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The Tenant Trap: Rising Rents, Falling Incomes, Tight Inventory
By Octavio Nuiry, Managing Editor
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are afflicted by a
Sisyphean
tenant
trap triple-play of
rising rents, falling
wages and tight
inventory, which is
forcing renters to
pay a larger share of
their paychecks to
housing.

The American Dream of homeownership
is still alive and well today in the United
States, but it is increasingly under
assault from a growing number of
homeownership adversaries — including
Wall Street housing investors, foreclosed
borrowers-turned renters and misguided
federal housing wonks — who are
maneuvering, separately, to shrink the
ranks of homeownership.
Most Americans still own the
homes they live in, but economic and
demographic forces, combined with
government policies, are pushing the
share of ownership to historic lows.
Already, homeownership rates have
plummeted precipitously from the middecade housing peak of nearly 70 percent
to 65 percent today, triggering an increase
in rental demand.
		
Renters nationwide, especially in
coastal states like California and New
York, are growing in numbers, but

The problem is a
national one, and
particularly acute in
major cities like New
York, Los Angeles
and Boston. Rents
are also rising in places like Seattle,
Austin, Tex., and San Francisco, where
technology companies are hiring, as well
as the District of Columbia, where federal
government expansion is pushing rents
upward.
Several factors have pushed rents
up. Nationwide, apartments and rental
housing are in short supply, but demand
has increased as the foreclosure crisis
pushed millions of one-time homeowners
into the ranks of renters. Moreover, tight
credit has prevented many would-be
buyers from purchasing a home.
“We are in the midst of the worst
rental affordability crisis that this country
has known,” warned Shawn Donovan,
U.S. Secretary of Housing and Urban
Development, speaking at a Harvard
event in December 2013. “We have had a
major shift to rentals over a short period
of time due to the foreclosure crisis.”
Continued Next Page
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Renter Nation vs. American Dream
Half of all renters — 21 million households — pay more
than 30 percent of their income on rent, according to
Harvard’s Joint Center for Housing Studies. The U.S. now
has 43 million renter households, representing 35.4
percent of all households, up from 31 percent in 2004.
The report also found that housing
affordability has soared.
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As the U.S. economy returns to health, he said, there
will be a boost in household formation, as young people,
immigrants and even Baby Boomers reenter the home
buying market.
Leaving the Nest, Finally
Francese predicts three substantial
trends for housing in the coming
decade. First, at 86 million strong,
Millennials — sometimes called
generation Y and defined by many
demographers as ranging in age from
18 to 29 — will leave their parents’
home, settle down, buy a house and
start producing children and possibly
revive the stagnant housing market.
Second, he believes large numbers
of Baby Boomers will either downsize
to a smaller home or buy a smaller
second flat, stimulating the ailing
housing market. Third, Francese
forecasts double-digit growth for
senior housing as Baby Boomers age.

Clearly, the Wall Street financial
collapse,
combined
with
the
foreclosure crisis and the recession,
started the pendulum swinging back
again, away from homeownership
and towards a new renter nation.
But experts disagree on whether
the recent increase in renting is
permanent — or just a temporary
trend. Demographer and consumer
marketing expert Peter Francese, the
founder of American Demographics
magazine, said gigantic demographic
shifts are on the horizon for the U.S.
rental market — and these changes
are unstoppable.
Francese projects substantial
growth in young households formed
by Millenials under 35, who mainly
rent rather than own. But the American
Dream of homeownership, he argues,
is not dead. He is convinced that there
is not a fundamental shift away from
homeownership towards renting.

Peter Francese
the founder of American
Demographics magazine

At the same time, Francese said, a
lot of the increase in homeownership
in the future will not take place in
suburbia, but where Millennials are
headed.

We are not becoming a nation
of renters. The past six years
have been the worst years
for real estate since the Great
Depression. The recession is
slowly coming to an end and
homeownership is creeping up.
The American Dream is to buy
a house and send your kids to
college. That cultural icon is
still operative today.

“This is a huge difference from
previous decades,” he said, predicting
a migration from suburbia to urban
centers largely driven by Millennials
and active Boomers. “Cities are
gentrifying. Many cities are revitalizing
and changing. Millennials are 50
percent Hispanic, African American or
Asians. They actually prefer cities. We
are looking at a new phenomenon.
Homeownership growth will occur in
urban areas.”

“We are not becoming a nation of
renters,” said Francese, dismissing
the idea that America is turning into a
society of renters. “The past six years
have been the worst years for real
estate since the Great Depression.
The recession is slowly coming to
an end and homeownership is creeping up. It’s going to
take a while, but it will rise back to 67 percent. I feel very
positive about homeownership. The American Dream is
to buy a house and send your kids to college. That cultural
icon is still operative today.”

Seismic housing changes in the last five years
— sparked by a sequence of disastrous political and
economic missteps in Washington, D.C. and Wall Street —
have transformed the America Dream of homeownership
into a nightmare of default and distress. Four million
Continued Next Page
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households were foreclosed out of their homes, and
another 9.3 million families are currently trapped in their
deeply “underwater” homes, owing banks more than
their homes are worth, according to RealtyTrac. This has
decreased the ranks of homeowners and increased the
number of renters nationwide. (See Chart Below Fewer
Homes Deeply Underwater)
Generation Rent: Homeownership Plunges
Hard facts support this conclusion. Home ownership
has fallen to its lowest level for a quarter of a century as
soaring property values have seen the number of people
renting almost double. Historically, homeowners greatly
outnumber renters in the U.S. by more than three to one.
However, in the wake of the housing bust that brought
on the Great Recession, the rate of home ownership slid
steadily — from its peak at 69.2 percent in the fourth
quarter of 2004 (or 77 million owner-occupied housing
units) to 65.2 percent (or 72 million units) in the fourth
quarter of 2013, according to U.S. Census data. (See Chart
Homeownership Rate – (1965 – 2013) on page 4)
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By contrast, the number of people living in private
rented accommodation has risen from 31 percent in
2004 to nearly 35 percent in 2012, bring the total number
of renters to 43 million last year, Harvard reports.
California homeownership has taken a big hit since
the housing bust. In 2006, 60 percent of Californians
owned their home. By 2012, only 54 percent were
homeowners.
Some analysts say the U.S. may never return to its
mid-decade housing boom peak in which nearly 70
percent of occupied households were owned by residents.
If delinquent and underwater borrowers are included,
the homeownership rate falls below 60 percent. They
argue there has been a fundamental shift in attitudes
towards homeownership. They argue that the pendulum
is swinging away from homeownership and towards a
renter nation. And statistics point to this growing trend
too.
Continued Next Page
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San Francisco
Nowhere is the rental tenant trap more pronounced
than San Francisco, where rentals cost $4,000 a month
and the median sales price of homes exceed $1 million.
Housing in San Francisco has become the most costly
in the nation, sparking an affordability crisis pitting lowand middle-income tenants against the high-income tech
industry workers.
San Francisco County, where 64 percent of the
residents are renters, compared with 35 percent
nationwide, has the highest rents in the nation, with the
median rent for a three-bedroom apartment at $2,657
a month, according to a RealtyTrac analysis of HUD
fair market rent data. Rental prices have been steadily
skyrocketing in San Francisco, thanks in large part to
a thriving technology sector, which largely drives the
economies of San Francisco and the wider Silicon Valley.
The influx of highly paid tech workers led to higher rents.

