
Responding to the foreclosure crisis—A conference summary
by Robin G. Newberger, business economist, and Michael V. Berry, team leader, Consumer and Community Affairs Division

On December 9–10, 2009, the Federal Reserve Bank of Chicago hosted a conference on 
mortgage foreclosure policy with the help of the Chicago Community Trust, Neighborhood 
Housing Services of Chicago, the MacArthur Foundation, and the Woodstock Institute.
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1. Foreclosure inventory rates in the Seventh District 

Note: The figure shows foreclosure inventory for each state as a percentage of the 
state’s total mortgages. 

Source: Mortgage Bankers Association from Haver Analytics.
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TheChicagoFedhasalong-standing
commitmenttoaddressingthecauses
andimpactsofforeclosure,particularly
inlower-income,lower-wealthareasof
theSeventhDistrict.1Duringthecurrent

financialcrisis,fore-
closureshavereached
historiclevelsinsome
communities.Forex-
ample,theinventoryof
foreclosuresinIllinois
climbedfromabout
1%oftotalmortgages
inthestateattheend
of2005tocloseto6%
attheendof2009(see
figure1).Inresponse
tothistrend,the
ChicagoFedpartnered
withNeighborhood
HousingServicesand
theChicagoCommunity
Trusttoformthe
RegionalHome
OwnershipPreservation
Initiativeinthespring
of2008;assumedlead-

ershipoftheFederalReserveSystem’s
ConferenceofPresidentsMortgage
OutreachandResearchEfforts(MORE)
initiative,anationalclearinghouseof
research,resources,andcommunica-
tionrelatedtoforeclosureimpacts,
policy,andmitigation;andsponsored
anumberofconferencesonthecauses,
ramifications,andpolicyoptionsrelated
toforeclosures.

TheDecemberconferencebroughtto-
gethernationalexpertsfromtheadvocacy,
academic,financial,andgovernment
communities.ThisChicago Fed Letter
summarizesvariousproposalsmadeby
panelists,particularlyconcerningindi-
vidualborrowerdefaultsandtheflow
ofcreditforsingle-andmulti-family
housing.Inakeynoteaddress,Federal
ReserveBoardGovernorElizabethDuke
outlinedherrecommendationsfora
newmarketstructure.Theseincluded
simpler,moretransparentmarkets;stan-
dardizedcontractsthatspellouthowthe
underlyingmortgagecanbeamended;
alignedincentivesforallparties;andcon-
sumerprotections,includingsupport
forhousingcounseling.2Therecommen-
dationspresentedbelowweremadedur-
ingtheseconddayoftheconference,
whenpanelistswereaskedtotalkabout
policiesforthefuture.

Reaching distressed borrowers

Panelistsagreedthattheunderlying
causesofcontinuinghighforeclosure
rateshavechangedoverthepastyear.
In2007and2008,single-familyforeclo-
sureswerelargelydrivenbyunaffordable
loanproducts;in2009,theywereincreas-
inglytriggeredbyalossofincome,un-
employment,fallinghomevalues,and
“strategicdefaults.”Thelastrefersto
defaultsbyborrowerswhocanafford
tomaketheirmortgagepaymentsbut
choosenottodoso,ortrytorenegotiate
termswiththelender,oftenbecause
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More information on the conference is available at  
www.chicagofed.org/webpages/events/2009/mortgage_ 
foreclosure_policy.cfm.

theirmortgagebalancesnowexceedthe
marketvalueoftheirhomes.Panelists
alsoagreedonthebleakprospectsfor
asignificantturnaroundinthecoming
year.AccordingtoMarkPearce,North
CarolinaDeputyCommissionerofBanks,
nationwideoneinfourfamilieswitha
mortgagewillowemorethantheirhome
isworthin2010.

