Growing
Diversity

How to Improve Diversity in
the Appraisal Profession
By Sally Carothers
TrUnion

“Race and the racial composition of the neighborhood are not
appraisal factors.” —The Uniform Residential Appraisal Report

O

n August 25, 2020, The New York Times printed a jawdropping article: “Black Homeowners Face Discrimination in Appraisals.” The country was in the midst of a
pandemic and gripped by widespread social unrest, precipitated
by police killings of Black men and women.
The article cited examples of Black homeowners receiving low
appraisals, the result of overt racial discrimination.1 Equally important, the article referenced research showing that homes
in majority Black neighborhoods are likely to be
valued for 23% less than near identical homes in
majority White neighborhoods.
Across all majority Black neighborhoods,
owner occupied homes are estimated to be undervalued by $48,000 per house on average,
amounting to $156 billion in cumulative loss.2

The New York Times article content
and references rippled through the
appraisal industry. Appraisal organizations and regulatory bodies began
looking for solutions: better education,
new rulemaking, diversity training,
and in a laudable effort, the creation of
a partnership with the Urban League.
But although admirable, there is still
much more to be done that eliminates
pre-conceived definitions of neighborhoods synonymous with the pre-Fair
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Housing days of redlining. The undervaluation of housing in Black neighborhood or homes owned by Black
owner-occupants has important social
implications. Black homeowners realize lower wealth accumulation, potentially making it more difficult to invest
in businesses or afford college tuition.
A HISTORY LESSON
The appraisal industry is a key housing
market player. Fundamentally tied to

$
both real estate brokerage and mortgage industries, it stands alone, highly
regulated to be unbiased and independent.
Starting in 1935, the FHA began requiring all homebuyers applying for
federally insured mortgages to receive
a home appraisal. FHA hoped to ensure
that mortgage collateral accurately reflected market value.
In the 1980s, the U.S. Department
of Housing and Urban Development,

Fannie Mae and various appraisal organizations sought to standardize appraisals with the introduction of the
Uniform Residential Appraisal Report
and the Uniform Standards of Professional Appraisal Practice.
These documents were
significant for two major
There is still components. First, they esmuch more tablished a uniform definito be done tion of market value that
specified the appraised valthat eliminates ue should reflect “the most
pre-conceived probable price” in an open
definitions of and fair sale. Second, they
neighborhoods established the sales comsynonymous parison approach as the
primary method of home
with the pre-Fair valuation.
Housing days of In 1989, the Financial
redlining.
Institutions Reform, Recovery and Enforcement
Act required states to adopt
standards for appraisers
and appraiser licensing. The U.S. mortgage industry continues to rely on the
appraisal industry for collateral valuation, and arguably, the subsequent value
and terms of mortgage loans.
Concerned with collusion and appraiser pressure, on the heels of the
housing crisis, Congress passed legislation as part of Dodd Frank (2010) to

“

“

protect appraiser independence and
integrity.
THE VALUE OF NEIGHBORHOODS
Neighborhoods have always been recognized as a key indicator of home
value. In the early years of mortgages,
neighborhoods were evaluated on the
basis of the Homeowners Loan Corporations color-coded maps. Corresponding criteria defined White neighborhoods as the most stable and assigned
them the highest value with least mortgage risk. Conversely, Black neighborhoods were assumed to be unstable and
given lower values often leading to loan
rejection.
In the late 1960s and 1970s this
system of “redlining’ was outlawed
through a series of Fair Housing laws.
The appraisal industry could no longer
define neighborhoods on the basis of
color-coded maps. Instead, appraisers
began using the sales comparison approach, which remains today the primary methods of home valuation.
This approach involves the appraiser
selecting previously sold houses that are
comparable with the subject home. Research suggests that this appraisal process (relying on the appraiser’s selection
of comparable homes in similar neighborhoods) can create opportunities

