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PREFACE

In response to the mortgage foreclosure crisisfetieral government has committed
billions of dollars to the goal of stabilizing nalgorhoods and helping homeowners in
distress. But the federal largesse is worth littlthe absence of determined leadership in
city and town halls across the country. Municipfficials and staff, together with
community housing specialists and other grassnoarters, are working every day to
shape and implement smart, creative and cost-afesblutions. To paraphrase
Margaret Mead, it is inspired and passionate l@zadership and a healthy dose of
innovative thinking that can truly change the world

What's next for cities as they continue to dig ofuthis crisis, and how can local officials
best respond? These were among the questions laed#nt of a Thought Leaders Forum
on Housing convened at the National League of £die December 2, 2009.

The forum provided an opportunity to explore hogssonditions in communities across
the country in the wake of the economic recessiwhthe continuing foreclosure crisis,
and to assess the responses of government andactbes. The resulting discussion and
insights from the forum participants are capturedhe pages that follow. The group’s
day-long dialogue brought three key themes to ohe: f

1. A broad mix of sustainable housing options — ingigdentals, shared equity, and
owner occupied — must be available to fit the nd/o&individual and family needs.

2. Capacity to address housing in a holistic mannackiding employment, education,
transportation, family services, and commerceat Isest uneven and in need of
improvement at the local, regional, and federatlev

3. Given sufficient flexibility and resources, loca\grnments will achieve innovative
solutions to problems — innovations that can beeshand replicated across the
municipal sector.

NLC thanks the participants for their perspectiaed ideas, and most of all for the
practical advice they offered about steps thatooganization can take to support
municipal leaders and their communities as thegaed to these issues. The
recommendations and ideas contained in these pegesent a considerable resource to
NLC as the organization continues its ongoing workelp improve and strengthen the
unique character of the nation’s communities.

James A. Brooks
National League of Cities
Washington, D.C., USA
January 8, 2010



PART ONE: OVERVIEW AND KEY THEMES

On December 2, 2009, twenty individuals with exigeraicross an array of housing
issues gathered in the Washington offices of thi&goNal League of Cities for a
discussion of current trends and directions inllbcaising practice and national housing
policy. The Thought Leaders Forum on Housing aféered a chance for participants to
advise NLC about steps that the organization dam tim support municipal leaders and
their communities as they respond to these issues.

The full-day discussion was structured to focusig@ants on three key topics in a
morning session: homeless families and local ter-pians to end homelessness; rental
housing; and affordable home ownership. In therafion session, participants
responded to the presentation of a research rdpagipnal Resilience in the Face of
Foreclosures: Evidence from Sx Metropolitan Areas.

Key Themesin the Discussion

This paper includes summaries of the morning atetradon sessions. Among the key
themes that emerged in the course of the day werttiowing:

Mor e coordination needed. Participants agreed that the organizations andcaeen
working on housing issues at the local and fedexals tend to operate in silos. The
discussion at the forum regularly touched on thedrfer enhanced coordination and
integration among government agencies, communisgdbarganizations, social service
providers and others.

At the community level, for example, participantged the importance of municipal
planning, housing and transportation staffs workoggther to coordinate local and
regional responses to the housing crisis. Loealiéilso can do a better job leveraging the
knowledge and capacity of CDCs and other commuraised organizations to respond to
the crisis, and coordinating municipal responseh thie work of nonprofit agencies.

Participants also emphasized the need for moredowairon at the federal level. They
noted that HUD'’s capacity to respond effectivelyhe crisis has been hampered by
program silos within the agency, as well as a lafokoordination between HUD and

other federal agencies (such as the Departmentaoisportation). One speaker noted the
“sedimentary layers” within HUD and suggested thatcomplexity and diversity of
federal funding sources can complicate housingtisois..

Emphasizing a continuum of housing options. Participants talked about the need to
promote new ways of thinking about housing. Magsead that the pendulum has
swung too far in favor of promoting home ownersigthe ultimate goal of local and
federal housing policies. Policymakers and consarsleould consider a continuum of
housing choices and options, including rental hagsiParticipants suggested that local
leaders and their partners should take steps $e ¢n@ stigma associated with renting
and promote it as a viable housing option for miaywiduals and families.



Rather than emphasizing home ownership in andgelfjtforum participants suggested
that the goal should be “sustainable” or “respdesibomeownership. This means
ensuring that people are in homes they can affand that provide access to
transportation, quality schools and other needw),then providing support as needed to
help keep people in those homes.

In search of creative solutions. Participants touched on a variety of creativeonyst
that local governments and other actors shouldoegb address housing problems in
their communities. Some participants, for exampt#ed the promise of “rent-to-own”
programs in reducing homelessness and providingppimg-stone to home ownership
for lower-income individuals and families.

Other participants noted the potential impact @fretd-equity homeownership where the
government helps an individual or family purchaseme and shares in the benefits of
home price appreciation. Community land banksland trusts also were cited as
potential avenues for local governments and thesitners to consider as they seek to
create more affordable housing opportunities ifr t@mmunities.