Lenderresponsestothefloodofdefaults
arealsochanging.Whereasnationwide,
accordingtoPearce,oneoutofeverytwo
foreclosuresinitiatedin2008wascom-
pleted,theratiofor2009wasoneinseven.
Lendersarelearningthatthecostofa

vacanthome(whichmaydeteriorateand
sellforlessthananoccupiedhome)can
quicklyoutweighforegonemortgage
payments.However,CraigNickerson,
NationalCommunityStabilizationTrust,
notedthatasmorelendersopttokeep
nonpayinghomeownersintheirproper-
ties,theyriskencouragingotherstoseek
similarrelieforsimplywithholdpayments.

Anumberofspeakersstressedtheim-
portanceofidentifyingdistressedborrow-
ers,asopposedtostrategicdefaulters,
andcommunicatingeffectivelywiththem
abouthowtheycanavoiddefault.Sendhil
Mullainathan,HarvardUniversity,ex-
plainedthatcounselingandmodifica-
tionprogramshavetobedesignedwith
theunderstandingthatdistressedbor-
rowerstendtoavoidcontactwiththeir
lendersandservicers—evenwhenitis
intheirbestinteresttomakecontact
andexploretheiroptions.Mullainathan
arguedthatpolicyeffortsshouldfocus
ongettingservicestothishard-to-reach
populationbeforelendersforeclose.

Forexample,inNorthCarolina,Pearce
explained,thelawrequiresloanservicers
toprovidethestatebankingagencywith
anoticeofforeclosure45daysinadvance
ofthefiling.Thisgivestheagencya
chancetoencouragedelinquenthome-
ownerstocontactlocalhousingcoun-
selors.Thestatecalculatesthatithas

helpedprevent2,500foreclosuresinone
yearwiththisprogramandhasreached
about12%ofthetargetedpopulation.

Keeping people in their homes

Panelistsalsoproposed:1)expandingthe
useofmandatorymediationbetweenbor-
rowersandlenders;2)streamliningthe
Obamaadministration’sHomeAffordable
ModificationProgram(HAMP)process
sothatloanmodificationsaremadeper-
manentafterthreemonthsofsteadypay-
ments;3)enactingbankruptcyreform
thatprotectsprimaryresidences;and
4)imposingamoratoriumonforeclo-
suresforpeoplewholosetheirjobs.

Whenborrowerscannotavoiddefault,
DeanBaker,CenterforEconomicand
PolicyResearch,proposedallowingthem
tostayintheirhomesasrentersafter
foreclosure.HenotedthatFannieMae
hasrecentlystarteddoingthisunderits
DeedforLeaseProgram.Thisway,the
communityavoidsaddingtoitsinventory
ofvacanthomes,whichattractcrimeand
reducepropertyvaluesforeveryone,and
thelenderretainsanincomestreamfrom
theproperty.Bakersuggestedthathome-
ownerswhoconverttorentalagreements
couldbeallowedtoconvertbacktoown-
ershipstatusafteradefinedperiod,
assumingtheyhaveconsistentlymade
theirfullrentalpaymentsontime.

ElyseCherry,BostonCommunityCapital
(BCC),describedtheorganization’s
SUN(StabilizingUrbanNeighborhoods)
initiative,whichallowsdefaultedhome-
ownerstoobtainanewloanontheir
existinghome,basedonanewappraised
value.Thenewloansarestructuredsuch
thatborrowerscannotrealizeanear-term
profitifmarketsimprove,whichhelps
toaddressconcernsaboutfairnessand
moralhazard.

MayorJayWilliamsofYoungstown,Ohio,
talkedabouthiscity’sprogramtohelp
buildhomeequityasanincentivefor
homeownerstostaycurrentontheir
mortgages.Williamsexplainedthat

Youngstown’shousingsupplywasdevel-
opedforthepopulationthatlivedinthe
citypriortothecollapseofthesteelin-
dustry.Becausethisnowrepresentsa
significantoversupply,homepricesare
notgoingtorecoverontheirown.In
response,thecitydevelopedaplanto
demolishvacantsingle-familyunitsbased
onacomprehensivereviewofeachneigh-
borhood.Thegoalistosparkanappre-
ciationinhomevalueswithinthenext
fiveto15years.

