per-
centage had risen to 17.8 percent.’’20 Another study conducted by
the HHFA in 1963 pointed out that the number of nonwhite people
earning more than $4000 a year increased nearly sixteen fold
between 1949 and 1959, from 59,000 to 940,000.21 By 1967, the
average Black income in metropolitan areas was $5700 versus the
$2900 made by Blacks in rural areas.22 Poverty did matter and it
constrained Black opportunity in multiple ways, but the rising
income of many African Americans should have made a number of
them eligible for FHA mortgage insurance. The attitude of real
estate brokers toward prospective Black homeowners sheds light
on the discrepancy between African American economic readiness
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for homeownership and their exclusion from the broad housing
market. In a 1943 NAREB publication, Fundamentals of Real Estate
Practice, the authors wrote,

the prospective buyer might be a bootlegger who would cause considerable annoy-
ance to his neighbors, a madam who had a number of call girls on her string, a
gangster who wants a screen for his activities by living in a better neighborhood,
a colored man of means who is giving his children a college education and thought
they were entitled to live among whites. . . .No matter what the motive or charac-
ter of the would-be purchaser, if the deal would institute a form of blight, then
certainly the well meaning broker must work against its consummation.23

The BlackTax

The housing shortage began to ease in the 1950s when waves of
middle-class whites left the cities for the suburbs to move into their
new federally subsidized houses. As whites left their inner city
houses, Black opportunities to own a home opened up dramati-
cally—but often on very expensive terms. Many whites left for the
greener pastures of the suburbs effortlessly, others had to be cajoled.
The practice of ‘‘blockbusting’’ or ‘‘panic peddling’’ was widespread in
this era of mass suburbanization. In a special report on housing in
Chicago in 1962, a national publication called the Saturday Evening
Post published an exposé on blockbusting featuring a real estate
speculator’s description of the process:

I specialize in locating blocks which I consider ripe for racial change. Then I
‘‘bust’’ them by buying properties from the white owners and selling them to
Negroes—with the intent of breaking down the rest of the bloc for colored occu-
pancy. Sometimes the groundwork—the initial blockbusting—has already been
done by some other speculator by the time I arrive on the scene. . . . I make my
money—and quite a lot of it incidentally—in three ways: 1) by beating down
the prices I pay the white owners . . . 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. . . . If anybody who is well established in this business doesn’t earn
$100,000 a year [they are] loafing.24

Blockbusting thrived for two reasons: redlining of African American
neighborhoods and a Black population that was growing and
desperate for living spaces. Despite rampant mortgage discrimi-
nation, African Americans still tried to buy their own housing. There
were a small handful of Black mortgage lenders throughout this
period of Black migration. Many of the Black lenders organized
Savings and Loans Association (SLA) branches that operated locally
and amongst relatively tightly knit group of people. In 1930 there
were 73 minority owned thrifts with assets totaling $6.5 million,
but by 1950 this number dropped to twenty-nine with only $18 million
in assets.25 Black-owned SLAs offered some lending options for African
Americans, but Black lenders also exploited the inflated costs of
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the Black housing market and were just as likely to engage Black
customers under predatory terms.26 Because of their own tenuous
economic situation, Black lenders were less likely to be interested
in the cheap terms of FHA loans. In several states, African Americans
in search of mortgages turned to ‘‘land-installment contracts’’ (LICs)
to purchase property. Contract purchases were akin to ‘‘rent-to-own’’
schemes in which purchases paid higher interest rates and higher
overall costs as a result.27 The most extensive analysis of Black con-
tract buyers for home purchases has been in Chicago.28 There is
emerging research that shows similar exploitative transactions were
typical in Baltimore as well.29 In general, where African Americans
were not able to borrow from conventional lenders, they were forced
into financially exploitative relationships.30

The widespread use of land installment contracts in the buying and
selling of homes in Black Chicago shows the anatomy of the exploi-
tative relationship between buyers and sellers in racially inspired
political economy. The Chicago contract market also demonstrates
how the flow of profit was not just to shady real estate speculators,
but the huge profits extracted from exploitative contract sales boosted
the bottom line of almost half of the SLAs in Chicago.31 Blockbusting
and LIC sales offered huge financial incentives to SLA presidents to
deepen their financial relationships with speculative real estate
moguls, while keeping qualified Black homebuyers at bay. Between
1956 and 1961, home sales on contract charged 15 percent interest
rates—far and above the standard rate of between 6 and 7 percent.32

