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The Impact of Subprime Lending and Foreclosures on Neighborhoods 
 
Foreclosures can devastate entire neighborhoods and cities, not just the borrowers who lose their 
homes. High foreclosure rates occur in all kinds of communities – in central cities, in established 
suburbs (as in the suburbs surrounding Cleveland) and in newer, fast-growing areas (such as Las 
Vegas and its suburbs, and the eastern parts of the Los Angeles basin). Foreclosures take a toll 
on neighborhoods and other homeowners, not just those who have trouble keeping pace with 
their mortgages.  
 
Foreclosures – and the spikes in crime and depreciating property values they cause – harm entire 
neighborhoods. Houses that become vacant tend to deteriorate in appearance and structural 
integrity, and these eyesores detract from the neatness and feeling of well-being in 
neighborhoods.  
 
 

 
Studies have shown that foreclosures increase 

violent crime in neighborhoods. 
 

 
Vacant houses have been shown to attract crime and make it more difficult for neighbors to 
purchase homeowners insurance. According to a study by Prof. Dan Immergluck of Georgia 
Tech and Woodstock researcher Geoff Smith, an increase in the foreclosure rate to about 2.8 
foreclosures for every 100 owner-occupied properties in one year corresponds to an increase in 
neighborhood violent crime of approximately 6.7 percent.1  Many neighborhoods are seeing 
foreclosures rates even higher than this, with an attendant increase in crime.  ACORN chapters 
across the country have spent decades fighting crime and blight associated with vacant houses, 
and community leaders are concerned about the impact of foreclosures on their neighborhoods. 
Low- and moderate-income neighborhoods can ill afford yet another factor that precipitates 
higher crime rates.   
 

 
Studies have shown that foreclosures decrease 

property values in neighborhoods. 
 

 
Properties that have been foreclosed upon have been shown to decrease the value of other homes 
in the neighborhood. Many reports about the costs of the foreclosure crisis cite a study of 
                                                           
1 Dan Immergluck and Geoff Smith, “The Impact of Single-Family Mortgage Foreclosures on Neighborhood 
Crime,” Housing Studies, Vol. 21, No. 6, November 2006. 
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Chicago data that looks at foreclosure and single-family home sales in 1997 and 1998.2  This 
study calculated that the foreclosure of one single-family home depresses property values within 
one-eighth of a mile (or one city block) by an average of 0.9 percent; a single foreclosure causes 
home values to decrease even more in low- to moderate-income communities (1.4 percent). 
Because the number of houses on the market has risen sharply in the last year, housing prices are 
held down just by the sheer number of properties for sale. This decline in property values harms 
everyone in a community, even those with prime mortgages and those who own their houses 
outright. 
 
No homeowner wants to see his or her home lose value due to the problems of others. If the 
average house value in a low- to-moderate income area is $150,000, then each foreclosure in the 
area costs each of the other homeowners $2,100.  If the neighborhood has 10 foreclosures, which 
is all too common, then each remaining homeowner has lost $21,000 in value. This means that 
the home can no longer be sold for an amount sufficient to pay off an existing home loan, 
regardless of whether the loan was subprime. 
 
 

 
Foreclosures reduce city tax revenue, making it 

harder to provide good schools, police 
protection, code enforcement and other 

services. 
 

 
Foreclosures cost cities revenue. Falling property values jeopardize crucial property tax streams 
which fund public systems like schools, law enforcement and roads. Houses that become vacant 
after foreclosure also increase expenses for cities. A 2005 study for the Homeownership 
Preservation Foundation estimated that each foreclosure generates between $430 and $19,227 in 
direct costs to cities.3 These costs come from code enforcement, increased police expenses due to 
increased crime, loss of utility payments and taxes and, when a borrower walks away from a 
property before foreclosure, a loss of property taxes. Cities hard-hit by home foreclosures cannot 
afford these costs.   
 

                                                           
2 Dan Immergluck and Geoff Smith, "The External Costs of Foreclosure: The Impact of Single- Family Mortgage 
Foreclosures on Property Values," Housing Policy Debate, Vol. 17, Issue 1. 
 