Building financial and consumer literacy. Forum participants agreed that any response
to the housing crisis must include efforts to bgtdater financial literacy among
consumers. In particular, people need help uraledstg that owning a home is not
always the answer, especially if it doesn’t makessefor them financially.

Several participants said there is a need to chaogeconsumers and the nation think
about homeownership. Too many people today viei ttomes as an investment and
not as shelter. This attitude has led many loveine families to purchase homes in
undesirable neighborhoods with high crime and iafeschools, when they could have
paid the same amount or less to rent in a betighberhood.

Participants also emphasized the importance oftazednseling in addition to
homeowner education. Education for consumers csetlssues also can play a role in
combating mortgage fraud, participants said.

Improved local government capacity and the NL C response. Participants said that
local governments need more information and ressuas they seek to respond to the
housing crisis in their communities. They citeanaious potential roles for NLC in
highlighting best practices and in advocating ohdbeof federal actions that support
local capacity to address these issues.



PART TWO: KEY ISSUESIN HOUSING

During the morning session of the forum, particigadocused on three issues: homeless
families and local ten-year plans; rental housary] affordable home ownership. The
discussion centered on recent trends in each sétissue areas and policy responses at
all levels of government. Participants also sutggespportunities for NLC to become
more involved in assisting local leaders and tbemmunities in these areas.

1) HOMELESS FAMILIESAND LOCAL TEN-YEAR PLANS

As of the end of 2008, according to the U.S. Irgerecy Council on Homelessness, 860
cities and counties had partnered in 355 10-yeargao end homelessness. Among the
guestions at the heart of the NLC forum were: whase plans have achieved to date;
how to strengthen these plans; and how to achietiedr progress in reducing
homelessness in America’s cities and towns.

What the ten-year plans have achieved. Michael German of the Interagency Council
said the plans have achieved “documented resuéidiicing chronic homelessness by as
much as 30 percent in some areas. However, berade note of the rise in
homelessness among families and young people é@mtrgears, a rise that other
participants linked to an increase in families st homes to foreclosures, or who have
been pushed out of affordable rental properties.

Strengthening the ten-year plans. There was some discussion among forum
participants about whether or not the ten-yearptas, in fact, “living plans” —i.e., plans
that are regularly updated to address changingroistances.

German asserted that they are indeed living plamsting that they are meant to be
adjusted as needed to address emerging problethers@Ground the table noted that,
from their perspectives, the 10-year plans werebeotg regularly updated to keep
current with local conditions.

Part of the problem, some participants noted |&la of capacity and resources in some
areas to implement their ten-year plans succegsftillooking across the country, you
have some areas, like the Twin Cities, that rdallyw what they are doing, but we need
to think about how to make sure that all areas hla@eapacity and the resources they
need,” said Barbara Burnham of LISC.

Need for resources. The question of resources provoked additionahtteamong the
forum participants. Linda Couch of the NationallLincome Housing Coalition asserted
that the ten-year plans need to be backed by additresources.

“Where is the battle cry for more resources?” Coasked. “We cannot get results with
the resources local governments have today.” 8tedathat investments to reduce
homelessness can produce “huge” cost savings f@argment by reducing costs for
police, emergency and other services.

Karen Anderson of the Family Housing Fund in Minpaas agreed about the need for
more resources, especially given the fact that essaess is on the rise.



German, however, countered that “we have more ressuhan we ever had” to support
local efforts to reduce homelessness. The federsrgment, through the American
Recovery and Reinvestment Act (ARRA) and other miess has increased its
investments. The challenge, German said, is nptdduce new resources but to ensure
that local plans are guided by best practices aisthbss models to ensure success.

In addition, German noted that the Interagency Cbismworking to identify other
funding streams for local anti-homelessness effortduding corporate grants, and that
cities are creating their own dedicated fundingastns for this work through housing
trusts, local parking taxes and other measures.

One participant noted that HUD’s Neighborhood Sizdition Program (NSP) has been
an important resource for cities in connecting vaitlditional resources to address
homelessness. However, another participant salel INS produced “tremendously
uneven” results. There was also some debate #tweffectiveness of the Community
Reinvestment Act (CRA) in providing incentives forancial institutions to increase
their investments in this work.

Palitical will in short supply. As important as resources are to the successalf |
plans, forum participants also emphasized theabpmlitical will. Burnham noted the
contrast between the time when most localitiesbéisteed their ten-year plans (when the
housing market was in significantly better shapmost places) and today. “Right now,
mayors have to decide between paying first respsnateputting money into the
homeless problem,” she said, suggesting that ttessgon made it difficult for local
leaders to support needed investments in redu@ngelessness.

Additional responsesto reduce homelessness. One potential response to the homeless
problem is opening up government-foreclosed progee(those with tax liens) to
homeless residents. Phil Bracken of Wells Fardm gerves on the board of a large
homeless transition center in St. Louis, said higoization is proposing to local

officials that the city do this. “There is no stage of residential real estate and we can’t
sell these properties, so why not make them auailahe said.