In 1965, the use of LICs was in decline, nevertheless the origination
fee on these contracts were three times higher than typical loans, and
the interest rates charged on the LIC were at least twice as high as a
conventional loan. Finally, the payback period for the LIC was 29
months shorter than for a conventional loan. High fees, high interest
rates, and shorter payback times could have a positive effect on the
bottom line of an SLA. An SLA in North Lawndale increased its asset
growth from a low of $10 million in 1959 to a high of $31 million by
1961 mostly as a result of speculative real estate activity.33 Moreover,
sweetheart deals34 rewarding SLA presidents 25 percent of annual
net earnings incentivized the continued business with real estate
speculators who dealt in predatory contract sales.35

African American homeowners could not typically get a mortgage
loan from an SLA but real estate brokers were given unfettered
access to mortgage capital that was used to buy houses that were
resold to Blacks on installment contract. As one author observed,
‘‘contract sellers depended on access to a continuous and reliable
source of capital to finance a large portfolio of [land-installment con-
tract] properties. Without this capital, speculative activity would
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have been limited by an investor’s smaller personal investment
resources.’’36 A 1959 survey of SLAs in Cook County found that in a
twelve-month period of 243-chartered associations only 21 of the SLAs
including two Black-owned SLAs, extended mortgages to African
Americans. But there were another 141 commercial banks and 229
Savings and Loans that made no loans to African Americans, though
they made loans to white speculators who used those resources to sell
homes on contract to African Americans.37 SLA involvement with
speculative blockbusting activity intensified in the early 1960s as more
African Americans were in a better position to purchase homes because
of rising incomes. By 1963, Black median income in Chicago had risen
to a high of $4700, substantially higher than the national average for
African Americans, and 35 to 40 percent of Black Chicagoans were con-
sidered middle-class.38 Despite this rise in income, the LIC was the
‘‘principle means of purchase by Negro homebuyers.’’39 An investi-
gation of an all white block in Chicago showed that all the white home-
owners had conventional mortgages while two-thirds of the African
Americans on a South Side block had contracts. The study concluded
that funds were ‘‘readily available’’ for Blacks who wanted to move to
‘‘all-Negro communities,’’ while ‘‘most lenders . . . refuse a highly quali-
fied Negro buyer a loan in an all-white areas [of the city and sub-
urbs].’’40 In other words, Blacks who continued to search for housing
in segregated neighborhoods were allowed some access to mortgage
funds, while African Americans who dared to look for homes in white
neighborhoods were penalized.

A Chicago report on the availability of mortgage funds for African
Americans found that in 1963, on average, Black homeowners paid
73 percent more for housing than whites, even though their median
annual income was one half of what it was for whites.41 This disparity
was partially a result of the unwillingness of local SLAs to grant
mortgages to African Americans even when they met the financial
requirements. The 1964 Civil Rights Act made it illegal for federally
chartered Savings and Loans Associations to discriminate on the
basis of race so SLA loan officers offered many other explanations
from ‘‘unstable family structures’’ to an assumed inability to make a
down payment to justify their consistent refusal to grant mortgages
to prospective Black homeowners.42 One survey of loan officers con-
cluded that only 20 percent of African Americans could afford to
buy a house for $18,200, the average cost of a house in Chicago in
1960.43 Yet, a report published one year earlier found that in at least
one Chicago neighborhood, Blacks were paying an average of $19,216
for homes on contract and, of twenty-four homes included in the
study, all but six had been successfully paid off—and four of those
six were almost paid off.44
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In 1961, the Urban League estimated that African Americans in
Chicago spent more than $157 million over a seven-year period for
the added the cost of renting and owning homes. The Atlanta Daily
World calculated that, in part, that money could build and fully equip
fifty hospitals with one hundred rooms as well as purchased almost
8000 three-bedroom ranch style houses with $20,000 mortgages.45