Impact of Redlining in Columbus, Ohio
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for racialized perceptions of neighborhoods that can influence valuations..3
Sadly, a study published in September 2020 suggests that the disparity between home values in Black and White
neighborhoods has increased over the
years. The study concludes that contemporary appraisal practices contribute to ongoing inequality, first by the
continued use of the sales comparison
approach and second because appraisers continue to use neighborhood racial composition to determine which
homes are comparable. 4
The legacy impacts of redlining are
a lack of investment in Black communities, disrepair and potential health
hazards such as mold and lead-based
paint. A recent study by the University of Richmond examined the lasting impact of historical redlining in
neighborhoods today. The study shows
that the same low-income and minority communities that were intentional
cut off from lending and investment
now suffer from lower life expectancy
and higher incidence of chronic disease
that are risk factors for outcomes from
Covid-19. 5
The research published interactive versions of the color-coded maps
alongside graphics (See Columbus,
Ohio map below.) of how the neigh-

borhoods fare today for life expectancy
and health.
In 2017, the Appraisal Institute provided the following composition for the
appraisal professions: 75% male, 87%
White, 4% Hispanic, 3% Black, 1% Native
American, 2% Asian and 3% other. Comparatively, approximately 12% of accountants are Black and 60% are women. 6
MODERNIZATION OF INDUSTRY
In June 2019, the House Financial
Services Subcommittee on Housing
Community Development and Insurance held a hearing titled, “What’s Your
Home Worth? A Review of the Appraisal Industry.” Among other issues,
the hearing was to address potential
disparities in home values in minority
communities.
The panel of witnesses included
mostly appraisal professionals, but also
Andre Perry of the Brookings Institute,
co-author of the first research paper
noted in this article.7 In his book, “Knowing Your Price, Valuing Black Lives and
Property in America’s Black Cities,” Perry recalls Rep. Al Green of Texas asking
pointed questions of the appraisal lobby:
“Do you believe that invidious, invidious
is harmful … invidious discrimination
plays a role in the devaluation of property
in neighborhoods that are predominated
with minorities, but more specifically
Black people. If you do believe this, raise
your hand.” 8
As Perry remembers, only he raised
his hand. Not surprisingly, few recommendations resulted from the hearing
and it took the New York Times article
(and subsequent bad publicity) to press
the Appraisal Industry into some form
of action.
On September 16, 2020, The Appraisal Foundation announced a onepage “Initiative to Grow Diversity and
Combat Bias is the Appraisal Profession.” The document acknowledged for
the first time that while traditional safeguards (such as the Uniform Standards
of Professional Appraisal Practice) exist,
there was much more needed to “combat
systemic racism in the United States, and
that extends to the housing industry.”
The Appraisal Foundation would
create a Diversity and Inclusion Spe-
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perience, and 4% percent have
cial Committee to help probetween 3-4 years of experience.
mote diversity in the Appraisal Profession. Second, Sadly, a study Further, 52% of professionals are
51 or older, and just 10% are 26
educational and qualificapublished
in
or younger.
tions requirements would be
Arguably, the current infraSeptember
amended to include specific
structure
of the appraisal indus2020
suggests
content to address bias, distry
is
fraught
with risk. Not only
crimination and fair-housthat the
is
the
profession
aging out, but
ing issues in appraisal. Third,
disparity
current
business
practices obthe Appraisal Foundation
between
home
struct
the
entry
of
new profeswould reach out to historisionals.
values
in
Black
cally Black colleges and uniTypically, the path to residenand White
versities to potentially partner on approved appraiser neighborhoods tial appraisal certification includes
a four-year degree, additional apeducation. 9
has increased praisal education and at least two
over the years. years of work experience.
BRINGING DIVERSITY TO
The current appraisal industry
APPRAISERS
lacks
the institutional structure
As stated in this article, the
to
support
these requirements.
Appraisal Institute (the largAppraising
remains
a “cottage”
est professional appraisal organization
industry, with approximately 35% of
in the U.S.) announced an Appraiser
appraisers as sole proprietors with no
Diversity Pipeline Initiative partnerpartners or employees. Other appraisal
ing with Fannie Mae and the National
firms are typically small with less than
Urban League. The initiative aims to
30 employees, and hardly inducive to
“attract new entrants to the residential
providing employment for trainee colappraisal field, overcome barriers to
lege graduates.
entry (such as education, training and
Unless there is a major shift in the
experience requirements) and to foster
structure of the appraisal industry, it
diversity.” 10
will not be able to attract young talBoth proposals to increase diversity
ent—Black, minority or otherwise.
in the appraisal profession are noble
Tangentially, the appraisal profession
initiatives. Unfortunately, they face an
remains grounded in the sales comparison approach that implicitly promotes
AGE OF APPRAISERS
lower values in Black and minority
neighborhoods.
In 1997, City Limits published an ar>45
13%
ticle, “City Views: The Price in Wrong.”
The article argued that an unfair ap51-65
49%
praisal is a “legalized form of theft.”
28%
36-50
William Pittenger, a Chief Appraiser
and former bank examiner is widely
26-35
9%
quoted in the article. He suggested that
the lending industry look critically at
<25 1%
the appraisal process, “and you will dis0% 10% 20% 30% 40% 50% 60%
cover the potential for discrimination
at almost every step along the way.” He
argued that suburban property stanuphill battle.
dards dominate the appraisal industry
Simply put, the appraisal profession
and can lead to misinterpretations of a
is in danger of “aging out” with a preracially diverse urban setting.
cipitously low volume of new appraisAlthough lenders and appraisers
ers. The 2017 Appraisal Institute study
now avoid such prejudicial language
referenced above, showed that only 3%
as “poor neighborhood” or “pride of
of professionals have less than 1 year
ownership,” values remain entrenched
of experience, 4% have 1-2 years of ex-