Saul Ramirez of the National Association of Housangl Redevelopment Officials called
this a good idea but noted that many foreclosegdgat@s are in significant disrepair and
require investments for renovation. Other foruntipgants noted the promise of “rent-

to-own” programs in reducing homelessness.

Anderson said the political will to address the letess problem will come in part from
regional collaborations; she mentioned the cityrtgyartnership in Minneapolis and
surrounding Hennepin County as a model approach.

Rolesfor NLC. Participants suggested that NLC could play an ingobmpart in
spreading the word about successful local effartetluce homelessness.



2) RENTAL HOUSING

Despite increased vacancy rates and the wave @tlémures brought on by the
recession, individuals and families across the tgusiill are having trouble finding
affordable rental housing. The discussion at th€ fbrum focused on how to expand
and refine existing mechanisms for siting and feiag rental housing so there is an
adequate supply to meet people’s needs.

Demand trends. Jeffrey Lubell of the Center for Housing Poliayted the variable
impact of the housing crisis, as families who Its®r homes have become renters at the
same time that foreclosed properties have beenectad/to rentals. He said there has
been an overall increase in vacancies — due piirtarifdoubling up” among residents.
Looking ahead, Lubell projected rising demand arghea potential shortage of
affordable rental units in many places, as familedarn to the norm of smaller
households in the aftermath of the recession.

German also noted the impact of doubling up orstipply of rental housing. He said
the housing surplus is most evident in middle-died top-tier housing markets. German
predicted that the housing market will bottom euthie next couple of years and those
local governments, particularly in weak marketd| atithat time have a good
opportunity to invest in new rental housing.

Brooke Mueller of the National Association of HoBeilders cited research by the
University of Maryland suggesting that the best wakeep rents affordable is to
increase the inventory of homes. She said projesxsl to be in the pipeline today in
order to deliver four to five years out, addingttlogal governments should take actions
to “allow new supply to come online more quickly.”

However, governments would be wise not to focuslgan buying and developing new
rentals but also on preserving the old, accordin@duch. Cities need to “preserve what
they already have so there is affordable housimagahe when these neighborhoods
rebound,” she said. “When a community loses auri®apartment building, it could
take a decade to get those units back.”

Poalitical will and the backlash against rental housing. Participants suggested that
government efforts to sustain and increase thelgub@ffordable rentals will continue
to be challenged by the public perception of rentéal undesirable. Anderson said that
the same rhetoric that has been used in the paastmate affordable housing now is
applied to renters — many people simply do not i@aihtave renters living in their
communities. Anderson said it will be up to cieatlers, working with their partners at
the community level, to “change the dialogue” cesthissues.

Todd Swanstrom of the University of Missouri, Souis, offered a few suggestions for
persuading suburban local governments and othdreofalue and importance of rental
housing. Supporters of rental housing should abdldut issues such as air pollution and
traffic congestion, and about how distributing adf@ble rental units throughout metro

areas can cut down on traffic and allow people wbdk in a community to live there. In



addition, he suggested taking opponents and slsepti¢ours of well-managed, attractive
rental properties as a way of beating back stepesty

Breaking down silos. Another barrier to meeting the need for rentaldiog at the local
and national levels is the lack of coordination agngovernment actors. Kristin Siglin
of Enterprise Community Partners talked about geslimentary layers” within HUD.
She said the complexity and diversity of federaldimg sources for rental housing can
complicate solutions. Other participants also pegrto “siloing” as a problem at the
federal level.

But local governments, too, can often create tbwin counterproductive silos that limit
effectiveness. Ramirez said that when he was Mafybaredo, Texas, the local housing
authority and the CDBG program each had their olangfor rental housing. He said
similar barriers exist between city planning anddng departments across the country.
“There isn’t a lot going on to encourage commusit@ bring all of these assets to the
table at the same time,” he said.

Others agreed that silos are a key problem and th& convening power of local mayors
and other officials as a possible tonic.

Talking about solutions. Participants identified a number of potentiap@sses to the
ongoing need for affordable rental housing in Ares cities and towns.

Steven Tuminaro of NeighborWorks America emphasthecheed for comprehensive
community revitalization strategies, rather thama-by-unit focus on housing. He said
that when cities take up the issue of affordabh¢alehousing, it is usually in response to
a proposal presented by a private developer.

A better approach, Tuminaro said, is to “take alhaok at the community and its
strengths and weaknesses and its needs” and reapoodiingly. Focusing on rental
housing in and of itself is not enough; cities aleed to pay attention to other
community needs such as childcare, job trainingadtetschool programs. While
admitting that finding resources to meet theseratkeds can be difficult, Tuminaro said
it is essential to ensuring the success of locasimy efforts.

Participants also discussed the impact of inclusipzoning as a solution, agreeing that
it is not a solution in and of itself but that sumdinances must be thoughtfully designed
and implemented in concert with other efforts tpand the supply of affordable housing.