The tens of thousands of additional monies paid by African Americans
had long-term and detrimental impacts on Black Chicago. Higher
home costs meant less money to invest in renovations and general
maintenance, exacerbating the already deteriorated condition of
Black urban properties. The excessive monthly payments incurred
by contract buyers also forced them to bring more people into their
households in an attempt to cover their monthly housing costs. The
onerous terms of contract buying meant there was always a possi-
bility of defaulting on a payment. When contract buyers did default
the bank was stuck with an overvalued house that could not be sold
for the price at which it was appraised. The impact was huge.
Between 1963 and 1968 more Illinois SLAs were closed than in any
other state—and speculative contract sales was the main reason.46

Slum Colonialism

The higher costs of housing produced the greatest frustration among
African Americans simply because urban housing was so deplorable,
but the race tax in housing was only one way in which the segregation
of Blacks created opportunities for economic exploitation. A study by
the Federal Trade Commission (FTC) conducted in Washington, D.C.,
found higher prices charged for goods sold in ghetto stores than in other
areas. Their study found that 92 percent of the sales made in urban
stores were based on exploitative installment plans as compared to
27 percent of sales outside of ghetto areas. The commission found that
urban stores were selling, on average, the samemerchandise for 50 per-
cent more than other stores. Ebony Magazine reported, ‘‘Shopping sur-
veys taken in Boston, Philly, Chicago and San Francisco reveled the
same pattern: the poor are paying exorbitant prices, usually 75 to
100 percent for goods from stores in low-income areas as compared with
those in ‘ethical’ stores patronized by the middle-class.’’47

When radicals described Black communities as ‘‘internal colonies’’
within the United States, the color tax made sense of that militant
rhetoric.48 Ebony Magazine published an article describing the polit-
ical economy of the urban ghetto:

Economic racism? Its effects abound. Ghetto economics are such that black
income is half and black unemployment nearly three times the national average.
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Black dollars buy less are harder to acquire and are eaten up faster and in larger
bits by usurious and fraudulent practices than white dollars. Markups of 100 to
300 percent are quite common in the ghetto. American colonialism, in short, rele-
gates black people to a subordinate, inferior status, entrapping them in a vicious
poverty cycle. Denied good jobs, they are stuck with low incomes and unable to
obtain a good education with which to get good jobs, proper housing or adequate
medical services. The money that does trickle into the black community only tar-
ries momentarily then returns to the already prosperous white community—a
natural consequence of the absentee white ownership of the most ghetto
business.49

When two Black men were interviewed in Cleveland after riots broke
out there in 1966, they described the exploitative dynamic that
existed between Black communities and white society. ‘‘The whites
know what they are doing. They want us to make the money for them
and don’t want us to have a damn thing.’’ Another said, ‘‘A major
problem in this country is that the white power structure still looks
upon the black community as a plantation.’’50 A Black youth from
Watts connected this exploitation to the rebellion when he explained,
‘‘You pay almost double the price here for the same good as you do in
[white neighborhoods]. The people just got fed up. They had had
enough.’’

It was not just Black radicals or disaffected Black youth who recog-
nized this exploitative relationship between the urban ghetto and
white society; some figures within the ‘‘white power structure’’ also
recognized it. In a hearing on the lack of credit resources available
to African Americans in the inner city, Democratic Senator Walter
Mondale of Minnesota described the plight of urban America when
he said,

There is a growing awareness among economists and urban experts that the
problems of the inner city are similar to the problems of underdeveloped coun-
tries . . .urban ghettos . . . share another characteristic with some undeveloped
countries—and that is the problem of colonial exploitation.51