“

in the concept of “lower value” urban
areas. 11
Ultimately, lack of diversity and discriminatory actions could impact the
volume of work conducted by home appraisers. Already, shortages of appraisers in many markets pushed lending
regulators to allow appraisal waivers for
lower transaction amounts, and Fannie
Mae and Freddie Mac allow appraisal
waivers under specific circumstances.
Furthermore, automated valuation
models utilizing sophisticated technology have become increasing more accurate in recent years. Of course, these
models lack a physical inspection by
an appraiser that, in due course, can be
replaced with technology. Quite simply, unless systematic discrimination is
addressed in the appraisal industry, the
source of that discrimination, the appraiser, will be removed.

“

SOLUTIONS FOR
CREDIT UNIONS
The current The risk for a credit
infrastructure of union from systematic
the appraisal discrimination in the appraisal field is immense.
industry is
Of course, individual
fraught with bias or discrimination
risk. Not only is has legal consequences.
the profession But, holistically, credit
aging out, but unions have a vested
current business interest in protecting
member wealth.
practices
Individual review of
obstruct the appraisal transactions
entry of new can be cost-prohibitive,
professionals. but periodic portfolio
stress testing for potential under- or over-valuation in particular market
areas is entirely possible via technology
and automated valuation models.
Credit unions should expect a commitment to diversity from their appraisal management companies (AMCs)
and appraisers. Their appraiser panel
should reflect their members and serve
the community—whether, urban, suburban or rural. AMCs must ensure not
only a diverse panel, but a commitment
to adequate training and education on
non-discriminatory practices.
Additionally, quality control meth-

“
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odology and underwriting must be attuned to recognizing potential racial
bias through descriptors or misapplied
processes:
Does the appraiser fairly describe the
neighborhood?
Are the condition and quality ratings
accurate or misapplied?
Are the comparable sales utilized truly comparable?

re the comparable sales armsA
length transactions?
Does the appraiser provide accurate
and fair reconciliation to the value?
Ultimately, all mortgage professional must be aware of potentials for
discrimination in lending practices.
Credit unions may fail to associate
that discrimination in their valuation
process.

About TrUnion
TrUnion was founded in 2012 with
mutual support from credit unions
and appraisers to efficiently and fairly
manage residential and commercial
valuations. TrUnion services
communities in more than 30 states,
providing high-quality valuation
products. TrUnion’s expert and
experienced staff efficiently navigate
lender clients through the appraisal
cycle with real time communication,
transparency and solutions.

Sally Carothers has
more than 30 years of
appraisal experience and
is a Certified General
Appraiser in Ohio, Illinois
and Arkansas. She is
CEO/owner of Trunion
Sally Carothers
Appraisal Services, an
Appraisal Management Company that
specializes in credit union clients. Carothers
sits on the Industry Advisory Board of The
Appraisal Foundation, writes and presents
valuation-specific education and mentors
young appraisal professionals.
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