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Introduction

The Center for Housing Research and Policy at the Maxine Goodman Levin College of
Urban Affairs, Cleveland State University, has completed and details herein three
related analysis tasks regarding the housing market of Cleveland, OH. These are
meant to provide information at two levels. First, all analyses contain a citywide
component, so that the performance of any particular indicator can be seen for the
city as a whole, and most often across time. Second, we provide city ward level detail
so that the spatial detail in the data can be assessed.

The first task documents the lending activity in the City of Cleveland of all the major
lending institutions. We rely on Cuyahoga County records of Mortgages and Deeds
from 2003 through the third quarter of 2007 to provide detail on approximately
47,000 mortgages of single-family properties in the City of Cleveland. This was the
time of the boom in both home lending overall and sub-prime lending in particular.
The analysis shows a consistent range of low, no, or negative equity lending, making
the resultant patterns of foreclosure less than surprising. While the whole city
suffered from this type of activity, the issue is clearly more pressing in distinct areas of
the City, and is more prevalent among distinct lenders and types of lenders.

The second task details price and volume trends of single family houses among three
distinct housing submarkets. Sales across these markets are analyzed for Cuyahoga
County, the suburbs of Cuyahoga County, the City of Cleveland and the City of

Cl ev el and éose wards. Meind that the submarket impacted directly by
foreclosure is in fact in crisis d volumes are up, and price declines are substantial.
However, for the portion of the market that has avoided the foreclosure process, prices
are relatively stable. The volume of this latter market is decreasing, but this could
well be a voluntary act on the part of potential sellers, holding out until the market
improves. We also analyze activity among the recently/newly constructed market, but
only in aggregate, since the volume of market activity is low.

The third task investigates two areas of potential trouble in the housing market. The
first is quick-resales, where a house transacts twice over a short period of time, and at
an unusual price increase. The second area is that of multiple-transactions, where we
identify entities whose pure volume of activity in the city could be cause for concern.
Both of these cases serve as an inroad to identifying market activity that could have
negative externality impacts on neighborhoods. For example, flipping a house in the
absence of any meaningful additional investment in the property provides no
neighborhood benefit. Similarly, an institution that is simply in the business of
buying and selling large volumes of properties across the city (or region) likely has no
tie to the neighborhoods in which they operate 8 no benefit of the stability of longer
term residence, no pride of ownership, etc.

In sum, the report lays the foundation of the indicators necessary to signal the return
of a healthy Cleveland housing market: equity in home purchases, and thus

i nvest ment i neighbbrboodsjatnyatkst balance shifted in favor of homes free
from the direct impacts of foreclosure; and market activity that is indicative of home
ownership, responsible rental activity, or meaningful redevelopment.
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Task 1: Lending, Equity, and Valu e
Table 1: Home Equity in Single Family Homes

Background. Table 1 shows the equity position of single-family home purchases in
each ward since 2003. It compares the loan amount for the purchase to the value of
the home (as assigned by the County Auditor) and the actual sales price. The group of
columns on the left hand side of Table 1 shows information about the median home
loan value, versus the median home value, as determined by the County Auditor.
Ideally, the loan-to-value ratio would be less than 100%, meaning that the loan
amount was less than the house value 9 this would be an indicator of equity. On the
right hand side of Table 1, we compare the loan amount to the actual sales price. A
loan-to-price ratio of less than 100% would again reveal equity in the home purchase.
Where homebuyers have larger down payments and more equity, they are more
invested in the neighborhood, and potentially have a stronger financial foundation
from which to enter into home ownership and its related costs.

Anal ysis.  While the down payment in the City as whole was 5% (right hand side
columns d a loan-to-price ratio of 95%), a more realistic equity position is shown to be
negative 5.6% (left hand side of the table ¢ a loan-to-value ratio of 105.6%). The
difference between the auditor value and actual sale price shows how the process of
buying a house and getting a mortgage was potentially manipulated during this time
period.

There also appears to have been a difference between the East Side of Cleveland and
the West Side. In the East Side, the auditor-based equity position was a staggering
negative 15.1% (a L/V ratio of 115.1%), while the loan-to-price equity measure was
positive 5%. In the West side, the auditor based measure was exactly 1 (a ratio of
100%) and the later was 3%.

There were a couple of wards where the auditor-based equity position was robust
(such as Wards 16 and 21), but we find most of the wards had a substantial amount
of lending that potentially left the borrowers with negative equity, according to the
auditor based values. In fact, in Ward 7, we had a case where the loans were over 40%
greater than the value of the properties used as collateral. In six other wards the
negative equity was over 20%.

The price analysis looks better, with equity values nearly reaching 10% in some wards,
but median prices being so consistently in excess of the auditor value is suspicious, at
best. Further, even if the price data were taken at face-value, equity positions were
rarely greater than 5%, and with median prices around $85,000 this would still
represent a relatively small investment in the house. There is a clear dichotomy
between the traditionally desired value of a 20% down-payment, and the glaring reality
of the equity challenges revealed here.

