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Abstract

The U.SAmerican foreclosure crisis and related economic crises have had severe anckagtieng
effects for the global economy, homeowners, and municipalities alike. Teggdive changes led to
federal, state, regional, and local responses intended to prevent and mitigate foreclosures. As of yet,
no research has examined the communignd neighborhoodevel impacts of local foreclosure
responses. This researsbekso determine the economic, physical, social, and political changes that
resulted from these responses.

A mixed methodsase study of Cuyahoga County, Ohio, home to Cleveland, was used to identify local
level foreclosure responses.e. those carried out at theounty level and below and their effects.

The qualitative component was comprised of sestnucured stakeholder interviewsincluding local
governmental representatives, advocacy groups, and neighborhood representatives. Two community
subcases were imstigated in depth to further examine the mechanisms and effects of foreclosure
responses.

The quantitative component supplements the qualitative component by means of a quantile
regression model that examines relationships between foreclosure respondehanges in property

value at the Census tract level, used to approximate communities. The model integrates data for the
entire county and estimates coefficients at various quantiles of the dependent variable, which
uncovers variations in the associaton 6 SG ¢SSy GKS @FNARIFIofSa f2y3
distribution. That is, with quantile regression it is possible to determine whether foreclosure responses
have different effects depending on community conditions.

The results indicate that the natiahand local context are of particular importance when responding
to the foreclosure crisis.Lackluster national level responses necessitated creative and innovative
responses at the local level. The Cleveland region is characterizezhk housing markeand its
concomitant vacancy and abandonment problems. Thus,-fasetlosure responses that deal with
blighted property are essential.

A wide variety of foreclosure responses tookgalan Cuyahoga County, in the formsgbtems reform,
foreclosure pevention, targeting, property acquisition and control, legal efforts, and commuauitgt
neighborhoodlevel efforts. Several strategies used in these responses emerged as themes: targeting,
addressing blight, strengthening the social fabric, planningterfuture, building institutions and
organizational capacity, and advocacy. Physical and economic impacts are closely linked and are
brought about especially by responses using targeting and blight reduction strategies. Social impacts,
such as increasl identification with, investment in, and commitment to the community occurasd

the result of responses that used the strategies of strengthening the social fabric and planning a shared
future for the community. Finally, the strategies of building ilngibns and organizational capacity

and advocacy resulted in increased political power in the form of more local control and additional
resources for neighborhoods and communities.

These results provide deeper insight into the effects of the foreclosusis @nd local responses to it

on neighborhoods and communities. This case study identifies the importance of targeting, blight
removal, strengthening social bonds, planning for a shared future, increasing organizational capacity,
and advocacy in addrasg the foreclosure crisis on the community and neighborhood levels,
especially in weak housing market cities where need far outstrips the available resources.






Summary Table of Contents

Extended Table Of CONENIS.........oiiiiiiii e iii
QLI o LS ) B o TN =PRSS Xi
Table Of TABIES.....co oo e e e e e Xiii
Table Of ADDIEVIATIONS. .........uiiiiiii i e e e e e e s s e e e e e n e XV
Chapter 1 INITOTUCTION........ueeiiiieiiitii ittt e e e e e s e e e e e e s ann e e e e e e e anneees 1
1.1 The FOreclosure ProDIEML..........ccuiiiiiiii e 1
1.2 Research Objective & Research QUeStiQNS..............coooeeiiciiiciiccie e 17
1.3 Scope of the RESEaArCh......oooveii 20
L4 OVEIVIBW. ... e ittt ettt e e e e e e et e e e e s e e e e e e e e snn e e e e e e e e e anbbnneeeeeaas 23
Chapter 2 Neighborhoods, Foreclosures, & Neighborhood Change............cccccviveveiiiniiiinnen. 27
2.1 NeighDOIrNOOAS........uiiiiiiii e e e e e e e e e e e 27
2.2  Residential Mortgage FOreCIOSUIE..........oooiiiiiiiie e 35
2.3  Neighborhood Change & Residential Mortgage Foreclosures...............oooeeeeeeccnnnnns 53
2.4 Foreclosure Prevention & MGation RESPONSES. ........cuieeiiiiiiiiiiieeeeiiiiiieree e e siinneeeeed 62
2.5 SUMIMIAIY. et e et e ettt e et e e et e e e e e e e e e e eea e e e e e e e s aaa e a e nnnbnneenrnnees a5
Chapter 3 Research Design, Methods, and Datal............coooviiiiiieeiiiiiiiiieeee e 99
3.1 RESEAICH DESIGN...uuiiiiiiiiiiiiiieeeeee e 100
3.2 Case StUAY SEIECHON........uuuiiiiiiiiiee e 112
3.8 MEENOAS. ... 114
N B L | r- VTP PP PP PP PP PP PP PR 137
3.5 SUMIMIANY. e e et e e ettt et e e e e e e e e e e e e e e e e e e e e a e e e e e 153
Chapter 4 The Foreclosure Problem in Cuyahoga COUNLY..........cccoviiiiiiieeieeiiiiiiiiee e 157
4.1  Characterization of Cuyahoga County, Ohi0...............ooooei i, 157
4.2  The Foreclosure Problem in Cuyahoga COLINLY.........ccccciiiiiiiiiiiiiiiiiieiieeeeeeeee e 170
4.3 Development of the Quantitative Model...............ooviiiiiiiii s 186
4.4  Neighborhood Profiles: Slavic Village & South EUClid.............coooviiieeeiiiiiiiiiennen. 208
A5 SUMIMIAIY. et iiiieeeeee e e bt e e e e et e et ettt e e et e e e e aaeaaaaaaaaaaaaaaaaaaaaaaaananns 220
Chapter 5 Foreclosure Responses in Cuyahoga COUNLY............coveeiiiiuriiieeeenniiiinieeeesnniens 225
5.1 The RESPONSE CONEXL. ...ttt e et e et et e e e e e e e e e ae e e e e e e e e e e e s e e s e e e annenneenees 226

5.2  The Cuyahoga County Foreclosure Initialivie............oovvviiiicinini e 234



5.3  The Strategic Investment INItIALIVE. ............oooiiiiiii e 269

5.4  Property AQUISItION & CONLIOL........ccccciiiiiiiiiiiiiiiiiireee e e e e e e e e e e e e e 279
LR T = To T= | B 1 (o] £ PP 292
5.6 Community & Neighborhood Level EffortS........ccovii i, 295
.7 SUMIMIANY. ..o r e e e et e et e e e et e e e e e e e e e e e e e e e e e e e e e e e ana e e e a e 308
Chapter 6 The Impacts of Foreclosure Responses on Neighborhoods & Communities......317
6.1 Qualitative Analysis of Neighborhood IMpacts..........cccceeeeeiieiiiiiiiiiii, 317
6.2  Quantitative Analysis of Community IMPaCLS..........cceevveeeeiiiie i, 334
6.3  Foreclosure Responses & N#grhood WeHBeing..........cccvvvvivivieeeeiieeeiieiiieeeeeeeeeee, 355
Chapter 7 CONCIUSION. .....ciiiiiiiieie et e e e e s e e e e e e s annnreees 363
.1 SUMIMIAIY. . eeeeee e e e e e e e e e ettt e e et e e teeeaaeaaaeeeaaaaaeeaasaasaaanaannannnns 363
7.2  Limitations & FUurther RESEArICH............oiiiiiiiiiiiiee e 366
7.3  Conclusions & PoliCY INSIGRLS........uuuiiiiiiiiiiiiieiieee e, 368
(2] ] [ToTe =T 0] 0|28 PSP UUUPPR T 371
Appendix A: INEIVIEW MALEFIAlS.........ccccoiii e 407
Appendix B: Variable DefinitionNS..........oouiiuiiiiieiiiiiiie e 413
Dependent Variable............oooiiiiiiii e AL3
General Control Variables.............coiiiiiieiiiieee e A4
ForeclosureRelated Control Variables. ... 422
KEY VANIADIES. ... ..o e e e e et e e e e e e e e e e e e e e e e e e e e e s e assasa s e nnsanaenrenrnes 424
Appendix C: Cuyahoga County SUDAIEaS.............cooeiiiiiiiii e 431
The East Side of Cleveland..............coooiiiiiiiieieeeeeeereeeee e 431
The West Side Of CleVelamnd. ... 433
THhe INNEI SUDUIDS.....cooo e 434
THE OULET SUDUIDS. ...t 436
Appendix D: Quantile Regression OUIPLL...........uuuiiiiiiiiiiieeiier e e e e ee e e e e e e eaeee e e e e e e e e ee e 439
10" Percentile REQIESSION.........ccveieeeeeeecteeeieeeteeeeeeeeeeteeereeseeesreeseesneessesseesseeesreesneesnee s 439
20" Percentile REQIESTI0..........ccveiviiieirieiesieecieseecresiesre e sveesre e ssesnesreene e esnesnnesneenne e 440
30" Percentile REQIESSION........cccccviivieiiiriectecie sttt sre e sree e snenreene e A4 L
40" Percentile REQIESSION.........cccveiueiueeeeeteeete e et ete et eie e ete e sreeeee e e ere e sreenne e eneenee A2
50" Percentile REQIESSION.........c.ccuieeeeeeeieeeeeeie ettt ete e sre e eveesneeee e 443
60" Percentile REQIESSION.........c.ccuieeeeeeeeieeeeeee ettt ee e sre e eee e e A
70N Percentile REQIESSION.........c.ccuiiieiieciesie ettt sre e sre e sreesresnae e enne e 44D
80" Percentile REQIESSION..........c.ccviiieiiiciesteeeie ettt esre et sre e srne e enne e A0

90" Percentile REQIESSION.........ccccviiieiiirieste e st sre e e sre e e ene e AT



Extended Table of Contents

Extended Table Of CONENTS........cooiiiiiii e iii
QLI o1 (o ) B o U =P UURURURRS Xi
Table Of TADIES.....co o a e e Xiii
Table Of ADDIEVIATIONS. .........uiiiiii e e e e e e e e e s e e e e e e e XV
Chapter 1 INITOTUCTION........uueiiieeiiiitei et e e e e e e e e r e e e e s e annr e e e e e e e annenes 1
1.1 The FOreclosSure ProDIEML.........ocuiiiiiiiiie it 1
1.1.1  ROOS Of the CrISIS...ccuviiiiiiiiieiii et 2
Importance of HOMEOWNEISNID ... .uuviiiieiiieiie e 2
HOMEOWNEISNIP & RACE.......uiiiiiiiii e e e 5
Deregulation & FINANCIAlIZATION. ..........ooiiiiiiiiiie e 8

1.1.2 Foreclosure CrisiS TIMEINE..........ccuiiiiiie e 10
1.1.3  EffeC Of the CriSIS....cciiiiiiiiiiiiie e 14
L34 AREIMALN ..o 16

1.2 Research Objective & Research QUeSstiQnS..............coooiiiieiiiiiicciire e 17
1.3 Scope Of the RESEAICH.......cooiiiiiieee e 20
1.3.1  TeIrMINOIOGY.....ceeeeeiiieeeiiite ettt e e e e e st e e e e e e e n e ae s 21

L4 OVEIVIBW. ...ttt ettt e e e ettt e e e e st e e e e e e snn e e e e e e e e annbbnreeeeeeaas 23
Chapter 2 Neighborhoods, Foreclosures, & Neighborhood Change.............ccccooecieciiiiiinnns 27
2.1 NeighbOrNOOAS..... ..o e e e e e e e e e e e e e e e e e e e e e e e e e e e s e eaaaa 27
2.1.1  Conceptualizing NeigloiNoOd..............cooiiiiiiiiiiiiii e 27
2.1.2  Operationalizing Neighborhood.............uuviiiiiiiiiie e 30
2.1.3  Neighborhood Effects: the Importance of Neighborhaad................cccoonninnnen. 31

2.2  Residential Mortgage FOreCIOSULE...........ooieiiiii e 35
2.2.1  The FOreCloSUIE PrOCESS........uuiiiiiiiieiiieie ettt 35
JUAICIA] FABCIOSUIE ...t e a e 35
INILIALING @ FOTECIOSULE ..o e e e ane 36
CUNNG & WOTKOULS......ceeieiiieeeitte ettt e e et e e e e st e e e e s st eeeeeeane 36
Compleing the FOreCloSUIe PrOCESS........coiiiiiiiiiiie ettt 37
FOreCloSUre AEINALIVES.........cooiiiiiiiiee e e s 38

2.2.2 FOreCloSUIe Patterns.........oooiiiiiiiiii et 38

Traditional Indicatorg Loan & Borrower CharacteristiCSs...........veeveiieiiieieeiiiieeeeeeeinne, 39



ENVIrONMENTAl INAICATOIS. ... .cceiieeie ettt et e e et e e e e e e e e e e e eeanes 42

2.2.3 FOreCloSUIEIMPACES.......ccoi i e e e e e e e e e e e aaaaeas 45
Property Value IMPaCIS.......uuuiiiiiiiiiiieiieieeee ettt reeeed A5
Property Damage & Crime IMpPacCtS........coooeeeeiiiiiii e 49
Municipal SEerviCES IMPACTS......c.uiiiiiie e 51
Public Health IMPaCES........c.eiieieie e 52

2.3  Neighborhood Change & Residential Mortgage Foreclosures...............ocoeeeeeccnnnnnns 53

2.3.1 Defining Neighborhood Change...........ccccciiiiiiiiiiiiiiiieeeeeeeeee e 53

2.3.2  Theories of Neighborhood Change............cccccivuiiiiiiiiiiiiiiieieereer e 55
ECOIOQICAlI MOUELS.......coeeeee e 55
SUBCURUIAl MOGEIS.......eeeeeee e a e e e 56
Political ECONOMY MOGEIS.........ooiiiiiiiiiiiiieee e 57
)Y 011 g1 (oY To o 1= RO 58
TIPPING MOAEIS ... .. e e e e e e e e e e e e e e e e e e e s e e e e e e ar e nrerrrerreeeees 59

2.3.3 Foreclosures & Neighborhood Change..........ccuueeeeeveeiiieiiiiiiiiiieieeeeeeeeeeeeeeee e, 59
Foreclosures, Crime, and Neighborhood Change...........ccccvvvieiiiiiiiiiieeeieeee e 61

2.4  Foreclosure Prevention & Mitigation RESPONSES.........ccoviiviiiiiieeriiiiiiiieeee e 62

241 Federal RESPONSES........uiiiiiiiiiiiie et e e e e 62
Federal Foreclosure Prevention Programs............cooociciiiiniiniiiiiiiiiiiieeeeeeeeeeeeesaaaeaae e 63
Federal Foreclosure Mitigation EffOrtS..........uuvuiieiiiiiiiii, 67
Critique of the Federal RESPONSE.......coooviiiiiiiiiie e 68

2.4.2  StateleVel RESPONSES. ... ...uuiiiiiiiiiiii it 70

2.4.3 LOCaHEVEl RESPIISES.....cooiiiiiii e 72
LOCal CONEXE & RESOUICES.......ciiiiiiiiiee e ettt e e e s s e e e e e nenne s 72
Local Foreclosure ReSpoNSe Strategi@S......uuuuuiueiiiiiiiiiieiiiieiee e 73

Problem Definition & SCOPING......uuuuriiiiiiiiiiiiiiiiieeeeeeee e 74
Capture & Leverage RESOUITES.........uui ittt e e e et e e et eeeaaa s 74
ResponseSpecific BESt PraCtiCeS..........uuiiiiiiiiiiiiiieeeiiiiiieeee e eriieeeeee e ssiiieeee e e e d O
(070]1F=ToTo] = 11 o] o FHP PP PP PPPPP PP 79
Organizing & AQVOCACY........coeeeeie ettt e e e e e et e e e e e e e e aaaaaaaaaaaaeeaeens 380
Foreclosure Prevention Counseling & Foramesviediation...............ccccvvveeiiiniiiieeeeennns 81
Property ACQUISITION........ooii it e e e et e e e e e e e e e e e aaaaaaaaaaaaeaaeaaaeans 87
(= T o | o T= T o1 (] 0o T PP P PP PPPPPPO 89
B U0 =] 1] o PO POPPPPPRRP 90

LEgal RESPONSES. ...ttt e e e e e e e e e e e e as 92



2.5 SUMMIBIY. ettt ettt oo e e e e et ettt bbb e e e e e e e e ee et eeb b b e e e e e e e eeeeeenbraa s a5
Chapter 3 Research Design, Maills, and Data..............ccevvevviiiiiiiiiiiiii e, 99
3.1 RESEAICH DESIGN...uuiiiiiiiiiiiiiiee e 100
I 0 B O 1= 4V 1 PP RSP PPRPUPRPPPPPRPN 100
3.1.2 Epistemology, Theoretical Perspective, and Methodolagy............ccccceeevviininnee. 101
(O] 0153 1 B od110] 010  FO PP EPPP PRI 101
Interpretivism & Symbolic INteractioniSM...........cccccvvviiiiiiiiiiiiiiieeeeer e, 103
PHhronetic RESEAICH.........c.uiiiiiii e 103
3.1.3  Case Study APPrOaCh........uuiieiiiiiiiiiieieeee e ——————— 105
PUIPOSE & APPIOBCK.....ceiiiiiiiie e 106
(D= 1e= W O] |[=Tox 1 o] o NP PP PP PP PRPPP PPN 106
SAMPlING METNOUS.......c e e e 107

LCT=T o 1T =11 2= 1 o] 1 2P 108

3. 1.4 MiXEAd MEINOUS ... e 108
PUIPOSE & APPIOACK.......cuuiiiiiiiiiiieiee et eeeeees 110
Mixed Methods RESEArdDESIGN. .........uviiiiieeeiiiiiiri e et e e e re e e e e e e e e e anes 110

3. 15 THANGUIATION ...t e et e e e s as 111
3.2 CASE StUAY SEIECHON. ... .uiieieeeiiiitee e e e e e e e e e 112
3.8 MEENOAS. ... 114
3.3.1  Qualitative Method: Sertructured INtEIVIEWS..........cooovviiiiiiiie, 115
PUIPOSE & APPIOACK.......uuiiiiiiiiiiiieeeeeee e 115
INEEIVIEW TYPES. ettt ettt ettt e e e et e e e e e s ekt e e e e e e bbb e e e e e e e e anbbneeeeeeen 116
Interview Guide & Preparation........ ... iiiiiiiieieiiiiieee e 117
SAMPIING. ¢ttt e e r e e e e 120
0] T U= 0 T3 (0 T I« S 121
3.3.2 Household Sorting & Hedonic Pricing..............ccoooi oo 122
HOUSENOIA SOLING.......coi i e e e e e e e e e e e e e e e e e e e e s s e e e e e e nanannes 123

[ l=To (o] o 1ol o T oV RO SO PPRPT PP 124
Extension to the Community LeVEL............uviiiiiiiii e 127
General EQUIlIBIUML.........ue 127

[y T (o0 = o T= 1 OSSPSR 128
3.3.3 Quantitative Method: Quantile REgreSSION.............uuuvuueiiiiiieiiiiiieiieiieeeeeeaeaaeenn 129
PUIPOSE & APPIOBCK......eiiiiiiiiie e s 129
Comparison With OLS ReQIeSSION.........uuiiiiiiiiiiiiieeie et 130

Implementation & INTErPretation........ ... 134



I B L | - VPP 137

34.1 QUANTATIVE DALA.....cvvvreiiiiiieeeiieeeeeiee et e e et re s s e e e e e e e e e e es bbb e e seeeeearesesnnes 138
THE INTEIVIBWS.......eiiiiite ettt e e s 138
INterVieW PartiCIPanTS...........ccoiiiiii e e e e e e e e e e e e e e e e e e e e ea s e e s e aaaa 139
I VIEW TOPICS. ..ttt e ettt e e e e e e e e e e e e r e e e e e e e asbrnneeeeeaaans 140
Reliability & Validity.........coiuiiiiieii e 141

3.4.2 QUANTIEALIVE DATaA....uuuiiiiiieiiieeeeiiiiis e e e e e e e e e e e e b eeeeeeeeeeseeesaans 142
SOUICES. ...ttt e e e e e et e e e s st et e e e e e 142
LeVEl OFf ANAIYSIS.... ..t e e e e e e e e e e e e e e e e e s e e e s e r e aaes 144
Dependent Variable.............ouiiiiiie e 144
Independent VariabIes..............uuviiiiiii e 146

3.5 SUMIMIANY ..o e e e et e ettt e et e e e e e e e e e e e e e e e e e e e e e e a e 153
Chapter 4 The Foreclosure Problem in Cuyahoga COUNY.......ccccccevvieeiieieccee e, 157
4.1  Characterization of Cuyahoga County, Ohi0...............ooo oo ieee e 157

4.1.1 History of Cuyahoga COUNLY........uuuiiiiiiiiiiieiieeeeee e 157
FOUNdING & BOOM YEAIS ... ..uiiiiiiiiiiiiiiiiiie ettt e e e e e e e e e e e e e e e e 157
I £ SOSE I YROA..ESQLAY.S e, 159

4.1.2 UNEVEN IMPACES.......coiiiiiieii e e e e e e e e e e e et e e e e e e e aaeeeaeeeas 159

4.1.3  Variation Within the COUNtY........ccooiiiiiii e 167

4.2  The Foreclosure Problem in Cuyahoga COLINLY.........cccccoiuivviiniiiiiiiiieiieeeee e eeee e 170

4.2.1  Onset & Progression of the Foreclosure CriSiS.........ccooocviiieiiviiiiiiineieeeeeeeee, 170
ProDIEM ONSEL.......eiieiiii et e e e e e e e e 172
A Widespread ProbIEML ... 175
RV 2= L [=To I [0 o= Lo £ TP PP PP PSP PPPPPP PPN 177

4.2.2  Vacancies & ADANAONMENL ........ccuiiiiiiiiie et 178

4.2.3 Housing Market IMpPacLh..........ueeieiiiiiiiiiiieeeee e 184

4.3  Development of the Quantitative Model............eeveeeieiiiiiiiiiiiiieeee, 186

431 Univariate StatiStical AIYSIS. ........ccuvveiiiieiiiie e 186
Dependent Variable ............uuiiiiiiie e 187
General Control VariabIes...........coooi i 189
Loational Control VariabIes.............c..uveiiiiiii e 191
ForeclosureRelated Control Variables.............cooiiiiii e 191
KEY VANTADIES. ...t e e s a e e e 192

4.3.2 Bivariate Statistical ANAlYSIS.........ccooiiiiiiiiiiiei e 194

COrrelation ANGIYSIS......ccoiiiiiiii e e e s e e e e e e 194



4.3.3 Model DEVEIOPMENL........oviiiiieiiiiie e e e 199

(070 Tol=T o (N = 11174 LT ] o S PPRRRRPRR 199
/oo L= I8 =70 1 o [ o To PSPPSRI 201
FINAI MOGEL......ccoe e e 203

= a0 [0 o =T o T=T Y AT PP PP P PPPPPPRPPP 205

(D E=To | 0[] 101 PP TP PP PPPPPRPPN 206

4.4  Neighborhood Profiles: Slavic Village & South Euclid.............oovvvvvveviiiiiinnn. 208
441 SIAVIC VITAQE...cciiiiiiei e 209
Demographic & Economic CharacteristiCS............ooovviiiiiiicciicveee e 210

The Foreclosure Problem in Slavic Village.............ooociiiiiiiiiiieeeee e 211
4.4.2 Y0 10 11 = T T PP 215
Demographic & ECONomic CharacCteriStiCS..........uueiiiiiiiiiiiiiiee e 216

The Foreclosure Problem in South EUCId............c.ccoiiiiiiiiiieeeeee 217

I T [ ] 1 0= /PP 220
Chapter 5 Foreclosue Responses in Cuyahoga COUNLY...........evveviieiiiiiiiiiiieiieeeeeeeeeeeee e, 225
5.1  The RESPONSE CONIEXL.......uuiiiieiiiiiiiiiiiee ettt e e e s st e e e e e s e e e e s s snbreeeeeeeeaannes 226
5.1.1 EXTErNal FACIOIS.....cccoi it 226
The National FOreCloSUIe CriSIS........oiiuuiriiieeiiiiiiie et e e e e e 226
FINANCIAl INSTIULIONS .....ceiiiiiiiee e a e 226
Federal & State ACHIONS........cooiiiiiiiii ettt 227
National Discourse on the FOreclosSure CriSIS.........cuvuiiiiiieeiiiiieeeieee e 228
5.1.2 INEEINAI FACTOIS. ... 230
COUNLYRESOUICES. ...ttt ettt r e e et e et e e e et e aeeaaeeeaaaeas 230
Housing Market CONGItIONS...........uiiiiiiiiiiiiiee e e e 233
LocCal FOreCloSUIE DISCOULSE........uiiiiiiiieiiiieee e et ettt e ettt e et e e e s nibe e e e 233

5.2  The Cuyahoga County Foreclosure Initiativie...........ccccuuvvviiiiiiiiieiieiieeeeeeeeee e eeeeen. 234
5.2.1 Fixing the FOrecloSUre PrOCESS..........cooiiieeeiei e 235
5.2.2 Early INTEIVENTION.....ccoi i e 239
Program TOOIS ... e e e e e e e a e e e e e e e e e 242
COUNSEIING AQENCIES ..o eeiiieeeee ettt e e e e e e e e e e e e e e aaaaaaaeens 246

A Changing ENVIFONMEILL. ........uuuiiiiiiiiiiiiiieeeee et e e eeneeeees 250

L@ 11 1 {70 1 1= TP PP 259
LaStiNg IMPACIS? ...ttt e e e e e et e e e e e s snbbe e e e e e e e ans 263
5.2.3 Y 1=To 1= U1 o o PP PPRPP PP 265



5.3.2 A ThreePronged APProach........cccccccvviiiiiiie e 274
5.3.3  AnInnovative Foreclosure RESPOMSE...........ccceieiieiiiiciciinirtirrverrrereeeeeeeeeeeees 277
5.4  Property ACQUISItION & CONLIQL.......cccciiiiiiiiiiiiiiiiiiiee e e e e e e e e e 279
541 VAP AGC et a e e e e r s 280
5.4.2 LandbanKING. ... 281
SHUCLUIE & ODJECHIVES. ... e e e e e e aaaaaaaaeeas 282

F 0 V7= V] =T =R 283
5.4.3  Board of ReviSions FOreCIOSULES ...........cciiiiiiiiiiiie e 286
5.4.4  DEMOIILIONS....coiiiiiiiiiiiie ettt e e e e e e e e e 287
5.4.5 Neighborhood Stabilization Program...........ccccouiiiiiiieeiiiiiiiiicece e 289
5.5  LeQaAl EffOITS....eiiiiiiiiiiieii e 292
55.1  Code ENfOrCEMENL........oiiiiiiiieiiiie ettt 292
5.5.2  Public NUISANCE LAWSUILS........ccoiuiiiiiiiiiie et e e 293
5.5.3 TN (Lo Fo il o T = LU o PR 294
5.6  Community & Neighborhood Level EffOrts..........ccooviiiiiiiiiiiiiiiiceeiieeee e 295
5.6.1 Foreclosure Responses in Slavic Village...........cccvvvveiiiiiiiiiiiiiieeeee e 296
Dealing Vith BIIGNT........coiiiiiiie e 297
Strengthening the Social FahriC..............coo oo 298
Planning for the FULUIE.......uuiiiiieieeeeeeeeeee e 300
5.6.2 Foreclosure Responses in South EUCHd........... s 301
FIGNtiNg BIIGNL.....cooiii e 302
Strengthening the Community FabIC..........coooiiiiiiiiiiii e 304
Planning fOr the FULUIE............uiie e 306

L TR A Y U 1 010 1 = T Y/ 308
5,71  The ReSPONSE CONEXL.....uuuiiiiiiiiiiiiiiiiiiieieeieee i eeeeee e e e e e e e e e e e e e e e e e e e e s s e sesanneanne 308
5.7.2 FOrecloSUre RESPONSES. ..ottt e e e e e e e e e e e e e e e e e e e e e e e e e easaaaaas 310
5.7.3  Outcomes & DiIStrDULION..........uviiiiiieiiiiiiee e 313
Chaper 6 The Impacts of Foreclosure Responses on Neighborhoods & Communities......317
6.1  Qualitative Analysis of Neighborhood IMpPactS............eeeeeeeiiiiiiiiiiiiii, 317
6.1.1 FOreclosure IMPACES.........oooi oo e e e e e e e e e e e e e e e e e e e e 318
Problem EXtent & VAriatiOn.............ccooiiiiiiiiiiee e 318
6.1.2 Response Strategies & IMPACES.........uviiiiiiiiiiiiiee e 320
AAAresSSiNg BIIGNL.......ooiiiieeiee e 323

LI L0 =] 1] o PO OPUPPPPPPP 323



Strengthening Community Identity..........ooooviiiiiiiiii e 326

Planning for the FULUIE. .......uuiiiieeeeeeeeee e 328
Building Institutions and Organizational Capacity...............ueeeeeereeiieiiiriiiiiiieeieeeeeeeeeeeens 329
0 Ao o . PP 331

6.1.3 A SIgnificant IMPAC?.........oouiriiiiee e 332

6.2  Quantitative Analysis of Community IMPACLES..........ccccvviiiiieiiiiie e 334
6.2.1  Quantitative Model Results & ANalysis...............ooooeiiiiiceiiccccc e 334
OVBIVIBW. ...ttt ettt e ke e ookt e e e bt e e eb e e e e b et e e e nbb e e e e aanreees 334
Dependent Variable DistributiQn...............cccoo oo 337
General Control VariabIes...........cooii i 340
Locational VariabIes............ooooiiiiiiiee e 344
ForeclosureRelated Cotmol Variables.............oooiiiiiie e 345

KEY VaNADIES. ..o e e e e e e e e e e 346

6.2.2 RS [ ] 4= /PSS 352

6.3  Foreclosire Responses & Neighborhood WRBHING.............cccvvviiiiiiiiiiieiiciiiieeee, 355
6.3.1 Physical & ECONOMIC IMPACLS..........uuviiieiiiiiiiieee e 356
6.3.2  SOCIAI IMPACES. ...ttt e e e e e e e e 358
6.3.3 POIItICAl IMPACES. ...ceeiiiiiiiie e 359
6.3.4 IS [ ] =/ 360

(01 =T o] (=] g A O] o o] [0 1= o o U RSORSPPPO 363
5 R Y U 01 1 = T Y/ 363
7.1.1 Qualitative CONCIUSIONS.........cooiie i e e e e e e e e e aaeaaaeens 365
7.1.2 Quantitative CONCIUSIONS.........viiiiiiiiiiiiee et eees 366

7.2  Limitations & Further RESEAICH............ooiiiiiiiiiie e 366
7.3 Conclusions & PoliCY INSIGRLS.........uuuiiiiiiiiiiiiieiieeeeeeee e, 368
21T o] [ToTo =T 0] o)V AS PP PPUPPRR 371
Appendix A: INErVIEW MaLErIalS.........ccccoiiiiiii e e 407
Appendix B: Variable Definitions..........ccuuviiiiiiiiiieeeee e 413
Dependent Variable............oooiiiiiiiiiie e A13
General Control Variables..............iiiiieice e A4
ForeclosureRelated Control Variables............oooiiiiiiioiiiicc e 422
O VAT £= L F= Lo = RO 424
Appendix C: Cuyahoga County SUDAIEAS. ..........ccuiiiiiiiiiiiiiiee et 431
The EasBide of Cleveland.............c..oooiiiiiiiiiieeeeiiiieee e inneeeee e 431

The WeSt Side Of CIEVEIANA ... ... et r e e e d 433



TE INNEE SUDUIDS. .. et ettt e et ettt et e e e e e e et e e e e e e e eeaereanreens 434

The OULET SUDUIDS. ..o 436
Appendix D: Quantile Regression OQULPUL .........cviviiiiiiiieiieeee e 439
10" Percentile REQIESSION........ccciveiveieieecteesieeiteecteeeeeesteeeteesaeesreesseesneesseesseesneenreesseennne s 439
20N Percentile REQIESSION........cccuciiiieiieiereereseesiesieseeie e eseesneesseseesseeeesseennesseessenneenn 440
30N Percentile REQIESSION........cccveiviiieiiiiesie e e see e sree e see e eee e ensesree e snnesseseenneens A4 1
40" Percentile REQIESSION.........cccceeireeiieecreeceeeeieeeteeseeeireeeteeseesereesseeseessressseesnsesnneesseeens HA2
50" Percentile REGIESSION........c.cccveiieiieeireeeieecteecreeeieeeireeereeseeesreesseeseeesressreesneeenreesnne e 443
60" Percentile REGIESSION........c.cccveivieiieecreeseeecteeereeeee et ereesteesreesree e sreesreesneesnneesnneenns A4
70N Percentile REQIESSION........cccveiiiieiieieseeresee e seese e sre e ssee e eeesneenesreesnesneensenneenn 445
80N Percentile REQIESSION........ccuciiiieiieieseeresee e see e re e se e sre e e snesnnenneenne e 440

90" Percentile REQIESSION........cccvciviiieiiiiese e s see e s sae e sreesnesrae e snnenreennennnenn AT



Tableof Figures

Figure 1.1: U.S. HOMEOWNErShip RALE........coiiiiiiiiiiiiieee e 3
Figure 1.2: U.S. Foreclosure Rate (2ABML3)...........ccceeeeeeieieiiieieeeescecccceneenve e s veeereeseeeeeeeeees 14
Figure 3.1: Graphical representation of the research design............ccccvvvveeiiiiiiiieec e, 101
Figure 3.2: Location of Cuyahoga COUNTY...........eeiiiiiiiiiiiiie et e e e s e e 113
Figure 4.1: Cuyahoga County Municipalities & TOWNShIPS..............coo oo eeei e, 158
Figure 4.2: Unemployment Rate by Census Tract in Cuyahoga County..(200Q)................... 161
Figure 4.3: Poverty Rate by Census Tract in Cuyahoga County.(2000)...........ccccceeerriinnnne. 163
Figure 4.4: Percent African American by Census Tract in Cuyahoga County.(2000).......... 164
Figure 4.5: Median Single Family Sale Price by Census Tract in Cuyahoga County.(2000) 165
Figure 4.6: Percent Housing Over 30 Years Old by CensusTagahoga County (2000)........ 166
Figure 4.7: Census Tracts labeled by Subarea Designation.................coceeeieiiicicciiinvnnnnnnee, 168
Figure 4.8: Foreclosure Filingsdhio and Cuyahoga COounty.............ccceeeviiiimmeeeeeniiiiiiieeeeennn 171
Figure 4.9: Yedn-Year Percent Change in Cuyahoga County Foreclosure Filings.............. 172
Figure 4.10: Yely Foreclosure Filings in Cuyahoga County by Tract,-Z0B0......................... 174
CAIdz2NE nommY [ dzy dzft | GA @S { KSHNOOF.T.QA...{.Lf.Sa17wl GS o@&
Figure 4.12: Change in Vacancy Rates, 20000..............coorimiimiiienmniiieeieeeeessiieeeeee e s nneees 183
Figure 4.13: Percent Change in Residential Property Value by Tract,ZI........................ 184
Figure 4.14: Boxplot of Dependent Variable DiStribDULION.............ovvvvieiiniiiiiiieee e 188
Figure 4.15: Dependent Variable HiStOGram..........cc.uuiiiiieiiiiiiiiiiee e 189
Figure 4.16: Boxplot of Value per Housing Unit (2000) and PCI (2000)..........cccvvvvveveeeeeennn.. 190
Figure 4.17: Boxplot of General Control Rate Variables (200Q)...........ccccveeiiiniiiiieeeeenniinne 190
Figure 4.18: Histogram of Proportion NBiispanic Black Residents 2000.............cccccvvvvveneeee. 191
Figure 4.19: Boxplot of ForeclostRelated Control Variables...............cccooceciiiiiiiiiniiiinniennee, 191
Figure 4.20: Boxplot of Property Acquisition & Control Variables...........cccccviveeiiiiiiiiinnnnen. 192
Figure 4.21: Boxplot of Foreclosure Prevention Counseling Outcome Rates, Zk............ 193
Figure 4.22: Histograms of Selected Foreclosure Respanses.............cccccceeeeeiiieieecccccccnnns 193
Figure 4.23: Scatter Plots of Foreclosure Responses and Percege@h&esidential Property Value
............................................................................................................................................... 196
Figure 4.24: Property Acquisition & Control Scatter.RIoL............cccccciiiniiiiiiiiiiiieeeeeeeeeeeeee, 197
Figure 4.25: Quantitative MOUSCHEMALIC...........cooiiiiiiiiiiiieee e 201
Figure 5.1: Foreclosure Prevention Counseling Rates by Tract 2008......................cccc....... 252
Figure 5.2: Foreclosure Assista@aS 10 211.......covviiiiiiiiiiiiiiieieeee e 255
Figure 5.3: Service Referral Type Requested by 211 Callers........ccooeviiiiiieiiiieiiiiiiiiieeeeeee 255
Figure 5.4: Sources of Referral t0 2L1.......uuuvviiiiiiiiiiiieiieee e 256
Figure 5.5: Geographic Distribution of Successful Counseling Outcomes22006.................. 262
Figure 5.6: Distribution of Mediation Settlemts in 2010.............cccceeiiiiiiiiriiie e 268
Figure 5.7: Strategic Investment Initiative (SH) AFAS........courviiiiiiiiiiiiiiie e 273
Figure 5.8: Maximum Landbanked Property Rate irmkaga County, 20002010..................... 285
Figure 5.9: Board of Revisions Foreclosures in Cuyahoga County2PQ08.................cccuveee.. 287
Figure 5.10: Demiblbn Rate in Cuyahoga County, 2G0B010.............uuuuimmmmiiiiieiiieeireeeeeeeeeeeenns 288
Figure 5.11: Census Tracts Awarded NSP2 FUNAS..........cooooiiiiiiiiiiiieee e 289

Figure 5.12: NSP Awards for @ewnd, Cuyahoga County, and the Cuyahoga County Land Reutilization
(0] /0o ] 7= 11 o 1P 290



Figure 6.1: Dependent Variable DiStribDULION.............ooooiiiiiiiieiiieceee e 337

Figure 6.2: Change in Residential Property Value in Slavic Village..............ccccoovvvvvvininnnen. 339

Figure 6.3: Change in Residential Property Value in South Euclid.............ccccoeevieiiiiiinnnnn. 340

Figure 6.4: Quantile Coefficients for Per Capita Income, Professional Employment Rate, Value per
Housing Unit, and Poverty Rate (2000)...........ccoiiiiiiiiiiiniieerre e rrer e e e e e e e e e e e e e aaaaaaaaeas 341

Figure 6.5: Quantile Coefficients froportion norHispanic Black, Proportion Housing > 30 Years Old,
and Proportion Residents with Tenure < 10 Years (200Q)..........cccoeeeeiiiiiiiii e 344

Figure 6.6: Quantile Coefficients for Locational Variables............ccccvveeeieeieeiiiiiiiiiiiiiiie 345

CA3dz2NB c dTY vdzl yGAETS / 2STFFTAOASY G A F 2 Nl..a34& A Y dzY
Figure 6.8: Quantile Coefficients oard of Revisions Foreclosure, Demolition Rate, and Maximum

Landbanked Property RaAlE.......ccccc it e e e e e e e e e e e e e e e e s e s s s e e e snennrnnees 347
Figure 6.9: Quantile Coefficients for SIl and NSP2 AIaS..........c.ooccvvriieeeiiiiiiiiieee e 349
Figure 6.10: Quantile Coefficients for Counseling OUICOMES.........cccccvvvrvrnrinririiniireeeeeeeeees. 351
Appendix Figure C.1: SPAs of the East Subarea of Cuyahoga. Caunty..............ccccuvvveeernnne 432
Appendix Figure C.2: SPAs of the West Subarea of Cuyahoga County..............................434
Appendix Figure C.3: SPAs of the Inner Subarea of Qay@loanty...............cccceececinnnnn.. 436

Appendix Figure C.4: SPAs of the Outer Subarea of Cuyahoga County..............ccuveeeeeennn A37

W



Table of Tables

Table 1.1: Geographical Concepts used in this Research.............cccccovniiiiiiiiiiiiee e 22
Table 2.1: Municipal Costs under Various Foreclosure ScenariQs.............ccccvvvvvvvvvnnieeeeeenn.. 52
Table2.2: Foreclosure Response Strategies Employed by Local Organizatians.................... 78
Table 3.1: Geographical Concepts used in this Research..........ccccvvviveiiieiiii, 99
Table 3.2: Interviews DY CategOry...........oooiiiiiii i e e e e e e aaaaaeaaaaeeas 139
Table 3.3: Meetings and Calls DY Category..........uuuiieiiiiiiiiiieee e 140
Table 3.4: Independent variables..............oooo i 146
Table 3.5: Locational dummy Variahles..............uuuuiiiiiiiiiiiiiiiiciiee e 150
Table 4.1: Descriptive Statistics of Cleveland and its Metropolitan Statistical. Area............. 161
Table 4.2: Decennial Population Counts for Cleveland & Cuyahoga County....................... 162
Table 4.3: DesCriptive STatiStCS.......cccooiiiii it e e e e e e e e e e e e e 187
Table 4.4: Correlation COEffiCIEILS ........uuuuiiiiiiiiiiiiiiee e 198
Table 4.5: General Control Variables used in Final Quantitative Madel...................ccccne... 203
Table 4.6: ForecloswuiRelated Control VariablesS..........cccvvvvviiiiiiniiiiii e 204
Table 4.7: Key Variables included in Final Model.............ccooiiiiiieiiii e 204
Table 4.8: Variance Inflation Factors for Variables in the Final Model..............cccvvveveeenee.. 207
Table 4.9: Spatial Dependency DIiagnOSLCS.........cccocciuiiiuiiiiiiiiiiirrrerrrrer e e e 207
Table 4.10: Demographic & Economic Characteristics of Slavic Village, 2000..&.2010........ 211
Table 4.11: Demographic & Economic Characteristics of South Euclid, 2000.&.201Q......... 216
Table 5.1: Locational Characteristics of Foreclosure Prevention Counseling ClienBBYBY1..251
Table 5.2: Agency Clients as Percentage i@diasure Filings (PY.3).....ccvvvvvviiiiiiiiiiieeee e 252
Table 5.3: Selected Demographic Characteristics of Foreclosure Prevention Counseling Clients, PY1
PSPPSR 254
Table 5.4: Reasons for Mortgage Default (PY.3).......oocuiiiiiiiiiiiii e 257
Table 5.5: Client Credit Scores at Intake (PY.3)....uueiiiiiiiiieiiiieeeeeeee e, 257
Table 5.6: Intakto Outcome Ratios by Agency, PY3........iieiiieiieeeieeeeeeeeeeeeeeeeee, 259
Table 5.7: Percentage of Counseling Clients by Agency,.PY3......cccooiiiiiiieeen 259
Table 5.8: Intake & OutconiRates by AGENCY, PY 1L & 2......cccccciiiiiiiiiiiiiiiiiiirereeeeeeeee e 260
Table 5.9: Outcome Rates by AgGeNnCY,. PY.3...... e 261
Table 5.10: Success Rates DY AQENCY &.YBAL.......couiiiiiiiiiiiiiieeeeiiiee e 261
Table 5.11: Valuing Foreclosure Prevention in Cuyahoga County; 2008.............cccceeeeeenn.... 263
Table 5.12: Mediation Outcomes, 2008009 & 2008 2011 .......uueeeieeeeeeieeeeeeieeee e e 269
Table 5.13: SIH OULCOMES.......ciieeieeeeee ettt e e e e e e e eeeeaaeaaaaaaaaaaaaaaeeens 276
Table 5.14: Demolitions & Rehabilitations in SII ALEAS.........cccvveviiieiiiiiiiiiee e 277
Table 5.15: NSP Awards for Cleveland, Cuyahoga County, and the Cuyahoga County Land Reutilization
(O] g oT0] = 11 (o] o NPT PPPTP PP 291
Table 5.16: Summary of Foreclosure Respons@syahoga County.............cccvvvereenininnreeeeenn. 311
Table 5.17: Foreclosure Responses in Cuyahoga County, Grouped by Category............... 314
Table 6.1: Strategies Employleyl Foreclosure Responses in Cuyahoga County.................... 322
Table 6.2: Signs of Significant Variables by Quantile...............cccooiii, 336

Table 6.3: Summaryaistics & Decile Values for Percent Changeeasidential Property Value, 200



Table 6.4: Observations within Deciles for Percent Change in Residential Property Value22@000

............................................................................................................................................... 337
Table 6.5: Percent Change in Residential Property Value for Tracts in the Slavic Village Community
............................................................................................................................................... 338
Table 6.6: Percenth@nge in Residential Property Value for Tracts in the South Euclid Com3anity
Table 6.7: Property Acquisition & Control CoeffiCIENtS...........ccvvviiiiiiiiie e 349
Table 6.8: Foreclosure Response Strategy IMPAacCtS.......c.cvvvviiiiiiieiiiiiee e 360
Appendix Table C.1: SPAs Located in the East Subarea............cccccooviiiiiiieieiniiiiieeee e 431
Appendix Table C.2: Census Tractatenl in the East Subarea...............cccccocciiiiiiiininnnnn. 432
Appendix Table C.3: SPAs Located in the West Subarea..............ccccccceivviiiiiiiiiieeieeeeeee e, 433
Appendix Table C.4: Census Tractatad in the West Subarea............cccccooviiiiieeeiiiiiiieeen 433
Appendix Table C.5: Municipalities and SPAs Located in the Inner Suburbs Subarea........ 434
Appendix Table C.6: Census Trattisiner Suburbs Subarea............cccccccc, 435
Appendix Table C.7: Municipalities, Townships and SPAs Located in th&Ghaeza............... 436

Appendix Table C.8: Census Tracts locatétki©uter Suburbs Subarea.............cccceeeeeeee.l. 437



Table of Abbreviations

ACA
ACS
AMI
AMTPA
APR
ARM
ARRA
BB70
BR
CBBB
CCFI
CCFPP
CCISCO
CCLRC
CDBG
CDC
CHN
CHP
CHRP
CHS
CMHA
CPFB
CR
CRA
CSA
CSuU
DIDMCA
DIL
DTAC
DTI
ESOP
FHA
FHFA
FHLMC
FNMA
GCLB
GNI
GSE
H4H
HAFA

HAMP
HANDSCAPC

HARP
HERA

Asset Control Area

American Communit$urvey (J.S.Census)

Area Median Income

Alternative Mortgage Transaction Parity Act

Annual Percentage Rate

Adjustable Rate Mortgage

American Reinvestment and Recovery Act

Bring Back the 70's Street Club

Board of Regions

Citizens to Bring Broadway Back

Cuyahoga County Foreclosure Initiative

Cuyahoga County Foreclosure Prevention Program
Contra Costa Interfaith Supporting Community Organization
Cuyahoga County Land Reutilization ©oagion
Community Development Block Grants

Community Development Corporation

Cleveland Housing Network

Columbus Housing Partnership

Cleveland Housing Renewal Project

Community Housing Solutions

Cleveland Metropolitan elising Authority

Consumer Financial Protection Bureau

Certificate of Readiness

Community Reinvestment Act

Combined Statistical Area

Cleveland State University

Depository Institutions Deregulation and Monetary Control Act
Deedin-lieu of foreclosure

Delinquent Tax Administration and Collection
Debtto-Income Ratio

Empowering and Strengthening Ohio's People
Federal Housing Administration

Federal Housing Finance Agency

Freddie MagFeceral Home Loan Mortgage Corporation)
Fannie Mae (Federal National Mortgage Association)
Genesee County Land Bank

Green Neighborhoods Initiative

Government Sponsored Enterprise

Hope for Homeowners

Home Affordable Foreclosurdternatives

Home Affordable Modification Program
Housing and Neighborhood Development SendCesimunity
Asset Preservation Corporation

Home Affordable Refinance Program
Housing and Economic Recovery Act



HFA
HHF
HOEPA
HOLC
HOPI
HUD
LAS
LED
LTDB
MAUP
MBS
MHA
MSA
NCST
NEO CANDO
NFMC
NHS
NHSChicago
NOAA
NPI
NPV
NSP
NST
OoCC
OoLS
oTS
PCI
PITI
PRA
PY

QR
REMIC
REO
RMBS
SF

Sl
SMMEA
SPA
SVvD
TANF
TARP
UP
USGS
USPS
VAPAC
VIF

Housing FinancAgency

Hardest Hit Funds

Homeownership and Equity Protection Act
Home Owners' Loan Corporation
Homeownership Preservation Initiative
Department of Housing and Urban Development
Legal Aid Society of Greater Cleveland
Leadership in Energy & Environmental Design
Longitudinal Tract Database (s4)

Modifiable Areal Unit Problem

MortgageBacked Securitie

Making Home Affordable

Metropolitan Statistical Area

National Community StabilizationuBt

Northeast Ohio Community and Neighborhood Data for Organi:
National Foreclosure Mitigation Counseling program
Neighborhood Housing Services of Greater Cleveland
Neighborhood Housing Services of Chicago
National Oceanic and Atmospheric Association
Neighborhood Progress, Inc.

Net Present Value

Neighborhood Stabilization Program
Neighborhood Stabilization Trust

Office of the Comptroller of the Currency
Ordinary Least Squares (Regiesy

Office of Thrift Supervision

Per Capita Income

Principal, Interest, Taxes, and Insurance
Principal Reduction Alternative

Program Year

Quantile Regression

Real Estate Mortgage Investment Conduit
RealEstate Ownd property

Residential Mortgag®acked Securities

Single Family

Strategic Investment Initiative

Secondary Mortgage Market Enhancement Act
Statistical Planning Area

Slavic Village Development

Temporary Assistance foleedy Families
Troubled Assets Relief Program

Home Affordable Unemployment Program
United States Geological Survey

United States Postal Service

Vacant and Abandoned Properties Action Council
Variable inflation factor



Chapter 1 Introduction

Between 2007 and 2012, the world and particularly the United States experienced several interrelated
economic crises, including the subprime crisis of 2007 to 2009 (U.S.), the financial crisis of 2007 to 2008
(U.S.), the Great Recession of 2@072010 (international), and the ongoing foreclosure crisis that
began in 2010 (U.S.). A major component of and cause for these crises was the U.S. housing bubble
and its subsequent collapse. In addition to worldwide economic contraction, one outcomarnwas
exceptional increase in foreclosures in many areas of the United States. The impacts of the crisis varied
geographically, depending on the regional and local housing markets and economies. This research
focuses on the foreclosure problem and foreclasuesponses in one county characterized by a weak
housing market and a weak economy: Cuyahoga County, Ohio, where the City of Cleveland is located.
This chapter introduces the foreclosure problem, introduces the research objective and research
guestions explains the scope of the research, and introduces the format and content of the work.

The U.S. foreclosure crises came about largely as the result of the swift and sudden deflation of the
housing market bubble, itself due to derdgtion in the mortgage industry and the increasingly risky
loans and consequent inflated housing prices it made possible. Thisiskdanding environment led

to increasingly inflated property values, spurred by the easy availability of credit. Howegse
changes also caused the increasingly unstable and speculative mortgagemaskeell as the larger
financial system to become unstable. Though some warned of the eventual inevitable consequences
of continuing this path, in general these concewese ignored.

The first wave of foreclosures is termed the subprime crisis: As interest rates rose, large numbers of
subprime and other nottraditional, low quality loans defaulted and went into foreclosure. Financial
institutions took possession of tke properties and then sold them, usually at the discounted prices
long typical for foreclosed properties. Property values began to fall and it became impossible for many
homeowners with expensive loans to refinantehich triggered additional forecloses. The decline

in home values, coupled with a weak general economy and the implosion of the financial sector,
contributed greatly to the U.S. financial crisis of 2007 to 2008 and the international Great Recession of
2007- 2010. What began in the subpré residential mortgage sector spread throughout financial
markets, due to the overleveraging of large financial institutions and the fact that the global financial
system was more interconnected than had been previously realMesdhkin, 2010). Job loasd other
employmentrelated problems resulting from the economic crisis then caused many homeowners to
miss mortgage payments, extending the foreclosure crisis to prime loans and affecting many loans that

GSNBE (K2dAKG (2 0S5 atécridisSsksown as tiei2810 foreclbguyeRrisiblS | £ S &

In this work the two foreclosure crises are referred to simply as the foreclosure crisis. This is due to
the fact that the two are interrelated, with the subprime crisis laying much of the groundwotkéor
subsequent 2010 foreclosure crisis, and the fact that the two crises and their effects are difficult to

1 This was particularly common for those with ARMSs, or adjustablematetgages, the use of which increased
greatly leading up to the foreclosure crisis. These loans consist of an initial period characterized by a lower
interest rate and thus lower monthly payment, followed by an interest rate increase and increased ynonthl
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crisis, one could easily refinance to a new ARM before the initial low interest rate reset.
1



extricate from one another. The foreclosure crisis and the related national and international economic
crises have had faeaching effects on manlevels: individually, locally, regionally, nationally, and
internationally. National level impacts are briefly introduced later in this section; impacts at lower
levels of geographic aggregation will be discussed in detail in S€cfich

Foreclosure is the legal process used by lenders to recover the balanceasfgageloan? after the
borrower has stopped making payments, by forcing the sale of the asset which backs tiredoder

to recoup the losses that resuitom nonpayment of the loan Technically, the lender can initiate a
foreclosure for any breach of the mortgage contract; in general this occurs only fepayoment
(Ambrose & Capone, 1996)Jsed in this work, the term foreclosure refers specificallyesidential
mortgage foreclosure.

The national level impacts of the foreclosure crisis were massive. The national foreclosure rate peaked
above 0.11% in 2010, which had varied between 0.01% and 0.02¢sigisZillow, 2015). Home

prices fell an averagof 30% between mi@006 and mieR009(St. Louis Federal Reserve B&tikl4).
Between June 2007 and November 2008, 18u8ericans lost 25% of their net worAltman, 2009).

The unemployment rate doubled from 5% in 2008 to 10% by the end of(@0oiis Federal Reserve
Bank, 2015 and retirement assets, U-5.Y S N& O y daf@estahSudehofdRasset after home
equity, declined by 22%Altman, 2009).

Though the foreclosure crisis affected the entire nation, some areas were impacted much more heavily
than others. The foreclosure crisis hit especially hard in two distinct groups of states: (1) in overheated
housing markets, such as Florida, California, Nevada, Arizona, New York, and New Jersey; and (2) in
weak housing markets in areas which have expeege long term economic decline, particularly in the

Rust Belt, including Michigan, lllinois, and Ohio. This research focuses on Ohio, characterized by a
weak economy and housing market.

This section first introduces the developmentameaning of homeownership in the U.S., followed by

the relationship between homeownership and race, and the role of deregulation and financialization
in order to set the context for the U.S. housing market and the foreclosure crisis. Though the aspects
covered in this section do not cover all the underlying issues that helped build the housing bubble and
its eventual deflation, they do cover some major contextual factors necessary to understand how the
crisis developed and played out.

The concept of homeownership in the U.S. should be properly situated. First, it is well known that the
U.S. has relatively high levels of homeownership. Leading up to the foreclosure crisis, the rate peaked
at 69.2% in Q4 2005. The foreclosurisis caused this rate to drop; as of Q2 2014 the rate was 64.7%
and apparently continuing to declin®.S. Census, 2014). This increase in the homeownership rate

2C2NJ GKS NBYIAYRSNJI 27F (riférsito nibagagizioéhy, SpEcificaly $hoseé rivégideatial2 | y ¢
properties.
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before the foreclosure crisis was supported by federal housing policy but it is alsodabktriinked
to the cultural significance of homeownership in the United Stétes.

The twentieth century saw homeownership, particularly suburlb@meownership changefrom a
privilege of the wealthy to the normal expectation of the middle class. Seem szrial good,
homeownership, and the house itself, became an integral symbol of the self in American society.
Today in the United States it is assumed that homeowners are more attached to their communities
and are better citizens than renters, who aregsumed to be poor, transient, and politically suspect.
Likewise tax structures incentivize homeownership and greatly favor homeowners. The language
attached to renters itself encompasses stigma; renters are describetastswho live inunitswithin

a complex while homeowners areesidentswho live inhomeswithin aneighborhoodKrueckeberg,

1999)

One concept associated with homeownership, intertwined with status connotations, is that of the

Gt F RRSNJ 2F €t AFSZTé | S NXIdED &f Kfg/iSdR idéaton whicly dedidregy S t S|
proper order of ascension through social time and space, with sfagidy homeownership at the

top. Renting is éorm of tenure appropriate only to singles, young couples lacking children, and the

elderly. Those who are tenants at other points in the life cycle are lacking or deviant (1977).

Figurel.1l: U.S. Homeownership Rataces therate from 1890 to 2008. It can be seen that th&U

had a high rate of homeownership, hoveagirmbove fortyfive percent, well before the twentieth
OSyiGdz2NE 6S3lyod ¢KS McpHna alg + aaSIrRe AyONBlas
increased crdit avaibbility. The rate felthroughout the 1930s as the housing market collapsad a
foreclosures were rampant. Seeing the path out of the Great Depression through hopsiicy,

makers createdNew Deal policie® restore credit liquidity to the housing market and simultaneously
created jobs in construction and real estate.
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This trend, begun in 1934 with the estmbiment of the Federal Housing Administration (FHA),
established the use of the housing sector as a countercyclical measure to cushion periodic recessions,
such as the predicted, but unrealized, recession based on wartime overproduction immediately

30f course, these two factors are not isolated. Public policy and the cultural importance of homeownership both
influence and reinforce one another.
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following World War Il. By boosting the housing sector, and subsequently demand for durable goods,
the perceived nationwide demand deficiency could be solved. If implemented early enough, as in the
postWorld War Il situation, recessions could be avoided elytiréAs a result, homeownershipas

used to stabilize the economy argtew steadily through much of the twentieth centuilliott,
Feldberg, & Lehnert, 2013)

The roots of the role and meaning of homeownership in the U.S. reach back to the colonbacat

and Weaver contend that the origins of the drive for homeownership in North America stem from
protests against concentrated land holdings in Europe. The early settlers saw the new continent as
open to a different system of land ownershipoucet aad Weaveralso point to a cultural memory of

land ownership as the key to political and economic power. They acknowledge that the period when
suffrage was limited to property owners in the United States was short, but belfeatewhen
combined with a log history of limited suffrage in Europe an association had been culturally instilled
(Doucet & Weaver, 1991Kreuckeberdinks this conception of homeownership to todayointing to

the contemporary claim dfeing a (property) taxpayewhich of course mems property owner, to call
FGadSydAazy (2 2ySQEAMONYLIEZNILIFYOS FyR adl ddz

Federal efforts to encourage ownership have their roots in the dalgeriod as well. Mitchefioints

G2 FSRSNIf fFYyR RAAGNRAOdzIAZ2Y \ils2of accblletlio@ & (aRiNds,y & Ay
disgruntled exda 2 f RASNAR o6& KStLAyYy3d (GKSY 06S02YS flFyR24yS
Revolutionary and Civil War@Mitchell, 1985 p.40) The casipoor but propertyrich federal
I32BSNYYSyYy il Qa LINRPdBates that yroparfy ownighipiBalN Jedogniked as promoting
independence and seffufficiency as well as preventing dependence and the potential for lawlessness
(Krueckeberg, 1999). The Homestead Act of 1862 was another federal policy that encouraged
landownership. Families who settled 160 acres for five years would own them for free; however, this
experiment resulted in a high failure rate, with less than fifty percent of the settlers lasting the five

years and many slipping into tenancy. This resultef@ars as the tenancies reflected poverty, debt,

and unAmerican socialist sympathi@isrueckeberg, 1999).

The meaning of homeownership at the turn of the twentieth century ba traced along lines of self

help, reform, the separation of home and wodender roles, and improving statusdvertisements

of the 1890s connected property ownership and its attendant rights to status, particularly that of the
new middleclass. This investment would improve status, maintain correct gender relations, aid in
raising healthy children and create more affluent famili@arb, 2005). Harris and Pratt enumerate
three important changes that were occurring relative to the home: (1) the-teng shift in paid
employment away from the house; (2) the home took on neganings: haven for family life,
protection from stimulation and threat of the city, refuge from an alienating and exhausting world of
work, a place of security, privacy, and personal control; and (3) the home as an important status
symbol, a measure angmbol of personal success (1993).

The latenineteenth century was also characterized by reform movements oriented toward the
improvement of living conditions for the poor and working class. Especially focused on the problems

4 While renters do in fact paproperty taxes indirectly through rent payments, there is a common but false
02y OSLIiAz2zYy (KIG NBYGSNB GFNBSt2FIRé 2FF 2F (KS (FlE Oz2y
the resistance of homeowners to the creation (through buildingrezoning) of additional rental properties
nearby. It is also reflected by the fact that only four states recognized renters as paying property tax (via rent
payments) and were thus entitled to an income tax deduction (Krueckeberg, 1999).

4



of slum housing, reformers wer concerned with both physical defiatgoor sanitation,
overcrowding, and a lack of ventilation and sunliglas well as the social defects they believed were

caused by substandard material conditions. By abolishing inferior housing, reformers hoped that
problems ranging from the spread of disease to crime and vice would be gdWrgght, 1981). This

movement focused on housing condition, not housing tenure status. However, the building industries
effectively ceopted efforts for housing reform into themessages of the benefits of homeownership.

l ROSNIIAaSYSyda adNBaaSR aylddz2NIf FyR KSIFfdKe Sy
implied that only skilled builders could incorporate natural benefits with new sanitation and other
technology inthe suburban ownepccupied home. Advertisements of the time also asserted the
K2YS26ySNDRa AYyONBlFaSR AYRSLISYRSYyOS RdzS (G2 KAa |0
the health of his familyGarb, 2005).

Meanings of homeownership in the eativentieth century continued along the path of reification of
owner-occupation begun at the end of the nineteenth century. Homeownership continued to be
F3a20AF0SR 6AGK LINRPGSOGAZ2Y YR YIalOdAg AyaAlies g2
heathy children, and qualities of thrift and independenfdutchinson, 1997; Lands, 2008). Other
connotations were added, such as the homeowner as patriot, an extension of the traits of masculinity

and family protection to the trait of protection of the replic. A homeowner was a committed and

true American, particularly important in light of fears that stemmed from the Bolshevik Revalution

.S F t I GNXZéangs 20088 | | 2YS¢

| 2y @SNARAStes GSylydGa O2dzZ RyQd oS (NBASIHz fYSOR OF ¥FEQ
certain. National Association of Real Estate Brokers (NAREB) publications contrasted the qualities of
owners and renters: homeowners live in the ideal sifghaily home, are thrifty, independent and

committed to the American way offéi; renters are prone to crime and cause social disoftdands,

2008). Others asserted that middle class apartments encouraged sloth, sexual immorality, and divorce
(Hutchinson, 1997). Important figures indicated mortgage indebtedness was sociallyadbeemd

even desirabléLands, 2008).

Today, homeownership is the major form of wealth accumulation for many Americans, in particular
Americans of color. Thirtgne percent of American wealth is in home equity; this number is nearly
doubled for Americas of color, at 61%The Greenlining Institute2014). Conventional wisdom has
long considered investing in a home and building equity to be a foolproof way to build wealth, though
the foreclosure crisis has caused some to question(Eéppaport, 2010).

An introduction to the history of and relationship between homeownership and race is also necessary
to properly situate the U.S. housing context. The history of racism and housing helps to explain the
disparate impacts of the foreclage crisis on black and other American minorities.

Discrimination has played an important role in mortgage lending throughout the history of the U.S.
mortgage lending market. Many banks and savings and Yoamssidered the maintaining of
YSAIKO AMKNAAR ¢ 12 0S | NBALRYAAOATAGE Ay GKSANI f A
averse to lending to black Americans and entirely excluded minorities from obtaining loans for

5 Savings andhns, also known as thrifts, are depository institutions that make mortgage and other loans.
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properties in white neighborhoods African Americans were thusft with the options of obtaining a
mortgage from a black lending institution, which were relatively uncommon, or using the services of
informal lendergImmergluck, 2009a

The only path to homeownership available to many blacks was that of the landactntiand
contracts are a type of rertb-own plan; this system was used to exploit black homeowners and
extract capital through the use of abusive conditions. One missed payment resulted in complete
forfeiture of all payments and equity in the propenyp to that point. Such a scheme could be used as

a continuous source of income by cycling through many vulnerable buyers ove(ltmmergluck,
20093 Orser, 1994). These properties were overpriced, due to both the extortionate conditions and
the pentup demand for homes and property in the geographically limited areas open to blacks.

The Federal Housing Administration (FHA) was created in 1934 in response to the Great Depression
FYR GKS KAIK NIGSa 2F F2NBOf 2 adeblias to eedudty intérest G K I G
rate terms and to standardize mortgage terms. The FHA also promoted and helped to institutionalize
redlining, the practice of geographically defining areas acceptable and unacceptable for mortgage
lending on the basis of raceThe term received its name as a result of the-rilhg maps the FHA

FYR 1T h[/ 612YS hgySNARQ [2Fy [ 2NILERNIGA2Yy0 LINE DAL
5SSOt AYyAYy3ISEé (OrsfrR19%4). MHese B cdmieffectively kept black iares out of

the mortgage market: in 1950 only 2.3% of FhRigured mortgage loans were made to ratites

(Immergluck, 2009a)

A second discriminatory measure was that of exclusionary covenants, which were legal until 1948 (the
FHA officially stopped usirthem in their mortgage underwriting in 1950). Restrictive covenants were
included in property transactions to prevent buyers from selling, leasing, or transferring the property
in the future to an undesirable inhabitantgenerally blacks, but these agments often applied to

other minority groups, such as Jews.

The 1960s marked a transition from outright discriminatory housing and lending practices to increasing
protectiong at least superficially for minorities. In 1962, President Kennedy issued Exkex@rder

11063, disallowing racial discrimination in federal housing programs. The Civil Rights Act was passed
in 1968. TitleVlll, also known as the Fair Housing Act, prohibited discrimination in housing markets,
including the practice of redlining.Though this was a large step forward, Titld \éft much to be
desired. To prove a Fair Housing Act violation, it was necessary to show racial animus as a motivating
factor for the practice rather than simply showing evidence of racially disparate impacwell, the
enforcement provisions of the act were toothless, rendering the legislation more symbolic than
effective.

Progress continued gradually: the Equal Credit Opportunity Act was passed in 1974, for which the
burden of proof was disparate impacather than disparate treatment; this means that it is only

6 This section focuses on discrimination toward black Americans, who are the largest American racial minority
and have a particularly frought history. However, @ttAmerican minorities, such as Hispanics and Jews, have
experienced housing discrimination as well.
"However, this prohibition applied only to the approving of loans to creditthy individuals and not to activities
such as marketing or the provisioffi lmanking services. Lenders could easily sidestep these requirements using
practices such as setting a minimum loan amount, effectively excluding black borrpmersrgluck, 2009a).
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necessary to prove that outcomes are different for protected cladsksresponse to the fact that

blacks were rejected at twice the rate of whites for home mortgage loans, the Home Mortgage
Disclosure Act, which required banks and thrifts to collect and disclose data on lending patterns, was
passed in 1975. Two years later the Community Reinvestment Act (CRA) was passed, requiring federal
regulatory agencies to push banks and thrifts to pdevbanking services to all constituents in their
service areas.

Though legally much progress was made with respect to discriminatory housing and lending practices
over this period, enforcement was lacking and in many ways the situation did not change .cais

for increased CRA regulation, CRA data was made public and banks and thrifts were required to report
data including race, gender, and income for each loan applic&tiomhese changes allowed
community groups and individuals to get involved andptessure regulators to hold institutions
accountable. These changes led to the Federal Reserve releasing a report showing that blacks were
rejected for home loans at a rate two to three times that of whites with similar incomes. This briefly
had an impat on CRA regulators and the ratings they gave out, with 11.7% of evaluated institutions
receiving less than satisfactory ratings in 1990 and 1994 from an average of 2.4% between 1985

and 1988. However, by 1993 this had dropped to abouflB#hnergluck20099.