InChicago,twonewlyformedcooperatives
inthewestandsouthsuburbsareusing
NeighborhoodStabilizationProgram3
fundstoseedpropertyreclamationand
redevelopmentefforts.Thekeyinnova-
tionofthesegroups,accordingtoRobin
Snyderman,MetropolitanPlanning
Council,andJacquesSandberg,IFF
(formerlyIllinoisFacilitiesFund),isto
encouragecooperationonhousing,
transportation,andland-usepolicies
amongmunicipalitiesthatdonothave
thecapacitytodeveloptheirowncom-
prehensivesolutions.

Asnotedearlier,unemploymenthas
beenanincreasinglyimportantfactorin
foreclosuressince2009,andcommunity
revitalizationeffortsclearlyneedtofocus
onjobsaswellashomevalues.James
Carr,NationalCommunityReinvestment
Coalition,suggestedajobgrowthstrategy
basedonjobtrainingandthepromotion
ofbusinessownership.

Finally,Mullainathanencouragedpeople
tothinkaboutmortgagesandforeclosures
aspartofabroaderconsumerfinance
packageandrecommendedthecreation
ofprogramstohelppeoplesaveforemer-
gencies.Automaticsavingsmechanisms,
likeemployer-sponsoredplansthathelp
workerssaveforretirement,would
helppeoplebuildupafinancialbuffer
and,thereby,helppreventfuturefore-
closurecrises.

Housing markets and the flow of credit

Acriticalissueintherecoveryofthe
housingmarketsistheflowofcreditto
single-familyandmulti-familyhousing,
particularlyforlower-incomehouseholds.
Although2009wasoneofthemostaf-
fordabletimesinrecenthistorytobuy
ahouse—withlowinterestratesand
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fallinghomeprices—marketvolumewas
abouthalfthesizeofthatintheearly
partofthedecade.JamesLinnane,Wells
FargoHomeMortgage,citedfactorson
boththedemandandsupplysidesthat
inhibitedtheflowofmortgagecredit.
Consumerconfidencefelltoitslowest
pointsince1980.Andwiththeelimina-
tionofmanymortgageproductsand
brokersandtheconsolidationoflenders,
theremainingmortgageoriginatorshad
tobuildtheircapacitytoaccommodate
theunprecedentedvolumeofbusiness.4
Thetransitionfromlessrestrictiveto
morerestrictiveunderwritingandthe
implementationofhundredsofcredit
policychangescreatedadditionalcom-
plexityforlenders.

Severalpanelistshighlightedtheneed
topreventthe“financialpendulum,”as
DebraSchwartz,MacArthurFoundation,
putit,fromswingingtoofarbackfrom
aregulatorystandpointandcuttingoff
credittothelowerendofthemarket.
Whilepolicymakersandregulatorsare
legitimatelyconcernedaboutimproving
loanquality,gettingcreditflowingto
borrowersisessentialtorecovery,not
onlyforhousingmarketsbutforthe
economyasawhole.

EllenSeidman,NewAmericaFoundation
andShoreBankCorporation,reminded
theaudiencethatinthe1990s,when
“subprimemortgage”wasnotapejora-
tiveterm,thecriteriathatenabledlend-
erstolendsafelyto,byconventional
standards,higher-riskborrowerswere
1)productswithnosurprisesregarding
paymentorescrows;2)thoroughand
legitimateunderwriting;and3)collab-
orationamonglenders,community
organizations,andstateandlocalgov-
ernments,whichinsomecasesprovided
subordinated,forgivable,ornonamortiz-
ingdebtandothercreditsupportsor
enhancements.Seidmancautionedthat
areturntopre-1990underwritingstan-
dardswouldhaveanegativeimpacton
lower-incomecommunities.