Summary. Across the city 1/3 of the wards had a situation where the loans were at
least 20% greater than the auditor assigned value of the property. Traditionally, one
might look for positive equity, or a down payment of 20% of the price/value of the
property, not negative 20% as was revealed here. Low (or negative) equity home
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purchasers literally and figuratively are less invested in their neighborhoods, making
0 wa-ha kv a yand abandonment a distinct possibility.

The reference point of 20% equity is the basis of the categories used in the following
tables.

Next Steps.  Certainly the ward-level analyses gloss over the detail present within
each ward. There may be specific sub-ward/neighborhood level analyses that are of
particular interest to Council. Alternatively, we could return to the parcel level data
and identify clusters of high and low equity transactions. With additional data from
the County Recorder, these analyses/tables could be updated through the first half of
2008 and we could identify changes in market equity by ward or in locations of
specific interest. An improvement in the equity position of home purchases would
signal an improvement in the market. The pervasiveness of such low equity purchases
highlights the need for financial counseling for potential homeowners.

Task 1: Lending, Equity, and Value
Table 2: Loan to Value Ratio, Single Family Homes

Background.  For the ease of interpretation we have defined 4 groupings of loans
based on their loan-to-value ratio. This provides more detail than the median ratio,
which was presented in Table 1. The groupings could be thought of as ranging from
extremely risky (Loan-to-Value ratio of more than 120%) to traditional/low-risk loans
(with a L/V ratio of less than 80%). From this table one can assess the overall equity
distribution of loans by ward, by East or West side of the city, or the City of Cleveland
as a whole.

Analysis. Whil e the West Side of Cleveland has a o06bal e
groupings, the East Side showsacleart endency t owrairgdlkd 6lhe mgci ng. I n
West Side, each group had over 20% and less than 30% of all observations 6 while on

the East Side over 45% of mortgages belongedt o t he-r 6 & k § h g whoevephen g

loan value exceeded the house value by at least 20%. The distribution is skewed,

somewhat, towards the extremes at the ward and City level.

One third of wards had over 50% of-rimpkdggogesphbewn:
an additional 2 wards missing that designation by less than 1%. On the other hand

Ward 21 was spectacul arl yr ibsald & nmeerdt goage@sbdd swidtl o w
bel onging t-oi shké& éhogpi ng. Vaorhddanicébakncd 20

t owar dsr idslkodw mo rGnghe gassside only Wards 1 and 11 did not have over

40% of their mortgagesb el ong i n -rtihsek 86 hcilgahs s .

Summary. The distribution of equity values by category was not uniform across the
City. ldeally, values in the 80% column would dominate each ward, but that was not
the case. In no ward did these favorable loans exceed 35% of the total, meaning that
the vast majority of loans across the city, across the years since 2003 have had a
higher risk than desired. A high loan to value ratio means low equity, and potentially
high neighborhood volatility, especially in the context of a weak regional housing
market and a weak regional economy.
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Next Steps. The use of these categories will make it easy to observe trends in the
ratios over time. It is a potential indicator of the financial investment residents have
in their homes. Perhaps the most telling of these is the proportion of all loans in the
high-risk category.

Task 1: Lending, Equity, and Value
Table 3: Loan to Value Ratio, Single Family Homes (mortgage bankers)
Table 4: Loan to Value Ratio, Single Family Homes (non -mortgage bankers)

Background.  While Table 2 did show many variations across wards, it hid some of
the variation due to the types of institutions originating the loans. In Table 3 we re-
created the logic behind Table 2, but using only the cases where the loan originator
was a mortgage banker. Table 4 provides the same information, but for cases where
the lender is not a mortgage banker. Since the practices of non-traditional lenders
have come under scrutiny, the balance of traditional and non-traditional lenders in a
neighborhood is of interest, particularly if their lending practices are distinct from one
another.

Analysis.  Tables 3 and 4 reveal substantial differences in the loan characteristics
between the two lender types. For example, Table 3 shows that nearly 40% of
mortgage banker loans in Ward 1 were high risk (greater than a 120% loan-value
ratio), while Table 4 shows that under 20% of the loans by traditional lenders were
high risk. Citywide, only 10.2% of mortgage banker originated loans were low-risk
(less than 80% loan-value ratio), while traditional lenders managed to achieve nearly
40% of their loans in that category. More than seven out of every ten (73.1%)
mortgage banker loans fell into one of the two negative equity categories.

It should be noted though, that high risk loans were made by both types of institution,
and that low equity loans were a necessary component of moving a customer into
home ownership if cash reserves were low, or even nonexistent. It is possible that the
mortgage bankers served that population more frequently, resulting in lower equity.

The implication for a neighborhood housing market, though, is that mortgage bankers
more frequently made loans that negatively impact residential stability. As an
indicator of market health, it would be advantageous to see a greater market share
develop among traditional lenders across the city.

Summary. The di stri bu+ti &k 6o flodadirdtedpdy mortgage bankers was
overwhelming, especially on the East Side. Other than Ward 1 (which still had nearly

40% risky loans), the East Side was dominated by the negative equity lending

practices of the mortgage bankers. Less than 8% of East Sidemor t gages were 061 ow
ri ské | oans itiwequity).20% pos

The distribution of risk class of non-mortgage bankers, shows that their lending
practices compared favorably to non-traditional lenders, although the proportion of
O6hi-gihsk® mortgages w&glyasondwald (21phad diniglg digit high-risk
lending over the time period, and the East Side was nearly at 30%, even among
traditional lenders.
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Next Steps.  Given the difference between the equity distributions of the two different
types of lenders, it would be of specific interest to encourage all potential homeowners
explore all of their financial options when shopping for a mortgage. Anything the City
could do to facilitate a greater presence of traditional lenders in its neighborhoods
might increase their market share, and increase homeowner investment, and decrease
the kind of lending practices that could bring instability (foreclosure, abandonment,
etc.).