Dr. Kenneth Clarke described the ghetto as a source of wealth for
those who lived outside its boundaries, ‘‘Exploiters come into the
ghetto, from outside, bleed it dry, and leave it economically dependent
on the larger society. . . . [T]he white power structure has collaborated
in the economic serfdom of Negros by its reluctance to give loans and
insurance to Negro businesses.’’52 In their influential book, Black
Power, authors Stokely Carmichael and Charles Hamilton described
this dynamic. ‘‘The groups which have access to the necessary
resources and the ability to effect change benefit politically and
economically from the subordinate status of the Black community,’’53

and thus, the ‘‘race tax’’ continued.
Multiple commissions and studies charged to investigate the many

dimensions of ‘‘urban crisis’’ continued to over-emphasize poverty as
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both the cause of conditions within the inner city as well as the reason
behind the segregation of African Americans. They repeated the
theory that Blacks were in ghettos because they could not afford rents
beyond the ghetto’s borders. The Kerner Commission report ident-
ified ‘‘exploitation of disadvantaged consumers by retail merchants,’’
as a feature of Black urban life, but the authors concluded that
poverty was the main issue:

Most low-income families are uneducated concerning the nature of credit
purchase contracts, the legal rights and obligations of both buyers and
sellers . . .many poor families have . . . low incomes, bad previous credit records
and unstable sources of income . . . [finally] because they have unstable incomes
and frequently fail to make payments, the cost to the merchants of serving them
is significantly above that of serving middle income consumers. . .54

Kerner’s explanations for housing disparities also rested on the
poverty thesis: ‘‘many ghetto residents simply cannot pay the rent
necessary to support decent housing. Forty percent of nonwhite
occupied units required rent that was thirty-five percent of their
income.’’55 It was undoubtedly true that some Black residents were
living in extreme poverty in urban neighborhoods, but what Black
residents understood to be true and what the researchers completely
failed to grasp was that in most cases African Americans were
paying as much as whites, if not more, for inferior housing. If African
Americans had free choice of where to live the cost of rent would have
been driven down making it even more likely that they would not
have had to live in deteriorating conditions. Urban League leader
Whitney Young, described the phenomenon in a weekly column he
wrote for in New York’s Amsterdam News, ‘‘Some whites fail to recog-
nize that millions of Negro families are paying more for leasing a
Harlem slum than their white counterparts pay for a Hartford Town-
house. When Negro leaders assail the ‘color tax’, slumlordism, the big-
otry many banks and savings and loan associations and their realtor
allies toiling to keep Negroes in the ghetto, these whites look the
otherway.’’56 In an interviewwith theChicagoTribune,Martin Luther
King, Jr., also described the ‘‘race tax’’: ‘‘My neighbors pay more for
rents than their neighbors in the white suburbs. In Lawndale, a Negro
pays $90 a month for an apartment without utilities and intermittent
heat. A white in South Deering, Gage Park or Belmont pays $80 a
month for a similar apartment.’’57 But the cause of the exploitation
was not poverty; it was racism. ALos Angeles attorney, CarlynWalker,
was interviewed in 1965 for a governor’s commission investigating the
riots in Watts and said, ‘‘When historians write the story of all of this
trouble, they’re going to wonder how in the hell such an incendiary
element could have been so complacently accepted and overlooked.’’58

The ‘‘incendiary element’’ she was referring to was the ‘‘color tax.’’59
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Scholars have not previously identified the significance of the ‘‘race
tax,’’ but activists fighting the neighborhood erosion caused by it, have
for many years. A Chicago Urban League study identified its impact in
a study in the early 1960s,

Negroes must pay a color tax of approximately $10 per month more than do
whites for comparable housing. The median monthly rent in 1960 was the same
for both Negro and white families, ie., $88, but the quality of housing occupied by
the Negro family was more likely to be inferior . . . it appears that Negroes pay
directly an average of $1500 more than whites for comparable dwellings. In
addition, Negro homebuyers generally have to pay higher interest rates on mort-
gages and=or contract purchases. Although Negro families earned one-third less
than did white families in 1960, they spent a higher portion of their take-home
pay than did white families for comparable housing.60

Economic Discrimination versus Racial Discrimination

The financial exploitation of Black communities, particularly in the
housing market, contributed to resentments that ultimately boiled
over into the rebellions that shook the United States through the
second half of the 1960s. Seven days after the assassination of Martin
Luther King, Jr., in April of 1968, Congress finally passed federal
legislation banning racial discrimination in the rental and sale of
public and private real estate. Title VIII of the 1968 Civil Rights
Act, popularly known as the Fair Housing Act, was to be phased in
over two years ultimately leading a ban on discrimination in the buy-
ing and selling or renting of up to eighty percent of public and private
property in the United States—but not including owner-occupied
properties or property sold by individual homeowners as opposed to
real estate brokers.