Though many believe that racial discrimination in mortgage markets is a thing of the past, these
practices have occurred in recent history. These discriminatory practices, combined with the
importance of homeownership culturally and financialgve resulted in strong disadvantages for
African Americans. For example, the exclusion of black Americans from homeownership has had a
large effect on the comparative wealth of black and white Americans (recall that homeownership is
the major investmentvehicle for many Americans). Though, as a proportion of total wealth, black
Americans have approximately twice their wealth in home ownership (59%) as white Americans (31%),
the median wealth of black Americans is $5,677 in comparison to $113,149 far Winiericans
(Kochhar, Fry, & Taylor, 2011). Black Americans are also comparatively inexperienced with regard to
mortgage loans and other financial product21.4% have no bank accounts, in comparison to 4.0% of
white AmericangBurhouse & Osaki, 2012Wwhich meant that black Americans are, as a group, more
vulnerable to predatory and fraudulent lending.

This assertion is borne out by the phenomenon of reverse redlining. Reverse redlining, or greenlining,
is the practice of targeting African Americans antdestminorities for subprime and/or predatory
loans, often with exorbitant or unnecessarily high interest ratdslloon payments, and unnecessary
fees and charges. This was largely facilitated by the fact that African Americans and immigrant
populationshave little experience with mortgage lending and thus tend to seek lenders informally, by
asking a friend, acquaintance, or religious lea@&plan, 2008). It is also facilitated by the continuing
segregation of African Americans (both homeowners andiersi in specific areas. Reverse redlining
has resulted in a rate of origination of subprime loans to minorities that is well above what would be

8 Protected classes are characteristics of individuals that cannaargeted for discrimination. These classes
currently include race, color, religion, national origin, age (over 40), sex, pregnancy, citizenship, familial status,
disability status, veteran status, and genetic information.
9 The CRA was not initially enfot;eegulators used administrative rufaaking to avoid this.
10 previously HMDA data only applied to loan originations, making it difficult to assess whether racial patterns
were present in loaimaking decisions.
11 For example, many borrowers were steered into subprime loans, although they qualified for more affordable
and less risky prime loans.
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expected given their credit histories and other measures of risk. It reflects the exploitation of
geographiz NI} OAl £ X IyR a20A2S02y2YA0 AYoltl yoSay aod
lenders are based on systemic inequalities in access to information, capital, industry resources and

LJ2 6 Wy, Atia, Foxcroft, Hamme, & Phillipgatts, 2006p.123.

The U.S. mortgage market began a shift toward increased deregulation in the late 1970s and early
1980s. This deregulation in turn helped financialize the mortgage market. Financialization refers to
both the incraasing dominance of the financial sector in comparison to other sectors of the ecéhomy
and the transformation of tradable goods and services into financial instruni&éntslortgage
securitization, or the packaging of contractual debt (such as residentiebages in this case) into
financial instruments that can be bought and sold and used for investment purposes, also grew
immensely during this period.

51y LYYSNHT dzOFor@dosegthomuphlydr®estigates the history of the U.S. mortgage

market and the growth of higkrisk loans that appeared on the heels of federal mortgage market
deregulation. His 2009 conference papdfrom Global Buck to Local Mugkovides a more concise

overview of deregulatory changes that occurred during the 1980s. thes2009 overview here to

LINE GARS | adzYYFENER 2F YIFI22N fS3aratliAdS OKFy3aSa
Econned2010) also provides a thorough investigation of the development of U.S. financial markets

over time leading up to the foreclase crisis.

DIDMCA, or the Depository Institutions Deregulation and Monetary Control Act of 1980, established

the phased elimination of state usury (interest rate) limits and made national banks bound to only the

usury limits of their home state'$,even wren originating mortgages in other states. Thus states could
GSELRNIE KAIKSNI AYyiSNBad NIraGaSa FNRY tSaa NBIdA | (
ANBlIGfe& NBRAzZOSR adlkaSaQ FoAf AlA@umergk 20808 daf | § S Y
1982, the Alternative Mortgage Transaction Parity Act (AMTPA) was passed, which further overrode
a0F3S O02yadzYSNI LINRPGSOGA2Y STFFT2NIla o0& LINBS LAY
containing norstandard terms, such as balloonymaents and adjustable interest rates. This pair of

acts preempted state consumer protections for mortgages made by both depository institutions
(DIDMCA) and nedepository institutions (AMTPAImmergluck, 2009b).

The Secondary Mortgage Market Enhancemen®0i o { aa9! 0 2F wmdpyn Tl OAfA
securitization by allowing federalghartered financial institutions to invest in RMB&nd overriding

state regulation to allow statehartered financial institutions to do so as well. The Tax ReformfAct o

1986 created a new financial instrument, the Real Estate Mortgage Investment Conduit (REMIC), which
further enabled securitization by clarifying the tax treatment of the instrum{&ntnergluck, 2009b).

The Tax Reform Act (TRA) of 1986 increased consdemeaind for mortgages by allowing mortgage
interest to be deducted when filing taxes, but did not allow consumers to deduct other consumer
interest, such as that paid on credit cards or auto loans. The result was that mortgage debt, even high

2 f GSNYIFGA@Stes AlG Oy 0SS RSTFAYSR a alF LIGGSNY 2F | O
chany St a NI GKSNJ 0KFy GKNRdzZAK (KripheR 8003, y'1R4).02 YY2 RA (& LINE R dzC
B Such as bonds, loans, futures, options, derivatives, and stocks, among others.
Yy AyadAaddzianzyQa K2YS adlasS Aa GKS adlrasS Ay oKAOK Al
S Residatial MortgageBacked Securities.
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cost mortgagedebt, became cheaper for consumers in comparison to other types of debt
(Chomsisengphet & Penningtafross, 2006).

In the wake of the savings and loan crisis that began in 1986, regulatory changes further increased
securitization. As part of the savingsd loan bailout legislation that followed, the holding of RMBS
was given favorable treatment in comparison to the holding of mortgages made by the financial
institution via lower capital reserve requirements. The decline of savings and loans had b&gain in
1970s with the advent of RMBS, by the 1990s, deregulation and favorable treatment for securities had
all but removed thrifts (savings and loans) from the mortgage market, leaving it dominated by the
GSES$and later by private financial institutionghrifts had once experienced a competitive advantage

as the result of their knowledge of local housing markets, but deregulation and increased securitization
reduced the significance of this differen@eamergluck, 2009b).

During this period, the U.S. mgdge market was transformed: from a local to a national market, from

an originateto-hold to an originateto-sell model, and from more regulated originators (savings &
loans) to less regulated originators (mortgage companies and mortgage brdkersgdrglck, 2009b).
These changes were not accidental; federal deregulationist policy supported and furthered
securitization over the savings and loan model. The push for deregulation is part of a general shift
toward neoliberalism, which prizes growth, freeadie, privatization, deregulation, and limited
government intervention. The active role of the state in reducing regulation in the mortgage market
was intended to increase liquidity and thus provide opportunities for economic gréMefvman,

2008).

As thefinancial sector grew in economic importance, the sector lobbied for additional deregulation,
which then allowed it to grow further in importance, and so on. In particular, new market segments
were opened to the financial industry through deregulatory mipes as the financial industry worked

to create demand which was not particularly difficult given the primacy of homeownership in-U.S.
American values and the continuous house appreciation seen in th{dleveman, 2008).

Prior to deregulation, the U.8\merican mortgage market worked on the principle of creditioning.

Either one gqualified for a mortgage loan or one did not. This standard was replaced witagesk

pricing, where borrowers considered more risky could receive a loan with a higheesnteate

0adzo LINAYSUO 2NJ alft GSNYIFGA@SE FSIFGdzZNBax adzOK +a |
enabled by deregulation, opened new market segmertterrowers who had previously been shut

out of the mortgage market and helped transform mrtgages into commodities that could be freely

bought and soldimmergluck, 2009b). Investors desired securities made up of these mortgages,
because the higher risk entailed higher yields.

This deregulation reflected and reinforced changes in Ameritatudes concerning business and
FAYIFIYyOSo® . PSa {YAUK O6Hnamn0y gNRGS 2F ab akKATQ
O2YYdzyAlGASa |yYyR G266 NR OG2NAR Ay VYIN)]SlGa¢eg o0SiGogS
deregulatory changes more palatable agnen appealing. Several authors have pointed to the U.S.
FSRSNIf 3JF20SNYYSyiQa RSNBIdzA FG2NEB aKATFTda & 060SAy
neighborhoods and homeowners, rather than the other way arautitht is, global investment and

1 The GSEs, or Government Sponsored Enterprises, are the financial services corporations created by the U.S.
Congress, among them Fannie Mae (FNMA) and Freddie Mac (FHLMC). FNMA and FHLMC were created in order
to reduce rgk and increase the flow of credit in the housing market.
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growth were facilitated through the exploitation of homeowners and neighborho@dsbers, 2008;
Immergluck, 2009b; Newman, 2009).

¢KS afl yRaOFILIS 2F LINBOFINAR2dzaySaaé ONBFGSR o0& yS2
safety net, and therestructuring of employment resulting from globalization and demands for
increasingly flexible wotkplayed a vital role in the foreclosure criiselds, Libman, & Saegert, 2010;

Nettleton & Burrows, 2001). Those who had historically been shut outoofebwnership were

impacted hardest:

The lowincome and largely AfricaAmerican homeowners . . . entered homeownership during

a time of unprecedented expansion of ownership predicated on notions of wealth
accumulation, neighborhood revitalization, ancpiraved opportunities for future generations.

In the act of investing in the future of their family and community, households already
occupying a position of radical risk became further exposed to the negative externalities of
larger politicaleconomic proesses shaping employment opportunities, income stability, and
access to social welfaf€ields et al., 201,(1.660)

The subprim& boom of the 2000s that led up to the foreclosure crisis was actually the second wave

of subprimemortgages. The first subprime boom occurred in the-miiteties and peaked in 1997 or

1998. The roots of this boom can be attributed to federal deregulation of mortgage policy that began

in the 1980s. Newer, nedepository mortgage institutions were hgubject to the same regulatory

burdens as savings and loans and banks, such as the CRA. This allowed the new lenders to make loans
that drained equity through high points and fees, sometimes returning to the same customer
repeatedly, drawing down the grLJIS NI @ Q& Sljdza e S| OK GAYSo g GKS
packaging of mortgages together to be sold to investors, was increasing in popularity among private
mortgage lenders. This encouraged expansion to a more national market, in ordeetsifglithe

mortgage securities and spread risk over a larger geographiqlanezergluck, 2009a).

The first subprime boom stalled from 1999 to 2001, due to the economic recession and other factors.
The aftereffects were increased foreclosures in sjegdographic areas and equity loss for many who

did not lose their homes. These effects were geographically limited, particularly to areas characterized
by poorer and minority homeowneigmmergluck, 2009a). Though some policymakers attempted to
draw atention to this issue, it was generally considered an isolated urban problem.

The first subprime boom did not have the same broadly disastrous consequences as the second. This
is due to a variety of factors. First, though securitization played a satifiole in the 20078
foreclosure crisis, this was not the case in the-miiteties. Though the use of securities was increasing

YC2NJ SEF YL ST (KS dzaS 2F GAYRSLISYRSy(d O2y (NI OG2NEE (2
of seltemployed workers, and the use of variable hours and-tiea¢ scheduling softare.
18 Subprime loans are characterized by higher interest rates and poor or no collateral against the loan. The
increased interest rates are intended to be risk premiums to make up for the increased likelihood of default.
Traditionally, subprime borrows have been those with FICO (credit rating) scores below 640, though there is
no hard and fast definition. Please refer to the glossary for definitions of additional mortgaddoreclosure
related terms.
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at that time, they were much less complex and relatively transparehéat is, investors could
reasonably assess their riskylike more modern mortgage securities.

Second, the loato-value ratios (LTVs) of mortgages during the first subprime boom were relatively
low, because the share of subprime refinance loans dominated the share of subprime home purchase
loans!® Many subpime borrowers were withdrawing equity from their homes, increasing their
mortgage deb{lmmergluck, 2009a).

Thirdly, the first subprime boom was more geographically isolated than the second. Minority
borrowers in particular were targeted. Between 1998dal998, the incidence of subprime loans
increased twentynine fold in predominately black neighborhoods, but only by 2.3 times in
predominately white neighborhoods. Mortgage companies also employed technological
advancements to geographically target miitp borrowers and to exploit préoreclosure data in order

to target borrowers in trouble for additional refinance logihmmergluck, 2009a). Though the effects

of the first subprime bust were similar to those of the secong@. foreclosures increasedastically

the scale of these effects was much smaller and geographically isolated to lower income and minority
areas(Immergluck, 2009a). As a result, the first subprime boom received much less attention than the
second, which occurred on a much largealscand affected a wide variety of borrowers and
geographies.

In 2002 the second subprime boanthe one responsible for the foreclosure crisisegan. These
subprime loans tended to be purchase loans, as opposed to refinance loans. This meant that-the loan
to-value ratios were much higher during this boom than the first, and that homeowners had greatly
reduced equity in comparison.

The conditions for a second subprime boom were created through unusually high home price
appreciation between 2002 and 2005¢ethombined result of very low interest rates and tight housing

YEN] SGAaz FyR Ay@Sail2 N@Béskyd0@NInlpartsukar, the defailon of e F 2 NJ |
dot-com bubble had freed up investment capital that was now searching for new mgAdrian &

Shin, 2008; Belsky, 2008).

The use of norstandard, or alternatively structured, loans increased greatly in the second subprime
022Y0 tKSasS f2lyazs gKAOK NBIdZANBE f2¢ 2NJ y2 R2(
payments, existed prior tthe second subprime boom but were rare and generally limited to wealthy

real estate investors and the wealthy sethployed. These loans came in many forms, such as

I RedzadlofS NIGS Y2NI3IFISE 6! waadald GKIF GrsdforeSNER |
reverting to a much higher rate for the remainder of the thirty year term. It was not unusual for
borrowers to be reassured they could simply refinance when the interest rate was scheduled to reset.

Other alternative loan structures included rstye amortization, where the balance of the loan

increases up to a certain point before payments are due, and intemngst mortgages, where the

borrower at first pays only the interest and not the balance of the loan. Another was the NINJA, or no
incomey 2 2206 2NJ I aasSaasx t2Fy GKIG NBIdZANBR y2 R2O0d2

% Home purchase loans are used to buy a propewhile home refinance loans are used either to obtain
improved mortgage terms in particular a lower interest rate or to withdraw equity to use for other purposes,
such as to make home repairs and improvements, to service other debt (for example creddetsd), or to
finance direct spending (for example to cover medical expenses or replace earnings lost as the result of declining
wages).
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10% or 20%. This resulted in the borrower putting zero money down on the mortgage. To give an idea

of the extent, in 2005 50% of all subprime loans were no or low doc [gansergluck, 2009a).

Securitization took offluring this period as well, in both volume and complexity. In 2001 there were
$87 billion in mortgagdacked securities (MBS) issued; by 2006 this value had increased over fivefold
to $450 billion(Immergluck, 2009a). As mortgages were securitized altl] s quality of the loans
themselves became less important to lenders because defaults, and thus losses, would likely occur
after the loan had been securitized and sold. Instead, mortgage originators generated profit via
origination volume and high fee The degree of complexity in securities increased tremendously
during this time; many securities were based on other securities, with the actual mortgage loans
several layers belo#. The increased degree of complexity meant that few, if any, investahg
understood what they were purchasing and instead relied on the ratings provided by the three major
credit ratings agencies. Today, these ratings institutions are considered to have played a key enabling
role in the development of the foreclosure afidancial crises by providing overly optimistic ratings to
mortgagebacked securities even as underwriting standards dropped precipitéustywas possible

to lower underwriting standards because financial institutions no longer kept all their mortgage

on the books; rather they were sold and securitized, meaning that the additional risk engendered by
reduced underwriting standards had no negative financial impact on the originating institutions.

Focusing on house prices in hot real estate markéts,y @ 6 SOl YS GNI yaAaFTAESR oé
of highrisk lending and increasing house prices. Essentially, everyone was making money.
Homeowners watched their equity increase on its own; mortgage brokers, appraisers, and real estate
agents saw incresed incomes due to the increase of real estate activity; financial institutions were
faced with a seemingly unending demand for MBS products; and investors believed they were
purchasing reliable and stable products that were likely only to increase ie alureal estate
appreciated and international demand grew (i.e. high yield and low risk products). In response to
declining affordability, underwriting standards were lowered in order to keep mortgage origination
levels high; thus the setkinforcing cgle continued.

Meanwhile, the regulation of mortgage products continued to decrease. This period saw growth in
non-bank financial institutions, which, as mentioned, were not subject to the same degree of oversight
as banks and thrifts. Many states paséet A Yy A 2Fldw8 thalt réstrict higkcost lending; however,

the Office of Thrift SupervisiorOT$ and Office of Thrift Supervision (OT&}en preempted these
regulations at the federal level.

One might ask why this process was allowed to continuevémdso many were blind to the reality of
what was occurring. First, of course, is that those whom a process faatirsr most of those listed

20 For example CDOs (collateralized debt obligations) and CDSs (credit default swaps). More on these products
and thdr roles in the foreclosure and financial crises can be found, for example, in Immergluck, 2009a; 2009b
and Smith, 2010.
2! This was largely due to a perverse incentive structure in which ratings agencies were paid by the firms
requesting ratings for theifinancial products. Thus, in order to keep customers, the ratings agencies had an
AYyOSYyiA@S G2 LINRPGARS KAIK NIGAy3Iazr tSad0d GKSANI Of ASyiiz
ratings agencies.
22 Mini HOEPA refers to the Home Ownershimd Equity Protection Act of 1994, which provided the Federal
Reserve board broad powers to regulate lending. Mini HOEPA laws were modeled after this act.
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& aYl 1 Ay3 tvaeyidikely to hofice @ Sall attention to its deficits. Secondly, there was
an ideolayical component concerning the superiority of a deregulated market; increasing prices were
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to be rating derivatives accurately. Fourthly, even those waithintimate knowledge of the statistical
models used in MBSs and other financial products underestimated the systemic risk. A normal
distribution was used in these modelshis is generally the preferred distribution for economists and
others to work withdue to its tractability. However, the actual distribution underlying the phenomena
being modelled had a much higher peak and much fatter tails than a normal distribution would. The
assumption that these events follow a normal distribution had seversegumences because it caused
financial theorists and economists to greatly underestimate the risk inherent in the system they were
manipulating??

Beginning in late 2006, the housing market began to slow down and credit tightened. This meant that
for many lorrowers, the option to refinance as rates increased was no longer available. The rates of
seriously delinquent borrowers and defaults increased drastically. At first, primarily subprime loans,
and especially ARMs, were affected. In 2000, the foreabostart rate for subprime mortgages was
9.4%; by the second quarter of 2008 it was above {i#mergluck, 2009b). Next, delinquencies and
defaults spread to AlA loans?* Since the housing sector had been a major driver of the U.S.
economy?® this slowdow spread to the general economy and credit tightened greatly.
Unemployment rates rose, and the foreclosure crisis began expanding to prime loanstathaieis,
G322Ré f2Fya ¢ A0 Kaslharedwheiisdost daffsRabdNskpiidericéd yotBer findncia
KFEFNRaKALA adzOK |a RAG2NDS 2N AffySaao ta¥ O2dzN
vicious circle of price depreciation, tightened credit, and increasing delinquency, defaults, and
foreclosures.

As the U.S. housing market bubble peake@006, foreclosures began to increase at a startling rate.
The national foreclosure rate increased by titirds from 2006 to 2007 (from 1.2% to 2.0% ebi4

unit residential noAfarm mortgages). It continued to increase, reaching 4.6% of all dotves by
2010(U.S. Censy201d).

Figurel.2 tracks the foreclosure filing and completed foreclosure rates for the U.S. between 2000 and
2013. Up through 2004, the foreclosure rate remained relatively steady, varying befiveeand

seven hundred thousand completed foreclosures per year. Toward the end of 2004, foreclosure
completions began steeply climbing; the steep increase in foreclosure filings lagged about a year
behind completions but trended in a highly similar mannBoth rose consistently between 2005 and
2010, and began slowing down before reaching their peal&3million foreclosures and nearly 3.6
million foreclosure filings in 2011. Foreclosures and foreclosure filings then decreased steadily, though
as 0f2013 both rates remained at approximately twice theirjoresis value.

Bt fSFrasS asSsS |, gRanned o khorughaexpia@agiohssof the modeling issues involiredhe
financial crisis.
24 Alt-A stands for Alternative -paper. AKA mortgages are considered riskier than prime mortgages but less
risky than subprime mortgages, and thus tend to have interest rates above those seen in prime mortgages and
below those sen in subprime mortgages.
25 The housing sector has long been an important component of the U.S. economy; however, the increased
financialization of the real estate sector that occurred during the second subprime boom exaggerated this
further.
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In some areas the foreclosure ratar exceeded the national rate. The state of Ohio saw an
extraordinary increase in the foreclosure ratéhe foreclosure rate at least quadrupled between 1996
FYR wnnt AY T1Tn 2 F(Chiidi& 2088 IThib&gk @ankingg vad) Byddgitasdt dsind

over time, the state of Ohio has been consistently in the top ten foreclosure states throughout the
crisis; at the height of the crisis it stood as the state with the dixginest rate(RealtyTrac Staff, 2008

Cuyahoga County, the object of thisidy and where Cleveland is located, experienced the highest

county foreclosure rate in all of Ohio for at least nine years (2@BL3)(Schiller, 2014). Slavic Village,

/£t S@StlIYyR YySAIKO2NK22RZ ¢l a RSOf I mBRzip@deES & S LIA «
having the greatest number of foreclosure filings in the nation in 20083 foreclosure filings for

16,211 households, or 4.83% of househdfdiristie 2007H. In comparison, the U.S. rate in 2007 was

one foreclosure filing per fifty h@eholds, or 1.98% of househol@ay, 1996; RealtyTrac Staff, 2008

The negative effects of foreclosures have been significant, widespread, and varied. Across the country,
the number of mortgages at some point in the foreclosuregeiss increased 204% between October
2006 and October 2008Vallach, 2009). As well, the housing bust initiated the national (and
international) financial crisis of 202009, due to the heavy speculative investment in U.S. home
mortgages both domesticallgnd internationally. By early 2008, analysts were estimating losses on
MBSs and other mortgag#erived financial products to be on the order of $500 billistishkin, 2010).

In 2007, it was estimated that the cost of the national recession was 40% Of $h¢sDP for that year
(Johnson, 2013).

On the homeowner level, foreclosubgings stress, uncertaintpotential or actual displacemepand

negative credit impacts Many renters living in units foreclosed upon faced the same impacts, often

with even less notice and with no avenue of recourse. Both homeowners and renters who have

experienced foreclosure face difficulties in finding new accommodations, as credit reports will reflect
14



the foreclosure or disrupted rental tenu(@elsky, 2008; Crump, 2008 xperiencing foreclosure also

carries social stigma and the accompanying feelings of fear, shame, and guilt. Recalling the importance

of homeownership to personal and social identity in the U.S. context, Fields et al. describe the danger

of foreclosure:ad ¢ KS GKNBI G 2F F2NBOf2adzNBE NBLINBaSyda | a;
status associated with ownership; the spatial context of daily life; the constancy of the social and
YFEGSNAFE SY@ANRBYYSY(d |yR 2vVyISo&A 02 yEHaREBIR2IBNS A (T
p.653, citng Hiscock et gl2001; Dupuis and Thorns998).

Neighborhoods, communities, municipalities and other jurisdictions are sometimes overlooked victims
of the foreclosure crisis. Foreclosures and theiersifects are not evenly distributed across space.

As individual foreclosures accumulate in specific areas, neighborhoods and communities are faced with
increasing vacancies, vandalism, unsafe properties, high residential turnover, and drops in property
values. Residents lose hope in their neighborhoods and communities and decrease their personal
investment in them. These effects increase with each additional foreclosure, resulting in a self
reinforcing cycle of displacement, destruction of social netwpdnd decreasing quality of life for
residents. The foreclosure crisis negatively affectehicipalties and other jurisdictions as well. They

lost property tax revenue as a result of falling house prices, while simultaneously seeing demands on
services, such as homeless shelters, financial assistance, police, and vacant property maintenance,
increase.

Mallach (2009) asserted that the secondary impadfsat is, the impacts on (neforeclosed)
properties, neighborhoods, communities, and local governmiejudsdictiongs may outweigh the
primary effects of the crisis. He states:

The secondary effects . . . arise from the close relationship between foreclosure,
disinvestment, and vacancy, often leading to abandonment of the properties. While these
outcomesare not inevitable . . . they are widespread. Moreover, they are most likely to occur
precisely in the most vulnerable communities, such as struggling {meeme and minority
communities in cities and older suburbs (p.17).

He also cited a Credit Ssésprojection (2008) that estimated 8.1 million foreclosures occurring by

2012, with an expected impact on house values of $1.5 trillion. In fact, between 2007 and 2011, four
million foreclosures had been completed and 8.2 foreclosure starts had occ(Bexthett, 2012),
AYRAOIFGAY3 (KIFIG 6KAES / NBRAG {dAadaasSqQa F2NBOFad
Ffa2 LINRPGARSa Iy ARSI 2F (GKS YIF3ayAiddzRS 2F GKS ON

LG A& AYLRNIFyG G2 0S5 | g sBnedhstimisleaidifg®e diissNhyeds T 2 NB O
out in different ways, to different extents, and at different times. Ashton (2008) suggests two reasons
for this: subprime lending, which expanded the mortgage market to new borrower groups and new
geographies; anthe varying conditions of local and regional economies and housing markets, which
are related to the magnitude and reach of spillover effects due to foreclosures. Inner cities and older
suburbs, which tend to have weak economic conditions and higher ptiope of minority residents
(who were targeted especially for subprime loans), were generally hit harder than newer, outer
suburbs. These older areas had already experienced disadvantage as the result of re#ifactn
redlining, the decline of indiiry and blue collar employment, and the first subprime crisis, among
other factors, which then set the stage for comparatively exaggerated decline as the result of the
foreclosure crisis. This geographically patterned and unequal decline results inggerion
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restructuring of the urban environment and continued disadvantage for these geografgtgbon,
2008).

Though there have been responses designed to both prevent and mitigate foreclosures, the demand
has far outstripped capacity (see SeatR.4). By 2014, the national foreclosure rate was 1 in 1126
housing units, much below the crisis lefeealty TraStaff 2013). However, many areas continue to
face elevated foreclosure rates. As well, housing valueth@mational level remain approximately

20% below the prerisis values observed in 200®.S. Department of Housing and Urban
Development, 2014 meanwhile nearly onéfth of residential mortgage holders owes more on the
mortgage than the property is wtr (Dougherty, 2014).

Ohio continues to have one of the highest foreclosure rates in the matiorearly 2014 it had the
tenth-highest foreclosure rate. The Cleveland metropolitan area had thelsigkiest foreclosure rate

in the country at this time, v one in fourteen residential mortgages delinquent and a foreclosure
rate of 7.2% (down from 9.5% one year previgxon Murray, 2014).

In the wake of the housing and economic crises, a vast array of regulatory changes was proposed.

These included chges affecting consumer choices, lender and servicer operations, foreclosure
procedures, and the financial sector. For the most part, these changes were not passed into law or
enacted by the governing regulatory agency. As well, many of these changés affmet future
occurrences, but would not directly impact the current crisis.

A patrticularly important regulatory change that did not come to pass is allowing bankruptcy courts to
modify the mortgage terms of creditors. These changes, which could enchalicing the principal,
changing the interest rate, and adjusting the term length, are referred to as mortgage craméowns.
Senator Durbin proposed cramdown legislation in October 2007, but the financial industry blocked it
through lobbying effortsImmergluck, 2013). With the introduction of HAMP, one of the federal
responses to the foreclosure crisis, cramdown legislation was reintroduced, which would provide a
WaGA01Q G2 O02YLX SYSyd GKS WOIFINNRGaQ Syashioy OSR
would push servicers to modify loans to the current market value of the property of their own accord;
otherwise this was likely to occur outside of their control in bankruptcy proceedingsergluck,
Alexander, Balthrop, Schaeffing, & Cla2ZR®11). The expected effect would be that many more
homeowners would be able to remain in their homes and continue making mortgage pay(uests
Department of Housing and Urban Development, 2010

Two main changes came out of the crisis at the national |elrelpassing of the DodBrank Act and
the creation of the Consumer Financial Protection Bureau. The-Badtk Act was intended as a

Ay

GA6SSLAYI 2@SNKFdA 2F GKS 'yAGSR {dG1rG8a FAYEIYOAL
seensincetherefdyda G KI G T2t 2 ¢ S ROLAKS 200N he ey bofetineBS G theh 2 v ¢

DoddFrank Act were (1) to limit the risk of financial activities, and (2) to limit the damage that would
be caused by the collapse of a large financial institution, sucbserved in the 2008 financial crisis.
However, the act has had many critics and overall does not satisfy these two objectives. First, the act

%Cramdownd F GSNY TFT2NJ KS LIN}I OGAOS 2F G(GKS O2dzNI Y2RATEAY

in bankruptcy court. Bankruptcy courts have the authority to reduce other types of debt, but not home mortgage
debt.
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phenomenon. Second, the act tends towardahhocsystem of intervention rather than using a riles

oraSR aeaiusSvyo ¢CK2dzaAK y23G LI NGAOdzZ I NI & O2y QBAYyOAYy
overall, improve the U.S. financial regulatory landscéplesel Jr., 2010). The DeHdhnk Act also

created the Consumer Financial Protection Bureau (CFPB), which is responsible for matters of
consumer protection with respect to the financial sector (e.g. mortgages, student loans, payday
lending). As of thidate the impacts of the CFPB remain unclear.

The crisis led to calls for policy changes at well. For example, Hank Paulson, Secretary of the Treasury
from 2006 to 2009, called for a reduction in subsidies to homeowners and a reduction in federal
governmer policies promoting homeownership in order to keep homeownership at sustainable
levels, rather than encouraging those unprepared for homeownership into a mortgage to increase
homeownership as a means in and of it§Blhulson, 2010).

The crisis at first@peared to have changed cultural attitudes toward homeownership as well. What
gl a asSSy |a | -buliing/abrtubity &aS éega@&imbré Warily. However, as the
market slowly stabilized, attitudes quickly revertéRohe & Lindblad, 2018)though it is not clear
whether this is due to optimistic beliefs, increased confidence is the regulatory system, or the
realization that, dispite its limitations, housing remains the best investment vehicle available to the
middle class.

Previous researcBhows strong evidence gélationships between foreclosures and neighborhood
changeResearchers have found evidence that indicators of neighborhood change, such as decreasing
median income and increasing unemploymeate, are associated with increased foreclosure rates
(Baxter & Lauria, 2000; Cotterman, 2001; Williams, Beranek, & Kenkel, 1974). Others have found
evidence of a relationship in the opposite direction, that an increased foreclosure rate is related to
increases in indicators of neighborhood change, such as increased crimdlnatesrgluck & Smith,
2006a), decreased property valugenmergluck & Smith, 2006b), and increased housing market
segregation(Lauria & Baxter, 1999; Leonard & Murdoch, 2009). Tartsfto examine the possible
cyclical nature of the relationship between neighborhood change and foreclosures have been done by
Baxter & Lauria (2000) and Li (2006). Both isolated the relationship direction temporally, with the
results indicating the rationship is significant in both directions, providing evidence of a cyclical
relationship.

Additionally, a large body of research has tied individysdortunity to spatial locationt K & A &> 2y S
neighborhood (or spatial context) significantly determiine 2 Yy SQ&a LR GSy dAl f SRdzOF G
and health opportunities, among others; these opportunity fields then constrain outcome possibilities
(Galster & Mikelsons, 199%3alster & Keeney, 1988; powell, 2003)his indicates that neighborhood

health and stability is important to individual outcomeshich,in aggregatestrongly affectnunicipal

and regional health and stabilityéWhile not the focus of this research, these impacts must be kept in

mind.

The combined implication is that there are siggaht relationships between foreclosures and
neighborhood change, whidhave important impacts on opportunitputcomes and quality of life
Given the extent of the foreclosure crisis and a limited and relativelydogdk federal response, many
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localties have created local foreclosure prevention and mitigation programs in an effort to reduce the
severity of the effects. These programs include efforts both to prevent foreclosures and to limit their
negative effects.There is evidencthat these progams improve outcomes on the homeowner level,
however research is lacking concerning the impacts of theseclfisarerelated programs on the
community ancheighborhood leved?’

Preforeclosure interventions, which include foreclosure prevention counseting foreclosure
mediation, have been shown to significantly reduce the incidence of foreclosures among participants
(Mayer & Temkin, 2009). However, examination of the impacts on the neighborhood level is lacking.
One objective of this research is to dehine what, if any, relationship these programs have with
neighborhood stabilization.

Postforeclosure interventions include landbanking, demolitions, Board of Revisions foreclosures on
non-maintained properties, and targeting specific neighborho8ddn contrast to preforeclosure
interventions, these efforts are frequently intended to have a benefit on the neighborhood level.
However, the degree and extent of their impacts are unknown. My research attempts to determine
what these neighborhoodevel immacts are and how they occur, using data from expert interviews
supplemented with quantitative analysis of changes in residential property value.

This examination odfforts to stabilize neighborhoods and communities during a periddrgi-scale
economic and demographic change may provide insights pertinent to other inswraf swift
neighborhood change, as evidencedhigh residential turnover and vacancy rates. Specificatii, t
researchcanhelp identifywhich types of programs are appropriate anifieetive for intervention in
changng neighborhoods, in particular those facing the continuing negative effects of the foreclosure
crisis.

Thus, in order to meet the research objectives, the following primary research question is posed:

Do foreclosure praantion and mitigation responsdsave an impacbn neighborhood well
being?

To realize this, the following subquestions are examined:

1 Under what political, social, and financial straints do foreclosure respons@s
Cuyahoga Countgperate, and how dohiese constraints impact their operation and
impacts?

The context within which foreclosure responses operate plays a critical role determining their design,
implemention, and effects. The foreclosure context provides both opportunities and constraints
within the problem space in which foreclosure responses are developed. This aspect is key to
understanding what occurred in Cuyahoga County and why.

1 What foreclosure responses have been implemented in Cuyahoga Cddotyhave
these responses been createddadeveloped?

2" Tracts from the 2010 U.Becennial Qesus are used to proxy neighborhoods in this research. For a discussion
of this choice, and its benefits and drawbacks, please see Se2tib2and3.4.2
28 Targeting sometimemcludes preforedosure nterventions as well.
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The first task of this research is to establish which foreclosure responses have been used in Cuyahoga
County, as well as how these responses have been created and developed.

1 To what extent are these foreclosure responses implemented aniilined?
1 What distribution of outcomes is seen? Do these vary among neighborhoods and
communities?

To examine the impacts of foreclosure prevention and mitigation efforts, it is necessary to determine
where and how they arbeing implemented and usedPaying attention to the neighborhood context

is essential to understanding this. One example of neighborhood context is the level of resident
perception and engagement, which, while difficult to measumay have a large influence ¢me
utilization of pograms. The associations between socioeconomic and spatial characteristics and the
use of foreclosure responses are investigated as well.

1 What strategies have been used in the foreclosure responses observed in Cuyahoga
County?

The strategies used in dewging and implementing the foreclosure responses observed in Cuyahoga
County are of particular interest. Due to the degree of overlap and interconnection between various
foreclosure responses in the county, identifying the key strategies employed innbgsenses allows

for clearer analysis of the community and neighborhood impacts observed, as well as facilitating policy
recommendations.

1 What neighborhood and community impacts are observed@ fese physical,
economicsocial and/or politicaf?

In oder to evaluate foreclosure responses on the neighborhood and community levels, it is necessary
to determine what impacts occur on these levels and which responses are associated with these
impacts. In addition to the economic implications of foreclosurgerventions, it is important to
investigate physical and social impacts. One reason is that economic changes may lag behind physical
and social changes; a second is that economic factors alone are a poor measure of neighborhood
quality.

1 Do these impast vary according to certain neighborhood and community
characteristics?

Some interventions may be more effective in particular neighborhood conditions than others. For
example, foreclosure counseling is only available to homeowners for their primangemesid As a
result, areas with high concentrations of renters may not see the same impacts as those dominated by
homeowners. This research attempts to investigate whether the effects of foreclosure responses
differ according to various factors associat@dth neighborhoods and communities, such as
geographic location within the metropolitan area, race, or income level.

This research seeks to answer these questions via a case study of the foreclosure problem and
foreclosure responses in Cuyahoga CountypChcounty hit early and heavily by the foreclosure crisis

that has developed a myriad of foreclosure interventions and is considered a national leader in
responding to the foreclosure crisis. Exceptionally rich data on socioeconomic, geographic, and
property characteristics is also available for the county. These characteristics make Cuyahoga County
an ideal candidate for a case study investigating local responses to the foreclosure crisis. See Section
3.2for more on thisselection.
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other hand it allows for detailed and -tepth investigation of a leading instance of foreclosure
prevention and mitigation. The results aadalysis then provide a starting point for investigating other
instances of local responses to the foreclosure crisis and similar instances of swift neighborhood
change; the results also support the generation of testable hypotheses for further quarditatirk.

In the qualitative component of the work Ifirst conducted sestructured interviews with
stakeholders involved in the response to the foreclosure crisis in Cuyahoga County. Participants were
interviewed concerning their experiences of the fomstire crisis and with foreclosure responses,
including what efforts they are involved in, how these efforts work or should work, what effects they
have seen on individual and neighborhood levels, and what opportunities and constraints are present.

The quailtative analysis is supported by a quantitative analysis. | investigate the effects-adrte
postforeclosure interventions across the spectrunresidentialproperty valué® change, in an effort

to determine whether impacts and effectiveness differthg extent to which the foreclosure crisis
negatively impacted the economic health of a community or neighborhood. Thus, an objective of this
research is to determine if certain efforts are particularly appropriate or effective for particular types
of neighborhoods or communities.

By answering these stiuestions, it is possible to answer the primary research question of the effect

of foreclosurerelated interventions on neighborhoods in Cuyahoga County, Ohio, and to some extent,
in other U.S. cities witlweak housing markets in general. By paying attention to contextual factors it

is possible to hypothesize, or in some cases explain, why programs are or are not effective. This
research can then assist in better designing and targeting efforts to stabéigdborhoods facing

swift and substantial change in the future.

This research examines Cuyahoga County, Ohio, the central county in the Greater Cleveland
metropolitan region. The county contains 59 municipalities and townshipdatgest of which is the

City of Cleveland. In addition to the county itself, the 443 Census tattthe 2010 U.S. Decennial
Census are the objects of analysis in the research. Each jurisdiction is made up of a number of Census
tracts, meaning that idividual jurisdictions can be examined as well by aggregating the appropriate
Census tracts.

Cuyahoga County is located in northeast Ohio within the Rust Belt, a region of former economic
strength based substantially on manufacturing, particularly stééke decline began in the late 1960s

and 1970s, resulting in sustained losses in industry, employment, wealth, and population. Today,
Cleveland, and the Rust Belt in general, continue to have weak housing markets, characterized by a
housing supply that astrips demand, low to negative housing appreciation, and an elevated vacancy

rate. Like the strong housing markets in California, Nevada, and Florida, Ohio was hit heavily by the
foreclosure crisis, but the problem, its impacts, and appropriate respodsts significantly. For

example, weak market regions, such as Ohio, tend to have sizeable vacancy &rut&tigns, while

AGNRPY3I YINYSGa R2yQiG>X RdzS G2 SEOS&aa Kz2dzaiAy3da RSY
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30 Excluding the tract assigned to Lake Erie.
31 REOs will be defined and discussed in Se&idri.
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examines only a weak housing merkegion and the results and analysis cannot reasonably be
extended to strong market regions without additional study.

Cuyahoga County was selected as the case study for this research for several reasons. First of all, the
county, and especially the City Cleveland, were hit both early and heavily by the foreclosure crisis.
Thus foreclosure responses were developed earlier in Cuyahoga County than in most parts of the
country, making the county, the City of Cleveland, and the community of Slavic \ditageg others,

leaders in the development and implementation of both pm@nd postforeclosure responses.
Secondly, a major advantage of using Cuyahoga County for this research was the availability of both
primary and secondary resources, including ehlyigeveloped, publichavailable social, economic,

and property data system; knowledgeable respondents comfortable and experienced with interviews,
testimony, and other public and sefpublic speech; and a large body of academic and policy research
pertaining to the county and foreclosures.

The research combines quantitative and qualitative analysis, with the quantitative data reflecting the
period 2000 to 2010. The qualitative data were collected during 2011 and 2012, but refer to a much
longer period, m some cases extending back to the beginning of the foreclosure problem in the
Cleveland area during the late 1990s. The quantitative and qualitative aspects of the research inform
one another, rather than being conducted independently.

Foreclosure respaes occurring on the county level and below are investigated, with federal and state
responses discussed for context and to clarify the linkages between more local responses and higher
level, particularly federal, responses. Many federal responses fural tesponses, in the form of
competitive grants. Money from these grants can only be used in ways that fit federal program
guidelines, which often constrain possibilities on the ground.

Terminology plays an important role in this researchcléar understanding of the meaning of key
terms in this research is necessary both for clarity and precision. Here | clarify several terms as they
are used in this work: neighborhood, community, locality, neighborhood change, neighborhood or
community well-being, neighborhood or community stability, and local level.

In practice, the terms neighborhood, community, and locality are used very loosely and in some cases
interchangeably, with definitions varying from user to user, and often from contexntest for the

same user. | use the terneighborhoodo denote what Suttles (197®refersto asthéPf 2 O f Yy S 6 2 |
and the faced f 2 DN YK2YS | NBI ®Q ¢tKAad Aa GKS ARSI 27
surroundings a rule of thumb would be the area aehable within a five to ten minute walk from

2y SQa NBhatvares ffainSndividual to individual. This is the level on which one would expect

a relatively dense web of social connections and relationships. | use thectenmunityto denote

Suttled Q@ WRSTSYRAY3I ySAIKO2NK22RIQ gKAOK Aa GKS avl
identifiable to both residents and outsiders. | use Census tracts to approximate what | call communities

and Suttles calls defending neighborhoods. FinallyWi@2 YYdzy A& 2F f AYASSR Al
0KS (KANR f SgegefneighforhpodziigiaircBya This & 2hdzida recognized and used by
outsiders, in particular government and commercial interests, in addition to residents. In thigalese

32 SeeSection2.1.1F 2 NJ Y2 NB faulevd hiriaichy Sfe@hborhood and other conceptualizations of
neighborhood.
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I use the termlocality to refer to this concept of neighborhood. | also equate the official Statistical

Planning Areas (SPAs) used by Cuyahoga County with localities. The SPAs within the City of Cleveland
are what many would refer to as districts guarters; outside of Cleveland the SPAs aligntonene

with the suburban municipalities and townships. For clarity, | have inclU@éxde 1.1 listing the

B NA2dza 3IS23ANF LIKAOFET O2yOSLIia dzA8Re AV -exichhl §f NEB S
concepts of the term that are generally recognizable and which the terms used in this research
approximate. In two of the three cases, these termsapiorigeographically defined.

Term used in this Suttles (1972) term External Definition

research

Neighborhood Local network and the face Residendefined
block/Home area neighborhoods

Community Defending neighborhood Census tct (2010

boundaries)

Locality Community of limited Statistical Planning Area

liability/Locality (SPA)

| should note that the use of the terms neighborhood and community by interviewees may or may not
correspond to these definitions. Both terms havdéraad range of acceptable meanings and are
highly-context dependent. For example, Barbara Anderson of the Slavic Village community uses the
GSNY ySAIKO2NK22R (2 NBFTFSNI (2 620K KSNJ WK2YS | N
Back the 70s Btk Club, as well as to refer to the entire Slavic Village comnuiitg NJ WO 2 Y Y dzy A (i &
fAYAGSR tAFOATAGEQ 2N Wwi20lfAledQ | 26 SHSNE L 0
interviewees are sufficiently clear from context.

Difficulties arise Wh the termneighborhood changéNithin the planning research tradition, the term
YSAIKO2NK22R OKIy3aS A& | O6NRIR FYyR FftSEAGES SN
neighborhood conditions or makazLJ: g KAt S (KS Wy §ardderiethNKefreRy Q 2 F
convenience, i.e. on what geographic level quantitative data are presently available. This means that

in practice, the neighborhoods studied in neighborhood change research are Census tracts, block
groups, or blocks. This reseh uses the Census tract level for the quantitative model of neighborhood

change. Given the variety of meanings encompassed by the term neighborhood, | take care to use the

term Census tracivhen discussing the model and results in order to avoid bigrttie meaning of the

term neighborhood, as defined above. However, the section of the literature review that deals with
neighborhood change theories and empirical work uses the term as it is in the literature, although
YIye 2F (KS Wy Sitkemtidrs &dNduehdaryar thanithé scopé Siterfded by the use of

the term in this work.

Two terms related to neighborhood change areighborhood stability and community weddeing
Neighborhood (or community) stabifityefers in the general sense to wther changes are occurring

AY F YySAIKO2NK22R (KFG NBadzZ G Ay | OKFy3aS Ay (KS
academic literature focuses on-iand outmovers to a neighborhood. That is, a stable neighborhood

33 Neighborhood stability is theetm favored in the literature; for the purpose of clarituse both neighborhood
stability and community stability, depending on which level of aggregation is under discussion.
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has a stable populatioh Yy R (Kdza O6NBfFdA@Steov adlofS OKFNIOG
population makedzLJ Ol y NBadzZ & Ay | @GFENARSGe 2F OKIy3aSa i
economic, spatial, cultural, or demographic. | use the term neighborhood stability disenssing

the quantitative component of the research, which captures aspects such as population, race, and
socioeconomic status.

Community (or neighborhood) wéleing*A a | 02y OSLJi dzaSR G2 aasSaa |
the economic, social, tural, and political needs of its residents as well as to replicate itself. Defining
community weHbeing is highly subjective, and sociallgtermined normative measures are often

used to assess it. Components of communitys@e8 A y 3 A y Of deBrée oNsBcindcohbnyicli a Q
AaSOdzNRGes GKS RSAINBS 2F &420A1Ff AyOfdzaAizys NBAAR!
the level of autonomy and empowerment of residents, and environmental sustainafilityaydari,

2011; Miles, Greer, Kraat & Kinnnear, 2008). In this research the term community-bestig
encompasses all of these components, and the assessment of communitpevell is based on
NEaARSY(G&aQ YR SELISNIAQ adzoa2SO0GA0S laaSaayvySyidas
neighborhood and/or community stability is a component of neighborhood and/or community well

being. It may either increase community wiedling, for example in the case of a neighborhood with a

stable population that is able to uphold community nornws, decrease it, in the case of an
impoverished neighborhood that remains in poverty over the longer term.

Finally, | use the terrtocal as in local foreclosure responses or local level responses. By local | mean
at or below the county level. Thus, loéadeclosure responses are those organized and undertaken at
the county, municipal, township, community, or neighborhood level. The use of the term local is
primarily to exclude higher level responses, namely federal and state.

This document includes artge number of terms specific to the financial, mortgage, and affordable
housing sectors. | have included a glossary in order to clarify these terms as needed. The work also
includes a large number of abbreviations. The Table of Abbreviations lists Hmbeheir
unabbreviated versions for reference.

This chapter has introduced the foreclosure context and the research objectives. To do so, several

roots of the crisis, including the importance of homeownership in-Bingerican culture, the Unité
{GFrGSaQ O2yliAydziyd KA&aG2NRE 2F NI OALFf RAAONARYAYI
financialization of the mortgage market by the federal government. A brief history of the foreclosure

crisis was given, followed by a summary of theanejffects of the crisis.

The research objective, to determine the communapnd neighborhoodevel impacts of foreclosure
prevention and mitigation efforts in a weak housing market county, was presented, as well as the
choice to investigate this by meaoka case study of Cuyahoga County, Ohio, both an epicenter of the
foreclosure crisis and a leading example of the use of foreclosure responses.

Chapter 2 investigates and criticizes key areas of literature related to this research. It begins by
discussig the term neighborhood, both as it is conceptualized and as it is used empirically.

34 Similarly, community welbeing is theterm used in the literature, but | use both community wedling and
neighborhood welbeingin order to differentiate between spatial levels of aggregation.
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Neighborhood effects are also introduced. The second topic is that of foreclosures, in which the
foreclosure process is introduced, patterns and trends associatedavitblosures are discussed, and

the impacts of foreclosures on individuals, neighborhoods and communities, and municipalities are
presented. Third, theories of neighborhood change are introduced and research pertaining to the
relationship between neighbbwood change and foreclosures is reviewed. Finally, research and policy
papers on foreclosure prevention and mitigation efforts are discussed and criticized.

Chapter 3 is devoted to the research design, empirical methods, and data. In this chaptaml eyp
choices and decisions in the research process, and what factors went into these decisions. Of particular
interest are the reasoning for the case study approach and case selection, and the choice to use mixed
methods.

Chapter 4 introduces Cuyaha@ounty and the City of Cleveland, before presenting the course of the
foreclosure crisis in the county. Particular attention is paid to spatial patterns that are present in the
socioeconomic conditions in the city and county, and which were exacerbgtda foreclosure crisis.

Two communities are profiled: Slavic Village, a worklags community on the east side of Cleveland,
Ffaz2 1y26y Fa 3INRdzyR T SNR T2NJ 0KS F2NBOf 2adzNB
inner suburbs that haalso been affected by the crisis.

Chapter 5 addresses the first four sgbestions:

1 Under what political, social, and financial straints do foreclosure responses
Cuyahoga Countgperate, and how do these constraints impact their operation and
impads?

1 What foreclosure responses have been implemented in Cuyahoga CoimtyRave
these responses been created and developed?

1 To what extent are these foreclosure responses implemented and/or utilized?

1 What distribution of outcomes is seen? Do thesg/ \@anong neighborhoods and
communities?

To do so | present and analyze the foreclosure responses that occurred in Cuyahoga County in response
to the foreclosure crisis. First the Cuyahoga County Foreclosure Initiative, a-conmqsogram, and

the Strategic Investment Initiative, a program created and implemented byprarfits, are introduced

and discussed. Next, a variety of foreclosure responses addressing property acquisition and control
are presented, followed by an investigation of neighborhéediresponses to foreclosures that have
occurred in Slavic Village and South Euclid. Finally, the response context, or what constraints and
opportunities stakeholders in the county had to work with, is discussed, with special attention to how
this context afected the creation and use of foreclosure responses in Cuyahoga County.

Chapter 6 addresses the final three syirestions:

1 What strategies have been used in the foreclosure responses observed in Cuyahoga
County?

1 What neighborhood and community impactseaobserved? Are these physical,
economic, and/or social?
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1 Do these impacts vary according to certain neighborhood and community
characteristics?

First the qualitative results are summarized and discussed. Then the quantitative model results are
presentad and interpreted. Finally, the qualitative and quantitative results are synthesized and
presented.The subquestions are specifically addressed in the following sections:

Finally, Chapter 7 concludes the work, summarizing the research and its ressdtsssitig further
avenues for research on and related to this topic, and provides conclusions and policy suggestions.

A table of abbreviations is included for reference and can be found following the table of contents.
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Chapter 2 Neighborhoods, Foreclosures, & ¢ddorhood Change

This chapter reviews the scientiiod policyliterature concerning the major thematic areas pertinent

to this research. The intention is to situate this research within the larger scientific discussion and to
provide reasoning for andvedence to support many of the choices and assumptions made in the
research.

The first section discusses neighborhoods. First the task of defining and operationthbzamypcept

2 Fneighborhood is discussed. This is particularly important because thioice transforms
neighborhood from an abstract concept to a specific and concrételnded instantiation. This then
greatly influences the research: in what is examined, what is ignored, what is detected and what is
overlooked. Then the concept afidevidence for neighborhood effects are discussEais discussion

can be extended to communities, and how they are conceptualized and operationalized as well.

Secondlyresidential mortgage foreclosure is introduced. The process is explained, witisaoio the
particular processes in the state of Ohio and Cuyahoga County, followed by a discussion of foreclosure
patterns and impacts, particularly on ttemmunity andheighborhood level

Thirdly, the neighborhood change literature is presented and eswed. Major theories of
neighborhood change are presented and discussed, followed by a more focused investigation of the
theoretical and empirical literature concerning neighborhood change and foreclosures.

Finally, foreclosure prevention and mitigatiorfarts are introduced and discussed. Efforts on the
federal, state, and local level are presented, with attention to their relationships to one another and
how these affect individual efforts, particularly on the local level.

It should be noted that thisesearch relies on policy papers, newspaper accounts, and working papers
in addition to academic articles published in peeviewed journals. This is done because the research
was donein situas the foreclosure crisis and its effects continued; manyoittamt aspects have yet

to be researched and thus data was drawn from additional sources.

Careful consideration of the concept of neighborhood is central to this research. While the general
concept and idea of neighborhood is broadly urgleod, specifyingoreciselywhat is meant by
neighborhood is much more difficult. Thus, the purpose of this section is to establish a foundation for
the discussion of neighborhood change. It seeks to answer three questions: What is a neighborhood?
How @n it be operationalized? What effects do neighborhoods have on residents?

A variety of definitions have been proposed in the scientific literature; however, a definitive concept
of neighborhood remains difficult to pin dowheoretically, and much more so operationally.

Hunter (1979) illuminates the difficulty in defining neighborhood by stating that "We can state that

uniformly it is considered a social/spatial unit of social organization, and that it is larger than a

househdd and smaller than a city" (p.270). He makes this rather facetious specification in light of the

fact that the inclusion of additional criteria easily moves into a normative definition, as opposed to

merely descriptive. The emergence of this problem 6a8 &SSy Ay { OKgANARI yQa
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650688y | ySAIK62NK22R FyR I WNBAARSYGAIE FNBIZQ
between residents to qualify as a neighborhaoget one can imagine many residents would in fact
feeltheir WNBAARSYGAIf FNBIQ Aa || ySAIKO2NK22ROD

Hunter (1979) notes that typologizing neighborhoods occurs in one of three ways. At one extreme,

the neighborhood is defined iih ease as the major criterion 82 TGSy fAGGE S Y2NB
statistical aggreg@on of A Y RA @A Rdzk £  OX1).NAt (hel dhiPar fielgkibarkoods defned

by resident perceptions, which can vary significafityn resident to residen{Coulton,Korbin, Chan,

& Su, 2001Coulton, Jennings, & Chan, 2012; Haney & Knowles, ITBA@}hird option lies somewhere

in the middle. This tension between easily defined, orgeéined, neighborhood units and difficult

to define, or perhaps realistically impossible, neighborhood units based on the perceptions of those

living there contimes to pose difficulties.

DI fadSNRa o6wnnamO LINBaSyida Iy SaLISOAlIftfe (K2NRdAAK

"Neighbourhood is the bundle of spatially based attributes associated with clusters of residences,
sometimes in conjunction witother landuses” (p2112).

He lists ten categories of spatial attributes that make up this bundle:

Structural characteristics of the residential and rresidential buildings
Infrastructural characteristics

Demographic characteristics of the resident population

Clas status characteristics of the resident population

Tax/public service package characteristics

Environmental characteristics

Proximity characteristics

Political characteristics

Socialinteractive characteristics

Sentimental characteristics (p.2112).

=A =4 =4 =4 =4 4 4 -4 -4 -

Key tothis definition is that all of the attributes argatially basedthough each attribute may have a

different spatial extent. Thus, he suggests that each researcher define neighborhoods based on the
attribute of interest(Galster, 2001p ¢ K dza hbdrifoBdxa deffh8diby local social network will

likely differ from that defined by the school distrietowever, his proposed solution does not apply to

all research questions; for example if one were to investigate employment rates by neighborhood it

would be difficult to come up with neighborhood boundaries based on employment locatidmalso

notes that certain aspects may be absent, such as smt&hctive characteristics (thereby including

those areas Schwirian would exclude), though noting thdt SNBE OF'y 0SS RAFFSNBy O0Sa
LINSASYyOS 2F ySAIKO2NK22RE O6LIPHMMOUO @

DFf &GSNRa RSTAYAGAZ2Y | A3y devlleralchy bf@&ghbbrhopad f 6 A (i K
YSIENYya 39t NJ A yleve yi@archyoderived Mirom Sutkesds SO | OK £ S@S Kl &
02dzyRIF NASa |yR FTdzyOlAz2zyao ¢ KS ayiRi08 i 2IN$ K2 Y85
which varies by individual and has fuzzy boundaries (approximately a five to ten minute walk from

2y SQa K2 YS0 o®of the ioRe afedzyedivel fRinfagily around local social networks and

feelings of belongingAs introduced in Sectioh 3.1, in this work the terrmeighborhood:orresponds
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NRdzZKE & ¢AGK K SFhefedeleveliSts Q WRS ¥Sy RNP BBawhighiisTtieo 2 NK 2 2
smallest concept of neighborhood generally identifiable to both residents andresidents; it

contains small businesses and institutions, such as markets and chutasemnalogous to the term
communityin thiswork. ¢ KS WO2YYdzyAdeé 2F tAYAUGSR tAFLOoAfAGRQ
more by governmental and commercial interests than residents, is the level at which concerns of
planning, service provision, and the housing market functéod are aproximately equivalent to the
statistical planning areas (SPAs) in the City of Clevéta@cdh y' I £t t 85 G KS WSELI yRSR
fAFOAEAGERQ 2N WdzNBlFyYy RAAGNAOGKkNBIAZ2YIQ gKAOK
relatedto employment networks, leisure activities, and broader social netw(ifkarns & Parkinson,

2001; Suttles, 1972)

O
Sy

Of particular conceptual importance, as noted by Hunter (1979), is neighborhood as the spatial and
social unit that forms a link between tleeryday lives of individuals and the broader institutions and
mechanisms of society. He argues (following Burgess, 1973) that excluding the context in which a
neighborhood is embedded limits neighborhood research to description and precludes explanation.
Hunter (1979) provides four neighborhood functions that play a role in linking individuals to larger
urban society:

(1) The economic functiorlinks the neighborhood to the larger economy yieoduction and
consumptionactivities;primarily oriented aroundthough not limited to, housing

(2) Theadministrative functiorrealizesthe provision andlistribution of public services; i.e. the
link between individuals and stafgrovided services.

(3) The political functiondefines, aggregates, and organizbe efforts and concerns of local
neighborhood grops; often instigated by economic and housing concerns.

(4) Thesocialization and socialability functitmildssocial networks and peeived commonality,
facilitated by local neighborhood interactions, shared identffarawith and commitment to
the neighborhood. Hunter notes that this function tends to be stronger in weaker
communities, suggesting that this function is the result of constraint, not choice.

These conceptualizations of neighborhood are advanced andngp&ssing; however, none provide
information as to how to actually delineate neighborhoods. Looking at the research question, itis clear
the choice of neighborhood boundaries is critical to the research. The objectives are to identify
community and neighborhoodlevel impacts of foreclosure prevention and mitigation programs, and

to see if these impacts are related to neighborhood change and/or stabilization. To do so it is necessary
to look for these impacts at the appropriate neighborhood stdleit wha is this and how does one
determine it? The literature provides little directianrather, most neighborhood change research
(see Sectio.3) simply uses an dtand level of aggregation, such as the Census block, block gmoup,
tract. It appears that researchers generally use a trial and error approach to determine the appropriate
neighborhood scale. Despite this, the implications of various instantiations have important impacts on

35 Kearns & Parkinson exclude this levettieir typology.
36 Qutside of Cleveland, SPAs match-tm@®ne with municipal boundaries.
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the research and must be considerefihus,the next section discusses possibilities to operationalize
the concept of neighborhood for research applications.

Although neighborhood boundaries are variable and substantially resiefited, most
neighborhood research es convenienta prioridefined boundaries, such &&S.Census boundaries
(blocks, block groups, tracts), zip codes, or TAZs (Traffic Analysis(@ieizs002; Guo & Bhat, 2007;
Reibel, 2011; Sampson, Morenoff, & GamRowley, 2002}’ This approachds been criticized for its
lack of theoretical and empirical foundation; that is, spatidised research is undertaken using more
or less arbitrary spatial entitig€oulton et al., 2001; Coulton, 201Q¢ulton et al., 2012; Guo & Bhat,
2007) This mawlso invite biasing in the form of the modifiable areal unit problem (MAUB)io &
Bhat, 2004; Guo & Bhat, 2007; Openshaw, 198@at is, the use of incorrectly scaled geographical
aggregations may have caused inconsistent findings and/or titatig insignificant results fofactors
related to neighborhoods. This amounts to looking for the phenomena of interest in the wrong places.
For example, Hipp (2010) found increased significance of -secimgraphic characteristics,
residential stability, andoerceptions of crime and disorder on the miameighborhood scale as
opposed to the broader neighborhood scale, as delineated by Census tract.

There are two main ways in which researchers have attempted to address these problems. The firstis
to use resignt-defined neighborhoods. Haney & Knowles (1978) found that inner city, outer city, and
suburban residents were all equally capable of perceiving their neighborhoods, and do it in similar
wayg the same level of richness and detail was provided by adletlgroups. They also found that
suburban residents generally defined their neighborhoods as larger and with more aletngated
boundaries than city residents. Coulton et al. (2001) explored the issue of resiefimed
neighborhoods by asking twantesidents in each of seven Census block groups in Cleveland to draw
the boundaries of their neighborhoods on maps. However, in addition to being empirically impractical
for studies of moderate or large scale, the resulting neighborhoods defined vagieificantly even
amongst spatially proximate, demographically homogeneous individuals. Coulton et al. (2001) did find
that the size of residendefined neighborhoods and the size of Census tracts closely matched,;
K2gS@SNE NBa&aARSY ( aportiohsiodanuliple Census tiadtse A latgf Sidylafone by
Coulton et al. (2012), used GIS mapping results from 6,224 respondentsiitclmwe neighborhoods

of ten cities to examine perceptions of neighborhood size. They found that, on averagentssid
defined their neighborhoods approximately 30% smaller than the average Census tract, and
approximately a quarter of respondents as much smaller, approximately 20% of a typical Census tract.
Approximately 25% of the variance in scale was due to théego (i.e. the neighborhood), leaving the
remainder possibly due to individual perception. Finally, they found that those with higher education
and income, those who are younger, those who have lived in their community longer, and those who
have been mae active in the community all tend to define their neighborho@ddarger than the
average responderdoes(Coulton et al., 2012)

A second effort to overcome the limitations of pdefined neighborhood boundaries is the use of
Yaf ARAY 3 vy S hifbRso Phbksk dfimtions &€& designed to account for neighborhood

371t should be noted that L& Census unit boundaries d@ve some history of resident influence, via local census
tract committeeg(Krieger, 2006)
38The MAUP and its implications will be further discussed in the next section.
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boundary variations, which have been seen to vary empirically according to the attribute of interest

and characteristics of the respondent. Guo & Bhat (2007) examined three neighborhooddry

2LISNF GA2yFEATEFGAZ2YAaY om0 F WFAESR ySAIKO2NK22RQ
YSAIKO2NK22R NBLINBaSylUuldA2ysQ gKAOK dzaSR | NI RAL
Yy Si-oPWR NBLINBaSy (!l letinetwofk naslés Withik a sizéciiddl radial disBance to

bound the neighborhood. The latter two are examples of sliding neighborhood definitiogisheN

sliding neighborhood definition resulted in a statistically significant change in model fit ovarélde f
neighborhood specification.

DNl yyAa O6mMdppy0d F2dzyR GKI G NBAARSYyGa AYyadiSNI OG Y2N
is, smaller streets of residential character easily reachable by foot from their residences, with major
thoroughfares adhg as boundaries. In this regard, gitefined boundaries are somewhat more
acceptable; major streets and other geographic boundaries are often used to set these boundaries.
Gauvin et al. (2007) found that existing boundaries were often created usirgrkgsary factors, such

as neighborhood homogeneity, historically defined neighborhoods, geographic or natural boundaries,

the presence of a sense of place, and the presence of social networks.

While predefined neighborhood boundaries have their limitats, several factors result in their
continued use. These include the inconsistency of, and therefore difficulty in operationalizing,
residentdefined boundaries; the lack of statistical improvement seen in more theoretically motivated
neighborhood defirions; and on a more practical level, the unavailability of data beyond that
bounded by Census or other administratively defined areas. The possible implications of this will be
discussed irbection3.4.2later in this work.

Conceptualizing and operationalizing the term neighborhood is necessary in order to investigate
whether neighborhoods have effects on or influence the behavior of their residents, and through what
mechansms these effects may occur. Here the evidence for neighborhood effects is examined,
followed by a discussion of the many difficulties in modeling neighborhood effects.

Much empirical research has shown that the outcomes and behaviors of individualsigh&orhood
tend to cluster togethe(BrooksGunn, DuncarKlebaniv, & Sealand, 1993alster & Mikelsons, 1995;
Goux & Maurin, 2007; powell, 2003; Sampson et al., 28008% mentioned previously, neighborhoods
are also inherently spatial. This alsoeats outcomegqGalster & Killen, 199%5alster & Mikelsons,
1995; powell, 2003)or example proximity to public transportation or employment opportunities will
likely affect the employment rate in a neighborhood. These outcome clusterings are referasd to
neighborhood effectgDietz, 2002) Though there is a large body of neighborhood effects research,
the precise causality remains generally uncl@arez Roux & Mair, 2010). More recent research
investigates the stress as the causal pathway, wherghtgirhood disadvantage results in increased
acute and chronic stress for residents, which then translates to poorer health outc{hoéer &
Stewart, 2010).

¥ These outcomes and behaviors include: infant mortality, low birthweight, chitleéstual development, child
maltreatment, educational outcomes, high school dropouts, teen childbearing, adolescent delinquency, crime,
substance abuse, homicide, accidental injury, marriage, fertility, suicide, health outcomes, labor force
participation employment, earnings, wealth accumulati@iysical and mental health outcomesd the ability
to engage in political and civic processes.
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Neighborhood effects are a primary reason to undertake this reseaifcthe negative impacts of
foreclosures affected only individuals it would be unnecessary to examine the effect of foreclosure
prevention and mitigation efforts on the neighborhood level. Thus this section will introduce
neighborhood effects as a concept, discuss neighborhood effesesarch and its shortcomings, and
consider strategies to avoid these pitfalls should be noted that the neighborhood effects literature

is dominated by quantitative work, and the literature discussed below reflects this.

According to Dietz (2002), the are three possible types of neighborhood effects. The first is a pure
SYyR23ISy2dza STFTSOG:X 6KAOK AYRAOIGSa GKIG AYRAGARC:
is, each individual is influenced by the aggregate behaviors of the neightmbnesidents. This
AYRAOIFGSa GKFd AyTtdzSyOAy3a 2yS AYRADGARIZ £t Qa o0SKI
behaviors of the rest of the neighborhood. The second type is a correlated effect, where residents in

a neighborhood simply havéngilar characteristics and behaviors; that is, individuals havessetiéd

themselves into homogeneous neighborhoods, resulting in outcome clustering. In this case,
AYyTFEdzZSyOAy3a 2yS AYRAGARdzZ f Q4 0 SKI @A 2dighbdraoded. Ry 2
The third type is referred to as contextual, exogenous, or place effects, where neighborhood clustering
occurs due to influences outside of the neighborhood, such as racial sorting due to systemic
discrimination in the housing markéDietz,2002)

However, with respect to the influence of neighborhoods on outcomes, both what is occurring and
how it is occurring remains uncledDietz, 2002; Goering & Feins, 2003; Goux & Maurin, 2007;
Oreopoulos, 2003; Sampson et al., 2002; Weinberg, Reagémkow, 2002) Discriminating between
GKS GKNBS (elLlSa 2F ySAIKOo2NK22R STFFSOla RSaONRo6S
0KS WK24Q | d8siisiih payt dug ltdStlyedfact that neighborhood effects research is
predominantly quantative and thus more suited to determinirghat occurs but less likely to uncover

how or why it occurs(van Ham, Manley, Bailey, Simpson & Maclenr2i,2). Dietz(2002) reviews

the major theories underlying neighborhood effects, which stem primarilynfreociology and
economics. In the sociological realm, one group of theories posits that individual interactions spread
positive or negative behaviors (contagion, epidemic, and collective socialization theories), while others
are based on a zersum game \were the benefit of one is necessarily detrimental to others
(competition theory and relative deprivation theory). Though not as closely tied to neighborhoods as
the sociological theories, economic theories that relate to neighborhood effects includeeffeets
models and local interactions, a branch of game thebigtz, 2002)

Several authors point out the significant gap in the literature between theory and empirical work
(Dietz, 2002; Klind,iebman,& Katz, 2007 Sampson et al., 2002)While the righborhood effects
theoretical literature presents a variety of possible mechanisms, the empirical literature remains
concerned with establishing the existence of neighborhood effects and of which type they are,
particularly whether endogenous neighbort@ffects exist or no{Dietz, 2002; Goering & Feins,
2003;Kling, Liebman, & Katz, 200@reopoulos, 2003; Weinberg et al., 2002)he continued efforts

to address this question preclude the investigation of which theoretical mechanisms fit the observed
phenomena most appropriately.