As time passes, it would be of interest to monitor the performance of these lending

categories to see the degree to which the tightening of the lending market has

influenced the equity position of their loans. If part of that higher standard is a

stricter equity/down payment requirement, the impact on neighborhoods would be

two-fold. First, the loans that are madewouldbemor e st abl e due to homeow
increased investment in their properties. Second, the number of loans could be less

since potenti al homeowners that dondt meet the ne
the market. This could result in an oversupply of houses on the market, which could

dampen any market recovery.

Task 1: Lending, Equity, and Value
Table 5: Home Equity, Individual Lenders

Background.  The analysis of the mortgage lending practices across wards and
institution types has shown there to be great variation in equity across each category
studied. In this table, we disaggregate those results to identify the top 5 individual
institutions in each ward. We identify the type of institution (CB = Commercial Bank,
MB = Mortgage Bank, SL = Savings and Loan, OT = Other), and summary information
about its lending profile by ward. This information could prove useful in seeing the
major lending actors in a specific ward, and also in comparing lender activity across
wards where they are a prominent lender.

Analysis. The first thing that emerges from this table is the negative effect of Argent

Mortgage Co. on the whole City mar ket . It was in the O6Top 50 inst
wards. In each ward it had median Loan-to-Value ratio that was over 100% (indicating

negative equity), and in many cases it was over 140%. Only in Wards 1, 16, 20, and 21

was this ratio less than 120%. The only other institutions that show any similar affect

on the Cleveland mortgage mar k ene Leaans and Newe Peopl ed
Century Mortgage Corporation. Even their combined effect, though, was less than

Argenté s a.l one

An interesting pattern in the data is how the L/V ratio is typically well above 120% for
these three institutions, while in most cases the L/P ratio was steadily hovering near
90%-95%. One might initially write this off as a quirk of the data, but it is notable
that this pattern does not persist with traditional lenders. This points to the reality
that among those three lenders it was common for houses to sell well beyond their
auditor determined market value, and to have a loan for at least 90% of that price.
That loan amount, then, is typically in excess of the auditor market value, resulting in
the negative equity findings described here.
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The institutionst hat were in the observed in the 06Top 560
mortgages with positive equity were: National City Bank; Third Federal S&L; KeyBank;

Charter One Bank; and Huntington Bank. National City Bank was in the 19 of 21

wards, and in all but 2 of those wards, it had a positive median equity position on its

loans. Only in Ward 12 was the median L/V ratio meaningfully negative (in Ward 5,

the ratio was 100.6%).

The next most significant institution was the Third Federal S&L. | t was in the 06To
in 18 of 21 wards, and it had median positive equity in all but 4 wards. Our data
indicate that only in Ward 8 was this median L/V ratio meaningfully negative.

KeyBank was a 06Top 506 institution in 9 of 21 ward
in all but 2 wards. Our data indicate that only in Ward 9 was this median L/V ratio

meaningfully negative (at 108.8%). What is interesting is that it shows up as

predominantly an East Sidelender . And, in the col unmaydmerctrd bi n
it shows a minimum down-payments of around 1% (L/P ratio of 99%).

Summary. The 6 Top 508 i n seinfotcaihiow the mostastiva mortgage
bankers differed from the top non-mortgage bankers throughout the city. The
mortgage bankers had median equity positions that were in the negative 20%-50%
range, but with down-payments of positive 5%-10%. The traditional institutions
showed positive equity, but with a down-payment that was in the 1%-6% range. In
other words, the mortgage bankers had a consistent discrepancy between the
transaction prices and market values related to their lending activity.

Next Steps. It will be important to monitor future lending activity, both in terms of
institutional volume and institutional characteristics. Doing so would alert
neighborhoods to the emergence of new lenders (and their characteristics), the
disappearance of lenders, and how market entry and exit influences the balance of
equity and lending activity.
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Task 2: Single -Family Sales: Three -Segment Market Indic ator

Background.  We argue that treating the single family sales market as one single
market is no longer appropriate due to the direct impact the foreclosure process is
having on the local market. The purpose of these charts, therefore, is to highlight
trends in single-family sales counts and median prices for two separate parts of the
market: those properties which have been directly impacted by foreclosure activity,
and those properties which have not been directly impacted.

We originally planned an additional market segment (New construction built since
1990). However, the number of sales in this category turned out to be so low for small
geographic areas that we decided to track these sales only for the City of Cleveland as
a whole, and to break it out into the not impacted and directly impacted categories.

This indicator set can provide useful signs that the market is improving. These might
include: the number of not impacted sales increases; the number of directly impacted
sales declines; prices stabilize or increase in either portion of the market. The newly
constructed resale activity is included to see if this market segment is faring any
differently than existing construction more broadly. Any distinction between the
newly constructed market and the longer-term existing market could provide policy
direction.