Two months after federal fair housing legislation was passed, the
Supreme Court returned a landmark decision in the case Jones v.
Mayer that effectively banned all housing racial discrimination
immediately. The Court referred to a section of an 1866 Civil Rights
Act that explicitly addressed the right of African Americans to buy
and sell real estate on the same terms as whites, ‘‘All citizens of the
United States shall have the same rights, in every State and territory,
as it is enjoyed by white citizens thereof to inherit, purchase, lease,
sell, hold, and convey real and personal property.’’

The Supreme Court went so far as to describe housing discrimi-
nation as a ‘‘badge of slavery’’ and compared it to the Black Codes
enacted after the Civil War that aimed to control the movement of
the newly freed Black population. Justice Potter Stewart wrote in
the majority opinion for the court,

Just as the Black Codes, enacted after the Civil War to restrict the free exercise of
those rights, were substitutes for the slave system, so the exclusion of Negroes
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from white communities became a substitute for the Black Codes. And when
racial discrimination herds men into ghettos and makes their ability to buy pro-
perty turn on the color of their skin, then it too is a relic of slavery. Negro citizens,
North and South, who saw in the Thirteenth Amendment a promise of freedom—
freedom to ‘‘go and come at pleasure’’ and to ‘‘buy and sell when they please"—
would be left with ‘‘a mere paper guarantee’’ if Congress were powerless to assure
that a dollar in the hands of a Negro will purchase the same thing as a dollar
in the hands of a white man . . . the Thirteenth Amendment includes the freedom
to buy whatever a white man can buy, the right to live wherever a white man
can live.

This ruling opened the door for African Americans to pursue further
legal challenges to the way in which a dollar in Black hands actually
purchased less than a dollar in white hands. The combination of
federal fair housing legislation and a landmark Supreme Court
decision clearly banned the racial discrimination that pervaded the
real estate and banking industries. Black homeowners in Chicago
took advantage of the new ruling to challenge the exploitative
contracts used to purchase their homes. In 1968 hundreds of African
American homeowners on contract in Chicago organized themselves
as the Contract Buyers League (CBL). The goal of the CBL was to
force the real estate speculators and SLAs that held the mortgages
on their contracts to renegotiate the contracts into conventional mort-
gages. In December of 1968 they filed a lawsuit against fifty real
estate brokers, local banks and SLAs for conspiring to maintain the
dual housing market and using economically exploitative land install-
ment contracts. The legal argument was not traditional discrimi-
nation but that the real estate industry had ‘‘taken advantage of the
societal discrimination against blacks which had created a separate
racially defined real estate market.’’ The lawsuit attracted national
attention, namely from the Nixon Administration, whose Department
of Justice filed a friend of the court brief in support the Black
homeowners. Jerrod Leonard of the DoJ spoke sharply about the
issues at stake in the lawsuit:

Negroes have a right to go into a Federal court and sue for damages when they’ve
bought a home, appliances, groceries, clothing or other items on less favorable
terms than whites get. . . .Negroes have paid millions and millions of dollars
throughout this country because of these transactions . . . anyone who rakes off
a profit from racial discrimination should have to pay it back. . . .We believe if
you take the profit out of blockbusting, blockbusting will stop.61