Ramirez noted that the City of Laredo has achie@tde success through the use of
incentives such as reduced impact fees for devedageaffordable housing. He and
others also noted the impact of lease-purchasagenaents and shared-equity
homeownership where the government helps an ing&vidr family purchase a home
and shares in the benefits of home price appreaiati

Rolesfor NLC. Facilitator Barry Zigas of Zigas and Associateghasized the
importance of considering the impact on housinglabdity of the ways in which aid
flows to cities — primarily through block grantsle suggested NLC could play a role in



spurring a national conversation on this questidrile also spotlighting successful local
efforts to break down silos and get better results.

3) AFFORDABLE HOME OWNERSHIP

Given the recent (and continuing) turmoil in hogsmarkets across the country,
participants in the NLC forum wrestled with an grad difficult questions, including: the
degree to which government policies should actieslgourage home ownership; what
more needs to be done to resolve the foreclosisis;cand how to ensure an adequate
supply of affordable housing at the community level

A pendulum swungtoo far. There was a lot of discussion at the forum alio@idegree
to which home ownership should be promoted as @ e@ment of the American dream.
Many participants suggested that the pendulum blippolicy had swung too far in
support of home ownership. Tuminaro said the adepof realtors, home builders and
other business interests had a hand in promotingehmvnership as “an unquestioned
good,” suggesting that the role of government sthdel to “guard against abuses and
over enthusiasm” in the housing markets.

However, Bracken expressed his belief that housifithe main driver of the economic
engine of the United States.” Citing $4 trillionlost real estate value in recent years,
Bracken urged the group to consider “sustainableehownership” as an important goal
for policymakers and the nation as a whole.

Sustainability, Bracken suggested, means ensunatgpeople are in homes they can
afford, and then providing support as needed tp kikeem in those homes. He added that
the United States is at “a critical juncture” +4hwl1 months of inventory of single-

family homes and an “avalanche” of new default§he economic situation is not getting
better, and we need aggressive policy accommoddtiorstem foreclosures and free up
capital for loans, he said.

Participants noted that sustainability also shauitlde consideration of education,
transportation and other issues related to houdindgpell noted that cities may want to
pursue strategies such as land trusts and shatgty-pgrchases to ensure an adequate
supply of affordable housing in areas that are tr@aisportation and job hubs, where he
said prices are likely to rise in the years ahead.

Education, counseling needed. Kheng Mei Tan of HUD said consumers need help
understanding that owning a home is not alwaysttssver, especially if it doesn’t make
sense for them financially. “What is wrong withkiag about rental housing as an
alternative?” she asked, saying that “responsiblfaénownership” should be the goal of
housing policy at all levels.

Tan also cited the importance of education in cdmbanortgage fraud. Lubell agreed,
adding that renters who formerly owned homes maylmmeedit counseling in addition to
homeowner education. For his part, Bracken sugde¢stg mandatory pre-purchase
counseling for homebuyers might be “the only wayptevent housing crises in the
future. He also urged that repaid TARP funds lelus support counseling.



Tuminaro said that for every five potential homednsycounseled by NeighborWorks
America, one ends up in a new home. “And | regaery one of those people as a
success if they end up as educated consumersdidhe Ide said one problem with the
prevailing approach to counseling for home buyethat it is often designed with the
express purpose of getting people to buy homes Wwhare ownership may not always
be in their best interests.

Several participants said there is a need to chaagreconsumers and the nation think
about homeownership. Too many people today view titomes as an investment and
not as shelter. Couch said this attitude has leadyntow-income families to purchase
homes in undesirable neighborhoods with high ciame inferior schools, when they
could have paid the same amount or less to rembetter neighborhood.

Rolesfor NLC. Lubell noted the importance of exchanging infaioraamong
communities about what is working to keep familietheir homes and to stabilize
neighborhoods. He noted that the Center for HguBwlicy is working with LISC on
these issues and would welcome opportunities t&with NLC to help localities
develop a more fine-tuned sense of what works.

Other participants noted that NLC can provide sit\@th encouragement and ideas for
bringing city housing departments together witms$gzortation, public works and schools
so that a city has a coordinated approach to tissses.

Lubell referenced tools available on his organ@at websitewww.housingpolicy.org
Lastly, Tan suggested that NLC get involved in adimg for more stringent education
requirements for brokers.
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PART THREE: REGIONAL RESILIENCE

Todd Swanstrom led off the afternoon session ofdaheém with a presentation on his
research reporRegional Resilience in the Face of Foreclosures. Evidence from Sx
Metropolitan Areas. The afternoon session was designed to prompuisison of the
report and the issues it raises regarding howtbesipport local and regional capacity to
respond to the foreclosure crisis.

REGIONAL RESILIENCE

Swanstrom and colleagues Karen Chapple of the sityeof California, Berkeley, and
Dan Immergluk of the Georgia Institute of Technglegudied responses to the
foreclosure crisis in six metropolitan areas. Thesearch sought to identify “how larger
systems can or cannot promote regional resiliem¢led face of foreclosures,”
Swanstrom told the forum participants.

He defined resilience as “the ability to redeplegets or expand repertoire, to collaborate
or to mobilize external resources” in support afdiband regional efforts. The paper by
Swanstrom and his colleagues further defined the of resilience at the heart of their
research as “action aimed at maintaining stablghieirhoods with a balance of supply
and demand and minimal involuntary displaceme@rie characteristic of cities that

have more resilience on these issues is a divashpusing stock, Swanstrom said.