KeithErnst,CenterforResponsible
Lending,notedthatinrecentyears,
borrowersatthelowendofthecredit
spectrumwereoftentargetedforpoorly
underwrittenloanproducts.Today,he
added,suchborrowersarefindingit

increasinglydifficulttoaccessmortgages
atanyprice.Thisishavinganadverseim-
pactonmanyminorityborrowersinpar-
ticular.Ernstcalledforreasonablelending
policiesthatallowresponsiblyunderwrit-
tencredittoflowtoimpactedcommuni-
tieswhileprohibitingpredatorylending.

CraigNickerson,NationalCommunity
StabilizationTrust,alsodescribedamort-
gagesystemdividedincreasinglyintothe
“haves”and“have-nots.”Homeowners
inthehave-notneighborhoodsarebe-
cominglesswillingtopaytheirownmort-
gagesasnearbypropertiesdeteriorate
andtheirneighborhoodsloseaccessto
credit;theresultisinevitableneighbor-
hooddecline.Nickersonidentifiedthe
criticalneedfor(butdearthof)capital
toacquireandrenovatedistressedprop-
ertiestostemthistide.Heexplainedthat
low-costcapitaltorenovateproperties
isneededtoattractlenderstoprovide
firstmortgages.Herecommendedlever-
aginggovernmentfundswithprivate
sectorcapitalforthispurpose.

Severalpanelistsalsodiscussedthe
roleofgovernment-sponsoredenter-
prises(GSEs),suchasFannieMaeand
FreddieMac,andtheFederalHousing
Administration(FHA)inprovidingcom-
petitioninthemarketformortgages.
BothNickersonandMarkWillis,visiting
scholarattheFordFoundation,gave
theirsupporttotheGSEmodelthatbal-
ancesshareholderinterestswithpublic
sectorobligations.CraigMarchbanks,
ChicagoFed,arguedthattheGSEs’suc-
cesswoulddependontheirabilityto
engenderconfidenceintheirunder-
writingstandards.Thisisabasicrequire-
menttogenerateconfidenceinthe
secondarymarket,wheremortgagesare
bundledandsoldtoinvestors.Willisalso
notedthatwhateverregulationsareput
inplacefortheGSEs,thoughthastobe
giventocreatingalevelplayingfieldfor
theindustryasawhole.Henotedthat
unlessallprovidersofmortgagecredit
areregulatedequally,therewillbea
racetothebottom;theleastregulated
playerswillofferthemortgagestheywant,
whilethemoreregulatedplayerswill
losemarketshare.

PanelistsagreedthattheFHAhasanim-
portantroleinofferingmortgagecredit

toborrowerswithmodestincomesor
relativelyweakcredithistories.Theygave
theFHAhighmarksforitsadministrative
improvementsinmakingtheapplication
processfriendliertobothborrowersand
lenders.LinnaneobservedthatFHAloans
arelesscostlythanotherconventional
loanswithhighloan-to-valueratios(i.e.,
lowdownpayments)oncemortgage
insurancecostsandotheradd-onsare
included.Nickersondownplayedthe
risksassociatedwiththeFHA’smarket
sharegrowingfrom3%to30%between
2005and2009,astheFHAhashirednew
riskmanagers.Hewouldnonetheless
liketoseetheratioofFHA-insuredmort-
gagesdeclineto15%,headded,asother
lenderscompeteforborrowers.Linnane
notedthatcertainFHAlendersdoface
theriskofadverseselectionasagrowing
numberofotherFHAlendersimpose
theirown(internallydeveloped)mini-
mumcreditscoresontraditionalFHA
guidelines.Hesaiditmightbebetterto
limitFHAlenderstoapplyingFHAcredit
standards,withnoauthoritytoimpose
additional,morestringentcriteria.

Willisdrewonhisexperiencewiththe
CommunityReinvestmentAct(CRA)to
illustratethecomplexitiesassociatedwith
developingregulatorypolicy.CRAmoti-
vatedmanybankstodialoguewithcom-
munitygroupsandtosetupspecialized



1TheSeventhDistrictcomprisesallofIowa
andmostofIllinois,Indiana,Michigan,
andWisconsin.