The lawsuit went beyond simply seeking damages from unfair con-
tract terms in Chicago to raising the potential of Blacks to sue for
all kinds of predatory and financially exploitative transactions.
Historian Beryl Satter, in her seminal book on LICs in home pur-
chases in Chicago, Family Properties, pointed out, ‘‘If successful,
their suits might do more than force the remaining contract sellers
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to renegotiate. They could also establish legal precedent for chal-
lenging other profits derived from racially divided markets.’’62 The
DoJ described their support of the lawsuit as a ‘‘commitment on
behalf of the federal government to bring the power and prestige
of the federal government’’63 into the fight against residential segre-
gation while pledging to initiate investigations of blockbusting and
financial exploitation in seven other cities including Detroit, Fort
Worth, Buffalo, Washington, D.C., Kansas City, and Baltimore.
Attorney General John Mitchell said the Administration’s inter-
vention in the case was the ‘‘federal government’s first effort . . . to
break massive Northern housing segregation.’’ These were wild
pledges from the Nixon Administration but fit with its position of
developing Black business and capitalism in the inner city. It was
easier to advocate fairness and equity for African Americans in their
own communities than to pursue a more contentious strategy of
attempting to integrate the suburbs that Nixon’s secretary of the
Department of Housing and Urban Development, George Romney,
was dubiously pursuing without Nixon’s knowledge. Nixon’s DoJ
intervention in the Chicago lawsuit also created some cover for
the Administration’s slow implementation of the new Fair Housing
Act’s call for the DoJ and Housing and Urban Development (HUD)
to pursue parties involved in racially motivated housing discrimi-
nation. By 1970 only one thousand complaints against racial
discrimination had been received under the Fair Housing Act. Com-
plaints were slow to come in for many reasons including things like
the requirement that complaints be notarized. Moreover, only 125
people nationally were the HUD staff assigned to follow up on com-
plaints. The CBL lawsuit allowed the Nixon Administration to talk
big against housing discrimination without having to commit any
serious resources to actually implementing and enforcing the new
fair housing rules.

The Chicago lawsuit passed its first hurdle when the judge in the
case refused to dismiss it as per the request of the defendants.
Instead, the judge upheld the theory advanced by the CBL attorneys
that regardless of whether or not the defendants were directly dis-
criminating against Black homeowners, they were financially profit-
ing from residential segregation and that was a violation of the
13th Amendment. He wrote:

Defendants present the discredited claim that it is necessarily right for a
businessman to secure profit wherever profit is available, arguing specifically
that they did not create the system of de facto segregation which was the con-
dition for the alleged discriminatory profit . . . but the law in the United States
has grown to define certain . . . ethical limits of business enterprise . . . for it is
now understood that under Section 1982 as interpreted in Jones v. Mayer, there
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cannot in this country be markets or profits based on the color of a man’s
skin . . . there is no reason to distinguish a refusal to sell on the ground of race
and a sale on discriminatory prices and terms.64

Clearly, the CBL lawsuit was shaping up to challenge the entire
premise of the dual markets created as a result of residential segre-
gation. It would take another year before the case advanced to trial
but the judge who allowed the case to move forward recused himself
after repeated accusations of favoritism by the defendants. The judge
who replaced him was an older white man from Alabama who
immediately displayed where his sympathies lay, allowing the
attorneys for the defendants to exclude all of the potential African
American jurors from the jury pool. In fact, a jury never heard the
case when after six weeks of testimony the judge abruptly agreed to
the defendant’s motion for dismissal of the case. In a prepared state-
ment echoing the ascending politics of ‘‘colorblindness’’ the judge said,
‘‘Council for plaintiffs have not painted a pretty picture of the defen-
dants, but the picture is a picture of exploitation for profit, not racial
discrimination. . . .Nowhere in the six week trial is there one scintilla
of evidence that the defendants . . . ever refused to sell to a white per-
son or a Black person . . . any house, or refused to sell one or the other
at a higher or lower price, absolutely no positive evidence of discrimi-
nation in this record.’’65 In other words, without an intentional dis-
play of anti-Black racism, racism could not be alleged. The judge’s
hasty dismissal would eventually be overturned by appeal-two years
later. When the case came to trial again in 1975 another conservative
judge and all white jury ruled for the defendants and against the
African American homeowners. The jury’s foreman kept a diary dur-
ing the trial and wrote that the outcome was fair because the case was
‘‘not a matter of civil rights, but supply-and-demand economics.’’66