Swanstrom noted that the main program to preveetfosures right now is conducted
by NeighborWorks America under HUD’s National Fdostire Mitigation Counseling
(NFMC) program. Funded at approximately $410 wnillto date, the program has
achieved some success in keeping homes out ofldstee, according to an Urban
Institute evaluation. Swanstrom said communityeldagrganizations such as
NeighborWorks have proved “very resilient” in smf the focus of their work toward
foreclosure counseling.

However, Swanstrom noted that while federal funding been essential in jumpstarting
local counseling efforts, “the supply of counselisrslearly inadequate in a nation where
more than 300,000 homeowners face foreclosure macith.” He added that metro-by-
metro prevention activities are “enormously unevvand even within metro areas such
as St. Louis, different municipalities have widebrying levels of capacity to do this
work. Complicating the problem is the fact thatBX®regulations make it hard to shift
funding to areas of high need.

Beyond looking at foreclosure prevention, Swansteord his colleagues also looked at
what happenafter foreclosures to try and stabilize the affectedjhieorhoods. With
NSP funds focused on transitional neighborhoodsevf@eclosures could cause
contagious declines, the study showed that a catibmof jurisdictional limits and
restrictions on spending have made it hard for camities to be “nimble and resilient”
in their spending decisions.

“It is proving very hard to target this money,” Svs&rom said.
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Where communities have been successful, he nated)are there are knowledgeable
and capable nonprofit organizations that understamete the problems are and how to
stabilize properties and neighborhoods. He citedetxample of Cleveland, where a
variety of actors — including LISC, Enterprise dhd Cleveland and Gund Foundations —
are all involved in the work of neighborhood stedaition. However, Swanstrom noted
that this kind of “external capacity” varies acrosstropolitan areas, arguing that it is the
role of government to help level the playing fialtiong metro areas.

Government also has a role to play in spurringataiation among jurisdictions within
metropolitan areas. In St. Louis, for examplehvitis 28 aldermanic districts, block
grants are divided into 28 pieces, which preveatgeting and collaboration. “The
guestion is how you get past distributive poliiitsome of these places where everyone
gets their piece of the pie,” Swanstrom suggested.

DISCUSSION OF RESILIENCE AND LOCAL/REGIONAL CAPACITY

Participants’ discussion of the findings focusechow to build resilience and local and
regional capacity to respond to the foreclosureisriMost were in agreement that
despite a surge in resources, local and federalotigto address these problems has not
advanced in the last decade, and governments hded fo use new resources as
effectively as they could.

Incentivesfor credit markets. Ramirez noted that access to credit and finantteeis
key issue, and that there are not sufficient ingestfor the private sector to open up
credit. Bracken cited research showing that onfQ homeowners in the federal
mortgage modification program are in “permanent ifncations.” He said the federal
government needs to consult with financial insiios on the design of these programs.
“This is not how we would have designed it,” heatbt

The current environment — with high levels of eaoimouncertainty and unemployment —
is not conducive to banks coming forward with siolus, added Angie Lathrop of Bank
of America. She said it is time for government #mel private sector to come together to
figure out what the “housing continuum” should bhehe United States.

One major challenge is a huge backlog of propettiasneed to be absorbed. Ramirez
asserted that servicers in many cases are naigejti of inventory because they continue
to believe they can maximize their return by hojdom. Bracken, however, noted that
longer holds in this market inevitably will leadh@her costs. “The idea now is to find
the easiest, cheapest loss,” he said.

Among the possible responses for cities that ppéits mentioned: co-ops, land trusts
and shared-equity arrangements.

Promoting mor e collaboration. Participants agreed that federal policies intertde
bolster local capacity tend to be characterized lyipolar” approach — with some
programs taking a highly prescriptive approach athérs (such as CDBG) being hands-
off. “lI understand why cities want more discretlout that doesn’t create incentives for
different silos to work together,” said Lubell. ldeggested that HUD needs to adopt a
“new model” that promotes collaboration without straining local discretion.
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Anderson noted that the Twin Cities region hasd@de success in incentivizing
development of affordable housing with an eye aosgportation impacts.

L everaging outside assets. Cities can do a better job leveraging the knowleaiu
capacity of CDCs and other community-based orgéinizas Building on their morning
discussion about the benefits of counseling foisoamers, participants emphasized the
role of counseling in building local resiliencerelmie Greer of LISC said his
organization has financial opportunity centers atbthe country focused on employment
and asset building. He said LISC’s experience shibvat counselors need new skill sets
to address homeowners’ needs.

But very few federal dollars are supporting the kvolr nonprofit intermediaries such as
LISC, Greer said, suggesting that the work of trerganizations could be more “robust”
if additional resources were available. Federéitpmeeds to shift, he added, from an
emphasis on national technical assistance provigleos‘parachute” into these
communities to working with and through the peaptethe ground.