(See Chart Top 10 Most Expensive Rental Markets in 2013
on page 5)
Rents aren’t just sky-high in San Francisco, they’re
rising quickly, and surging towards Manhattan-like
conditions. In 2013, the median rental price for a threebedroom San Francisco home was $2,438. One year
later, the price increased 9 percent to $2,657 a month.
While demand for housing has increased, the supply of
housing is shrinking. This causes prices to rise. In San
Francisco — a city that has seen fairly robust job growth
of late — only 4,000 housing units have been added
over the past three years, a period during which the
city has added roughly 10,000 households, according to
RealtyTrac.
According to RealtyTrac, a renter would need a
qualifying income of $95,652 in 2014 to afford a typical
three-bedroom San Francisco rental.
Continued Next Page
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TOP 10 MOST EXPENSIVE HOUSING MARKETS IN 2013
(County w/ 800,000 Population or More)

Rank

County Name

2013 Monthly
Mortgage Payment

2014 Monthly
Mortgage Payment

YoY Pct Change in
Payment

1

San Francisco, CA

$3,943

$4,762

21%

2

Hudson County, NJ

$2,390

$2,973

24%

3

Collier, FL

$1,952

$2,560

31%

4

San Mateo, CA

$2,855

$3,548

24%

5

Santa Cruz, CA

$2,232

$2,921

31%

6

Marin, CA

$2,927

$3,707

27%

7

Leon, FL

$1,239

$1,786

44%

8

Los Angeles, CA

$1,420

$1,987

40%

9

San Luis Obispo, CA

$1,585

$2,091

32%

10

Santa Clara, CA

$2,276

$3,112

37%

Source: RealtyTrac

The overheated Bay Area rental market is so
competitive that new rental services have sprouted. Real
estate broker Wendy Willbanks, owner of SheMovesYou.
com, helps connect renters with landlords. She refers to
herself as a rental scout, or “rental concierge” service,
which does the legwork for apartment hunters — for a
fee. She picks up her clients in a Towne car and takes

The face of the American Dream
is rapidly changing. Nine out of
10 people I know rent.
It’s just what you do now.
—Wendy Wilbanks
them to preview rentals.
“In San Francisco, renters are real specific about the
district they want to live in,” said Willbanks, referring
to some of the more popular areas, including Mariana,
Pacific Heights, SoMa and Russian Hills. “Just to get your
foot in the door in Pacific Heights will cost you $4,000 a
month for a 2-bedroom apartment.”

Wendy Wilbanks
Sales Agent/Owner
SheMovesYou.com

Willbanks, who said the rent spikes were astounding,
said demand exceeds supply. She helps renters finds
apartments in San Francisco, many of them newly minted
nouveau riche young technocrats from big technology
companies such as Facebook, Google, Twitter and Zynga,
and the start-up scene that surrounds the Bay Area’s
creative class. She said the young tech workers prefer
to rent over buying in part because the home prices in
Continued Next Page
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tech-saturated San Francisco are even more prohibitively
expensive than rents.
“The American Dream is changing,” said Willbanks,
referring to the young tech works she works with. “We
rent cars. We outsource everything. It’s so different. The
face of the American Dream is rapidly changing. Nine out
of 10 people I know rent. It’s just what you do now.”
Hemmed in by the sea on a peninsula
that cannot be built outward, demand for
San Francisco housing has increased, but
the supply of housing isv relatively flat.
This causes prices to rise. The U.S. Census
puts the vacancy rate of apartments in
the Bay Area at 3.2 percent versus 8.2
percent nationally.
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Accidental Landlords or ‘ Renters in Waiting’
Homeownership rates might be overstated because they
don’t take into account the millions of borrowers who are
at least 90-days late on their mortgage payments. Clearly,
fewer households now owe more on their mortgage than
their house is worth, but it remains a substantial challenge.
These delinquent borrowers shouldn’t be classified as
homeowner, but rather as “renters in
waiting.”

Los Angeles
In Los Angeles, rents continue to rise in
Southern California as well.

With a sizable number of
delinquent borrowers and millions of
homeowners hopelessly underwater
on their mortgages, America’s rental
ranks could continue to swell. Another
239,470 borrowers were deeply
underwater and in the foreclosure
process. Many of these household
could become renters soon. (See Chart
Fewer Homes Deeply Underwater on
page 3)

Los Angeles broker Ellie Balderrama,
who lists rental properties in Los Feliz,
Silver Lake and Atwater Village for
TheRenterGirl.com, said investors can
get $1,000 a room for rentals in the three
areas she works. “Tenants are willing
to pay the price if the product is nice,”
said Balderrama, referring to remodeled
apartments. “A studio can fetch $1,000,
while a three-bedroom can rent for
$3,000 a month.”

Median Income Falling
“Median income of Americans today
is lower than it was a decade and a
half ago; and the median income of
a full-time male worker is lower than
it was more than four decades ago,”
wrote Joseph Stiglitz, the Nobel Prize
economist in the Financial Times.
“Meanwhile, those at the top have
never had it so good.”

In Los Angeles County, the minimum
qualifying income needed to purchase
a median-priced home is more than
$95,000, up from about $68,000 in 2012.

Ellie Balderrama
Broker
TheRenterGirl.com

Tenants are willing
to pay the price if the
product is nice.
A studio can fetch
$1,000, while a threebedroom can rent for
$3,000 a month.