3 Collateral Damage: The Municipal Impact of Today’s Mortgage Foreclosure Boom, by William C. Apgar and 
Mark Duda, May 11, 2005, http://www.995hope.org/content/pdf/Apgar_Duda_Study_Short_Version.pdf   
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The Cost of Likely Foreclosures in the Cleveland-Elyria-Mentor 
MSA 

 
An unfortunately large number of borrowers are expected to default on subprime loans issued in 
2006.  A major factor contributing to this alarming trend is the lenders who made extremely 
risky loans using questionable underwriting practices. The Center for Responsible Lending 
(CRL) estimates that nationally, 19 percent of loans made in 2005 and 2006 will lead to 
foreclosures.4 CRL estimates that beginning in 2006, 1.7 million families will lose their homes to 
foreclosures.   
 
Homeowners, lenders and neighborhoods alike lose when foreclosures occur. We have made a 
conservative estimate of the loss of wealth various stakeholders will face.   
 

 
 1,591 of the high-cost loans made in 2006 in the Cleveland area are 
likely to go into foreclosure. The costs to all of the stakeholders involved 
will be more than 
 

$140 million. 
 
These costs accrue to the stakeholders as follows: 
 
Individual homeowners in foreclosure5 $  11,454,394   
Lenders/Investors6 $  61,099,093 
Local Government7 $  30,588,004 
Lower Home Values of Neighbors8 $  39,059,482 
 

 

                                                           
4 Losing Ground study at http://www.responsiblelending.org/pdfs/foreclosure-paper-report-2-17.pdf  
5 Anne Moreno, The Cost-Effectiveness of Mortgage Foreclosure Prevention, Minneapolis Family Housing Fund, 
1995. 
6 Losing Ground study at http://www.responsiblelending.org/pdfs/foreclosure-paper-report-2-17.pdf, see page 44.  
We have made an even more conservatives estimate of 10% to dispose of the property, 5% for foreclosure 
transactions costs and 20% as the estimated discount that lenders will give to sell the property quickly. 
7 Estimate assume property is abandoned before foreclosure is completed.  William C. Apgar and Make Duda, 
Collateral Damage:  The Municipal Impact of Today’s Mortgage Foreclosure Boom, Homeownership Preservation 
Foundation, May 11, 2005. 
8 Assume a .9 percent home price depreciation based on the median home price for the MSA of 136400as given by 
the National Association of Realtors for the second quarter of 2007 and assuming that there are 20 houses within one 
block of the foreclosed house.  Dan Immergluck and Geoff Smith, “The External Costs of Foreclosure:  The Impact 
of Single-Family Mortgage Foreclosures on Property Values,” Housing Policy Debate, Val. 17, Issue 1. 
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As noted in our recommendations section below, there are many steps that lenders, loan servicers 
and governments can do to keep this wealth in our communities – but they must act now.   

 
Information on the top 20 Census tracts for subprime lending 
in Cuyahoga County 

 
For Cuyahoga County, we have identified the 20 Census tracts with the largest number of high-
cost refinance and purchase loans. The table below and the map(s) on the next page list these 
Census tracts and the losses each is likely to face due to foreclosures, estimated using the 
methodology stated above.   
 

Census 
Tract 

Number of 
High Cost 

Loans 

Dollar value of 
these High-Cost 

Loans 

Estimated Loss Estimated 
Number of 

Foreclosures 

1158.00 54 $4,244,000 $661,169 8 
1166.00 51 $3,868,000 $616,782 8 
1168.00 55 $3,988,000 $655,145 9 
1175.00 58 $4,783,000 $722,410 9 
1198.00 61 $4,320,000 $720,988 10 
1204.00 54 $3,809,000 $637,418 8 
1206.00 55 $4,514,000 $683,864 9 
1215.00 56 $4,595,000 $696,240 9 
1217.00 61 $4,994,000 $757,789 10 
1241.00 55 $4,244,000 $669,122 9 
1521.02 87 $6,940,000 $1,070,811 14 
1523.02 59 $4,419,000 $710,488 9 
1525.01 60 $4,064,000 $699,058 9 
1546.04 55 $4,743,000 $696,368 9 
1711.02 96 $8,165,000 $1,209,271 15 
1711.03 78 $6,240,000 $961,016 12 
1711.04 115 $9,859,000 $1,452,865 18 
1852.02 60 $5,893,000 $798,921 9 
1881.03 62 $4,863,000 $758,589 10 
1940.00 53 $6,998,000 $803,585 8 
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RECOMMENDATIONS 

 
PREVENTING FORECLOSURES AND SAVING HOMES 
 

• Lenders and loan servicers should work to get people out of risky loans by offering 
people fixed-rate, 30-to-40-year mortgages.     