The HUD response. Tan of HUD said that the department is workingcolaborations
with other federal agencies (including HHS, DOT &RiA) to address these issues, but
funding for these collaborative efforts is limitelHUD’s focus right now, she said, is
looking at how to better use existing discretiondmiiars for these purposes. Another
guestion that the department is wrestling withdg/lto balance between supporting
communities that HUD is certain will use federalaerces most effectively to mitigate
the crisis and those that lack capacity but hagesime problems or worse. She invited
the group to come back to her with suggestions.

Zigas noted that HUD’s workforce has shrunk fron0DD to 4,100 over the last decade
and that the department can't possibly do everytitirs being asked to do. “The issue
of capacity at the local level begs the questianofigvhat HUDshould do but what it

can do,” he said.

However, Lubell pointed out that HUD does have weses for this work in the FY 2010
budget. He noted the funding available through FJDansformation Initiative, which
is intended to dedicate 1 percent of the agenaydgét to new research, technical
assistance and capacity-building activities. Iditoin, Greer noted that funding through
HOME and other programs also can be used for teahassistance. And, noting that
HUD’s IT budget is $750 million per year, Ramiremygested that the agency can do
more in the area of technology to address thesesss

German urged cities to work through their HUD fielfices to spur collaboration both
within metropolitan areas and across local, statefaderal lines. But others noted that
HUD field offices themselves are characterized &gying levels of capacity (in addition
to a lack of true authority) to address these @wmisl. Lubell also emphasized the
importance of using transportation dollars, rathan HUD dollars, to force interagency
collaboration at the local level on these issues.

One priority for HUD should be to reestablish aaaability for results among cities and
regions, according to Tuminaro. He mentioned thecept of “performance pools” as a

13



way to “create some incentives and unleash enerd\ceeativity” at the local level.
Right now, NSP funds are not accompanied by sefficincentives or accountability, he
added. Siglin agreed, noting an Enterprise stddNSP plans that showed that cities
with the biggest problems are not coming up witbcagte plans. In addition to more
incentives, she issued a plug for more trainingdoal officials in developing and
implementing effective plans. Right now, she sstg@ most training is on how to
follow existing HUD rules and regulations.

I ssues not covered. The afternoon discussion ended with a round-dhéetsurvey of
participants to assess what important issues gndstbadnot been covered in the course
of the day’s conversation. Among the topics peogieed: employer-assisted housing;
energy-efficiency work as it relates to housing ifmpacts of racial disparities and racial
segregation; the importance of policies linking $iog and community revitalization
efforts; and the use of Section 203k financingetoabilitate foreclosed properties.

Rolesfor NLC. Participants in the forum suggested that NLCag an important role
in exploring how cities are managing the currergisrand to spotlight best practices and
successful strategies for building regional resde2  Among the specific suggestions
were that NLC create a special task force on tisssees; that NLC should work with
HUD to educate municipalities about what othelesithave done; and that NLC should
advocate for more standardized data on these issues

Jim Brooks of NLC closed the discussion by sayimag NLC will be exploring these and
other opportunities for action on these issueb@weeks and months ahead. He thanked
all of the forum participants for their contribut® during the day and promised to keep
the group informed of NLC'’s future actions.

APPENDICES:

* (1) Swanstrom Study
* (2) List of Participants
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Appendix 1

Regional Resilience in the Face of Foreclosures:
The Role of Federal and State Policies

The foreclosure issue provides a good laborataryessting how federal and state
policies can support innovative local responseghAtbeginning of the foreclosure crisis,
federal foreclosure policies to aid local respongere largely absent. Many local actors
devised innovative responses on their own. Inréggarch, we draw from the foreclosure
responses in six metropolitan areas to examinevaotical relations in the federal

system (federal-state-local) can support horizorliborations in metropolitan areas
among the public, private, and nonprofit sectorgrvent foreclosures and minimize
their negative spillovers.

The Concepts of Resilience and Opportunity Space

Our research was guided by the concept of resiieResilience is the ability of a system
(region, government, nonprofit, company, or induat) to bounce back from an external
stressor, or challenge, and recover healthy funictgp In the face of a stress or
challenge, a system can change its structure arddidm, creating a new system. In the
face of the foreclosure challenge, for exampléliees regions do not just return to the
status quo ante but reinvent themselves with new relationships #ne more likely to
support healthy functioning housing markets.

We use the concept of resilience to focus our sas#ies on the processes by which
regions adapt to the foreclosure challenge, idgntifsome of the barriers and supports
of resilient processes. We find evidence of resde in the ability of metropolitan areas
and the organizations within them to respond tbalenge by:

1) redeploying assets or expanding organizaticantoires;

2) collaborating within and across public, privated nonprofit sectors; and

3) mobilizing or capturing resources from exters@lrces.

Here, the type of resilience we focus on is actioned at maintaining stable
neighborhoods with a balance of supply and demaddranimal involuntary
displacement. We also acknowledge that resilieaoc@mot be simply engineered into a
region by linear, top down interventions basediompte cause and effect.