As a result of the rising rental costs,
members of the middle class who decide
to stick it out in California often find themselves living in
less fashionable communities outside of Los Angeles, far
away from work. That’s the story of the Inland Empire,
the vast stretch of desert plains east of the greater Los
Angeles area, where nearly 40 percent of the population
commutes to work in Los Angeles, Orange or San Diego
County.

The middle class in America is
steadily eroding, according to Stiglitz.
With income growth stagnant or
declining, and prices for necessities like
health care and education on the rise,
the middle class is shrinking. Americans
are working harder than ever, but their
paychecks are not reflecting that.
Since the Great Recession began in 2007, median
household income has steadily declined the last five
consecutive years, according to the U.S. Census.
Median household income in 2012 was $51,017
a year, down from $55,627 in 2007. According to the
Continued Next Page
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UNDERWATER PROPERTIES AND FORECLOSURES
Other Active Properties with Mortgages

Deeply Underwater Not in Foreclosure

Deeply Underwater in Foreclosure

39,961,219

9,274,126

81%

19%

9,034,656

18%

239,470

1%

Census report, the high point of household income in the
U.S. was back in 1999, when it was $56,080. The report
also showed 46.5 million Americans are mired in poverty.
The following figures come directly from the report:

For the short term, rents are only going to get higher
— imposing severe strain on the poor, on young people
and on those whose credit history locks them out of the
mortgage market. For landlords, there’s nothing but good
news.

MEDIAN INCOME FALLING

“The financial crisis put a damper on big houses far
away from the city,” Robert Shiller, co-founder of the
Case-Shiller index, told CNBC. “There’s a new urbanism
afloat. Housing is not monolithic. I think there might be a
trend towards more urban living.”

2007: $55,627
2008: $53,644
2009: $53,285
2010: $51,892
2011: $51,100
2012: $51,017
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MY TAKE By Dr. Kenneth T. Rosen

Chair, Fisher Center for Real Estate and Urban Economics, University of California, Berkeley

Tight Credit Conditions Squeezing Out Homebuyer Inventory
We are coming out of
a period of historically
low interest rates and
historically low house
prices.
Unfortunately,
private equity firms and
other investors were
better able than average
citizens to purchase
homes
at
bargain
prices. Now, interest
rates are creeping up
and home prices gained
10 percent in value in
each of the past two
years. We worry that
this rare opportunity
to encourage homeownership for low- and moderateincome individuals has been squandered. We are
specifically concerned that young people today who are
approaching their thirties rather than being ready to
think about home ownership are just barely out of their
parents’ house and getting their first apartment. The
housing market functions as a virtuous circle, starting
with the first-time homebuyer and progressing to the
trade-up buyer and on to the downsizing buyer. This
much stickiness in the housing market creates systemic
problems that perpetuate sluggish sales.
While low savings for down payments are part of the
problem, the larger impediment for first-time and lowand moderate-income homebuyers is the current state of
the mortgage market. Currently, the federal government
is supporting nine out of 10 loans, with private lenders
only lending to the very well off. Unfortunately, the
federal government is similarly focused on borrowers
with credit scores of 760 and above. GSE borrowers’ FICO
scores have elevated to more than 750 from an average
723 in 2003. Worse, FHA borrowers’ FICO scores have
increased to 698 in 2013 from an average of 658 in 2009.
Credit this tight leaves far too many potential buyers
on the sidelines. At the same time, new regulations

have come online as of January 2014 that are reframing
the mortgage underwriting process. The Consumer
Finance Protection Board under Dodd-Frank has defined
what it considers a qualified mortgage or QM. Further
encouraging the current Federal dependence, a loan is
automatically considered QM if purchased by Fannie
Mae or Freddie Mac.
We do understand, of course, that tight credit
conditions and new Federal standards are in response
to the 2008 mortgage bust. The 2004 to 2008 period
was a highly unusual period of high risk driven by the
expectation that house prices would continue to rise.
When house prices reversed nationally for the first time
since the Great Depression, both risky-loan products
that categorized that era and traditional loans went
delinquent as home values slipped below the amount
homeowners owed on their mortgages. In the aftermath,
many families, individuals and investors lost their homes,
with more than 4.5 million foreclosures. The worst
credit damage was done to low- and moderate-income
households.
Dodd-Frank was passed to outlaw the bad loan
products that made that era so dangerous, and to create
a future system that would be safer for consumers and
that would protect the U.S. taxpayer. That the bad loan
structures — subprime, Alt-A, short-term hybrid ARMS,
low documentation and interest-only (outside of the
jumbo market) — have been eliminated is a good thing.
That we have created a system where credit is limited
to those who are better off is simply not sustainable
going forward. Far from being the norm, the 2004 to
2007 bubble years were an aberration in five decades of
successful lending. As more than 40 years of experience
proved, credit can be made widely available with strong
underwriting and good performance.
We are concerned, however, that a new mortgage
finance system is being built that will only sustain today’s
tight credit conditions. The new regulations increase the
cost of making a loan and decrease lender discretion.
Continued Next Page
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We are concerned that many lowand moderate-income families will
be forced to remain renters not by
their own choice, but as a result of
the cumulative impact of regulatory
rules seeking to create a limitedrisk environment.
—Dr.Kenneth T. Rosen
Traditionally, before the dominance of credit scores, a
lender would look at employment, income and other
compensating underwriting factors to approve a loan.
Under the proposed rulings, lenders will be looking
for each borrower to achieve certain parameters for
QM safe-harbor and deem other borrowers ineligible.
Historical practice is evidence that many working
families and individuals can qualify on the basis of
income and assets that otherwise do not meet today’s
excessive FICO and debt-to-income (DTI) terms.
Prior to the economic downturn, a 620 FICO with 5
percent down was an insurable prime loan. In today’s
conventional market, 680 is the new 620. That line of
demarcation is simply too high and squeezes too many
families into higher-cost loans or out of the housing
market completely. We are concerned that many lowand moderate-income families will be forced to remain
renters not by their own choice, but as a result of the
cumulative impact of regulatory rules seeking to create
a limited-risk environment.
An important element of the 40-odd successful years
of mortgage lending was that there was both a robust
primary and secondary market for mortgages. Because
so many of the bad loan products were securitized and
defaulted in the mortgage bust, there is concern about
restarting the securitization market. Securitization, we
would argue, is critical to broadening access to credit.
In the 1980s and 1990s, the expansion of agency
securitization and growth of private securitization made
30- and 15-year loans available across the country at the
same interest rate. Previously, there was tremendous
regional variation and areas of the country where families
could not get a mortgage. Access to credit was increased
through the originating and pooling of a range of credits
from stronger to somewhat weaker that resulted in the
creation of mortgage-backed securities that offered both
good profitability and an acceptable, predictable, low
delinquency rate. It is our belief that the combination of
pooling and securitization will create good performing
loans, a profitable business for the lender, attractive risk/