The charts include only single-family sales of at least $500, and include only the
standard deed types that the Center for Housing Research & Policy have traditionally
used to represent true market activity. We have produced the charts in hard copy
format, but the data remains in electronic form only. For this analysis, directly
impacted means one or more of the following is true:

(@) The current sale is a sheriff sale

(b) The property was auctioned at a sheriff sale within the past two years

(c) The property was involved in a foreclosure filing within the past two
years

ONot impactedd means that none of the above
concerned here with the direct impact. It is possible that sales near foreclosed
properties experience indirect proximity effects of surrounding foreclosure activity.

Information is displayed for both sales volume and median sale prices. These are
shown for the following geographic areas: each of the 21 Cleveland city wards, the City
of Cleveland as a whole, Cleveland east side and Cleveland west side, Cuyahoga
County as a whole, the suburbs as a whole, and the suburbs east and suburbs west.
While ward-specific detail is provided for a more limited audience, we suspect the
charts detailing the more aggregate geographies will be of broader interest. For
example, one might want to compare individual wards to city performance overall, or
compare overall city performance with that of the suburbs.

The directly impacted sales are consistently indicated by the dashed lines, while the
sales not directly impacted are indicated by the solid lines. Unfortunately, it is
sometimes the case that the number of sales is so low that a median price statistic is
not reliable. If the number of sales is under 20, we have indicated that the median is
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not reliable by displaying an open circle for the data point in the median sale price
chart. For example, in Ward 3, by first quarter 2007, the number of not impacted
sales is under 10, and the median price is highly variable. The greater the number of
observations, the more reliable is the median price measure.

Analysis. Perhaps the trend of greatest concern in the data is shown in the chart,
0Cl evdelSinngl e Family Sal es Co 8tartirgg,in2B05jteet i ng Ho mes.
number of directly-impacted sales started to increase dramatically, while by the end of
2005, the number of not impacted sales started to drop off in equally dramatic
fashion. Through the end of 2007, this trend persisted, with only a slight drop off in
impacted sales through the first quarter of 2008. While not impacted sales are
distributed relatively evenly between the East and West sides (with just over 100 per
quarter on East, and approximately 150 on the West), directly impacted sales are more
prevalent on the East side, with over 700 sales per quarter since the beginning of
2007.

In terms of sales volume, the segment of the market that has been directly impacted
by foreclosures has been accelerating, while the remainder of the market continues to
stall. The Cleveland market has become dominated by these directly impacted
transactions, and these are likely governed by an entirely different set of decision rules
than not impacted sales are. This directly impacted portion of the market is
fundamentally different than the traditional market, and it has become the dominant
force in Cleveland.

However, we do not find the entire market to be in a price free-fall. The charts

0Cl evlelSsinngl e Family Median Sale Prices, Exi sting
charts for the East and West side show that the market segmentation noted above also

extends to sales prices. Citywide, directly impacted prices had hovered between

$40,000 and $50,000 through the end of 2006, at which point prices began a steady

decrease through the first quarter of 2008.

Prices of not impacted properties however, have not seen the same dramatic declines.
Citywide, median sales prices of not impacted properties have been holding at nearly
$80,000 since the beginning of 2003. On the West side, prices have held at above that
mark, and on the East side, have been in a gradual decline since the beginning of
2007, with the median price dipping below $70,000 in the first quarter of 2008.

However, since the market is increasingly dominated by the directly impacted activity,
and since the prices associated with that activity are substantially lower and on a
decreasing trend, aggregate reports of city housing activity tend to be misleading. If
they fail to acknowledge these two very different types of market activity, reports will
be negatively biased. For example, despite volumes that are indicative of a troubled
market, the not impacted portion of that market has not experienced the dramatic
price decreases that many suspect. For sales that have not been part of the
foreclosure process, prices are not markedly different than they were in 2003.

Naturally, the market should be gaining in value, but the finding that the traditional
portion of the market has been relatively price-stable is an important one, especially
for homeowners who are able to steer clear of foreclosure. The concern is volume o
that the not impacted portion of the market is increasingly small, and has not yet
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shown signs of growth.

For housing constructed since 1990 (0Cleveland Si
New Construction (Built since 1990), 6 the price s
impacted by foreclosure, prices have been around $80,000 since early 2006. For

those not directly impacted, prices have been fluctuating around $160,000 over that

same time period. Sales volume, again, provides additional insight. Sales volumes of

both impacted and not impacted are relatively low given the overall distribution of

units constructed since 1990. Also, impacted and not impacted sales have been much

more balanced compared to the rest of the market, especially since 2007. The finding

that the newer construction market has had higher prices and lower sales volume

points to a greater stability in this market than is present in the market more

generally.