We also draw upon the concept of “opportunity spadefined as the economic, legal,
and institutional conditions that expand or corsthie opportunities for local actors to
be resilient. For example, foreclosure prevenisodifficult in hot market metropolitan
areas where many homeowners face much larger akstid nd often owe much more on
their mortgages than the house is worth. By cehtra housing markets that are weak
and where housing prices have not fallen as mumtotwers often need relatively
modest expenditures by rescue funds to come cuoretiteir mortgages.

On the other hand, minimizing the negative spiltsvaf foreclosures is more difficult in
weak market metro areas where foreclosed homasame likely to be vacant and
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abandoned, blighting the neighborhood. Althoughldhsic market conditions are
difficult to change, collaboration among housingpifits, governments, and private
lenders shapes the opportunity space and canlboenckd by leaders and state and local
policies.

Foreclosure Prevention

The idea that localities can “prevent” foreclosugesomething of a misnomer because
local actors largely lack the legal power to adgitb® major causes of many
foreclosures. Here we address foreclosure prevemntia narrower sense -- the ability of
local actors to prevent foreclosurter a borrower is in default on a mortgage, usually
through counseling and loan modification.

The main effort to prevent foreclosures is beingdiewted by HUD-certified counselors
who are paid per case by the federally funded MatiBoreclosure Mitigation
Counseling (NFMC) Program. To date, since the fanogwas enacted in December
2007, the federal government has appropriated $4llion for this program. According
to a recent report to Congress by NeighborWorks gagthe implementing agent, as of
March 31, 2009 the program had counseled 373,168bwners nationwide
(NeighborWorks America 2009). A recent evaluatmbthe FNMC program by the
Urban Institute was generally favorable, reportimgt 9 percent of clients had
successfully completed loan modifications and 7@e¢m of clients who had received
counseling had not entered foreclosure as of FepfG09.

The federal funding has been essential for jumpstalocal counseling efforts, but the
supply of counselors is clearly inadequate in @onawhere over 300,000 homeowners
face foreclosureach month. Our research shows that local support for forale
prevention varies significantly. We found thatdboesources committed to foreclosure
prevention were significantly greater in Clevela@thjcago, and the Inland Empire of
California, than in St. Louis, Atlanta, or the BAkea. This suggests that we cannot rely
on local political processes or charity to fundac@@l service like foreclosure
prevention. Federal and state funding is essential.

Aside from lack of adequate funding, lack of timeimajor obstacle to foreclosure
prevention. Foreclosure processes are regulatsthte law. They are either judicial,
that is, regulated by public courts, or nonjudiciabulated by the conditions in the
mortgage contract, with the addition of requiredlpunotices. States with nonjudicial
foreclosure laws have foreclosure processes as & 88 days (from first legal notice to
sheriff's sale), thus, restricting the time thatkeholds and foreclosure counselors have
to prevent foreclosure by raising funds or modifythe mortgage (Cutts & Merrill

2008). Short foreclosure processes restrict tip@pnity space for foreclosure
prevention and state laws to lengthen the processdaymprove local resilience.
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Neighborhood Stabilization: Uneven Capacity Acrossand Within Metro Areas

What can local actors do to stabilize neighborhadtts foreclosures? In contrast to
foreclosure prevention, neighborhood recovery isegally easier in strong market
regions than in weak market regions. In traditiynstrong market regions, market
demand is more likely to soak up foreclosed progerthough lender-owned properties
(REOs) can accumulate in hot market areas with fuggclosure rates (Immergluck
2009). In weak markets, foreclosed homes are i@y to lie vacant and abandoned,
spreading blight to neighboring properties.

Weak markets also exigithin metro areas. For example, both the Clevelandsand
Louis metropolitan areas are characterized by gtd@mand for housing on the urban
fringe linked to weak demand in the urban core cwheads large numbers of vacant and
abandoned units. Both Cleveland and St. Louis nanlke top ten metropolitan areas by
the ratio of building permits for new units of hogrelative to growth of new
households (Bier & Post 2006: 185). As new haysionstruction is built (mostly on
the suburban fringe) and exceeds the growth of mmygeholds within the region,
housing abandonment in the urban core areas igaié, making neighborhood
recovery after foreclosures more challenging. Aésaurban areas with long commute
times may find it more difficult to absorb forecémsproperties in the housing market
(Immergluck 2009).

Effective neighborhood stabilization requires adgguesources, careful targeting
strategies, and collaboration across governmestsgel as across functions and sectors.
One of the findings of our study is that suburbezaa are often ill-prepared to stabilize
neighborhoods in the face of foreclosures. Housmmgprofits have been the “first
responders” to the wave of foreclosure. But nag®using nonprofits show that
housing nonprofits are concentrated in centraésjtmany suburban areas have no
housing nonprofits at all (Swanstrom, Chapple & kenghuck 2009: 11-12, 26, and 40-
41). Second, we found that governments that arB@&#®ntitlement cities were much
better prepared to devise plans for neighborhoalilszation. The many suburban
governments that fall below the 50,000 populatimeshold for entitlement status often
have no housing planners on staff. How metropoktigeas respond to these two capacity
issues is crucial for neighborhood stabilization.