9
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return options for investors and access to credit to the
widest number of potential borrowers.
It is important to recognize that even in the prior
more-open credit environment, homeownership was
more accessible to white, higher-income, traditional
family households than minority households. The Home
Mortgage Disclosure Act shows the problem both in far
fewer applications by African Americans and Hispanics,
and still-fewer originations (a reflection of stringent credit
policies). African Americans represented only 3.8 percent
of applications and 2.3 percent of originations in 2012.
Hispanics represented 5.9 percent of applications and
only 4.9 percent of originations. All one need do is look
at the diverse and multicultural nature of our nation; the
Joint Center for Housing Studies of Harvard University
projects communities of color will account for more than
70 percent of net household growth between 2013 and
2023. The mortgage finance system is simply not keeping
up with today’s reality.
We believe that changes can be made to the current
system to make it more equitable and for the greater
good of the housing market and the economy. We
recommend:
1. Ensuring that the Qualified Mortgage provides access to
low- and moderate-income families;
2. Ensuring that the mortgage finance system utilizes
pooling of risk and securitization to expand opportunity and
to create investment options;
3. Ensuring that the system builds and supports
a pipeline of future home buyers that are willing to save and
improve their credit quality for homeownership; and
4. Ensuring that the system achieves access for
first-time home buyers and low- and moderate-income
buyers with loan products and terms that result in few
foreclosures.

Dr. Kenneth T. Rosen is chairman of the Fisher Center for Real
Estate and Urban Economics and Professor Emeritus at the
Haas School of Business at the University of California, Berkeley.
He is also a trustee of the Urban Land Institute and a member
of the board of directors of several non-profit and for-profit
entities that deal with real estate finance and development.
He has authored over 100 articles and four books on real
estate and real estate finance. Dr. Rosen received his Ph.D. in
Economics from the Massachusetts Institute of Technology, and
a B.A. with highest honors from the University of Connecticut in
1970. He was a Professor of Economics at Princeton University.
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NEWS BRIEFS
Real Estate Tax Reform Proposed
On February 26, House Ways and Means Committee chairman
Dave Camp, (R-Mich.), unveiled his proposal to reform the
federal tax code. The draft includes dozens of provisions that
would affect real estate, and many are overwhelmingly negative.
Homeownership is the source of the biggest tax deductions
for the average taxpayer. Your property taxes and the interest
you pay on your mortgage are both deductible, saving taxpayers
about $100 million in 2014, according to a congressional
estimate. Camp’s bill, however, would end the deduction for
property taxes, and cap the mortgage-interest deduction at
$500,000 in mortgage debt.
Here are three proposed changes that will hurt both
homeowners and real estate investors: Limitation on
Deductibility of Mortgage Interest. Under section 1402, which
covers mortgage interest deduction, the Camp plan would
reduce the current law’s mortgage loan limit from $1 million to
$500,000 in four annual increments of $125,000 each. Thus, for
the first year, the limit would be reduced to $875,000, for the
second, it would be $750,000, and so forth. Currently you can
deduct mortgage interest up to $1 million.
Exclusion of Gain from Sale of Principal Residence. Under
section 1401, Camp wants changes to the exclusion of gain from
the sale of a principal residence, currently $500,000 for a couple
and $250,000 for a single buyer. The Camp plan would modify the
current-law exclusion to provide that instead of the home having
to be owned and used as the taxpayer’s principal residence for
at least two out of the previous five years, the property would
have to be owned and used by the taxpayer as his or her
principal residence for at least five of the previous eight years.
Repeal First-time Home Buyer Tax Credit. In section 1310,
Camp proposes the repeal of the first-time home buyer tax
credit of $8,000.

SOURCES: House Ways and Means Committee, NAR

Ocwen Probed For ‘Conflict of Interest’
Ocwen Financial, one of the nation’s largest non-bank mortgage
servicing companies, is being investigated by New York State’s
top banking regulator about concerns of “potential conflicts
of interest” between Ocwen and other public companies with
which it has relationships.

Ocwen, which is based in Atlanta, is headed by William C.
Erbey and has mushroomed in recent years as major players
like Citigroup, Wells Fargo and other banks retreat from the $10
trillion mortgage servicing business.
Benjamin M. Lawsky, head of New York’s Department of
Financial Services, said he was concerned that potential conflicts
between Ocwen and four other publicly traded companies of
which Erbey is chairman.
In December, Ocwen agreed to a $2.1 billion accord to
settle allegations by federal regulators that it had mistreated
homeowners without admitting wrongdoing.

SOURCE: Bloomberg

New Homes Keep Getting Bigger
America’s families may be shrinking, but new homes keep
getting bigger.
The average home size has continued to rise for the past
four years, from 2,362 square feet in 2009 to 2,679 square feet
in 2013, according to the National Association of Home Builders.
As homes get bigger, so does the average sales price, rising from
$248,000 in 2009 to $318,000 in 2013. To find out why homes
are getting so big you need to look at who is buying them.
The median income of new-home buyers has steadily
climbed from $91,768 in 2005 to $107,607 in 2011. Meanwhile,
during the same period, the number of new-home sales has
dramatically declined, from 1.28 million to 306,000.
The features that builders are most likely to include in a
typical single-family home in 2014 are a walk-in closet in the
master bedroom, a laundry room and a great room, according
to the latest survey by NAHB. According to builders, granite
countertops, a double-sink and a central island will likely make
the cut in the kitchen as well as a linen closet and a private toilet
in the bathroom.
Conversely, the most unlikely features to show up in 2014
homes are laminate kitchen countertops, an outdoor kitchen, an
outdoor fireplace, a sunroom, a two-story family room, a media
room, a two-story foyer and a whirlpool in the master bathroom.