The difficulty in establishing the existence of neighborhood effeatsesto several difficult to resolve
data and model specification problems. They include spatial and temporal issues, the neglect of
neighborhood sortingpmitted variables, and the reflection proble(@ietz, 2002 Galster & Killen,
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1995; Goering & Feins, 2008ling, Liebman, & Katz, 200@reopoulos, 2003; Sampson et al., 2002;
Weinberg et al., 2002)

Spatial misspecification, that is, tmeodifiable areaunit problem MAUB, can negatively affect the
validity of neighborhood effects researfietz, 2002Galster & Killen, 1995; Goering & Feins, 2003;
Sampson et al., 2002)The core of the MAUP is that the spatial boundaries selected affect the results,
which implies that it is essential to correctly bound the geographical entity atthamthis case the
neighborhood in order to produce reliable resul{§otheringham & Wong, 1991; Guo & Bhat, 2004;
Openshaw, 1984) Given that the proper definition of ighborhood depends on the phenomenon
under investigatiom one that may only be hypothesizedhis problem can often be intractable. Even

in instances when it is hypothetically resolvable, data limitations may prevent this. Dietz (2002) notes
the additionalspatial problem of raltiple neighborhood membershigor example when individuals
attend a church outside of their neighborhood of residence, they may be strongly affected by the
individuals in the neighborhood of their church. This would not be cagthyea neighborhood effects
study that uses only the neighborhood of residence.

Temporal issues in neighborhood effects research include the use ofipdine, or snapshot, data,
when many neighborhood effects are likely lagged effects, rather thaartemeous effect§Goering
& Feins, 2003) While many studies account for this, selecting the correct time lag remains difficult.

Many econometric models of neighborhood effects ignore the sorting of individuals into
neighborhoods, and rather treat it a& random, predetermined assignment. This treatment of
neighborhood assignment as exogenous, when it is in fact endogenous (correlated with neighborhood
guality), results in biased estimators, and moreover the direction of the bias is unkiiiemz, 2002
Goering & Feins, 2003; Sampson et al., 200¥inberg et al. (2002) found that studies which do not
account for neighborhood sorting overstate neighborhood social effects and understate job access
effects.

Omitted variables cause the conflation of patal effects and neighborhood effects. Since family
influences have been found to generally dominate neighborhood influences, omitting important family
characteristics from the model can bias the neighborhood effects estiméiesz, 2002) Weinberg

et al. (2004) found that this omission leads to the overstatement of neighborhood effects by an order
of magnitude. Goering and Feins (2003) gave examples of how the omission of parental variables could
potentially bias neighborhood effect estimators eithgp or down, but noted that the addition of
parental variables generally weakens the neighborhood effects estimates.

A final problem with neighborhood effects modeling is the reflection prob{tanski, 1993) This

occurs when the individuals whose outcesnare of interest are the same individuals whose qualities

are used to characterize the neighborho@@reopoulos, 2003p.1539. In this case it may be
AYLRAaaA0ES (2 RAFFSNBYUGAFGS 0SGeSSy GKS RSUOSNNA)
individual and those that belong to his neighb¢@setz, 2002 p.552.

Dietz (2002) discusses remedies for these problems and examines studiesehiem He notes
that overall, studies which account for parental behaviors find lower levels of neigbbdreffects,
and those that account for neighborhood sorting see even lower levels. Few studies, perhaps due to
data limitations, resolve both the neighborhood sorting and omitted variables problems
simultaneously. For example, Weinberg et al. (2002yesk omitted variable bias by controlling for
many individual characteristics, and find that an increase of one standard deviatifpositive)
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neighborhood social characteristics or job proximity increases annual hours worked by 6.1% and 4.7%,
respectiely. They also find that these effects are strongest in the worst neighborhoods. Aaronson
(1998) controlled for family characteristics by creating a fixed effects model of sibling outcomes. He
found that neighborhood effects, specifically on schoolieg and poverty rates, persisted after
controlling for parental unobservables. However, neither of these studies accounted for neighborhood
sorting, which likely introduced bias.

Several studies examine social housing programs with randomized neighboioooproject)
assignment to address neighborhood sorting. In this case, residents are not selecting their
neighborhood of residence, so neighborhood choice can be properly treated as an exogenous variable;
that is, neighborhood assignment is unrelatechieighborhood quality Kling, Liebman, & Katz (2007)
found that in theU.S:American Moving to Opportunity program, better neighborhoods had a positive
effect on mental health, risky behavior, and educational outcomes for females, though males were
insignficantly affected by neighborhoods with respect to educational outcomes and mental health,
and negatively affected with respect to physical health problems. In contrast, Oreopoulos (2003)
found that in Toronto, the housing project (and therefore neightwartt) had no significareffect on
employment outcomesbut that sibling correlations accounted for approximately 30 percent of the
observed outcome variation. Goux & Maurin (2003) examined the influence of the educational
performance of adolescents in éhnear neighborhood on adolescent academic performance, and
found a strong influence on adolescents at the end of junior high school. This study also correctly
treats neighborhood assignment as exogenous, by examining the outcomes of those livingdn publi
housing, which is functionally randomly assigned. Goux & Maurin (2003) point to an advantage of their
study, that it examines the effect of twenty to thirty adjacent households on outcomes, while
Oreopoulos uses neighborhoods of one to three thousanaskbolds. They posit that this difference

Ay &aoltsS Frftft2ga FT2N GKS RSGSOGA2Y 2F GKS Ay Tt dzsSy
citing a survey of the French Statistical Office which found that French households generally interact
with only one to three close neighbors.

Dietz (2002) notes that although the existence of neighborhood clustering is not disputed, the reasons

and mechanisms for this continue to be unclear. In particular, he points to the gap between theory

and empirical work ashe reason for this. Neighborhood effects encompass a large variety of
phenomena, which may operate in different manners, through different mechanisms, on different
scales, and be visible in different specific populations. Thus he calls for the deeatopimn
phenomenaspecific theories from which testable hypotheses can be developed and tested. For
example, Galste& Killen (1995) and Galster & Mikelsofi®95 hypothesizes that neighborhood
conditions, filtered through their neighborhood social netWoE | LILINP EA Y 1S &2 dzi KQa
the opportunities available to them. Secondly, he hypothesizes that depending on the range of

2 LILI2 NI dzy A G A S& | Gndkihd caldul8sswill 2har&) with BRi&Owha foresge reduced
opportunity making lessonsidered decisions, and thus ateasing the likelihood of achieving the
F2NBaSSy 2LIRNIdzyAGASad DFfadSNRa Y2RSt Aa |[jdz
neighborhood conditions to outcomes, and allows for the construction of testajpetheses’®

40 Some aspects of this theory present more difficulty than others when it comes to empirical testing. For
exampl€& DIFfadSNRa ARSI 2F aOdzydzZ  GAGS Ol dzal GA2yé Ll2aa
simultaneously present, reinforce one another and have greater cumulative effects than any of these aspects in
isolation. Since the presence of these aspectggisiyr correlated, examining this hypothesis empirically presents
significant difficulty due to variable simultaneity.
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This researcimplicitly assumeseighborhood effectsrising from the foreclosure crisis. The type of
neighborhood effects is not explicitly investigated, though clear arguments can be made for both
endogeneous for example contagious defamltand exogeneous such as discriminatory lending
patternst neighborhood effects The methods especially the quantitative method, quantile
regressiom imply the existence of neighborhood effects resulting from both foreclosures and
foreclosure interventions asall. Thus, the issues that plague neighborhood effects research should
be considered in this research as well.

This section first introduces the process of residential mortgage forecloboté, generally and
specific toOhio. Some additional specifics concerning the foreclosure process in Cuyahoga County are
given as well. Next, research concerning the distributions and patterns of reisidfreclosure is
discussed. This is followed bydescussion of the impacts @ésidential mortgage forglosure on
neighborhoodsalong with a limited discussion of the impacts on municipalities

Many specialized terms are used in this section, please consult the Glossary for clarification as needed.

As introduced in0, foreclosure is the legal process used by lenders to recover the balance of a
mortgageloan, after the borrower has stopped making payments, by forcing the sale of the asset which
backs the loan.This is based on theoncept of collateral, whereby the borrower pledges a specific
propertyt in this case, the property that was purchased with the loan in quest@as security to
ensure loan repayment. The idea is that were a borrower to fail to pay the principal andsintere

the loan, the bank or financial institution can recoup its losses by taking possession of the property
and reselling it. As a reminder, within this work the term foreclosure refers specificattgittential
mortgage foreclosure.

This section givesn overview of the foreclosure process in Ohio. It covers when and how a foreclosure
action can be brought, ways to halt the process, what occurs at and after completion of the process,
and lender alternatives to foreclosure.

Three ypes of foreclosure exist in the U.S.: strict foreclosure, judicial foreclosure by sale, and power
of sale, or norudicial, foreclosure. In strict foreclosure, the least common form, the lender acquires
title to the property when a foreclosure judgmeotcurs, without any sale of the property. In a judicial
foreclosure, the foreclosure goes through a judicial process and, when a foreclosure judgment occurs,
the property is sold at a public auction where the lender receives the proceeds. Finally,fsatsr

or nortjudicial foreclosure allows the lender to force a sale without a judicial process. Generally, this
means publishing notice of the impending sale and, after a waiting period, holding a public auction,
again with the proceeds going to the tar (Durham, 1985; Madway, 1974; Pence, 2003)

Ohio is a judicial foreclosure state. A major feature of judicial foreclosures is that the process is much
longer than for other types of foreclosures. This can be bendfittalexample, a title search i®de

as a precursor to a judicial foreclosure so that any other parties with interest are made aware of the
suit (Durham, 1985) as well as disadvantageausn Ohio, the average length of the foreclosure
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process in the second quarter of 2012 was about eight@enths(Levingston, 2012)The deleterious
effects of such a long foreclosure process will be discussed in detail in S22ti®n

Once a mortgagor (the borrower) has missed a mortgage paymenmtregage is then delinquent

and the mortgagee (the lender or servicer of the loan) has the right to file a foreclosu(®adivay,

1974) Because courts require evidence that a borrower does not intend to repay the loan, banks and
servicers (the mortgaaes) do not file foreclosure proceedings until after a borrower has missed three
consecutive paymentgAmbrose & Capone, 1996) Prior to 90 days of nepayment a loan is
delinquent; after 90 days the loan is in default.

After three monthly payments haveebn missed, a lender or servicer can file a foreclosure complaint
at the County Court of Common Pleas. The borrower in default will receive a copy of the suit. The
borrower then has 28 days to answer the court summons, and can request mediation apithti$ p
(Save the Dream Ohi@013) If the borrower does not respond, and thus does not contest the
foreclosure suit, the mortgagee can request a summary judgment (a ruling without trial), which in this
case would rule in favor of the mortgagégave the Beam Ohio2013;ESOP Cleveland, n.d.

If the borrower does respond, he or she may attempt to work out an agreement with the lender or
servicer, in which case the judge will grant additional time to find a resolution. After this, the court
holds a serie®f hearings and will move to judgme(ave the Dream Ohi@013; ESOP Cleveland,
n.d.).

There are essentially two ways in which the foreclosure process can be halted by a borrower, with
cooperation from the lender or servicer. A thpdssibilityto halt the foreclosurevould be dismissal

of the caseby a judge on the grounds th#te litigant(i.e. the lenderjacks standing (cannot produce
evidence of owning the mortgage) or has not properly followed the applicable foreclosure laws.

Many states give borrowers a legal right to cure the mortgage before the foreclosure sale occurs.
Curing a mortgage means that the mortgage will be brought up to date, with all missed payments,
penalties, and legal costs accrued by the mortgagee to daie by the mortgago(Durham, 1985;
Madway, 1974) However, Ohio law does not provide borrowers a right to cure, though it is possible
for a mortgagee to voluntarily accept the mortgage curfN@tional Consumer Law Center, ).

Curing is often nba viable option for borrowers; in most cases borrowers stop paying their mortgage
LI 8YSyida 0SOlIdzasS GKS& R2y Qi KIFI @S GKS FTAYLFYOAL f
is unlikely to be possible to pay several months at once, as welldisone! fees and costs.

.2NNRPGSNBR AY RSTFlLdzZ G 62NJ LINA2NJ 2 RSTFlLdz G0 OF Yy

attempt by both parties to come to a mutually agreeable solution with the objective of avoiding
foreclosure. Borrowers can athpt workouts on their own, but oftemeed the assistance of a
foreclosure mediator or foreclosure counselor to be successil. their own, borrowers are often

41 Ohio House Bill 138 went intdfect September 11, 2008 and allows the court to order mediation in any
foreclosure caséOhio State Leglature, 2008). Parties can also voluntarily engage in mediation. Mediation will
be discussed in more detail in Sectd4.3
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overwhelmed by the complexity of the process, specialized terminology, and variety of parties
involved. Mediation and counseling will be discussed in more detéfdation2.4.3

When no curing, workout, or dismissal occurs, the judge will award judgment to the lender and a

{ K S dJFal€ a Me mperty will be scheduled. Tha&iffQsale is a public auction where the property

is sold to the highest bidder. However, in Ohio, and many other states, the sale value must be at least
two-i KANRA 2F (KS LINE LIS ME prapérty is dotisbld and Rseddhdfadzdiis A F Y
scheduled(Durham, 1985National Consumer Law Center, fbj). This requirement has become

onerous during the foreclosure crisis, due the general housing market crash as well as the reduction in
valueof individual properties due to vacancy and abandonment (see Sezih§.

{2YS aidlGdSa 2FFSNI GKS O02NNR6SNI adl Gdzi2NB NRIKG 2
Ohio, the borrower can redeem the property fitre price of the foreclosure sale plus the foreclosure

expenses up until when the foreclosure sale is confirniedrham, 1985; Pence, 200Blational

Consumer Law Center, nlol). This can range from a couple of days up to ninety days in Ohio, because

the Sheriff has 60 days to inform the court of the sale and the court has 30 days to confirm the sale

(Save the Dream Ohigp13)

In most states, in cases when the foreclosure sale results in an amount less than the debt owed on the
mortgage, a bank or seicer can pursue a deficiency judgment; that is, a ruling that the borrower must
pay the remaining debDurham, 1985; Pence, 2003 owever, deficiency judgments are not pursued
often because in most cases borrowers have minimal remaining assets teepurs

After the foreclosure sale is confirmed, the new owner may evict the current occuparits may be

the holders of the delinquent loan or renters who are not involved with the loan in any Wéyen

this occurs the Sheriff will serve an eviction notioghe residents; the time allowed to vacate varies

by county(Save the Dream Ohio, 2013; ESOP Cleveland, Halever, many residents are unaware

of their rights and move out upon receiving notice of a foreclosure suit. Thus has negative impacts on
the household leval disruption, additional housing costs, stresas well as increasing vacancy in the
neighborhood and increasing the likelihood of vandalism and stripping for the property. This is
particularly true when the foreclosure process is drawn attich it often was during the foreclosure
crisis, as both financial institutions and court systems were not equipped to deal with the volume of
cases. For example, in March 2006 in Cuyahoga County, Ohio the average length of a foreclosure suit
was over 8 months(Weinstein, Hexter, & Schnoke, 2006).

Postforeclosure, many propertieare categorized as REO, or real estaned, properties. While

REO technically refers simply to a property owned by a bank or other financial institatjoractice

REO rters to vacant andrequently blighted, foreclosed propertie@mmergluck, 2012 These

properties are possessed by banks as the resylt §fS NsRl&s Witkee the bank owning the mortgage

won the auction, which tends to occur when there were no otheliger bids placed. Prior to the
foreclosure crisis, REO properties were a relatively rare occurrence, because bidders would usually win
GKS LINRPLISNIASaE G FdzOGA2Yy 110620S GKS o0Fyl1Qa YAYA
managers or real estatergfessionals, preferred not to take possession of foreclosed properlibs

has changed with the foreclosure crisis and resulting flood of foreclosed properties on the market.
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REOs are problematic for neighborhoods because a lack of accountabibtyusritly associated with

them. They tend to be in poor condition, under nornrmaintained, and are often tax delinquent.
Many properties that transfer out of REO are purchased cheaply by absentee investors or landlords,
who are also often unaware or urierested in the effect of these properties on neighborhood stability
(Coulton, Schramm, & Hirsch, 2@)&Illen,Madar, & Weselcouch, 2012anmergluck, 2012 These
impacts will be discussed in more detail in Secdh3

Lenders and servicers have additional options beyond foreclosures when loans default. These include
a deedin-lieu (DIL) a preforeclosure sale, and loan modification ammdorbearance. Deedh-lieu (of
foreclosure) occurs whermé mortgagee discharges the remaining mortgage debt in return for title to

the property. Then the bank owns the property and the borroigaro longeindebted. This process

is less costly for the mortgagee because there are minimal legal costs inyaivdmiose & Capone,

1996) Ghent & Kudlyak (2010) found thatLgand short sales) are more likely to occur in states that
allow deficiency judgments.

A second alternative is the preforeclosure sale, or short sale. In this case, rather than beginning a
foreclosure suit, the lender or servicer allows the borrower time to sell the home in order to pay off

the mortgage debt. Thus, the bank and borrower avoid the foreclosure process and associated costs,

and the property is less likety sell at a discountdzS (12 G KS WT ZANB&GE @CGagaNdS & G A 3
1996)

Third, the mortgagee can modify the loan. Options to modify the loan include modifying the term,
modifying the interest rate, putting missed payments and fees into arrearage, or, in some cases,
reducing the principal of the loan. A mortgagee may also offer forbearance, allowing the mortgagor

G2 aiAL)l a2YS LI eySyida Rdz2NAy3I | WINIOS LISNA2RQ |y
put in arrears or become a second lien on the propéfsnbrose& Capone, 1996) This option may

be preferable when the mortgagor has a temporary income shortage, such as the result of job loss,

and is likely to restart payments after a short period.

These options ought to have been financially appealing to allgsaditiring the foreclosure crisis. They

all keep homeowners in the property longer, which greatly reduces the likelihood of property damage
that devalues the house; all reduce legal costs; and in the case of loan modification, lenders could stop
acquiringforeclosed propertieghat they are not equipped to manageln a normally functioning
housing market, foreclosed properties are usually discounted at sale but easily sold; during the
foreclosure crisis many foreclosed properties became essentially vatuated unsellable, due to the

glut in the housing market, the bursting of the housing bubble, and the deteriorated condition of many
foreclosed properties. However these foreclosure alternatives were relatively scarcely utilized during
the housing crisis.

Foreclosures are not evenly distributed across all loans, all borrowers, or all geographies. A variety of
factors are associated with increased foreclosures, as well as delinquencies and defaults, the
precursors to (possib) foredosure, and real estatewned (REO) properties, a frequent consequence
of foreclosure Ly ISy SNI X (K2aS F2NBOf 2aSR dzLl2y | NB &A Y]/
though somewhat younger, more likely to be Latino, and more likely to be a pafewell, those
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foreclosed upon are more likely to have recently experienced financial distress and are more likely to
live in more disadvantage neighborhoo@edt & Martin, 2013).

This section will introduce and discuss many of the factorquentlyassociated withhigher ratesof
foreclosurep CANRG GKS atithhbdeRdlated t8 kdn farid botrgWerickaracte?idids
are discussed. Thisfalowed by a discussion ehvironmental or spatial indicators, which are factors
related to the bcation of the property for which the mortgage is taken out.

The study of factors associated with foreclosures, as welelisquencies and defaults, wgsnerally
limited to loan and borrower fiancial characteristics until the advent of the foreclosure crisis. More
recent research has continued to investigate these aspects, and also expanded to look at
socioeconomic characteristics of borrowers. Though all of these indicators describe indiddda

the focus of this research is the neighborhood, these studies of individual characteristics often lay the
groundwork for neighborhoodevel research due tthe fact that these characteristicre unevenly
spatially distributed

In their literaturereview of residential mortgage default, Quercia & Stegman (1992) identify the lender
perspective as the point of view of the first generation of default studies, which began in the 1960s.
These studies looked at the associations between loan and borrohaacteristics and mortgage
non-payment. The second generation of studies, beginning in the late 1970s, focused on the
02NNRGSNBQ LRAYUG 2F GAS6T (GKFG Aax GKS FAYlFIYyOAL
mortgage payments. A third geration, looking from the institutional point of view, began in the mid
1980s. More recently, in the wake of the foreclosure crisis, researchers began looking at the
relationships between various socioeconomic characteristics of borrowers and loan owcome
Quercia & Stegman (1992) provide a detailed literature review of these studies up to the third
generation, and Section 2.1 of tliReport to Congress on the Root Causes of the Foreclosure Crisis
provides an overview of more recent literature on resédarinvestigating individudkevel
characteristics associated with loan outcomes (2010).

In the first generation of mortgage default studies, researchers examined the impacts of loan
characteristics on mortgage negpayment, indicated by delinquency, default; foreclosure rates
associated with these characteristicQuercia & Stegmafound that loanto-value ratio, piggyback
mortgages (an additional mortgage subordinate to the first mortgage), and mortgage age were
consistently associated with higher rates default in the literature (1992). Several authors found
increased default probabilities associated with high lbasvalue ratios, prepayment penalties, low
and no documentation loans, increased interest rates, and balloon payment requirertizantss &
PenningtonCross, 2008Demyanyk & Van Hemert, 2011; Penningfoross, 2003PenningtorCross

& Ho, 2010; Reid & Laderman, 2009)

Loan type also has impacts on the likelihood of default and foreclosure. Several studies found evidence
that subprime loar®§ have a higher risk of default or foreclosure than prime loans or CRA (lDaits
Quercia, & Ratcliffe, 201Gerardi, Shapiro, & Willen, 2007; Laderman & Reid, 2008; Lee, Rosentraub,

42 The definition of a subprimeo&n (as referred to as higtost loans) is not universally agreed, the Home
Mortgage Disclosure Act (HMDA) definition is often used: loans with an annual percentage rate (APR) more than
three percent over comparable Treasury notes.
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& Kobie, 201Q) Gerardi et al. (2007) found that subprime loans wenfiareclosure six times as often

as prime mortgages; Coulton et al. (26D&und subprime loans went to foreclosure over eight times

as often. Reid & Laderman (2009) found that adjustable rate mori@gesishad a higher likelihood

of default than fixedrate mortgages. Agarwal et al. (2010) found that higher zip tedd
concentrations of aggressive loan productsuch as hybrid ARMs and loans requiring low or no
documentatiort had negative spillover effects on how likely nearby borrowers were to defowd

that higher concentrations of subprime loans in generaldidto2 42 YS SEGSy Gz (KSas$s
surprising. Afterall, higher interest rates are charged (at least in theory) with the intention of charging

more for mortgages deemed riskietOthers view this line of argumentation as a cover for price

gouging less experienced borrowers and making loans designed to fail.

Several studies investigated the role of lender localmeigat is, whether the mortgage lender has a
physical presence in thecal market. Investigating this relationship at a variety of lavélsrrower,

Zip code, and countyand over time periods ranging from 1998 to 2009, researchers consistently
found that mortgage delinquency, default, and foreclosure rates were lower faeruozal lenders,
especially with riskier and lowéncome borrowergCortés, 2012; Ergungor, 2006; Ergungor, 2007;
Ergungor & Moulton, 2011; Moulton, 2010Foulton et al. (2008 found that nonlocal lenders
foreclosed earlier on delinquent mortgages théocal lenders, and Xu (2012) found that more non

local lending occurred where local banks have higher lending standards, as proxied by mortgage denial
rate.

¢tKS aSO2yR 3ASYSNI A2y 2F Y2NI3IF3AS 2dzi02YS NBaSIH N
High loanrto-value ratios, referred tasy S 3| G A @S Sljdzh & 2 NIwikedzafieRr&idll | (G S NE
exceeds one, havieeen hypothesized to result in more negative loan outcomes. This is because the
logical financial decision would be to default when omeee more on a property than it is worth. This
OSKI@GA2NI Aad NBFSNNBR (2 |a aNMHziKE S&aa RSTFI dzZ ¢ |
did consistently support this, the magnitude of the effect is much lower than would be expected. For
exanple, Ambrose & Capone (1998) observed that only 7.3% of defaulted loans in their sample were
underwater, and Foote et al. (2008) found that during the early 1990s only 6.4% of underwater
homeowners experienced foreclosure, the result of delinquency arfdulte This may be due to a

sense of duty and obligation to fulfill the mortgage contract, as well as an effort to avoid the stigma of
foreclosure, even when it is not financially pruddraister & Willen (2012) found that the critical lean

to-value ratiothat spurs default depends on the interest rate of the loan.

Other researchers have hypothesized that triggering events, such as job loss, major illness, or divorce,
are the deciding factor in the delinquency decision, given that other options, such liag bk
property or using savings, are not available at that time to the borrawsercircumstance which
frequently occurs when a loan is underwater. Ambrose & Capone (1998) found that borrowers they
classified as trigger event defaulters were more liK@ly6 times as likely) to cure their mortgages
than those classified as ruthless defauteOne study found that medical crises contributed to half of

all foreclosure experiences, and though the sample size was only 128, respondents and non
respondents ® the survey had similar financial, housing, and locational distribut{&ubertson,
Egelhof, & Hoke, 2008Herkenhoff (2012) found that moderately underwater borrowers (less than
20% negative equity) who experienced job loss were 37% more likely tolgef@ach more than those
experiencing only moderate negative equity or job loss alone.
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Delinquencies, defaults, and foreclosures have also been shown to be associated with the
socioeconomic characteristics of borrowers, which are geographically cludteratelves. Beyond

the obvous connections with incomeredit historiesandcreditscores, race in particular is associated
with these loan outcomes. African American borrowers were found to be 44% more likely to be
delinquent than white borrowers, anHispanic borrowers 88% more likdlyuea, Reichenberger, &
Turner, 2011) Anacker et al. (2012) found these likelihoods to be 42% and 159% greater for high
income Black and Latino borrowers, respectively. Laderman & Reid (2008) found that African
American, Latino, and Asian borrowers were 3.3, 2.5, and 1.6 times, respectively, more likely to be in
foreclosure than white borrowers, after controlling for credit score and income. Coulton et alaj2008
found that the foreclosure rate for African Americanrimwers was 28.25%, 12.83% for Hispanic
borrowers, and 7.58% for neldispanic whites.

A significant reason for this is that borrowers of color receive subprime or high cost loans more than
three times as often as white borrowers; fiftive percent of loas to people of color are high cost,
while only seventeen percent are for whit¢Rivera, CotteEscalera, Desai, Huezo, & Muhammed,
2008) African Americans received high cost subprime loans two to four times as often as white
borrowers, with the discrepasy greatest in the high income category. When African Americans
receive prime loans, their foreclosure rates drop and are similar to that for white borrq@erdon,

Chan, & Schramnp2008&). Reid & Laderman (2009) found that after controlling for leams and

type, the marginal effects of newhite race were small, ranging from 1.3 to 2.0 percent increased
fA1StAK22R 2F RSTlLdzZ Gd {2 |fiK2dzZAK GKS KAIK O2al
LINBYAdzyQ (2 02 @S NidéfauBassoga@disbth thoSeRvithOviédkef €bedlit hastoties

who are disproportionally people of colbrevidence shows that these loans are often delfilling
prophecies, if not flabut predatory. This practice is referred to as reverse redliningsra tehich
references redlining, a once prevalent practice of denying neighborhoods of color mortgages
altogether(see Sectiod.11). The impacts are large: Sharp & Hall (2014) found, after controlling for
socioeconomic and hsing characteristics, debt loads, and disruptive life events, that black
homeowners who purchased their homes in the 2000s were 50% more likely to lose their homes then
white homeowners who purchased their homes in the 2000s.

Foreclosures have affectednters in addition to homeowners, particulgrrenters of color. Allen
(201b) notes that in the Camden neighborhood of Minneapolis, Minnesota, more than a third of
rental properties were in foreclosure, while only six percent of owmsgupied propertiesvere.
Overall, rental properties in Minneapolis were 2.4 times more likely to be in foreclosure than-owner
occupied properties. Over sixty percent of properties impacted by foreclosure in New York City in 2007
were rental(Been & Glashausser, 2009\srenters have very few protections in the U(8ndrews,
Sanchez, & Johansson, 2011) and generally have fewer available financial redovecéssurean

be even more disruptie than they are for homeownerdvloreover, race and teure status overlap:

Allen (2012) found that at least twethirds of African American, American Indian, and Asian
households that went through foreclosure were renters.

Age is also associated with negative loan outcomes. Older people were often targeted, particularly for
refinancing loans (equity withdrawals), which were often subpri@ehen, 2008) Households with
children foreclosed upon in Minneapolis were overrepresented by a factor of 2.3. Again, this factor
overlapped with minority statuAllen, 201b).
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Finally, natiity status is associated with foreclosure incidence. Allen (@0fdund that foreignborn
borrowers had different outcomes for both refinanced and home purchase mortgages. For refinances,
native-born minorities were 1.7 times as likely to experienceedosure as whites; but foreigmorn
Hispanics and Asians were less likelgaosq at .49 and .16 times as likely, respectively. However, in
the case of home purchase loans, Aaative-born borrowers fared worse than natiMeorn white
households, thoul still better than nativeborn minority households (for nativieorn minorities,a
foreclosure idive times as likely ai$ is for whites, and 3.4 and 1.5 times as likely for foregmn
Hispanic and Asian borrowers, respectively). A reason for thlgaismany immigrants have no
experience with formal banking institutions; their inexperience, coupled with the use of mortgage
brokers from the immigrant community to build trust, allowed them to be sold high cost mortgages
(Cohen, 2008)

Before moving onto environmental indicators that are associated with a higher incidence of
foreclosure, it is important to remember that these individleWel indicators are not evenly
distributed throughout space. Thus, these individigalel characteristics also playut on more
aggregated spatial levels, such as the neighborhood and community.

Thus far individualevel factors associated with higher incidences of foreclosure and related events
have been discussed. However, this research @ded on neighborhoctkével occurrences.
Discussing individudével factorsremains important, because many of theséactors cluster
geographicallyand thus are related to neighborhoddvel impacts of the foreclosure crisis.

In this section, factors ssociated with foreclosures and related events at more aggregated
geographical levels are discussed. Some of these studies indicate spillover effects on the neighborhood
level, meaning that what happens to one mortgage holder in the neighborhood hassefie©ther
mortgage holders in spatial proximity. Others indicate correlated effects (or cannot distinguish
whether spillover or correlated effects are occurring), where individuals with similar characteristics
cluster spatially, but do not influence th@obaklity of an event occurring for a neighbor as well.
Studies investigating these two types of neighborhood effects generally look at socioeconomic
characteristics, property or mortgage characteristics, and/or forecloselised occurrences. These
studies will be introduced first.

A second type of geographic factor affecting mortgage outcomes occurs at the regional or state level.
These factors do not operate through neighborhood effects, but instead apply to larger geographies
and impact the entie region. Understanding these factors helps to explain what is occurring at lower
levels of aggregation, such as the neighborhood. Researchers have examined two main types of
factors, housing market conditions and the regulatory framework. Each of inédee presented and
discussed in turn.

In a study of two hundred metropolitan regions, increased blabke segregation was found to be a
predictor of subprime loan originations, which are associated with higher foreclosure rates than prime
loans. Tis result was robust even after controlling for factors including the proportion minority
residents, poverty, unemployment, credit scores, property value appreciation, and bank accessibility
(Hyra, Squires, Renner, & Kirk, 2013).
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Race again appears in roxert with defaults, foreclosure filings and sales, and REOs on the
neighborhood level, operationalized at the Census tract or zip code(l@welton et al., 2008 Ellen,
Madar, & Weselcouch, 2012a; Ellen, Madar, & Weselcouch, 2@&kver, Smith, & Tat 2008;
Immergluck, 2018; Lee, 2010; Niedt & Silvar,d.). One study found that REO maintenance has been
substantially worse in black and Latino neighborhoods, which has the effect of replicatiAgassas:
neighborhood inequality in the process of eaering from the foreclosure cris{glwang, 2015). For
example, properties with more than fifteen maintenance problems were 42% more likely to occurs in
neighborhoods of color than in white neighborhoods and 34% more likely to contain trash or debris on
the property than in white neighborhoodblational Fair Housing Alliance, 2012

For the most part, these studies examine patterns on the neighborhood level but do not examine
whether the correlated or spillover effects are occurring. However, Chan €2QGil1) found that
borrowers in neighborhoods with higher shares of black residents (>40%) defaulted thirty percent
Y2NB 2FGSy GKIFy (GK2a$S gAGK 2SN aKIFINBa O6fHE>LZ
hypothesizethat this is due to a contagn effect, where the stigma associated with default in the
neighborhood decreases as default occurrences increfastudy of a county in Alabama (Tuscaloosa)
found that foreclosures were substantially clustered in older black neighborhoods and to a lesser
extent in white exurban neighborhoods, while wealthy white neighborhoods were comparatively
unaffected(Lichtenstein & Weber, 2014 otterman (2001) also found an association between tracts
with higher percentages of African American residents, asasgeditacts with lower average incomes,

and higher default rates. However he also found evidence that this association is substantially
attributable to lower levels of property value appreciation found in black neighborhoods.

Many researchers also foundsaiations at thecommunitylevel (again, at the tract or zip code level)
between negative mortgage outcomes (defaults, foreclosure filings and sales, and REOs) and indicators
of financial wellbeingr median income, the poverty rate, and the unemploymernterdmmergluck,

2010s; Laderman & Reid, 2008; S. Lee et al., 2010; Niedt & SilsleReid & Laderman, 2009; Richter,
2008; Waddell, Davlin, & Prescott, 201 hese relationships are all in the expected directions: lower
median income, higher povertates, and higher unemployment rates are associated with higher
defaults and foreclosures. These studies again did not investigate whether correlated or spillover
neighborhood effects were in evidence.

Evidence was also found for relationships between bBowners underage 25 and increased
foreclosure sales on the tract levi@rover et al., 2008\nd lower levels of education and increased
REOs in a tra¢Niedt & Silvern.d).

Immergluck (2016) found evidence for a relationship between both increasingding stock age and
central city location with increased REOs on the zip code level.

The housing market within which a neighborhood is located also influences the patterns seen. The
relationship between decreases in housing prices and increased defauéslosures, and REO levels

is both logical and supporteby evidence, as borrowers losige ability to refinance or sklwhen

mortgage debt increaseabove housing valugGerardi et al., 2007Immergluck, 2016 Reid &

Laderman, 2009) Both Chan et a(2011) and Agarwal et al. (2010) found evidence of contagion

effects, where default rates increase in Census tracts that have higher rates of foreclosure notices and
REO properties. This result suggests ars@iforcing aspect of the foreclosure preph. Towe &

[ 6t S&@ 6unmm0 SEFYAYSR GKS AYLIOG 2F |+ ySINbe ¥F2
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foreclosures can result in an increase anetclosure hazard of up to 28%. Researchers found that, in
high subprime loan neighborhoods, even traditional mortgages with low expected default rates
experienced increased foreclosure ra{@ng, Quercia, Li, & Ratcliffe, 2011)

Immergluck, in particula has investigated the differences in the foreclosure crisis with respect to weak

and strong housing markets. Weak markets are those that had been showing decreasing, or mildly
appreciating, home values prior to the crisiareas such as Cleveland, OhindaPittsburgh,
Pennsylvania. Strong markets are those where high rates of housing appreciation occurred, exemplars
being Las Vegas, Nevada and the Inland Empire in CalifdiMaak market cities often had significant

REO and vacancy levels before theeédosure crisis, while strong market cities tended to have high
housing demand and very low vacancy and REO levels. In weak markets, REOs tend to be concentrated
in the central city, while in strong markets, REOs tend to be suburbafiimetergluck, 2008).

Several studies have also found evidence of housing market connectedness or clustering during the
foreclosure crisis. Niedt & Silver (n.d.) and Lee et al. (2010) found that foreclosures themselves cluster
spatially. Richter & Seo (2011) found evidenfor increasing intraegional housing market
interconnectedness during the foreclosure crisis, meaning that the impact of forecloslated
disamenities is greater than would have been expected before the foreclosure crisis. This is important
becausesome negative impacts of foreclosures and REOs have spatial spillover effects, which will be
discussed in Sectidh2.3

Several researchers have examined the impacts of the regulatory environment on default, foreclosure,
and REO incidence. With respect to the foreclosure process itself, Immerglucl(200%) found

that longer expected foreclosure processes reduced the number of REO properties, while longer post
foreclosure redemption and confirmation periods increasdwm. Goodman & Smith (2010)
examined the impact of foreclosure processes on fatefault loan outcomes. They found that a longer
period between default and foreclosure was associated with fewer foreclosures, and hypothesized
that the temporal and finanei costs in these states encouraged lenders to be more selective in making
loans. They also found that aipiedatory lending laws reduced foreclosure and REO incidences, but
only when the legislation had sufficiently aggressive penalties.

Richter (2011used a decomposition model to break foreclosure rates into the parts resulting from
neighborhood characteristics and from the regulatory environment, using two counties in Ohio,
Franklin and Cuyahoga, and one in Pennsylvania, Allegheny. Within thefsBteopthe differences

in foreclosure rates can be mostly explained by differences in neighborhood characteristics. However,
between states this is not the case, indicating there is a difference on the state lenedumably
regulatory. She then did @gnterfactual analysis to estimate the foreclosure rates if borrowers from
one city were moved to another regulatory environment. She found that the highest foreclosure
probability borrowers, if moved from Cuyahoga County to Allegheny County, would ladeciion

in foreclosure rate from approximately 19.7% to approximately 7.6%. Examining Cuyahoga County

43 The Inland Empire is a metropolitan region in South California, located directedofvéise Los Angeles
metropolitan area. Itis referred to in the U.S. Census aRthersideSan Bernardin®ntario metropolitan area
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more closely, it can be observed that the poorest neighborhoods have an overconcentration-of non
bank mortgage$; and that the poorest borrowers reaes highcost loans more ofteRichter, 2008)

Xu (2012) used an instance of regulatory change to examine its effect on foreclosures. Within the City
of Cleveland between 2002 and 2006, a statute targeting predatory lending was in place. In November
2006 it was overturned. After performing several falsification tests to exclude other possible
explanations, such as the onset of the foreclosure crisis, Xu found that the repeal of this law resulted
in a 30% increase in subprime loans and a 40% increaearia by subprime lenders in the City of
Cleveland, though the total volume of loans did not significantly change. Most importantly, he found,
using a differencén-difference estimation, that after repeal there was a 49% increase in loans with
early foredosures® over the periocbefore the repea(Xu, 2012)

While the foreclosure crisis has had major impacts on the national and global economy (see, for
example, Mishkin (2008)) and on individual homeowners and households (see Kingsl€é2@Q9) for

a brief review), it has also had severe and lasting impacts on the neighborhood level. For example, a
report of the United States Joint Economic Committee estimated the totatagecost of a single
foreclosure at $80,000, when the homener, lender, servicer, neighbors, and local government costs
are all accounted forJoint Economic Committee2007) This section reviews the literature
investigating these neighborhoddvel impacts.

Neighborhoodevel research has focused primarilythie impacts of foreclosures on property values,
property damage, and crime. These three impacts are strongly interlinked and isolating the three types
of impacts from one another is not always possible. These aspects will be reviewed in the first two
subsections. Impacts on municipal service provision for neighborhoods are discussed next. These are
also linked to the effects on property values, property damage, and crime, which affect both municipal
revenue and municipal demand for services. Findilg, lesser researched topic of public health
impacts will be discussedOf course there may be other impacts, which may be more difficult to
measure or capturewhich have not been researed up to this point, such asmpacts on
neighborhood social cohesi.

As will be discussed in the following section, foreclosures are neither spatially nor demographically
evenly distributed, and thus foreclosure impacts are also not evenly distributed. This means that
neighborhood change resulting from these impactsll wiot be evenly distributed among
neighborhoods, and that programs to reduce or mitigate these factors influencing neighborhood
change also likely need to be spatially targeted to have optimal effect.

The impact of a foreclosure dhe value of the foreclosed property has been investigateatewell

before the foreclosure crisis began. For example, Forgey et al. (1994) used a hedonic model and found
that foreclosed properties sell at a 23% discount in comparison to propertiehavatnot experienced

a foreclosure, all else held equal. Research of this type focused on the foreclosed property itself, not

4 A nonbank mortgage is one that is made by a financial institution that offers lending but not banking

(depositing) srvices.

45 Early foreclosures are those tha®d dzNJ ¢ A G KAY on Y2y GK&a 2F GKS t2FyQa 2N
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is, the price that is dd in order to realize a foreshortened marketing peri@hilling, Benjamin, &
Sirmans, 1990)

More recent researcthas also investigated the impacts of foreclosures on adjacent and nearby
properties. Researchers investigated property value spilloverctsffef foreclosures prior to the
foreclosure crisis; the crisis itself spurred additional research, as the potential magnitude of effects
greatly increased as the number of foreclosures skyrocketed. For exavipksmern(2011) found
average impacts of $4827 (31.9%of property valug per nearby home in Sacramento, California.
While me researchers have focused on capturing the extent and magnitude of these impacts, while
others have also attempted to explain the causal mechanism behind these impedcitsalsupply
effect, a valuation effect, a disamenity effect, or a combination thereof. Understanding the
mechanism(s) through which the negative effects of foreclosures occur is necessary to properly
develop prevention and mitigation responses.

There ae many ways to investigate the property value spillover effects of foreclosures, with
researchers choosing to focus on specific elements, such as time, spaeeasiiies, and model

type. As with all neighborhood effects research, there are many naetlogical difficulties that can

cast doubt on results, such as missing variables and spatial autocorrelation. Though these issues are
IAPSYy 2yfte OoONRARSTF [GdSydAaAzy KSNBX GKSANI LRGSYGALlf
review on the efécts of forecloswes on property values discussssme of these in more detalil,
particularly the influence of model specification.

Researchers have used various spatial specifications to investigate the spillover effects of foreclosures
on property values. Most have used concentric, #dise-crow-flies distances, and have found
exponentially decreasing impacts as distance from the foreclosed property incré@seardi,
Rosenblatt, Willen, & Yao, 2012; Himgl Rosenblatt, & Yao, 200@ymergluck & Smith, ZiBb; Lin,
Rosenblatt, & Yao, 2009; Shlay & Whitman, 2806) C2 NJ SEIl YLX S5 {Kfl & 3 2 K)
home sales in 2000 in Philadelphia found large effects: a reduction of $7,627 per property within 150
feet of a foreclosure, the impact of which fal distance increased, with no impact beyond 450 feet,
approximately the length of a Philadelphia city block. Immergluck & Smith f2@®Gstigated the
impacts of foreclosures in Chicago during 1999 and found, under conservative assumptions, that each
foreclosure within an eighth of a mile (200m) reduced property value by .9%, totaling an average of
$159,000 per foreclosure. Harding et al. (2009) found a reduction of .6% for properties within an eighth
of a mile of a foreclosure, approximately otierd less than Immergluck & Smith (2006). Within 300

feet (90 m) of the foreclosed property, the property value reduction was {F3#ding et al., 2009)

The aggregate impact of the impacts on nearby property values is staggering. Using Immergluck &
SmithQa  d)Hcoeffident of-.9%, the Center for Responsible Lending estimated an average price
decrease of $8,667 for each of 40.6 million homes, adding up to a $352 billion reduction in property
values nationwidgCenter for Responsible Lending, 2Q08)

Deifining neighborhood effects using concentric rings poses theoretical concerns. Recalling the
discussion concerning the definition of neighborhood in Sesttoh.1and2.1.2 it is difficult to arge

that a straightline distance approach fulfills even a mildly realistic concept of neighborhood. Kobie &
Lee (2011) attempted to address this issue by using the face block, that is, the houses on both sides of
one street, bounded by intersecting streesn each end, as the neighborhood unit. This
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operationalization captures neighborhood better than studies using Census or other more arbitrary
neighborhood boundaries. They found a 1.7% decrease in sales prices for homes on the same face
block as a fordosure in Cuyahoga County.

Kobie & Lee (2011) also investigated whether the property value impact of a foreclosure varied by
housing submarket. They found that the property value penalties for each $h&sfé on the face
block were-2.3%,-4.4%, and3.0%, for the City of Cleveland, other Cuyahoga County municipalities,
and the entire county, respectively. Whitaker & Fitzpatrick (2011) also studied the impact of
foreclosures and vacancies in Cuyahoga County, and found that in the case of a tamedeling
foreclosed property, the property value penalty for nearby properties is greatest in the inner suburbs,
in comparison to the City of Cleveland and outer suburbs. They also examined the impact of
foreclosures on property values by neighborhood povelyel, and found that low poverty
neighborhoods experienced larger penalties than medium poverty neighborhebd84 and2.7%,
respectively). The pictuia high poverty neighborhoodsiisore complex: properties near foreclosed
homes experience a mingoprice increase, but properties near tax delinquent foreclosed homes
experience a7.6% penalty. The authonypothesize that lenders selectively foreclose in high poverty
neighborhoods by foreclosing only on more valuable and desirable propertiesusidy jthe costs of
foreclosure accrued by the lend@hitaker & Fitzpatrick IV, 2013)

Finally, some studies have accounted for possible spatial dependencies between neighborhoods.
These include Kobie & Lee (2011) and Leonard & Murdoch (2009). LeSrdutdoch (2009)
examined the impact of foreclosures on property values over four different distance intervals: within
250 feet, within 500 feet, within 1000 feet, and within 1500 feet (approximately 75m, 150m, 300m,
and 450m). Like others, the impactem greatest closest to the foreclosed propert$1,666) and
declined monotonically as distance increased. However, when controlling for spatial dependency,
impacts beyond 500 feet were no longer significr@onard & Murdoch, 2009)

A second dimensiothat has been investigated concerning the effect of foreclosures on nearby
property values is time. Understanding the role of time is essential in order to correctly target
foreclosure interventions. Lin et al. (2009) examined the role of the time etbgisee the foreclosure
occurred, in combination with distance from the foreclosure. They found that within 500 meters of
the foreclosed property, the property value impacts are significant as far as-1@eygar time range.
Examining only distance, thifound a significant effect up to 900 meters away, with a maximum
penalty of-9.7% within 100 meters of the foreclosed home, which drops off quickly and then declines
slowly to approximately1.0% at 800 to 900 meters away. Combining the distance arelftigiors,

they found evidence of negative effects on property values up to three kilometers away when the
foreclosure occurred less than two years previously. Between two and five years the effects can be
seen within a 600 meter radius, and between fivelden years the effects are limited to a 400 meter
radius (Lin et al., 2009) Gerardi et al. (2012) found limited price impact8.§% to-1.0%), which
peaked before the foreclosure process was completed and disappeared within a year of resale to a
new homeowner. In contrast, Han (2013)vho examined the effect of vacancies rather than that of
foreclosures found that both the magnitude and operative distance of the disamenity effect of vacant
properties increased with the duration of the vacancy period.

Kobie & Lee (2011) examined the impact of time after a foreclosure filing occurs. They found that the
negative effect on nearby properties begins one year after the foreclosure filing occurs on a property
in both the suburbs of Cuyahoga County and thentp@as a whole. This variable was not significant
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within the City of Clevelan(Kobie & Lee, 2011 Translated into dollar amounts, the property value

penalty in Cuyahoga County suburbs is approximatdy340 per foreclosure filing within the face

block However, this variable should be considered carefully: one year out from a foreclosure filing,

many of these filings will have gone on to a Sh@riile, @nother variablincludlS R Ay Y20AS g
model. It may be that the foreclosure filing oneayerevious variable is, in reality, a less accurate

proxy fdNJ { K Sa® ahd ttud (pattially) detects the same phenomen&imilarly, Gerardi et al.

(2012) found that negative price impacts on nearby properties peaked after the foreclosure suit had

been filed but before the foreclosure process was completed and disappeared within a year of resale

to a new homeowner.

Schuetz et al. (2008) examined the marginal effect of foreclosure filings. In addition to finding
corroborative evidence for the spacand time relationships discussed above, they found that
foreclosure filings have a nonlinear effect on property sale prices. For example, between 250 and 500
feet from a foreclosure filing (75 to 150 m), one to two filings did not have a significact efi sales
prices, but three or more filings did. Between 500 and 1000 feet (300 to 600 m) no effect was observed
for five or fewer filings, but six or more filings were associated with a reduction in nearby sale prices
of -2.8%(Schuetz, Been, & ElleBQ08) Lin et al. (2009) also found evidence for a scale effect by
comparing the price penalties during boom and bust periods of the housing market cycle, and found
that the effects were more pronounced during weak housing market periods when moredsuees
occurred.

Gerardi et al. (2012) examined the price impacts of foreclosures for the fifteen largest metropolitan
statistical areas in the U.S. This research also examined the role of vacancy and property condition.
They found that vacant foreclosguioperties had a negative effect approximately twice as large as an
occupied foreclosed propertyl(.1% compared ted.6%). With respect to property condition, negative

effects were present only for properties in below average condition and for whichfagmation on

property condition was available. In fact, foreclosed properties described as above average condition

had a significant positive effect on nearby home sale priGesardi et al., 2012) Mikelbank (2008)

carried out a similar study in Colinms, Ohio, and found that foreclosures impact properties within

250 feet (75 m) by approximateb2%, while vacant properties within the same distance have an

impact of approximately3.5%. Although a large proportion of foreclosed properties were bathima

FYR Ay 0St2¢ | @SNIF IS O2yRAGAZ2Y RdzNAY3I FyR | FiSN
aAhl1Stoly]1Qa ouHnny0v &a0dzRASE& LINE AR $ nadehitiaSgndS G K I (]
a property value impact perspectivigreclosures therselves are less problematic thaacant aw
undermaintained properties

Sumell (2009) found that nearby foreclosures depress the sale prices of foreclosed properties
themselves. That is, for each percentage increase in foreclosures, the discount oalehef s
foreclosed property increases by 4.5%. This indicates that the-gejoressing effect of foreclosures

is selfreinforcing. It is also a reason why foreclosure impacts are spatially concentrated in particular
neighborhoods.

Researchers have proped several possible mechanisms through which the foreclosure discount on
nearby properties occurs. There are three major theories: (1) the supply effect, in which foreclosed

46 However, as discussed earlier gt section, Sheriff Sales did have an effect on nearby property values within
the City of Cleveland.
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properties increase the supply of houses on the market and thus shift theigun point of the
supplydemand curve; (2) the valuation effect, where foreclosed properties, which themselves sell at
significant discounts, impact the appraised value of nearby properties through the comparable sales
valuation approacH! and (3) the ésamenity effect, where negative externalities associated with the
foreclosed property negatively impact the desirability of nearby properties and thus lower their prices
(Lee, 2008)

For the most part, researchers have found evidence indicative of thandinity effect as the
mechanism that results in lower nearby house prices; however these studies do not actively investigate
which mechanism is occurringCampbell, Giglio, & Pathak, 2011; Cddie & Daneshvary, 2009;
Gerardi et al., 2012; Harding et ,aR009; Leonard & Murdoch, 2009)Though Lin et al. (2009)
hypothesize that the negative price effects of foreclosures are due to the comparable sales pricing
model, their model is not specified in a way that allows the mechanism to be discerned. zbiléy
attempted to separate the supply and disamenity factors by comparing the impacts of nearby single
family foreclosures and muifamily foreclosures on singkamily properties. His reasoning was that
single family foreclosures add to the supplysiriglefamily properties on the market, while muiti
family foreclosures do not add to the sindbemily market suppgl. However, both can influencearby
singlefamily property sale prices via a disamenity effect. The results indicated that the vaatacy r

of the tract determines the domima mechanism: in lowacancy tracts, he observed a 1.6% reduction

in singlefamily home prices due to a supply effect, and no reduction due to a disamenity effect. In
highrvacancy tracts, he observed a 2% reductior tb a disamenity effect, and no reduction due to

a supply effec{Hartley, 2010)

These changes in property values are importaistn@arby properties lose valusgarbyK 2 YS2 6 y S NA Q
equity is reduced. These homeowners themselves may experience fihdift@lties, for example

due to job loss, resulting in their inability to make mortgage payments. The lower the equity in the
property, the less likely the distressed homeowner will be able to sell or refinance the property, and

the more likely the horeowner will experience foreclosure. This foreclosure, in turn, will reduce
nearby property values, continuing the cycle of devaluation and increasing the likelihood of additional
foreclosures.

Another important negative caequence of foreclosures is increased property damage and crime.
Based on the research on foreclostingluced property devaluation mechanisms, it can be seen that
there is strong evidence indicating that it is sotmuchthe foreclosure itself that causdhese adverse
effects; rather, it is due to the property damage and crime disamenities that are strongly associated
with the occurrence of a foreclosure.

Property damage and crime are a primary negative effect of concentrated foreclosures on
neighborhads. Often, vandals strip the property, removing anything of value in the howsgper

pipes and wiring, hardwood floors, aluminum siding. Once this has occuwiohg and pipes ripped

out of the walls, no exterior protection to the structure, the praopeusually becomes unsalvageable,

4"In the U.S., propertieare professionally appraised for both sale and tax purposes. A key part of the appraisal
process is the use of comparables, which are nearby properties with similar characteristics. The recent sales
prices of these properties are used to set a benchaofar determining the appropriate valuation of the property
in question.
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worth much less than it would cost to repaifMational Vacant Properties Campaig@005; Kingsley,
Smith, & Price2009 Wilson & Paulsen, 2010)Unsecured properties invite squatters and other
activities, including g use, prostitution, andas rerted to me in Cleveland, an instanoé goats

being kept inside a vacant houséth the objective of harvesting their manufer fertilizer (Gardner,

May 11, 2011; Kingsley et aRp09 Wilson & Paulsen, 2010These use (excluding the goats)
sometimes build indoor fires for warmth or lighaccording to the National Vacant Properties
Campaign, more than $73 million in property damage was incurred nationwide as the result of over
12,000 fires in vacant prapties(2005).

To set the stage for this discussion of property damage and crime resulting from foreclosures, it is
AYLRNIFyG G2 y2G6S GKS 1Se NtS o6fA3IKG yR ONRYS
Greenberg (2009) investigated the role of neighi2 2 R LINRPo6f SYa Ay NBaARSy
neighborhood quality. He found that crime and blight were the major determinants of a perception

of poor neighborhood quality, and without exception, when both crime and blight were present, the
neighborhood wagated as poor quality by residentsAsking residents what problem was most
important in their neighborhoods, 72% rated their neighborhoods as poor named crime or blight. In
contrast, residents who rated their neighborhoods as fair were more concernbdting absence of
recreational facilities and poeguality schools, in addition to crime. Using a discriminant analysis,
Greenberg found that the presence or absence of litter and trash, abandoned houses, factories, and
other businesses, occupied buildgh@h poor and dangerous condition, vandalism, and dalgted

crime in the neighborhood had the largest associations with negative evaluations of neighborhood
qguality. The results show thagctifyingblight and crimeproblems is a necessary prerequisiep

before other improvements (such as improved schools, recreational areas, and other public services)
will affect perceived neighborhood quali§éreenberg, 1999) The key influence blight and crime play

in directing neighborhood change should not lnederestimated when designing policies to address

the neighborhood impacts of the foreclosure crisis.

Cui (2010) examined crime and foreclosures in Pittsburgh, Pennslyvania, and found that foreclosures
themselves did not affect crime, but that vacanciesreavassociated with a 15% increase in violent
crime. However this study is unable to determine causality, because the independent and dependent
variables are measured simultaneou$ly.However, Stucky et al. (2012) found that prior year
foreclosures predigd both violent and property crime in Indianapolis, Indiana. Breaking these
categories into specific crime descriptions, foreclosures were seen to predict increases in aggravated
assault and burglaries in particular, but not rebies, larcenies, or veHethefts(Stucky, Ottensmann,

& Payton, 2012) As well, Baumer et al. (2012) examined the causal relationship between foreclosures
and crime in fifty large U.S. cities. They found positive relationships between foreclosures and robbery,
and foreclosuresand burglary. However, they noted that these relationships varied significantly in
magnitude across cities, and added additional variables to investigate this. They found that foreclosure
and robbery are more closely linked in cities where the forecksate is lower and socioeconomic
disadvantage is high. The relationship between foreclosure and burglary is stronger in cities where
new housing construction is limited and the police force size has decreased by a larger amount
(Baumer, Wolff, & Arnic2012)

Immergluck & Smith (20@$ examined the relationship between foreclosures and crime in Chicago,
lllinois. They found a significant, positive relationship between foreclosures andtcanmne

483eeKirk & Hyra (2012) for agtussion of this issue.
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standard deviation increase in foreclosures (approxinyafe8 foreclosures per 100 owneccupied
properties) resulted in a 6.7% increase in violent crime in the Census tract. With respect to property
crime, they found no significant relationship, though they noted the coefficient was positive and
speculated hat the lack of significance may be due to underrepor{ingmergluck & Smith, 20@.
Goodstein & Lee (2010) also found evidence that foreclosures increase burglary, larceny, and
aggravated assault, estimating total nationwide commundsts of at leas$17.4 billion.

Katz et al. (200)3nvestigated foreclosures and crime in Glendale, Arizona, which is part of the Phoenix
metropolitan area. They added a timelag component to the study in order to capture the duration of
any foreclosurenduced crime impets, and also examined both prand post housing crisis periods.
Prior to the crisis, one additional foreclosure in the Census block resulted in thirty additional calls for
service to the police per one thousand residents. After the crisis, an addifiareglosure resulted in
nineteen additional calls for service. They found that these impacts on crime weretsimrt for

total, property, and violent crimes the effect lasted three months; for drelgted crime the effect
lasted four monthgKatz, Wllace, & Hedburg, 20).3

It is possible that the shotierm nature of the crime effet reported by Katz et al. (2013pplies only

Ay OSNIIAY O2yGSEG&AST RSLISYRAYy3 2y (HeStudyy&aR LI2 A
et al. (2013 takes phce in Phoenix, Arizona, a strong housing market area. In contrast, Immergluck &
{YAGKQA oO6wunnp0d adGdRe 06KAOK RAR y2G AyOfdzZRS |
metropolitan area, which can be described as a mixed markedxperienced some housingarket
appreciation, but also began experiencing increased foreclosures significantly before the foreclosure
crisis began nationwide. In strong markets, foreclosed properties are often quickly purchased and re
occupied, while in mixed and weak markets tracancy period can extend much longer, possibly until

the structure is demolishedgSwanstrom, Chapple, & Immergluck, 2Q09%iven this, and the links

between vacancy, property damage, and crjnilieis quite possible thaincreased crime due to
foreclosueswill lastlonger in mixed market areas and even more so in weak market areas, such as

the Cleveland metropolitan area.

The impacts discussed in the previous sedtierime and blight create increased service needs for

the neichborhoodt among these, increased court costs associated with foreclosure proceedings,
increased police presence (for patrolling affected areas and to carry out evictions), mepeogityed
maintenance to care for and secure abandoned properties (secpropgerties, grass cutting, garbage
removal), and increased need for demolitions, to name a(fdartman & Robinson, 2003; Kingsley et

al., 2009; Mallach, Mueller Levy, & Schilling, 2005; McFarland & McGahan, 2008; Rothstein, 2008;
Schilling, 2009) Additonally, residents displaceds a result of foreclosure may need increased
temporary assistance services, though the evidence for this is mixed and many displaced residents
double up with friends or family rather than relying on public servi@st, 2001;McFarland &
McGahan, 2008; Rothstein, 2008)

Apgar et al. (2005) conducted a case study on the municipal costs of foreclosure in the City of Chicago.
They documented 26 individual costs incurred by 15 governmental units while performing services
related to foreclosures. These range from simple, inexpensive tasks such as recording the deed
transfer to large and complex costs such as demolition ($6,000 per unit) and fire suppression ($14,000
per fire)(Apgar, Duda, & Gorey, 2005)
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In a second related rept, Apgar & Duda (2005) presented five common foreclosure scenarios in the
City of Chicago and presented the costs associated with each. These are listed beddne2nl to

give an impression of the possible cost scenarigeeegnced by municipalities when dealing with
foreclosures.

Scenario Expected Cost t¢
Municipality
Vacant & Seced Property $430
Vacant & Unsecured Property $5,358
Vacant & Unsecured Property, Demolition Planned $13,542
Property Abandoned before Foreclosure Complete $19,227
Abandoned Property Damaged by Fire $34,199

Simultaneously, as neighborhoods require giddal services, the municipal tax base used to fund
services decreases as properties decrease in value and more homeowners have difficulty paying their
property taxes. Podbreclosure owners are often difficult to track down and frequently do not pay
their property taxes or properly maintain their propertiéRothstein, 2008) In addition to the
municipal services listed above, public schools are funded primarily through propentynaxy parts

of the U.Sand thus are significantly affected, meanthgt primary education in general in areas with

high levels of foreclosure is negatively impacted.

The final tyg of foreclosure impact ithat which affects public health. Considering the impacts
described in the preceding pagesysral possible public health concerns come to mind: the negative
consequences of increased stress and uncertainty for homeowners, the psychological impacts of
displacement on homeowners, their families, and tenants living in properties that are fordclpsa,

and the increased likelihood of injury resulting from the increase in petyred vacant buildings.

Early in the crisighe public health impactsf foreclosures was extremely undexsearched Bennett

Si +f d®Qa Hnanndg I Nik20@fn6researdn éx&nitning tke-piiblic héalih ingpacts of the
foreclosure crisis had been carried out. In their article, the researchers hypothesize that the
foreclosure crisis may have significant public health impacts, hypothesize a mechdrased o the
evidence that stressful life events precede episodes of depression, and also encourage unhealthful
behaviors as coping mechanismand suggest integrating public healthiented efforts into
mortgagedelinquency intervention program®ennett, ScharontLee, & TuckeBeeley, 2009)

Since then, some studies have linked foreclosure incidence and negative health occurrences.
Researchers found evidence that individuals experiencing foreclosure have higher incidences of
depressionjnsomnia, hungerlower health status, and less access to health resou(édigy et al.,

2011; Crump, 2013; McLaughlin et al., 2012; Osypuk, Howard Caldwell, Platt, & Misra, [2042)

dz £t AGFGA OGS aGdzRés Yzald NBaLRYyRSyiGia NBLsidi SR SEL
'y R a(@rNdpazal8p.154) Two public health articles investigated whether living in areas where
foreclosure incidence is higher has an effect on health. Currie & Tekin (2011) found that

52



neighborhoods with a sudden increase in foreclosurave significahtincreased in hospital visits for

both emergencies and preventable conditiprend that this increase falls disproportionately on
minorities Schootman et al. (2012) found that female breast cancer survivors were 2.39 as likely to
rate their health as fair or poor when they lived in high foreclosure risk ar€asldren in households
experiencing foreclosure experience depression and other mental health issues more often, and
display statistically significant declines in academic parémce(Bowdler, Quercia, & Smith, 2010).

Using a database covering sixteen states, a recent study determined that the incidence of suicides
triggered by severe housing distresie. due to foreclosures and evictiansloubled between 2005

and 2010. Neayl80% of the suicides occurred before the actual foreclosure or eviction took place,
and the suicides were overwhelmingly white (87%) and male ({P8a)ler, Gladden, Vagi, Barnes, &
Frazier, 2015).

A Center for Disease Control and Prevention dispatch doam association between ffieclosures and
human West Nileiwus infections, which increased 276% from the summer of 2006 to the summer of
2007, with nomamaintained swimming pools of foreclosed properties determined to be the likely
disease vectofReisenTakahashi, Carroll, & Quiring, 2008)

A review of the exigent research concerning the health impacts of foreclosures (35 studies) found that
32 (91%) found evidence of negative health effects. These studies measured a variety of health
impacts: menthhealth outcomes (24 studies/75%), physical health outcomes (10 studies/31%), health
behaviors (4 studies/13%), and domestic violence and child abuse (3 studies/9%). Five of the thirty
five studies examined the public health impacts of foreclosures em#ighborhood level, with three
finding statistically significant relationships. However, all but three of the studies were judged to be
at risk of bias, as none had an experimental of geaperimental research design and few used
instrumental variable to address this shortcomir{@sai, 2015).

The discussion above makes clear many of the impacts foreclosures can have on the neighborhoods in
which they occur. When enough foreclosures occur iniapahd temmral proximity, they camesult

in neighborhood change. Since the purpose of this research is to determine whether foreclosure
interventions may be able to stoglow, or reverseundesirable neighborhood change, and in which
particular contexs, it is necessary to first examine the literature on neighborhood chafiease

recall the use of the termseighborhood changand neighborhoodin the neighborhood change
literature (and thus within this section) differs from that used in the remairafehis document.For
additional clarificatiorrefer to Sectiorl.3.1

This sectioriirst briefly discusses defining neighborhood change, followed by an introduction of major
neighborhood change theories and related empirieairk for each. Following this, the limited
literature on the relationship between foreclosures and neighborhood change is reviewed in greater
detail.

Despite being an important research topic in several disciplire®nomis, sociology, geography,
and urban planning there is no clearly stated, agreed upon definition for the concept of
neighborhood change. In fact, there is no one agreed upon term for the phenomenon. Various
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NE&SHNOKSNE FYR I NIAOKEHINSHF SHNE2A RISHIMI KO 2 NKA 24
NEGAGEFEEATFGA2YSé aySAIKO2NK22R RSOfAYySZI¢é YR aysS
Like defining neighborhood itself, one can make overly broad, impractical stateméntsy @ OK Il y3S A
a neigld 2 NX 2 @& Brie can easily slip into normative definitions that privilege one dimension of
neighborhood over another.

In fact, most articles addressing neighborhood change do not define neighborhood change as a
concept. Even those articles which are esws of major theories of neighborhood change generally

omit this matter. In most cases, empirical research on neighborhood change simply states the
indicator used to capture neighborhood change, without clarifying exactly what this proxy represents

or wha advantages and disadvantages it has. Temkin & Rohe (1996) critically note that researchers
tend to focus on the variable or concept of neighborhood change germane to their fietiberty

G tdzSa FyR Ay02YS F2NJ SO2y 2 efrapdlilad contaktKoBsodioddstsQd NP f
and spatial phenomena for geographers. This can be problematic, because many research questions
require a clear theoretical construct in order to effectively create and test hypotheses about
neighborhood change.

Thisis not to say that no efforts to define neighborhood change have occurred. Schwirian (1983)
GNRGSaZ GCNBY (GKS ONRIFRSNJ LISNBRLISOGABGS Fye OKIy
identification, or public symbols represents a type of neighborhodd¢rd S ¢ 6 LIJdy n 0 ® { 2 0OA
human ecologists of the Chicago School perspective assume that any change in the population or
composition of the neighborhood will affect the other aspects of the neighborhood. These researchers

focus on population changedue to birth, death, and inand outmigration as the predominant
mechanisms underlying neighborhood chari§ehwirian, 1983)

Many researchers investigating neighborhood change examine it from an economic perspective and
thus use economic indicators akeir proxy for neighborhood health or status. For example,
researchers have uséle poverty rate(Galster & Mincy, 1993)ncome(Gould Ellen & O'Regan, 2008)

and home valuegRosenthal 2008)to approximate neighborhood health. Zielenbach (2000)texka

an index incorporating property value, per capita income, and residential loan volume to capture
neighborhood conditions. He chose these indicators in order to account for both the economic
conditions of the residents and the extent to which the néghNK22 R A a4 Ay GS3aNIF (SR
market system; that is, to account for both the situation of the residents and of the place itself.

FAGLSY OmMppny LRAyGa 2dzi GKFG AyOfdzZRAy3a NBaARSyl
criticizes tle general lack of user perspective in considering neighborhood change and its effects. To

my knowledge, this shortcoming continues in neighborhood glearesearch. Presumabiiis is

primarily due to the ease of using larggrale, preprepared quantitaive data such as U.S. Census data

or proprietary neighborhood data available for purchase.

Hunter (1979) argues for neighborhood change research germane to policy, stating that to avoid being

a purely descriptive field analysis must connect neighborhdwhge to the larger forces of society.