2GovernorDuke’sspeechisavailableat
www.federalreserve.gov/newsevents/speech/
duke20091210a.htm.Amorecomplete
overviewoftheconferencewillbepublished
inanupcomingeditionofProfitwise News and 
Views,theCommunityAffairspublication
oftheChicagoFed.

3ThisisaprogramoftheU.S.Department
ofHousingandUrbanDevelopment.For
details,seewww.hud.gov/offices/cpd/
communitydevelopment/programs/
neighborhoodspg/.

4Forexample,WellsFargowentfromaround
$14billiontoabout$44billioninmonthly
mortgageloanvolume.

5TheFederalReserve,Officeofthe
ComptrolleroftheCurrency,Federal
DepositInsuranceCorporation,andOffice
ofThriftSupervision.

6StateandlocalLIHTC-allocatingagencies
havetheauthoritytoissuetaxcreditstoin-
vestorsfortheacquisition,rehabilitation,or
newconstructionofrentalhousingtargeted
tolower-incomehouseholds.

unitstolearntheintricaciesoflending
inlow-andmoderate-incomecommu-
nities.However,toensuretheCRA’s
effectivenessandimpactgoingforward,
Willissuggestedthatthefourbankreg-
ulators5needtoreachconsensusonen-
forcementpracticesandadapttenetsof
thelawtocomplywithchangesinthe
financiallandscapethathavetakenplace
overtime.Mainly,theseadaptations
shouldrecognizethelargergeographic
marketsofmanyinstitutions;spurthe
buildingofmoremixed-incomehousing,
withupto50%ofunitstargetedtolower-
incomeresidents;andencourageeco-
nomicdevelopmentactivitiesasidefrom
housing.Thechallenge,headded,is
thatchangingthelegislationhasproven
difficultinthepast,anddespiteevidence
tothecontrary,theCRAhasbeenlinked
to(andtarnishedby)thefinancialcrisis.

ErikaPoethig,U.S.Departmentof
HousingandUrbanDevelopment,dis-
cussedcreditflowstothemulti-family
rentalmarket.Likethesingle-family

market,themulti-familymarkethas
seenrisingdelinquenciesanddefaults.
John(Jack)Markowski,CommunityIn-
vestmentCorporation,suggestedin-
creasingrentalsubsidiestokeeppeople
intheirapartments.Healsonotedthat
maintainingthestockofmulti-family
rentalhousingiscrucialsothatafford-
ablerentalsareavailableoncethecur-
renttrendofcombininghouseholds
tapersoff.Poethigexplainedthatthe
Obamaadministrationintendstopro-
motea“balanced”housingpolicy,includ-
inggivingmorethoughttoimproving
thetenuresecurityofrenters.Shealso
notedthattheadministrationisadvocat-
ingtheuseoftheLowIncomeHousing
TaxCredit(LIHTC)torehabexisting
rentalbuildingsthathavebenefitedfrom
federalinvestment,andhasputpreser-
vationactivityatthetopofitsagenda.6

Conclusion

Theforeclosurecrisisisfundamentally
linkedtoconditionsinthebroader

economy,includinglossofincome,
highunemploymentrates,andfalling
homeprices.Whiletherearenoeasy
fixes,afewcommonprinciplesforad-
dressingthiscrisisemergedfromthe
variousrecommendations.Onewasthat
thefederalgovernmentshouldtreatthe
statesaspartnersinmitigatingforeclo-
sures,recognizingthatmanystateand
localgovernmentsarealreadyworking
onwaystokeeppeopleintheirhomes.
Anotherwasthattheriskofexcluding
wholeneighborhoods—andevenwhole
groupsofpotentialborrowers—fromthe
mortgagemarketisreal;theintervention
messageneedstochangefrom“weare
tryingtohelponlythevulnerable”to“by
helpingthevulnerable,wehelpeveryone.”
Conferencespeakersbroadlyagreedthat
thelongerittakestofollowthroughwith
boldactions,themorefamiliesandcom-
munitieswillfaceeconomichardships
andtheslowerandmorechallenging
theroadtorecoverywillbe.