SOURCE: National Association of Home Builders
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LEGAL BRIEFS
Federal Lawsuit Alleges Kickbacks
A couple is suing one of Maryland’s largest real estate
brokerages and a title company for more than $11.2 million
in damages, alleging the firms had financial ties that violated
federal law.
A federal district court’s decision to certify a class-action
suit against the Creig Northrop Team P.C., which is affiliated
with Long & Foster Real Estate Inc., is sounding the alarms for
brokerage firms that have marketing agreements between
themselves and settlement service providers.

The bill, which passed swiftly with no floor debate, is the
latest attempt to deal with the serious problem of so-called
zombie property. This is property which has been abandoned
following the commencement of a foreclosure but for which
no foreclosure has been completed.
The new law would require creditors to notify the local
municipal clerk and make the foreclosing lender maintain the
property during the foreclosure process. Attorney General
Eric Schneiderman is seeking a similar approach for New
York.

SOURCES: Law 360, PolitickerNJ

The Consumer Financial Protection Bureau is actively
probing marketing agreements and other forms of affiliate
business dealings and it is preparing at least several
enforcement actions involving realty firms.

Mortgage Hackers Accused of
Stealing $100,000

The case — Patrick Baehr et al v. The Creig Northrop Team
P.C. et al — was filed last year and alleged that the Northrop
Team received more than $500,000 in kickbacks in violation
of RESPA from Lakeview Title Co. Inc. over a period of years.
A hearing in U.S. District Court in Maryland is scheduled for
mid-May. Judge William D. Quarles is the presiding judge in
this case.

Two Californians face up to 35 years in prison if convicted of
federal charges of hacking into mortgage brokers’ computer
servers to steal personal information from more than 4,000
victims and siphon $100,000 in funds from the accounts.

The federal Real Estate Settlement Procedures Act
(RESPA) prohibits payments between realty service providers
in exchange for referral business. The law prohibits people
from giving or accepting referral fees or kickbacks in relation
to settlement services.

SOURCE: The Baltimore Sun

NJ Passes Zombie Maintenance Bill
On Feb. 27, the New Jersey General Assembly passed
legislation that would empower municipalities to compel
creditors to maintain residential properties if they become
vacant as a result of foreclosure, a measure aimed at
combating neighborhood blight.
In a 72-2 vote, the Assembly overwhelmingly approved
Assembly Bill 347, which would allow municipalities to make
creditors responsible for the upkeep of residential properties
should homeowners vacate the property due to a foreclosure.
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Jason Ray Bailey, of Chula Vista, and Victor Alejandro
Fernandez, of Mammoth Lakes, both 38, are charged with
computer hacking and conspiracy to commit wire fraud, the
U.S. Attorney’s Office said.
The conspiracy allegedly stole personal information from
about 4,200 customers between December 2012 and 2013,
and used the stolen information to “to impersonate the
mortgage customers, open credit lines in their names, and
steal their assets, according to the charging documents.”
Although both men are from Southern California, and the
allegedly stolen money was wired to U.S. bank accounts in
the San Diego and Calexico areas, the U.S. Attorney’s Office
claims the conspiracy is or was based in Tijuana.
The maximum penalty for conspiracy to commit wire
fraud is 30 years in prison and a $1 million fine. Computer
hacking is punishable by up to 5 years in prison and a $250,000
fine.

SOURCE: Courthouse News Service
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EDITOR’S NOTE: This month. we are launching a news section — Financial News.
The new section will feature short news items about banking, consumer financing,
mortgages and housing finance.

Banks: BofA Junk Mail Blunder
Bank of America, the country’s second-largest bank, found
itself doing damage control in February after mailing a credit
card offer addressed to “Lisa is a Slut McIntire.” While the bank
has since apologized to McIntire — a 32 year old San Francisco
writer whose middle name is not “Is a slut” — the marketing
gaffe quickly made the rounds on Twitter. The mailer was part
of joint marketing effort between the bank and Golden Key
International Honor Society, which said someone inserted the
insult into McIntire’s name, the Los Angeles Times reported.

Banks: Barclays to Shed 12,000 Jobs
Barclays, Britain’s third-biggest bank, announced in midFebruary it would slash up to 12,000 jobs, or 8 percent of its
workforce, as part of a painful restructuring that began last
year. The announcement coincided with steep loses of almost
$845 million, driven partly by restructuring costs and $545
million in litigation and regulation penalties. The bank has
already cut about 7,650 jobs so far as part of its restructuring.
It currently has 140,000 employees, said the NYTimes.com.

Banks: Big Banks Finish Paying $20 Billion
Mortgage Settlement
The nation’s largest banks have met their obligation to
provide relief to struggling homeowners under the $25
billion national mortgage settlement. On March 18, the courtappointed monitor of the settlement said Bank of America,
JPMorgan Chase, Wells Fargo, Citigroup and Ally Financial
had all completed their requirements to offer borrowers aid
in the form of loan forgiveness, short sales, forbearance or
refinancing, according to The Washington Post.

Consumer Finance: Wells Fargo’s Foreclosure
Process Draws Fire
Wells Fargo, the nation’s largest mortgage lender, has come
under fire over allegations that the mortgage servicer developed
written internal procedures to fabricate foreclosure papers on
demand, according to papers filed March 11, in a New York
federal court. Bankruptcy attorney Linda Tirelli has unearthed a
150-page Wells document that she says outlines “a step-by-step

MARCH 2014

procedures” for Wells Fargo’s lawyers to request retroactive
documentation that another lender has signed over a loan to
the bank. Such documents, known as endorsements, is needed
to prove that Wells Fargo now owns the loan and has a right to
foreclose on a borrower, reports National Mortgage News.

Finance: New York Takes London’s Crown as
Top Financial Center
New York knocked London from its position of the world’s
global financial center after seven years, according to Global
Financial Centers Index compiled by London-based consultancy
Z/Yen. London slipped from the top of the global ranking,
scoring 784 against 786 for New York, the report said. Hong
Kong and Singapore took third and fourth place respectively.
But the gap between the “big Four” and the chasing pack, led
by Zurich, Tokyo and Seoul, was narrowing, Reuters reported.