Summary. The simple indicators of overall market volume and average market prices

are no longer up to the task of meaningfully monitoringClevel andds housing mar
Distinct submarkets have emerged and are far more useful in understanding the

current dynamics in the market. The submarket that has been directly impacted by

foreclosure is in fact cause for concern. Prices are decreasing, and the volume of this

submarket is on the rise. Equally troublesome to this rise in activity is that it is
increasing proportionally to oOhealthydéd market act
impacted by foreclosure decreases, significant downward pressure on average and

median prices is the result. When these aggregate indicators subsequently get

reported in the press, the process feeds upon itself. However, despite decreasing

volume in the not impacted segment of the market, we found prices to be much more

stable than one would otherwise anticipate. Thus, the silver lining of these analyses is

that although the market is smaller, its performance is surprisingly stable.

Next Steps. When the market starts to improve, we would expect a more favorable
balance of the impacted and not impacted submarkets. In addition to a better
balance, volumes of not impacted sales need to increase across the city. With the
higher prices obtained from not impacted properties, the overall prices will also start
to increase, which will attract more activity back to the market. This could trigger a
potentially severe over supply issue, though. As confidence returns to the market,
those households waiting to sell will also return. It is likely that given the current
market perceptions, many are waiting to sell their housesunt i | t he mar ket otur
a r o u n Withdthe return of that activity, along with the supply of housing coming out
of the foreclosure process, and the healthy supply already on the market, price
increases will likely lag the return of healthy market activity as prices adjust to, but
eventually recover from, over supply.
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Task 3: Quick Resale  and Multiple Transactions

Background.  Another unhealthy market characteristic that has developed throughout

much of the county is property churning, where homes are repeatedly selling between

market participants, generally with no plans to occupy or materially improve the

property. We focus on two primary components of this activity: the timing of

transactions (whatwe cal |l oquick resaledé) and the frequenc
type of activity (what we call multiple transaction activity).

Property churning is problematic for local housing markets. Ownership becomes more
difficult to track, making it more difficult for cities to hold owners responsible for their
properties. It perpetuates a string of owners not truly invested in the house, the
neighborhood, or the city. Thus, we track quick resale and multiple transaction
activity for single-family, two-family, and three-family houses, as well as
condominiums.

Names have been standardized as much as possible to consolidate all of the various
spellings of the buyer and seller names. For exa
0Cle Hsg Ntwrké, an#ddéo€l evar B benhwoli dated under
purposes of these analyses. However, there are undoubtedly some which slipped

through this process. For every quarterly run of these data, we will again look for

additional name combinations for standardization, and thus over time more and more

participants acting under slightly different names will get standardized into our quick

resale and multiple transaction databases.

For quick resale activity, we identify a listing of entities which have bought and sold
properties very quickly (compared to traditional market transactions) and at an

unusually high markup. Being on this list is not evidence that the owners are doing
something untoward, because there are many legitimate reasons why the property

could quickly appreciate. However, this list does provide a starting point for
considering who might b ahausegnitigoetdadding any ftrue valpei n g 6
to it.

A quick resale is defined here as a resale of a property within 90 days of the previous
sale, and at a resale price which is at least 25 percent above the previous price. In
many cases, the initial purchase price is very low, sometimes under $1,000, and the
resale price is also quite low. However, if the resale took place within 90 days, and the
price increase was at least 25 percent, then it was included in the analysis.

To provide a sense of the typical price range for the resale for each seller, the median
price across all resales by that seller is included in the table. This allows one to
evaluate the dollar amount represented by the increase in the quick resale price. For
example, a $125,000 median resale price means that the seller made at least $25,000
on the typical resale, while a $12,500 median sale price means the seller made at least
$2,500 on the typical resale.

We show annual totals for the years 2006 and 2007, and then the data for 2008 are
shown by quarter. Individual listings for sellers are provided if they had at least two
quick resales in the quarter. The total includes many single-resale sellers which are
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not listed separately.

For the multiple transactions tables, we include activity as both the buyer and the
seller, which means that the sum of the duyséa n dsaléso6 equals twice the number of
actual transactions. However, looking across any row in the table, it is usually the
case that for any individual entity, it is either a buyer or a seller in any given
transaction. There are some notable exceptions, for example Cleveland Housing
Network, which often is both the buyer and the seller. If a transactor is both a buyer

and a seller in a transaction, then the column o0#
the column o0# Salesd6é, and the cell in the appropr
representing both ends of the transaction. In a more typical transaction, eithert he 0 #

Buy ot he o0# Salesdé column is incremented by one, a

In order to make the ward totals more useful and intuitive, they have been converted
to represent the total number of transactions. Thus, even though each produces both
a buy and a sale, the ward totals count the exchange only once. These can be found
in the bottom row, | amalndd tadTa@dTBALe rssi*mgl e

Entities are listed separately in the tables if they meet a threshold number of total
buys + sales for the period. For single quarters of the year, the threshold is five. For
year to date analyses, the threshold is increased by five each quarter, so the
thresholds are ten for the second quarter, fifteen for the third quarter, and twenty for
the fourth quarter. Twenty is also the threshold for tables which represent entire
years of data (2006 and 2007).

The median purchase and/or sales prices are also included in the table for each

entity. Separatecononans are included because for
transfers at zero dollar value are removed. Many transfers take place at zero value,

and these transfers would distort the median values. We provide annual data for

2006 and 2007, with quarterly detail for the first half of 2008.