The contrast between neighborhood recovery effortiwo hot market California metro
areas, San Bernardino-Riverside (Inland Empire)thadEast Bay of the San Francisco
Bay Area, illustrates the problem of uneven capadiiven the high price of housing in
hot market metro areas such as the East Bay, rmilghdd recovery is more expensive
and it threatens to push out low and moderate iecasidents. With the exception of a
couple small efforts by ACORN to start communitydarusts, the East Bay has been
slow to act and most of the interventions have beeal and not regionalThe mature
multi-family rental housing industry is not equig® conduct acquisition and
rehabilitation of scattered-site suburban propgriaad with the crisis concentrated in
outer areas, the region’s central cities, San Fsan@nd San Jose, have not exerted their
usual policy leadership.
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By contrast, the Riverside-San Bernardino regiba,“tnland Empire,” has developed an
impressive regional collaboration, called the Redrh, to stabilize neighborhoods. The
Red Team was formed by Riverside Mayor Ron Lovexidgd County Supervisor
Tavaglione in conjunction with the Inland EmpireoBomic Partnership. Apart from the
Riverside governments, the most active memberiseoTeam are the building industry,
the real estate trade association, Bank of Ameaidacal credit union, a few of the cities
near Riverside, and the Western Riverside Couicdavernments. Whatever ultimately
materializes from the effort, the Team’s collabmmathas already pushed local
government to be more proactive. For instance|l$odcave already organized an
acquisition/rehab program under the auspices o#tenal Community Stabilization
Trust, the effort led by Enterprise, the HousingtiRarship Network, LISC,
NeighborWorks, and the National Urban League.

How can federal and state policies address thdgmrobf uneven capacity for
neighborhood stabilization? Neighborhood stahilan capacity has two dimensions.
The first kind refers to implementation capacitye ability of local governments to
purchase properties, rehab them, and get themdrattie market quickly. HUD
regulations, such as the requirement that proeeepurchased at a 5 to 15 percent
discount, can impede local implementation and riedxk streamlined. Many NSP
recipients find that private buyers, sometimesaittbwn speculators, buy up the most
attractive properties, leaving them with the maféatilt properties. HUD has allocated
$50 million for capacity-building and the Natior@mmunity Stabilization Trust is
working to speed up purchases of foreclosed prigsert

The second kind of capacity issue is more diffitoladdress. This might be called
longer-term strategic or collaborative capacitheTimited funds available under NSP
will be ineffective if they are spread around — simecalled peanut butter approach. In
weak market cities, fixing up and marketing a feames in one neighborhood may only
lead to abandonment of homes in another neighbdrhbwstead funds need to be
targeted to “transitional” neighborhoods which wereviously stable but could tip over
into decline from foreclosures. Targeted investrm@émthese neighborhoods could
stabilize them (Mallach 2008, The Reinvestment F20@B8). Targeting can be very
difficult in areas with ward-based politics or fragnted suburban jurisdictions. Also, the
public sector needs to collaborate with communagédad organizations that possess the
fine-grained local knowledge of housing markets th@ssential for successful
neighborhood recovery. Finally, stable neighbodsooeed more than good housing;
they need jobs, good schools, low crime, parks,teardportation. Effective
neighborhood recovery needs to coordinate acrese tlunctions.

The second round of the Neighborhood Stabilizaflosgram (NSP2) is a competitive
grant and criteria were included to encourage regjioollaboration. However, more
could be done to encourage strategic targetingcalaboration across sectors and
functions (policy silos). HUD could lift up bestgztices and partner high capacity
regions with low capacity regions to facilitateri@iag. One of the dangers of
competitive grants that reward collaboration ig tharewarding the high capacity
regions they can end up increasing the gap betwiedn and low-capacity regions.
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Conclusion

Metropolitan resilience to foreclosures benefitrlocal relations of trust and
collaboration across public, private, and nonpradiiors that are supported by strong
federal, state, and private sector policies. Lacabrs cannot adequately address the
crisis on their own. The right kinds of policieg lhigher level actors can support
metropolitan resilience; the wrong kinds of poleceEan undermine it. Local actors not
only lack the resources — the hardest hit areas dfave the fewest resources — but they
often also lack the ability to collaborate acrosstnopolitan areas and coordinate across
sectors and policy functions. Federal and stalieips should reward areas that have
strong strategic and collaborative capacities wsileultaneously building up low-
capacity areas.

At the same time, policy makers need to recogriaedentralized policies will be
ineffective without strong local actors to organerel target the interventions. Local
housing counselors often need to work face-to-feite homeowners to keep them in
their homes. Local nonprofits understand localdmog markets and how to build on
local assets to stabilize neighborhoods. The foseice crisis presents an opportunity to
shift housing policy from a bricks and mortar agmio to a more comprehensive place-
based strategy to build stable neighborhoods atehshere families can both be linked
to opportunity and find quiet repose from the faeste of urban life.

This original research was conducted by Todd Swanstrom, University of Missouri-S.
Louis, Karen Chapple, University of California, Berkeley, and Dan Immergluck, Georgia
Institute of Technology. July 18, 2009, Revised Sept. 1, 2009.
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