Housing Finance: Senators Agree to Ax Fannie
and Freddie
The days of Fannie Mae and Freddie Mac may be numbered,
according to two key Senators who announced a bipartisan
agreement in mid-March to overhaul the housing finance
system. Sen. Tim Johnson, (D-S.D.), chairman of the Banking
Committee, and Sen. Mike Crapo, its senior Republican from
Idaho, want to wind down the companies and replace them
with a new federal agency that would offer government
guarantees for mortgages. Until now, lawmakers have been
at odds about how exactly to shut down Fannie and Freddie,
which the federal government took over in 2008 as they neared
bankruptcy from bad loans guaranteed during the subprime
housing boom, the Los Angeles Times reported.

Mortgages: Goldman Sachs: GSE Reform Likely
to Raise Mortgage Cost Goldman Sachs
Goldman Sachs analyst Alec Phillips issued a warning that
the passage of government-sponsored enterprise (GSE)
modification initiatives will lead to higher costs associated with
mortgage origination. “While greater reliance on private capital
has political appeal, it is apt to result in higher borrowing costs
compared to the current federally backed system,” Phillips
said, reported HousingWire.
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STATE SPOTLIGHT

Roses Rising Out of the Thorns in Ohio Housing
By Daren Blomquist, Executive Editor

Brian Stark has been through the ups and downs of Ohio
real estate as an investor for more than a decade, but he
still hasn’t lost his passion for this battered and bruised
market.
“Real estate investors from all over the world are
coming to Northeast Ohio because Northeast Ohio
has a unique market position,” said the one-time florist
from Cleveland who sold his business to a grocery chain
15 years ago and decided to use the proceeds as seed
money to start his real estate venture.
“I’ve bought, sold, owned, operated lent on or
managed 2,000 or 3,000 properties,” Stark said, noting
that the real estate investing company he established
with his brother, Paul, a contractor, buys both to rehab
and sell for a profit and also to hold for rental.
Beautiful Buy-to-Rent Opportunities
Stark sees the best opportunity in the buy-to-rent field,
particularly for out-of-state investors who are interested
in more passively investing and don’t have the ability to
manage a quick fix-and-flip deal in person.

MONTGOMERY COUNTY (DAYTON) PRICES & RENTS

“You can purchase a property inexpensively enough,
rehab it inexpensively enough and rent it for enough
… that the net operating income as a function of your
investment generates a double-digit return,” he said of
the Northeast Ohio market, in and around Cleveland.
Stark provided the following example of a typical
rental property investment in his market:

Purchase price

$25,000

Responsible Rehab

$20,000

Monthly Rent

$800 per month

Annual Net
Operating Income

$4,800 (11% of $45,000 initial investment)

“An investor now has an asset purchased and
repaired below market value which generates a doubledigit return and which is subject to market appreciation,”
said Stark of this typical investment opportunity.
Continued Next Page

HAMILTON COUNTY (CINCINNATI) PRICES & RENTS
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CUYAHOGA COUNTY (CLEVELAND) PRICES & RENTS

FRANKLIN COUNTY (COLUMBUS) PRICES & RENTS

Stark said he and his brother are working with foreign
investors from as far away as South
Africa, Israel, Italy and China, and as close
as Canada, all of whom recognize that
despite being down, the Cleveland market
is not out — and the very fact that it is
down makes it a prime opportunity for
those investors.

after prodding from the state attorney general and even
the White House in an effort to have some
solid research supporting the reallocation
of so-called “Hardest Hit Funds” — $7.6
billion distributed by the U.S. Treasury to
18 states, including Ohio.

“Here in Cleveland we think everything
sucks,” he said, noting that the same
market looks pretty good to a Chinese
investor. “He’s going to get cash flow now,
he’s going to get depreciation, and he’s
going to get appreciation … You certainly
can’t do that in New York, LA, Chicago.”
Investors Created Thorny Problems
But the out-of-state and out-of-country
investor influx into Northeast Ohio may
have heightened the pain of the housing
crisis in the region, argued Frank Ford,
senior policy advisor at the Western
Land Conservancy Thriving Communities
Institute, a nonprofit organization with a
motto of “From Vacancy to Vitality.”

Frank Ford
Senior Policy Advisor

Western Land Conservancy
Thriving Communities Institute

There is almost
a higher degree of
irresponsibility with
the out-of-state
investors.
…. They aren’t looking
at anything, it’s
just a gamble.

The hardest-hit funds were originally
meant to target unemployed and
underemployed borrowers, but many
local observers like Ford and the director
of the Thriving Communities Institute
— former Cuyahoga County Treasurer
Jim Rokakis — believed at least some of
those funds would be well spent going to
address the issue of vacant/abandoned
homes littering city neighborhoods.
Titled “The Role of Investors on The
One-to-Three Family REO Market: The
Case of Cleveland,” the study analyzed
nearly 73,000 post-foreclosure (REO)
transactions on nearly 39,000 properties
in Cuyahoga County, where Cleveland is
located, between January 2000 and March
2013.

One of the study’s several conclusions
was that “the problem of blighted homes
Ford co-wrote a Harvard Universityemerging out of foreclosure and REO
sponsored study evaluating — among
has been further compounded by the
other facets of the Cleveland real estate
—Frank Ford
irresponsible manner in which they have
market — the impact of out-of-state
investors. The study was published in December 2013 been disposed and traded,” referring to investors, many
Continued Next Page
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of them out of state, who would buy up foreclosed
properties in bulk and then re-sell them without making
any improvements.
The study found that during the worst of the
foreclosure crisis in Cleveland — roughly between 2005
and 2010 — banks saddled with massive inventories of
foreclosed properties were selling those properties “via
bulk sales to investors who do little or no due diligence
to determine what they are buying. After acquisition,
properties may be ‘flipped’ to another investor, or
sold sight unseen to a buyer on the internet, without
improvements.”
Ford pointed to a prime example of this provided in
the study:
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inspired with the idea of investing in real estate.”
But most of these investors, if not all, have moved
out of the Cleveland market for a fairly simple reason,
according to Ford: proper code enforcement of properties
in the city.
“They didn’t count on the fact that Cleveland’s code
enforcement system … would start to ramp up and
start to move,” he said, noting that one local judge was
particularly aggressive in slapping these investors with
contempt-of-court fines when they would not show up to
explain their code enforcement violations. According to
Ford, some of the investors racked up total fines of more
than $10 million.