Not onlywhatandhowY dzi i ©6S RSUSNNAYSRI odzi Ffaz2z aod & & gKI
G2 YFEAYATS ItGSNYIFGAGS @FfdzSas yR K2g (G2 R2 Al
as wholly pasgse entities subject to the effects of larger economic, political, and social forces, he
suggests researchers investigate neighborhood change by examining their roles in and effects on the
larger urban system.
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In this study | have selected the percent chann total residential property value as the indicator for
neighborhood change in the quantitative model. Thus, it can be saidhitbatuantitative component

is more place focwesl than resident focusedHowever, | haveintegrated the perceptions of
neighborhood residents into this examination of neighborhood change, particularly in the qualitative
phase and as well when interpreting the results of the quantitative mod&lus this research includes
both a placebased and a resideriased analysjsvhich | hope adds to and further legitimizes this
aldzReQa O2yOf dzaAzyao

Historically there have been three major categories of neighborhood change models: ecological,
subcultural, and political economy. Each of these model tfpasses on a different geographic level

and mechanism of neighborhood change. Two other types of neighborhood change models, the
synthetic model and tipping models, will be introduced here as well.

Ecological models originated with éhChicago School sociologists, who likened neighborhood
transition to the transition of natural areas, with the key element of change being population change.
These models are predicated on neighborhood change being a natural process based in economic
rationalism where various groups and land uses compete for desirable space, analogous to species
invasion and succession (Pitkin, 2001).

Invasionsuccession models are conceptualized in two ways: the push model, where one group
GLlza KS&¢ (KSdzz N& AdeyH $a @NRPnzbh g0 YR GKS FAEGSNRY3
to better quality housing (Hoyt, 1933). Push factors include perceived and real changes in crime and
safety, environmental pollution and degradation, the proximity of undesirtrid uses, decreases in

public services, and changing demographics in the neighborhood, such as racial change. Pull factors
include the availability of newer, more modern houses, the movement of jobs to other areas of the
city, and increased proximity tongenities such as shopping and recreational spg@alomon &
Vandell, 1982) Thus, neighborhood change is seen to be a natural and beneficial process: as new
housing is built, households filter to these preferable units, which then allows the next gfoup o
households to filter up to the units vacated by the first group, and so, resulting in improved housing
across all group8emkin & Rohe, 1996)

The neighborhood life cycle model extends the invasioocession model, and can be conceptualized
as a sens of invasiorsuccession occurrences. Posited by Hoover & Vernon (1959), the neighborhood
life cycle model is comprised of five stages: development, transition, downgrading, thinning out, and
renewal, though not all areas necessarily go through alldisges and some may repeat stages.

A second type of ecological model focuses more on consumer choices and are knownesst brd
border modelgTemkin & Rohe, 1996Bid rent models posit that households trade off space and travel
time in selecting hosing locations: those closer to the center have increased costs per spatial unit,
but reduced travel costs (measured in time), and those farther from the center are cheaper per spatial
unit but have increased travel costs. Border models are similarinolude social factors, such as
income or neigborhood racial composition, as weltkin, 2001)
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Ecological models can be criticized as being overly deterministic. In this view, neighborhood change is
inevitable and natural, which implies that intervémt is unnecessary and likely counterproductive. As
well, neighborhood change is seen as beneficial for all, with everyone moving up the housing quality
ladder as new houses are constructed and households filter through the existing stock. These models
lend support for policies to increase the housing supply through new construction and to increase the
mobility of those in lower quality housing and neighborhoods, which can be observed in many U.S.
housing policies, such as Moving to Opportunity for theseeiving housing assistance, and tax credits

and other incentives to spur new buildiffjitkin, 2001; Temkin & Rohe, 1996jowever, these policies
AJy2NBE GKS NBYFAYRSNI 2F GKS ySAIKOoO2NK22R NBaARS
residerts and stakeholders by accepting all neighborhood change as natural and predetermined, and
ignores noreconomic factors such as social ties that bind individuals to neighborhoods.

Researchers using ecological models of neighborhood change often use ecanonils. These
models incorporate variables such as the age of the housing stock, housing size, socioeconomic
characteristics, crime rates, and distance to the central city. They tend to use a measure of relative
neighborhood economic status, such asidest income or property values, relative to the
metropolitan average, as the dependent variable intended to capture neighborhood cl{@ogéson

& Bord, 1990; Schwab, 1987; Rosentlz008)

Drawing on critiques of the deterministieconomicallyfocused ecological modek®itkin, 2001)

subcultural models focus on the role of human agency and resident actions in determining
neighborhood change, with an important role assigned to idesidged subcultures, such as ethnic
groups(Gans 1968; Suttles, 197@)  { dzo Odzf G dzNJF f AdG& I NB Ay Tt dzSyOSR
space, which includes sentiment and symbolism as an element essential to defining and shaping urban
space(Pitkin, 2001; Temkin & Rohe, 1996Rather than focusgy on external forces, as in ecological

models, sukcultural models focus on forces from within the neighborhood itself, such as leadership,
identity, social networks, and active decisioraking rolegSchwirian, 1983 CKdzAZ aGy2y SOz
factors such asocial networks, socially determined neighborhood reputations, and the degree to
GKAOK ySAIKOoO2NAR FSStf I asSyasS 2F FaGdlOKYSyd G2 G
2 @S NJ (TemRihR£Rohe, 1994.162.

Subculturalists point to the fathat not all neighborhoods in a city take the same trajectory over time.
¢Kdzax GKS SO2ft23A0Ff Y2RSfta Ydzad o6S YAdaaAiy3ad a2YS
the same paths, separated only by the time lags between when the houses wabyimibnstructed.
Subculturalists identify local neighborhood identity as the missing aspect in the neighborhood change
process. Neighborhoods with stronger identities and stronger social networks will remain viable, while

those lacking identity and st capital are more likely to dec&yemkin & Rohe, 1996)

Subcultural models also view neighborhoods as heterogendhiat is, not all neighborhoods have the

same character, and not all neighborhoods are equally appealing to all resi(f@itiks, 2001)
Residents choose to move to or remain in a neighborhood for reasons such as the sense of place, a
local subculture within which they feel comfortable, and sentimental ties, in addition to weighing the
costs of inhabiting the structur@itkin, 2001)
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Thus subcultural models of neighborhood change support neighborhood preservation policies that
strengthen local identity and networks and work to preserve, or revive, the character of the
neighborhood. These policies focus on strengthening and supportingeiighborhood from inside,

using the resources of the neighborhood itself, its people, their agency, and its particular
characteristics, be they historic, cultural, locational, or otfilegmkin & Rohe, 1996)The influences

of subcultural models of neigloibhood change can be seen in policy initiatives that use terms such as
GFraasSi odzAft RAY3I¢é | yR & O2 Y(RiME ROBB)A 8S O2YYdzyAide Ay

Research that uses subcultural theories of neighborhood change are often ethnographies of particular
neighborhoods. These generally include-diepth qualitative investigations of neighborhood
subcultures. Urban sociologists often study neighborhood change using subcultural theories as well;
guantitative models attempt to capture aspects such as socialaafital institutional infrastructure,

the level of community interactions and neighboring, trust, and neighborhood ide(8ithwirian,

1983; Temkin & Rohe, 1998)

The last of the major theoretical neighborhood change modelstigall economy models center on
the role of larger political and economic forces in determining the development course of
neighborhoods. These models are based in-Kmxian analysis of production, accumulation, and
space(Pitkin, 2001) The foundationktheory of this veir(proposed by Molotch (1976)3 the urban
growth machine theory, in whictoalitions of urban elites see& capture and retain economic power

by promoting real estate and population growlbogan & Molotch, 2007; Molotch, 1976)

The® models of neighborhood change look at neighborhood chasgeeither a natural process nor

a process that can be determined from within the neighborhgddmkin & Rohe, 1996)Political
economy models situate neighborhood change within the larger uddaucture and changes that
occur within it. It explores the linkages between economic and political institutions and actors and
business and housing marketSchwirian, 1983)In this view, the factors and decisions affecting
neighborhoods and neighborhdochange are made by a group of elites who control the land and
financial interests of a metropolis. Neighborhood change occurs as the result of a conflict between
exchange value that is, the potential profit from the exchange of a commodity, in this daset

YR dzaS @I fdsSx GKS dziAtAde 2F (GKS 3I22RX Ay GKAA
aspects such as attachment to place and the value of social interactions. Neighborhood stability occurs
when exchange and use values maf€emkn & Rohe, 1996)

Political economic models of neighborhood change place the controlling factors outside the realm of
the neighborhood itself. However, unlike ecological models, they view the state and institutions as
affecting neighborhood change. Thumstitutional policy changes, such as the Community
Reinvestment Ac{CRA) which requires banks to lend in the areas they have branches and was
designed as a response to redlining, are considered the appropriate policy tools for influencing and
controlling neighborhood chang@emkin & Rohe, 1996)

Research using political economic frameworks occurs in a variety of disciplines, including sociology,
geography, and political science. Examples of research investigating neighborhood change using
political eonomic theories examining the impacts of redlining and tax depreciation schedules on
neighborhood change how these larger policies play out at the neighborhood I€8ehwirian, 1983)
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Other political economic research traces relationships between gidiain and the related economic
restructuring to changes at the neighborhood level, for example as the result of manufacturing job loss
(Pitkin, 2001) Schwirian (1983) describes neighborhood change research from the political economic
perspective as desiptive and inductive, though later research expanded to quantitative modelling
(Galster, Mincy, & Tobin, 199@hd case studie@albers, 2006; Smith, Caris, & Wyly, 2084 yvell.

Several researchers have conceptualized a model ohheitpood change which incorporates aspects

of all three major model types, known as the synthetic model or social capital model of neighborhood
change(Pitkin, 2001) These models are in response to shortcomings of the individual models, namely
that each formulation independently is (1) overly simplistic, (2) focuses on either exogenous or
endogenous factors, but never both, and (3) cannot be applied on both anfieighborhood) and
macrao- (city or regional) scal@alster, 1987; W. Grigsby, Baratz,98al & Maclennan, 1987; Temkin

& Rohe, 1996; Temkin & Rohe, 1998; Zielenbach, 2@¥)h of the three major model types discussed
above rely on one primary type of causal mechanism to explain the phenomena of neighborhood
change. Itis unsurprising thieliance on any one mechanism would fall short in describing something
as complex as the changing situations of neighborhoods within the urban context.

N

¢SY1AY FTYR w2KSQa omdppcty adyikKSGAO Y2RSt 2F y
subcultura) and political economic models into one model where the various factors proposed in each

of these model types influence neighborhood change and one another. While others have proposed
similar models of neighborhood change that combine aspects of tleethrajor theories, these other

models do not include mechanisms through which various influences interact with and influence one
another (Temkin & Rohe, 1996) Temkin and Rohe stress the importance of neighborhood social
relations, but caution that they ra a necessary but not sufficient condition for longem
neighborhood stability. The ability of neighborhood residents and representatives to reach out to
institutional and political actors and leverage resources is key to maintaining neighborhodystab

which itself requires a strong neighborhood social fabric.

¢CSY{AY YR w2KSQa o6mddpc 0 Y2RSt Ay QdririRi§rdorndoddS T2 f
change:

national economic, social, and political conditions,

metropolitan area maturation

metropolitan-level economic, social, and political characteristics,

the nature and extent of metropolitatevel changes,

locational, physical, and social characteristics of neighborhoods,
neighborhoodlevel maturational forces,

shortterm changes in righborhoodlevel physical and social characteristics,
perceptions of shorterm neighborhoodevel changes,

the responses of institutional actors, and

the responses of local residents (p.166).

= =4 =4 4 -4 -4 4 -8 -8 4

With respect to policy implications, Temkin and Rohe (1996 tis¢ opposing purposes of ecological
modetinfluenced and subcultural modeifluenced policies. They note that policies with an
underlying ecological theory of rgfiborhood change advocate individdzdsed responses that assist
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individuals in weaker nghborhoods move to stronger neighborhoods, while those with an underlying
subcultural theory advocate pladsmsed responses that seek to strengthen the social fabric and
identity of weaker neighborhoods. Given this, they suggest corgpeatific policy reponses; that is,

to tailor responses to each neighborhood, depending ondtsurrent characteristics. They suggest
that a neighborhood with either a weak social fabric or a lack of political power should be organized
to strengthen this weakness; bungighborhood lacking both a strong social fabric and political power
may be a good candidate for voluntary deconcentration of residéirgmkin & Rohe, 1996)

Threshold, or tipping, models are a subtype of neighborhood change model. Tverie between

these models and those described above is in the form of the relationship between various factors and
neighborhood change, and a subsequent change in the way neighborhood change is modelled, rather
than a difference in the underlying theocpncerning the change mechanism. Thus, tipping models
can be used to quantitatively implement any of the theories described above.

Tipping models were initially used to explain racial change in neighborhood compd§tening,
1978; Schelling, 1971The hypothesis is that there exists a threshold value that, once reached, triggers
more rapid and perhaps unstoppable chand&alster, Quercia, & Cortes, 2000; Schelling, 1971)
These models are based in behavioral theories, including theories of oalecicialization, corner
solutions, collective efficacy, gaming, preference, and contagion mé@alster et al., 2000Quercia

& Galster, 2000)

vdzSNOAIF FyYyR DIFIfadSNRa ownnnd NBOBASSG 2F (KNBaKzf
indicatesthd | G GALILIAY3I LRAY(G¢é SEA&GA F2NI Ylyeée FI Oil2NA
school dropout rates, college completion, wages and income, welfare exits, poverty duration, hours of

work, employment, and teen childbearing. Developing a maafeheighborhood change that
incorporates a threshold effect can be accomplished by adding a spline specification, rather than the

usual linear specification, for the variable suspected to have a threshold relationship with
neighborhood change. Howeveru€cia & Galster (1997) draw attention to four factors which
complicate the matter: (1) the geographic scale at which the tholkeseffect occurs (recall the AUP

problem discussed earlier in this chapter); (2) whether the effect occurs on an absotatative level

(i.e. does the count or the proportion matter); (3) whether the relationship is continuous or
discontinuous, and thus which mathematical specification is appropriate; and (4) the time at which the
impacts occur. All of these factors mak@iaing threshold effects difficult in practice.

Research has not been conducted on the possibility of a threshold effect for foreclosures; however,
Barsum (2010) has carried out theoretical work on the potential for contagious mortgage default and
researt exhibiting evidence of the salkinforcing nature of foreclosures, such as Agarwal et al.
(2010), Chan et al. (2011), and Towe & Lawley (2010), may also be indicative of a threshold effect.

A significant body of reseel establishes links between neighthood change and foreclosures. For
example, esearchers have found that both decreasing neighborhood median household income and
increasing black homeownership rates increase the foreclosure rate of a neighboj@otidman,
2001) and that an increasing unemployment rate increases both the default and foreclosure rate
(Baxter & Lauria, 2000; Williams, Beranek, & Kenkel, 1&dBmining the relatiaship from the other
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direction,increased foreclosures are associatedwncreased neighborhood change as indicated by
increased crime rates, decreased property values, and increased housing market segr@gatten
& Lauria, 2000; D. Immergluck & Smith, 2d@@nergluck & Smith, 20@6 Leonard & Murdoch, 2009)

Others bund that the presence of certain neighborhood characteristics impact the rate of
neighborhood change. Factors that are associated with increasing the pace of neighborhood change
include larger shares of multifamily housing, lower income households, highes of residential
mobility, and poor initial housing construction qualftgrigsby, 1963; Metzger, 2000).

Examining the impact of foreclosure rates on neigtiood change using a lagged modsl& Morrow

Jones (2010) found that higher foreclosuréesaare associated with increases in the black population
proportion, the femaleheaded household rate, median household incofhand the unemployment

rate. These changes are indicative of increased resident turnover, signifying neighborhood change. In
particular, it appears that black residents and femh&aded households either move in or
disproportionately remain in neighborhoods that have experienced higher levels of foreclosures. This
study examined neighborhood change at the block group levelsthallest geography used by the

U.S. Censud. This is a lower level of aggregation than generally used in quantitative neighborhood
research and is more likely to capture effects than research using more aggregated neighborhood
units.

Li & MorrowJones (210) assert that these results point to the possibility of increased residential racial
segregation and residential concentration of poverty as the result of foreclosures. This evidence
supports the research carried out by Lauria (1998) on foreclosurtse@ighborhood racial transition

in New Orleans, Louisiana. He used a political economic theory of neighborhood change to link larger
economic changes (an economic recession and related sectoral shifts in the metropolitan economy) to
changes in neighbortamls by means of a case study. He found that foreclosures occurred due to job
loss, which then accelerated neighborhood change by means of racial transition when black
homeowners purchased the foreclosed propert{eauria, 1998)

In a followup to Lauria 1998), Lauria & Baxter (1999) used a panel design to investigate the
relationships between race, foreclosures, and neighborhood change at the Census block group level in
New Orleans. They found that foreclosures increase the rate of neighborhood racialtitm,
particularly in neighborhoods with low incomes and with a-présting and increasing black population
(Lauria & Baxter, 1999)

Several researchers hypothesize that foreclosures and neighborhood change have a cyclical
relationship; however, modeig this proves difficult. Both Baxter & Lauria (2000) and Li (2006) have
used statistical modeling techniques to investigate this, wiiita results indicating thathere are
significantrelationshipsbetween foreclosures and neighborhood change in botkations Baxter &

Luria (2000) used Structured Equation Modeling (SEM), a quantitative technique that allows for
bidirectional relationships between endogenous variables. fieithod allows the investigation of a
cyclical effect between factors. Againvestigating New Orleans, they found that residential

49 Upon further investigation, the positive relationship between foreclosures and increased median incomes is
limited to a subseof neighborhoods that experienced significant redevelopment during the time period of the
study. After excluding these neighborhoods, the relationship between foreclosures and median income is
negative.
50 Census Block Group populations rangerf approxmately 600 to 3,000 people; the Census lists 1,500 people
as the optimal size.
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foreclosures increased the process of racial transition in neighborhoods, and that as abandonment and
racial trandiion increased (due tincreased unemploymeitforeclosures increased. They observed
that foreclosures had the greatest impact on neighborhood change, in the sense of racial succession,
in neighborhoods that had previously growing, but limited, black popula{Baster & Lauria, 2000)

Li (2006) circumvented the issue of a bidirectiomalationship between foreclosures and
neighborhood change by temporally isolating the two relationships using Iterated Seemingly Unrelated
RegressionITSUR) She found that neighborhood characteristics affect foreclosures, specifically
educational attaiment levels, median household income, and the average proportion of income spent
on housing costs. Her study examined both Cuyahoga County and Franklin County (Columbus), Ohio,
and found that racial composition and rates of change have an effect ondsteek in Cuyahoga but

not Franklin County. Examining the relationships from the opposite direction, foreclosures were seen
to affect later neighborhood education levels, femdleaded household rate, and the poverty rate.
She cautioned that though thesa of panel data allowed the two directions of the relationship to be
isolated, there are factors not accounted for by the model, such as changes in policy and potential
missing variblesthat could confound the relationshiggi, 2006)

Wilson & Paulsen (2010) present a theory connecting concentrated foreclosures to neighborhood
decline, with blight and crime being the primary path mechanisms. They conceptualize property
deterioration as a twestage process: he first stage occurs before foreclosure, when the property
owner encounters financial difficulties and stops maintaining the property. The second stage occurs
after foreclosure, when the property is vacant. Their theory begins with blight, which emsura
crime, which creates more blight in a mutually reinforcing cycle, wihieh causeadditional problems

to the neighborhoodWilson & Paulsen, 2010)

In the first stage, prior to foreclosure and repossession, properties may deteriorate in several ways
Owners are often unable or unwilling to continue maintenance and upgrading activities on the
property, which can in some cases result in substantial structural datrgeman & Robinson, 2003)

In many cases this lack of maintenance is externaliglejcreating a negative externality for nearby
properties. In some cases owners facing foreclosure or eviction take valuable components of the
house with thenmt for example sinks or intentionally damage the proper{yVilson & Paulsen, 2010)

In the caseof rental properties, landlords sometimes continue collecting rent while forgoing all
necessary upkeep and repairs.

The second stage occurs once the property is vacant. The lack of maintenance and repairs continues,

and deterioration increases and becommere severe, especially when precautions such as turning

off the water supply to the property are not tak€Kingsley et al2009. In the case of concentrated
F2NBOf 2adzNBas GKS NBadzZ & A& aySAIKO2NK2spmah LI | 3
that the neighborhood has been abandoned and that the properties are ripe for unrestrained and

aSFcYygKAfSY (KS ySAIKo2NK22RQa az20Alf FlimeNA O A&
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perception leads to a desire to escape and some residents moving out. As residents leave the

neighborhood, the number of vacant structres increases teddistance between residents grows,
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resulting in fewer social interactions. This cycle becomes entrenched andisédircing(Rountree &
Land, 1996).

Wilson & Paulson present this theory of foreclosure, crime, and neighborhood change as an
acceleratel version of the neighborhood lifecycle model of neighborhood change:

Mass and clustered foreclosure can alter [the neighborhood lifecycle] model in the sense that
stages are advanced through quickly because the households in the neighborhoodhave little
or no population in them and therefore no guardian to protect and invest in them; if the initial
construction quality of these houses is poor or average, it could be accelerated even more. In
either case, once a neighborhood has reached the downgrading staime begins to move

in and acts as a reinforcing factor, both hastening and deepening neighborhood decline
(Wilson & Paulsen, 201p.26)

Though the authors analogize their model to the neighborhood lifecycle model, an ecological theory
of neighborhamd change, they point to the important role of outside factors in neighborhood change
dynamics as is the case in political economy models. For example, in this discussion both the larger
foreclosure and economic crises and the impact of these crises oicipal service delivery are larger
forces that play out on the neighborhood level.

Given the significant, and often severe, impacts of foreclosures on individuals, neighborhoods, and
localities,many response have been launched tcounteract them. These resporsshave occurred

at many levels federal, state, regional, county, municipal, and neighborhoadd initiatives from
various levels often influence and interact with one another. These relationshipsoanetimes
positive, for example federal funding of local initiatives, and sometimes negative, for example when
federal or state governments nullify lower level legislative changes.

These responses can be categorized into tategories: pe- and postforeclosure responsesvhich
focus on prevention and mitigation, respectiveljhe responses take many forms: from programs and
legislative changes to neighborhood cleaws organized on the block level. | use the term responses
to capture both programs ahpolicy changes.

This section will first discuss federal level efforts, which inchade prevention and mitigation efforts
Second, state level responses will be introduced. These responses are primarily regatetory
legislative responses. Third,otal level responses are discussed, whick again divided into
foreclosure preventiorefforts andforeclosure mitigation efforts

CKS ! o{® F2PSNYyYSYyiQa NBaLRyaS G2 GKS TFT2NBOf 243dz
respases. There have been a particularly large number of foreclosure prevention programs, though

they have seen very limited success. These programs will be introduced, discussed, and criticized
below.

With respect to foreclosure mitigation efforts, thederal government has had a more focused and
successful response, which is comprisedadiinding effort that channes money to states and
municipalities an REO acquisition program, and increased tenant protectibiasvever, hese efforts

62



have been crittized asunwieldy andinsufficient to address the problems at hand’heywill be
introduced, discussed, and critiqued below.

Third, the federal regulatory response has been characterized by many legal and policy change
recommendations, and one major Isative act. However, for the most part these changes were
either not instituted, or instituted in a weakened formAs well, for the most part these changes will
affect future occurrences and do not affect the current crisis (an overview of these reendations

and changes was given in Sectiofi.4). In some instances the federal government also stepped in by
nullifying state legislation aimed abuntering orresponding to the foreclosure crisis. These changes
and preempions will be discussed fBection2.4.2

Finally, the federal responsedsnsideed as a whole and critiqued.

Various branches, agencies, and departments of the U.S. federal govdrhawvenrolled out a variety

of foreclosure prevention programs, beginning in October 200%e programs have attempted to

avert foreclosures by refinancing or modifying mortgage loanghese programs have been
characterized by voluntary participation bgrvices, soméimes with financial incentivesome refer

G2 GKAA& FLILINRIFOK a aFft OFNNRGI y2 aiGgaro] o¢ | 2
programs are very briefly introduced in this section; for more thorough descriptions anclstnis,

please consultmmergluck, 2013Fklds, Libman, & Saegert, 2018p.669-672; Gerardi & Li, 2010;
(Immergluck et al.2011;McCoy, 20100r U.S Department of Housing & Urban Development, 2010

Some programs, particularly those that are updates odifications of previous programs, are omitted

here. As well, many aspects of the programs are left out in order to keep this summary brief.

¢KS FSRSNIf 3I20SNYYSyidiQa FANRG TF2NBOf 2adzNB LINB O
September 2007. Bmwers with ortime payment histories prior to an interest rate reset of an ARM

loan were eligible to refinance into a fixedte loan, provided that the reset occurred during the
foreclosure crisis time perio¢Fields et al., 2010) These eligibility d@eria, coupled with a lack of

servicer interest due to the writdown requirementi resulted in limited succeg#/cCoy, 2010) By

November 2008, only 4,212 refinances had been made (of a targeted 80,000); the program was
discontinued in December 20@&eardi & Li, 201Q)

The Hope Now Alliance, formed in 2007, is a collaborative effort of mortgage companies, counseling
agenciesand investors, witlthe U.S. federal government playing a supportive (Mallach, 2009)

In many ways the Hope Now effort was public information campaign, with mailers and
advertisements encouraging homeowners to call aftreélé number to receive credit counseliffgields

et al., 2010;immergluck et al.2011). The campaign also included efforts to get borrowers into a
repayy Sy i LIX FyS | GadGNBI YT Ay SrindergldeR, 2l G I NBR i KISy aX BH
CNBST SNE LIIFYS gKAOK SyO2dzaNy 3SR ASNIBAOSNER (2 FNE
a small subset of subprime mortgagd@@erardi & Li, 2010)lhough nearly 4.4 million loan workouts

occurred in just under a two year period, tvtloirds during the first year consisted of repayment plans,

51 A write-down is anndustry term for the negative revaluation of assets. For example, under the FHASecure
plan, servicers were required to wriown the value of a refinamd loan by 3% or 10%, depending on the
specific borrower. Servicers must report wrdewns as losses, and are thus wary to make them, regardless of
the current market value of an asset.
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which resulted in increased, rather than decreased, debt obligations for homeowners. During the
second year abduhalf the workouts were loan modifications, however, these modifications also rarely
reduced the monthly payment or the principal of the lofu.S. Department of Housing & Urban
Development, 2010

As a part of the Hope Now Alliance effort, Congress amatdunding for NeighborWorks America, a
nonprofit organization for foreclosure prevention counseling. NeighborWorks America then passed
funding along to states, who fued local agencies tearry outthe counselingMallach, 2009) This

effort was refered to as the National Foreclosure Mitigation Counseling program (NFMC). Through
2011, the program had been granted $500 million in fufidsnergluck, 2013). uhdscontinue to be
disbursed with seventh round funding for $70.1 million announced in AQfl3.

The HOPE for Homeowners (H4H) was launched with the passing of the Housing and Economic
Recovery Act (HERA) of 2008, which allocated it $300 billion. H4H was intended to help 400,000
homeowners by refinancing them into 30r 40year fixed rate FA loangFields et al., 2010; Gerardi

& Li, 2010;Mallach, 2009). However, its complexity, stringent eligibility requirements, \ddten

NEBIljdZA NSYSyiGa F2NJ aSNPBAOSNARZI |yR (KS LINPINIT YQa Ay
caused it tobe an abject failuréU.S. Department of Housing & Urban Developm26iQ Gerardi &

Li, 2010jmmergluck, 2013mmergluck et al2011;, McCoy, 2010). Seven months into the program it

had received only 752 applications and had resulted in one mortgagification(Fields et al., 2010).

The FDIE[ 21y a2RATFTAOFGA2Y tNRINFYZ 2N daz2R Ay | .2
modified loans of borrowers at least sixty days delinquent to a 38%-tdeinicome (DTI) ratio by

following a set series of stescluding arrears capitalization, interest rate reduction, term extension,

and finally principal reduction. Each subsequent step was only invoked if the DTI remained above 38%.
Servicers received $1000 for each loan modification. While this programeledisely effective, it

had narrow terms of eligibility and thus had a limited imp@egerardi & Li, 2010; McCoy, 2010). The

Federal Housing Finance Agency (FHFA) initiated a similar program in 2008, the Homeownership
Preservation Policy, which had larg®verage but did not apply to private loans, which most subprime

loans are(Gerardi & Li, 2010; McCoy, 2010). Both programs were criticized for applying only to
seriously delinquent mortgages and ignoring underwater IqdCoy, 2010).

TARP, the Troldéd Assets Relief Program, was authorized in October 2008. It included provisions that
would allow funds to be allocated to assist troubled homeowners, i.e. through foreclosure prevention
counseling, but the funds were not used to do so by the Bush astration. Though the Obama
administration did use some of the second disbursement for foreclosure prevention counseling, much
of this had not be spent by mi2Z012(Immergluck, 2013).

lyy2dzy OSR Ay CSO6NHzZE NB HandZ (KS ordablé (MHA) pragiarh y A a G NJ
includes several foreclosure prevention components. The Home Affordable Refinance Program (HARP)
sought to offer refinancing to four to five million homeowners, while the Home Affordable
Modification Program (HAMP) was intended tofenf modifications to three to four million

52 Junior lien holders hold second or third mortgages (junior morgagn a property. In order for a loan to be
refinanced or modified, junior lien holders must agree as well. Many nontraditional mortgages originated leading
up to the foreclosure crisis included second or third mortgages. H4H was not designed te teetebidle these
mortgageqImmergluck, Alexander, Balthrop, Schaeffing, & Clark, 2011)
53 Federal Deposit Insurance Corporation
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homeowners(Immergluck, 2016; Immergluck, 2013). HARP increased the Hmawalue ceiling for

GSE refinancing, allowing underwater homeowners to refinance into low interest rates, a problem not
well addressed byrevious federal foreclosure prevention effors).S. Department of Housing &
Urban Development, 2010mmergluck, 2013). As of May 2012, 1.3 million HARP refinances had
occurred, much less than the targeted number, though the program will run througb Eederal
Housing Finance Agency, 2012

HAMP encouraged mortgage modifications by offering servicers incentives to modify a loan to a
maximum of a 31% DTI. Borrowers who were current on their mortgage were eligible for a trial
modification lasting thee to six months; after a successful trial modification they would receive a
permanent modification with a reduced interest rate for five years. Additionally or alternatively,
borrowers could receive a term extension or a principal reduction, thoughesteaate reductions

were most commor(U.S. Department of Housing & Urban Development, 2@drardi & Li, 2010).

This program provided a protocol for loan modifications, with the intention of speeding up the process
(Immergluck et al2011). Thoughth€JN2 ANJ ¥ Ay Of dZRSR aYIlI yYRIFI(2NBEE Y2R)
servicers had many possible avenues to avoid ti{gamergluck, 2013). As well, reports of servicer
noncompliance were routinely ignorg¢Barofsky, 2012). Despite these issues, a studgselin 2012

found that HAMP modifications redefaulted significantly less than-H&MP modifications. By
guarter, HAMP 12nonth redefault rates ranged from approximately 17% to 20%, whilethamP
12-month redefault rates ranged from approximately 31% 36%. A major reason for these
differences is that HAMP modifications decrease monthly mortgage payments by $300 more per
month, on average, than neHAMP modificationéWalsh, 2012).

Additional programs were later added to MHA in encourage other loakeutrsolutions: the second

lien modification program (2MP), to modify junior loans; Home Affordable Foreclosure Alternatives
(HAFA), to encourage short sales and deedi:u of foreclosure; the Home Affordable
Unemployment Program (UP), to address unégment as a foreclosure trigger through forbearance;
and the Principal Reduction Alternative (PRA), to encourage principal reduction on modifications
(Immergluck, 2013).

It was hoped that HAMP would result in three to four million permanent mortgage matdns.
However, only 59% of trial modifications became permanent modifications, and many Jdigiie

loans did not receive modifications in the first plagggarwal et al., 2012). As of April 2013,
approximately 1.19 million permanent modificatiohad been achieved (of slightly over two million

trial modifications), well short of the stated go@annie Mae, 2013 However, this is unsurprising
gKSy 2yS O2yaARSNE (GKS LINPINFYQa &dNHzO0GdzNB>X 4KA
servicers Servicers, who do not own the loan, earn money by administering the lfsam collecting
payments and late fees, as well as from foreclosing. Thus, servicers could maximize profit by collecting
payments from borrowers during a trial modification, thédanying a permanent modification, after
which they could collect late fees and pakte payments that accrued during the trial period; and
finally by foreclosing on the properfBarofsky, 2012).

The Hardest Hit Fund (HHF) is a series of funding roundsalaeao states most deeply affected by

the foreclosure and economic crises. The first round (HHF1) of $1.5 billion was awarded in February
of 2010. It went to the five states with housing price index drops of over 20%: Arizona, California,
Florida, Mchigan, and Nevada. The second round (HHF2), awarded an additional $600 million in March
of 2010, focused on aiding states impacted most by unemployment: all of the HH1 states plus North
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Carolina, Ohio, Oregon, Rhode Island, and South Cafimingerglud, 201®). The third round (HHF3)

also focused on assisting states with high unemployment, amounted to $2 billion. It went to states
with unemployment rates above the national average (17 states and the District of Columbia, including
all previous awardes other than Arizona) and was designed to assist unemployed homeowners make
their mortgage paymentgimmergluck, 2013). The fourth round (HHF4) consisted of $3.5 billion in
funding to all states which received funding in any of the previous rounds. &lleied more flexible
funding, including any programs funded in HHF1 or HHf2ergluck, 2016).

HHF money was first disbursed to state Housing Finance Agencies (HFAs), who then could further
distribute the funds. HFAs were chosen due to their experiamitte designing and implementing

home financing programs. Additionally, HFAs are-e@tinected with lenders, CDCs (Community
Development Corporations), and counseling organizatipnmergluck, 2016).

The HHF guidelines allowed six possible types afrpros to be funded: (1) mortgage modifications,

(2) mortgage modifications with principal forbearance, (3) short sales or eledisi of foreclosure,

(4) principal reduction programs for borrowers with severe negative equity, (5) unemployment
programs,and (6) second lien reductiofsnmergluck, 2016, p.5%* The guidelines were designed to

Ffft2¢6 TFT2N Ft SEAOAfAGET IAGAYy3I aidliSa GKS FoAatAaGe
economic conditions, the local drivers of foreclosurelgems, and the likely feasibility and efficacy of

B NRA2dza AYGSNBSyidAz2ya Ay | & iimhnieqlod, 2019 R4) fTheS 02y 2 Y.
funds could also be geographically focugkedmergluck, 2016).

This CDB%like funding approach and tHevel of discretion given to the Treasury Department, which
administered the program, were intended to stimulate innovative localized solutions. However, in
practice this flexibility was mostly absent: proposals to fund legal assistance to borrowers were
rejected, and the Treasury Department made little effort to push servicers to participate in principal
reduction programglmmergluck, 2013).

A particularly important regulatory change that would greatly aid foreclosure prevention efforts is
allowing bankuptcy courts to modify the mortgage terms of creditors. These changes, which could
include reducing the principal, changing the interest rate, and adjusting the term length, are referred

to as mortgage cramdowns. Cramdown legislation would push sesuiwenodify loans to the current

market value of the property on their own accord; otherwise this was likely to occur outside of their
control in bankruptcy proceedinddmmergluck et al.2011). The expected effect is that many more
homeowners would belae to remain in their homes and continue making mortgage paymg@nis.
Department of Housing & Urban Development, 2D18enator Durbin proposed cramdown legislation

in October 2007, but the financial industry blocked it through lobbying efimsnerduck, 2013).

2 A0K GKS AYOUNRRdzOGA2Yy 2F 1 !latxs ONIYR2gy tS3axatl i
G2 O02YLX SYSyd (GKS WOINNRGAQ 8yad2yOSR Ay G(KS 11
was again blocked.

541n June 2013, the Treasury Department announced that states etstdise a portion of their HHF for blight
clearance.
5 Canmunity Development Block Grant. The CDBG Program is a major federal community development
program.
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The federal government has also created one program, the Neighborhood Stabilization Program (NSP),
to aid local governments and organizations in combating the negative neighborhood effects of
foreclosures. A second program was developedidoirathe implementation of NSP, referred to as

the National First Look program. Finally, the federal government made one foray into the foreclosure
process itself with tenant protections that may partially alleviate vacancy problems. A brief
introduction to these programs is given here; some examples of specific implementations are
discussed later in Secti@4.3 Locallevel Resposes

HERA included $3.92 million in funding for NSP, which allodateds to states to address the
neighborhood impacts of the foreclosure crigimmergluck, 2013). States then could use some funds

directly themselves, or distribute the funds to counties, local governments, and nonprofits. Other
fundswent directly b municipalitielmmergluck, 20096 In 2009 an additional round of $2 billion in

NSP (NSP2) funding was included in the American Reinvestment and Recovery Act (ARRA). In
September 2010 another $1 billion in funding was allocated for NSP (K\I®R®), P11). NSP was

LI NI AOdzf F NI &8 AYLRNIFYydz +ta Ad ol a GKS FANRG aSNR
LINRLISNIie | OljdzAairdAizy yR RSY2f AGA2Yy Malgd, 2008 NJ (G KS
p.6).

The three NSP rounds allatve use of funds for the following purposes: (1) financing mechanisms,
such as downpayment assistance of shaeedity loans; (2) acquisition and rehabilitation of
abandoned or foreclosed homes; (3) land banking; (4) demolition of blighted structurds{5an
redevelopment of demolished or vacant propert{dsice, 2011p.138) The program used Community
Development Block Grant (CDBG) rules and jurisdictions for administering the program, which made
the implementation of NSP much easier than had a neto$ rules and jurisdictions been created
(Joice, 2011).

NSP1 and NSP3 funds were allocated using a-based formula accounting for foreclosure impacts.

This approach is problematic, as it granted funds to grantees lacking the necessary governntental an

CDC infrastructure to carry out the program effecti@ymergluck, 2013; Joice, 2011; Mallach, 2008;
altftrOKX Hnnogod Ly O2yGNYadsx b{tH FdzyRad 6SNB I ¢
had to understand its particular problems, deserilan appropriate stabilization strategy, and
RSY2YAGNIGS GKS O LI OXJbice, 2012p.189). MNERBan®NEHE3 alsddequiredd G NI G
grantees to target their awards in the most highly impacted Census tractsractice which Joice

(2011) lilens to using a defillabrator rather than spreading funds everywhere like peanut butter. These

two aspects increase the likely effectiveness of the program.

The program included some other components that made it unwieldy to administer. Though in
compari®n to federal foreclosure prevention efforts NSP is much more flexible and adaptable to local
conditions, the requirements often proved unwieldy, such as restricting redevelopment to housing
(NSP2), when many communities need to add commercial amenitiegtease the desirability and
sustainability of their neighborhooddmmergluck, 20090 Another example is the program rules
requirement that former tenants of vacant properties be contact@dayer & Temkin, 2009).
Additionally, departing from success$fvacant property initiatives, the federal government required
any profit from property resale be returned, rather than allowing cregsidizing through the use of
profits to continue neighborhood stabilization efforfsnmergluck, 2009b The progranwas also
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hastily designed and administered, resulting both in problems with its design and in recipients being
unable to commit their funds before the deadline or having to change stabilization strategies in order

to commit funds on timglmmergluck, 2013) Despite these limitations, Ergungor & Nelson (2012)
found that in the case of Cuyahoga County, Ohio, REO vacancy rates in census tracts that received
NSP1 funding were lower than those that did not, but only in the case of purchases by individuals.
Vaancy rates for REO properties purchased by investors aneprafits were not affected by the
presence of NSP1 dollars. For NSP2 money, no significant differences in REO vacancy rates were found,
but the authors caution that the measurements may have beele too early to capture the impact

of NSP2 funding.

In 2010, the Department of Housing and Urban Development (HUD) and the National Community
Stabilization Trust (NCST), a national nonprofit, sponsored the National First Look program, which is
designedo assist NSP recipients in REO acquisition. The program gives housing nonprofits and CDCs
24 to 48 hours to express interest in an REO property in an NSP area if it is being put up for sale by a
GSE, the FHA, or certain other large banks before it isdierto the general public. If interest is
expressed, there is a twelve to fifteen day period during which-fd§&ired evaluations and
estimations can occur, by the end of which the interested organization may purchase the property. If
not, the propertyis released for sale on the real estate markeamergluck, 2013). This program
combats the problem of investors quickly purchasing properties before local organizations, helping to
further NSP plans and community stabilization efforts.

Finally, the Helipg Families Save Their Homes Act of 2009 included protections for tenants residing in
foreclosed properties, namely guaranteeing 90 days fimsiclosure notice before eviction can occur.

¢tKA&a f1 6 YIFENJSR GKS FSRSNIf I2tieSioigelysSrg pracass ¥ A N& G
(Immergluck et al2011). This protection both protects vulnerable parties who were not involved with

the mortgage transaction at all and reduces the problem of foreclofwudaced vacancies, at least
temporarily.

The federal response to the foreclosure crisis is considered inadequate by many. Refinance and
modification programs reached far too few homeowners and the redefault rate has been high.
Funding programs have been far too small to @&sdrthe need for both foreclosure prevention and
foreclosure mitigation in communities. Regulatory change has been limited and repeatedly watered
down.

With respect to foreclosure preventiody CSRS NI f F2NBOf 2adzNB LINSOSYy (A2
exhibited aLJ- 6 G SNy 2F NI (FldSied R., 20405668).Xh@ lfe@ataf government

continually rolled out new programs, with different conditions, eligibility criteria, and servicer
NBIljdZANBYSYyia YR AyOSyi(A@dSa ooftentantidiBdredrnial addH n Mo U
YENBAYEFE & & & QGKFIG8 2F0Sy (RA3R Thehdve be@Oatmiivizf | (S
addressing a particular issue after it has occurred, never proactive or foteakdhg (Fields et al.,

2010). Servirs, who are not inclined to write down asset values, have shied from voluntary
modification programs requiring principal reductighicCoy, 2010). As of January 2010, the State
Foreclosure Prevention Working Group assessed that only 4 out of every huaeli loans had

entered loss mitigation and that modifications resulted in payment reductions but rarely principal
reductions. In fact, over 70% of modifications resulted in principal incre@ese Foreclosure
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Prevention Working Group, 2010)despitethe fact that principal reductions reduce the likelihood of
redefault significantly(Haughvout, Okah, & Tracy, 200®Quercia & Ding, 2009). As well, many
modified loans redefault: Adelino, Gerardi, and Willen (2009) determined that 50% of modified loans
redefault, and in the case of subprime loans the rate is nearly 70%.

Agarwal et al. (2012) point to servicer factors as a major reason for low modification rates. They found
that a few large servicers modified at half the rate of other servicers, subalignteducing the reach

of the HAMP program. Examining servispecific factors, they determined that a low number of-full

time servicing staff, a low number of training hours, and less efficient phone handling (dropped calls
and waiting time) are corttated with low servicer modification rates. Though servicers were obviously
YR dzy RSNRAGFYRFO6f& dzy RSNBIljdzA LILISR (G2 RSIE gAGK
had the possibility to expand their workout departments, as many did. Ottidraot, indicating a
disinterest in foreclosure alternatives. Federal cramdown legislation would have made a considerable
difference in this context.

Federal foreclosure mitigation efforts have delivered much needed funds to states and localities facing
severe foreclosurgelated problems. They have allowed states and localities to tailor programs to
local needs. This increased flexibility has resulted in more effective programming than larger, national
level programs such as HAMP have been able teaelimmergluck, 2016).

However, the funds have fallen far short of the need. Mallach (2009) remarks that the original NSP
fundingr a crisis respongewas approximately equivalent to an average federal CDBG appropriation
in recent years (making thetotal{ t I LILINB LINA F G A2y SljdzA @1t Sy i G2
It also pales in comparison to the financial sector bailofiields et al.,, 2010Mallach, 2009).
Examining the level of NSP funding for eleven cities, Goldstein (2010) found th&RteaM/ards were

f S,
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had over 78,000 vacant properties at the time and its NSP1 award was sufficient to acquire fewer than
2,600 properties. Philadelphiatimated it had approximately 22,000 properties vacant for more than
one year; its NSP1 funds were sufficient to acquire fewer than 200 and its NSP2 funds were large
enough to address less than 1,000 m{@oldstein, 2010).

Additionally, these funding effdli & KI @S 2 OOdzNNBR a4 adaiy3tsS akKz2i
Though many programs had multiple rounds, it was clear that none were developed in a
comprehensive fashion; rather additional funding was disbursed haphazardly as it became available,
reducing the ability of local actors to strategically plan their respon®esnergluck, 2009b;
Immergluck, 2013Mallach, 2009).

€

Federal regulatory responses, introduced in Sectidn& K @S | f a2 FI f fe®lgd FI NJ & |

to address the effects of this crisis on homeowners, neighborhoods, and communities, and to prevent
a similar occurrence in the future.

McCoy (2010) divides federal foreclosure prevention efforts into three possible categories, in
increasing degreef intervention. The first is to intervene by coordinating private industry, such as

the Hope Now Alliance. This approach was seen to be unsuccessful. The second approach is to offer

incentives to servicersa O | NiNt@ riodiy or refinance mortgagessaxemplified by HAMP. This
approach has seen more success, but is hampered by servicer resistance to write downs. Finally, the
government can increase the cost of pursuing foreclosuresi i A O1 & ® ¢ ¢KAa ¢2dz

R
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steps that would help homeowners, such as enforced loan modifications and write down of the
Y2NI3F3S GFtdzS G2 NBTFESOU OgEbaskal 20008.68R.Anfakt2 y 4> KU
GKS FSRSNIf | LIINRBIFOK (2 &S NDAOStNBEcenivesdoo entalbty & f A {0
attract significant participation and no penalties for nparticipation (Immergluck, 2013p.215)

Furthermore, federal policies refused tocagnize that the servicing industry is set up to facilitate
foreclosure, not modifications; it is a volumand speeebased industry, into which the detailed

process of working out mortgage modifications does not easily fit. Ignoring the structure of the
industry resulted in solutions that could not accomplish the desired refuitsiergluck, 2013).

Why has the federal response been generally inadequate? If one looks at the federal response as an
effort to aid homeowners and reduce negative impacts on eumities, the response has been mostly

a failure. However, if one examines the response as an effort to aid lenders and servicers deal with

the onslaught of foreclosures, it has been much more successful. Timothy Geithner, Secretary of the
Treasuryatt8 GAYST Tl Y2dzateé alFlAR a2S SAadAYIGS wGKS ol
GAYS® ¢CKA& LINPINIY gAff KSELI F2FIY GKS NYzysgl & ¥
HAMP was to aid banks and financial institutions, not borrowBasofsky, 2012p.156) This is also
SOARSYOSR o0& NBLRNIA GKFG adlrasSa gSNB G2fR o0& ¢l
HHF funds for a particular program from Treas(immergluck, 2016). Servicer lobbying and

arguments invoking incréaS R & NHzil Kf Sa&d¢ RSTFlLdzAZ G O6RSTFIl dA G o8&
SyO2dzNy 3Ay3 o62NNBgSNE (2 aGF1S NrRale f2Fyaos LI A
homeowners who had intentionally or knowingly taken bad loans, facilitated this app{E#ids et

al., 2010; HUD, 2010nmergluck, 2013).

Thus, the onus of prevention and mitigating foreclosures fell to states, and moreover, local
governments and organizations. These lower levels of government have reduced leverage and
resources, but do ha better knowledge of otthe-ground conditions and local networks and
experience to draw on. The next two subsections introduce efforts introduced by state and local
actors.

In addition to the federal government, many states havedmafforts to address both the causes and

the effects of the foreclosure problem. Rather than attempting to exhaustively cover the efforts of all
fifty states, a general introduction to state efforts is given here. The two main types oflstate
efforts have been anfpredatory lending laws and mediation programs, both of which are discussed
below. Additionally, in some cases states have passed laws instituting minor changes to foreclosure
law and have initiated and won lawsuits against particularisers. As well, the State Foreclosure
Prevention Working Group made efforts to counteract foreclosures and to improve data on
foreclosures and modification®enuart, Williamson, & Benson, 2009).

Many states have anfiredatory lending laws that far pretiathe decline in lending stringency that

led up to the foreclosure crisis. Beginning in 1999, many states began adopting@&/MA laws,
which were patterned after the federal Homeownership and Equity Protection Act of 1994 (HOEPA),
but with more stringnt restrictions on APR, loan points, and fees. As of January 2007, only six states
lacked miniIHOEPA laws aimed at regulating the subprime mai&estic, Engel, McCoyefhington

Cross, & Wachter, 2008). Bostic et al. (3d68nd that miniHOEPA law®duced both subprime loan
applications and originations.
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However, in many cases the federal government preemtsthte antipredatory lending laws. In

particular, the OTS preempted the aptiedatory lending laws of Georgia and New York in 2003. The
OCARAR (KS alYS F2NJ DS2NHAIQa ftF¢g tFAOGSNIAY GKFG
state laws that passed. Meanwhile the federal government made no efforts to pass strengthened
lending legislation until 2007, in which case the bill wasesowitak(Immergluck, 20095 These actions

sent strong signals to lenders while discouraging states from taking regulatory steps to prevent
foreclosure problems.

In contrast to state efforts to reduce predatory lending, states were able to successftiygeini
foreclosure mediation program@NValsh, 2009; Walsh, 2010). Though the first mediation program
began in 2008, as of 2013 25 states and the District of Columbia (as well as many counties and
municipalities) had program@ational Consumer Law Centerdfa]). Foreclosure mediation is a
process in which a neutral mediatory works with both the borrower and servicer in an attempt to arrive
at a mutually agreeable alternative to foreclosure. Foreclosure mediation generally occurs at the
behest of the borower, at which point the servicer is required to participate before the foreclosure
suit is allowed to procee(Hagerott,2010). Additional information on the workings of foreclosure
mediation and information on its efficacy will be provided in Secigh3

Though some evidence indicates the arriving at a mutually agreeable solution ought to be frequently
possibley’ in practice servicers often avoid mediation and/or the workouts they entail. This is due to

a variety of reasps, including institutional culture and capacity and incentive structures that
encourage servicers to assess fees and foreclose. Despite this, states have generally not fully exercised
their police power to compel servicers to fully participate in mediati In order to have a chance at
successful foreclosure mediation, states must require that servicers engage in negotiations in good
faith; bring the necessary documents, such as the note showing ownership of the mortgage; engage in
net present value (NPVcalculations to determine if a modification is mutually financially
advantageous; grant modifications when they meet HAMP requirements; and that representatives
engaging in mediation have the ability to modify the Id§vialsh, 2009; Walsh, 2010; Walsi§12).

More recently some states, such as Nevada, have strengthened their foreclosure mediation programs
(Walsh, 2012).

Some states, in particular Michigan and Ohio, have pushed for more funding for blight removal
(demolitions), in particular to use a payh of the HHF for this purpose. The objective was to

AO0NI GSIAOlLIffe RSY2fAAK | 0 YR2Y SR thaliNkzOa@azsmala Ay d
number of blighted properties are exerting negative pressure on surroundingnegfitained

properties. However, the Treasury did not approve any diversion of these funds until racénflyne

2013 the Treasury Department approved a waiver for Michigan; later it announced that states in
general could use a portion of the HHF for blight rem@«aff, 2A.3b; Rokakis, 2013). In August 2013,

Ohio received permission to use up to $60 million of its HHF for demolikoff, 2013a). This,
O2Y0AYSR 4AUK (GUKS hKA2 ! 0Gd2NySe DSYSNIf Q& HAMH

%t NBSYLIiA2Y Ad (GKS 20SNNARAY3I 2F | t26SN) £ S@St 2dzNAA&F
law by federal law. Federal preemmtiis explicitly provided for in the Supremacy Clause of the U.S. Constitution;
in general state constitutions give them preemption powers over their lower level governments as well.
5" For example, in November 2008 servicers were losing an average 008024y 57% of their investment,no
each completed foreclosur@Vhite, 2009)
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removal that was funded by KS LINR OS SR A A ¥ A ¥ B S pofidatarsey Sefieral,
2010, brought the total to $135 million.

Another example ofastatt S@St NBalLlR2yaS Aa hKA2Qa | 2dzaS wSaz2fc
accelerated foreclosure process for propes that are both taxdelinquent and abandoned. The law

is designed to reduce the length of time that vacant properties sit abandoned, and thus their negative
effects on neighborhoods and communities as @anstrom et al., 2009).

In general, the federal and state efforts discussed above facilitate and set the parameters for local
action, rather than directly combating the foreclosure problem themselves. Local governments and
nonprofits then determine the specific implementatiof the programs in their areas. For example,
NSP, HHF, and counseling programs use federal-tijamggh funds, but are designed and
implemented on the local level. This is necessary as the foreclosure problem and its impacts play out
differently in diferent localities, and thus must be tailored to the local context. This often entails
leveraging additional funds, collaborating with other organizations, and prioritizing target areas,
among other strategies.

This section begins with a discussion ofvhlmcal context and resources shape local foreclosure
responses and their chances of success. This is followed by an introduction of various strategies
recommended to communities by experts to fight the negative impacts of the foreclosure crisis. Next,
types of local foreclosure responses are introduced and discussed. These responses include
collaboration, organizing and advocacy, foreclosure prevention counseling and foreclosure mediation,
property acquisition strategies, landbanking, targeting, andllegsponses. It should be kept in mind

that this section aims to give an overview of local foreclosure responses. Though illustrative examples
will be used in some cases, this section does not attempt to catalogue an exhaustive list of local
foreclosureresponses.

The ability of local governments and organizations to respond to the foreclosure crisis is greatly
dependent on the local context and local resources. These affect both what can be done as well as
what should be done i.e. which responses are most likely to be effective in a particular locality. This
aSO0A2Y ONARSTFte AY(iINRRddzOSa aSOSNIt TFFOU2NAR GKI G
Aba LRISYOGAlLt STFAOFOeY 0 retS thedtypdds f6radiosure process KS NI
(judicial v. nordudicial), the structure and resources of local government, and local housing nonprofit
experience and infrastructure.

The importance of the housing market type has already been discussed in referetie arying
impacts of the foreclosure crisis (see Secf2dh3. Prior to the foreclosure crisis, weak market regions
had stagnant or mildly increasing house prices. As well, regions with weak housing markets tended to
hawe elevated REO and vacancy levels, which were then only exacerbated when the crisis struck. In
contrast, strong housing market regions saw large price increases and high housing demand prior to
the crisis, coupled with low REO and vacancy levels. &hbeunoted that strong and weak housing
YEN)] SG&a Oy SEAaG Ay Oft248S LINRPEAYAGE (2 2yS |y:
enjoyed strong demand, while the city and many inner suburbs are characterized by weak market
conditions(Swanstrom esl., 2009).
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Swanstrom et al. (2009) point out the impact of housing market type on potential foreclosure
interventions. They argue that preventing foreclosures in weak market areas is easier, relative to
strong market cities. This is because the hogidiabble inflated to a much lesser degree in weak
market areas. Thus, when the bubble popped, prices dropped less in weak market areas, resulting in
fewer underwater mortgages and lower mortgage debt levels. In contrast, they argue that
neighborhood staltization is easier in strong market areas, because demand remains comparably high,
reducing the potential REO and vacancy problems in these areas. Weak market areas are likely to see
significant neighborhood blight as the result of their elevated REQvacancy level§Swanstrom et

al., 2009). However, weak and strong market cities are generally discussed on the regional level.

The type of foreclosure process also affects the opportunities for foreclosure intervention. Judicial
foreclosure states tendo have longer periods between the initial foreclosure suit filing and the
completion of the foreclosure than neudicial, or statutory, foreclosure states. A longer foreclosure

process provides more time for possible interventions; however it also slfaperties to sit vacant

for longer periods of time between the original filing and the foreclosure sale, exacerbating vacancy
problems (Swanstrom et al., 2009). Cutts & Merrill (2008) remark that overly long foreclosure
GAYSEAYySa Ol yNBAYI AGLE S KISK NS [l y20FS AFYYAY Sy G K2YS 24
NEyd F2NJ GKS RdzppiiAzy 2F GKS LINRPOSaace

The characteristics of local government play a role in foreclosure intervention as well. In many areas
of the U.S., local government ligghly fragmented, with responsibilities and resources being split
between a wide variety of counties, municipalities, unincorporated areas, districts, wards, agencies,
precincts, and other governmental units. This fragmentation compounds the diffafudiydressing

the foreclosure problem, as many organizations need to agree on and coordinate priorities, strategies,
and actiondSwanstrom et al., 2009). A second important constraint on foreclosure responses relates
G2 GKS 201t 32 asiryyiSapiltyQaconiit furds to prevéntiosand mitigation
programs(Swanstrom et al., 2009). The economic crisis increased service needs and decreased tax
revenue for local governments, reducing their financial capacity. In the case of a@tiislsuch as
Cleveland, this simply added to leterm fiscal strain.

Finally, local capacity is a major constraint on local foreclosure response. For example, it was
mentioned previously that a flaw in NSP1 funding was that localities with littleotbausing and
neighborhood development infrastructure received funds, but were unable to efficiently use them.
Housing and neighborhood development nonprofits tend to be relatively agile organizations with a
history of interorganizational cooperation anteveraging funds, both of which are important
components of foreclosure response efforts. Some regions have also been benefitted by the presence
of developed and vocal policy advocacy and applied research organizations, which have helped to
guantify andpublicize foreclosure problems. In this respect, central cities have some advantage, as
housing norprofits tend to be located in cities than suburbs. CDBG areas also have an advantage with
respect to foreclosure mitigation, as these areas have a histbrgleveloping and implementing
neighborhood stabilization effor&Swanstrom et al., 2009).

A number of researchers and advocates have identified strategies for local foreclosure responses
(NeighborWorks America, 2@0 Gass, 2008; Swanstrom & Brooks, 2(8@anstrom et al., 2009).
Some of these reports focus primarily on foeeclosure interventions and others on pefstreclosure
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interventions. However, the strategies suggested by these reports mostly apply tentre
foreclosure response effort. Later,@hapterChapter 6the extent to which Cuyahoga County utilized
these strategies will be assessed.

I have divided these leading local foreclosure intervention strategies into tlangge categories,
problem definition and scoping; capturing and leveraging resources; and resppast#ic best
practices. Each is introduced below, followed by a table listing which of these best practices were
employed in a variety of foreclosure respse case studies undertaken by Gass (2008).

Problem Definition & Scoping

In order to appropriately respond to a specific foreclosure problem, it is first necessary to gain
understanding of the problem and its impacts. Only then it is possible ta &@itlesponse to the
problem in a given location. Furthermore, the foreclosure problem should not be considered in a
vacuum; rather the crisis should be taken as an opportunity to reassess housing policies and plan for
GKS O2YYdzyA (e Qa todaaezied shollf BeRemptoyed ih thidztage:

9 Assess the problem
Swanstrom & Brooks (2010) identify the need to assess the problem, including the nature of the
problem, who is most impacted, and what responses are most likely to be effective. Tademcl
considering aspects of the local context, as describegviously (Section2.2.2), and continual
reassessment of the problem as it develops and changes over time.

1 Create a strategic vision
Swanstrom & Broks (2010) stress the importance of not viewing the foreclosure crisis as a temporary
problem, but rather a shift in overall conditions. Thus, the foreclosure crisis should be used as a chance
to develop new housing and neighborhood strategies. Gass8)2fesses the effectiveness of
coordinating interventions with neighborhood planning and residents.

Capture & Leverage Resources

A key issue in responding to the foreclosure crisis has been a general lack of resources. Though there
has been a variety dideral responses to the foreclosure crisis (see Se@idr), it is generally

agreed that the financial resources allocated have fallen far short of those needed. In addition,
municipalities and regions have lost revenue aresult of the foreclosure crisis and the economic
recession. A particular focus of these strategies is collaboration and resshadag. These strategies

also include human resource development.

9 Build leadership
Swanstrom & Brooks (2010) focus dretneed for effective leadership in undertaking foreclosure
responses. In particular, in order to facilitate collaborative efforts (see below), leaders who are seen
as neutral and who garner respect are necessary to act as conveners. Additionalffjgrexasure
responses need charismatic leaders who can draw attention to the foreclosure problem and efforts to
counteract it.

1 Capture attention of public and policy elites
Drawing attention to the foreclosure problem, its effects, and efforts to coumtiertas necessary to
attract funding and support. Local governments and organizations need to publicize their problems
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and efforts through the media, applied research studies, and by lobbying state and federal politicians
(NeighborWorks America, 2007; &wstrom & Brooks, 201@wanstrom et al., 2009)

I Redirect resources and mobilize new ones
Given the limited federal response and the scope of the foreclosure problem, it is necessary to leverage
additional resources to apply to foreclosure responses. rStsam & Brooks (2010) recommend
taking advantage of public pressure on banks, servicers, and mortgage companies by soliciting
contributions. In particular, local banks are more likely to contribute, as their mortgages are locally
concentratedand thus tte region and local communities play a larger role in their busingébsy list
private foundations and redirecting federal funds, such as CDBG money, are other possible funding
sources.

1 Develop intralocal collaborations
Collaboration among government partments can aid in effective foreclosure responses. For
example, Code Enforcement can be used as a strategic invention with vacant properties, and local
courts can assist in steering borrowers and servicers into mediation. Local governments can
collabdNt G S G2 FAEE Ay 3AFLLA Ay 2yS y20KSNDa NBa&2 dz
Working with servicers can facilitate smoother loan modifications. Collaborating with community
groups can enhance community stabilization effoffieighborWoks America, 2007; Gass, 2008;
Swanstrom & Brooks, 2010)

91 Develop a regional data system
Creating a regional data system to track foreclosures and related factors enables communities to track
the problem and its effects, allowing strategies to be adjusteealtime. This is especially important
because foreclosure hotspots have varied as the crisis contifNeighborWorks America, 2007;
Swanstrom & Brooks, 2010 addition, a weltleveloped data system can be used to create maps
and reports that aidn publicizing the issugSwanstrom & Brooks, 2010)

1 Engage in continual staff and organizational development
The foreclosure crisis has consistently changed throughout its course. In addition to monitoring the
problem, organizations need to engage imtioual staff and organization development to keep up
with the problem. CDCs, which are generally relatively small organizations, tend to be able to quickly
alter organizational routines and fo{iNeighborWorks America, 2007; Swanstrom & Brooks, 2010;
Swanstrom et al., 2009)

i Target outreach
Targeted outreach can aid in reaching target groups and in using resources efficiently. Public
awareness campaigns, such as placing ads on the side of busses in areas with large concentrations of
foreclosure risk andadio ads can reach borrowers in trouble early in the foreclosure process, or even
0STF2NE Al o0S3IAyao ' 92 ARAY3I GKS aLISI ydziodzi G SNE
concentrated demolition and rehabilitation can increase the chances of stalilizat targeted
neighborhoodgNeighborWorks America, 200Gass, 2008)
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Respons&pecific Best Practices

The final group is that of responspecific best practices. These strategies have already shown their
effectiveness and are advocated as best pradi

1 Offer rescue funds
A report prepared for NeighborWorks America (2007) identifies the use of-#rontloans and grants,
NEFSNNBR (2 a4 aNBaOdzsS FdzyRazé |a | 06S&ad LINIF OG A
often sufficient to get hmeowners current on their mortgages, and attract borrowers in trouble to
counseling services.

9 Offer borrower services extending beyond troubled loans
Successful foreclosure prevention agencies offer services to borrowers beyond foreclosure counseling.
Barowers in trouble face general financial distress and high levels of uncertainty and stress. Additional
services, such as personal finance education, home maintenance education, transition assistance, and
programs focusing on the needs of families irf@f 2 8 dzZNBE > a i NBy3GKSYy K2YS24y
their situations, whether it is retaining the home or transitioning to new houghegighborWorks
America, 2007Gass, 2008)

9 Invest in bulk acquisition of distressed and REO property
When possible, commmity organizations should negotiate bulk acquisition of distressed and REO
property that fit into the strategic vision and/or targeting plans. This can save organizations both
money and time, while larger tracts of land facilitate larger redevelopmerjepte(Gass, 2008)

Table2.2, below, is based on the fourteen case studies described in Gass f2008)s report is
focused on posforeclosure strategies; for this reason the foreclosure response strategy of offering
rescue @inds, which pertains only to foreclosure prevention situations, has been omitted from the
table. The table lists twelve local organizations (primarily CB&s) which of these strategies each

of them has used in their foreclosure responses. Later, inghminder of Sectio.4.3 some of these
cases and strategies will be described when introducing specific local foreclosure responses.

Two of the columns merit further discussion. First, the strategy of assessing the prisbtéecked

F2N) Lt (GsSt@S OlFraSao ¢CKAA A& RdzS G2 GKS 7T Ol
responses to the foreclosure crisis; that is, these are examples of organizations that have best analyzed

the local foreclosure problem and ategically devised responses that fit the local context. Secondly,

GKS Sy3ar3asS Ay O2yGAydzft &aidlr¥F IyR 2NBHIFIYATFGA2Yy I f
report did not address this strategy explicitly. Given that these are leading foveeltssponses, it is

likely most or all of these organizations engage in continual developmi&miot, it is unlikely they

would have developed appropriate and successful responses. However, | have left this column blank
rather than assert the use of thatrategy with no basis.

B¢KS GFotS Aa Y& NBIRAYy3I 2F DFaaQ NBLE2NIT yeé SNNENH
AY YAYR (GKFG GKS OF &S & dzR#ilar sthatggy i each CaseNstbdyd? Tiis, it¥s2 O dza S |
possible that some organizations used strategies that are listefialrle 2.2 despite the fact that the table
contents state otherwise.
59| have excluded one case study, SelipHwhich operates on the national scale, and have combined two others
that are carried out by the same organization in the same location (Neighborhood Housing Services of Chicago).
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Likewise, | have checked strategies for each organization only where Gass makes explicit mention of it.
For several of the strategies, such as building leadership, it is likely additional organizations have
employed this strategy it are not listed as doing so fable2.2. This is also especially possible for

the strategy of offering borrower services beyond troubled loans, due to the fact that the report
focuses on postoreclosure interventions and baswer services are associated with foreclosure
prevention.

The most commonly used strategies (excluding assessing the problem) are: redirect resources and
mobilize new ones (10 organizations); target outreach (10 organizations); invest in bulk acqgafsition
distressed and REO property (8 organizations); and developlatahcollaboration (8 organizations).

All other strategies were utilized by five or fewer of the organizations. That CDCs commonly use the
strategy of redirection and mobilization of geurces is unsurprising; in their role as housing
developers, CDCs very commonly put together complex financing from varied sources. This skill is
highly-developed for CDCs, but the application to the foreclosure crisis is different from the traditional
bricksand-mortar applications. The frequency of targeting outreach is also unsurprising, as resources
fall far below needs in the foreclosure crisis. Targeting is thus a logical way to make an impact with
limited resources, though not all organizatiore/e embraced it. Many organizations have recognized
that bulk REO purchasing is necessary to compete with speculative investors, but fewer have been able
G2 002YLX AaK Ado ¢KS 2NHIIYATFGA2ya FSI GddzNBR
demonstrate several possible solutions to this problem. Finally, collaboration is a common strategy in
foreclosure responses due to the widespread nature of the problem, the large number of stakeholders
involved, and the variety and quantity of resourceeded to address it.
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Strategies
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Beyond Housing (MO) X X X X X
Chelsea Neighborhood
Developers (MA) X X X X X
City First Enterprises
(Washington, D.C.) X X X
Columbus Housing
Partnership (OH) X X X X
Dayton's Bluff (MN) X X X
HANDS Inc./CAPC (NJ) X X X
Los Angeles Neighborhood
Housing Services (CA) X X X
Neighborhood Housim
Services of Chicago (IL) X X X X
Neighborhood Housing
Services of Phoenix (AZ) X X
Neighborhood Progress, Inc.
(OH) X X X X
St. Ambrose Housing Aid
Center (MD) X X X
United Housing (TN) X X X
Total 12 10 8 10




Collaboration was mentioned above as a key strategy for local foreclosure interventions. It is
mentioned again here to stress its importance and to highlight its role in many of thésatfescribed

below. In many areas with particularly successful foreclosure responses;staigeinteragency
collaboration has occurred. This can encompass many municipal and county departments, the courts
system, counseling and advocacy organizatitegal aid organizations, lenders and servicers, CDCs,

and community groups, among others. For example, the foreclosure responses of Philadelphia
(Pennsylvania), St. Louis (Missouri), Allegheny County (Pennsylvania), and Cuyahoga County include a
large umber of stakeholders and require extensive collaborative effort to successfully design, modify,
and implement their effortdNeighborWorks America, 200Fitzpatrick IV & Ott, 2010; Goldstein,
Weidig, & Boateng, 2018wanstrom et al., 2009; Weinsteinadt, 2006).