Extra detail for the most active buyers/sellers is also provided in two additional tables

produced for 2007. One is represented by the title, o6Who sold to buyers of
properties in 200772 O6AIll entities which bought at least 50 properties during the time

period are listed across the top. Down the first column are listed sellers of properties

to this subset of big buyers. The other type of summary table is represented by the

titte, O0Who bought of5 ormmore @ilopediessin 20072 6 I n these tabl e
entities which sold at least 50 properties during the time period are listed across the

top. Down the first column are listed buyers of properties from this subset of big

sellers.

Analysis.

Quick Resale: The tables provided show the changing nature of this portion of the
market, and allow identification of the major and emerging players in it. For example,
it is noteworthy that when we conducted this type of analysis many years ago, the
resale prices in general were much higher for the general population of quick resellers.
Even as recently as 2006, the median resale price was $82,000. In 2007 the median
resale dropped to below $37,000. The first quarter of 2008 saw a median price of only
$6,100, and by the second quarter of 2008 this had dropped by nearly another
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thousand dollars to $5,150. Clearly the nature of the activity in this segment of the
market has changed over the last few years.

This change is underscored by looking at the individual actors. For example, the
current activities of Destiny Ventures have been well publicized, but they had only
three quick resales in 2006, with a median sales price of $4,000. In 2007, they
increased to 35 resales, and their median resale price decreased by 50%, to $2,000.
Through only the second quarter of 2008 they have had 53 quick resales, and the
median resale price was less than $2,000 in both quarters.

Similarly, Blue Spruce did not even meet the criteria to be on the quick resale list in
2006, had only four quick resales in 2007 (with a median resale price of $1,250), but
has had 48 quick resales through the second quarter of 2008 (with median resale
prices of $1,000 in both 2008 quarters).

Note that the table for the second quarter of 2008 provides current data for that

guarter, but also the fir st-to-gateatally.eThis woulddelp vi ty an
identify changes in participant behavior. For example, REO Nationwide LLC was party

to 10 transactions in Q1, but 16 in Q2. Lender USA had one quick resale transaction

in Q1 but four in the second quarter. This quarterly information will prove useful in

identifying new players in this market.

Each quick resale table also provides ward level detail. One could scan across any
line and see the location of activity of a particular market participant by ward, or
could look to the bottom of the table to see total quick resale activity across all market
participants for the current quarter and year-to-date.

Multiple Transactions. Scanning the 2006 and 2007 annual tables, at least three

types of activity stand out. First is the situation in which many mortgage holders find

themselves. Consider, Deutsche Bank National, for example, that purchased 314

homes at a median price of $40,000, and sold 229 homes at a median price of

$22,500. This is likely the result of taking back properties via Sheriff sale auctions,

and then selling them for whatever possible given the current market conditions,

seemingly losing a significant amount of money on each transaction. The situation is

similar for many of the lenders and mortgage holders one might recognize looking

down the O0Transactord column of the multiple tran

A second variety of activity is evidenced, for example, by York Management. They
purchased 25 properties at a median price of $28,250, and sold 25 properties at a
median price of $90,000, seemingly profiting from its transactions. It should be
explicitly stated that we dono6ét have imformati on
undertaken on any of the transactions detailed here. So, for example, York
Management could be investing heavily in the houses it sells. They could be
purchasing only inexpensive properties while selling off more expensive properties
from its portfolio. If transactions were over a very short period of time, with a high
level of profit, the activity would show up in the quick resale tables. Timing that is
different, profits that fall below the threshold, or some combination of these could
keep that activity off of the quick resale list, but simply the volume of transactions
land it on the multiple transaction list. Thus, appearance on this list is no sort of
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indictment against market participants. The purpose is to highlight the activity, price
points, and | ocation of the marketds most active pl a

Third, there are the transactors operating at the bottom of the market, where median
purchase and sales prices are extremely low. From the 2007 table, a few stand out:
Econohomes, Destiny Ventures, REO Nationwide LLC, New Day Development, Blue
Spruce, and Jeffery Clark. There are many other market participants acting in the
manner, but on a much smaller scale.

Each type of multiple transaction activity listed above should be of interest to the City

of Cleveland generally, but ward leaders specifically. For bank activity, sales tend to

be at a low price point, and have the potential to pull down surrounding neighborhood

house values. Additionally, volumes are high for both sales and purchases. This

creates the reality where banks are increasingly b
without any of the traditional beneficial homeownership ties to the local community.

Identifying multiple transactors with large price differentials will bring to light entities
either working diligently to improve the neighborhood, or working diligently to fleece it
of any remaining resources. Both types of activity should generate neighborhood
leadership interest.

The final group of actors is simply churning a high volume of low quality properties at
modest per-property profits. They seem to be providing no community benefit, but
only perpetuating a cycle of property delinquency and abandonment.

The final two tables show an aggregate level of property transactions for the city as a

whol e. The o0Who bought from sellersédé table show
across the top of the table and buyers of at least ten properties down the left hand

side. The cycle of property sales becomes evident when looking at this web of

transactions. For example, Deutsche Bank sold 61 of its properties to Destiny

Ventures, who sold 20 of its properties to EconoHomes LLC and an additional 13

homes to Stewardship Fund LP. While Stewardship LP bought no other homes from

the top sellers listed, Econohomes LLC also purchased homes from eight of the other

top sellers.