1232 ADDISON TIMELINE
1909

House built

02/22/05

Barbara Brown buys house for $85,000

02/22/05

Brown obtains an adjustable Rate Mortgage from Argent for $72,250

09/08/05

Wells Fargo files foreclosure

10/05/05

Transfer of the mortgage from Argent to Wells Fargo is filed with
the County Recorder (one month after the foreclosure is filed)

11/12/08

The property is sold by Sheriff Sale to Wells Fargo

11/09/09

Wells Fargo sells the house to Best Buy Properties for $2,500

11/16/09

7 days later Colin Hawes (in England) buys the house for $4,150

107/07/11

PBS NewsHour posts an investigative report on YouTube
http://www.youtube.com/watch?v=t-0PsdLqOeg

“We got some pretty
strong statements from
them saying, ‘we’re not going
back to Cleveland because
of the fines imposed by the
judge, whom Ford described
as “sort of a local hero.”
“From our point of view,
that’s considered a victory,”
he said of these problematic
out-of-state
investors
moving out of the Cleveland
market. “These were really
like vultures.”

Cleaning up the Chaff
Although
the
“vulture”
Source: The Role of Investors on the One-to-Three Family REO Market: The Case of Cleveland
investors are now mostly
out of the picture — along
with
the
questionable
“There is almost a higher degree of irresponsibility lending practices that fomented the foreclosure crisis
with the out-of-state investors. …. They aren’t looking at to begin with — the wreckage left behind by those two
anything, it’s just a gamble,” said Ford, who added that destructive forces in Cleveland still needs to be cleaned
the study identified about two dozen of the bad apple up, according to Ford.
investors causing most of the problem in Cleveland.
Ford and his colleagues contacted some of the out-of“What we’re left with, though, is still a significant
state investors and were able to interview five of them.
volume of vacant/abandoned property, but it’s in the
hands mostly of smaller owners,” he said. Ford estimated
“These are not the big institutional property investors the volume of total vacant properties in Cleveland at
like Blackstone,” he noted. “These are from two-person between 12,000 and 16,000. The study he co-wrote found
operations to 10-person operations. … They are fairly that in many cases it was more cost-effective and better
young, they have degrees of some sort, and they got for the surrounding neighborhoods if those homes are
Continued Next Page

15

HOUSING NEWS REPORT

demolished rather than rehabbed.
“On a street with 10 vacant homes do we knock 10 of
them down for $100,000 or do we rehab one for $90,000?
What is the method that will benefit the real estate market?
And the answer is unfortunately demolition,” Ford said
of the study’s conclusion. “None of my colleagues want
demolition, but we want to see the market recover, and
we know it is not going to recover with 12 or 16 thousand
vacant properties in the city.
“The big question for Cleveland is now that
foreclosures have slowed, will the infrastructure we
have for rebuilding, which is mostly demo and some
renovation, will that be able to clean out the bad apples
in the barrel?” Ford asked.
The Harvard study co-written by Ford has helped
open the floodgates of funds for demolition in the last
few months, with $75 million of the proceeds from the
national mortgage settlement devoted to demo, along
with another $47 million in matching funds for a total of
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$122 million from that source, according to Rokakis, the
former Cuyahoga County Treasurer and now the director
of the nonprofit organization that spearheaded the study
in Cleveland.
Rokakis noted that another $60 million will be
allocated for demolition of vacant properties, coming
out of the $300 million allocated to the state of Ohio
through the Hardest Hit Fund. But even the nearly $200
million allocated so far represents just a portion of the
massive problem represented by vacant homes in the
state given that there are an estimated 100,000 vacant
homes statewide. “At $10,000 a house that’s a billion
dollar problem,” Rokakis said.
Fallow Inventory
While bulldozers are revving up to level potentially tens
of thousands of properties across the state, real estate
agents and brokers are running into the problem of low
inventory.
Continued Next Page
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“We’re seeing a major shortage of properties available
on the market,” said Karen Kinder, an agent with Key
Realty in Perrysburg, a hamlet of about 20,000 outside
of Toledo in Northwestern Ohio. I do have several buyers
that are looking for houses, and we haven’t been able to
find enough inventory yet.”
But Kinder thinks that could change come spring as
more buyers with renewed equity will list their homes for
sale.
“I think as we get into spring we’re going to see a lot
more sellers on the market,” she said, noting she thinks
Perrysburg is one of the bright spots in Ohio. “It was just
voted one of the best cities to live in in Northwest Ohio. …
“We have a lot of shopping, beautiful, historic downtown
area. A lot of historic homes along the river.”
A similar trend is playing out in the Columbus, Dayton
and Cincinnati markets, according to Michael Mahon,
broker of record and executive vice president at HER
Realtors, which covers those three markets and is the
state’s largest brokerage in terms of units sold.
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“We’ve gone through an extremely harsh winter.
You’re seeing a decrease in sales activity in January
and a good part of February,” Mahon said, adding that
slowdown is creating pent-up demand that is starting to
become evident in the form of incoming inquiries from
prospective buyers. “Our phones are ringing off the
hook.”
Investor Interest Blooming
Some of that demand is coming from institutional
investors, companies interested in purchasing hundreds
or thousands of single family homes as rentals, according
to Mahon.
“We have seen the big hedge fund investors entering
into particularly Columbus and Cincinnati markets, trying
to buy up portfolios of distressed properties and then
turning those properties into rentals,” he said, noting that
also is contributing to the low inventory available.
Mahon is confident that the pent-up demand will
Continued Next Page
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be met with supply from homeowners who now have
regained much if not all of the equity they lost over the
housing slump.
“I believe you’re going to see for the people who
understand the market dynamics, the law of supply and
demand. They’re going to be able to put their home on
the market,” he said, noting that most
of the so-called shadow inventory of
foreclosures will not create a massive
imbalance in the market going forward
either. “We’re not seeing the big delays,”
he said, referring to the foreclosure
process. “If someone is in default they
are processing the foreclosures in a
more timely manner, and that is being
turned into available inventory as that
comes back.”
Mahon did lament a “dramatic
decrease” in short sales, which he
attributes to the expiration of the
Mortgage Forgiveness Debt Relief Act at
the end of 2013. “It would be nice if they
would get their act together and extend
that,” he said.
Robin Lemmons, an agent with
Coldwell Banker King Thompson who
works as a team with her husband, Rick,
in the Columbus market, said that drop in
short sales is affecting her core business
over the past few years.

said investors willing to take on more scratch-and-dent
properties can still do well.
“Distressed properties are being purchased by investors,”
she wrote. “Traditional buyers are still looking for a home
they do not need to fix up. Investors are making a killing by
cleaning up these properties then renting them out. Because
of all the short sales and foreclosures,
previous home owners need to rent.
They prefer a single family home over an
apartment.”
Kinder, the agent in Perrysburg, also
said opportunity is good for investors
looking to buy and rent in her market.
“I just had one buy a foreclosure in
Perrysburg around 85 (thousand) and he
had it fixed up and rented within three
weeks of closing,” she said, noting that
entry-level homes in her market typically
go for around $130,000.