In many cases, intesrganizational collaboration is a prerequisite to an effective foreclosure response;
too many players are involved and have control over specific portions of the process for players moving
unilaterally to make significanmpacts. Individual parties and organizations often have specialized
knowledge concerning a particular aspect of the foreclosure crisis, but it is rare for any organization to
have all the pieces of the puzzle, due to resource and personnel limitatiSome aspects of the
foreclosure problem can be tackled much more efficiently when organizations coordinate and
collaborate; for example, sellers of REOs prefer to sell in bulk. Working together, CDCs can improve
their ability to acquire properties as weds gain the opportunity to reap economies of scale when
demolishing, rehabilitating, or tselling the propertiegLiving Cities, 2031

Responding to the foreclosure crisis has changed the way many CDCs work. Traditionally, CDCs have
been very locajl focused, working at the block, street, or neighborhood level. More recently CDC
attention has moved outside the immediate service area. Living Cities reports that ninety percent of
their pilot sites report joining a new partnership or coalition in tbeurse of responding to the
foreclosure crisigLiving Cities, 2031 CDCs have also sometimes competed for resources and funds.
However, with the advent of the foreclosure crisis, many have recognized that the need for
intervention is so great and capfcso limited, that only by working together is there a chance to

make a lasting differencg.iving Cities, 20)1

The Contra Costa Housing Equity Preservation Alliance was created to reduce the duplication of efforts
by various organizations involven addressing the foreclosure crisis, as well as to find strategies to
address the crisis more effectively. The alliance includes the county, several cities, amabfitsn

offering foreclosure prevention counseling and/or legal assistance. The allidfiere foreclosure
prevention workshops, financial counseling, and legal services to distressed borrowers. However, the
collaboration is not without difficulties. For example, the City of Richmond offered to host the
FfEAFYyOSQa 6S03adiBSOWRIT2ZNHNRSEKFANIOIR Al G2 dzas
logo representing the alliance. The entire process took approximately a year. The alliance also appears
to be rather insular, with limited knowledge of it outside the organization it€@thers argue that the
2NBFYATFGA2Y A& agladAyd GAYS & & o (G2 3ISH Y2NB
by pressuring lenderéSwanstrom et al., 2009).

HANDSCAPC (Orange, New Jersey) is a-profit corporation developed to addes the negative
effects of foreclosures on the community that has partnered with six CDCs. H2ABSpurchases
pools of foreclosed property or notes. Sellers are generally more amenable to bulk transactions,
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allowing them to efficiently sell propertieand to package in undesirable properties. HANI2Z®C

uses it expertise in to clear titles and then sells the properties to the CDC where they are located.
During this period, the CDCs assist in monitoring, maintaining, and securing the properties. After
purchase, the CDCs rehabilitate the properties in their coverage a®ason, 2010). This
collaboration is especially noteworthy, as it solves the issue of property acquisition faced by many
CDCs who are unable to purchase properties in the volumeedeby many sellers. The specifics of

the effort will be discussed more in the Property Acquisition & Landbanking section, below.

In Memphis, Tennessee, United Housing coordinates housing activities. The organization was the
logical choice as convenerygn that it is the only cityvide organization with the ability to work with
multiple partners. Decisiemaking is datalriven, and a network of local organizations is charged with
implementing solutions in a way that is conscious of the neighborhoodego(@ass, 2008).

Another example of a collaborative effort is that of the Neighborhood Stabilization Committee of St.
Louis, Missouri. The committee serves primarily as a network to share information, with a focus on
researching the ownership of foreckd properties(Swanstrom et al., 2009).

As a final example of collaboration, the Red Team in the Inland Empire (California) includes private
businesses and associations in addition to governmental andpnufit actors. According to

Swanstrom et al. (2@), the most active members include the building industry, the real estate trade
association, Bank of America, a local credit union, and cities located near Riverside, whose mayor
formed the organization along with the County Supervisor. The group &dumjta shared belief that

0KS NB3IA2yQa SO2y2Ye Aa FIN G22 RSLISYRSyld 2y &Ay
0KS OFdzaS 2F GKS T2NBOf2adz2NBE ONRaAa O NEO® ¢CKS |
people in their homes; agtation and counseling for homeowners; and the pooling of resources to
facilitate bulk purchasing and reselling of homes by the municipa{fiesnstrom et al., 2009).

Community organizing and advocacy efforts have been used abthenanity level to gain attention

and leverage in fighting the foreclosure problem. One of the-kBstvn community organizing
STF¥F2NIa Ay GKS g1 1S 2F GKS FT2NBOf2adz2NSE ONRaAiAa Kl
ESOP. ESOP, which is basdtleveland, has embraced Saul Alirstye organizing tactics to garner

public and political attention and to increase their leverage with lenders and servicers. As a result of

their efforts, ESOP was able to form agreements with approximately twentiets and servicers that

committed them to policies and practices beneficial to homeowners. ESOP and its practices will be
covered in detail in Sectidn?2.2

Chelsea Neighborhood Developers, a CDC in the small city of £lwlated outside Boston, hoped

to reach out to and engage residents, particularly in the lower income neighborhoods. To do so, the
bSAIKO2NI ANDES Y2RSt gl a dzaSR® I GbSAIKO2NI ANDT
who attend three fatitated dinners. The first dinner is devoted to socializing and getting to know one
another. In the second, the residents discuss their concerns for their neighborhood. In the final
meeting, the discussion focuses on what, if anything, to do aboutctireerns brought up in the

second meeting. The meetings have led to neighborhood events, such asupkameighborhood

watches, and block parties, as well as aiding in property acquisition deaisikimg. For example, the
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CDC targets the acquisitiohREO properties in areas with a concentration of active homeowners that
will support and improve the neighborhod@Gass, 2008).

Another example of organizing activities is that of MEficago. NHShicago partnered with the

Southwest Organizing Projectittv the goal of organizing residents of the Chichagovn/Gage Park
neighborhood around the issue of foreclosures. In addition to meeting with community leaders and
visiting residents doeto-door, the organizers also engaged St. Nicholas Church,-yee8®ld

community institution. The group approached the pastor to assist in raising awareness of the issue in

the parish, who worked the issue into services and the church newsletter. Though the organization

has expanded its counseling services and commgaviareness of the issue has increased, it is unclear

what direction the organizing effort will take and whether it will be primarily an organizing or a social
ASNIBAOS STF2NI o Gta f2y3 +ta ¢S GNBI Gomedwndra I+ O2
YR (K2aS NBalLkRyaAirofsS (Gassf2008)y2i 06S KSEtR | OO02dzyil o

A third example is that of CCISCO, a Bay Area (California) community network based irfiteenty
congregations. The organization carries out listening campaigns to identify ésglipetential leaders

in the community. CCISCO, like ESOP, is a proponent of confrontational, SausAliaskganizing

tactics. With a goal of creating national modification agreements with six lenders (chosen based on
member concerns), the orgamitton staged a variety of high profile events, such as picketing lenders

with local branches, large town hall meetings, and a march to Washington. CCISCO has certainly gained
media attention, but there is question surrounding the true impacts of the kg G A 2y Qa S¥F2 N
example, lenders state that their cooperation with CCISCO is due to the importance of the
O2yaANBIIGA2YyaQ AyFfdsSyOS 2y (GKSANI Odzali2YSNEZX y2
practical difference this makes is unclear)Others criticize that the organization, despite its
agreements with lenders, has not been able to increase the number of mortgage modifications made.
Finally, due to a model that fully blames lenders and omits issues of personal responsibility, important
services such as financial literacy and financial planning courses are ne@®&etatstrom et al., 2009).

In addition to organizing efforts, the media plays an important advocacy role. In an analysis of
foreclosure responses in six metropolitan areasa®trom et al. (2009) found that the number of

local newspaper articles devoted to foreclosures greatly influenced public and political awareness of
0KS AaadsSo 'y PlaginDeaeh ¥ R £ GiRbdifispaiizibéneynR200a and 2008
showed not only that the Cleveland paper covered foreclosure issues much more frequently, but that
the paper also included more local articles (as opposed to newsfeed articles) on the crisis, as well as
more frontpage and editorial articles. Newspaper regasn foreclosure research such as a report
guantifying the community costs of foreclosures in Ohio have also drawn the attention of politicians
and policymakergSwanstrom et al., 2009).

The best kown foreclosure prevention strategies are foreclosure prevention counseling and the
related, but distinct, strategy of foreclosure mediation. The two share the samea ¢odind a
satisfactory solution for both the homeowner and servicer when the borrowén default and use

the same approach in attempts to bring this abouhe reduction of information asymmetry between
borrower and servicer. Though some policy papers group the two together (e.g. Walsh (2009)), there
are important differences betweerhée two.
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In theory, foreclosure prevention counseling and foreclosure mediation should be attractive to both
the homeowner and the holder of the mortgage (either a financial institution or a group of investors).
For example, a 2008 study found that the eage loss a lender incurred on a foreclosure was $124,000,
which equated to a loss of 57% of investment valhite, 2009). However, servicers are charged
with the decision to initiate foreclosure proceedings when a loan is in default; their paymemiidebe
favor the (relatively) quick and simple proceedings of a foreclosure over the more complex
modification negotiation(Walsh, 2009). Thus, while the overall benefit of a modification is in many
cases greater than that of a foreclosure, the incentigéservicers, who determine which course to
take, favor foreclosures over modifications.

Among the best known programs are the Homeownership Preservation Initiative (HOPI), located in
Chicago, lllinois, and the Philadelphia Residential Mortgage ForecDsunesion Prograrff. The first,

HOPI, is a counseling program, while the Philadelphia program is a mediation program. All of these,

and counseling and mediation efforts in general, rely heavily on-mtganizational collaboration,

Ay Of dzRA y 3 devéaprieyitdmidnizadions, credit counseling agencies, legal aid groups, and

local government (especially housing or neighborhood planning agencies), as well as banks, lenders,

'y R 2 y (Ininfeylitk, C0B8pB)0 l ht L aAy@2t @ghkbortoodlHbusidgy S NB& K A
Services . . . of Chicago, the Chicago Department of Housing, 22 financial institutions, and the Federal
wSaSNIBS . Iy {(Imiefyluck, RGOOP.9F kile the Philadelphia diversion program
GNBLINBaSylia GKS O2thd Fhiadepn&SCous BffGoiNdioa Pléad, theb City of

t KAfFTRSELKAFQa hF¥FFAOS 2F [ 2dzAAy3 YR /2YYdzyAdeée !
YR f SYRSNAKASNBAOSNE FyR K2dziAy I-furdedagnprsiit 2 NR € «
agencies antkgal aid organization&oldstein et al., 2013).

Foreclosure preventiogounseling is a relatively new practice. Previously;pumehase counseling
programs existed in order to assist lemcome firsttime homebuyers in making a prudent purchase.
With the progression of the foreclosure crisis, many of these organizations that specialized in pre
purchase counseling changed their focus to gmstchase, or foreclosure prevention, counseling in
order to help homeowners remain in their hom@sutts & Merril, 2008). The preferred foreclosure
prevention counseling outcome is a sustainable mortgage maodification, though in some cases a
4 RA Iy A T th&iR a &edh-lied or short sale is the best case outcome for a homeowner. Some
counseling organizatits also offer emergency loans, usually about $3,000, to bring a mortgage current
(Immergluck, 2008).

In foreclosure prevention counseling, the counselor takes the role of an advocate for the homeowner.

| 2dzyaSt Ay3a |fglea 200dzNH islpiovidédkog HuBgphadeE AcBdiipa 0 SK
counseling nonprofits. Candidates for counseling are reached through public awareness campaigns,
mailers triggered by foreclosure suits and other events, and word of mouth. Though many counseling
clients are facingdreclosure when counseling is sought, foreclosure prevention counseling can occur

at any point in the process leading up to a foreclosure, including before the client has missed any
mortgage payments.

Foreclosure prevention counseling can be carriedioygerson, by phone, or in some cases, online.
In the case of person counseling, borrowers seeking counseling often first take part in a group intake

8 The Cuyahoga County Foreclosure Prevention Program (CCFPP) is atuyudi#gt known foreclosure
prevention counseling program in the countr.description is omitted here as it is discussed in depth in Chapter
5.
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session, where they are introduced to the counseling process, what it can and cannot do, and what
papeawork and files are necessary to initiate the proc@darris, April 27, 201Ammergluck, 2008).

One or more individual counseling sessions follow this. Participation of the lender or servicer depends
on the amenability of the lender or servicer, ane ttontacts of the foreclosure prevention counselor.

Foreclosure prevention counseling also provides an opportunity for holistic debt management for
clients. Homeowners who are unable to make mortgage payments likely have other financial issues.
If a haneowner initiates counseling in an effort to save his or her house, the counselor has an
opportunity to look at his or her overall financial situation and manage additional ig§ldts &

Merrill, 2008). Some counseling agencies offer holistic serviteading even beyond financial issues,

such as Neighborhood Housing Services of Los Angeles, which offers services to help homeowners who
have lost their properties transition to new housing. They work with the county property owners
association to negadite discounted rents for transitioning families and make efforts to keep families

in the same neighborhood and school district when posgiBlss, 2008).

In many cases, foreclosure prevention counseling has been funded by the HHF, as well as by various
grants and the redirection of state and local funds. In 2007, the federal government passed legislation
to fund foreclosure prevention counselors through the NFMC progflanmergluck et al.2017).
However, funding for counseling has come in standalonegsieeach time without information as to
whether additional federal or other funding will become available in the future. Applying for funding

is also administratively challenging, with different requirements for applying and reporting from each
funder (Hylands, 2013).

Foreclosure mediation programs, a form of alternative dispute resolution, are run through the court
system. In contrast to a foreclosure prevention counselor, the mediator is a neutral party, whose role
it is to facilitate communication andf possible, a mutually agreeable settlement between the parties.

In general, the foreclosure suit is paused while the mediation process is pending. Mediation does not
require settlement as an outcome, nor can mediators force an outcq@eben & Jakalvics, 2010).
Candidates for mediation are those against whom a foreclosure suit has already bed@ ditesh &
Jakabovics, 2010; Collins & Urban, 2012; Hammel & Shetty, 2013). As of 2010, jurisdictions in twenty
one states had mediation programs, soofevhich are mandatory for all foreclosure suits, and others
which are optin at the behest of the defendant (the borrowdfJohen & Jakabovics, 2010).

Foreclosure mediation programs can be either-opbr mandatory. Opin programs are those where

the homeowner against whom the foreclosure suit has been filed has the option to request mediation,
which is then generally mandatory for the plaintiff (the lender or servicer). Mandatory programs
automatically assign all foreclosure cases to mediation, witlamy action from the homeowner. In

both cases, cases are then screened to ensure they are appropriate for mediation. Advocates of
mandatory mediation programs point to higher participation rates, which are approximately 75% for
mandatory programs, whiléhe highest participation estimate for o programs is 21%Cohen &
Jakabovics, 2010). On the other hand, proponents ofimgirograms argue that the process of
requesting mediation screens out ndh2 2 LISNJ 0 A S RSFSyYy Rl y i akEiendyy ONB | &
(Fitzpatrick IV & Ott, 2010). However, aptprograms do require additional administrative work not
required by mandatory programs, primarily in the form of mailings and response processing. Data has
shown that mandatory mediation programs faaeleast at well as opih programs, with settlement

rates for optin programs ranging from 3% (New York) to 75% (Connecticut). Connecticut switched
from an optin to a mandatory program and saw no changes in its settlemen{@tben & Jakabovics,

83



2010) However, Collins & Urban (2012) undertook a differenedifference model to investigate the
impact of mandatory v. opin mediation programs in MS&gontaining both. They found that in one
study area, Philadelphia, the area with mandatory mediatesulted in an increase of 1% to 1.5% in
modifications, relative to a base rate of 1.8% modified for theiogtrogram. In Florida, where four
MSAs were examined, the settlement rate increased .87% for the mandatory programs relative to the
opt-in rate d 7.6%(Collins & Urban, 2012).

Although mediation cannot force either party into a settlement, it often carries consequences for non
cooperation. In the case of narooperative borrowers, the case leaves mediation and the foreclosure
suit proceeds. Inhe case of nofwooperative lenders or servicers, the foreclosure case may be
dismissed. The extent to which mediation programs compel lenders and servicers to participate in
good faith varies. Many programs require that the lender or servicer represeataave the authority

to modify the mortgage; otherwise the case is dismisg§étpatrick IV & Ott, 2010). As of 2009, only
one program (Maine) required the servicer or lender to provide a copy of a net present value test (NPV)
and modification analysi@Valsh, 2009). This calculation is key, as the sharing of this information
LINEPGARSE ff LINLHASE gAGK Sldzrt (1y2¢6tSR3IS | 62dzi
regarding the mortgage and ensures the lender or servicer actually cauies NPV test. In contrast,

all homeowners are required to provide detailed information on their financial situgdaish, 2010).

Any homeowner who cannot show an income stream is immediately ineligible for a modification; one
who refuses to providénancial data would be considered uncooperative and the case would proceed
to the foreclosure hearing.

Some mediation programs assist defendants (borrowers) in procuring legal represefttdinmel &
Shetty, 2013). Many homeowners also use foreclopuegention counseling services in concert with
mediation; for example, in Cuyahoga County, Ohio, the defendant may bring someone with him or her
to mediation, possibly a counselor. Counselors are alseitencertain days to assist defendants
(ForeclosureMediation Program Director, Ap@o, 2011).

Foreclosure mediation programs are often deiided by fees assessed by the court on each
foreclosure suit. These fees range from $50 to $@®@&ish, 2012). Others assemble funds and
resources from a varietyf sources, but this makes scaling the program up very diff{Eititpatrick 1V

& Ott, 2010).

The main benefit of counseling and mediation is improved communicdGatdstein et al., 2013,

2] faAaKZ HANpL O G ® & & aSRA thihairdeyideKigididyg fadliatvds 2 6 y S N,
transfer of documents, setting time frames for borrowers sending documents and lenders responding,

YR adl@Ay3a olGKSE alCoblths &Wbarh, 2012R106)HboskdcBuyiselardand OG A @ S
mediators ae familiar with the terminology and practices of servicers and lenders, as well as the legal
framework relevant to a foreclosure action. In many cases they also have contacts with servicers and
lenders, which can facilitate negotiation.

A second benefitfanediation is that of time. The mediation process effectively pauses the foreclosure
LINEOS&dasxs 3IAGAYI GKS K2YS26ySNE FG02NySes yR K2
necessary documentation, as well as to negotiate with the servicemolelgGoldstein et al., 2013;

Walsh, 2009).

61 Metropolitan Statistical Area.
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Counseling and mediation face several difficulties in assisting homeowners. First, servicers have
Sy3alr3aISR Ay | LINRPOSaa 2F aOFfOdA SR OKIF2azx¢é Ay &
denyingm®RA FAOI GA2ya® tKSaS 0SKIFE@A2NR AyOf dzZRSR af 2a
FN}YSaAaT FLAEtAYI (2 y20AFeé K2YS26ySNAR 2F NBIlIazya
reasons for denials; providing ineffective review of decisjcand foreclosing while reviewing for a
Y2ZRATFTAOIGA2Y 2N) gKAES (GKS 02 NNE @alsh) 201205 Yhisif & A y 3
occurred for a variety of reasons, but essentially, making a good faith modification effort would require
GY2NI@2VES yaASa (G2 R2 GKS ¢g2N)] GKIG akKkz2dzZ R KF @S
(Fields et al., 201(p.676} that is, to do proper underwriting. Unfortunately the federal government

never enforced the HAMP rules with any stringency, and while stetes the police power to impose

sanctions on lenders and servicers who do not act in good faith in the mediation procedure, many do

not. Some states attempted to require HAMP rules be met in their mediation processes, but these
requirements were removeds the result of lobbying effor®alsh, 2012).

A second issue has been poor quality modificatiBmsnergluck, 2008; Walsh, 2009; Walsh, 2012).
According to an Office of the Comptroller report, 58% of the loan modifications made in 2008 either
increagd monthly payments or left them the sanié/alsh, 2009). Unsurprisingly, only slightly over a
guarter of these modifications remained current at the beginning of 2010. However, modification
affordability has increased: by late 2011, less than ten perotall modifications increased or left

the payment the same. The redefault rate of modified loans made in 2010 was approximately one half
that of modifications made in 200@Valsh, 2012).

A problem facing foreclosure prevention counseling has been etomnetention. Counselors receive
relatively poor pay for stressful work. Counselors often face staff shortages, heavy training
requirements, intensive reporting and data entry requirements, and the frustration of attracting
borrowers too late into the dreclosure procesgHylands, 2013). As well, counselors experience
additional stress from the emotional work of working with clients who are often desperate and
frightened.

A variety of studies have examined foreclosure prevention counseling success Takese studies
show similar results, though the percentages and magnitudes vary by study and by study sample. They
also examine different aspects, so a eineone comparison is often not possible.

For example, a study of nearly 26,000 loans made tettomoderateincome borrowers found 50%
higher cure odds for homeowners who participated in counseling. The authors also found no
difference in results between iperson and telephone counseling. They did, however, find that timing
plays a role and thatounseling has the best results when undertaken during an active delinquency
situation(Ding, Quercia, & Ratcliffe, 2008).

Collins & Schmeiser (2012) found that the likelihood of losing a home to foreclosure drops after
counseling by two to four percenfThey also found that borrowers are more likely to miss payments

F FGSNJ NBOSAGAYy3 O2dzyaStAyar +FyR FOGGNROdzISR GKAaA
financial situation and that homeowners initiate counseling when they realize they cannairstistir

mortgages and also to the fact that some negative selection for counseling was also observed (i.e.
there is a tendency for those in more distressing financial situations to initiate counseling. This may,

in some cases, be a strategic decisione do the fact that many lenders and servicers informed
homeowners they should only contact them after they had missed payments. Collins & Schmeiser also
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found that receiving a mortgage modification is related to counseling, and that, particularly for
minority homeowners, counseling increased the likelihood of receiving a lower interest rate and/or
lower monthly payments (2012).

The National Foreclosure Mitigation Counseling Program (NFMC), which funded foreclosure
prevention counseling via federal apprdgtion, undertook an analysis of nearly 61,000 loans to
examine the effects of the program during its first year. The authors found that the NFMC counseling
helped 880 homeowners from entering foreclosure, a reduction of approximately 18% from the
numberexpected without counseling. This equates to a @astings of $33 million. They also found
that homeowners receiving counseling were 1.6 times more likely to cure a foreclosure than those
who did not participate in counseling. Likewise, those who pigdied in counseling and received a
modification had, on average, mortgage payments $454 less per month than those who received a
modification without participating in counselirfiylayer, Tatian, Temkin, & Calhoun, 2009).

Several studies have also examirtbd redefault rates of those who participated in counseling. For
example, a report on Freddie Mac loans and counseling reported a 26.4% contact rate and a contact
to-cure rate of 54.5%, for a total of 6,099 foreclosure avoidances. Uskhiigy6delinquegy as a
redefault measure, 18.67% of these mortgages redefaulted, in comparison to 25% of cures that did
not participate in counselinfCutts & Merrill, 2008).

Winter & Swanstrom (2010) examined 1,460 instances of counseling between January 2008 and
Septenber 2009 that occurred in St. Louis, Missouri. They reported on the demographics of those
receiving counseling, who on average were lower income, more African American, moresireyie
households, and more female than the MSA overall. As well, alatithe loans were subprime or
exotic. Of these homeowners, 87% were delinquent when they entered counseling. Thirteen percent
received a modification, and another 13% brought the mortgage current by some other means. At the
end of the study period, 84%emained the legal owner of the home, though this represents a
maximum of 21 months postounseling and in many cases the elapsed time after counseling is only a
few months. It also does not capture any homeowners currently delinquent or in dé¥sudter &
Swanstrom, 2010).

The U.S. Department of Housing and Urban Development commissioned a study on counseling
outcomes. The study examined 824 homeowners who participated in counseling, spread over twenty
four counseling agencies. Like the Winter &8strom (2010) sample, the demographics of those
receiving counseling were lower income, more African American, more female, and younger than the
U.S. average. Of these, 39% received a temporary or permanent modification and an additional 32%
received a epayment or forbearance plan. The status of the homeowners was examined again
eighteen months after enrollment. Fifsix percent were current and residing in the house; 28% were
delinquent and residing in the house; and 16% had lost the home. Thachsesalso found timing

to be important: of those who participated in counseling before entering delinquency, 70% were
current at followup eighteen months later. Of those who were six months or more behind on
mortgage payments when they entered counsg| only 30% were current at folleup. The study

also found somewhat better outcomes for telephone counseling as compareepergon counseling,

but the authors hypothesized that clients with greater needs participatedpenson counseling more

often, making the results not directly comparalefferson, Spader, Turnham, & Moulton, 2012).
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Several studies of mediation outcomes have been undertaken as well. Cohen & Jakabovics (2010)
report on statebased mediation programs provides outcome statssfior a variety of programs. For
example, Connecticut, a state with mandatory mediation, reports a 74% settlement rate (i.e. an
agreement is reached between the two parties and the foreclosure suit is dropped) and that 60% of
homeowners remain in their hoe at the end of the process. This 60% is comprised of 42% who
receive a modification, 12% that receive a forebearance plan, and 6% that receive a reinstatement or
partial claim. New Jersey, which has aniopnediation program, reports a 50% settlemeate, 70%

of which remain in the hom@Cohen & Jakabovics, 2010).

D2t RaAaGSAY SG | tdQa o6nnmov aiddzRé SEIFIYAYSR GKS t KA
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eligible homeowners participated; 35% of those participants reached a settlement; and that for cases
settled in the first year of the program (2008), 85% were still current twenty months later. The authors

also found that the mediation progradid not extend the foreclosure process: the average case spent

53 days in mediation while the typical nomediated foreclosure suit lasted ten montfSoldstein et

al., 2013).

Given the aftereffects of the foreclosure crisis on néigthoods and communities, the problem of

cleaning up vacant and abandoned foreclosed properties is an extensive and difficult one. Putting
aside the issues of scale and funds, several aspects of the foreclosure crisis cause particular difficulties

to CDCsand other local organizations working to acquire and reuse foreclosed properties. First of all,

the issue of timing is important. Vacant houses are often vandalized within daysafcdigancy,

resulting in a property that has negative equity (i.ewiuld cost more to repair the house than it

g2dZd R 0SS g2NIKO GKFG Aa @ fdzStSaa G2 Ftf odzi &LlS
in poor condition to municipalities and other local organizations, but the acceptance rate is low due to
the expectation from servicers that all fines and liens will be waived and that the city foot the cost of
demolition (Living Cities, 2031 Short sales are at first an appealing optidhey would assist
02NNRBGSNE Ay GNRBdzt S Yanyf&ring titledbBidredtifeApfopefyRbecBrites | é
vacant and unsecured; however, two difficulties arise. First, servicer payment schedules make
foreclosures more lucrative than short sales. Although the net loss for all parties is higher with a
foreclosure, srvicers generally have decisiomaking authority and naturally work to maximize their
own profits. Second, it is difficult to locate homeowners who are potentially amenable to a short sale
(Fleischman, 2010). Another problem in property acquisitiomésissue of securitized mortgages,
where it is unclear who has the authority to make a sale or transfer. Similarly, in the case of bank
walkaways, it is often impossible to identify the owner of record, leaving the property in limbo. Finally,
given the wlatility in the housing market, it is simply difficult to properly value properties. CDCs in
particular work with tight margins and complex funding, often with several sets of external constraints
on affordability and other aspecttiving Cities, 2031

&\
N

One strategy to deal with and minimize these issues is bulk acquisition. As Fleischman (2010) writes:

Strategies that involve bulk purchases of REO properties enable both lenders and purchasers
to avoid the inefficiencies and higher costs associated pitlcemeal, retailevel REO sales.
Through a bulk purchase, the nonprofit may get a discounted sale price on a portfolio of
properties while acquiring a critical mass for redevelopment. This strategy may also enable
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the purchase to subsidize the rehatzition of deteriorated homes with profits generated from
alftsSa 2F Y2NRIOAyidl O K2vYSaté

This is not to say that bulk acquisition strategies are a-allregiven the need to target interventions,

as discussed previously, bulk acquisition has the pitisgito squander CDC resources if properties are
acquired in a haphazard manner. Thus, many successful bulk acquisition strategies are built on
collaborative efforts that combine entities working at a larger geographic level with CDCs or other local
organizations.

NCST, introduced in Secti@nt.1, is a nationalevel effort to address the issue of property acquisition.

¢KS 2NBIFIYATFGA2Yy O22NRAYyFGSa tSyRSNAEX &aSNIBAOSNA
servicers with state, county, and municipal governments in order to facilitate negotiations on REO
properties(Gass, 2008.iving Cities, 2031
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restrictions on the sale price of rehabilitated properties which restricts the pool of potential buyers

and sometimes results in properties sitting on the market for longaiods of time. Secondly, the

ACA program requires the participating organization to take all REO properties within the program
area, regardless of condition. Columbus Housing Partnership (CHP) of Columbus, Ohio, originally
participated in the program it changed strategies when it became apparent that many of the ACA
REOs were too deteriorated or located on streets with very low levels of homeownership. Instead,
they began working with the City of Columbus, which is able to purchase FHA foreclos$esfal

then re-sell the properties to the housing partnership. This arrangement allows CHP to select
properties in targeted areas and strategically stabilize neighborh@@dss, 2008).

HANDSCAPC, which was also discussed as an example of collabpratida an offer to purchase 47

loans that were involved in a real estate fraud and bankruptcy ¢@seon, 2010). To do so, the
2NBFYATFGA2yY aO2yRdzOGSR GAGES aSkNOKSa FyR LISN
determine rehabilitation costs; wodd closely with a local real estate firm to develop market
FaaSaaySyda FyR Fyltarnda dizi ®Sa SINWR yNEBE DIdINSIBF it s
evaluated the costs of carrying and managing the properties through foreclosure as witltasta

NBfl G§SR (G2 SESOd{SimohT010K185) Basdtdothi2workzNiR groperty was

assigned one of five exit strategi€Bleischman, 2010). HANEBPC then sent an offer to the
LINELISNIGASEAQ |aasSid Yl yl HaSehtbfamiliarBylwithithé So®munives wherd S NA 2
their properties are located, as well as no experience working with a CDC. This made it necessary for
HANDSCAPC to back up its low offers with photographic evidence of the housing and neighborhood
conditiors before negotiations could move forwaf@ass, 2008).

It should be noted that this strategy is risky, due to the time and resources involved in researching the
properties with no guarantee of a successful deal. As well, this strategy worked well foSKART

due to the fact that the mortgages were all connected to a lending scam and were not securitized
(Fleischman, 2010). Another key piece of this strategy was HANDS / Q& O2f f F 62N> GA2Y
CDCs, each of which agreed to purchase and retabithe properties located in their service area

(Simon, 2010).

Other property acquisition strategies used in response to the foreclosure crisis include the use of
receivership in Chicago, which has allowed the demolition of blighted properties witheulifficulty
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of a yeardong court process, and the exploration of purchasing promissory notes for entire
subdivisions in Phoenix, which would allow foreclosure and redevelopment of the whole subdivision
(Gass, 2008).

The purpose of a traditib £ fFyR oFy]l Aa G2 al OljdzANB FyR K2
NERS@OSt2LIVSyd a | glFe& (2 SyO2daN) 3IS BSAEART 2AI¥FyiE
(Fitzpatrick 1V, 201,00.145) Traditional land banks are programs housed in municipargovents,

and thus depend on local governments for funding and resources, which may become politicized. Since

they are municipal programs, traditional land banks have limited geographic scope, which results in
several difficulties when dealing with propigss impacted by foreclosur@-itzpatrick 1V, 2010). Some

traditional land banks, such as those in Ohio, obtain properties only passively; that is, when the
property has not sold at two consecutive public auctions. Since they are not independent kg, en

traditional land banks cannot purchase property or enter into contracts for the upkeep or demolition

of vacant properties, essentially limiting traditional land banks to possession of vacaffiitppstrick

IV, 2009).

In contrast, a modern landdnk is an independent entity with a statutorily defined mission. Thus,
modern land banks have dedicated staff and funding streams, freeing them of dependence on
municipal departments and politicking and allowing for lgagm planning. The purpose of aoakern

land bank is also much broader than that of a traditional land bahk® & aaA&ad Lzt A O
redevelopment by actively identifying and strategically acquiring parcels otherwise unattractive or
unobtainable by public or private markets, clearthgir titles, and, where necessary, deciding how to
NEBYSRAIFGS GKS LINRPLISNIe& G2 YI |(Stzpatick IV, Reiopl14B)i A @S T 2
Modern land banks are also not limited to a single municipalitythe case of Ohio they are organized

on the county level. As a result, they achieve economies of scale that municipal land banks generally
OFryQis FINB FofS (2 &LINBFIR NRA&]l Ay gFeéa avlrffsSN
efforts across municipal boundari@sitzpatrick 1V2010; Hexter & Schnoke, 2009).

Traditional land banks face several difficulties in attempting to acquire REO and other abandoned
property. First, REO sellers (financial institutions) hold large numbers of properties, which are spread
out across the regim and not confined to a particular municipality. REO sellers also generally prefer
to sell in bulk, which is not possible for a traditional land bank authorized to acquire properties only in
its own municipality and only interested in properties that peet of preexisting development plans.

For these reasons, traditional land banks often have trouble getting REO sellers to the bargaining table.
Second, traditional land banks often face a shortage of funds, particularly as local government tax
bases shink (Fitzpatrick IV, 2010).

In contrast, modern land banks have several advantages. The fact that they serve larger geographic
areas allows them to purchase in bulk and achieve economies of scale. Secondly, their dedicated
funding streams allow lonterm planning and flexibility. Due to their size and dedicated funding, they

are also able to store, demolish, and renovate properties to a greater extent than traditional land banks
(Fitzpatrick 1V, 2010). They are also able to eliminate tax and otherdiengll as to avoid accruing
additional liens(Immergluck, 2008). As a dedicated entity, land banks can hold properties awaiting
redevelopment for longer periods of time without accruing property taXekischman, 2010;
Immergluck, 2008).
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The state of Nthigan has led the way with modern landbanking. In 2009, ten Michigan counties had
set up land bank authorities, in addition to the state land bank which held over 8,000 properties at
that time. Of the county land banks, the Genesee County Land BahiB)Y@Cthe best known.
Between 2003 and 2009, GCLB had demolished nearly one thousand properties, rehabilitated ninety
affordable rental units and eighty single family homes, and sold seven hundred sidelots to adjacent
property owners. Between 2002 an@@5, GCLB leveraged over $112 million in benefits for the city

of Flint using an expenditure of $3.5 million. Combining three revenue sotttesland bank has an

$8 million seksustaining land revitalization fur&chilling, 2009).

The targéing of neighborhood stabilization efforts has been a common response to the negative
ALAEE20SNI STFSOGa 2F GKS T2NBOt2adz2NE ONRAAAD D.
most CDCs and jurisdictions to address all foreclosed andfgited properties in their service areas.

According to Immergluck (2008):

For example, if an initiative is able to purchase only 25 percent of the vacant properties in a

small area which might be a sizeable number of homeas may be difficult to make the

acquired houses marketable either for purchase or for rental given the remaining vacancies in

0KS | NBI o Ly YSAIKO2NK22RA -bdAXKS eYQbgeed NI vy
approaches, where investors or developers may come in and pick up a fewrpesphere

and there, are likely to be very difficult. High concentrations of foreclosure of vacant homes

Y@ fAYAG WFNBS YINISIQ (WRaLRyaSa Ay az2vySsS yS)

Becca Goldstein, quoted @ommunities at RigR0110 = &G F § S& & lwikth 1@f&reckidurgsS | 0 f
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Targeting strategies generally look for relatively intact neighborhoods that are being negatively
affected by foreclosure but can be stabilized with strategic interventionoudh he was referring
ALISOATFAOLIfEE (2 GKS GIFINBSGAYy3 2F b{t Y22ySes D2fF
funds will make the most impact when invested in areas where objective and systematic data show

the housing market is functioningeasonably well . . . Targeting places where the problem is
YIEYylF3SFoefS FyYyR GKS adz2NNRPdzyRAY 3 YI ROLG p.d83. Kie dS & d N
Reinvestment Fund, a negurofit community development institution located in Philadelphia,
developed- G Y I NJ] SG @l tdzZ GA2y ¢ | LdeudlBdtadokdeteriite ivhedzth€ & Yy S A
LIJZNOKEF a8 2F @I OlFlyd F2NBOf2aSR LINPLISNIASAE gAft KI
where foreclosurerelated vacancies are a potentially destaliligforce and not heavily compounded

on top of earlier vacancies, high crime rates, and other preexisting conditions that make
NERSOSt2LIYSyldi SEGNBYSte RAFTTFAOAA G S O@nyherdluek, 2 NB Of
2008, p.15)

In addition tounderlying housing market conditions, CDCs and local governments look to community

assets as a base upon which to stabilize neighborhoods. The idea is to start with a strong street or

0f 2013 AGNBY3IGKSYy AlGZ IyR O2yXayNS fice atiks Ay RES
I32Ay3 G2 YIF1S GKAa AGNBSG adNRy3 |y NaigKit@ide A G NA L

52 The revenue sources are the state Board of Revisions foreclosure feeptteeds of land sales, and revenue
from TIF bonds issued by the land bank.
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guoted in Living Cities, 2011p.28). CDCs and other organizations look for public and private
investment, institutonal uses such as universities and hospitals, schools, employment opportunities,
commercial corridors, and other anchors when determining areas to target for stabiliZ&iass,
2008;Living Cities, 2031

Resident input and participation is another kegtor to consider when making targeting decisions.
For example, the City of Chicago and Mercy Housing, gradit housing developer, partnered for
0KS AYLX SYSy(dlGA2y 2F GKS OAGeQa b{t LINRBIANIYOD ¢
areas: (1) geographically target activities to begin with, with the expectation to expand citywide in the
future; and (2) provide a defensive position in areas where the city has made strategic investments in
the past, where the neighborhood would be doingll if not for foreclosures, and where there is
substantial community awareness and organization with respect to foreclog8meanstrom et al.,
2009). Other organizations use the homeownership rate, the presence of clusters of households
committed to neghborhood improvement, and evidence of community attention and concern, such
as the frequency of calls to the police or city services, to assist in targeting de{Gimss 2008; Simon,
2010). Resident input is also important to ensure that neighbadhsiabilization efforts do not take

on the feel of topdown, Urban Renewsdl/pe activities(Living Cities, 2031

In addition to changing acquisition strategies, many CDCs have also found it necessary to shift their
thinking on the reuse of these propesd. Traditionally, CDCs have been in the business of building
and rehabilitating affordable housing. But the foreclosure crisis has forced this policy to be
reevaluated, due to rampant vandalism and undermaintenance of foreclosed homes, the tightening of
the credit market, and, especially in weak market areas, a housing market already grappling with the
issue of oversupply.

Many CDCs have scaled down or halted their rehabilitation work in the wake of the crisis. Living Cities
reports that twothirds of the pilot programs it funds scaled back on rehabilitation work. CDCs cite the
increased cost of rehabilitating a vacant, abandoned, and possibly stripped house, as well as the need

to act quickly to stabilize neighborhoods as reasons. In many cases,h@Ctowered their
rehabilitation standards for the houses they do renovate. In the past-r€REbbed houses often

included attractive amenities, but now many have scaledbatk SQNBE R2Ay 3 GNAI IS>
systems working, code compliance, no safet KI T  NR&>X FNBAK OfFTratey 2 F LI A
McAreavey citied in Living Cities, 20p121). However, not all CDCs have adopted this tack. For
SEFYLX ST Ay [/ tS@StIyRI hKA2I GGKS YI 22N LINRof Sya
and unmarketable housing. Creating decent but not excitingiforf S LINR RdzOGa 62y Qi K¢
a bid to raise the value of the neighborhoods by creating housing products that are competitive, [the

CDC] is raising rehab levels, specifically emphagiz 3 NI S (LivingEilied, RFLA, p.ElEome

CDCs also use strategies such as homebuyer assistance programs and community marketing to
increase the marketability of their fegale offeringgFleischman, 2010).

In place of rehabilitations, manyDCs have begun strategically demolishing properties in targeted
neighborhoods. One reason for this is financial: demolition costs much less per property than
rehabilitation, and funds are scarce. In addition, adding rehabilitated properties to thengousirket

in many weak market cities would only increase the downward pressure on prices, possibly spurring
additional foreclosures or more underwater homeownéhmmergluck, 2008). Leaving abandoned
properties to sit can negatively affect nearby intacoerties as well. I€ommunities at Rigk.ivin
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Cities, 201), one CDC shared the story of three new,-fopzl f A 1 & K2YSa GKIFG &SNS\
several nearby foreclosed homes in poor condition.

The devastation of already poor and outdated housstack combined with decades of population

decline and disinvestment have opened to door to conversations about shrinking cities in the Rust Belt.
LY OAGASE tA1S 5SUNRBAG yR /fS@SttyRY gKAOK KI
centud T GKS YAAYIGOK 2F K2dziAy3 adzLllfviag Qiti€s, 2032,L.IdzE | { A
p.23). Many cities faced with a permanently reduced population and oversupply of housing are
working to plan for the future and align demolitions and other néigthhood stabilization efforts with

these plans. Many are envisioning cities with more green, open spaces. It was suggested that Detroit
remodel itself as a series of urban villages surrounded by greenspace and connected bylirangit

Cities, 2011 Some communities choose to see the foreclosure crisis as an opportunity to redesign

their communities, adding amenities such as greenspace, pocket parks, green infrastructure, urban
agriculture, trailways, reconstructed wetlands, and community gardengngnothers(Fleischman,

2010; Gass, 2008jving Cities, 2031

As the effects of the foreclosure crisis have spread, some municipalities have worked to increase the
cost of holding vacant and abandoned properties and to encourage highredlestds of maintenance.

The motivations for this are at least threefold: (1) to increase safety for its residents by discouraging
the holding of derelict and unsafe properties; (2) to discourage additional foreclosures by increasing
the holding costs tdinancial institutions; and (3) to require the owners of vacant and abandoned
properties to pay for maintenance costs, rather than allowing the costs -oanth undermaintained
properties to be paid by the community through lower property values, incréasevice costs, and
reduced safetflmmergluck, 2008).

One way municipalities have done this is by making changes to the judicial process. For example, some
cities have increased court fees for foreclosure filings. Cuyahoga County has done so ahé uses
proceeds to fund its foreclosure mediation program. Louisville, Kentucky now taxes properties with
code violations at a higher rat@gmmergluck, 2008). Freeport, lllinois increased its fee for filing a
foreclosure case from $317 to $367 for lendarsl servicers filing in low volumes, and from $317 to
$867 for those filing in large volumes. Though the city saw a drop in filings (19% from the previous
month, and 40% yeavver-year), foreclosure filings had already been dropping and some speculated
that lenders and servicers had hurried to file before the change, which, if true, would have exaggerated
the apparent effect(Gary, 2013). The city of St. Louis created a Problem Property Court to deal
exclusively with blighted properties. The court hastesuccessful, with more than 8,900 properties
brought up to code and nearly a million dollars in fines paid between 2002 and 2007. The court has
also placed liens on another 990 properties for a total of $2.7 million in maintenance services carried
out by the city. When these are not paid, the city has the right to foreclose on the properties and then
transfer the property to the city land bar{fwanstrom et al., 2009).

Some cities have also passed receivership laws, which provide an avenue to gelt @oatpooblem
property. In the case of a blighted property with an unresponsive owner, the city can place a lien on
the property and appoint a receiver to carry out necessary rehabilitation work. The city can then
instigate a foreclosure and gain conitad the property if the owner does not pay the lien. The property

is then likely to be passed on to a local CDC or land @Fd@ischman, 2010).
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Municipalities have also worked to achieve these ends by passing new or stronger property
maintenance laws, roby increasing the enforcement of those already on the books. In cases where
penalties have been increased, the extra revenue often goes to funding foreclosure prevention
programs(iImmergluck, 2008). There are three main types of these laws: vacgmgnymrdinances,

point of sale ordinances, and escrow requirements.

The first of these three types, the vacant property ordinaffagquires owners of vacant properties

to register them with the municipality, usually accompanied by a registration fee,sahahit to

periodic inspections of the property. Buyers then receive the most recent inspection report before
LIJdzNDKF aAy3a GKS K2YSo CKA& aKz2dzZ R NBRdzOS alb a Aa&é
buy properties with serious code violationsddor delinquent property taxes unawai&itzpatrick IV,

Nelson, Richter, & Whitaker, 2013). Many cities passed these ordinances once it became apparent

that banks and other financial institutions were rapidly divesting ofValue properties in 2007 and

2008. Many of these REOs were then sold to large investors, who left their properties vacant about

twice as often as properties owned by individu@gzpatrick IV et al., 2013).

Schilling (2009) listed the following as key aspects of effective vaoapérty ordinances:

1 The ordinance should apply to a wide variety of structures and uses, rather than being
restricted to residential housing.

1 The ordinance should clearly state the security and maintenance standards and consider
requiring liability insuaince for the owners of vacant properties.

1 A local point of contact should be required in order that the municipality can enforce code
violations.

f ¢KS NBIAAGNI GA2y TSS akKz2dZ R 6S I NAS Sy2dAK i
and implementaibn. Fee schedules that increase as the length of vacancy increases should
be considered.

1 The ordinance should allow municipalities to assess unpaid fees and/or fines as municipal liens,
which allows the city to file a foreclosure on the rRoomplaint prgerty.

An example of a city that passed a strong vacant property ordinance is Wilmington, Delaware. Prior
G2 HWHnnoX GKS OAdGeQa @I OFyd LINPLSNIE& NBEIAAGNI GA:
disincentivize the holding of vacant properties asften went uncollected. This changed with the
enactment of a new ordinance in 2003. Applying to any property that has been vacant for over one
year, the registration fee ranges from $500 (for one year of vacancy) to $5,000 for properties that have
been \acant for ten years (plus an additional $500 for each additional year). Changes in ownership do
not affect the clock on the years of vacancy; only a period of occupancy would restart the vacancy
clock® Waivers are available to those who can provide emitk of renovation or demolition plans,

or who plan to reoccupy or sell within a year. The city can foreclose on the property when the fees
remain unpaid; ideally the property will then be purchased at auction and brought into productive
reuse(Schilling2009).

¢CKS STFTSOUa 2F 2AfYAYy3G2yQa 2NRAYIFYyOS |INB adzmail
collected a total of $7,875 in registration fees from 950 eligible properties. By 2007, the city collected

83 Some municipalities have passed foreclosed property ordinances, which function in the same manner as vacant
property ordinances but apply to foreclosed propertiasher than vacat properties.
54The ordinance does not state how long an occupancy period must be for the vacancy clock to be reset.
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$1,050,000 in fees for 603 propes. The number of vacant properties decreased by 22% during this
time, and the valuation of building permits for vacant structures increased from $6.8 million in 2005
to $20.8 million in 200¢Schilling, 2009).

Similarly, Cincinnati, Ohio updated its 8 Building Maintenance License program in 2006,
changing the licensing fee from $300 per property to a sliding scale, with fees ranging from $900 to
$3,500, depending on how long the property has been vacant. The program also requires $300,000 in
liability insurance for vacant residential properties. In the year prior to the fee increase, the program
collected $53,100 in fees from 175 licenses; during the year following the increase, the city collected
$265,500 for 290 licenses. In cases where th@@ry becomes occupied during the year for which

the fee was paid, owners are reimbursed the licensing$ahilling, 2009).

! GKANR SEIFYLXtS A& GKFEG 2F [/ KdzAlF *A&41 2 [/ FEAF2N
foreclosure, rather than tosacant structures. The registration fee is only $70, but the ordinance

requires weekly property inspections and a tweifityir hour point of contact. Nowcompliance

penalties can reach $1,000 per violation per day; criminal prosecution is also possilgarashable

by a maximum fine of $1,000 and up to six months in$hilling, 2009).

The second type of ordinance is the point of sale ordinance, which requires a property inspection
immediately prior to sale. The expectation is that these inspectiopAst f NB RdzOS G KS ydzyo
transactions, and particularly those involving inexperienced and uninformed buyers. The third type is
an escrow requirement. Escrow requirements require that the owner of record to put a specified
amount of money in anserow account, which can then be used to pay for property upkeep and fines

if the owner does not keep the property properly maintained. For example, Springfield
(Massachusetts) and Albany (New York) require $10,000 in escrow for each foreclosure, while
Worchester (Massachusetts) requires $5,000. This type of ordinance effectively adds five to ten
thousand dollars to the cost of each foreclosure for the lender or servicer, though it is possibly
recuperable. The expected effect is that lenders and sewvigal foreclose less on lewalue
properties where they have little chance of recovering the escrow mdéRggpatrick 1V et al., 2013).

Fitzpatrick et al. (2012; 2013) have researched the impacts of vacant property registration ordinances,
point of saleordinances, and escrow requirements in two papers. They found that both point of sale
inspections and vacancy registrations reduced the likelihood that a house would be flipped, defined in
the paper as resold within two years. They also found evidermevéicancy rates are reduced when
vacancy registration ordinances are in effect. However, the results were in general mixed and the
researchers concluded that these ordinances did not reduce or prevent housing blight during the
foreclosure crisigFitzpatick 1V, Nelson, Richter, & Whitaker, 2012).

The 2013 paper examined the impacts of property ordinances on loans as well. The authors found
little evidence that these ordinances reduce the incidence of risky loans, though the combination of a
point of saé ordinance with an escrow requirement does slightly reduce the likelihood that a loan will
eventually go to foreclosure slightly. However, they did find evidence that the ordinances reduce the
likelihood that a property is tagelinquent, which is a prgxfor housing condition. In particular, they
found that escrow requirements have a positive effect on properties: in comparison to municipalities
where escrow was not required, properties were less likely to bel&dixquent post sale, only slightly

less likely to transition from delinquent to current, and less likely to transition from current to
delinquent (Fitzpatrick IV et al.,, 2013). However, in some cases escrow requirements have hurt

94



struggling homeowners: a Worchester paper reported that basikgly added escrow costs to the
amount owed by homeowners, making it even more difficult to get a mortgage back on track
(Caywood, 2013).

Though Fitzpatrick et al. found no clear impact on underwriting decisions and property transactions,
and only found ignificant impacts on property condition in the case of escrow requirements, these
legal changes can still benefit municipalities. These ordinances facilitate the tracking and monitoring
of vacant and problem properties, as well as create a revenue sttkeatican be used to counteract

the negative municipal and community impacts of these properties.

Before embarking on the research itself, the extant academic literature and policy research has been
catalogued, reviewed, and criticized in orderliuild upon what is known and to situate the research
within both the scientific and the policy context.

An important aspect of this is to define key terms used in the research, for example neighbéthood.
Perusing the literature, it becomes clear thdttete is no clearipounded and generally accepted

definition of neighborhood. Rather a range of definitions exist, ranging from the idiosyncratic and
residentdefined (i.e. neighborhoods are defined relative to individuals and thus vary from person to
person) to externally defined boundaries used primarily due to data availability (such as U.S. Census
0N} OGavo C2NJ GKA& NBaSI NOK -level Heta@ly of @éghiorBobd. (1 2  dza
The termneighborhoodused in this researchis equigay (i { 2 logadzétiotk &ril e fééblockQ

2 Mbme areZ Q ¢ KA OK -spedific and BnkafhpaRser: approximately the area reachable within

I FAGS (2 GSy YAydziS gl f1 FTNRY (KS AYyRAGARdZ f Qa
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approximately the same geographic area. The teommunityNBE ¥ SN&E (2 defdndlidgt Sa Q
neighborhood Q G KA OK Aad (KS §¥YandrdlySecagniz2S®y Batd résient®and y ( A
outsiders; it contains local businesses and institutions, such as churches. In this research communities

are approximated as Census tracts. Finally, the teaality, which plays a smaller role in this resear

Ad RSTAYSR Fa {dzidfSaQ wo2vYvYdzyrAde 2F fAYAUGUSR A
aggregration more commonly used by external agents, such as city traffic and planning divisions and
commercial interests. Here localities approximated as SPAs (Statistical Planning Areas).

To ground the choice of analysis level (the neighborhood and the community), the research was
situated within an array of research concerning the importance of geographic clustering for many
educational,economic, and health outcomes, otherwise known as neighborhood effects research.

Dietz (2002) listed three types of neighborhood effects: endogeneous effects, where the aggregate
OSKIF@A2NI 2F YSAIKo2NER Ay Tt dzSy OS wherg RdighoiRatal t 4 Q 6
outcome patterns are the result of sedbrting into homogeneous neighborhoods; and exogeneous

effects, where neighborhood patterns are the result of outside influences, such as housing
discrimination. In all likelihood, observed neighlbood effects are the result of a combination of all

three potential sources.

8 Community is another key term in this research. However, the term community is even legefivedt than
the term neighborhood withirthe city & regional planning and geography literature.
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empirics. These issues include spatial and temporal uncertainties (Atevieabf aggregation does a
phenomenon occur? Is there a temporal lag involved?), ignoring neighborhood sorting and parental
effects, and the reflection problem, where the individuals whose qualities are under investigation are

also those whose qualitieseused to characterize the neighborhood. All of these issues potentially

lead to model misspecification, which can result in the detection of neighborhood effects where there

are none, or determining that none exist when in fact they do.

This research asmes neighborhood effects are present. Though | do not attempt to discover whether
these effects are endogeneous, correlated, or exogeneous, the research questions, the framing of the
research, and the methods used imply both endogeneous and exogenealtbnrhood effects.

bSEG F2NBOf248dz2NBs (GKS NBLRaaSaarzy 2F | f2FyQa
institution upon lack of payment by the borrower, was introduced. The process, entry and exit points
of foreclosure, and possiblalternatives were described. This was followed by a discussion of
foreclosure patterns according to loan and borrower characteristics as well as environmental or spatial
clustering. With respect to traditional loan indicators, lower quality and moreesipe loans have
higher rates of default. Loan characteristics including hightoaralue ratios, no doc loans, increased
interest rates, prepayment penalties, balloon payments, loans classified as subprime, and ARMs are
associated with increased defiwiisk. In contrast, lender localness is associated with reduced default
risk. With respect to borrower characteristics, the two main features associated with delinquency and
default are the existence of a triggering event, such as divorce or job ladsaee. Both black and
Hispanic borrowers are significantly much more likely to default than white borrowers; however, this
appears to be primarily due to discrimination, since minority borrowers receive high cost loans much
more often than white borrowes, even when they qualify for prime loans.

There is also clear evidence that foreclosures are not evenly distributed, from the national level to
within individual neighborhoods. In particular, minority and Jdmgome neighborhoods and
communities areikely to see concentrated foreclosures in weak market areas. Factors that are
associated with increased foreclosure rates in a neighborhood or community include increased
metropolitan blackwhite segregation, higher shares of black residents, lower mead@me, higher
poverty rates, higher unemployment rates, increased housing stock age, inner city location, and a weak
local housing market. Foreclosure rates are also influenced by the state and local regulatory
environment. For example, in Ohio, onenaxpect higher rates of REOs given the longer foreclosure
process than in nghboring Pennsylvania (Richter, 2008

The existing research provides strong evidence for the high costs of concentrated foreclosures to
neighborhoods and communities, includipgoperty devaluation, increased blight, and increased
crime, as well as the psychological effects of living in such an environment. Municipal service needs
increase as the result of foreclosures as well. Apgar & Duda (2005) estimated municipal casgs rang
from $430 to $34,199 per property under five pdeteclosure scenarios. Several public health studies
have shown the negative effects of concentrated foreclosures on health measures, including increased
rates of depression, insomnia, and emergencgnnovisits as well as an increase in West Nile virus
infections that likely resulted from unmaintained swimming pools of foreclosed properties.

Like the term neighborhood itself, the term neighborhood change is nebulously defined. Within
neighborhood changeesearch, the concept itself is rarely defined. Rather, a particular indicator is
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chosen as the focus, and changes in said indicator result in changes in another neighborhood indicator
reveal whether said indicator is related to neighborhood changeedekers tend to use a dependent
indicator that is common in their fieldsfor example, in this research | use property value, which is a
common choice within the economics literature. There are a wide variety of neighborhood change
theories, including edogical models, based on invasienccession models from ecology; subcultural
models, which focus on the role of human agency in neighborhood change; and political economy
models, which situates neighborhood change as occurring as the result of largieapatid economic
forces. Synthetic models integrate components of the previous three types. Finally, tipping models fit
with any of the above theories, but hypothesize a dmear relationship between changes in
indicators and neighborhood change. atts, beyond some threshold value of an indicator, more rapid
(and perhaps unstoppable) neighborhood change will be triggered.

More limited research indicates that foreclosures and neighborhood change are tied together, with
evidence of a mutually reinfomg relationship between the two. Research also shows that the
neighborhood change resulting from concentrated foreclosures tends to increase racial segregation
and income segmentation.

A wide variety of foreclosure prevention and mitigation responseshzeen used in the wake of the
foreclosure crisis. On the federal level, responses have been generally ineffective and highly influenced
by the financial industry, avoiding more onerous responses that would allocate shared responsibility
to banks and othr lenders. States have attempted to create and enforcearatatory lending laws,

but generally those with any teeth have been fnapted by the federal government. Responses on

the local level span a wide variety of strategies, including collabaratioganizing and advocacy,
foreclosure prevention counseling and mediation programs, property acquisition strategies,
landbanking, targeted intervention, and legal changes. These responses occur on a variety of levels
and are often interdependent, sucls ¢he need for legal changes in order to develop effective property
acquisition strategies.

The effect offoreclosure prevention and mitigation respons&s neighborhood stbility is unknown.

In theory, mortgage modificatiors and the use of foreclosure tetnatives should increase
neighborhood stability as it reduces resident turnover and potential vacancies in the neighborhood.
Postforeclosure responses are also designed with the intent of increasing neighborhood stability and
well-being. For exampléargeted demolitions of blighted and abandoned structures are intended to
reduce and remove visible physical decay from neighborhoétisvever,up to this point in time no
studies have examined the effects of foreclosure prevention and mitigation effontsthe
neighborhood level and whether these efforts, individually or concurrently, make a difference with
respect to neighborhood stability. Thus this research works to fill this knowledge gap.
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Chapter 3 Research Design, Methods, and Data

Now that the general pblem context and the existing research have been introduced and analyzed,
this chapter presents and discusses the research design, case selection, methods, and data used in this
research. It explains the decisions made concerning the research desigmllass the existing
research, assumptions, and facts underlying these decisions. The advantages and disadvantages of
these decisions and the data used are also discussed. The research questions are reprinted here for
reference:

Do foreclosure preventioand mitigation responses have an impact on neighborhood well
being?

1 Under what political, social, and financial straints do foreclosure respons&s
Cuyahoga Countgperate, and how do these constraints impact their operation and
impacts?

1 What foredosure responses have been implemented in Cuyahoga Cottuw?have
these responses been created and developed?

1 To what extent are these foreclosure responses implemented and/or utilized?

T What distribution of outcomes is seen? Do these vary among bmigbods and
communities?

I What strategies have been used in the foreclosure responses observed in Cuyahoga
County?

1 What neighborhood and community impacts are observed@ fese physical,
economicgsocial and/or political?

1 Do these impacts vary accandi to certain neighborhood and community
characteristics?

The geographical terminology used is also reproduced below for reference:

Term used in this Suttles (1972) term External Definition
research
Neighborhood Local network and the faee Residendefined
block/Home area neighborhoods
Community Defending neighborhood Census tract (2010 boundaries
Locality Community of limited Statstical Planning Area (SPA)
liability/Locality
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This research uses a mixed methods case study to examine the impacts of foreclosure prevention and
mitigation responses on neighborhood change. This section first briefly introduces the overall research
design. It then addresses and discusses aspects informing the choice of research design and methods:
the epistemology, theoretical perspective, and methodology. After establishing this foundation, the
choice of research design, case study, is introduced awtdised. Following this the choice of a mixed
methods design is discussed. Finally the concept of triangulation is introduced.

In order to answer the research questions concerning the impact of foreclosure prevention and
mitigation efforts on negghborhood stability, a mixed methods case study was undertaken. A case
study was chosen for deeper, more focused investigation, due to the limited previous research in this
area. Cuyahoga County, Ohio, where the city of Cleveland is located, wasdébedtee case study
because of the highly developed foreclosure responses in the county, making it an exemplary test case
for this research. While the choice of a case study means that this research can not be freely
generalized to other contexts, it pviaes starting points for additional research on foreclosure
responses and other instances of sudden neighborhood change, particularly in other weak market
regions.

One component of the case study centered on qualitative inquiry, specifically by empk®yirig
structured interviewing during two fieldwork trips to Cuyahoga County, Ohio in April and May 2011
and October 2012. The quantitative component of the research used quantile regression to
numerically model possible impacts of various programs on beidtood property value changes.
Though the qualitative and quantitative components were independent of one another until the
analysis stage, in some cases the results of the quantitative investigation opened new perspectives
through which to further anale the qualitative data, and vice versa. Folagwinterviews were done

in instances where gaps remained in the qualitative data, primarily in October 2012. The mixed method
approach facilitated checking various data and results from the two componeatssagne another,
thereby strengthening the conclusions in some cases, and in others indicating areas where further
investigation is requiredFigure3.1 illustrates the research design graphically.
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Qualitative Component Quantitative Component
Method: Semi-Structured Interviewing Method: Quantile Regression
* 23 interviews, plus follow-up * Census tract level (447 tracts in County)
* April — May 2011; October 2012 * Dependent variable: %4 in total
* Cuyahoga County, Ohio property value, 2000 — 2010
* Socioeconomic & foreclosure control
variables

i )

Research Question:

Do foreclosure prevention and
mitigation tools have an impact
on neighborhood stability and
decline?

P

Figure3.1: Graphical representation of the research design

3.1.2 Epistemology, Theoretical Perspective, and Methodology

All researchs supported by fundamental ideas about the nature of knowledge, what can and cannot
be known, and how knsledge can be created or discovered. Using the layered framework of
epistemology, theoretical perspective, and methodology, as laid out by Crotty (2003), | attempt to
clarify these concepts with respect to this research.

Though it is often considered suiffent to provide a presentation of the methods used and nothing
more when describing a research design, there is much to gain by considering and describing what lies
behind the choice of research design. Rather than leaving these aspects implicit, thakinexplicit
mayprevent inconsistencies, resulting in a stronger research design.

In this section | briefly introduce the epistemology, followed by the theoretical perspective, and finally
the methodology used in this research. In describing each, mhatiéo link these more abstract ideas
to their impact on the research design and approach.

Constructionism

Epistemology, or the theory of the origin, nature, and limits of knowledge, provides a foundation for

what types of research are undertaken, and ihatvmanners. The current research falls into the

category of constructionism; that is, underlying this research is the philosophy that knowledge is
constructed not discovered 6 & KdzYl y & @ I NePGGe RSTFAYSaA O02yaiNd
knowledge, andherefore all meaningful reality as such, is contingent upon human practices, being
constructed in and out of interaction between human beings and their world, and developed and

QNI YAYAGGSR 6AGKAY | Crot§,200%psd)A | t t & &a20Alt O2yGSE

It follows that different individuals can construct knowledge differently, resultmg multiplicity of
meanings(Crotty, 2008 ® / NRGGe& 3IAPS& G(GKS SEFYLXS 2F (G(KS Of
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situated in a constructionistic epistemology, the researcher must attempt to see the world from the
perspective of those beingwdied (Flick, 200%.

Constructionism posits that meaning making is an inherestlyial process. Thus, social aspects, or

more simply culture, influences meaning making: what is seen, how things are seen, what meanings

they have, and moreover, whatm®t seen(Crotty, 2003. Cultural systems of meaning both shed light

on and obscur the creation of knowledgeall knowledge is constructed by a process of selecting and
structuring (Flick, 20090 ® ¢tKdAX (K2dAK GKSNBE Aa 2F0Sy | az2cC
constructed by a larger group of people, not truth in any objectiease(Patton, 2002. Patton
AffdzZaAGNI 0Sa G KABhe Stracturé 8l Syientifi® RevoltigrihicQposited scientific

progress as a succession of paradigms governed by power struggles, rather than a steady progression
toward scientific truth

Crotty (2003) states that constructionism fosters critical inquiry by calling attention to the social
O2yaidNHOGAZ2Y 2F aGNYziKaé FyR GFlFOGtaé¢ F2dzyR AYOSF
constructed and used by dominant groups and actmrsearchers bring attention to the perspectives

of others who hold less powdPatton, 2002.

How does a constructionist epistemology affect research questions and research design? Patton
(2002) lists the following foundational questions of construcsomi

T al 26 KIF@S GKS LIS2LXS Ay (GKAa aSaiAay3a Oz2ya

T 2KIFIG FNB GKSANI NBLR2NISR LISNOSLGA2Yyas Wi NYz

1 What are the consequences of their constructions for their behaviors and for those
GAGK 6K2Y (KI8° Ay(iSNI OGKE

¢ KdzA X NBA&ASEFNODK Ay (GKS O2yaidNHzOGA2yAad GONFXRAGAZ2Y
LI NGAOALI yiaQ ARSFaxE SELISNASYyOSaz FyR LISNOSLIIAZ2
participants do and how they interpret realityoFexample, the research reported here examines the

effects of foreclosure prevention and mitigation programs. Depending on how one sees reality, which
responses to the foreclosure crisis are appropriate and likely to be effective will differ. Some
respandents will see a program as following a certain mechanism, based on their worldview, while
20KSNAR oAff KIFEI@S I RAFFSNAY3I 62NI ROASH | yR 02y Of
will differ among individuals depending on how each siesworld and why he or she believes it is

the way it is. The introduction to the foreclosure crisis and contextual factors (see Sdcfiahend

5.1) touches on this: how dominant narrativefthe foreclosure crisis, its causes, and appropriate
responses are both created and reinforced by how individuals see the world.

It is not as obvious how the constructionist tradition fits with quantitative methodsfirst glance

iKSaS YSUK2ARE ow2yolOR2IBINU XS GKSYFGAOFE NBtFGA2YEAKAL]
underlying these methods and models are many assumptions and simplifications: For which indicators

are data available? Which are used? How are these indicators operationalipgdi® ¢hta cleaning

and outlier analysis undertaken? What causality is assumed in the model? The answers to these
guestions and many others reflect the views and beliefs of the researcher and greatly influence the

61 3dZA3SA0GSR F2dzNIK [jdzSadAaz2yy I 26 R2S&a GKS NBaSI NOKS
in the setting and what is the impact of that on the research?
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research. For example, in this reseatalse a purely economic measure for the dependent variable

in the quantitative model. This choice limits what is investigated; by using a purely economic measure
to approximate neighborhood welleing | am making a strong statemendesired or not about

what | consider important (and measurable) about neighborhdBds.

Crotty (2003) describes a theoretical perspective as the philosophical stance, or a way of looking at
and making sense of the world, that supports aaarch methodology (ppy 0 @ . @& Of I NATFe)
theoretical perspective, one should make clear what assumptions and context frame the research.

This research uses symbolic interactionism, one subtype of interpretivism, as its theoretical
perspective. 1a SNILINSGA DA AY Aa f A ywerSdRen(intBrpréti®)ouSdedandirgR v i NI &
and erklaren(explaining).Versteheris often linked to social science and/or qualitative research, and
erklarento natural science and/or quantitative research, thoubh distinctions are better considered

to be tendencies, not strict rules.

Symbolic interactionism is rooted in the philosophy of pragmatism. Quite simply, symbolic
interactionism is a theoretical perspective that bases inquiry around the symbolic ngsandividuals
bestow on ideas and things, and how they interact with and are shaped by these. Blumer (1969)
provides three weitited assumptions of symbolic interactionism:

f aGKIFG KdzYlty o60SAy3aa OG0 G261 NR (KAngadavezy GKS
F2N) GKSYZ¢

T GiGKIG GKS YSHyAy3 2F &d2OK GKAy3I&a Ada RSNADSF
GKId 2yS KIa gAGK 2y80a FSit26a3¢

T YR aiKFG (KSaS YSIyAy3aa FNB KIyRESR Ayz |
used by the person idealing with the things heyeO 2 dzy t SNR ¢ 06 LIJOp58).lj G Rd A

A clear consequence of these assumptions is that symbolic interactionist research must consider
strongly the point of view and meanings held by the actors involved in the rese@natty( 2003.
Clearly a risk here is misunderstanding the worldview of the actors.