 
• Lenders and loan servicers should implement a streamlined, standardized approach and 

method for evaluating and modifying all loans which are delinquent, in foreclosure or 
carry an adjustable rate. These changes to the loans must create long-term affordability 
for homeowners. The system must efficiently handle the unprecedented numbers of 
delinquent and soon-to-be reset loans. 

 
• Lenders and servicers must increase funding for outreach and home mortgage counseling 

to borrowers with subprime mortgages and ARMs. 
 

SAVING OUR NEIGHBORHOODS 
 

• Cities, counties and states should identify neighborhoods at greatest risk from the 
growing number of foreclosures and the vacant properties that so often result, and should 
implement emergency action to help prevent the decline of these neighborhoods. They 
can do this by: pressing lenders and servicers to stop foreclosures; increasing funding to 
deal with vacant properties and blight; partnering with community organizations to 
perform targeted outreach and foreclosure prevention work; and targeting affordable 
housing resources to help stop foreclosures.   

 
• Cities should pass laws requiring all owners and/or trustees to maintain their vacant 

properties. 
 

• In neighborhoods with high foreclosure rates that cannot be prevented, cities and counties 
should fund and negotiate affordable housing programs to get these homes into the hands 
of working families that need them.   

 
 

PREVENTING FUTURE PREDATORY LOANS 
 

• Lenders should determine a customer’s ability to repay a loan based on the maximum 
interest rate and monthly payments due.   
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• Lenders should ensure that all borrowers who are offered an ARM are also offered a 
fixed-rate mortgage.   

•  
• Congress should pass legislation to protect families against predatory mortgage lending 

and foreclosure rescue scams. Strong predatory lending legislation would place a duty of 
care on mortgage originators; establish an ability to repay standard; ban prepayment 
penalties and yield spread premiums on subprime loans; prohibit steering; and hold the 
secondary market accountable for predatory loans it purchased, among other 
improvements. 

 
• The Federal Reserve should use its authority under the Home Ownership and Equity 

Protection Act (HOEPA) to issue regulations that will protect families from predatory 
lenders. 

 
• Congress should increase funding for the HUD Housing Counseling program from $42 

million to $150 million, with part of the increase set aside for foreclosure prevention 
counseling.  

 
 
 

METHODOLOGY TO IDENTIFY THE HIGH-COST LOANS 
 
We used a sample of 363 lenders owned by 19 of the largest lenders in the country: ABN 
AMRO, ACC Capital, American Home Mortgage, Bank of America, Bear Stearns, Chase, 
Citigroup, Countrywide, GE, GMAC, H&R Bock, HSBC, IndyMac, National City, New 
Century, Sun Trust, Wachovia, Washington Mutual and Wells Fargo. According to industry 
estimates, these lenders represent 68.49 percent of all residential mortgages originated in 2006 
and 50.47 percent of the subprime market.9   
 
Data was obtained from requests made directly to the lenders for the public versions of their 
Home Mortgage Disclosure Act (HMDA) data, including data for any subsidiaries and affiliates. 
We examined only first-lien, conventional purchase and refinance mortgages, and did not include 
government-backed loans (FHA, VA, FmHA).  
 
HMDA requires lenders to report the race, gender and Census tract of its applicants, and to 
indicate whether the applicant received a high-cost, or subprime, loan. High-cost loans are 
defined in the HMDA reporting guidelines as loans originated with an Annual Percentage Rate 
(APR) at least three points above the rate on comparable United States Treasury securities. For 
such loans, the lender was also required to report the difference between the two rates, a figure 
known as the “rate spread.” Prime loans were defined as loans where no rate spread was reported 
because the APR on the loan was less than three points above the comparable Treasury rate.   

                                                           
9 National Mortgage News, March 12, 2007 and April 23, 2007. 