Michael Mahon
Broker, HER Realtors

We have seen the
big hedge fund
investors entering into
particularly Columbus
and Cincinnati markets,
trying to buy up
portfolios of distressed
properties and then
turning those properties
into rentals.

“My niche has been short sales for
several years,” Lemmons wrote in an
email, explaining she and her husband
identify homeowners in foreclosure who
may be in need of a short sale using
RealtyTrac and send direct mailings to
those homeowners. “Last year, I closed 30-plus short
sales. Banks are getting more and more difficult to work
with. Short sales are actually taking longer now than they
used to. The process was supposed to improve and take
less time. Instead, it has become worse. Guidelines are
continually changing.”
Fewer distressed properties means the market is
moving back to “normal”, according to Lemmons, but she
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Kinder noted that she is not working
with many out-of-town investors, but
mostly local investors, many of them
former clients.
“Most of them that I’m working with,
my current investors, … are clients that
purchased their residence through me
and now they’re coming back to purchase
their investments,” she said.

Stark, the real estate investing veteran
of 15 years in Northeast Ohio, said
investors, whether local or out of state,
should carefully assess any property
they purchase, ideally in person or at the
very least with the help of local boots on
the ground that they trust.
“You have to work with a reputable realtor or an
experienced real estate investor to find those deals. It takes
work. And you have to do your numbers,” he said.

HOUSING NEWS REPORT

MARCH 2014

BOOK REVIEW
The Downtown Crowd: Embracing Walkable Cities
By Octavio Nuiry, Managing Editor

New Urbanism is like Swiss cheese; it’s full of holes.
The lofty New Urbanist ideals — that everyone should
move downtown and live in high-density, high rises, where
everyone walks to work, school, restaurants, theaters
and the grocery store — are unpractical and unrealistic
because most American’s can’t afford to live downtown.
Many of America’s newly gentrified downtowns are too
expensive for the middle class; only elites can live — and
walk — in the city.

Still, “walkability” has become the new gospel of the
disciples of new urbanism.
A pair of recently published back-to-the city books
illustrates this point. “Walkable City: How Downtown
Can Save America, One Step at a Time,” (Farrar, Straus
and Giroux, 2012) by Jeff Speck and British historian Leo
Hollis’ book “Cities are Good for You: The Genius of the
Metropolis,” (Bloombury Press, 2013), are the latest titles
in the catechism of walkability. The subtitles of these
books should clue readers into what they preach. Indeed,
if these books had a theme song it would be Petula Clark’s
“Downtown.”

“Walkable City”
Walkability is a big deal in New Urbanism dogma. In
“Walkable City,” Speck — a Washington, D.C.-based city
planner — offers readers a blueprint for making American
cities more pedestrian-friendly. Cities work best, argues
Speck, when pedestrians can safely and easily walk to
most aspects of their daily lives.
“The pedestrian is an extremely fragile species, the
canary in the coalmine of urban livability,” writes Speck,
outlining his “General Theory of Walkability. “Under the
right conditions, this creature thrives and multiples.”
To that end, Speck presents a plan to make American
cities safe and efficient, which he calls “The Ten Steps of
Walkability,” a 10-point step-by-step manifesto for more
walkability, including fewer cars, smaller road, more
trees, improving mass transit, protecting pedestrians and
more complicated traffic patterns.

Walkable City
By Jeff Speck

According to Speck, not only are walkable cities
healthier and more sustainable, but they are key to
economic development in the future.
“Get walkability right, and much of the rest will follow,”
writes Speck, describing his theory that a walkable city is
better than a drivable one.
Continued Next Page
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“Cities are Good for You”
Like Speck, London-born urbanist Leo Hollis genuflects at
the altar of New Urbanism in “Cities are Good for You,”
arguing that cities are where smart people congregate
and create things. While Speck’s focus is U.S. cities, Hollis’
canvas is the global urban rambler, discussing such nonWestern cities as Beijing, Bangalore, Shanghai, Singapore
and Dubai. Hollis tells us that although cities have long
been considered “the destroyer of men” and their souls,
they are, in fact, good for us.
Hollis sees the city as a landscape of limitless
opportunities that may hold the key to humanities
survival, he argues, given we are increasingly “an urban
species.” He reminds readers that the 21st century will be
the age of the city. Already over 50 percent of the world
population live in urban centers, Hollis reminds readers,
and over the coming decades this percentage could
increase to 70 percent by 2050.
“We are in the midst of the largest human migration
in history,” warns Hollis in the preface. “As I write, 150
to 200 million Chinese people are moving between the
village and the city — the equivalent of twenty London’s
or six Tokyo’s. The contemporary city is not what we have
assumed and is about to change once again.”
Hollis’ main thesis is that the Earth is becoming one
vast urban matrix, and “the city is not a rational, ordered
place but a complex space that has more in come with
natural organism such as beehives or ant colonies.” Still,
Hollis doesn’t answer the question of what this means for
urban people living on the street.
But here’s what the back-to-the city boosters like
Speck and Hollis don’t tell you: It is unclear if centralization
and concentration advocated by these two new urban
utopians is sustainable or inevitable — and for most folks
it’s not desirable.
Both “Cities are Good for You” and “Walkable City” are
not concerned about the causes of suburban sprawl, only
that it’s effects, both real and imagined. More people, for
example, are moving from rural areas to the cities risking
more overcrowding and more civil unrest. Reading
these two works was like taking a strouwl through urban
boosterism.
For some Americans, cities are the only place to live. For
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Cities Are Good for You
By Leo Hollis

other folks, “walkability” is not a priority; survival is.
Moving to a city is a choice. Surely, the suburbanization
trend of the last 30 years is reversing, and more people
are embracing urban living like never before, especially
among the young. Indeed, as Hollis points out, the 21st
century is likely to be the age of urbanization, where most
of the world’s population will live in cities.
These books should appeal to architectural students,
city planners, civil engineers and local politicians. Petula,
where are you when we need you?
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