It is easy to see that symbolic interactionism fits well within a constructionist epistemology. The two
share a strong focus on the construction of meaning, and place tapog on the viewpoint and
understandings of the actor. Both also recognize the centrality of social interactions in the creation of
meaning.

A research methodology is the strategy used to determine the research design and choicbadsnet
This research uses phronetic research as a methodology to frame the study.

Phronetic research is a methodological orientation advocated for by Flyvbjerg and derived from the
philosophy of Aristotle, Foucault, Habermas, and Nietzschestotelian hilosophy includes three
types of knowledgeepistem& 2 NJ G y2¢f SRASZ¢ HGKAOK RSIFHfa 6AGK ¢

57 This choice is substtally driven by data availability and ease of quantification. However, the use of mixed
methods is strongly informed by these limitations and is an attempt to (partially) overcome them.
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research; anphronesiZ 2 NO 8035éi K2ANJ & @  dzSdepeddens dad Ry#bjerl arguésasy G S E (i
most appropriate, and in fact necessary, in social science applications. He criticizes much social science
research for aspiring toward the discovery of epistemic knowledge, whichasrdipfor the context

dependent reality of the social world. Due to the necessity of judgment, values, and context to
understanding social reality, Flyvbjerg considers reliancepmstemeo be the failure of social science,

and a shift tophronesisasits solution(B. Flyvbjerg, 2001

Thus, rather than searching for general lawkrgmetic research frames social research with four
guestions concerning the phenomenon under investigation:

1. Where are we going?

2. Who gains and who loses, and by whiokichanisms of power?
3. Is this development desirable?

4. What, if anything, should we do about it? (Flyvbjerg, 2@0145.

Phronetic research- A Y& (2 deégtiPnaivatRe of Ahgw power works and with what
consequences, and to suggest hpawer might be changed and work with other consequences. The
result of phronetic research is an account of the possibilities, problems, and risks we face in specific
R2YlIAya 2F a20Alf OlA2yée O6Cfte@@o2SNHBI HANGO P

Flyvbjerg presents a conception of powhat combines aspects of both Nietzschdawucauldian and
WeberianDahlian interpretations of power, resulting in the following six characteristics of power:

1. Power is seen as productive and positive and not only as restrictive and negative.

2. Power is vieweds a dense net of omnipresent relations and not only as localized in
WOSYGSNBEQ YR AyaildAddzZiazyazr 2N lFa Fy Syida

3. The concept of power is seen as ultradynamic; power is not only something one
appropriates, but also something one reapprigpes and exercises in a constant back
and-forth movement in relations of strength, tactics, and strategies.

4. Knowledge and power, truth and power, rationality and power are analytically
inseparable from each other; power produces knowledge and knowledgdupes
power.

5. The central question is how power is exercised, and not only who has power, and why
they have it; the focus is on process in addition to structure.

6. t 26 SNJ A& &a0dzZRASR GgAGK | LRAY(G 2F RSLI NI dzN.
only,V2NJ LINAYFNAf@&>S gAGK | LRAydG 2F RSLI NI d:
pp.1312).

| would like to draw special attention to the fourth characteristic, which pronounces knowledge, truth,
rationality, and power to be inseparable from one anothehat is, knowledge, truth, and rationality

are expressions and mechanisms of power rather than entities separate from power. For example, in
the context of foreclosure mediation, servicers have refused to share their net present value (NPV)
calculations thaare used to determine how a delinquent mortgage should be handled. By keeping
this information private, servicers are able to dictate the range of options availatlesther or not

there are in fact other possibiliti@esand thus are defining what existaéddoes not exist. | attempt to
illustrate this with respect to the foreclosure crisis and its consequences in this research.
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Applying this conception of power to the research question stimulates the probing of assumptions,
rationalities, and rationalizadns present in the problem context. For example, the examination of
how power defines truth and rationality in the foreclosure context leads to an understanding of how
power shapes the possibility field for foreclosure responses. Examining the deveib@me
implementation of foreclosure responses while recognizing the role of power can illuminate the
appropriation and reappropriation of power, and by what methods, by various stakeholder groups
invested in the foreclosure crisis.

Flyvbjerg (2001) incles several methodological guidelines for doing phronetic researdhaking

Social Science MatteiThese include focusing on values, placing power at the core of analysis, looking

4 LINI OGAOS 0ST2NBE RAA02dzNESI 2 Gingharrati@e adafysis, | YR O
joining agency and structure, and dialoguing with a polyphony of voideK I & A &% & (2 LINE Rd;
the ongoing social dialogue and praxis in society, rather than to generate ultimate, unequivocally
GSNAFASR 1y26ftSRISE 6 LIPmo pv @

A phronetic research methodology is waligned with constructionist epistemology and a symbolic
interactionist theoretical perspective. All three place a focus on the social construction of meaning
and power, and all three recognize the necessity of eshand specifics in social science research. All
acknowledgei KS NRBfS 2F GKS NBaSIkNOKSNRa oF Ol 3INRdzy R |
Examining the research question and subquestions of this research in relation to the four questions
listed aboe, one can see that the questions chosen are suitable for a phronetic research methodology.
For example, the attention to the problem context allows exploration of the role of power in shaping
foreclosure responses and their implementation. As well, dhse study research design and in
particular the qualitative method (see Sectid®3) are welsuited to a phronetic research
methodology, as they both prioritize detailed anddapth examination of the phenomena at hand.

The case study supports the investigation of practice, is inherently a study of cases and contexts, uses
narrative analysis to understand how things come to pass and how they function, enables one to
investigate both agency and structure and to examine ihles| between thent® and leaves room for
dialogue and interpretation by presenting rich detail to allow the reader to make his or her own
conclusions concerning the phenomenon and the research.

In this research the four phronetic research questions playrdihe of an undercurrent or framework

in which the research is embedded, rather than claiming priority over or equivalence with the research
questions introduced in Chapter 1 and at the beginning of this chapter. In writing the literature review

and casestudy description, one of my objectives has been to clarify aspects relating to power that are

SYo SRRSR Ay (GKS OFra$S O2yiGaSEilG® LRSIffe GKAA gA
conclusions with respect to the role of power in the researchirsgt

A case study is defined by the choice of the research objecttuaedndividual case, which may be a
person, location, event, organization, or other boundable instagBtake, 2005%° Many scholars

%8 n fact | would argue that agency and structure are two endsafrdainuum, rather than separate concepts.
However the use of the two terms aids in analysis and interpretation. Flyvbjerg (2001) makes this argument as
well.
% Please note that multiple (comparative) and nested case studies are possible and commdad dee
studies will be discussed later in this section.
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argue that rather than being method, as it is sometimes described, case study is an approach or
analysis procesfPatton, 2002; Stak 2005; Stark & Torrance, 2005 Various methods are then
applied in the use of the case study approach. Interviews, participant observation, docanadygis,

and field studies are particularly comm¢®atton, 2002; Stark & Torrance, 200%hough case studies

are by no means limited to qualitative analysis methods.

After choosing the research questions and determining that a case study best suitsstach

objectives, the researcher must then select the case. This decision is based on several considerations
that are discussed in thBampling Methodsection below. Next, data are collected. These data are

then assembledrd processed to the extent necessary. In more complex cases, an intermediate step

of creating a case record can be carried out. In this step the case data are further organized,
condensed, and classified. During and after this phase, the data areeh&ly&inally, the case study

narrative is written. This can be organized in various ways, for example chronologically or thematically.
¢KS 3J21f Aa alf K2fAaGAO LERNINIelfsx LINSBaSyGdSR o4A
(Patton, 2002 p.49).

The purpose of a case study is to focuglépth on a particular case; to systematically collect
comprehensive, rich data on a particular subject and then carefully analyze meanings within the
context of the cas¢Mukhija, 210, Patbn, 2002; Stake, 2005® {GFr1S8 adiNBaasSa aikK
digs into meanings, working to relate them to contexts and experience. In each instance, the work is
NEFt SOGADSE oOwnnpI LiIbnpnod wSaSI NOKS N&(aldot a2 a&i
referred to as thick description, among other names) is the key to strong case study research and
provides a mechanism for internal valid{tdukhija, 2010 p.419).

¢KS OlFasS &aiddzReé | LIINRI OK &l aadzySa (ntdadion, Wibet OA | £ N
situated in particular contexts and histories, and seeks to identify and describe before trying to analyse

YR GKS2NAT S LG FaadzySa i(tark& Tokahog, 260P.33). &Thug 2 G 6 S
the case study approach fitéearly into the interpretivist theoretical perspective and constructionist
epistemology within which this research is situated. Stark and Torrance go on to state that case study

Ad AaLI NIAOdz F NE RSaONR LI A @ seekd tgWRMECEidRASYE | (I SYOR  idit S
dzy RSNRGFYRAY3 2F +y AdaadzsS¢é o0LJPooL ® /' asS addzRre
learned, as well as by presenting material to readers, thus facilitating the construction of knowledge

by the reader(Stake, 2005)

Given that case studies focus on a particular instanadeth, it is unsurprising that many types of

data need to be collected in the case study process. Stake lists six categories of data, pertaining to:
0KS yI (dz2NSE 2 F shistorgal Rackgréuid; thekplysidallseitiSgReconomic, legal, political,
and other contexts; other cases with similarities to the case of interest; and informants (2005). Patton
lists methodlinked data categories: interview data, observations, docusierand statistical
information, among others (2002). These data can be used to reconstruct the case, illuminate different

The nature of the analysis depends on the methods employed. The specific methods used in this research are
discussed in Sectidh3.
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understandings of the phenomena at hand, and identify changes in values and objectives of individuals
or programs over time.

A partcularly difficult aspect of data collection is determining the boundaries of the case. Given that
various contexts and their interplay are key to quality case research, it is easy to see the difficulty in
bounding the casetoo small and important connegt2 ya | NB f2ad4dT G22 I NBS
environs subsume the case. Stark and Torrance (2005) caution against the automatic use of physical
boundaries of the case location, giving the example of investigating schooling and excluding the role

of parents, were the school itself used to bound the case. They also provide an example of an

Ff GSNY I GADS o02dzy RAy 3> (I 1 Ay 3Imaker, @08/t thelgrotinde¥eD 2 NBE Q 7
implementation in the example of a policy case st(ark & Torance, 2005p.35).

Case studies often use purposive (also known as purposeful or theoretical) sampling, often associated
with qualitative methods, in contrast to random sampling, which is often used with quantitative
methods. The strertg of analysis based on purposive sampling is not linked to the number of samples,
as it is in random sampling, where a sufficiently high number of samples is required to show statistical
significance. To the contrary, the strength of purposive samplimyes from the selection of an
information-rich case appropriate to answering the research questitetton, 2002. While the
strength of random sampling comes from the researcher not influencing the cases selected, in
LJdzNLJ2 & A @S & Y LI &hgic ofiapp®pridtd&Scase (s) aD Kedeliding the strength of the
study before any data collection or analysis is carried out. That is, if a researcher selects individuals or
groups who have deeper experience or understanding of the problem of interesteslearch will be
stronger than had he or she attempted to randomly sample individuals (who may or may not have the
necessary knowledge and experience).

Purposive sampling does of course have shortcomings: the voices and perspectives of individuals and
groups that are underrepresented, intentionally or not, may be left out of the research. In the case of
exploratory research, such as this, important parties may be excluded due to the inherent ambiguity
of an exploratory approach.

Stake (2005) divides castudies into three types: intrinsic, instrumental, and multiple or collective
case studies. Intrinsic case studies are those undertaken to better understand the case itself. This is
in contrast to instrumental cases, which are studied in order to itigate the concerns of
researchers that is, to develop or test theory. Multiple or collective case studies are instrumental
case studies extended to multiple cases. In my opinion, intrinsic case studies are an ideal,-but non
existent, type, since all rearchers select their cases for some reason, in order to investigate some
understanding or lack of understanding of the world.

Both Stake (2005) and Patton (2002) advocate case selection on the basis of the opportunity to learn

and develop knowledge. Patt (2002) details sixteen purposive sampling strategies, each with its

own purpose. The rationales vary: extreme or deviant case sampling examines unusual cases of a
LIKSYy2YSy2yT G&LRAOI OrasS alYLftAy3a AygSadaidalrasSa
Opportunistic sampling makes use of flexibility and emergent circumstances, while political

Orat least whatthe researéNJ 6 St AS@Sa Aa | ay2NNIfté 2N adelLIAOlrté O
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importancebased sampling is used to attract attention to the study. Clearly, the scientific credibility
of sampling methods varies.

Both Patton (2002) and Flyvioje(2006) draw attention to the possibility of a case fulfilling multiple
sampling selection strategies. In these cases the researcher may be able to analyze the case from
multiple perspectivegFlyvbjerg, 2006)).

Cases generally include smaller unitshivitthem: people, places, events, and policies, for example.
These are referred to as layered, nested, embedded, or mini ¢Rs¢t®n, 2002; Stake, 20p5Some
authors advise collecting data on the lowest reasonable level, as aggregation is alwalke gnsgsi
disaggregation is ndPatton, 2002. Nested cases can take interesting forms; for example, Mukhija
(2010) suggests creating subcases based on different perspectives; in his example, thogeaddit for
housing developers, neprofit housing devipers, and community cooperatives.

The inability to generalize statistically from a case study to a population is considered the major
weakness of case study resea(8liark & Torrance, 2005 Some argue that case study research efforts
can be smh steps toward generalizatiofStake, 200f while a more traditional view considers case
study research to be appropriate only for hypothesis generation, and thus appropriate for-under
researched and weakly developed areas of research.

Others ague for the generalizability of case studies. These arguments fall into two groups. The first

Ad oFaSR I NRdzyR t2LIISNRa FlFfaAFAOLIGA2Yy GSaidx Ay
counter example. A falsification of a theory wouddtainly be generalizable. The selection of critical
OFrasSasx (K2aS Ay HKAOK Ad OFy o6S &FAR aAFT Al KIL
KFELIISY GKSNB>X Al dratom 80020.236) iSigeal In yadestiidy MEearch desig
investigating theory falsificatiorRuddin, 200%

¢tKS aS0O02yR | NHdzySyid F2N) G4KS 3ISYySNIfATFOoAfAGE
3 Sy SNI f(Stdke &iTkugnludl, 1992 Here generalization is considered transferability, meaning

that the researcher provides detail rich description that facilitates each reader making an individual
judgment on whether a case is generalizable or ¢idhcoln & Guba, 1985; Ruddi2006; Stark &

Torrance, 200p This is the argument | make for this res@ardy intention is to provide sufficient

detail and depth of description so that, in addition to my conclusions, readers can judge for themselves

in which ways the work is generalizable. | provide some direction, such as restricting the discussion to

weak market regions, but leave the task of making generalizability decisions to the reader on a case
by-case basis. Of course, | intend for this research to generate hypotheses that can be tested in later
research as well.

This research uses thoquantitative and qualitative methods. The intention of this mixed methods
approach is to combine the strengths of each method to better support the results and analysis than
would be possible when relying on one method alone. For example, while ditgtisa analysis of
neighborhood change can explain much abauhat happens given various permutations of
neighborhood characteristics, foreclosure indicators, and forecleseleged programs, only
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gualitative analysis can aim to understamehy these ph&womena occur. From the opposite
perspective, qualitative inquiry alone risks the possibility of being overly influenced by the biases and
assumptions of those producing the data, in this case interviewees. That is, interviewees may omit (or
include) infemation that is important to (or unrelated to) the research question. What is important

or obvious to interviewees may be less critical from another viewpoint, and what is assumed
unimportant may in fact be essential. In these cases, quantitative asalgsihighlight relationships

that could otherwise be obscured. In essence, the qualitative and guantitative components of the
research represent two competing constructions of realigne defined by the informants and one
defined by the available quantieA @S RF GF FyR YeaSt¥F Fa | NBASHNDF
examined and analyzed separately (but concurrently), and then synthesized to the extent possible to
answer the research question from multiple angles.

The examples above highlight thahatis quantitatively seen for example, howargeted demolitions
affect a neighborhoodinder certain conditioris and what is believed or endorsed by the institutions
involved the qualitative impact of the programmay or may not agree. Discrepancies that emerge
encourage additional investigation and highlight weak poinitsthis technique, the quantitative and
gualitative methods complement one another, resulting in a stronger and more thorough
understanding of the study phenomendRlick, 2009) The mixed mthods approach also encourages
iterative investigation, allowing for circulation between levels of analysis to extend and fine tune
understanding.

In this research the qualitative and quantitative components do not investigate the same thing. The
guantitative component examines the relationships between various foreclosure responses and the
percent change in residential property value on the community level, while the qualitative component
examines the impact of these responses on community and neighbdriaeltbeing, as defined in
Sectionl.3.1 This means that the two research components are not directly comparable; however,
because percent change in residential property value approximates one component of community and
neighborhood wellbeingr specifically the community or neighborhood degree of socioeconomic
stabilityt the two have sufficient overlap to allow for comparison.

The choice of mixed methods is also a pragmatic one. While | believe that qualitative reseanth, wh
properly carried out, provides significantly more information about social phenomena, how they occur,

and what structures are embedded within their workinghat is, qualitative research provides

greater opportunity forverstehem quantitative researchsi often more persuasive and attractive to
policymakers. The allure of quantitative research is of course that it appears to provide objectivity and
OSNIiIAyide Ay O2YLX SE Syg@ANRYyYSyi(ias 6KATS ljdzd Al
into greater focus. It is a natural human tendency to prefer concreteness and certainty over eontext
dependency and multiple, often irreconcilable, viewpoints. Thus, a quantitative research component
makes this research and its outcomes more attractive arldtphle to politicians and practitioners

than a purely qualitative effort would be.

Moreover, property value measures are routinely used as a measure of neighborhood and/or
community weHlbeing. For example, the Strategic Investment Initiative, one offtineclosure
responses undertaken in Cuyahoga County, uses changes in property values as one of its metrics to
determine the success of the program.Comparing the results of the qualitative and quantitative

2The other metrics are the occupancy and homeowner rates and private investment.
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components will provide some evidence as to Wi using property values and/or changes in
property values are a suitable metric for assessing neighborhood and communitipeivedl This
research cannot conclusively state whether or not that is the case; however it can provide evidence
for or againstthis within the limited scope of this research, and may point to further research
concerning this question.

A final reason for using mixed methods is that this research is situated in an-tasgarched field of

study. Thus, the research design incogies a strong exploratory aspect. Using mixed methods
increases the breadth, scope, and variety of data considered for the analysis. Aspects of the
relationships between local foreclosure responses and neighborhood change that were not initially
apparentmay be captured in these data. For example, the role and importance of neighbeldhazd
responses (e.g. activities undertaken by block clubs and neighborhood associations) was not an
obvious avenue for investigationto met when the fieldwork was carriedut. The key nature of

these responses only became clear to me during the data analysis. | collected a large body of data
relating to these responses only because | used mixed methods, in particular the use-sfraetared
interviews, which allowedaspondents to volunteer potentially important information on topics | had

not explicitly asked about.

DNBSyS RSTAySa YAESR YSGK2R& | LIINRIFOKSaE & aiGtkKS
gathering and analysis techniquesdamore rarely different kinds of inquiry designs within the same
aildzRe 2 (GrekddKeiBed & Klayer, 88, p.274). She gives the classic mixed methods design

as one incorporating numerical data and analysis with text data and analysis. Althagghot
necessarily so, mixed methods research is generally thought of and comprised of one or more
quantitative methods and one or more qualitative methods.

Greene lists four purposes for mixed methods research: (1) understanding more defensibly; (2)
understanding more comprehensively; (3) understanding more insightfully; and (4) understanding with
greater value consciousness and with greater diversity of values, which underlie the methods
themselveqGreene et al., 2005.275). Clearly these four pnoses are not sharply delineated, and
many researchers are motivated by more than one of these intentions.

The origin of mixed methods research is triangulation, which is discussed in more detail following this
section. In brief, triangulation uses ntiple methods to investigate the same phenomenon and thus
increase confidence in the findings. Though qualitative and quantitative methods are rooted in very
different epistemologies and theoretical perspectives, both have histories of triangulatiors Thi
common history aided in the advancement of mixed methods research, though the mixing of
epistemological and theoretical assumptions can be an issue in itself, one which researchers have
handled in various way§&reene et al., 2005)

In designing a mixed methods research inquiry, additional aspects must be considered relative to a
study employing a single method. Though Onwuegbuzie and Combs (2010) list thirteen criteria that
can be used to typologize mixed methods, many atghuse simpler typologies that contain two or
three criteria. Morgan (2006) uses a twlomensional typology: priority and sequence. The priority
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criterion concerns which of the two methodds dominant, and which is secondary. The sequence

criterion wncerns the order in which the two methods are used (and thus which informs the other).

He lists a quantitatively focused study in which the quantitative phase is preceded by an exploratory
qualitative phase as the most common of the four pricggquene combinationgdMorgan, 2008.

Il OO2NRAY3 (G2 a2NBRlIyQa (delLkRftz23ezr GKS NBaSkNOK NBL
the category of QUAguant, where the focus is on the qualitative component of the research with the
qualitative componen(technically) preceding the quantitative component.

Greene (2005) details a similar typology, but with a third dimension and additional flexibility in the

priority and sequence dimensions. Under her typology, the quantitative and qualitative methods may

be of equal importance, and the two methods may be implemented simultaneously, as well as
sequentially. She includes a third dimension, that of integrated or component design. In an integrated
design, transfer occurs iteratively between the two method®tlghout the research, and the results

of the two methods are combined in the analysis. Component design keeps the two methods separate,

and concurrence is sought in the analysis, rather than a full integration between théGreene et

al, 2005. FoR g6 Ay 3 DNBSySQa (GeLRt23es (KAAdedBwithlaNDOK A 3
qualitative focus informed by a quantitative component.

An analysis method important in both case study and mixed methods research is that of triangulation,

also referred to as confirmation or convergenfdorgan, 2006 @ CNRALFy3IdzAE FGA2Y Aad &
YdzZft GALX S LISNOSLIIA2ya (2 Of I NATE YSIFIyAy3as SSNATFEA
(Stake, 2005p.454).

Denzin (1970) discusses faypes of triangulation: data, investigator, theory, and methodological. In
the case of data triangulation, data are collected from multiple sources, varying across time, space,
and individualgFlick, 200 Redundant data are collected from many sms in order to avoid bias

and separate fact from opinion and preference, or alternatively, to identify different ways the
phenomenon is perceived and experienddtlukhija, 2010; Patton, 2002; Stake, 2005)

Investigator triangulation refers to the usemiltiple investigators and systematic investigation of the
impacts of various investigators on the research. In the case of theory triangulation, one approaches
the research question from multiple theoretical perspectives with multiple hypotheses, am th
compares the research results with those predicted by the various theoretical perspe(fiics

2009) While an interesting approach, such a research design is often difficult to create, since different
theories often lead to different questions coarning the phenomenon of interest. The
implementation of this sort of design would likely be unwieldy in many cases, and perhaps also
impossible to make comparisons between, depending on the degree of theoretical difference.

The authors of these typologies simplify to a mixed methods design using one qualitative amadbotieative
method. One can easily extend the typologies to other combinations of methods.
74| categorized this research as a component research design because the qualitative and quantitative aspects
were undertaken mostly in parallel. | did initiateetqualitative component before the quantitative component,
and findings from one component did sometimes influence the other. However, as the two components did
require any integration prior to the analysis, | believe this research has more of a contpbaeran integrated
design.
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Triangulation is useful iaddressing internal validity conceriislukhija, 2010. Some researchers
consider this type of triangulation to be, in reality, two different studies, each using a different method,
where the researcher expects or hopes for results consistent across haiesfMorgan, 2006, citing
Denzin, 1970 This is the fourth type of triangulation referred to by Denzin, methodological
triangulation. Withinmethod triangulation is also possible; in this case one could, for example, use
multiple quantitative model spafications and compare results. Methodological triangulation will,
ideally, allow the researcher to demonstrate that findings are robust, and not simply due to an
idiosyncrasy of a particular method or dataset.

This research uses betweamethod trianguldéion by comparing the results of the quantitative and
gualitative components of the research design. While many aspects of the quantitative and qualitative
results in this study are not directly comparable, the results and analysis of two components can b
compared to determine if they corroborate one another. In this research the quantitative component
examines what occurs on the county level, while the qualitative component examines the county level
as well as community and neighborhood levels. Morepthe quantitative component uses change

in residential property value as the outcome of interest, while the qualitative component uses
community or neighbourhood welleing. By triangulating the results, it is possible to determine if the
results aligncohesively. That is, do the patterns and relationships observed quantitatively on the
county level support those observed qualitatively and vice versa? Do responses that are positively
related to change in residential property value also have a positigeciation witmeighborhoodand
community welbeing? Or do the results of the two components contain contradictions, casting doubt
on the validity of the findings and/or indicating that part of the puzzle is missing?

Cuyahoga Couwt Ohiq located in northeastern Ohio (s&égure3.2), wasselected as the case study
through which to examinghether foreclosure prevention and mitigation responses have an impact
on neighborhood stability and declinéds of 210,Cuyahoga @unty was the 2% most populous U.S.
American county. lincludes the City of Cleveland, the ®&ost populousU.S-American city(U.S.
Census2012). The larger ClevelantlkrontElyria Combined Statistical Area (CSA) is the United States
sixteenth largest CSA(S. Censy2011).

Including the City of Clewaid, Cuyahoga County includes ®@nicipalitiesand townshipsand is
divided into 96 Statistical Planning Areas (SP&shmonly referred to within the county by officials,
planners,and local CDCs as neighborhoods. However, | do not use the term neighborhood to refer to
SPAs, | use the tertocality. This is to avoid confusion with other uses of the term neighborhood (see
Sectionl.3.]). The quantitatie component of this research uses Census tracts as the unit of analysis;
| use the termcommunityto refer to Census tracts. Census tracts usually have between 2,500 and
8,000 inhabitants, and are designed to have relatively homogeneous populations rapdrty
characteristic§NEO CANDO, nydCuyahoga County contains 443 Census tracts, excluding Lake Erie,
as of the 2010 Census. Cuyahoga Countpicipalities and their constituent neighborhoods
encompass a wide variety of socioeconomic conditionsheavé been impacted in various ways by the
foreclosure crisis, both in timing and severity.
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The choice of Cuyahoga County is an instance of purposive sampting,dase choosing a case from
0KS aAyaAiRSi¢ thaisapaiiclaryieRetpesd iMstance of the phenomenon of interest
(Patton, 2002). As mentioned by Flyvbjerg (2006), multiple case selection strategies can be used
simultaneously. In thisistance, Cuyahoga County is considered both an extreme case and a critical
case of foreclosure prevention and mitigation strategies in weak housing market cities.

Due to he early impact of foreclosures in Ohio, compared to other Hatéreas such asdfida and

California, Clevelandnd Cuyahoga County aam ideal study areaWhile many states have severe
foreclosure problems related to th&).S.housing bd 6t ST hKA2Qa LINRPoO6f SYya ¢S
predatory lendin@® combining with weak state consumerotection laws. By the time Ohio was

affected by consequences of the housing bubble, its foreclosure problems had already been growing

for nearly a decade(Rothstein, 2010) Despite this difference, the effects on borrowers,
neighborhoods, and municifiies are not significantly different from the effects seen nationally.
Foreclosure rates in Ohio quadrupled from 1995 to 2GD&lly exhibiting a small decrease in 2010

that has continued through to the present timeln 2009, one in 56 housing unitsthe state was

foreclosed upor(Rothstein, 201Q) The depth, breadth, and early impact of foreclosures and related

5 The definition of the term predatory lending continues to be contentious. Fannie Mae uses a definition that
NEIljdZANBa |G t€SFHad 2yS 27F (kg Snarketiog © hobigelidldsoi theNdasB 0fS NR & G A
their race, ethnicity, age or gender or other personal characteristics unrelated to creditworthiness; unreasonable
and unjustifiable loan terms; and outright fraudulent behavior that maximizes the destructive financial impact
on consumers of inappropriate mieeting i NI G S3 A S&a | y RCafr & Koyuri, 2NRB.HA A A 2 Y & €
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problems are indicative of an extreme case. As well, Cleveland and Cuyahoga County have been able
to develop responses over a longer etiof time than many other areas hit by foreclosures. Thus,

the combination of an earlier onsetand thus a longer time to develop responsdsut similar impacts

to those seen nationally provides for a particularly interesting and informative case study.

G S@St I yRQa SEA&GAY 3 (Skehsimin ACHapple; &1 dadgluckg200)8 the 2 NJ

slower foreclosure process in Ohio have aided stakeholders in crafting responses, building networks,

and shifting organizational resources to deal with the criSlsmbined with the earlier onset of the

foreclosure problem, the strategies used in Cleveland are often at the forefront of national foreclosure

mitigation efforts and as such are considered to be a model response by municipalities and regions

strugglingto deal with similar problemsFor example, the Cuyahoga County Land Bank, along with the

Genessee County Land Bank (Flint, Michigan), are considered the models for landbanking programs

(Ford, October 12, 2012)A New York Times journalist, Alex Kottayivho wrote the New York Times

al AT AYS FINIAOES attt . 2FNRSR ! L¥ 2y (KS F2NBOf 2

al AR KS OK2a$S /tS@StlyR G2 LINRFAES 0SOIFdzaS Al ¢

pushingback.. 2¥dzQ @S &4SSy (KAYy3I&ZX &2dz2Q0S KSINR (GKAy3Iazx |
. itis incumbent on you to share [that] with the rest of the country. In your hands is not the future

of one house or one block or even one city. You need théguides. | urge you to give voice to what

@2dz2Q@S asSSyé¢ o! Clulon &t aliZ0®Bé Khése Aspelftsi dRedindidayive of a critical

casa 2YyS G6KSNB AlG OFy 06S alFAR aAF Al R2SEAyQi 62N

Finally,Cuyahoga County also offers considerable data resources related to the foreclosure crisis and
interventions. For example, the Cuyahoga County Foreclosure Prevention Program (CCFPP) has
undertakenmultiple program evaluationsn 2006, 2007, and 2009hich contain both qualitative and

jdzl YGAGEF GAGS RIEGE 02y OSNYAY 3ITwd KtBrnal solBrE, NrittérQid 2 LIS NJ
2007 and 2009, were also availabldditionally, Cuyahoga County provides mapping shapefiles and

parcel data, and Case Weblyfy wS &SNS | vy A SNeEhaastORG ComBunity andb 5h 6
Neighborhood Data for Organizing) provides a wide variety ofcfganed andaggregated data at

various resolutions, including loan origination information and foreclosure information gpdieel

level. This level of data collection and availability both aids in the continued development of the
foreclosure response efforts in the county as well as provides a quantitativelyridataase.

As introduced in Sectiol3.1.1 the research follows a simultaneous component design with a
gualitative focus to investigate the impacts of foreclosure prevention and mitigation programs on
neighborhood change. The qualitative component employed the method of-semctured
interviewing, while the quantitative phase used the method of quantile regression. Through the two
components were chiefly independent of one another, the data and preliminary analysis of the two
methods did in some cases inform one another, somef leading to additional avenues of
investigation.

7676 please note that this assertion does not imply that if foreclosure responses in this case are effective, that
foreclosure responses will work everywhere elgather, it states that ifin such a developed instance of
foreclosure responses there is no (positive) impact on neighborhood stability, it is highly unlikely that less
developed foreclosure response will work elsewhere.
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This section details both the reasoning for the choice of methods, and the specifics of the qualitative
and quantitative methods themselves. Each method is introduced and the selection criteria of the
sample are discussed. Given that (1) the qualitative component of the research commenced before
the quantitative component and (2) the quantitative component was influenced by the qualitative
results to a greater extent than vice versa, the qualitative mdthi{interviewing) and data are
introduced first. The analysis section will follow this pattern as well.

The first phase of this research uses ssmictured interviews to generate data concerning
foreclosure prevention and mitigation programs, their functioning, and their relationships to
neighborhood stability and change. The results of the analysis of thesedata are then used to inform
the quantitative model; that is, to generate hypotheses concerningsiiide relationships between
these programs and neighborhood change. Data from this phase are also joined with the results of
the quantitative model to add depth to explanations and fill in areas that cannot be captured by the
model.

This section outlinethe purpose and approach of interviews; types of interviews in general and the
specific type used in this research; the interview guide and preparatory steps; sampling approaches,
including the sampling choice used in this research; and the method afaieddta generation used

to produce analyzable data from the oral data produced in the interview process.

CtAO0] ONRGSasz alb 32! freveaFexidtiggkSoNEiyes & way thay cadliRy S NI f
expressed in the form of answeland sdbecome accessible to interpretaton 6 H n n X LIdPmc n X
added). Researchers who use interviews seek to gather information that is not directly observable.
Instead it is contained in the knowledge and experience of the individuals being é@vten:i Further,

within the qualitative research tradition, interviewing is frequently seen as a method empowering to

0KS AYTF2NXIyYyGaAY AYiSNIBASSaA GLINRDARS theirdwl YS g2 N
dzy RSNRE G YyRAYy3a Ay igvdng A.Nall@vs you td @shdver What iscreleyait $oNE8

Ay T 2 NXPhttpn) 2002 p.348, italics originaDunn, 2005p.80).

Dunn lists four strengths of interviewing: (1) filling a knowledge gap inaccessible using other methods,
(2) investigating@mplex phenomena and motives, (3) collecting diverse perspectives and experiences,
and (4) respecting and empowering those providing the data (2005, p.80). All of these advantages
pertain to nearly all research designs utilizing interviews; though thativel importance of each
varies. Each plays a role in the decision to use interviewing in this research, however the first
strengtht accessibility of knowledgeis the primary motivation for this choice. The research topic is
situated in an underesearche and rather new area of study; because of this it was necessary to
collect a broad array of data for the qualitative component of the research. In addition, the
relationships between local foreclosure responses and neighborhood change are clearly context
dependent, requiring a mulfiaceted investigation of the phenomena.

Important weaknesses of interviewing are the possibilities of bias and omission. Interviewees
contribute their experiences and understandings in the interview process; other experiances
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understandings can be omitted if care is not taken to incorporate a variety of informants with varied
perspectives and backgrounds. Interviewees also bring their personal and professional biases with
them, intentionally or not. This influences peespives, how relationships between different
phenomena are seen, and what is considered important. Individuals can leave out aspects that are

dzy O2YF2NIFo6fS 2NJ dKFdG R2 y2d4 FftA3y 6AGK G§KSANJ
guestions. For exandp, in this research, interviewees invested in foreclosure prevention and
mitigation programs may omit experiences and concerns that indicate the programs or aspects of the
programs may not be effective. Again, this omission can be intentional or améestd cognitive

blindness. Finally, interview data may be impacted by the interviewer, for example in the case of an
AYUSNBASSSS GNBAY3 (G2 GKStELE Yy AYUSNBASHSNI o0& L

Most authors writing on interviewing as method divide it into three types: structured, semi
structured, and unstructure@Barbour & Schostal2005; Dunn, 2005; Patton, 2002In truth, these

are three categories extracted from a continuum, from highly to weakly structured. Thus it is
unsurprsing that various interview types can be combined in a particular inter{i®atton, 2002.

Other authors categorize interviews by participant type or topic approach. Examples of these include
expert interviews, focus group interviews, focused interviewsoblemcentered interviews, and
ethnographic interviewgFlick, 2009

Structured, or standardized, interviews are comprised of a carefully developed list of questions that
the interviewer asks the interviewee. Each interviewee hears and resportds same questions, in

the same orderDunn, 200%. The advantages of structured interviews include: (1) the interview
instrument is available for inspection; (2) variation between and within interviewers is minimized; (3)
the interview is highly focusedand (4) the difficulty of analysis is reduced due to the ease of
comparison of responsd®atton, 2002. On the other hand, interviewers cannot pursue interesting,

but unexpected, topics and themes that emerge during the interview and structured intes\aee

likely to reduce the variety of experiences and opinionsavered by the interviewer(¢Patton, 2002.
Referring back to the strengths of interviews, one can see that structured interviews do not empower
and respect informants, and their divengibf experience, to the extent that many researchers may
wish and many research topics may require. Barbour and Schostak (2005) refer to this interview type
Fa AYLRAAGAZ2YIFIEX YR adlFGS GKIFIG adzOK Ay aelldA Sga
AYUGSNIBASHESSE 6LIPnHO O

Located at the opposite end of the structure spectrum are unstructured, or informal conversational,
interviews. This type is most often used to collect oral histories, narratives, and life histories, where
the focus is on thenterviewee rather than the question®unn, 200%. In these interviews the
researcher constructs questions as the interview progresses, depending on the directions the
interviewee takeqTurner, 201). Unstructured interviews provide exceptionally ricital however

they are extremely time intensive to conduct and even more so to analyze.

Finally, located between structured and unstructured interviews are sractured interviews. Semi
structured interviews are conterbcused, rather than questionranformant focusedDunn, 2005)

In this case, the researcher prepares an interview guide (to be discussed in detail later in this section),
which lists questions for the interviewee but is more flexible than the strictly worded and ordered
structured irierview. The researcher has a stronger role in steering the interview than in unstructured
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interviewing, and intervenes to keep the interview on topic while allowing for new themes and topics
to arise and be investigated.

In this research, senstructured interviewing is used in order to focus the interview on the research
guestions while remaining open to new topics and themes that arise over the course of the interview.

Since the interview portion of the research is more exploratory in nature, alpp¥danand including

new information and perspectives is essential to understanding the relationships between
foreclosures, mitigation and prevention programs, and neighborhoods. A stricter, structured interview

style would not suit this research phasdiidzNy SR 2 dzi GKIF G YdzOK 2F GKS WSE
provided was central to the analysis. Additionally, sstructured interviews meet my ethical
expectations of giving voice to informants and their various perspectives during the researekgproc

Semistructured interviewers often prepare and use an interview guide, also referred to as an
interview protocol. Interview guides range from a list of topics to cover to a listing of specific questions
that can be flexdly adjusted as the interview takes place. Interview guides help ensure that interview
time is used efficiently and that important topics and questions are covered, while providing sufficient
flexibility to the interviewer to be open to and explore varsoperspectives and experiences. Thus
interview guides help balance comprehensiveness and openfiaasn, 2005; Patton, 2002) An
additional advantage of the interview guide is to jog the memory of the researcher and serve as a
fallback as needed.

An interview guide was developed and used for all interviews undertaken during the first fieldwork

trip. A copy of the interview guide can be founddppendix A: Interview MaterialsThe interview

guide began with introductory statermés to be said by the interviewer to the interviewee. This
dS0GA2Y AYUNRBRAZOSR (GKS AYGSNIASHESNE (GKS NBASI NDK
the interview, and information regarding confidentiality practices. The interviewee wasasted if

he or she has any questions, and if he or she was willing to participate. The consent form was then
shared with the interviewee (se&ppendix A: Interview Materigls

The main body of the interview guide is compriséd et of four introductory questions referring to

the occupational or community role of the interviewee; interview questions organized into six
categories; and two closing questions asking for any additional comments deemed pertinent to the
interview topics by the interviewee, and suggestions for additional interviewees to contact. This last
guestion was integral to the success of the sampling strategy used, which is discussed later.

Finally, the closing section of the interview guide once again askeaghfoadditional input from the
interviewee, instructed the interviewee what will be done with the interview data, referred again to
the location of my contact information, and thanked the interviewee. An offer was also made to share
the research resultaith each interviewee if interested.

Interview guides may also be amended as necessary throughout the research prqoessions may
be added, dropped, reformulated and/or reordered as experience accrues and strengths and
weaknesses of the interview plamecome apparen{Dunn, 2005). In this research, the question
concerning servicer decisiamaking was dropped after it became apparent that answers to these
jdzSaidAaz2ya ¢SNByQild | O0SaaioftSo LYGSNBDASsgRSa FSfE
best would offer speculation, while servicers and others working with these decisions were unwilling
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to participate. The interview guide initially contained three questions referring to the impact of
modifications on neighborhoods; when it became claghat respondents generally believed
themselves to be insufficiently knowledgeable to answer these questions, two of the three were
dropped. Interviewees were then asked about their impression of the impacts of modifications on
neighborhoods, but not abduiming or redefault aspects. In the case that a respondent had more to
say on these relationships, it remained possible to ask fellpwquestions.

Creating an interview guide requires transforming the research questions into interview questions.
Thisat first may appear to be a simple task; however, one must remember that often both the framing
and the vocabulary of scientific work are inaccessible to those outside that particular scientific niche.
Spickard (2005) offers a strategy to translate freaearch questions to an interview guide. In the
first step, break the central research question into thebased questions. In this case, | used the sub
guestions in place of developing specific thebgsed questions. Then, break these questions into
interview questions, which collectively will answer the thebgsed questions.

In the second step, one adjusts and reorders the interview questions to create an interview guide that
engages informants while remaining logical and clear. In some casesians may have some
overlap; in these cases questions can be consolidated or divided more clearly. The requirement is only
that all research questions are covered and can be fully answered by the answers to the interview
guestions. This can be checkgdcreating a matrix with the theory and interview questions along one
side, and the interview guide along the other, then checking that each theory and interview question
is covered in the interview guid&pickard, 2006

Spickard notes the importancd flow in an interview, but does not go into detail on various question
ordering possibilities. Dunn (2005), however, discusses three possible ordering strategies. The first he
refers to as funneling, where the interview begins with general issues, gilgdieroing in on more
ALISOATAO ljdzSailAazya Of2aSNI 2 GKS AYyGSNBASESSQa
by delaying possibly sensitive questions until the end, interviewers can build rapport with
interviewees, increasing their conridevel. As well, in the case that an interviewee does decide to

end the interview when sensitive questions come up, the interviewer has already collected data on
more general topics.

The second strategy Dunn provides is the pyramid structure. Intthiegy, a researcher begins the
interview with specific questions and gradually opens up the questions to broader topics and themes.
In this case the strategy is to first ask the interviewee questions that are close to home, such as what
their job dutiesare or how they are involved in a program. Later in the interview the interviewer
moves to questions that are broader or more abstract, which require more refle¢fiann, 2005.

This is the strategy used in structuring interviews for this research.

Dury Q& (i KA NRlerihgdaatedy is 2 ¥ybrid of the funneling and pyramid structures. With this
strategy it may be possible to capture the advantages of both: starting with specific, bsensitive
guestions, moving to broader themes, and finaking more specific and sensitive questi@idann,
20095.

Researchers writing on interviewing categorize question types in many different ways. Dunn (2005)

first divides interview questions into primary and secondary questions, and then lists typashof e

Primary question types include descriptive or knowledge questions, storytelling questions, opinion

qguestions, structural questions (these investigate assumptions and ideologies), contrast or
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secondary questions, which expand upon the primary question; clarification questions; nudging (to
O2yAydzS (GKS AYGSNBASsSSQa tAyS 2F O2yO@SNBELF (A2
(encouraging the informant toontinue)(Dunn, 200%. What Dunn categorizes as secondary questions

are often referred to as probes by other authors.

Il LILJX @Ay3 5dzyyQa AYGUSNWBASG ljdzSadAaz2y OFGSI2NRT FGA2
contained in the interview gui are primary questions. Most questions can be best categorized as
descriptive/knowledge questions, opinion questions, or a hybrid of the two. Some can be categorized

as structural questions, particularly questions a4 and f1 (&ppendix A: Interview Materigls

Questions Dunn would categorize as secondary questions were used frequently, but as probes rather
thanpreLt | YYSR [jdzSadA2yao Ly a2vYS OlFlaSa O2yiGNradkK
used as unscriptedflow-up questions.

Flick (2009) divides interview questions into three types: open questions; tuigimgn, hypotheses

directed questions; and confrontational questions. Open questions ask the interviewee to share his or

her immediate knowledge. Thegdriven, hypotheseslirected questions relate to theoretical
LINBadzYLJiA2ya 2F GKS NBaSINOKSNI 2N aOASYGAFAO f
interviewees, which they might take up or refused according to whether they correspond to their

subS Ol A @S (i K S(RIitkr280p p.1B5MNJ Fhallyi, onfrontational questions refer back to and
challenge the proposals and relationships interviewees have presented to the researcher, in order to
prompt the interviewee to reexamine his or her ideasciomparison with alternative theories or
explanationgFlick, 2009

aAy3d CEA01Qad AYUSNIBASS ljdzSadAazy GeLRftz23esx vYzal
guestions. Some questions could be categorized as thdavgn, hypotheseslirected questions (e.g.

guestions c3, d2, and d3). However, given that the interview guide is itself derived from-theesmgt

guestions, nearly all of the interview questioosuldbe considered theorgriven. Confrontational

guestions were rare, and when use@rg unscripted followup questions.

While there are many approaches to categorizing interview questions, there is no need to choose
between them. Both typologies above offer insight to the researcher creating an interview guide, as
do many other¢Brenner Brown, & Canter, 1985; Patton, 2Q@lverman, 2001; Turner, 2010 give

some examples). Many or all can be used together as a basis for creating an interview both
scientifically useful and interesting to the interviewee.

A final aspect of interviewg important to consider is preparing for the interview itself. McNamara
(2009) describes eight considerations, listedimner (2010p.757):

(1) choose a setting with little distraction;

(2) explain the purpose of the interview;

(3) address terms afonfidentiality;

(4) explain the format of the interview;

(5) indicate how long the interview usually takes;

(6) tell them how to get in touch with you later if they want to;

(7) ask them if they have any questions before you both get started with theviate; and
0y 0 R2y Qi nthazytarecallyheitafsseNg.
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These aspects were addressed in the following manners:

(1) Interviewees selected locations themselves which they were comfortable with. In many
cases this was a coffee shop. While there veen@etimes distractions and ambient noise
this did not obviously impact the interview quality.

(2) The purpose was explained orally and on the copy of the consent form given to
interviewees.

(3) Interviewees were provided a consent form where they could select drethey gave
permission to be recorded, named, and quoted, with or without-plearance of the
specific quotes to be used in this document.

(4) The interview format was briefly presented to interviewees and incorporated into the
interview guide.

(5) Interviewees were told the interviews generally take sixty to ninety minutes, but that their
time constraints could be accommodated. This information was also included on the
consent form given to interviewees.

(6) The consent form included shednd longterm phone nunbers, and a permanent email
address with which to contact me.

(7) Interviewees were asked after the consent form and overview of the interview were
presented if they had additional questions.

(8) Interviews were digitally recorded in all instances but one. elatere taken during all
interviews.

Items (2), (3), (4), (5), (6), and (7) were explicitly included in the introduction section of the interview
guide @ppendix A: Interview Materigl$o ensure each aspect was introduced inteaderview. Item

(1), the interview location, was determined over the phone or via email prior to each interview.
Permission to digitally record the interview was requested from each participant, and a written record
2F SI OK LJ NI A Orkedaided dn®he coRsSriDfbr. ANDtgtakid waas explicitly mentioned
during the introductory phase of the interview, and included in the interview guide.

Information concerning items (2), (3), (5), and (6) was included in the consent form given to each
participant @ppendix A: Interview Materigls and the introductory email received by some
participant$’ containedinformation pertaining to items (2), (3), (4nd (5). The template for the
introductory email is found id\ppendix A: Interview Materials

The sampling methods discussed previously in the Case Study Approach section can also be used for
interview sampling. Rather than reviewing them, a few points related to sampling for intervidlws w
be discussed here.

Barbour (2005) suggests purposive sampling based on a key list of people, identified by how each
relates to the other. This strategy is designed to enable triangulation, as well as to help determine the
extent to which one can genalize findings. Related to this, she suggests snowball or chain sampling
when the researcher is not necessarily aware at the outset of all the key persons in{@aredur &
Schostak, 2005 This sampling approach is also extremely useful in instanicesevaccess to key

7 Participants received an introductory email in cases wrareemail address for the participant was known
prior to the interview. This occurred in 21 of 23 cases.
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persons may be restricted. Informants who are connected to otherdessssible informants may be
willing and able to bridge the gap for the researcliéatton, 2002) However, in some instances
snowball sampling may exclude groupsowhre not welconnected to others, do not wish to
participate, or do not have a voice in a particular proceiss. selfselection issues can arise.

Snowball sampling proved advantageous in this research. First, given that this was an exploratory
researchproject, | was not aware of all the main players involved. Snowball sampling expanded the
breadth of interviewees and helped clarify relationships between different individuals, organizations,
and programs in Cuyahoga County. Without using snowball lsagmgeveral important interviews

would have been missed. Secondly, snowball sampling was key in obtaining access to several
interviewees, in particular those who were in high demand for interviews from researchers and
reporters. Moreover, the use of ewball sampling resulted in my gaining access to several
quantitative data sources, some of which | had failed to successfully negotiate access to using other
avenues.

Patton (2002) cites Lincoln and Guba (1985) in recommending continuing purposive gamplidata

redundancy is achieved. In the case of interviewing, a researcher should continue selecting and
interviewing informants until no significant new information is produced from the interviews. In my

case, no longer hearing new names suggestegaential interviewees by participants was also an
AYRAOFG2NI 0KIFG RFEGE WalGdz2N> GA2YyQ KIFIR 0SSy | OKASY

The generation of a textual record, referred to as transcripffois, a key process in the analysis of

interview data. Some researets consider transcription itself an analysis process, while others
consider it a preparatory step that then allows one to analyze the interview ([xdsidson, 2000

Despite the many choices and considerations that occur before and during the traitstppbcess,

GKS @lIad Yre22NRAGe 2F NBaSINOK FNIAOfSa NBFSN aa
transcription, without defining or clarifying the term&lalcomb & Davidson, 20R6 This lack of
explanation evidences the naturalizing anf interpretive process by many researchiethat is, the

treatment of a transcript as objective data rather than an inherently selective process that reflects the
NBaSINOKSNRA | yRk2NI (NJ yaONR aaNddcn, 2090 Badnb &0Sa |y
Davidson, 2006; Lapadat & Lindsay, 192§iact, 2000; Muller & Damico, 20D2After all, a transcript
Grepresentsan audiotaped or videotaped record, and the record itsgfiresents y A Y G SNI OUA @S
(Lapadat & Lindsay, 199p.81). Thus, a writterecord of an interview is twice abstracted from the

interview event itself. This is a necessary concession, as abstraction makes analysis possible, stripping
data seen as unnecessary out of an endlessly rich data source.

Miller and Damico (2002) desceiliranscription as a translation of data through an interpretive

TN YS62N] GKIFIG Aa RSGSNXYAYSR o060@& 2ySQa GKS2NBGAOI
media from the tape to the page. Lapadat (2000) examines three views of transcript@mmoneT

extreme is the positivistic view, where one objectively transcribes audio data in a manner believed to

0S GNIYyaLINByiGd ¢KS aSO2yR (eéLJS &aKS NBFSNm (G2 |
pragmatic decisiomaking that must occur when érealities of interview data run into an idealized

8 Interpretations of the term transcription varyln this document, transcription is considered to mean any
distillation of oral data into textual dat ranging from interview field notes to the highly annotated and codified
transcriptions used in conversation analysis.
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and their duration recorded? At other extreme is the interpretivistic view, where transcripts are
considered contexisituated theoretical constructions. This is view endorsed in this research; what |

have distilled from interview recordings is certainly not the same as what all other researchers would,
particularly if they had other research goals in thin

Given an interpretivistic view of the transcription process, it is unsurprising that many authors
advocate a transcription practice that is developed for each particular research process. They suggest
careful thought in developing a transcription prosethat is guided by principles and suited to the
research methodologf{Davidson, 208; Halcomb & Davidson, 20Q6padat & Lindsay, 1998apadat,

2000; Muller & Damico, 2002). Oliver et al. (2005) place transcribing practices on a naturalism
denaturalisn continuum. Naturalistic transcription attempts to capture all parts of the interaction,
such as pauses, stutters, and intonations. Denaturalized transcription removes these elements and
translates the spoken record into text meeting (or partially megYithe standards of writin{Oliver,
Serovich, 8ason, 2005. If one views this spectrum as one of abstraction, with naturalism having low
levels of abstraction and denaturalism having higher levels of abstraction, other methods of text
generation, suclas interview field notes, can be placed further along the abstraction spectrum.

¢KAa SELIYRSR aLISOGNHzy O2yOSLIi OFly 6S dzaSR G2 a
example, Halcomb and Davidson (2006) argue that analysis techniques shelmasi¢ and content

analysis do not require verbatim transcripts. Research that seeks to uncover values, beliefs, and
feelings of informants requires the retention of more detail from the oral data.

Since many research questions do look at data more feadi F LJILJ NByd Fd GKS wa
interviews, alternate, notverbatim transcription methods are needed. One possibility would be the

use of interview field notes and pesiterview memos. Another possibility is suggested by Halcomb

and Davidson (2006 Their approach entails six steps: (1) audiotaping and notetaking during the
interview; (2) creating reflective memos immediately after the interview; (3) listening to the recorded
interview and adjusting notes as necessary; (4) preliminary content sinaly discover primary

themes; (5) secondary content analysis done by a different researcher; and (6) thematic review to
ARSyGATe 1S& SElFYLEtSa Ay (GKS | dzZRA2 NBOZNRAy3Ia (f
view (Halcomb & Davidson, 200pp.41-42).

This research utilizes a variation on the approach put forth by Halcomb and Davidson. In step (3), the
recorded interview was annotated with key topics and illustrative quotes highlighted. This annotation
was then compared with field notes. Aitidnally, step (5) was omitted due to resource constraints.

As described in Sectiéh3.1, a common way to proxy neighborhood quality or health in neighborhood
change research is by usingoeomic indicators, such as property value or the change in property
value. Underlying this choice is the Hedonic Pricing Model, which asserts that the values of non
separable housing features (such as an additional bedroom or which school districtapertgr
belongs to) are capitalized into the price of the property.

This section will briefly outline hedonic pricing theory. It begins with an introduction to household
sorting theory, which is presupposed by hedonic price theory. Hedonic pricingytigeottroduced
next, as well as a short discussion of potential modeling issues and possible solutions.
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Household sorting is the tendency for individuals (or households) to divide themselves into
K2Y23SyS2dza O02YYdzy A iMPB&EED | NIBK SclaSdzlof G 28Y YRIgyAAia A 2 y SR
municipal scale. There are two major models of household sorting as advanced by Tiebout (1956) and
Alonso (1964).

¢CKS ¢ASO2dzi KeLROIKSaAad 2F K2dzaSK2f R az2BIliyd2Aa
choose their preferred household location. They choose the community that offers the mix of public
goods and taxes that best fits their preferenc@&ebout, 1956). This model presupposes that
homebuyers are (perfectly) mobile, have perfect inforroai have a choice of communities
characterized by various combinations of public goods and taxes, and can recognize the differences
between them(Fischel, 2001).

A wide array of econometric studies providing evidence to support the Tiebout model have been

OF NNASR 2dzix 0S3IAYYAy3a gAGK hlFiSaQ mdopcd aiddzRe 2
capitalization® of various local services into home values. A survey of the various empirical studies of
Tiebout capitalization can be found in Dowding, Jdhy, R . A 334 Q wmddpn | NI A Ot So
several studies which have shown evidence for household sorting by race, homeownership, population
density, income and age.

¢tKS aSO02yR (KS2NE 2F daNDBly K2dzaSK28RK KNSy Rariawm
locational theory, which posits that bignt functions can be used to determine household locations

as a function of income. The original model assumes a monocentric city which contains all employment

in its central business distriahd has consistent transportation costs for all househ@disnso, 1964).

| ' ydzaKS] FYyR ,AfYFIT Q& Hnnt INIAOES fArada Fy | NN

While most empirical studies have examined either the Tiebout or the Alovestel of household

location, Hanushek and Yilmaz incorporate both. Contrary to the Tiebout model, which bases location
OK2AO0S 2y K2dzaSK2f R LINBFTFSNBYyOS: Fa ¢Sttt +a G2 !
income, real jurisdictions are detmined by mixtures of income and preferences. Hanushek and

Yilmaz constructed a theoretical model, which contained high and low income households, each of
which had either high or low valuation of education. It was seen that the two theories complement
oneanother and have results that are more consistent with what is observed empifiidalhyshek &

Yilmaz, 2007). De Bartolome and Ross also created a monocentric model with two jurisdictions that
showed both jurisdictional and transportational differendesbe incorporated into house values,
explaining empirical intrajurisdictional income mixing (2003).

These models, and extensions thereof, posit that households move to communities that best satisfy
their preference mix. A large number of empirical stgdiend strong support tohis theory (see
Dowding et al., 1994 and Hanushek & Yilmaz, 260éxamples). It should be noted, however, that
these models are based on assumptions of perfect mobility and perfect information, among others.
Any deviations ftm these assumptions must be taken into account when constructing models and
interpreting results.

® Capitalization is the incorporation of the value of local services and amenities (and other factors) into the value
of the product in this case the house.
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Hedonic pricing, a type of regression analysisoftenused to determine the effect of specific
chamcteristics on housing valueSaidl y2 § KSNJ 6l 83X K2dzaaAy3a Oly o068 02y
I G 0 NA(Bodein, 3474). Hedonic pricing is then used to infer the marginal value (price) of individual
attributes of properties in specific real estate marketdedonic pricing models are canscted by

estimating a regressiomwith purchase price or assessed value as the dependent variable. This
dependent variable is regressed arset ofindependentvariables that represent the attributes that

comprise the whole, as well as a term represegtthe time of the valuationf necessarfMeese &

Wallace, 1997) By regressing various amenity and disamenity levels on prices, one can determine the
marginalwillingness to pajor these amenities.

This subsection describes the theoretical originseafdnic pricing, discusses the specifics for hedonics
F LILX ASR (2 K2dz&aAy3d> AYyUiUNRBRddzOSa (GKS Y2RSft Qa FdzyO
issues and ways to remedy them.

Economic theory states that the value of future costs and benefits assoaidtedan asset will be
reflected in the value of that asset; in other words, projected future values are capitalized into the
present valugFischel, 2001)The concept of capitalization is closely related to hedonic pricing theory,
in that for any factorcapitalized into the price of a property, one can determine the implicit price of
the capitalized factor using a hedonic pricing model, given that sufficient data are available.

Development of the hedonic pricing method is generally attributed to Grili¢h®67) and Rosen

(1974), while the first housing capitalization study was done by Oag&®)1 Oate§ Sa i SR ¢ A S0 2 dz
hypothesis of household sorting against empirical evidence drawn from New Jersey communities and

found that the tax rate was negatiwetapitalized into home values while the public school expenditure

rate per student (a proxy for school quality) was positively capitaligates, 1969) Since then

hedonic pricing models have been used to investigate the implicit prices of a wideyvafiet
phenomena, including, for example, tax rat@almon & Smith, 1998), school qual{Biack, 1999;

Brasington & Haurin, 2006;06dman & Thibodeau, 1993ud & Watts, 1981)%rime (Tita, Petras, &
Greenbaum, 2006), land scarcitfjud & Winkler, 2002),xpected future economic growt(Smith,

2006), and noise pollution from airporfBlischel & Evangelinos, 2012)

Applied to housing, the attributéindependent)variables includean be divided into four categories:

(1) structural qualities that vary from haese to house, such as age, kize, and the number of
bathrooms; (2) socioeconomic characteristics of the surrounding area, such as poverty rate, race, and
education levels; (3) jurisdictional characteristics such as school quality and the local ptapeatg;

and (4) locational characteristics such as promixity to the central business district, major transportation
routes, and environmental amenities and disamenties (e.g. landfills, waterfront location, heavy
industry)(Bowen et al., 2001;i & MorrowJones, 2010). Many researchers include change variables,
such as the change in poverty rate, to capture neighborhood change in the recent past and the possible
impacts of policy interventions, both of which may influence housing (ftic& MorrowJones2010).

When the model includes observations across multiple yeatima variablecan be included to
accountfor inflation andmarket trends in house prices/er time

A major advantage of hedonic pricing models is the ability to determinertheginal willingness to
pay for various housing and community attributes. For example, it is likely difficult to determine the
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disamenity value of living in a community affected by airport noise pollution. One possibility would be
to ask residents how much theyowld need to be compensated to move there. But this process would
be highly laboiintensive, and in many cases people do not actually know what avoiding this disamenity
is worth to them. A simpler and cleaner solution is to create a hedonic pricing msidgl real market

data instead of hypothetical statements by respondents that includes both properties affected and
unaffected by airport noise pollution, and examine the significance and magnitude of the noise
pollution coefficient. To do so, one needslydata on home values, whether a property is affected
by noise pollution or not, and the appropriate control variables.

The basic functional form of a hedonic pricing model is shovEgumtion(3.1) whereP represents

the price or vale, and f is a function & structural characteristics of the propertl; socioeconomic
characteristics of the surrounding arehjurisdictional characteristics; amglocational characteristics.
From this function, the price of any characteristictioe property can be determined by taking the
partial derivative of the equation with respect to the characteristic. Equat8oR) shows Equation
(3.1)translated into standard econometric form, whefre represenst the intercept, andy , g, G,

and &y, representvectors of structural, socioeconomic, jurisdictional, and locational characteristics,
respectively ol ol andf o representthe implicit marginal prices of theforementioned vectors
of characteristics that is, the regression coefficieritsand u represents the error term.

0 QYo (3.1)

01 1O 1T To 1o (3.2)

Despite the inclusion of locatiohaharacteristics, there may be additional spatial determinants of
house prices that are not included in the model. There are two spatial concepts necessary to
understanding these. The first is spatial heterogeneity, where there may be variation irdpede

the absolute location of a property within the study area. This is evidenced by variation in the mean,
variance, or covariance across the study dBxawven et al., 2001). An example of spatial heterogeneity
would be a study area where older pragies in one area have high prices while older properties in
another area, perhaps more isolated from the central city or of a less desirable architectural style, have
lower prices. In this case an indicator for the age of the house would not captudeféndency.

The second concept is spatial dependence, where the interdependence of prices is due to the relative
f20F0A2ya 2F LINBLISNIASa® ¢CKIFO Aasx aLl dAalrt RSLISy
properties, with the result being a apally correlated error termBowen et al., 2001). A simple

example of spatial dependence is the use of comparables in real estate pricing; that is, properties are
priced based on the prices of similar, nearby properties. Thus, real estate pricdgs&rélg 12 G F2¢€ f
one another, but due to a reason that is not incorporated in the model represented in Equégidps

and(3.2)

To addresspossible spatial heterogeneity and spatial dependence, it is possible to actal
congruity matrix,W, to Equation(3.2) The matrix includesx elements, wherg and k index all
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observations in a pairwise fashion, am represents the spatial relationship between observatjon
and observatiork.2° W can beincorporated into the hedonic pricing model as shown in EqudBo3);

0 T 1T 1 & 10 1T & "u - (3.3)

where WO represents the spatial relationships between observations dnds the spatial
autoregressive coefficient. 1fis significantly different from zero, it indites the spatial relationship
specified inW accounts for some variation in property prices and thus must be included in the model
to prevent underspecificatioft

When spatial correlation is present, but not accounted for in the model, it is incorpoiatedhe

error term, W, resulting in an improperly specified p. The impacts of this are manifold: marginal price
estimates may be biased; the intercept estimate will be biased; error terms may be severely
misestimated; and the estimate of the standard @rrof marginal price estimates will be biased.
¢23SGKSNE GKS NBadAZ# G Aa GKIG GKS O2yFARSYyOS Ay
estimates will be misleadin@owen et al., 2001).

Several diagnostic tools exist for determining whether spatiitocorrelation is an issue, including the
dz&S 2F GFNA23INFr Yas GKS a2NlryQa L YSFadaNBI FyR (K
determine whether a specific model requires the incorporation of spatial variables.

In addition to deviatig @ FNRBY (GKS Y2RStQa |aadzYLliaAzyazr G§KSNB
issues to consider when developing a hedonic pricing model. These include the choice of indicators,
multicollinearity, and selection bias. These issues are discussed in the remaiitiois subsection.

w20l O] aidlidSasx auKS2NER R2Sa y20 (0Stf dz&a 6KAOK |
0SKIFI@S ¢6AGK NBALISOOH (2 3I22R&¢ OMPYyHO D CKIO Aax
guidance as to which characterigito include in a hedonic pricing model; rather, the theory simply

requires a fullyspecified model. That is, all characteristics that have a significant effect on prices must

be included in the model. As itis not possible to know which character@sécsgnificanga priori, the

researcher depends on previous research, experience, and to some extent luck when it comes to
selecting characteristics for a hedonic pricing mg@swen et al., 2001; Roback, 1982). Of course,

data availability plays a rola model specification as well.

A second issue in variable selection is multicollinearity, or when variables are highly correlated with
one another. When variables displaying a high degree of multicollinearity are included in a regression,
small changem the indicator values can result in drastic changes to the coefficient estimates for these
indicators. Thus, while many indicators may influence the asset price (the dependent variable in
hedonic regressions), in many cases it is not possible to inellidé them due to these issues. For
example, in this research, the femdieaded household rate and the poverty rate are highly
correlated. Thus only one may be included in the hedonic model without casting significant doubt on
the interpretability ofthe coefficient estimates.

80 There are several ways to specify this spatial relationship; see Bowen, Mikelbank, & Prestegaard, 2001.
81t is important to note that only indicates whether th& chosen is significant, not whether there is any form
of significam spatial dependence in the model. See Bowen et al., 2001 for more discussion of this.
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Gatzlaff and Haurin describe the problem of sample selection bias in property hedonic pricing models,
demonstrating that in many instances the set of homes that are sold cannot be presumed random
(1998). For example, during théoreclosure crisis, foreclosed homes often cycled through many
transactions, while activity in the traditional residential market slowed well below normal lexels.
solution, the censored regression technique, is outlined where data for unsold propertissd to
determine the probability of a sale, resulting in a selection bias correction vetiadnl is incorporated

to generatean unbiased estimatéGatzlaff & Haurin, 1998)

This research investigates the effects @ligy interventions on neighborhoods and communities,
rather than the effects on individual households or properties. Thus, the quantitative model used in
this research examines the effects of policy interventions in the real estate submarkets found in
Cwahoga County, Ohio. To do so, a hedonic pricing model is created at the Census Tract level, a proxy
for communities, rather than at the property level. This means that the dependent variable is based
on the total residential property value at the Censast level, instead of using the values of individual
properties. This extension is not problematic as the underlying theory is the same, where supply and
demand determine prices and the slope of the demand curve reveals marginal willingness to pay. Fo
examples of research using this approaske Buettner & Ebertz(2009), Robackl982), and Rosen

(1979.

General equilibrium is a theoretical economics concept, which asserts that there exists a set of stable
prices in an economy thaesults in a stable equilibrium; that is, a situation where prices and demand
levels are stable. Further, economic theory asserts that in cases afararal equilibrium, market
forces will, in the absence of external shocks, move prices and demani$ keweard general
equilibrium.

General equilibrium is an ideal state, rather than a true representation of real markets. Thus, all
applications of econometric models deviate from the abstraction of general equilibrium to some
extent. What is important i consider the extent of the deviations and their impact on model results.

To meet the requirements of general equilibrium, prices and demand levels must be stable. In the
case of the foreclosure crisis, which is examined in this research, the assbaigmices and demand

levels for housing are stable is clearly false. However, one can assert that even during times of market
instability, the market is moving toward general equilibrium.

In particular, three assumptions of hedonic pricing theory amdated in the model used in this
research: (1) perfect mobility, (2) perfect information, and (3) land scarcity. The first asserts that
residents have perfect mobilitythat is, no moving costswhen determining their housing location.
This assumption ceobviously never be met, but in the case of the foreclosure crisis mobility was more
greatly restricted. In 2013, Jim Rokakis estimated that 40% of Cuyahoga County homeowners owed
more on their mortgages than the value of the prope(Bagonakis, 2013ajneaning that these
homeowners were essentially immobile. Secondly, the perfect information assumption means that all
homeowners and homesellers have perfect information on all houses, with no cost of attaining this
information. Again, this assumptiondearly an ideal that is not achieved in reality. In the case of this
research, the deviation is greater than that typically seen on the real estate market. As will be
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discussed in Sectioh2.3 the housing market in Cuyah@@ounty was essentially comprised of two

ASLI NFGS YIENYLSGA RAdINAYy3I FYyR FFGSNI GKS FT2NBOf 2adz
prices and a more active market for properties affected by foreclosure, sold at immense discounts. In

the foreclsureimpacted market in particular, potential purchasers have particularly poor
information, resulting in market distortions. Finally, the third assumption states that land is a scarce

good. Inthe case of Cuyahoga County, there is an oversupply ofila2813 there were over 26,000

vacant propertiegPagonakis, 2013b). This weakens the assumption substantially.