Conclusion

For much of the 20th century federal policies reinforced and expan-
ded racially discriminatory access to credit and loans needed to
participate in the private housingmarket. The systematicmarginaliza-
tion, and often exclusion, of African Americans from conventional
sources of credit dramatically limited their housing choices to deterior-
ating, urban ghettoes. The rise of a dual housing market created a
captivemarketwhere economically exploitativeandpredatory transac-
tions became the dominant way business was conducted in inner cities
across the country. The dual housing market gave way to other ‘‘dual
markets’’ constituting a political economy of exclusion where African
Americans paidmore for the same, but often, inferior housing, services
and other goods-what Black people called a ‘‘race tax.’’
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The central problem in ending dual markets in the United States
has been the legal emphasis on intentional racism as the most signifi-
cant evidence of racial discrimination. In the post-Civil Rights era,
the absence of demonstrable intent is the foundation for what has
become known as ‘‘colorblindness’’ where the absence of racial lan-
guage or actions are interpreted as the absence of racism. Even before
this more recent development of ‘‘colorblindness,’’ the law has always
placed the burden of proving racist intent on its victims. What law-
makers, in particular, failed to grasp or what they willfully ignored,
was that the elimination of intentional racism in the law could not
automatically undo decade upon decade of the effects of legal dis-
crimination. Institutional racism was the cumulative effect of policies,
programs, and practices of public and private organizations causing
the exclusion or marginalization of African Americans from the ben-
efits enjoyed by whites. These policies and practices, whether they
were intentional or unintentional, de jure or de facto, the major cri-
terion was what they produced, not what they intended.67

The existence of dual markets has been described as simply the ‘‘free
market’’ or ‘‘supply-and-demand economics,’’ but participation in the
American economy has never been ‘‘free’’ rather, class, gender, sexual
orientation, race, and ethnicity have always limited one’s access to full
participation. For African Americans these hurdles were exacerbated
and compounded by widespread notions that conflated blackness with
economic risk and deteriorating property values. This institutional
racism rippled far beyond the private housing market, affecting
African Americans’ general participation in and access to the conven-
tional economy. The failure to take action against institutional racism,
and not just intentional racism, explains, in large degree, why racial
discrimination persists in the American housing market more than
forty years after the passage of the 1968 Fair Housing Act.

The Fair Housing Act banned racial discrimination not only in the
buying and selling of real estate, but it also banned blockbusting and
discrimination in mortgage lending. Legislation passed throughout
the 1970s like the Home Mortgage Disclosure Act and the Community
Reinvestment Act were intended to compel lending institutions to
lend to African Americans and other minorities on equitable terms.
‘‘Credit scores’’ gained wide usage in the 1970s as a ‘‘color neutral’’
measure of credit worthiness allowing banks and other lenders to
evaluate potential borrowers blindly. Good credit, however, was
determined by a host of factors deeply influenced by race including
job history, wealth accumulation, assets, and the ability to pay off
debt on time to name only a few. A disproportionate number of Afri-
can Americans suffer from low credit scores as a result making them,
once again, more susceptible to predatory financial arrangements.
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The more recent subprime crisis is only the latest incarnation of this
cycle of racial and economic inequality.
The Fair Housing Act of 1968 removed the final vestiges of legal

racism in the United States and with it came the ascendance of the
concept of ‘‘colorblindness,’’ which deepened the idea that explicit
declarations of racism are the only evidence of racism. The retreat
from ‘‘institutional racism’’ and ‘‘structural inequality’’ as explanations
for the economic disparities distinguishing African American lives
from white lives has given way to more subjective explanations for
inequality in the United States—mainly that Black culture is to
blame. The study of the ‘‘race tax’’ and dual markets in their historic
and current iterations, demonstrate the economic underpinnings of
race in the United States. These underpinnings can lend explanation
to the financial gaps that distinguish between Black and white
experiences in the United States, but they can also explain, in part,
the persistence of racial segregation long after public policies and
private practices stopped formally promoting it. As the Wells Fargo
settlement shows, there is money to be made in the perpetuation of
race taxes and dual markets. Thus, segregation is not just a static
spatial relationship defined by the proximity of African Americans
to whites or others, but it is reflective of a race for profit that trans-
forms urban space into what one writer has described as a ‘‘profitopo-
lis’’68 where profits for mortgagees and real estate brokers are never
ending and shattered credit and ruined neighborhoods are all that
remain for African Americans who live there.
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