Lastly, the table, 6 Who sol d to buyerséodé | ooks at the patter
entities that purchased at least 50 homes in 2007. This provides information as to

sellers to the cityds | argest volume buyers. For
its properties, in declining order, from Deutsche Bank National, The Bank of New

York, US Bank, JP Morgan Chase Bank, and Wells Fargo Bank.

Summary. Activity in these tables is quite variable from one ward to the next, and is
a sign of potential market trouble. Optimistically, it would be a sign of a healthy
market if developers were able to buy, rehab, and sell for a profit homes in your city.
It would signal strong demand, and an efficient place to invest in housing.
Unfortunately, knowing the context and price details of the transactions highlighted
for this task, we can be not that optimistic. The price points shown here are often too
low to represent any type beneficial investment in housing. When prices increase
dramatically, there is reasonable skepticism from just the raw data that such as
massive redevelopment effort could take place over the short period of time used as a
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quick resale parameter. Further, seeing the way in which multiple properties are
being transacted among non-local institutions only serves to heighten concern that the
type of market activity that is now prevalent, is having , and will continue to have,
severe implicat i pegbbofhoods.t he cityds

Next Steps.  Given the availability of the appropriate data, we could link quick resale
reports to city issued building permits. This might reveal which quick resales actually
involved a change in housing quality, not just a quick turnaround with minimal
investment and higher than usual profits. Surely there are true investments taking
place within these data, but at this point they can not be distinguished from the data
on more guestionable activity. We could also produce lists or maps of the properties
involved for neighborhood or ward level investigation of potentially troublesome
activity. It is clear though, that the nature of the quick resale activity has changed,
even over the last few years, to be dominated by the extreme bottom of the market.
These houses are turning over quickly, and likely with little or no reinvestment.
Everybody loses in that transaction, except for the one exploiting the market to
perpetuate a cycle of abandonment at Arlye cost of
administrative check-point, such as a point-of-sale inspection, should have great
potential to slow this stream of activity.

The multiple transactions data could likewise be mapped at any geography to reveal

the spatial domain of these activities. These data shoul dndét be viewed
troublesome than the quick-resale data. They could be separated by mere days or

dollars from the threshold conditions placed on the quick-resale label. The volume of

sales between institutions is troublesome in terms of returning properties to

productive use.

Beyond Foreclosure: Summary

The purpose of the research provided here is to present (1) a set of baseline indicators,
(2) the aggregate geographic distribution of these indicators, and (3) a facility by which
together we can investigate parcel-level distributions of these indicators to explore
location-specific strategies.

What is apparent from the indicators provided is that

e It isndt simply the volume of | endi ngactercof i vi ty t
that activity, and particularly the equity represented in each transaction.

e Lenders varied in the profile of the loans they originated.

e Lenders varied in the geography over which they operated.

e Simply monitoring sales prices is no longer a useful approach to understanding the
cityds housing market. Submarkets have devel ope
property has been directly impacted by foreclosure.

e There is a variety of market activity that continues to operate at a volume that is
detriment al to the cityd6s recovery activities, and
negative aspects of the segmented market.

We know that we have presented a significant volume of information here, but we felt
it necessary to provide a foundation for all of these market indicators for all areas of
the city. Building on this information in subsequent quarterly reports, we will know
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when the market is changing, and we will have the luxury of basing that knowledge on
actual market information rather than guesswork, speculation or anecdotal evidence.
This information will be a key input to any policy driven solutions.

We anticipate, however, that the volume of information presented here will generate
additional questions, and our agreement leaves time and resources for these questions
to be addressed. We look forward to working with Council further on these issues.
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Select Findings from
Beyond the Foreclosure Crisis: Housing S
Prepared by the Urban Centerds Housi
Maxine Goodman Levin College of Urban Affairs
Cleveland State University

Loan to Value AnalysisWe compare themaount of the home loan to the auditeported
estimated market value. This leamauditor value ratio is an indicator of equity. For example,
a value of 120% reveals the loan amount to be in excess of the value by 20%, representing
potential for a negave equity situation.

TABLE 2
Loan-to-Auditor Value Ratio, Single-Family Homes, 2003-2007(Sep.)
Less Between From Greater Number of
Ward Than 80% and 100% To THAN Mortgages
80% 100% 120% 120%
1 25.7% 18.8% 25.5% 30.0% 4,041
2 19.0% 13.0% 18.5% 49.4% 2,662
3 18.0% 12.2% 20.3% 49.4% 1,801
4 22.9% 14.0% 18.3% 44.8% 997
5 22.6% 23.2% 14.1% 40.1% 694
6 16.6% 15.1% 14.5% 53.9% 761
7 15.1% 15.0% 10.0% 60.0% 889
8 15.6% 13.3% 17.1% 54.1% 1,413
9 17.1% 11.5% 16.2% 55.2% 1,182
10 19.0% 14.6% 20.4% 46.0% 1,777
11 23.0% 17.0% 23.8% 36.2% 2,834
12 14.6% 11.1% 15.2% 59.1% 2,030
13 21.2% 15.3% 14.9% 48.6% 863
14 17.6% 11.8% 13.3% 57.3% 1,407
15 29.7% 20.3% 23.8% 26.2% 3,187
16 30.9% 23.4% 26.5% 19.2% 3,958
17 17.4% 11.7% 14.5% 56.5% 1,498
18 25.6% 15.6% 20.8% 37.9% 2,340
19 27.2% 21.2% 25.9% 25.7% 3,243
20 28.9% 23.6% 27.4% 20.1% 4,871
21 34.8% 26.4% 26.3% 12.5% 4,970
East Side 20.0% 14.9% 19.6% 45.6% 21,343
West Side 28.6% 21.3% 24.1% 26.1% 26,077
Clev TOT 24.7% 18.4% 22.0% 34.9% 47,420