This research examines a weak market city during a recession, which implies that hedonic estimates

will be lower than those seen in strong rRat cities and during boom times. Despite this, these
depressed prices do accurately reflect amenity values in Cuyahoga County during the study period.

The caveat is that these estimates cannot be expected to hold during other parts of the housing and
economic cycles, nor in strong market cities. A second caveat is based on Mikett@lika O H Ny 0
article¢ KS { 1@ LayQu , which droviged strong Svid@ncekid® M& existence of two
submarkets in Cuyahoga County: one dominated by the impafcioreclosures and a much smaller
submarket consisting of properties (relatively) untouched by the foreclosure crisis. It was not possible

to create two quantitative models to separately represent each of these markets. Instead, one
guantitative modelis used that incorporates the median sale prices of all residential properties in the
county. The use of quantile regression does, however, allow for specific segments of the dependent
GENALF Ot SQ8 RAAGNAROdzIiAZY (12 o0Sdzp&2 OKSR® & dzG VAN
ALl GAlLftte Of dzZAGSNBR 2dzaild | a1 refer oB&tioR ¥.2far KrBviedw T 2 NB Of
of the evidence concerning the clustering of foreclosures and properties affected by forestosure

the use of quantile regression will allow examination of the approximate submarkets separately.

Roughly stated, endogeneity occurs in a regression model when (1) there is a feedback loop present
between independent and dependent variables) (Beasurement error is present, or (3) control
variables are correlated with the error term, indicating an omitted variable problem. When
endogeneity is present and not controlled for, regression coefficients can be biased and inconsistent.
An unbiased stimator reflects the true value of the true value being estimated, while a consistent
estimator is one that converges in probability to the population parameter (i.e. the true value) as the
number of observations approaches infinifg/ooldridge, 20022 Thus, the presence of endogeneity

in the model can result in estimators that do not reflect the true population values. Another important
consequence of endogeneity is that the results provide only evidence of correlations, not causality.
Thus, the corlasions that can be drawn from the results are much weaker.

The presence of endogeneity in the relationships between key variables and dependent variable have
the largest impact on the research, as these estimators are of greatest interest. When thegssd

and inconsistent, the strength and credibility of the results is reduced. One way to address this is to
use instrumental variables. An ideal instrumental variable is one that has a causal effect on the
independent variable of interest, but does tnaffect the dependent variable (other than indirectly
through the independent variable). Ideal instruments are in practice difficult to find, both conceptually
and with respect to data availability. Using a weak instrumenstie that is only weakly corraied

82\Wooldridge notes that while bias and inconsistency are not the same, the two can be viewed as being the same
for practical purposes.
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with the endogenous independent variablean result in more problems than it solves, including bias,
inconsistency, and incorrect confidence interval estimgi&sund, Jaeger, & Baker, 1995). The issue
of endogeneity in the model will be discussedtffier in Sectior0 after the model is introduced.

The second stage of the research utilized quantile regresesi@nhedonic pricing modab examine

the relationships betweewarious breclosure prevention and mitggion responses and neighborhood
change with neighborhood change proxied in the model by percent change in residential property
value. Recall that Secti@x2.3detailed existing research thatdind strong links between foreclosures

and property values. Thus, one way of determining if foreclosure responses have an impact on the
community level is to examine the relationships between their use and changes and property value.

Quantile regressiorin contrast to ordinary least squares (Qtegyressioncan be usedo examine the
relationships betweervarious independent variables and tldependent variableand how it might
differ acrosghe entire dependent variable distributiof hat is, with quatile regression it is possible

to examine these relationships along the dependent variable distribution to determine if the
relationships vary across the distributioithis allows the investigation and analysis of specific ranges
of interest of the dependnt variable, rather than an investigation limited to the range surrounding
the average value of the dependent variable, as occurs with OLS regréBsarinsky, 1998; Hao &
Naiman, 2007; Mostadl & Tukey, 1977; Schulze, 2004

This is especially imp@nt given the role of context in determining suitable foreclosure responses. By
using quantile regression, it is possible to examine the relationships between foreclosure responses
and groups of communities that have been affected to different extenthé&yoreclosure crisis. That

is, it is important to know if the relationship between a particular foreclosure response is the same for
those communities most negatively affected by the crisis as it is for those only moderately affected,
and so on.

This gction first details the purpose and general approach of regression, then compares the quantile
NEIaNBaaiAzy YSiK2R 6A0GK hJ{ NEINBaaizysz |yR
implementation and the interpretation of results. The development andlementation of quantile
regression using the hedonic pricing model specifically for this research will be introduced in Section
0.

Quantile regression, like all types of regression, quantitatively imadstigthe relationship between

one or more independent variables aral dependent variable.For each independent variable in a
regression analysis, the apparent effect of a one unit change of an independent variable on the
dependent variable is determinedimerically captured by the regression coefficient), as well as the
level of certainty associated with this relationship (numerically captured by the confidence level and
interval). Though regression results are often presented as evidence for a céasahship between

the independent and dependent variable, in reality regression results are evidence only for a
relationshipor associationbetween the variables; an experimental or quasperimental research
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design would be necessary to show casudfity¢ KS O dzal £ | &aLlSOG Aa o6l aSR
theoretical hypotheses concerning the relationship between the independent and dependent
variables. Affirmative regression results give support, but not proof, for the hypothesized causal
relationships.

Inregression, &riables can take a variety of forms, including continuous (ranging from negative infinity
to positive infinity, with an infinite number of values in betweediscrete (with only specific values
possible, such as a population count, which mibs a positive whole numbergnd binary (with
possible values od (false)and 1 (true)). In this research application, the dependent variable is
continuous, and the independent variables are comprised of continuous, discrete, and binary variables.

A simplified explanation of regression follows here to give a general idea of the method. First, the
researcher hypothesizes relationships that may exist in the area of interest. These hypotheses may
draw from theory or observation (which itself is a lesgrfal sort of theory). A key point here is the
operationalizing of these hypotheseshat is, translating the verbal hypotheses into quantitatively
testable hypotheses. Matching hypotheses to actual, existing and available data is a particularly
important and challenging aspect. The use of sloppy or imprecise proxies, for example using data
simply because it is available, and not because it fits the hypothesis particularly well, can easily result
in false or misleading regression results. In cases wieseid necessitated by limited options, the
researcher should account for this in the analysis by examining the possible effects of data limitations
on the results.

Secondly, one collects data which includes sufficient variation among the variablesre$ir(teoth
independent and dependent). The more observations present in the regression analysis, the more
easily the regression model can detect a relationship, if it is present. A limitation here is that all
observationsmust have data for all variablescluded in the regression analysis. Any observations
containing missing data are excluded from the model.

Thirdly, one runs the regression model using statistical software (in this research | used STATA Version
11). The regression works by comparingvhties of the dependent variable for various values of the
input variable, while controlling for the influence of the other independent variables. The results of
this complicated calculation are coefficients, standard errors, confidence levels, andlermafi
intervals for each of the independent variables, which are then interpreted by the researcher. More
simply stated, the results capture whether and how the dependent variable changes in response to a
change in an independent variable. These resultwide support or indicate lack of support for the
NEaSINOKSNRa KeLRiKSaSao

The most important difference between quantile and ordinary least squares (OLS) regression is that
quantile regression can be used to look at theseffof an independent variable on a dependent
variablel 4 ye f20FGA2Yy | f2y3 {KSWwhiBBithlSySReggssSion@meNsh | 0 f
restricted to investigating this relationshigt the mean2 ¥ G KS RSLISY RSy d @I NR |

o

8 There are cases where regressimodels can provide evidence for causality and not only for relationships
between variables. This requires truly exogenous independent variables (or instrumental variables), which are
often hard to come by in social science research, or an experimentgli@siexperimental research design,
which is rarely feasible.
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(Buchingy, 1998; Hao & Naiman, 2007; Mostel& Tukey, 1977; Schulze, 2004 his means that one

can identify whether the relationship between an independent and dependent variable changes over
the distribution of the dependent variable. For example, it maythz a particular program has a
weak effect on the low end of dependent variable distribution, and a stronger effect on the high end
of the distribution. Alternatively, an independent variable may have no statistically significant effect
in some areas dhe distribution, and a significant effect elsewhere. Likewise, the effect may change
from positive to negative, or vice versa, as one moves along the dependent variable distribution. This
is particularly important when a researcher is interested in th#s of the dependent variable
distributiort for example, the impacts of a progreon those living in povertylt should be noted that
there are interpretation issues at the very extreme ends of the tails when using quantile regression.
SeeKoenker & Hidock Q001 for an explanation.

vdz2ziAy3a az2adiSttSN) g9 ¢dzZlSeé omprTO>X aGWdzad Fa GKS
distribution, so the [OLS] regression curve gives a correspondingly incomplete picture for a set of
RA & { NX o dzii A 2 yréagbantiledegiédsidnkhasggrowi@hdadntinues to grow in popularity for

a variety of research fields. For example, Hao & Naiman (2007) make the case for the use of quantile
regression in inequality studies. Rather than simply giving an incomplete giciS regression
coefficients can sometimes give a false picture of the relationship between independent and
dependent variables. For instance, an OLS regression may producesggniicant coefficient for an
independent variable (i.e. the results igdie that one can have very little confidence that the effect

is other than zero on the dependent variable). However, using the same independent and dependent
variables in a quantile regression could show a positive significant effect below the mean and a
negative significant effect above the mean, or some other permutation of significance in specific
ranges of the dependent variable that a focus on the mean overlooks.

A second important advantage of quantile regression is the ability to detect distnitaltshape shifts

in addition to the mean and scale shifts that can be detected by OLS regréstwai, 2005; Hao &
Naiman, 200Y. What this means is that changes in the skewness of a distribution (how much to one
tail or the other it is weighted) can kdentified as well. This is important because two distributions
can have the same mean and the same standard deviation, but different skewnesses and thus different
shapes. If these two distributions are in response to various levels of an independiitiejathe

shape shift indicates a relationship between the independent variable and the dependent variable.
Ordinary least squares regression would not detect this, but quantile regression could.

Buhai (2005) provides a hypothetical example of a shaffeis the dependent variable distribution

that could be captured by quantile regression but would be overlooked when using OLS regression. In
the case of a job training program for the unemployed, it is possible that the shortest periods of
unemploymentwould be longer as a result of participation and that longest periods of unemployment
would shorten due to the benefit of the training. It is possible in this situation that the mean and
standard deviation of the dependent variable would not change hiclvcase an OLS regression would

not capture the effect of the treatment the change in the shape of the distributiout a quantile
regression would.

Additionally, quantile regression is more robust across a wide variety of3aussian (nomormal)
distributions (Buhai, 2005; Hao & Naiman0®7; R. Koenker & Bassett, 1978 Nonrnormal
distributions are common, particularly in the social sciences. In OLS regression a few extreme data
points can substantially influence the parameter estimates, resultindistortions. This increased

131



robustness to dependent variable navrmality allows researchers to use regression with a wider
variety of datasets, and/or have increased confidence in their results because their data deviates less
FTNRY GKS YSiiok RSy quariila omyfdskion, researchers fit the model to the data,
instead of fitting the data to the model, as often occurs when OLS regression is used with social science
data samples.

This advantage is significant: in OLS regression, one oftish categorize certain observations as

outliers and delete them in order to have a Gaussian, or normal, distribution and avoid their
deleterious effects on OLS hypothesis tesfthgThis is problematic for two reasons. First, this

approach amounts to shdéwrning an observed distribution into an ideal distribution for the sake of
elegance. Rather than accepting that empirically observed distributions are often, indacgrmally

distributed, by using OLS regression and removing outliers, many ireishéhideal casenustbe the

true case and attribute deviations from this ideal as errors in the data. Secosdipca& Naiman
GHNnTO BNARAGSST a2dzif ASNAR YR GKSANI NBfFGAGS LkR2aA
a20A LI € A V.| DaasNtBedr remadvdd aspubes not only a misspecification but also a loss of
information that may be particularly informative about certain phenomena.

Other advantage$ of quantile regression include that the model can be estimated using linear
programmirg, and that the estimates are more statistically efficient than OLS estimiatthe case of
non-normal error terms, and similarly efficient in the case of normdistributed error terms
(Buchinsky, 1998 The use of linear programming means that thesfGoient estimates can be
calculated relatively quickly by software algorithms. As well, for any linear programming problem, the
optimal solution can be determined, if one in fact exists. A brief description of how one linear
programming algorithm workis included in the next section.

As a result of these advantages, quantile regression has been implemented in a variety of research
areas, first in the mid990s in economics applications and since the-2di@0s in other fields. The

roots of quantile regession go back to the ¥&entury, when it was recognized that an estimator more
robust than the sample mean was needed. Many authors suggested using the minimization of
absolute deviations (the technique used in quantile regression) rather than themimation of
squared deviations (the technique used in OLS regression) when some samples have potentially
unreliable values in other words, in the presence of outligfi’. Koenker & Bassett, 1978However,
quantile regression as an econometric methodwag & A YO NRPRdzOSR dzy GAf Y2Sy ¢
1978 paper. This was possible because Koenker & Bassett determined a new method to determine
the quantile, by optimizing (determining a minimum or maximum) instead of by sof8obulze

2004.

Beginning n the midmppn Qa | GF NASGeé 2F SYLANROIE SO2y2YA
particularly in labor economic®R. Koenker & Hallock, 2001 Other scientific research areas using
quantile regression include ecolo@@ade & Noon, 200Q3building factos Borgoni, 2011), productivity

84 Additionally, it should be noted that identifying outliers in the regression context is neither a simple nor a
straightforward process. See Huber (1973).
85 Quantile regression does have avfelisadvantages: (1) it is not as well known as OLS regression, which may
have the effect of restricting understanding and effective criticism of the results; (2) not all statistical properties
have been thoroughly explored; (3) quantile regression negusignificantly more computing power that OLS
(though this is only problematic farerylarge datasets; and (4) quantile regression software is not as widely
available as software for OLS regressidrowever it is available for SAS, STATA, af@@lden, Grk, Thomas, &
Cook, 2012). Likewise, quantile regression software often has limited diagnostic capabilities.
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(Powell & Wagner, 2011), and mortality (Ya&hen, Shoff, & Matthews, 202 Again, all of these
studies have found that quantile regression provides additional information concerning relationships
between variables thangssible using OLS regression.

A second area of interest where quantile regression has been used is neighborhood effects research.
{1 a0NE 9 tSoftSe& o6unnod SEIFIYAYSR ySA3IKOo2NK22R S7T1
County and found that neigiorhood effects were generally small, but that the concentration of
immigrants in a neighborhood is linked to higher levels of overweight and obese children, and the
effect is stronger at the bottom half of the distribution. Another study used quantileession to
examine the relationship between neighborhood and income trajectories; in this case little evidence
was found indicating a relationship between the two despite the examination of multiple quantiles
(Bolster et al., 2007 Carrillo & Yezer (20p9etermined that homeownership gaps between white

and minority neighborhoods in the U.S. are small and statistically insignificant at the high end and both
highly significant and large at the low end of the homeownership rate distribution. While thetiest
investigate a different type of dependent variable, they investigate effects on a similar scale (the
neighborhood level) and use many of the same predictor variables (socioeconomic indicators at the
neighborhood level) as used in this research.

As ofthis writing, only one paper examines foreclosures using quantile regression. In a 2011 Cleveland
Federal Reserve working paper, Richter examined 2007 foreclosure rates on the neighborhood level,
defined as the Census tract, in three weak market countiesnklin County (Columbus, Ohio),
Cuyahoga County (Cleveland, Ohio), and Allegheny County (Pittsburgh, Pennsylvania). She used a
decomposition technique and found that foreclosure rates above the median in Ohio were mostly
explained by differences in rgdiborhood characteristics, while differences between states (Franklin

and Cuyahoga counties in Ohio, Allegheny County in Pennsylvania) were due mostly to parameter
differencegq i.e. state level differences, which Richter hypothesizes are differences medldatory
environments. Credit score in 2006 and high cost loans in 2005 were found to influence foreclosure
rates across the entire distribution, and for all three counties. Vacancy rates in 2000 were significant
predictors of foreclosure rates only ihe two Ohio counties, and the proportion of African Americans

in the tract in 2000 was a significant predictor only in Cuyahoga County. She found significant evidence
of varying associations between independent variables along the dependent variablélegjasuch

as vacancies, the percentage of high cost loans, and the percentage of low credi{Rochts & Seo,

20110 @ l'd 6A0K (GKS ySAIKOo2NK22R STFSOGA NBaSIF NOK:Z
overlap with this research.

While the use of quantile regression to study neighborhood change is new, the studies described above
indicate that this extension is a reasonable one. The studies listed and described above share
dependent variable specifications, independent variable sfatibns, and combinations thereof with
0K24S dzaSR Ay (KA& NBaSI NOKo® 20K YySAIKOZ2NK22R
determinants model a dependent variable on the neighborhood level using quantile regression, as
done in this rese@h. In fact, Richter (2011) and Sastry & Pebley (2003) use the Census tract level for
analysis. Hedonic analyses of house prices in the economics literature use models very similar to that
used here, with the main differences being the unit of analgsisthe addition of foreclosureeslated
variables and programs in this study. In addition, the distribution of the dependent variable-is non
normal and the local context appears to play a strong role in how effective specific foreclosure
responses work ia community. Thus the use of quantile regression to study neighborhood change is
a logical and, I hope, illuminating addition to the literature.
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This section briefly introduces the mathematics behind quantile regressiagain, this topic is
introduced by beginning with OLS regression and illustrating how quantile regression differs from it.
After the mathematical theory and computation techniques are introduced, the interpretation of
results is discussed.

Thisintroduc2 Y RN} g6a& &aA3IyATAOl yifQuanfeRBgiessibi2@7),andbhe A YI y Q2
equations used in this section are directly reproduced from their book. Both Koenker & Hallock (1978)

and Schulze (2004) provide thorough introductions to the mathemattsnd quantile regression as

well.

To introduce the mathematics of quantile regression, a simplified bivariate regression model will be
used; that is, the case where one independent variable is regressed on a dependent variable. To
extend this model tanultivariate regression models, one need only add additional terms to represent
the additional independent variables; the mathematics are the same.

An ordinary least squares regression model is characterized by Equatidn where « is the
dependent variable value for observati@w is the independent variable value for observatigh

is the regression constarit, is the estimated regression coefficient for the indepentvariablew,

and- is the value of the error term the portion of the observed value that cannot be explained

for observation’Q The mathematics underlying OLS regression requires that the assumption of an
identically, independentlyand normally distributed error term, with a mean of zero, be met. If this
assumption is violated, as it routinely is in social science research, the results of hypothesis testing may
be invalid.

o I 1o - (3.4)

A secondmplication of the zero mean requirement of the error term is that the function T ®

will be fitted to the conditional mean abgivena For a normal distribution, this is quite useful;

however for a skewed distribution, or perhaps ave multimodal distribution, the mean is often not

I 322R NBLINBaSydalrdAzy 2F GKS RAAGNAOdziA2YyQad OSy
NBLINBASYGFraGA2y 2F GKS RAAUGNAOdzIA2Y Q& OSYydmld f GSy
other quantiles. The equation for median regression is a particular case of the equation for quantile
regression, represented in Equati¢®.5) Here the superscrip indicates the specific quantile of

interest. The value would be .5 in the case of the median.

w1 1o - (3.5)

Equations(3.4) and (3.5)represent the models for OLS and quantile regression, respectively. The
equations have quite similar forms, but the important difference is that the first, the OLS model,
estimates a coefficient fitted to the mean of the distributionhie the second, the quantile model,
estimates a coefficient fitted to @articular quantile ); that is, at any specified point along the
distribution.
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Ordinary least squares regression estimates independent variable coefficients by minimizing the sum
of the squared residuals, which are the differences between the observed values and the values
estimated by the model. Said differently, the residuals are the remaining part of the observed value
above or below the value predicted by the model. This minimization equation is shown in Equation
(3.6) wherew,js the observed vakiandf I @ is the predicted value The minimization is then
solved by taking the partial derivatives with respect taandf , which generates two equations with

two unknown values; this system of equations is then solved to detesl andf

(ET o 1 1o (3.6)

In contrast, median regression estimates independent variable coefficients by minimizing the sum of
the absolute values of the residuals, not the sum of the squared ralsidiEquatior§3.7) shows this
minimization problem:

ET @ 1 T ws (3.7)

This is the median case, or the5Quantile. Extending this equation to other quantiles requires the
introduction of weighting where data points above thg quantile of the dependent variable
distribution are weighted by) and data points below thg quantile are weighted by 1. This
results in Equatiofi3.8). Setting equal to .5, one can sdhe equation will provide the same solution
as Equatior{3.7) For any quantilg, the proportion of data points above the quantile regression line
will ber), and the proportion of data points below the quantile regression line wip ber).

(3.8)

To solve Equatior§3.8) linear programming is usedLinear programming is a method to solve
maximization problems. In quantile regression we are tryingintd a minimum, not a maximum
however, any minimization problem can begpecified as a maximization problem (referred to in
linear programming ashe dual). Linear programming is implemented using different iterated
algorithms by different software packages. One such algorithm is the simplex method, which selects a
vertex in the mathematical space bounding the problem, then moves in the positecidin along an

edge to another vertex, ancbntinuesuntil moving in the positive direction is no longer possible. The
final vertex will be the maximum.

¢KS LINB@A2dza aSOGA2y RAaAOdza&aSR ljdzr yiAf S MBINBAES
OLS regression. This increased robustness is due to the form of the objective function in Equation
(3.8Yp ¢KS SELXIYylFrdA2y Aa adGliSR o0& 12 9 blFEAYLY 6
without changing the sign of #residual, the fitted line remains the same. In this way . . . the influence
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of the minimization problem will change as outlier values are modifieak is, the value of the error

term and the fit of the model at that quantile will change. However, the values of the parameter
estimates will nat it will not be possible to better optimize Equati@@8)unless arobservation value

is moved from one side of the fitted line value to the other.

On occasion, OLS regression over truncated ranges of the dependent vhaaahézn suggested (and
undertaken) as a method to achieve the same result as that desired in iu@agression. It is
important to note that this model specification it a valid alternative. Truncating the dependent
variable range above and/or below an area of interest introduces severe sample bias (for a more
detailed investigation, see Heckmak979. Referring back to Equatid8.8)it is clear that quantile
regression uses the entire sample to determine the quantile regression fit and thus avoids potential
sample selection problems (Koenker & Bassett, 1978; Schulz4),. 200

The calculation of standard errors, and thus the confidence intervals, is less straightforward than in
OLS regression. There are two main ways to calculate standard errors, using either asymptotics or
bootstrapping techniques. Each of these two categom®ntains many specific implementation
possibilities. A third possibility is robust quantile regressiaththreepossibilities, and their relevant
assumptions, are introduced and discussed hetewever, Koenker & Hallock (200doted that the
differences between standard error values calculated using different techniques are relatively small
and that inference in quantile regression is more robust than econometric inference in general.

The sparsity method is an asymptotic method of determining stach@rrors that requires identically,
independently distributed (i.i.d.) erro{€henn.d.; Koenker & Hallock, 200Machado & Santos Silver,
2011)). Identically distributed errors means the errors are homoskedastic; that is, the distribution
exhibits cmstant variance among the errors across the entire sample. Independently distributed
errors means that each error value is determined independently of all other error values; alternatively
formulated, the error value for one observation has no influencetloe error value of any other

O H
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estimation possibilities. The sparsity method is the most direct and least computationally expensive
way to determine standal error estimates(Chen, n.d. However, several authors have noted that
the case of i.i.d. errors is unlikely (as well as generally uninteré3tingnany applications of quantile
regression, and thus the assumption is too restrictidad & Naiman, 207; Koenker & Hallock, 2001;
Schulze, 2004)The errors in this application are not i.i.d distributed, and thus the sparsity method is
not appropriate here.

Other asymptotic methods require independently, but not identically, distributed error functidhs

is a much more reasonable assumption for the error term resulting from quantile regression models.
These methods include the HubEckerWhite sandwich, the rank test, and tHesrnel approach,
among othergBuchinsky, 1998; Chen, n.doenker& Halock, 2001 Schulze, 2004However, these
methods are not easily implemented in STATA at this time.

8y dzF yGATS NBINBaaAzy gl a 2NAIAYyLFEE& dzZASR LINAYI NARf &
tendency by using the media Later it became apparent that quantile regression has broader useful
applications, which, in general, do not have i.i.d. errors as a result ctapstant relationships between the
regressors and the regressafidachado & Santos Silver, 2011).
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Bootstrapping techniques, originally developed by Efron (1979), require no assumptions concerning
the error term; however they become computationally expem with large dataset@Machado &
Santos Silver, 20}1 There are many different implementations of bootstrapping; Shulze (2004) gives
a good overview. The fundamental idea is that of simulating the population distributiondanpling

the sample digibution. This is done repeatedly, generating many bootstrap samples; these bootstrap
samples are then used as the datasets for quantile regression and standard errors are derived from
the aggregated resultéShalizi, 2012 The strength of bootstrappinis that it can generate standard
errors without any presuppositions about the distribution of the error term. However, bootstrapping
requires long computation times and with large datasets this requirement can become prohibitive.
Though the dataset usdkere is relatively small, it is not necessary to discuss various bootstrapping
implementations in detail here; this is because in this research a 100% sample was avaialtle

entire population. Thus the idea of-sampling the entire population ian attempt to simulate the

entire population is obviously nonsensical.

A third option for determining standard errors is that of robust quantile regression. Using robust
guantile regression, one can determine valid standard error estimates even in tiserme of
heteroskedasticity and model misspecificatimachado & Santos Silver, 201Machado & Santos

Silver (2011) introduced a STATA command (greg2) which calculates robust quantile regression
estimates. It also includes a test for heteroskedastitte MachadeSantos Silver (MSS) test). This

test compares the residual distribution to a homoskedastic distribution using-aqOhre test; the

result provides the researcher information as to whether robust quantile regression is needed, and as
to whether the error distributions vary across quantiles. Examining the error distributions here, the
MSS tests showed that the error distributions vary from one another, and at most quantiles they are
decidedly not homoskedastf€.

The interpretation of quantileegression results is analogous to the interpretation of OLS regression
results, with the difference being that quantile regression results are interpretable at specific
guantiles. Thus the interpretation of an independent variable coefficient dependbeoparticular
quantile(Buchinsky, 1998; Buhai, 20@5) { OKdz I S 6Hnnn0 LIKN} &aSa GKS Ay
R2 S & -thidérflitional quantile of y react to a (ceteris paribus) changedf x0 LJPo H O ® . dzK | A
cautions that an observation maghange quantiles if the independent variable value is changed, i.e.

the marginal change does not stay constant; with each change the observation is likely to move into a
different quantile of the distribution.

Like OLS regression, quantile regressionshgsodnesf-fit statistic. This statistic is similar tG, R

{e¢re! Ad A& NBETSHMBER KA MENYRY 2¢ 1BERdzRB dza SR K S NJ
h[{ NEB 3 NeBsdasghotalygOaiinessf-fit measure, while for quantile regressiat is a local
goodnessof-fit value. Like the interpretation of independent variable coefficients, at each quantile

there is a different pseud®® value(Hao & Naiman, 2007; Schulze, 2004).

This section introduces the specific data used in theyaiglof the case study. First, the qualitative
data are introduced and discussed, followed by an introduction and discussion of the quantitative data.

87 Signficance levels ranged from .000 to .114, averaging .039.
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As introduced and discussed previously, sestructured interviews were carried out tgenerate
qualitative data for the initial phase of the research. The interview data are introduced in this section,
by characterizing the interviews: who was interviewed; where, when, and how the interviews took
place; what the interview topics were; amitcumstances that may have affected the interviews and
resulting data.

This section also briefly introduces additional, Aoterview interactions that occurred during the first
fieldwork trip in the form of meetings and telephone discussions. Felipwmterviews that occurred
between the first and second fieldwork trips and during the second fieldwork trip are also briefly
discussed.

During the first fieldwork trip to Cuyahoga County, | undertook 23 interviews. Tvieotyf the

interviews were in person, one occurred over the telephdh@wentytwo of the interviews occurred

between the interviewer and one participant; one interview had two participdhtsThirteen
AYGSNIBASga (221 LI I OS Ay (KS naydfic N ®adkiSnto 2 FF A (
the phone interview). All interviews took place in Cuyahoga County, Ohio, with the majority occurring

in downtown Cleveland or the Buckefaker neighborhood on the east side of the city of Cleveland.
Interviews also toolplace in other parts of Cleveland and in an inner suburb of Cleveland (the City of

South Euclid).

All interviews took place between April 2&nd May 2%, 2011. Interviews ranged in duration from
under twenty minutes (the telephone interview) to ovevd and a half hours. The average duration
was approximately one hour and ten minutes. Up to three interviews occurred per day.

All interviews but one were recorded; notes were taken during all interviews. Whenever possible,
notes were typed up immedialg after an interview, and additional thoughts, reflections, and
questions added to the document. Due to the frequency of interviews, in some cases interview notes
were not written up and added to until one to two days after the interview occurred. tsffeere

made to decrease the time between interviews and their wtifes as much as possible.

As mentioned in the methods section, all interviewees were given a consent form. Each interviewee
determined whether he or she consented to being recorded, hakiiagpr her name and title used,

and whether quotes could be used. Several participants requested that | clear quotes with them
before using them. This information was noted and signed on the consent form, and both the
interviewee and | kept a copy. Iraorded interviews, permission was again asked for orally and
confirmed at the beginning of the recording.

During the second fieldwork trip, | engaged in three unstructured felipwinterviews, all of which
occurred during the first half of October 201Zhe purpose of these interviews was to follow up on
the foreclosure response programs discussed in the first fieldwork trip and to gather additional data

88 Interview of James Sassano, attorney at Carlisle McNellie Rini Kramer & Ulrich Co., LPA.
8 Interview ofSouth Euclidvayor Georgine Welo and Sally Martin, South Euclid Housing Manager.
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as needed, based on the intermediate results of the research. The second purpose was to further
negdiate quantitative data access.

Interview participants were located using snowball sampling. To begin the process, actors whose
names were familiar to me from my background research were contacted. Others were selected by
calling a agency or organization known to be involved with foreclosure prevention efforts and ask if
there was an appropriate person who was willing to be interviewed.  Once initial interviews were
scheduled, the snowball sampling process proceeded forward gagdy.

b2G Ffft &adA3Sa0SR 02y il OGa 6SNBE AYyGISNOBASESRO
the scope of the research. In other instances, an individual was contacted, but for informational or
data access purposes. Lastly, some ptignnterviewees refused an interview, particularly those
employed by or representing banks and servicers. Twenty individuals in this category were contacted,
with only two agreeing to an interview. As a result of this, as mentioned in S&#idnthe bank and
servicer decisiommaking component of the research was dropped due to my inability to gain access to
the information | felt necessary to carry out the research.

Table 3.2 lists the interviewparticipants by category of employment or role (in the case of the
neighborhood representative category). Many respondents could fit into multiple categories,
generally governmental angeighborhood/communitye.g. City Councilman) or ngmofit/advocacg

and neighborhoottommunity (e.g. ESOP). In these cases | hassigned participants first by
employment sector and to the category of neighborhood representative only when that is their
primary role.This resultsn a neighborhood representativeunt that is somewhat low.

Category Interviews
Governmental 8
Non-ProfitAdvocacy® 11
Financial 2
NeighborhoodCommunity Representative 2
TotaP! 23

Excluding the two respomuhts categorized as neighborhood representatives, all interviewees were
interviewed in their current (19 participants) or former (2 participants) professional roles.

In addition, | participated in several additional meetings and calls (4 meetings arid)3which were
essential to the research process but were not interviews. The purposes of these were either to discuss
data availability and related issues, or were informational calls that merited notetaking. Many of these
were part of the effort to loate interview partners in the financial category.

% One indivdual assigned to the neprofit/advocacy category is a clinical professor and assistant director at the
Cleveland Marshall Scholl of Law at Cleveland State University. However, the interview focused on his role as
part of the Neighborhood Stabilizatiordm, which is categorized as nprofit/advocacy here.
9 Of the three unstructured interviews undertaken in the second fieldwork trip, one worked in the non
profit/advocacy sector and two worked in the government sector. (These interviews are not cdarfable
3.2)
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Category Meetings/Calls
Governmental 4
Financial 5
NeighborhoodRepresentative 1
AcademicResearch 2
Total 12

As well, | undertook several folloup interviews either between the two fieldwork trips or during the
second fieldwork trip. | selected interviewees who were particularly-eaihected, informative, and
receptive to my questions for followp interviews. | was also strategic in my selection of foligw
interview respondents, in order to cover some of the aspects that at the time remained unclear in my
research.

As discussed in the Methods section, an interview guide was develapgdised to conduct the

interviews. It can be found ikppendix A: Interview Materialdn addition to introduction and closing

sections bracketing the questions, the interview guide was comprised of eight question groufiiegs.
AYOGSNIBASGAYI LRNIA2Y 060S3ly 6AGK AYyiNBRdIzOG2NE | dzS
guestions); it ended with closing questions to wrap up the interview and enable snowball sampling (2
questions).

The six remaining groups of questiomere each organized around a summary question:

(1) How does the prografwork? (4 questions)

(2) What are the homeownelevel outcomes of the program? (2 questions)

(3) What are the neighborhootkvel outcomes of the program? (3 questions)

(4) What are the specific impé&of modifications on neighborhoods? (3 questions)

(5) Do previous foreclosures and modifications affect servicer decisions? (1 question)

(6) What are the impacts of the larger economic and policy context on the program? (1
guestion)

It was often not necessary sk all of the questions in a particular group. Respondents would often

give a more expansive answer and cover additional questions before they were asked. The first group

2F ljdzSadAz2ya ¢l a GFAft2NBR (G2 SI OK lawik NGRS 6 SS>
foreclosure prevention and mitigation. As experience using the interview guide accumulated, two of

the three questions in the fourth grouping were later dropped, as respondents were not sufficiently
knowledgeable to confidently respondThe fifth group, on servicer decisiomaking, was dropped

when it became apparent that respondents were unable to answer this question, and individuals with
knowledge to answer this question were unwilling to be interviewed.

2L dz&aS GKS GSNY GLINBINIYE KSNB a F ISYSNAO G(GSNyxo L
interview, be it program, organization, or neighborhood effort.



In interpersonal situations many factors can affect the interaction. Among these are the participants;
their roles, experiences, and values; the interviewer and his or her roles, experiences, and values; the
location of the interaction; and objectives the paipants bring with them. It can only be expected

that these factors will affect the interview process, and thus the resulting data. | have made an effort
here to consider these aspectsnyself and my role, the interviewees and their roles, and the
environment in which the interactions occurred. Acknowledging these factors and their potential
impact on the research process assists me in my analysis of the case, and helps others make their own
conclusions concerning the reliability and validity of my anglysi

First | consider my potential impacts on the interview interactions. As a formettdongresident of

Ohio with an education in city and regional planning, | was familiar with the foreclosure problem in
general and more so with the situation in Ohid.am also familiar with much of the specialized
vocabulary associated with foreclosures. These aspects helped me to build rapport with respondents,

and, in my opinion, increased their confidence in my sincerity and expertise. Additionally, in some

cased believe my status as an academi PhD candidate afforded me trust and status in the eyes

of my interview partners. | believe my appearance and demeamdrich includes being female,

white, and a native English speakeaare frequently perceived as nehreatening, welintentioned
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was evident from the willingness of interviewees to connect me to additional potential interviewees.

During the interviews, | as aware that | was asking experts to share their information and opinions. |
believe this was apparent and aided the process.

Respondents were generally highly invested in reducing the impacts of the foreclosure crisis through
their jobs or roles as nghborhood representatives. Many respondents were clearly motivated by a
sense of unfairness and a need to work to right a wrong. Given these factors, many of the interviewees
have an incentive to look positively at foreclosure prevention and mitigatifforte and their
outcomes. As a result, respondents may have a conscious or unconscious positive cognitive bias
toward these efforts. It must be said, however, that a range of pessimistic and optimistic outlooks
were encountered.

Many interviewees werexeited that someone from outside the problem was interested. They are
passionate about the problem, and enthusiastic about spreading awareness. Many of the interviewees
KStR 200dzlJr iA2ya 2NJ NRf S& ¢ KS NBadvécaes, lpnlkighd GKS
community activists. Others were keenly aware of the constant funding predicament of foreclosure
prevention and mitigation programs, and were interested to see if the results of this study could help

to garner more resources to continue the pragrs. Some respondents told me they were glad | was

helping. Though not made explicit, it is clear respondents bring their own hopes, and expectations of

me, to the interview process. | worked to clarify what | would be doing and limitations thereof; that

was happy to share the results of my work when completed but pointed out that the research was
unlikely to have any practical effect on the situation of any of the respondents.

Most respondents interact directly or indirectly with the public in thjely or role. This undoubtedly
caused them to be more willing to participate in an interview with me. The participants had experience
speaking publicly and serpublicly, and likely had confidence in their abilities to communicate
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effectively and appropately. This is evidenced by the high percentage of informants who were
comfortable being recorded, named and quoted. Their experience was also evidenced by the
significant number of participants (eight) who wished me to screen quotes with them bef@e | u
them publicly.

Finally, the interview locations may have affected the interviews. Excluding the phone interview, all
AYGSNIBASEE 200dz2NNBR Ay SAGKS NI dskedpriichshs to ahedzsa) 2 NJ
a location they preferred; surmingly enough one particular coffee shop was suggested many times.

In the case of coffee shops, the interviews took place in a relaxed environment, with significant
ambient noise. In the case of interviewee offices, the interaction took place in &oement familiar

to the interviewee. In my opinion, both of these settings made respondents more relaxed,
comfortable, and conversational.

The second stage of this research utilized a quantitative model to examine the effects ofndiffere
foreclosure prevention and mitigation programs on neighborhood property value stability. As well,
this method was used to serve as a complement to the qualitative component ofsteriured
interviews. This section details the quantitative data searand describes the variables used in the
quantitative model. Variable definitions and calculations can be foundpipendix B: Variable
Definitions

Quantitative datavere gathered from a variety of sources and joinieduild the quantile regression

model used in this research. This section outlines the sources used and their accessibility. The sources
of each variable and/or component variable used to calculate a regression variable are listed in the
variable defiitions section iPAppendix B: Variable Definitions

U.S. Census/s4

Data from the 1990, 2000, and 2010 U.S. Censuses were used in the quantitative model. With the
exception of property value per housing unit (2000), all generatrol variables either come directly
from, or are calculated from, U.S. Census data.

Up through the 2000 Census, the U.S. Census used both a shortform (sf1) and longform (sf3) to gather
data. The short form approximates a 100% sample of U.S. househbtslS decennial Census long

form, which employed a ongme 1-in-6 sampling, was discontinued after the 2000 Census. Very
similar information is now gathered using the American Community Survey (ACS), which is collected
continuously and reported for @y three, and five year periods. The ACS employs a 1 in 40 sample,
and as a result all estimates include a mawgfierror at the 90% confidence level. The 280 ACS

value is the average of median values 2@03.0. The only ACS data used in this @®h is the median
monthly contract rent for 2010, as approximated by the U.S. CensusZD0BACS median monthly
contract rent.

U.S. Census data are publicly available, either from the U.S. Census website (census.gov) or, as in this
case, from the s4 dabase hosted by Brown Universityvfw.s4.brown.edu/us201) The advantage
of the s4 database is its inclusion of the Longitudinal Tract Data Base (LTDB) and crosswalk files. The
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LTDB makes it possible todge data across different Census years, a task that is often difficult due to
changes in Census tract apportionments over time. The LTDB contains data on the tracts for each
Census year, while the crosswalk files contain the reapportionment informatiotréots over the

years. Using the crosswalk files with STATA crosswalk code provided by s4 allows one to convert
between different Census year boundaries. In this research all Census data were transformed to 2010
boundaries. Without the s4 crosswalktdbase, any tracts where boundaries had changed between
1990 and 2010 would have been dropped from the analysis. That is, only 328 of 442*wadtd%

of tracts would be included in the model without s4; with it it was possible to incd%dé (421) othe

tracts, greatly increasing the degree to which the sample population (tracts for which sufficient data is
available) accurately represents the actual population (all tracts in Cuyahoga County).

NEO CANDO

The Northeast Ohio Community and NeighborhoodaDfor Organizing, NEO CANDO, contains
demographic, socioeconomic, and property data for the northeast Ohio area (neocando.case.edu). It

is hosted by Case Western Reserve University. A strength of the NEO CANDO database, which is
publicly available, is #t data from many different sources, such as the U.S. Census, the County
Auditor, the police department, and many others is unified and aggregated at various levels, making

the job of interested citizens and researchers much easier. NEO CANDO providethtfor median

K2YS &l tS LINAOSas OAGAf F2NB OfktatadiisSes, BiidfBaaytidf = { K
Revisions foreclosures.

Kathy Hexter, Cleveland State University & Foreclosure Prevention Counseling Agencies

Kathy Hexter of CleveldrState University (CSU), with the permission of four agencies participating in
foreclosure prevention counselirf§ provided data on counseling outcomessed to generate the
counseling intensity and counseling outcomes key variables.

This data are not yblicly available; instead access was negotiated by informing the counseling
agencies of the purpose of my work and guaranteeing that no individual homeowners would be
identifiable in this research. Frank Ford, of Neighborhood Progress, Inc. was esserd@btiating
access.

Neighborhood Progress, Inc.

Neighborhood Progress, Inc., a local community development funding intermediary located in
Cleveland, Ohiowww.npicle-org), provided demolition data for Cuyahogau®ty and assisted
significantly in negotiating additional data access, particularly in the case of foreclosure prevention
counseling outcomes.

While technically available to the public, the demolition data are not directly publicly accessible in a
convernient, aggregated form. Fortunately Frank Ford of Neighborhood Progress Incorported (NPI) was
very helpful in assisting me in getting access to the data.

% The tract that covers Lake Erie is excldifi®m this count and the quantitative model.
% The four counseling agencies are: the Cleveland Housing Network (CHN), Community Housing Solutions (CHS),
OYLR2GSNAYI 3 {UNBYIIKSYAy3dI hKA2Qa tS2LXS 069{hdovz IYyR
(NHS).
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accessible maps for NSP2 target areas, which were used to assign values for the NSP2 variable.

The quantitative model investigates the relationships between foreclosure responses and change in
residentialproperty value on the Ceyus tract level.A Census tract typically contains a population of
2,500 to 8,00(people. h Cuyahoga Couni@ensus tract populations run on the small side, with an
average value of approximately 1,400 residents. The minimum tract population is jusboee
hundred, and the maximum tract population is less than 4,200. Census tracts were originally
designated using population size guidelines while attempting to respect established local community
boundaries such as thoroughfares, highways, rivers, émer @emarcations accepted and used by the
local population.

The Census tract was chosen as the unit of analysis both because it is a reasonable approximation of
O2YYdzyAlGASA 02N) WRSTFSYRAY3IA YySAIK2NK22RQ dg)0O02 NRA"
and due to data availabilitymuch of the data used in this research simply was not available at a finer

level of resolution than the Census tract. However, since Census tracts are an approximation for
communities, this approximation may result in pleimst for example, there may be a MAUP

present that is, the level of spatial aggregation used in the model may be incorrect for the
phenomena of interest and could result in biased model estimates.

Cuyahoga County contains 443 Census tracts, one of whielhscbake Erie and has no population and

no land mass. Of these tracts, 22 were missing data and thus not eligible for the quantitative model.
Eight missing tracts are located on the east side of Cleveland, one on the west side of Cleveland, one
in the inner suburbs, and twelve in the outer suburbs. For more on the four Cuyahoga County
subareas, see Sectidnl.3and Appendix C: Cuyahoga County Subareas

Residential Property VauPercent Change (20@010)

The dependent variable, percent change in residential property value between 2000 and 2010, is a
proxy for change in community wedeing. Though an ideal indicator for community weding would
include many other dimensions addition to an economic measuremeanincorporating social,
cultural, and political aspeatsdata availability and measurement limitations necessitate the use of a
simpler measure. However, in both research and practice, property value is in fact ftgquesd as

an indicator for neighborhood health (e.Bosenthal, 2008; Zielenbach, 20@@e Sectior2.3.1). In
addition, economic considerations are one component of community-pesfig; thus, though the two

are not whollycomparable, they are also not wholly unrelated and unsuitable for comparison. In fact,
Sectior?2.2.3provides strong evidence that foreclosures impact property values, supporting the choice
of dependent variable.

Moreover, breclosures have been shown to be strongly connected to property value depreciation
(refer back to Sectio.2.3. Not only do foreclosures negatively impact the price of the property
affected by the foreclosure, they have @l®een found to exert downward pressure on nearby
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property values, with the effect increasing over time. Thus, examining the relationships between
foreclosure responses and change in property value provides insight as to whether these responses
can prevemhor mitigate some of the negative impacts of foreclosures in communities.

In contrast to many studies, rental property value is included in addition to owoeunpied property
value in this model. Though homeowners tend to be more concerned about pyopelties than
renters, the object of this component of the study is to determine the impacts of foreclosure
interventions and mitigations on percent change in residential property value, including those with
larger proportions of rental property.

Percentchange in residential property value between 2000 and 2010 was chosen as the dependent
variable because of the strong links between foreclosures and property values. A large body of
research has shown that foreclosures not only depress the property ehline foreclosure property

itself, they exert significant negative property value spillover effects on nearby properties (see Section
2.2.3 Property Value Impacts). Though it is not entirely clear whether foreclosures vedgatifect
nearby property values through a supply, valuation, or disamenity effect, the relationship is clear. As
well, though vacant and abandoned properties, rather than foreclospersse may be causing
property value spillover effects, the proxate cause of the surge in vacant and abandoned properties
itself is the foreclosure crisis. Thus, if foreclosure responses are able to prevent or mitigate the
negative effects of foreclosures (and the highly related issues of vacancy and abandonness), th
relationships should show up in the quantitative model, assuming the model ispelfied.

In creating the model, there were two possible specifications of the dependent variable using
Census data and one using Cuyahoga County Recorder dagdetonthe owneroccupied property

value. Both options had advantages and shortcomings: in the case of Census data the property value
is selfreported by homeowners and thus prone to estimation error. For example, a homeowner may
report the purchase prie of the home as its value, though the purchase may have occurred ten or
twenty years ago. The County Recorder data does not suffer from this, as it includes only the actual
sale prices of homes sold in a particular year. On the other hand, the numbigté family home

sales found in the County Recorder data may be too low in some tracts to be considered a sufficient
sample from which to apply a statistic to the entire population of single family properties. The Census
data avoid this shortcoming asonein-six sample of the population was used to gather the data. After
weighing these concerns, the County Recorder data was selected as the accuracy concern outweighed
the sample count concern.

Only Census data were available to determine rental priypealue; however this was not problematic

Fda NBYGSNARA LI& NByd Y2yidKte FyR INB GKdza dzyf Al
determine property value for rental properties the income approach calculation method was used.

For calculation spedifs, seeAppendix B: Variable Definitions

It should be kept in mind that the use of the Census tract as the level of aggregation for the model is
not guaranteed to capture any neighborhotelel effects of foreclosure responsehe choice is a
pragmatic one, primarily determined by data availability. Thus, the multiple areal unit problem
(MAUP) may be present, with the implication that there may be spatiied effects present that

are not captured at the level of geograplaggregation used.
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The independent variables are grouped into three subcategories: general, foreclaesaied, and key

variables. The variables are separated into these groups for clarity purposes; the three groups are
treated identically within the model.Table3.4 lists the independent variables by category below.
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and allow the researcher to isolate the influence of variables of interest.
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neighborhood change; they control for factgneviously shown to be related to neighborhood change

They also help to reduce

endogeneity problems in the mod#&. They include demographic, socioeconomic, and property

indiceaors.

General Independent Variables

Property value per housing unit (2000)

Percent change in property value (192000)

Proportion multiunit housing (2000)

Proportion renta units (2000)

Per capita income (2000)

Poverty rate (2000)

Proportion under age 18 (2000)

Proportion age 60 or over (2000)

Average household size (2000)

Marriage rate (2000)

Femaleheaded household rate (2000)

Proportion with HS degree or less (2000)

Proportion with college degree (2000)

Unemployment rate (2000)

Proportion employed in manufacturing (2000)

Proportion professionally employed (2000)

Proportion Asian (2000)

Proportion Hispanic (2000)

Proportion nonHispanic Black (2000)

Proportion nonHispanic White (2000)

Proportion residential structures 30+ years (
(2000)

Proportion in residence 10 years or less (200(

Foreclosurerelated Independent Variables

Civil foreclosure filing intensity (20€%10)

{KSNATTQa &1-400) AyasSy

East side of Cleveland (binary variable)

West side of Cleveland (binary variable)

Inner suburb (binary variable)

Outer suburb (binary variable)

Maximum vacancy rate (20€2010)

Key Variables

Counseling intensity (2068010)

Kept house outcome (2068010)

Lost house foreclosure outcome (202610)

Unknown outcome (2002010)

Lost house noffioreclosure outcome (2006
2010)

Board of Revisions foreclosure intensity (20|
2010)

Landbanked parcels (20%10)

Demolitions (20022010)

Strategic Investment Itiative area

Neighborhood Stabilization Program 2 area
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of foreclosures and neighborhood change, but not in neighborhood change models in general. Here
they are included in order to control for differences in the extent and type of impacts of the foreclosure

crisis across the county.

% The issue of endogeneity is discusse8éttion3.3.2
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indicators for pre and postforeclosure interventions. These variables are included in order to
estimate the impacts of these interventions on the neighborhood (tract) level.

These general independent variables can be classified according to the categorization of hedonic
pricing variables discussed in Sect®.2(pagel25): structural characteristics of the property (S),
socioeconomic characteristics of the surrounding area (E), jurisdictional characteristics (J), and
locational characteristics (L). The vast majority of the general independent variables are
socioeconomic indicators, though there are three structural indicators (proportion fmuittihousing,
proportion rental units, and proportion residential structuregen 30 years olds) and two indicators

that represent the capitalized value of structural, socioeconomic, jurisdictional, and locational
characteristics on the property level (property value per housing unit and percent change in property
value per housinginit). Four locational variables (east, west, inner, and outer) are included in the
foreclosurerelated independent variables category.

GeneralControl Variables

As stated above, the general control variables group contains independent variables that are
commonly included in quantitative studies néighborhoodchange. Many of these variables are
indicators for similar aspects of a neighborhood. As a resottall of these variables are included in

the final model; this will be discussed in the nexapter (SectiorD).

The variables in this category are subdivided into seven thematic groups. Each group and the indicators
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the reasoning behind its inclusion. The specifics concerning data sources and calculations are found in
Appendix B: Variable Definitionwhile descriptive statistics are covered in Sectidrgsland 4.3.2

In general, these variables are included in order to control for characteristics that may be associated

with the foreclosure crisis. For example the percentage of African Americans in a tract may be
associated with mre negative property value change, as a result of disproportionate predatory

lending in these areas.

Property Characteristics

The first group of general control variables are those that describe the property itself. Four variables
make up this categoryproperty value per housing unit in 2000, the percent change in property value
during the previous period (1992000), the proportion of dwelling units in mulihit housing
structures, and the proportion of structures built thirty or more years ago &060.

The first two of these variables are included in order to account for neighborhood conditions prior to

the period of interest. Property value per housing unit in 2000 controls for neighborhood property

values at the beginning of the periodof iNGS & 1 ® ¢KAa Aada AYLERNIIyYyGdG o6SOI dza
neighborhood may be related to its percent changeesidentialproperty value. Similarly, the percent

change irresidentialproperty value during the previous period (192000) controls for th direction

property values in the neighborhood were already headed, which could influence the direction of
change during the observation period.

The proportion of dwelling units in muitinit structures may capture differences resulting from larger
apartment complexes in a neighborhood, which are not eligible for foreclosure prevention programs

147



in Cuyahoga County. Thus neighborhoods containing a significant proportion of housing units in these
structures could see lower foreclosure prevention program iotpa As well, the character of these
neighborhoods likely differs from others. However, the proportion of mudit housing statistic does
include smaller multunit housing (2to 4-unit housing), which is eligible for foreclosure prevention
programsif- £ 82 GKS Of ASyidQa LINAYINE NBaAARSYyOSo®

The final indicator in this subcategory, proportion residential structures built thirty or more years ago
(as of 2000), is a proxy for the age of the neighborhood. In general, older structures are less valuable
thannewer ones in the U.S.; an exception is in historical areas where the housing stock is significantly
older but in better condition or architecturally interesting.

Income & Poverty

The second group of general control variables capture income. The fiest éapita income in 2000,

which is the average inconper persorin the geography (as opposed to average household income).
The second variable is the poverty rate, as defined by the U.S. Census Bureau. Both variables are
controlled for because they are rasures of financial webeing that may influence the degree of
neighborhood change that occurs.

Age Distribution

This group of general control variables includes two variables, proportion under 18 years of age and
proportion 60 and older (both as of 20 that roughly describe the age distribution of the Census
tract. The age distribution of a neighborhood can be an indicator for the direction the neighborhood
is headed, be it growing, shrinking, or maintaining. Thus controlling for the age dismibuty
partially account for the trajectory a Census tract was already on in 2000 in the quantile regression
model. As well, there is evidence that the elderly were often targets of predatory lending.

Household Characteristics

The household characteristicentrol group includes the average household size, the marriage rate,

and the proportion of femaldeaded households in the tract in 2000. These variables describe the
RAAONAOGdzAAZ2Y 2F GKS GNI OGQa L3 Lz I (dodogcoronfici 2 K 2 dz
aspects of a neighborhood that may be linked to the foreclosure problem.

Education & Employment

The education and employment category consists of five variables. Two deal with educational
attainment: the proportion of the population with laigh school degree or le§sand the proportion

of the population with at least a-¢ear college degree. The other three are employment indicators:

the unemployment rate, the proportion of the population employed in manufacturing, and the
proportion ofthe population professionally employedhat is, those who reported their occupation

G2 GKS /Syadzza a o0SAy3a Ay GKS OFIGS3I2NE 2F adal yl |
variables are based on 2000 data. These variables may be associ&t#iieahange in property value

% While there is likely a substantive difference in the employment and earning prospects of those who have a

high school degree and those who have not compdetégh school, the U.S. Census collects data at this level of

aggregation and for this reason these two levels of educational attainment are treated as one group in the model.
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as a result of certain educational levels and job sectors being hit more or less significantly by
unemployment.

Race

The race category of general control variables includes the proportions of Asian, Hispastiispamnic

Black, and norHispanic White residents in each tract. Other racial designations such as Native
American and Hawaiian are left out as they represent very small portions of the population in
Cuyahoga Counff. As mentioned above, African Americans were taegemore frequently by
predatory lending, and highly African American tracts may, as a result, see more negative change in
property value.

Tenure

The final general control variables category, tenure, has to do with the type and length of stay of tract
residents. It includes the proportion of rental units and the proportion of residents who have been in
their current residence for less than ten years, both measured in 2000. Neighborhood resident stability
is an important component (and often indicator) adfighborhood change. Neighborhoods that were
already seeing high degrees of turnover in 2000 may have been especially hard hit by the foreclosure
crisis. The impacts of foreclosure prevention and mitigation efforts may be different in neighborhoods
contaning a large proportion of rental property, particularly because many programs do not apply to
renters.

ForeclosureRelatedControl Variables

The second group of control variables are foreclogetated variables. These measure, both directly
and indiretly, the intensity of the foreclosure problem. These variables are included in order to
control for variations in the extent and impacts of foreclosures within Cuyahoga County.
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to which foreclosures were begun and finished, respectively, in each Census tract. The locational
dummy variables are intended to control for the progression of the foreclosure problem through the
Countyt beginning on e east side of Cleveland, progressing to the west side of Cleveland, then
outward, first to the inner suburbs and finally to the outer suburbs. Finally, vacancy rate is used to
capture an important, visible, and often lasting impact of foreclosuresch Eariable and its reason

for inclusion are described below. Again, data sources and calculation specifics can be found in
Appendix B: Variable Definitianshile descriptive statistics can be found in Sectibi@sland4.3.2

Civil Foreclosure Filing Intensity (20D9)

A civil foreclosure is a foreclosure initiated by the lender or servicer as a consequence of the loan terms
being violated; that is, generally due tmn-payment of the loan. This is the type of foreclosure
referred to when speaking of the foreclosure problem or crisis. A civil foreclosure filing is the first step
in the foreclosure process. Thus this measure captures to what extent foreclosuregiated in an

area. For more detailed information on civil foreclosures in the State of Ohio, see Se2tibn

9 Persons of Native American and Hawaiian races, as defined by.$h€dhsus Breau, make up .35% and
.006% of Cuyahoga County residents, respectively. The Census Bureau includes Pacific Islafssianinaitsal
category.
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2.2.1

Locational Dummy Variables

Four dummy, or binary, variables are used to designatdilmta east side of Cleveland, west side of
Cleveland, inner suburb, and outer suburb. Each of these variables can have a value of either zero or
one, and each tract can have a value of one for only one of the four dummy variables. These variables
are ircluded in order to control for the geographical progression of the foreclosure problem in
Cuyahoga County. Problems began on the east side of Cleveland, moved westward to the west side of
the city, and later moved outward through the inner and later theees suburbs of Cuyahoga County.

Abbreviations for the four binary variables are shown in the table below.Agpendix C: Cuyahoga
County Subarea®r a listing of neighborhoods in each category. In regressuteris usel as the
reference category.

Variable Description

East City of Cleveland, east of Cuyahoga River

West City of Cleveland, west of Cuyahoga River

Inner Inner suburbs o€uyahoga County

Outer Outer suburbs of Cuyahoga County (reference category)

Vacancy Rate (2062010)

Vacancy rates are calculated using United States Postal Service (USPS) vacancy data, which is updated
quarterly and therefore more up to date than Cessuacancy data, collected only once every ten

years. USPS workers collect information on two types of vacancies: vacant addressesstaid no
addresses. Vacant addresses are those on urban routes where the mail has not been collected for at
least 90 day. Nostat addresses can be designated as such for several reasons. These include a rural
address where mail has not been collected for at least 90 days, an address under construction, and an
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demolished and replacedfNEO CANDQ®013. Michael Schramm, of NEO CANDO, suggested
combining vacant and nstat addresses to get the most accurate vacancy rates pogaibild).

The vacancy rate indicator usedrbés the maximum value of the quarterly total vacancy rate (vacancy
rate plus nestat rate) from 20072010.

Key Variables

The final group of independent variables are those that measure or proxy foreclosure prevention and
mitigation efforts in order to idntify their impact onresidentialproperty value change. The key
variables can be broken into three groups: -4wesclosure responses (counseling intensity and
outcomes), posforeclosure responses (Board of Revisions foreclosure intensity, landbaakeslg

and demolitions), and targeting (Sl and NSP2 areas). Foreclosure mediatioioepiesure effort,
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is not included due to data inaccessibility. As well, there is a large overlap in individuals receiving
foreclosure counseling and those recatyiforeclosure mediation. A more detailed explanation can be
found in Sections.2.2and5.2.3

Each key variable and its reasons for inclusion are described. Variable abbreviations, sources, and
calculation equations can be foundAppendix B: Variable Definitiona/hile descriptive statistics are

found in Sectiong.3.1and4.3.2 With the exception of the talbanking data, the data for the key
variables is available from 2005 or 2006 through 2010. This is because these foreclosure responses
began in either 2005 or 2006, and not due to data limitations.

Counseling Intensity (20a810)

The counseling inteity variable is intended to capture the impact of counseling in itstiat is, if
homeowners in trouble getting counseling, regardless of outcome, slows or stops property
devaluation. Though positive counseling outcomes (e.g. keeping the home) arekalygbl result in
neighborhood improvement, or retardation of neighborhood degradation, counseling in itself may
have a positive effect by making homeowners more aware of their options and thereby increasing the
likelihood of a less negative outcome (emgpving out of the house on the first notice of foreclosure
filing). On the other hand, counseling in general may result in better outcomes for homeowners (e.g.
a deedin-lieu or short sale), but not have a positive effect on the neighborhood.

Because itvasnecessary to code the Census tract in ArcMap by hand for each dmg@aetcome
observation, a random sample was used. Four thousand of the 11,327 observations were randomly
drawn and coded in ArcMafi. This means that the true foreclosure counselingtes are
approximately 2.8 times greater than those reflected by the counseling outcome variables.

Counseling Outcomes (202610)

Examining each category of foreclosure prevention outcome separately is another method to identify
the impact of forecloswe prevention counseling. Foreclosure counseling outcomes have been divided
into four categories: Kept House, Lost House to Foreclosure, Lost HouseoMwmiosure, and
Unknown.

hdzi O2ySa OflraaiAFfASR a aYSLI | 2 dza Shoodd, MBaus8 E LIS O (i
homeowners will stay in the neighborhood, keeping the neighborhood and property values more
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homeowners then leave the neighborhood and theelilkood that the property remains vacant and
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outcome is generally preferable to a homeowner in comparison to foreclosure, the impact on the
neighborhood mayyot significantly differ, as the home is still likely to be sold at a distressed price or

held as an REO by the financial institution. Both of these situations are ones in which vacancy and
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one would expect unknown outcomes to have little or no effect; however some of these may have left

% Of these, 617 observations were removed because they were obvious duplicates or address datasivag
incomplete referred to a location outside of the county, or was sufficiently ambiguous that the proper Census
tract assignment could not be determined.
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the counseling track and reached an outcome elsewhere, such as through foreclosure mediation or
Legal Aid.

Appendix B: Variable Definitiorlists the outcome codes assigned to each outcome category.
Counseling outcome variables are calculated as percentages of the number of housing units in the
Census tract.

Board of Revisions Foreclosurestrgity (20062010)

Board of Revisions (BR) foreclosures are foreclosures initiated by the Cuyahoga County Auditor for tax
delinquency. Assuming no response to the foreclosure filing is made, the County Auditor carries out
the foreclosure and then transferthe property to the Cleveland City Land Reutilization Program (the
county landbank). These foreclosures are a tool used to demolish dangerous structures, and bring the
land back into use through the County. The County may hold the property in thédaukd create a
community park or garden, or sell the property to a responsible investor to redevelop. Thus Board of
Revisions foreclosure intensity is used as an indicator forfpostlosure interventions.

Landbanked Parcels (202010)

Cuyahoga Counthas two landbanks, the city landbank (City of Cleveland Land Bank/City Land
Reutilization Program) and the county landbank (Cuyahoga Land Bank/Cuyahoga County Land
Reutilization Corporation). While the county land bank obtains vacant and abandoned tgroper
through tax delinquencies, the city land bank receives properties only pagsivelyis, when land is
donated. Both attempt to reuse the properties as parks, gardens, yard expansions, and redevelopment
efforts. As a postoreclosure response, the Coty has been especially active with landbanking as an
effort to clean up properties, either to add amenities to a neighborhood or to market properties for
redevelopment.

Parcels going into a landbank could be an indicator of cleaning up a neighborhotsl patdels
coming out of a landbank could be an indicator of a neighborhood moving forward with beautification
and redevelopment.Unfortunately, data on landbanking for Cuyahoga County is limited to snapshot
counts of the number and percentage of pardels: tract in the two landbanks for each year between
2000 and 2010. The maximum percentage of landbanked parcels between 2000 and 2010 for each
tract is used here to proxy the effect of landbanking on neighborhood property value change.

Demolitions (2002010)

Demolitions are another podbreclosure response used to reduce the negative impacts of
foreclosures on a neighborhood. In March of 2013, Cuyahoga County was estimated to have over
26,000 vacant homes, with more than 15,700 of them within the @ilevelandPagonakis, 2013b

Many of these have deteriorated to the point that they are condemnable, meaning they are clearly a
blight on the neighborhood and in unsafe condition. By demolishing a dangerous vacant property, the
City or County can moved a hazard and prepare a site for reuse.

To investigate the relationship between demolitions aedidentialproperty value change, a variable
was created that represents the proportion of structures in a Census tract that have been demolished
between2005 and 2010.

Strategic Investment Initiative Area (SllI)
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Strategic Investment Initiative areas (SllI) are six areas selected by Neighborhood Progress, Inc. to be
focused on for foreclosure prevention and mitigation efforts. See Sebt®for more information.

Tracts comprised substantially or entirely of Sll areas are marked with a value of one for the variable
Sliwhile all other tracts have a8llvalue of zero.

NSP2 Area

The federal Neighborhood Stabilization Program 2P@)$rovided funds to selected neighborhoods

that saw significant damage due to the negative impacts of foreclosures. The NSP2 program is
described in more detail iBection2.4.1 and its implementation in Cuyahoga Countgiscussed in
Section5.4.5 Data for NSP rounds 1 and 3 are not included in the model due to the fact that
geographical data was only available for NSP round 2. Tracts containing areas designated for NSP2
funds are marked wit a value of one for th&lSP2sariable, while all other tracts have &tP2/alue

of zero.

This chapter introduced the research design: a mixed methods case study of Cuyahoga County, Ohio.
The qualitative method is that of sesiructured inteniews, while the quantitative method is quantile
regression. Grounding these choices are a constructionist epistemology and a symbolic interactionist
theoretical perspective. Taken together, this means that as a researcher | believe that the creation of
knowledge is an inherently social process in which people understand the world through overelapping
symbolic meanings applied to ideas and things. That is, context matters, and the meanings, values,
and points of view that arise from it shape reality amdth. Further, the research is situated in a
phronetic research methodology, which places power as center to analysis. Thus it is necessary to
interrogate assumptions, discourses, rationalities, and rationalizations in order to locate power and its
role in knowledge production.

The case study approach was chosen due to the fact that the neighborhood and community impacts

of foreclosure responses is a highly underresearched area. Thus, rather than building off theory and
empirical work directly related tthe topic, | investigated closely related areas of research to guide the
research design; | also selected an opeed research design that allows for (in fact requires)

detailed investigation and data gathering and-diepth analysis that is intended tgrovide
understanding \(erstehen to the researcher and reader. Case study research often raises
ASYSNItATFoAtAGE O2yOSNyao | 26 SOSNE ,1®8SThSI y | NH
concept refers to providing sufficiently rich detéil2 NJ ¢ G KA O1 RS&AONARLIIAZ2YE0 U F
draw conclusions regarding generalizability bisherself.

The research investigates Cuyahoga County, Ohio, where the city of Cleveland is located. The two are
located in northwest Ohio, adjacent take Erie. In 2010, Cleveland was th& #fost populous city

in the U.S., with the larger metro area the sixteenth largest in the country. The county contains 59
municipalities and townships and a high degree of socioeconomic variation. Cuyahoga Caimty, O
was chosen as the case due to its being a highly developed instance of the phenomenontat hand
foreclosure responses. Cuyahoga County is known within the U.S. as a leader in responding to
foreclosures at both government and policy levels. A secondradge of Cuyahoga County for this
research is that Cleveland and the county were hit heavily and early by the foreclosure crisis. Thus,
there has been more time to develop, implement, and adjust responses. Other aspects of the county
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that aided in the mfting of foreclosure responses are its responsive housing advocacy network and
iKS hKA2Qa af26SN) 2dzZRAOALE F2NBOf2adzNBE LINRPOSaaod
available for Cuyahoga County through NEO CANDO far surpasses et ghunicipalities in the

u.sS.

A mixed methods approach was chosen to take advantage of the different strengths of different
measures, thus allowing the results of the two to supplement one another and for triangulation
between the two. In this researdhe qualitative component, senrstructured expert interviews, is

the focus, with the quantitative method, quantile regression, providing supplementary results. The
O2YoAyl A2y 2F (GKS (g2 YSGK2Ra Fft2ga @vdd G2 WC
directly in this case.

Semistructured expert interviews were chosen as the primary method in order to gather detailed data
G2 3ISYSNIGS daGKAO]l RSAONALIIAZ2YE YR (2 FFEOACAGE G
of interviews ingeneral is toreveal existing knowledgimm a way that can expressed in theform of
answers and sbecome accessible to interpretation 6 Cf A i@licsadded). iMpreover, interviews

allow participants to provide their views and understandings of $saé(s) and is thus frequently seen

as an empowering research method. Snowball sampling was used to find participants, beginning with
some individuals known to work with foreclosure responses, such as counseling agency employees and
the director of the Cyahoga County Foreclosure Initiative, and continuing based on referrals until no
new names came up as referrals. This sampling method does have potential shortcomings, namely
that portions of the population of interest can be omitted due to a lack of eations or voice in the
phenomenon of interest.

An interview guide was developed and used to guide the interviews, but participants were encouraged
to branch off to what they considered relevant topics. This had the effect of exposing additional
aspects b6the case to me that | may have otherwise missed. A consent form was provided to each
participant, requesting permission to record the interview, to name the participant and/or refer to him
or her by his or her job title, and to use quotations in thafiwork® The recordings of the interviews
were then annotated and in specific sections transcribed.

This was supplemented by the quantitative component, which used quantile regression. Quantile
regression can be understood at being similar to OLS rsigresbut rather than estimating the impact

of an indicator at the mean, as with OLS regression, quantile regression allows the estimation of the
impact of an indicator at any location along the dependent variable distribution. This means that it is
possble, for example, to estimate the impact of landbanking for communities with low, medium, and
high levels of property appreciatiéii and determine if these estimates vary in significance or
magnitude based on the location along the dependent variable Higion. Several aspects that can
cause problems include undetected spatial dependence, multicollinearity, selection bias, violating
general equilibrium, and endogeneity. Of these, the main concerns in the model used in this research
are the violation ofgeneral equilibrium assumptionghat is, houses are not scarce in Cuyahoga
County during the study periadand endogenity the existence of a bidirectional relationship
between the dependent and independent variable(s) and/or correlation between the error éad

% The vast majority of participants responded affirmatively to these requests; some required gustatidie
reviewed before officially allowing their use.
100 Though in fact the vast majority of communities in Cuyahoga County experienced property depreciation
between 2000 and 2010.
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independent variable(s). The first issue, concerning scarcity, is not addressed; however, the violation
of assumptions in econometric models does not immediately disqualify them from usefulness. The
second, endogeneity, is dealt with by using rebguantile regression, which provides valid standard
error estimates even under misspecification.

The quantitative model itself is based in hedonics, or the estimation of the value of components that
are inseperable from the whatefor example, to estimatehe value of an additional bedroom in a
house. The bedroom cannot be purchaseth carte but clearly the bedroom itself has economic
value. Another example is the local tax rate, which cannot be separated from the property but does
affect property vale. Hedonics allows the estimation of this value. In this case a hedonic pricing
model was extended to the Census tract level, or the aggregation of all the houses in a community.
Independent variables were included that represent structural, socioemaniojurisdictional, and
locational characteristics of the tract. Foreclosuetated variables were added to the model to
capture the effects of the foreclosure crisis, and key variables indicating foreclosure responses were
added as well. Thus, the meldallows the estimation of the economic impact of foreclosure responses
on the community level. The quantile regression method further allows these impacts to be estimated
along the distribution ofresidential property value appreciation observed in Chgga County
between 2000 and 2010.

The qualitative data consists of 23 interviews from the first fieldwork trip (22 of these recorded) and 3
interviews from the second fieldwork trip (none recorded). One interview from the first fieldwork trip
hadtwopatl A OA LI yiaT ff 20KSNA KFIR 2yS LI NIAOALIYyG®
a coffee shop. The interviews averaged 70 minutes and ranged from a low of twenty minutes to over

two and a half hours. The interviewees worked in four foatemas: government, neprofit or

advocacy work, the financial sector, and as neighborhood leaders. Participants were heavily
represented in the government and nguofit sectors. Several meetings and calls supplemented the
interviews, focusing on contéing participants and negotiating data access. The interview questions

can be found iAppendix A: Interview Materials

Cuyahoga County contains 443 Census tracts, excluding Lake Erie. Complete data was available for 421
of these. The data came from a variety of sources, most of it publicly available. Foreclosure prevention
counseling outcomes data were not publicly available, but it was possible to gain access by ensuring
that no data identifying individuals be made availablehe dependent variable is the percent change

in residential property value between 2000 and 2010, including both ovwneupied and rental
property. Though approximating neighborhood change by a purely economic measure is a great
oversimplication, thisdanger is avoided by treating the quantitative model and results as
supplementary to the qualitative results and analysis. In addition, this indicator offers the advantages

of measurability and that the quantitative results likely speak more to policyrsaktean more
descriptive qualitative results.
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Chapter 4 The Foreclosure Problem in Cuyahoga County

This chapter begins with an introduction of Cuyahoga County. Thisl@schistorical information to

LINE JARS O2yGSEG FT2N) (KS dkatdnoré seceit neighborbabdichahge> | &
statistics. Attention is given to the roles municipal fragmentation and CDCs play in the county. Second,

the foreclosure problem in Cuyahoga County, which began in thel@86s, is discussed. Third, a
quantitative description of the foreclosure problem is presented, as well as implications for the

dzt yiAGHGABS Y2RSt o ¢KS Y2RSf AdGastT IyR GKS N
structure are then introduced. Finally, two example localities, Slavag¥ithnd South Euclid, are

presented in order to give more specific information as to how the foreclosure problem and
foreclosure responses play out in specific localities and communities.

Cuyahoga County is located northeastern Ohio, and is the central county of the fooeinty
ClevelaneElyriaMentor Metropolitan Statistical Area (here referred to as the Cleveland MSA or simply
as the MSA) It has an area of 458.49 square miles (1,187.5 square kilometersy poplulation of

1.28 million as of 201QU.S. Census, 2013). It contains the City of Cleveland, and 58 other, smaller
municipalities and townshigsseeFigure4.1, below. In 2010 the City of Cleveland was th laggest

city inthe U.S., while the larger MSA was thd'2&gest in the U.JU.S. Censy012).

A brief history of Cleveland and Cuyahoga County is given here in order to contextualize the situation
today. This history, particularly frothe 1970s onward, aids in understanding the city and county
during the study period of 2000 to 2010. This includes the spatial layout and distribution of the
neighborhoods, the demographic characteristics of the population, the advocacy culture, and the
responses and reactions of residents, leaders, and organizations.

Downtown Cleveland is centered at the mouth of the Cuyahoga River, and was founded in 1796. Its
first major growth period occurred around 1833, with the constructidrttee Ohio Rivetake Erie

Canal, though in 1860 it still had less than fifty thousand resid@rigfin, 1981). Between 1860 and
1920, it grew substantially, due to the manufacturing of durable goddarticular steel, an industry

which grew rapidlyn Cleveland in the 1870s and 1880and an influx of Eastern European and Italian
immigrants(Griffin, 1981; Warf & Holly, 1997).This period laid the foundation of the c¢hg street
network, the ethnic neighborhoods and churches, and a large proportionhef houses still
characteristic of the city todayGriffin, 1981). The speed of population growth was astounding:
Cleveland added 100,000 residents between 1890 and 1900, another 200,000 between 1900 and 1910,
and 261,000 more between 1910 and 19@%ifin, 1981 seeTable4.2.

101 A Metropolitan Statistical Area is the name used by the U.S. Censusdtedegeographical region comprised

2 Tat Iéast one urbanized area of 50,000 or more populations plljacent territory that has a high degree of
social and economic integration with the core as measured by commuting (@ffice of Management and
Budget, 2003, p.2). The smallest unit of inclusion for a Metropolitan Statistical Areas is the county, and as of
2003, approximately 83% of the U.S. population lived in MSAs.

157



Legend

1_ .| Cuyahoga County

|| water Bodies

Oimated Faii|Boreal Middieburg Heights

-

~RarmalHeights o]

North Royalton

|0 20 ]
N e Kilometers | ‘_

o

Cleveland

r;l M%igms
L hog;m%htsur "::-.i

Garfield Heights

Broadview Heights, Sl

‘nﬂ

Figure4.1: Cuyahoga County Municipalitiés Townships

158



Cleveland connected two industrial centers, Buffalo (New York) and Detroit (Michigan), amdebeca

an industrial center in itself during this period, growing substantially in terms of wealth and technology.

At one point, Shaker Heights, a Cleveland suburb, had the highest per capita income in the United
States(Warf & Holly, 1997). In 1920 and 19&eveland was thé"gargest city in the nation. World

War Il and the subsequent pegtl NJ 622 Y FdzZNIHKSNJ aGNBy3a3GKSYySR /[ S¢
During this period, large numbers of Appalachian whites and Southern blacks immigrated to Cleveland,
further increasing the population. Manufacturing continued to thrive, with the St. Lawrence Seaway
allowing Cleveland to become an international port, particularly for steel. Manufacturing employment
peaked in 1967 at 306,70Warf & Holly, 1997). Strgnunions and the manufacturing boom
ISYySNIGSR adNRy3 61 3Sa YR o0SyST¥AadGa F2N KSasS 42
born and matured during the classic period of Fordism, the epoch of production characterized largely

by mass markets, ass production, homogeneous goods, vertically integrated firms, oligopolistic
YIEN] SG adNHz0GdzZNB>X FyR aSYAa(lAtftSR fF02NE 6 LIPHMAOD
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went into decline in the 1970s. During this time the appellations for the larger region changed from

names such as the Manufacturing Belt and the Steel Belt to the Rust Belt, and Cleveland in particular
gla 0SaltG26SR GKS Y2yATSNI 271 HMeKEQa AmddN SLIZ KIS NIKG?2
SO2y2YA0O O2yRAGAZ2ya G2 &a20A2S8502y2YAO AYLI OGa 2\
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Cleveland petroleum shocks, competitiofrom abroad and the southern United States, and
deindustrialization resulted in plant closures, employment losses, and increasing unempldyviaeht

& Holly, 1997p.211). These changes began gradually in the early 1970s, but 1979 marked a sudden
economt shock for the regiofChow & Coulton, 1998).

Cleveland lost 13% of its total private employment between 1979 and 1993, but 40% of its
manufacturing employmenfWarf & Holly, 1997). The region also lost 14% of its annualized earnings
between 1979 and 19B(Hill & Bier, 1989). During the 1970s, real median income dropped 11%, a
strong reversal from the 22% increase seen in the 198Gsf & Holly, 1997). Employment gradually
recovered, but not wages. The sectoral distribution of employment had chandmd:1990,
employment in industries producing goods had decreased 22% from 1979, while service industry
employment increased 16¥Ghow & Coulton, 1998). Employment in the retail trade and FIRE (finance,
insurance, and real estate) sectors increased duhirgtime as wel(Hill & Bier, 1989). These patterns
continue today: during the ten year period of 1998 to 2008, 25% of manufacturing jobs lost in the U.S.
have been lost in Ohiggimon, 2008).

These changes affected not only Clevelan@ aghole, but individual neighborhoods as well. Hill &

. ASNJ 6mdy p0 & NP G S Z-ordérc(HeBelan8 OeBtgd2 ori SblumdlaF oc@upaRons.

Neighborhoods developed to meet the demands of this class of residents, which in turn formed a

complex and log-lasting pattern of social relationships, which were thrown out of kilter when old

2NRSNJ / £t S@St I YyR &dzRRSyf& LI aaSR | gorderCleveladdimH p 0 ©

characterized by lower wages and increased income inequality, due toewiddie manufacturing

jobs disappearing and lo@l 3S &ASNWAOS 2204 NBLIXFOAYy3I (GKSYO®
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homogenous neighborhoodsin terms of income, occupation, and ractghe impacts of economic
restructuring can often be clearly seen at the neigtitood level(Hill & Bier, 1989).

Given this homogeneity (which is in fact observable in many American neighborhoods), as workers in
specific sectors lose their jobs and job prospects, or see a reduction in wages, their neighborhoods
begin to decline. Party increases and homes no longer appreciate in value. Both of these affect the
neighborhood, not only the individuals directly affected by economic restructuring. The neighborhood
impacts are widespread but unevenly distributed across the region. \Wdwawvery occurs, it tends to

be uneven as well. Thus economic restructuring impacts neighborhoods via the mechanism of
NBEAARSYyGaQ 200dzLdr GA2y L f F2NldzySao Ly GKSANI aic
in housing value appreciation, perty rate, and sector of employment, making clear the uneven
effects of the decline in manufacturing on Cleveland neighborhoods. The primarily black, blue collar
east side was particularly negatively impacted in comparison to the west side and subtlss.
pattern was later borne out again in the foreclosure crisis.

These uneven effects can be easily seen in the differences in the changes that occurred in the City of
Cleveland and the suburbs surrounding it as American manufacturing declined. Theggscha
continue to affect the region todayTable4.1 provides a comparison of various characteristics of the

City of Cleveland, the Cleveland MSA, and the Cleveland MSA excluding the City of Cleveland in order
to illustrate thesedisparities. One can quickly ascertain substantial differences between the two: the
unemployment rate and poverty rate in the City of Cleveland are both well over twice that observed

in the remainder of the MSA; the proportion of African Americans ineld@d is over four times the

rate elsewhere in the MSA; and the percentage of the housing stock built prior to 1940 in Cleveland is
over three times the proportion observed outside of the city. Though there is no value available for
the median housing Yae for the MSA excluding Cleveland, comparing the city value to the MSA value
one can deduce that property values are much higher outside of Cleveland. Finally, and most extreme,
is the difference in the violent crime rate in Cleveland in comparisoméorémainder of the MSA:

/| £t SGStIYyRQa @GA2tSyd ONRYS NIGS Aa 20SNJ SAIKGE (A

Many of these changes began in the 1970s, as manufacturing declined and the political climate became
more conservative, while some began evernliea. Between 1979 and 1985, the City of Cleveland lost
27% of its manufacturing jobs, while the surrounding suburbs lost only 4%. Between 1985 and 1990,
Cleveland lost an additional 7%, while the suburbs experienced a small increase (Ghd¥ &
Coulbn, 1998). Looking at jobs across all employment sectors, the city lost 130,000 jobs between
1958 and 1977, while the metropolitan region added 210,000 jobs during that same period. Examining
unemployment, the regional average was 5.9% in 19jtist over apercent below the national
average of 70906 KAt S / £ SOSt I yYRQ& dzySYLX 28YSyid NI GS g1 a
the rate was 38.8%. Per capita income in 1973 was 14% above the national average in the Cleveland
region (excluding the City of évkland), but 37% less than the national average in the city itself
(Krumholz, 1986). As of 2011, the unemployment rate in the City of Cleveland was 19.5%; in the
greater MSA, excluding the City of Cleveland, it was 8.6%, a figure much closer to tmeviolatio
unemployment rate of approximately 99%J.S. Census, 2013).Figure 4.2 clearly shows the
concentration of unemployment in the City of Cleveland, with much lower rates in the surrounding
county.
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Table4.1: Descriptive Statistics of Cleveland and its Metropolitan Statistical Area
Sources. American FactFinder-§ear & 5-yearestimates (2013)Federal Bureau of Investigation (2012a, 2012b)

City of Cleveland MSA MSA extuding

Cleveland Cleveland
Population 393,804 2,068,283 1,674,479
Median Income 32,201 48,871 -
Unemployment Rate 19.5% 10.7% 8.6%
Poverty Rate 34.3% 16.0% 11.9%
Proportion African American 51.6% 19.7% 12.2%
Median Housing Valué? 76,600 138,000 -
Proportion Housing Stock Built Prior to 1940 50.9% 22.7% 15.5%
Violent Crime Rate (per 100,000 residents) 1366.4 404.6 16.9

Cuyahoga County, Ohio: Unemployment Rate by Census Tract (2000) N
Produced June 24, 2013 by Jennifer Washco ’
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS ' _ ‘
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Figure4.2: Unemployment Rate by Census Tract in Cuyahoga County (2000)

Several secondaiiynpacts followed the changes in employment: population loss, increased poverty,
increased segregation, decreased housing values, increased crime, and increased service demands for
the City of Cleveland. The City of Cleveland began losing populatione bifer decline in

102 please note that the median housing value from the U.S. Census should be itgdrgrith caution.
Homeowners are asked to state the value of their house, which may or may not align well with its current
appraisal value. Later in this work, the mediaiesvalue of single family properties sold is used. This value
better representghe market value of properties; on the other hand, the number of properties included in the

sample is limited, as only those that have been sold in a particular year are included in determining the median.
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loss (seeTable4.2). As manufacturing declined, the city lost 39,000 residents during the 1950s,
125,000 dumg the 1960s, and 180,000 during the 1979sNXzY K2t 1 = mMdpyc 0 @ . e
population was 506,000, only 55% of its peak in 1@ tw & Coulton, 1998). The region experienced
uneven population shifts as well; during the 1970s Cleveland lost 248population while the metro

area lost only 8%. Much of this population loss moved to the surrounding counties, which after 1970
saw the greatest growth(Borchert, 1998). In general, those who could leave did, leaving
overconcentrations of the elder]yhe poor, and the structurally unemployed and marginally employed
(Warf & Holly, 1997). For example, during the 1960s Cleveland lost 25% of its population of families
with incomes over the county medigiKrumholz, 1986). As a result, the poverty ratdhe City of
Cleveland rose swiftly, from 27% in 1980 to 40% in 198arf & Holly, 1997). As well, persons in
poverty became twice as likely to live in neighborhoods of concentrated poverty (over 40% of

a K

M (

neighborhood residents in poverty) between 1970 a&@P0(/ K26 9 [/ 2dzZ G2y S Mdpdy 0 ¢

poverty rate is somewhat lower today, at 34.3% in 2011, though the MSA poverty rate (excluding the
City of Cleveland) stood at 11.9%, indicative of the continued disparities between the city and
surrounding suburb(U.S. Census, 2013Figure4.3, below, illustrates the disparity in poverty rates
between the city and surrounding county.

City of | Decadal Growth| Cuyahoga Proportion in City
Year Cleveland Rate County of Cleveland

1820 606 - 6,328 9.58%
1830 1,075 77.39% 10,373 10.36%
1840 6,071 464.74% 26,506 22.90%
1850 17034 180.58% 48,099 35.41%
1860 43,417 154.88% 178,033 24.39%
1870 92,829 113.81% 132,010 70.32%
1880 160,146 72.52% 196,943 81.32%
1890 261,353 63.20% 309,970 84.32%
1900 381,768 46.07% 439,120 86.94%
1910 560,663 46.86% 637,425 87.96%
1920 796,841 42.12% 943,495 84.46%
1930 900,429 13.00% 1,201,455 74.94%
1940 878,366 -2.45% 1,217,250 72.16%
1950 914,808 4.15% 1,389,532 65.84%
1960 876,050 -4.24% 1,647,895 53.16%
1970 750,879 -14.29% 1,720,835 43.63%
1980 573,822 -23.58% 1,498,400 38.30%
1990 505,616 -11.89% 1,412,140 35.80%
2000 478,403 -5.38% 1,393,848 34.32%
2010 396,815 -17.05% 1,280,122 31.00%
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Cuyahoga County, Ohio: Poverty Rate by Census Tract (2000) P INT
Produced June 24, 2013 by Jennifer Washco / . |
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS .
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Figure4.3: Poverty Rate by Census Tract in Cuyahoga County (2000)

I £ SASt I yRQaAfricANRm&Rddds in@ehse@ greatly between 1950 and 1980, from 16% to
44%, resulting from Southern Blacks migrating northward and selective outmigration of whites from
the city (Krumholz, 1986). Cleveland was and is highly racially segregated: ithé¥8@veland MSA

was second only to Chicago in the dissimilarity index, which measures what proportion of the
population would need to switch neighborhoods to have a perfectly evenly distributed population by
race (Chow & Coulton, 1998). As of the 201€n€us, the Cleveland MSA is th€ Bost racially
segregated MSA in the country, with a dissimilarity index score oft #&€aning 72.6% of the

| £t SOStIYyR a{! Qa NBaARSylGa ¢2dd R ySSR (2 Y208
residentially intgrated city(Logan & Stults, 2011). The City of Cleveland is 51.6% African American,
while in comparison the MSA, excluding the City of Cleveland, is {3.84Census, 2013yigure4.4

shows the highly segregated nature oétbity, with African Americans highly concentrated on the east
side of Cleveland.

This pattern of residential segregation has several historical roots. For one, many parties (suburbs,
developers, and federal lenders such as the FHA) required restrictisenants on property deeds
which excluded the sale of the property to African Americans during the 1940s and 1950s, limiting the
housing choice of African Americans to renting in the urban gh@tochert, 1998). This resulted in
overcrowding coupled witincredibly poor conditions in black neighborhoodacluding high rates of
substandard housing, high unemployment, poor school quality, and intermittent garbage collection
(Lackritz, 1968).
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Cuyahoga County, Ohio: Percent Black Residents by Census Tract (2000) P N

Produced June 24, 2013 by Jennifer Washco
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS
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Figure4.4: Percent African American by Census Tract in Cuyahoga County (2000)

Residential segregation and the inability of African Americans to obtain better housing led to racial

tension, particularly during the Civil Rights era (1:9968). In July of 1966, radets broke out in the

| 2dzZ3K ySAIKoOo2ZNK22R

scars on the neighborhood and caused additional deterioration, population loss, and disinvestment. It
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also prompted flight to the daurbs, both by whites and African Americans who were able to do so.

Many middle class whites left the city for the suburbs during this time, reducing housing demand in

the city (Cunningham, 2007). Sharp property devaluation led to vacancies and abandpranén
subsequently residential and commercial blightarf & Holly, 1997). As well, many homeowners and

landlords were no longer able or willing to pay for housing maintenance and upkeep, as many

experienced unemployment or regarded investment on a des@liproperty as financially undesirable

(or even unaffordable). This pattern of property devaluation, vacancy, and abandonment occurred

during the foreclosure crisis as well.

As the population in Cleveland declined, so did the value of the housing stk the course of the
1970s and 1980s, many houses in the inner city losthaitto two-thirds of their valugWarf & Holly,

1997).

A significant reason for this was mortgage redlining, and later insurance redlining,

discriminatory practices whereanks refuse to provide loans and insurers refuse to provide home
insurance to certain geographically defined areas, in particular to black neighborhoods (see Section
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1.1.1for more on the history of race and homeownership ie th.S.). An analogous practice, reverse

redliningl®returned to disadvantage African Americans with respect to loan terms during the 2000s.

As of 2011, the median housing value in the City of Cleveland was $76,600, while the median value for

the MSA ficluding Cleveland) was $138,0Q0S. Census, 2013jigure4.5 shows the median housing

sale prices by tract in Cuyahoga County in 2000. It can be seen that the city contains the lowest sale

prices, but that there is variatiowithin the suburbs as well. In particular, the predominately black
suburbs to the east of the City of Cleveland (refefFigure4.4) have lower sale prices than the rest of
the suburbs. It should be kept in mind that not onlpperties in the City of Cleveland depreciated in

value during the foreclosure crisis; many suburban municipalities were hit hard as well. This will be

discussed in more detail later in Sectibi2.

Produced June 24, 2013 by Jennifer Washco
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS
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Figure4.5: Median Single Family Sale Price by Census Tract in Cuyahoga County (2000)

[ FNBS LR2NIA2ya 2F /fSOSt |y RQ¥% EsdAASA, i A99Gsiillaldit
50%(Chow & Coulton, 1998). These housesenauilt as housing for blue collar workers, but by the

second half of the twentieth century were generally less desirable to home purchaserall, situated
on small lots, and lacking modern amenities by the standards of the dyure4.6 shows the

distribution of housing built more than thirty years ago as of 2000.

103 Reverse redlining is the practice of targetiafrican Americans and other minorities for subprime and/or
predatory loans. Section 2.2.2 discusses some of the research concerning predatory lending to minorities.
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Cuyahoga County, Ohio: Percent Housing over 30 Years Old by Census Tract (2000 NT

Produced June 24, 2013 by Jennifer Washco /
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS
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Figure4.6: Percent Housing Over 30 Years Old by Census Tract in Cuyahoga County (2000)

In many city neighborhoa] the same older, less desirable properties again experienced swift and
significant devaluation and deterioration during the foreclosure crisis. In 2011, the City of Cleveland
continued to have 50.9% of its housing stock built before 1940, while onl§4l&f5he housing stock

in the MSA (excluding the City of Cleveland) was built before 1980 Census, 2013). Though not all

2f RSNJ K2YSa INB fSaa RSaANIofS G2 (2RI eQa K2YS25

in neighborhoods that formrly housed manufacturing employees. These homes tend to be smaller,
wood-framed constructions built close to one another.

A consequence of both housing devaluation and employment loss within the city was the reduction in
GKS OAlGeQa (I E1900mmd3974zbeadsessed Bdusing Galie base for the city shrank
5% during a period of inflation marked by a 34.5% increase in the Consumer Price Index. During this
GAYS (GKS OAGeQa 3ISYSNIf 2 LISNKrinhyz21996)EByhHtareduslyf o0 &
federal government contributions to social welfare programs shrank with the advent of conservatism

in the 1970s and 1980s, and service demands increased, a result of the poorer, older, and more
frequently unemployed population of the cifWwarf & Holly, 1997). For example, the demands placed

on the city police force increased substantially: in 1975 the violent crime rate was 1,730 per 100,000
residents, a 16% increase from 1970 and 164% over the 196%atmholz, 1986). In 1978 théyC

of Cleveland defaulted on its debt obligations, the first major American city to do so since the Great
Depression (it emerged from default nine years later in 1987). So, during this period, the city saw
increased service needs but decreased revenuis which to fulfill them. This process has played

out again during the foreclosure crisis, as will be discussed later in Sécion
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crime, and municipal debfwarf & Holly, 1997). In the late 1990s, the problems discussed above
generally remained. Chow & Coulton (1998) found that indicators of urban decay (crime, welfare
dependency, labor force detachment, and drug trafiig)) became more interconnectedhat is,

more highly correlated at the neighborhood level during the 1980s in Cleveland. Negative social
conditions went from being relatively independent in 1980 to more tightly connected in 1990. Thus,
neighborhoods exgriencing a single adverse social condition in 1980 were likely to be facing a
confluence of adverse social conditions in 1898ow & Coulton, 1998). As of 2011, Cleveland has the
8" highest violent crime rate, 1,366.4 per 100,000 residents, of UiSs aitith a population above
250,000(Federal Bureau of Investigations, 20)2bn the same year, the Cleveland MSA as a whole
had a violent crime rate of 404.6 per 100,000 residgiffsderal Bureau of Investigations, 20)2a
Excluding Cleveland, the M&Ad a violent crime rate of 16.9 per 100,000 residentsss than one
eightieth of the violent crime rate in the City of Cleveland.

Cleveland did see a partial resurgence during the 1990s. Some reindustrialization occurred,
particularly in the auto, steelinstruments, and chemicals industries. Htgbhnology firms and
services (hospitals, banks, law and accounting firms) grew. This increased sectoral diversity reduces
the risk of a major economic shock like that experienced in the 1970s. Howeveressedtor
employees received on average 56% of the income of manufacturing employees, and income
inequality continued to grow. The city became one of eight federal Empowerment Zones in 1993,
receiving grants and financinga boon for the city, but only eeived due to its distressed situation

(Warf & Holly, 1997). In many ways Cleveland remains a troubled city located within a healthier
metropolis. Swanstrom et al. (2009) designate Cleveland a weak market city. Weak market cities are
characterized by dusing markets where supply significantly outstrips demand, resulting in lower price
appreciation and higher vacancy levels. As a result, weak market cities generally experienced smaller
housing bubbles and, subsequently, less home value depreciationeaduhbles burst. More
specifically, Cleveland can be characterized as a weak central city housing market with a strong urban
FNRAY3IAS K2dzAAy 3 YIFINJ SO adz2NNRdzyRAY3I Al / 2y aARSNJ
the specific foreclosure probtes seen and is an important factor in selecting policy responses. For
example, weak housing markets tend to have more serious vacancy and abandonment problems than
strong markets, and thus policy responses should be more focused on preventing and abating
abandonment in these areas. These aspects will be discussed in more detail later in S&ction

Despite the statistics listed above that point out the disparate fortunes of the City of Cleveldtitiean
surrounding metropolitan region, it is only one level at which subareas of the region can be compared.
Restricting the discussion to Cuyahoga County (thus excluding the other four counties in the MSA), we
see that neither all suburban municipalitiesr all parts of the city have fared equally well. For the
purposes of this study, Cuyahoga County is divided into four areas: the east side of the City of
Cleveland, the west side of the City of Cleveland, the inner ring suburbs, and the outer suthebs.

four areas follow the designations used by city and county residents and by local governments. They
can be seen ifrigure4.7 below. Though dividing the county into four areas is a simplification that
inevitably obscures och variation, it adds dimension to the analysis without including an
unmanageable amount of detail.
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Cuyahoga County, Ohio: 2010 Census Tracts by Subarea Category P NT

Produced June 18, 2013 by Jennifer Washco // 1
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS P o
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Figure4.7: Census Tracts labeled by Subarea Designation

The Cuyahoga River divides the City of Cledalanghly north to south, resulting in clearly identifiable

Srad FryR ¢Said airARSao hdziaARS 2F GKS OAdleQa Ydz
villages; and two townships (unincorporated areas). In this study, all of these, exchelicigytitself,

NS NBFSNNBR (G2 |ad addzodz2Nbad /fSPStFYyRQa FANRO ac
1800s, were eventually annexed by the City of Cleveland between 1850 and tt&il&jh some early

suburbs, such as East Cleveland and Byookemain independent municipalities todéBorchert,

1998). Later waves of suburbs occurred in two eras: before or with the advent of streetcars, resulting

in what are referred to today as the inner (or inner ring) suburbs; and during the era of ahtiem

dominance, which created the outer (or outer ring) suburbs, as well as suburbs and exurbs outside of
Cuyahoga County?

The four subareas of the county exhibit significant variation. This extends to their development,
historical and current demograpds, and the timing and impact of the foreclosure crisis. Each subarea

is briefly introduced below in order to provide context for the discussion of the foreclosure problem
and responses to it, both of which vary across the couriyppendix C: Cuyahoga County Subareas

lists the municipalities and townships, SPAs (Statistical Planning Areas), and Census tracts located in
each of the four subareas.

The east side includes 20 SPAs and 108 Censug trattsred to as localities ancbmmunities in this
research, respectivetyas of 2010. It is located entirely within the City of Cleveland and is bounded

1040f course, not every inner ring suburb is a streetcar suburb, and not every outenbngbss an automobile
suburb. For example, Brookpark, which is classified as an inner suburb here due to its adjacency to the City of
Cleveland, is considered an automobile sub{Bbrchert, 1998).
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municipal boundaries. It predominately black, which can be seerFigure4.4 above. Portions of

historic ethnic neighborhoods remain, particularly those settled by eastern Europeans employed in
manufacturing. Much of the housing on the east side wak for manufacturing workers and their
FILYATASE LINAR2N) 2 GKS mMonnao Ly O2YLJI NRazy G2
small lots, and lack amenities and modern fixtures. This is reflected in their market value, which is
shown inFigure 4.5 (above). The east side of Cleveland also contains the highest poverty and
unemployment tracts in the County, as well as having the greatest overall poverty and unemployment

rates (sedrigure4.2 andFigure4.3, above). As will be discussedi, the foreclosure problem struck

FANRG 2y /fS@StlyRQa SIHad aAARS:Y a GKS NBadzZ G 27

In 2010, the west side included 14 SPAs and 67 Census tracts. Itis also located entirely within the City

of Cleveland. It is bounded to the north by Lake Erie, to the east by the Cuyahoga River, and to the
gSalt yR az2dzik o0& [/t S@SiketyeRastside, tr wet sitldlhas adafgdzy R I N.
amount of older housing built for manufacturing employees prior to 1940. Housing prices are also low

here, though on average somewhat higher than those of the east side, especially as one moves farther

west (Figure4.5). In contrast to the east side, the west side is predominately white Kigpere4 .4,

above). The west side of Cleveland also has relatively high poverty and unemployment rates, but less

than those seen on the east sid€igure4.2 and Figure4.3). Again, these rates fall as one moves
westward.

In general in the U.S., suburbs have more middle class residents, lower densities, and increased
homeownership rates than urban are@orchert, 1998). Historically, people with the means moved

to the suburbs to escape the density and grime of the city, and later moving as a reaction to school
desegregation and declining city services. Today, manpleeaiite better school quality and lower
crime rates as their reasons for moving to the suburbsough not all suburbs are equal in these
regards.

The inner suburbs are the municipalities located just outside the City of ClevVétamtiey are also

referSR (2 a4 AYYSNI NAYy3d &dz dzND a ® [ dz& I K23 [ 2dzyidec
and 163 Census tracts. In the case of the inner suburbs, each municipality has boundaries coincident

with an SPA of the same name. The inner suburbs werelalged mostly between 1860 and 1930.

Many were built to house manufacturing workers and their families as streetcars made additional

areas accessibi@orchert, 1998).

With the advent of the automobile and highway construction, combined with agingsinfieture in

the inner suburbs, the outer suburbs developed as more affluent residents moved farther from the
city (Borchert, 1998). These suburbs are made up of the municipalities and townships between the
inner ring suburbs and the county boundary. Blser suburbs of Cuyahoga County are comprised of

33 municipalities and two townships, 35 SPAs, and 105 Census tracts. As with the inner suburbs, the
municipal and township boundaries coincide with the SPA boundaries, resulting in-@-one
relationshp. The outer suburbs developed after 1950, and continue to do so today, though the
greatest suburban growth in the Cleveland region now occurs in adjacent co(Biehert, 1998).

105The Village of North Randall and the City of Paktaihts are also categorized as inner suburbs, due to their
being nearly surrounded by other inner suburbs.
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As one moves outward from the City of Cleveland to the county boundaeymployment and poverty

rates decreaseHjgure4.2 and Figure4.3). Likewise, the percentage of older housing generally
decreasesHigure4.6) and the median sale price gendyaincreasesKigure4.5). An exception to the
increasing housing values can be seen extending from the southeast corner of Cleveland to the
southeast corner of the county, which closely matches the predominately African Ametibarbs

(see Figure 4.4, above). Older suburbs (in this case the inner ring suburbs) are in many cases
experiencing decline, particularly in the Midwest and South of the U.S. Researchers have found this
decline to be most prevant in suburbs with larger proportions of housing built between 1945 and
1970 dzO& 3 t KAffALAZ wnnnT [dzO& 3 t KAffALAZI HnAanc!
inner suburbs. This decline was compounded by the foreclosure crisis, and didichssed in the

next section.

This discussion and comparison of various parts of the metropolitan region and county are to illustrate
the differences found within the Cleveland area. These differences often make regional efforts difficult
to design andrmplement, given the large number of governmental organizatiotiere are 59 local
governments in Cuyahoga County al¥fie and the often very different constituent groups they
represent. The historical context, particularly the shifts that occurred in tii@48nd 1980s, provides

a starting point from which to view the foreclosure crisis, its effects, and its patterns. Many of these
patterns have been repeated or continued during the foreclosure crisis.

Throughot the foreclosure crisis, Ohio has had one of the highest foreclosure rates in the country. In
the first six months of 2013, Ohio remained the state with the fodnigjhest foreclosure rate, with

one foreclosure filing per 104 housing units during thatigek (or 0.96% of housing units receiving a
filing). In contrast, the national average was one foreclosure filing per 164 housing units, or 0.61%.
Moreover, Cleveland has been both an early victim and an epicenter of the foreclosure crisis
(Kotlowitz, 2@9; Simon, 2008). The problems began in the late 19904-{gae=4.8, below) and still
continue: during the first half of 2013, the Cleveland MSA had tHehighest foreclosure rate in the
country, with 1.09% of all housingpits receiving a foreclosure filing during this tifRealtyTrac Staff,
2013b).

CKAA &aSOGA2Yy RSGIFIAf & [/d2lFK23F [/ 2dzyieQa FT2NBOf 23
developed. Vacant and abandoned properties left in the wake of foreclosusesliscussed next.
Finally, the impacts of the foreclosure crisis on the housing market are considered.

The course of the foreclosure crisis in Cuyahoga County is roughly represented béligwre.8,

which charts the yearly number of foreclosure filings for the U.S., Ohio, and Cuyahoga County, in the
years for which data are available. Cuyahoga County, as well as Ohio in general, began seeing an
increase in foreclosure filingstine late 1990s, much earlier than the national foreclosure problem hit

in 2007. Between 2000 and 2008, Cuyahoga County experienced 80,000 foreclosure filings spread over
approximately 450,000 residential parcels, or approximately one foreclosure féin§.6 parcels

106 Cuyahoga County includes 38 cities witipplations of over 5,000 inhabitants, 19 villages, and two townships.
In addition, there is the countyoyernment, 33 school districts, and over 50 governmental authorities, boards,
commissions, and special distri¢keague of Women Voters, 2009).
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the most per capita in the country at that tiM®&EO CANDQ@Q13; Simon, 2008). The number of
foreclosure filings in Cuyahoga County peaked in 2007, two years before the state of Ohio saw its
foreclosure peak in 2009 and four before theadr the U.S. as a whole peaked. As of 2012, Cuyahoga
County led Ohio in both the foreclosure rate (9 filings per 1,000 residents) and the total number of
foreclosure filings (11,427), as it has for the previous eight y&othstein, 2010, 2011, 2012013).
Though foreclosure filing levels are 20 to 25% below peak, it appears likely thetigiselevels will

not be reached for some time.
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Figure4.8: Foreclosure Filings in Ohio and Cuyahoga County
Sources: Supreme Court of Ohio (2009Rothstein(2010, 2011, 201,2013), U.S. Cens(®013), Policy Matters Ohio (2013

Examinind-igure4.9, it is apparent that increases in the foreclosure rate in Cuyahoga County were not
cau®d solely by the nationdével foreclosure crisis that began in 2006. In fact, steady yearly growth

of around 10% is punctuated by years where the increase reaches 20 to 30% (1998, 2002, 2006), and
only one of these extreme growth years occurred durihg foreclosure crisis. Examining the
foreclosure problem in Cuyahoga County through the lens of only the nafiewvell housing market

crash and concomitant foreclosure crisis omits a significant part of its development and impacts.
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Yearto-Year Percent Change in Foreclosure Filings, Cuyahoga
County
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Figure4.9: Yearto-Year Percent Change in Cuyahoga County Foreclosure Filings
Sources:Rothstein(2010 2011, 20122013, Policy Matters Ohio (n.d.)

Problem Onset

Councilman Tony Brancatelli began noticing houses sellininflated prices 6 SAy 3 a@ bt A LILISR
1999. In many cases, poor quality properties were purchased at low prices, cosmetic repairs were
made (if any), and the properties were quickly resold at bloated piiketlowitz, 2009). Former
Cuyahoga County Treasun Jim Rokakis recalls noticing a large increase in poor quality loans, those

that clearly were likely to fail. Some of these loans went to speculators who would purchase multiple
properties, enabled by lax underwriting standards, and then flip houselsnaake a quick profit

(Simon, 2008). These types of cases sometimes involved mortgage fraud, as real estate professionals
have to sign off on various parts of the deal, such as an inflated assessment, for it t(Kotokvitz,

2009). Others were facidited by nont 2 O f f SYRSNE 6K2 RARY QU KI @S
necessary to carefully evaluate mortgage loan applications. The advent of securitization removed the
need to consider the longevity of the loans as well.

A second way in which individuasd neighborhoods were exploited through mortgage loans was
predatory lending. Both economic decline and the history of mortgage lending discrimination helped
facilitate this. People in need of cash were able to withdraw equity from their homes, antepgbp

had historically been excluded from the mortgage market were able to obtain loans. In many cases

these loans were predatory and/or equity draining. Mortgage brokers began-cedlidg
homeowners, suggesting they take out a home equity loan togfagther debts or to make home
repairs(Kotlowitz, 2009). Others targeted the elderly and minorities, who had limited or no experience

with mortgage loangSimon, 2008). Several respondents stressed that elderly black women in
particular were targeted. Mortgage brokers would build relationships in minority communities,

FGdlr OdAy3a FTRRAGAZ2YFE Of ASylda GKNRdzAK g2NR 2F Y2c
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had conditions the borrowers were not aware of or did not understand, such as incggaesyments
and interest rates after a period of time or a missed paym#&atlowitz, 2009; Simon, 2008).

These practices set the stage for the foreclosure problem in Cuyahoga County. At first, it was isolated
to the small areas with concentrations of paprality loans and predatory lending, as seen on the east
side of Cleveland and some east side suburbs. Early on these areas were limited enough that one does
not observe an elevated foreclosure rate at the tract level. However, yearly filing ratesrdffévene
foreclosure filing for every one hundred housing units) at the tract level appeared on the east side of
Cleveland in 200%#7 A few tracts located in the inner suburbs, close to the east side of Cleveland saw
filing rates above 1% as well. Thasmde seen in the top left pane Bfgure4.10.

By the end of 2005, nearly every tract on the east side had a filing rate of over 1%, the majority had
rates between 2% and 3.5%, and one was above 5%. By this time increaseasstoeetilings had
spread beyond the east side: the inner suburbs to the northeast and southeast of Cleveland contained
many tracts with rates up to 3.5%. As well, about half of the Census tracts on the west side of Cleveland
had filing rates over 1% thijgear, as shown in the top right pane leigure4.10. Over the course of

2004 the county began implementing changes in its handling of the foreclosure p(Deekss& Apgar,

2006; Weinstein, Hexter, & Schnoke, 2006); this mayehaad some shosterm impact on the
foreclosure filing numbers for 2004 and 2005 (see Se&idr).

ESOP, one of the agencies that offers foreclosure prevention counseling in Cuyahoga County, had also
noticed the foreclosurgroblem early, in the spring of 1999, and began championing the issue from
this time on. However, at this time few paid attention to the issue. Between 2000 and 2004, other
groups gradually took notice of the problem, including fair housing organizationg rights
organizations, and housing counseling organizations. On the other hand, the city and county, non
profits, and neighborhood organizations including CDCs remained relatively unaware of the growing
problem. This was partially due to the peptien that the problem was confined to the poor,
minorities, and the elderlgFord, May 5, 2011; Rudyk, May 2, 2011).

107 One Garfield Heights tract that borders Cleveland had a filing rate of over 1% in 2002 and 2003; thereafter
the rate exceeded 1% each year. No other tracts in Cuyahoga County had a filing rate of over 1% before 2004.
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Cuyahoga County, Ohio: Foreclosure Filing Rate by Census

Tract (2004 - 2009)

Produced July 29, 2013 by Jennifer Washco
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS, USPS
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Thecity of Cleveland, and moreover Cuyahoga County and the region, ha&xigting urban shrinkage
issues dating back to the 1960s (see Sedfidnl). Though the region saw a loteym outflow of
residents, new housing consttien continued, resulting in oversupply. Thus, the foreclosure problem
in Cleveland was layered on top of a ferdsting housing issue that had especially affected the city and
the inner suburbs. However, city CDCs had been making progress toward mbatboecovery.
Frank Ford of NPI described this using a metaphor:

C2NJ FATGE @SINBR ¢6SQ@OS KIR (KAAa 2dziYAINIGA2Y
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clip. So even standing in the waist deep water you have a tendency to want to get pushed
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around 2006 or 2007, we get a tsunami wave of foreclosures, layering onto an already existing
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underlying problem. But that was a problem wene actually managing. The community
development system in Cleveland was actually making headway, significant headway in fact,

dzLJ GKNR dZAK | o62dzi Qnno t NPolofe ¢S 6SNB f2aA

Of SIFNX & o0& KSsinhhidakable S . B2f6ré thelfctecl@are crisis hitwe were
actually having success in rebuilding neighborhoods, encouraging people to stay, encouraging
people to move back in. For about twgryears we were having succg2611).

By the end of 2006, it was clear the increase in foreclosures was not an isolated problem. In fact,
December 2006 was the peak month for foreclosure filings in Cuyahoga County as @uikelleank,

Post, Maric, & Bier, 2008). Increasing unemploymemhhined with housing value depreciation and

the tightening of credit standards, resulted in the second phase of the foreclosure crisis. In this second
phase many foreclosures were triggered by other major life events, such as illness, job loss, and
divore. Again property owners who would normally sell or refinance were not able to due to changes
in the larger economy. This is reflected in the spread of increased foreclosure filings into the inner and
outer suburbs. Foreclosure filing rates for 2006strewn in the middle left pane ¢figure4.10. More

than half of the tracts on the east side of Cleveland had filing rates above 5%, the majority on the west
side had rates of at least 2%, and many inner and outer suburb tradteales above 1% for the first

time. The suburban tracts located to the northeast and southeast of the City of Cleveland were
dominated by tracts with 2% to 5% foreclosure filing rates.

These patterns continued in 200Figure4.10, middle right pane), with rates continuing to increase in
many tracts in the inner and outer suburbs. A Living Cities report pointed out that though in 2007 the
foreclosure problem in the Cleveland MSA was of overall lesser intensity than some @&Wes; Blich

as Detroit and Las Vegas, Cuyahoga County contained fifteen neighborhoods with foreclosure rates
between 5% and 8%, and forsyx neighborhoods with foreclosure rates above those observed in the
twenty MSAs hardeshit by foreclosuregLiving Cies, 2011p.9).2%¢ During 2007, foreclosure filings

in the suburbs exceeded those in the city for the first tim@iefly in May and June, and permanently

108 Though it is not clearly stated in the report, | believe the authors are using the term neighborhoods to refer
to SPAs as it is commonly used policy and planning in the county. However, in this research the term locality
is preferred.
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in December, reflecting the general increase in suburban foreclosures beginning May and a general
decrease in city foreclosures beginning in September. Examining foreclosure filing statistics for winter
2007-8 in more detalil, filings on the east side of Cleveland dipped below those on the eastern suburbs,

while those on the west side of Cleveland and western suburbs were about equ@ikelbank et

al., 2008). Some respondents attributed the relative decrease in foreclosures in the City of Cleveland,
F'yR LI NIAOdz F NY¥ & GKS SIHad aARSzT G2 F FANB OGKIF G |
0KS F2NBadzé fSIFI@Ay3a tAGGES O 2watBeMiSMay 2 2081). dzLJ2 Yy Ay

The lower left pane oFigure4.10 shows the foreclosure filing rates for 2008. By this point, the
foreclosure problemontheeast A RS 2F / § S@StIyR KIR 06S3dzy (2 a0 dz
so many properties had already been through the cycle of foreclosure and abandonment, leaving fewer

intact properties to foreclose upon. This can be seen in the decrease in tradte @ast side with

filing rates above 5%. However, the foreclosure problem continued to spread farther out into the

county and intensify in areas where it hit later. In 2008, the number of foreclosure filings in the suburbs
outpaced those in the City oféveland for the first timgHexter & Schnoke, 2009).

The final pane oFigure4.10 shows the filing rates in 2009. By this time, areas that saw the highest
rates had now mostly returned to rates below 3.5%. Though the mostsetevaves of foreclosure
were past, the incidence of foreclosures remained elevated throughout the county. As was shown in
Figure4.8, the foreclosure problem is receding much more slowly than it arrived. It should also be
keptin mind that foreclosure prevention responses may be responsible for a portion of this decreased
incidence, though it is not possible to say whether these efforts are preventing or simply delaying
foreclosures. Evidence also indicates that many foreclasare in the pipeline: in Ohio as of May
2013, 2.6% of residential properties with mortgages were in the foreclosure process, and 5.8% were
seriously delinquent but no foreclosure action had bed@oreLogic, 20)3 Ofthis 8.4%, a large
percentageare Ikely to end up in foreclosure. Additionally, as of the end of 2012, a total of thirty
percent of Ohio home mortgages had negative or reegative equity. These underwater (and near
underwater) borrowers are more likely to default on their mortgagesiciwtare valued higher than

the properties themselvefRothstein, 2013). Thus, the pool of future potential or likely foreclosures

is quite high, indicating the problem will not dissipate in the near future.

Though the spread of the foreclosure problemarlg resulted in more damage than a more isolated

problem would have, the fact that foreclosures have significantly impacted the inner and outer
ddzodzZNbas> |a ¢Sttt Fa /tS@StlIyRQa 6Said aARSI AYyONE
was onlyinne-OA 18 NBaARSy(Ga K2gftAy3ax AlG 6l ayQid I ONRAA?Z
{GFrGS ' yYAGSNAAGE @ WeKSNB g ay Qi KLiviogNiésA2811 dzy G A f
p.10). As a result, it was possible to garner mmsources and involve more parties in the effort to

prevent and mitigate foreclosures in the county. Jimmy Rudyk of ESOP explained:

¢KS LISNOSLIGIAZ2Y wolaé (GKFG F2NBOf2adzNB Aa | Y7
AyO2YS LINPOH SIYNIA RS KZSINBLOS2 LI S Ay (GKS adzodzNbazx
GKFG L RARYQOG R2 FyedKAy3d gNRy3IOD YR L (KA

(NBYSYR2dAE &8s 0SOINBESY A{/RE AdOAZEE) N /2yF5 (i KS Y

This follows onef the major foreclosure narratives in the U.S., that those experiencing default and
foreclosure were irresponsible and greedy, and thus brought their problems upon themselves. This is
of course true in some cases. But this narrative misses many dbtor$, such as the cultural
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importance placed on homeownership in the U.S. (see Sedtibrl), the structural changes to
mortgage markets at the national level, the behavior of those involved in property transactions that
wasoften ethically questionable or inarguably illegal, the fact that financial institutions were complicit
in these transactions, and the intentional exploitation of many @rst YS0 02 NNBGSNEQ I O
know-how to push them into more costly mortga products. It also ignores the neighborhood,
community, and municipal level impacts of foreclosures, which affect groups that were not involved
with these mortgages in any way. So long as the foreclosure problem was mostly isolated in poorer
east side communities, this narrative remained convincing for those distanced from these
communities. As the problem spread throughout the county, many who were certain they would
never experience a foreclosure were in fact foreclosed upon. The gradual recogmitiéoreclosures

are not limited to irresponsible borrowers who have brought their problems upon themselves made it
possible to undertake a concerted and widespread foreclosure response in Cuyahoga County.

Varied Impacts

Figure411la K2 g & (GKS Odzydz I 6ABS { KSNATFQa {FfSa NIGS oc¢
There are large swaths of the city where the ratio of completed foreclo§itesdwelling units is over

one in four (red), and very few with a ratio beloweoim twenty (dark green). Though the picture is

generally better outside the City of Cleveland, a large proportion of tracts experienced a completed
foreclosure rate of 5% to 10% over a ten year period, and many others saw even higher rates.

Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS
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Cuyahoga County, Ohio: Sheriff Sales Rate by Census Tract (2000-2010) N
Produced July 24, 2013 by Jennifer Washco / A |
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109 A Sheriff sale represents a completed foreclosure, as this is the auction where the property is sold. However,
this measure does not account for other homeownmsits, such as DIL and short sales.
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Many of the foreclosure patterns discussed in Section 2.2 can be seen in Cuyahoga County. Comparing
the figures in Sectiom.1.2 to Figure 4.11, one can identify that foreclosure filings are more
concentrated in areas with higher unemployment rates, higher poverty rates, and higher minority
concentrations. Two studies of Cuyahoga Countgdiaisures found that subprime loans are a key
predictor of foreclosures, both on the loan lev@oulton, Chan, & Schramn200&) and the
neighborhood leve(Lee, Rosentraub, & Kobie, 2010). Coulton et al. (@0@8ind that in Cuyahoga
County, a high caessubprime loan had an 816% higher chance of going into foreclosure than other
loans. They also found that high cost subprime loans were held disproportionately by African American
borrowers and geographically concentrated, resulting in high foreclosskeareas. A study of Shaker
Heights, an east side inner ring suburb, identified all of these patterns afDuelh & Apgar, 2006).

Throughout the crisis, the east side of the county (including both the city and suburbs) saw
approximately twice as manyfeclosure filings as the west side dMikelbank et al., 2008). Some
suburbs were particularly hard hit. For example, during 2007, 55% of all suburban foreclosure filings
occurred in only four east side inner suburbs: Cleveland Heights, Euclid, Nzghds, and Garfield
Heights (seé\ppendix Figure @) (Mikelbank et al., 2008). It should be pointed out that the east side

of Cleveland and eastern inner suburbs did havegisting social, economic, and blight issues. &hes
issues lowered the resistance of these areas to the foreclosure problem, while the west side of
Cleveland and newer suburbs had the social and physical infrastructure to better weather the storm
to a certain exten{Ford, May 5, 2011).

One continues tesee differences as areas are disaggregated. Duda & Apgar (2006) examined the
municipality of Shaker Heights and found that the block gt8wgith the highest foreclosure rate was

sixty times that of the block group with the lowest. These sorts of staidgrdifces highlight the varied
spatial impacts of the foreclosure crisis that must be kept in mind when considering prevention and
mitigation responses.

In many ways, the patterns establishedrigure4.11 continue to be cementediFor example, the data
provided by RealtyTrac for June of 2013 reflects a range of monthly foreclosure filing ratios from 1 in
205 housing units (Maple Heights, an inner ring suburb located southeast of Clavelaon in red

on Figure4.11) to 1 in 2110 housing units (Bay Village, an outer ring suburb located in the northwest
of the countyt shown in dark green(RealtyTrac Staff, 2013a). Thus, though the foreclosure crisis has
spread and changed over time, those hit earliest badiest continue to see disproportionate impacts.
Sectiord.4will describe two communities, Slavic Village and South Euclid, and their experiences of the
foreclosure crisis in more detail.

As detailedn Sectior2.2.3 large numbers of properties touched by foreclosure end up vacant and/or
abandoned. This section will discuss the specifics of vacant and abandoned properties in Cuyahoga
County in light of the foreclosure si$. Data on REOSs, or reatate-owned properties, in Cuyahoga
County is introduced first, followed by a look at vacancy rates. Finally, several examples of the
vandalism, stripping, and crime that accompany vacancy and abandonment are provided.

1m0 5f 201 INRdzL) Aad G(KS /Syadaw ySEG fS@St 2F RAA&l IINB:Z
generally between 600 and 3,000 people and a Census tract usually contains four block groups.
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REO4 NB LINPLISNIASa GKFd KIF@S 06SSy LJzNOKFaSR Fid I
mortgage servicer, GSE, or other financial institution that financed the mortgage on the property
(Coulton, Schramm, & Hirsch, 2@)8 In general, an REO propergsults when the entity that holds

GKS Y2NI3IF3IS A& dzyadzOOSaa¥FdzZ Ay &St t AGodtoni&K S LINE
Schramm 2010). Financial institutions generally neither desire, nor are they institutionally equipped,

to obtain andhold properties. As such, rather than occupying, renting, or quickly improving and/or
selling a property, financial institutions tend to let their properties sit vacant and unmaintained while

they are processed, before eventually selling them at a discdRrior to the foreclosure crisis, though

an REO might remain vacant for some time before being put on the private market, these properties
were generally unproblematic for both financial institutions and the neighborhoods where they are
located due to lhe overall low level of REOs.

However, with the onset of the foreclosure crisis in Cuyahoga County, several aspects related to REOs
changed: the number of REO properties increased approximately six fold between 2004 and 2008; the
median length of time prperties remained REO before reentering private ownership doubled
between 2000 and 2007; and REO sale prices drastically decreased, with 17 times as many REOs selling
for under $10,000 in 2008 than in 20Q@oulton & Schramp2010). All of these changesieased

the impacts of REOs on neighborhoods, resulting in REOs becoming the greatest source of foreclosure
related neighborhood problems: vacancies, unsafe conditions, crime, vandalism, fires, and property
devaluation, which then further spurred foreclags and disinvestment.

Examining one two-, and threefamily properties between 2000 and 200Zpulton, Mikelbank, &

Schramm, 2008b F2dzy R GKI G yoyz 2F GKS NBAARSYGAIFf LI NI
sale, while 3.0% of those in CuyahoGounty were. Of these, the percentage that became REO
changed from 64% in 2000 to 90% in 2007; meanwhile the proportion sold at auction to private
individuals or real estate companies declined from 36% to (Détlton et al., 2008b Recall that

duringthis time period, the absolute number of REOs increased greatly. In fact, more than five and a

half times as many properties became REO in 2007 than in(@a0ton et al., 2008). In February

HAnTS FLIWINREAYFGSte wmmx: 2 beei foOXelziburtee onthe® h  LINE |
i.e. they were likely neglected and vacant for over a year, greatly reducing the likelihood they could be
brought back to productive ug&chramm & Coulton, 2007).

That REOs sell at a discount is a fact that predatesotieelbsure crisis. However, the extent to which

REO properties in Cuyahoga County were discounted is extreme. In 2000, REO sales approximated
three-lj dzF NIi SNB 2 F FokeSlosldNaBtindstddiyadu® @5%LaNIByahoga County, 74% in the
suburbs, ad 77% in the City of Cleveland). By 2007, this had changed drastically, to 44%wadenty

58% in the suburbs, and only 32% in Clevel(@uaillton et al., 2008).

A followup report further focused on the transition out of REO in Cuyahoga County betWwééra2ad

HAny ® ¢CKA&d NBLER2NIG OFGS3I2NRAT SR woha aSttiay3da F2NJ
2005 and July 2008, 23.16% of REOs sold at extremely distressed prices, but this proportion greatly
increased over the study period: extremelgtdessed sales made up only 3.62% of sales out of REO

in 2005, at the end of the study period, June 2008, the percentage was 42.26%. Different parts of the
county were affected by extremely distressed REO sales to varying degrees. In 2008, 75% eSREO sal

on the east side of Cleveland were below $10,000, 32% on the west side of Cleveland, 9.47% in the
inner suburbs, and only 0.57% in the outer suburbs. Approximately 21% of east inner suburb REO sales
were extremely distressed, while the west inner suiggsaw a much smaller proportiol©oultonet

179



al., 2008). In 2009, the countwide rate decreased to 35%. Extremely distressed sales increased
somewhat in the east inner suburbs and the outer suburbs but decreased in all othe(@oedi®n &
Schramm 2010).

Though more than half of the REO properties were held by financial institutions for more than half a
year before they were sold, nearly half (44%) were resold again within ninety days of their transfer out
of REQ(Coultonet al., 2008). On averag, these second sales garnered small profits for sellers (on
average $2,500 within ninety days; $4,208 between ninety and one hundred eighty days). These
former REO properties are frequently tax delinquéoultonet al., 2008). Extremely distressed RE

sales had the highest rates of vacancy (49%), tax delinquency (56%), and demoliti@o(@oh &
Schramm 2010).

Walkaways, which describes the abandonment of a property, also contribute to the foreclosure,
vacancy, and abandonment problems in Cuyahdgounty. These can be either homeowner
walkaways or bank walkaways. Homeowner walkaways occur most often when a homeowner owes

more on the loan than the property is worth and decides to abandon both the property and the loan.

This began to occur latém Cuyahoga County as the foreclosure problem progressed into the suburbs;
homeowner walkaways have been relatively scarce within the City of Clev@tand, October 12,

2012; Rokakis, May 4, 2011; Wertheim, May 4, 2011). Bank walkaways occur whenfeéebaak
foreclosure suit but never takes possession of the property. This can occur in cases when the bank
withdraws the foreclosure suit, but the homeowner has already moved out; after the foreclosure suit

Ad 2dzRIASR Ay (GKS o0l 1 QAGTLINRABESBdzI2 KBS o KENREBC
0KS LINPLISNIe& Fd GKS {KSNATFQa &l fSz odzi R2SayQi
takes possession of the property but later vacates the foreclosure judgment, which kegaiths the

property to the previous owner. In all of these cases, the property still legally belongs to the original
K2YS26ySNE odzi 2F0SYy 6 A0 K 2@EederaliReervekBaNK $R2CkyefaiMiD a | Yy
2013). These practices are advantageouancial institutions because they receive the accounting

benefit of a foreclosure, but evade the responsibilities and costs associated with taking control of the
property (Ford, 2009). These properties often are vacant, abandoned, and delinquent oertyrop

taxes. Though it is eventually possible to gain control of these properties through a Board of Revisions
foreclosure (see Sectioh.4.3, in the meantime they deteriorate and negatively impact the
neighborhood. In poorey SA IK02NK22RAX FAYIYOALFt AyadAddziAz2y:
g2NBRUZ¢E SIFPAYy3a GKS 2 0KSINE Regekvd Rahkizdi CIEvElZROIR) 2 6y S N,
According to Mark Wiseman, the former director of the Cuyahoga County Foreclostiativini

(CCFB the Cuyahoga County Sheriff had approximately one thousand properties not accepted by
financial institutions(Wiseman, September 17, 2007). A bill to address bank walkaways was
introduced in the Ohio House of Representatives in 2009 asdqd in 2010, but was never addressed

by the state Senate and hence did not pass into(@hio Sate Legislature, 2010

2 f{lglrea FINB 2yfteé 2yS O2yUiNROdzGE2NI G2 /[ dz2t K23l
problem. Even before the foreclosunests, foreclosures were often the cause of problematic vacant

YR olFyR2ySR &dNHzOGdzNBa& @ t NA2NJ G2 GKS NBTF2NY,
foreclosure cases, empty structures would sit vacant and deteriorating for years while the $oreclo

suit sat with a court magistrate (see Sect®2.1) (Sassano, May 12, 2011; Welo & Martin, May 12,

2011). Even after the foreclosure process was improved, it generally took between 15.5 and 23.5

11 The CCH$ introduced inSection5.2.
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months for a foreclosursuit from start to end in Cuyahoga County between 2007 and Bd@eral
Reserve Bank of Clevelar&f)13). During all or part of this time, houses often sit vacant. Afterward,
the average vacant house takes 954 days to sell in Cuyahoga GBoRbkis, My 4, 2011). Code
enforcement is an expensive and time intensive tool to manage vacant properties, and in many cases
Al R2SayQi g2N)] @ C2NJ SEIFYLX S FAYLFIYOALt Ayaidadidz
foreclosure as quickly as pdsig, for prices as low as $500; this practice is referred to as dumping.
The objective is for an entity to dump a vacant, ramtle compliant property faster than code
enforcement can catch uf~ord, 2009). It is also possible for a corporation to pureteproperty
without being registered in the state of Ohio; this means it is nearly impossible to pursue code
violations and the owner can sell the property without paying delinquent taxes or addressing code
violations(Federal Reserve Bank of Clevela?ill3).

An article written by Frank Ford in Shelterforce provides an example of a vacant property trajectory:
the house was built by the local CDC and sold for $141,000 in 2004. Two years later, it was foreclosed
upon by Wells Fargo, which thentookpss 8 A 2y | i (GKS { KSNATFQa &l fSo
vacant, and was vandalized and stripped. An investor then purchased the property for $1,200 and
continued to leave it in its abandoned stdtéord, 2009).

These abandoned properties have trendous impacts on the neighborhoods around them, by
frightening away potential buyers and reducing the value of nearby homes. With a large enough
concentration of vacant houses, occupied homes in the vicinity become nearly wor{Rest

October 12, 202; Rokakis, May 4, 2011). The safety and security of the neighborhood is also impacted:

G, 2dz OFyQil KIF@S I KSFIHfGKez @GAONIyld O2YYdzyArAide @K
FSSt alr¥S (2 O02YS 2dzi 27F @& 2 dzhhck 2\den Pabple atefobtiyig G K S NF
K2dza Sa vy §hudyk Way 2,2 iyé

Abandoned properties are widespread in Cuyahoga County, and in particular on the east side of
Cleveland and the older inner suburbs on the east side:

On the east side of Clevelanduycan count on the fact that most of the houses that go vacant

I N JI2Ay3 G2 3ISG O yRItATI SR LiQa G(KS SEOSLI
be vandalized or broken into. Even the ones that when you drive by them they look ok, when

you go around the back the door is kicked in. And you can see that all the plumbing has been

ripped out and the walls have been torn out because people are pulling the toilets and the
bathroom fixtures out, you can look in the windows and see some(bbitl, May 5, 2011).

Many of these vacant properties are or will become properties that must be demolished. They are
RSAUNRPESR 0S@2yR &l @AY3IT Ay Yl ye Ol aSa béfeteSs K2 dza S
they were stripped and vandalized.

The totalnumber is staggering: nearly 27,000 vacant properties in Cuyahoga County, with 16,000 of
them located in Cleveland. Of the 16,000 in Cleveland, approximately 8,000 are condemnable, or no
longer fit for habitation. At approximately $10,000 per demoiitiat would cost $80 million in
Cleveland alone to demolish all nerable housegFord, October 12, 2012). Using the numbers for
the numbers of loans in delinquency and default and the current foreclosure backlog, Frank Ford
estimated approximately $14illion is needed in the next five years to address all current and
expected abandoned properties (2012). These estimates include only demolition costs, not the costs
of preparing the vacant properties for reuse.
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These properties pose significant problefasneighborhoods. As Coulton et al. (26p&rote:

The fact that the majority of these properties become tax delinquent and that many are resold
quickly with only a small price increase suggests that most of the buyers are not improving the
properties o finding owner occupants or responsible investors who will bring the property
back to viability in the short run. Once large numbers of properties enter this type of cycle,
they present formidable problems for local government and community organizations
attempting to stabilize neighborhood®.12).

That these properties sit vacant for long periods of time indicates that they will likely be stripped or
vandalized. The frequent changing of hands makes it difficult for cities to track down ownership in
order to enforce code requirements and collect property taxes, while the frequent bundling of
properties by financial institutions and bulk sellers makes it difficult for CDCs to purchase specific
properties for rehabilitation or demolition for neighborhogsthbilization effort{Coulton et al., 2008
Coulton & Schramp2010).

The aggregate impact of foreclosures, REOs, and extremely distressed sales is reflEm@acehyl 2,

below, which shows the change in vacancy rates adtagshoga County between 2000 and 2010.
Though the City of Cleveland, particularly the east side, had significant vacancy problems in 2000, the
problem greatly intensified and spread by 2010. The west side of Cleveland in 2010 looks like the east
side in2000, and the eastern suburbs in 2010 look like the west side of the city looked in 2000. The
data used for these maps comes from the U.S. Census; each provides vacancy data for one point in
time in 2000 and 2010. Examining United States Postal Selaiae which only became available

more recently, one can identify nineteen Census tracts with maximum quarterly vacancy rates above
forty percent, all of them located on the east side of Cleveland or in the east inner suburbs. These
extreme vacancy ratedearly will have deep and loAgsting impacts on these neighborhoods.

According to Tom Bier, absent significant changes, Cleveland and Cuyahoga County will continue down
GKAE LI 0K .ASNDA LINRP2SOGA2ya  ¥F2 Nand &l $nedrhgzy O &
suburbs will be severely distressed; another 85,000 homes in the county will be abandoned; the county
will lose another 175,000 residents and $5.5 billion in taxable income; and the value of real property
will decrease by $1.5 billiomhich will have an especially severe impact on school funding.
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Cuyahoga County, Ohio: Vacancy Rate by Census Tract

Produced July 29, 2013 by Jennifer Washco
Sources: Cuyahoga County GIS, NEO CANDO, NHS, NOAA, US Census, USGS
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Figure4.12: Change in Vacancy Rates, 20@D10
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The high levels of foreclosures, vacancies, and abandoned homes signiéicantly impacted

/[ dz8 K23 [/ 2dzyieéQa K2dzaAy3d X23Ngropdities near féreclésiret O dza & S |
impacted homes decrease in value. These reduced prices then affect the valuation of nearby
properties, throudp the use of comparables to price houses based on the prices of similar, nearby
properties. Reduced valuations then increase the proportion of homeowners owing more on their
mortgages than the properties are worth, possibly increasing the likelihoodretlfisure through

ruthless default!?and certainly reducing the financial weking of the homeowner.

Figured.13illustrates the changes in residential property value in Cuyahoga County between 2000 and

2010. Looking at the key, one can see that nearly all tracts have experienced a decrease in total
residential property value over the decadeven KS Wi21LJQ O 6S3A2NE Ay Of dzR
experienced a decrease of 1% in property values; the other four categories include only tracts that

have experienced a decrease in property values.

hyS OFy FF3FAY 20aSNBS (KS oOoRkedyhitite¥aluesranceNta®dios NA a { A
the east side of Cleveland and extending out toward the southeast, where more African Americans
live, and also, to a lesser extent, to the west side of the City of Cleveland. Many inner suburbs have

112 Ruthless default is the term of art for the decision to default when the property value reaches the mortgage
value, rather than continuing to pay as the property value dips below the mortgage.val
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