Prepared by: Center for Housing Research and Policy, CSU (8-5-2008)
Note: Ward 13 is spread over BOTH East Side and the West Side.

Ideally, values in the 80% column would dominate each ward, but that was not the case. In no
ward did these favorable loans exceed 35% of the total, meaning that the vast majority of loans
across the city, across the years aigd003 have had a higher risk than desired. A high loan to
value ratio means low equity, and potentially high neighborhood volatility, especially in the
context of a weak regional housing market and a weak regional economy.
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Troublesome Market ActivityAn unhealthy market characteristic that has developed is property
churning, where homes are repeatedly selling between market participants, generally with no

plans to occupy or materially improve the property. We focus on two primary components of

this adivity: the timingand value changesf t r ans act i quickredaleh a ta nwe t deel

frequency of participation in this type of activitygeneralwhat we calimultiple transaction
activity).

Summary Quick-Resale Information

Number of Median Medain resale price,
Year : ) Top reseller by volume (#)
quick resales resale price top reseller
2006 491 $82,000|Cresthaven Development (9) $114,900
2007 439 $36,667|Destiny Ventures (35) $2,000
2008, Q1 165 $6,100|Blue Spruce (27) $1,000
2008, Q2 234 $5,150|Destiny Ventures (43) $1,750

A fiqui c &ccursevisen & duse sells twice within 90 days, with a minimum price increase
of 25%. The summary table abogdows the changing nature ofeéhquick resalenarket As

recently as 2006, the median resale price was $82)00@he top reseller had twoiking
characteristic$ only 9 houses resold, and at a price above $100,000.

By the second quarter of 2008, total quick resale volume had increased substantially, the median
price had dropped dramatically, and the volume of individual market actoeddzadhanged.

For example, Destiny ventures had only 3 quick resales in 2006, by had over 50 in the first half
of 2008. Similarly, Blue Spruce did not even meet the criteria to be on the quick resale list in
2006, had only four quick resales in 2007 fwat median resale price of $1,250), but has had 48

quick resales through the second quarter of 2008 (with median resale prices of $1,000 in both
2008 quarters).

Summary Multiple Transaction Information

Year Number of properties bought/sold by | Median transaction
multiple transactors price

2006 17,212 $57,000

2007 20,118 $34,667

2008, Q1 4,319 $21,495

2008, Q2 4,775 $18,000

A transaction is included above if it was botigbld by a party that had multiple property
transactions during that year (or quartahile the volume has remained relatively stable, the
prices of this portion of the market have declined steadily. We also noticed distinct patterns in
terms of pargipation in this market, shown below.

Draft: Beyond the Foreclosure Crisis Page 18 of 22
Center for Housing Research & Policy www.urban.csuohio.edu/housing



Market Participation Examples: Multiple Transactions

Transactor Year Number Median Purchase | Number | Median Sale
Purchased Price Sold Price

Rhakha, LLC 2006 25 $15,000 19 $92,000

US Bank 2007 377 $33,334 207 $10,000

BSB Investments 2008 (Q1) 17 $250 15 $1,000

The three types of transactions represent (1) potential rehabilitation or flipping activity, (2)
activity dominated by banks regaining ownership of foreclgsegerties, and (3) those
operating exclusively at the very bottom of the market.

Sales Prices and Volumed/e divided the single family sales market into two categories:
Directly Impactedoy foreclosureand Not Impacteddirectly) by foreclosure Directly impacted

means one or more of the following is true:

(@)  The current sale is a sheriff sale

(b)  The property was auctioned at a sheriff sale within the past two years

(©) The property was involved in a foreclosure filing within the past twosyear
ANot 1 mpactedo means that none of the

with thedirectimpact and graph sales price and volume

above
by these two categories.
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Cleveland Single Family Median Sale Prices, Existing Homes
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SINGLE-FAMILY HOME SALES, 2006-2007
Directly and Not Directly Impacted

City of Cleveland, OH

Legend
Not Directly Impacted
- Directly Impacted
Roads

[ waras

I
: E«"’éu;‘:@"-

™

Center for Housing Research & Policy
Maxine Goodman Levin College of Urban Affairs
Cleveland State Universty
Mies www.urban, csuohio eduhousing
6 8 Data source.
NODIS
Cuyahoga County Auditor
Cuyahoga County Treasurer

Draft: Beyond the Foreclosure Crisis Page 21 of 22
Center for Housing Research & Policy www.urban.csuohio.edu/housing



LOAN TO VALUE RATIO, 2006-2007
City of Cleveland, OH
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