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Mortgage Fraud, Foreclosures and Neighborhood Decline Meeting

Increasing foreclosure rates can lead to immediate and visible increases in crimes such as theft,
vandalism, squatting and arson. Over time these crimes damage the social fabric of a neighborhood
or a metropolitan area for decades to come.

NIJ hosted a meeting on Foreclosures and Crime to examine three main themes that relate to crime
and foreclosures:

1. Mortgage fraud.
2. Intimate partner violence.
3. The onset of crime in neighborhoods with high rates of foreclosures.

The meeting was held March 31 to April 1, 2009, in Charlotte, N.C.
You may:

e Read a summary of the meeting (pdf, 9 pages).

e Read the complete meeting minutes (pdf, 65 pages).

e Review the commissioned papers, presentations, presenter information and abstracts, which
are divided into these categories:

Backdrop — Buildup to Mass Foreclosure

National and Local Level Data.

Mortgage Fraud.

Intimate Partner and Household Violence.

Neighborhoods and Crime.

Case Study Examples.

Federal, State and Local Law Enforcement Responses.

NouhwnE

Backdrop — Buildup to Mass Foreclosure

Presentation: Buildup to Mass Foreclosure
e Louis Tuthill, National Institute of Justice, Presentation | Bio

Back to top

National and Local Level Data

Presentation: Data Sources for Estimating Foreclosure and Abandonment Risk
e Robert N. Renner, Housing and Urban Development, Presentation | Bio

Assessing Recent Patterns of Foreclosure and Crime in America
e Eric P. Baumer, Florida State University, Bio
¢ Kevin Wolff, Florida State University

Joint Presentation

Acquiring reliable, consistent data on home foreclosures is challenging. First, researchers must
define what actually constitutes a foreclosure. For example, some data providers report a foreclosure



filing as a foreclosure, but not all foreclosure filings actually end in repossession or an abandoned
property. Then there is the issue of coverage. No one foreclosure data source covers both the entire
extent of the country and the entire mortgage market.

Data on loan performance are proprietary and can be quite expensive. Those who are able to
purchase these data sets are not able to share them. They require extensive recoding before they
can be analyzed. Additionally, many loan performance datasets, while rich in information about the
terms of the loan, are missing other useful information, such as the race of the borrower.

HUD's new Neighborhood Stabilization Program (NSP) provides emergency assistance to state and
local governments, allowing them to acquire and redevelop foreclosed properties that might
otherwise become sources of abandonment and blight within their communities. HUD evaluated
multiple datasets for information on foreclosures, subprime loans, defaults, and delinquencies. NSP
funds were allocated to states and local jurisdictions using estimates of foreclosures (based on a
formula that calculated the rate of foreclosure starts over the past 18 months.) The following
publicly available datasets were used in estimating the foreclosure rates: Home Mortgage Disclosure
Act (HMDA) data, the Office of Federal Housing Enterprise Oversight (OFHEO) Home Price Index and
Bureau of Labor Statistics Local Area Unemployment Rate data.

In addition to estimating foreclosures at the local level, HUD also calculated an abandonment risk
score for each census tract based on vacancy data provided by the United States Postal Service
(USPS) to help state and local governments in their efforts to target the communities and
neighborhoods with the greatest needs. Data on foreclosures can be found in court records, tax
assessor offices and in other public service departments such as public works, zoning enforcement or
police departments. These data are not often in a format that is conducive to analysis because of
missing or incomplete data. Also, sometimes agencies are not willing to share the data, data does
not exist, or data only exists in fragments that must be compiled from many agencies. Cities like
Charlotte, North Carolina, or Philadelphia, Pennsylvania, record extensive amounts of data on nearly
all changes (e.g., activities, transactions, services, geographic features) that occur within their
jurisdictions, including foreclosed properties. Doing so allows them to analyze foreclosures within a
complete context. These presentations and discussion will review the aforementioned datasets and
describe how they are relevant to understanding the current foreclosure crisis.

Back to top

Mortgage Fraud

Paper and Presentation: Burning Down the House — Mortgage Fraud and the Destruction of the
United States Economy
e Ann Fulmer, InterThinx Corporation, Paper (pdf, 29 pages) | Presentation | Bio

Mortgage fraud is, essentially, bank robbery without a gun. Residential mortgage fraud played a
substantial role in the inflationary stage of the real estate bubble and, because fraudulently
originated loans almost universally end in foreclosure, it is one of the primary causes of the current
economic crisis. Fraud in the United States is committed by organized rings, street gangs, terrorist
organizations, drug traffickers, local real estate professionals and your neighbors. Street-level crime,
ranging from vandalism and arson to prostitution, drug trafficking and violent crimes against
persons, moves in with mortgage fraud. Despite severely reduced origination volumes, the incidence
of fraud is rising precipitously because of desperation, the lack of effective government and lender
prevention protocols, and economic stabilization efforts that have unintentionally made fraud easier
to commit. The foreclosure and economic crises will not end until fraudulent loans are no longer



funded, but that will not happen until we adopt robust "zero tolerance" policies that identify and
prevent the diversion of additional funds into the hands of criminal profiteers.

Presentation: Mortgage Fraud's Impact on Housing Markets — An Atlanta Case Study in
Neighborhood Collateral Damage
e J. Nigro, Bryant University, Presentation | Bio

Reports of fraud in the mortgage loan process have grown exponentially in recent years, becoming
one of the fastest growing white-collar crimes in the United States. In this paper, we examine the
impact of fraud on the Atlanta metropolitan statistical area (MSA). Preliminary results from cluster
analysis suggest that ZIP codes with more fraud have higher housing turnover and price
appreciation. Second, using logistic regression we find that fraud is more likely to occur in zip codes
with a greater nonbank and subprime lender activity during the 1997-2003 time period. Results are
preliminary and would benefit greatly from additional data on both borrowers and additional MSA's.
In addition, the dramatic growth of sub-prime lending in the U.S. led to the emergence of some
unscrupulous lenders and lending practices. The Office of the Attorney General of the State of New
York asked us (PR. Collins and Nigro) to assist in examining the pricing practices of seven mortgage
brokers suspected of over-charging minority applicants during the 2005-07 time period. This
analysis briefly overviews the statistical methodology employed to examine the pricing policies of
brokers and provides some summary findings of the New York Attorney General.

Paper: Miami-Dade Mortgage Fraud Task Force
e Glenn Theobald, Paper (pdf, 2 pages) | Bio

In 2006 and 2007, Florida ranked first in the United States for mortgage loans that contained
alleged fraud against the lenders, according to the Mortgage Asset Research Institute (MARI). In
2008, Florida was ranked second in the United States. MARI ranked the Miami-Dade Metropolitan
area in the top 10 metropolitan areas in the United States for instances of Mortgage Fraud. In 2007,
Florida ranked second in the United States in foreclosures filed. There were 279,325 foreclosures
filed in Florida. This was an increase of 124% from 2006 and 129% from 2005. In 2008, Florida was
again second in the United State in foreclosures filed exploding to more than 500,000, which
equates to 4.5 out of every 100 households filing foreclosure. MARI estimates that 70-80% of all
foreclosures contain some type of mortgage fraud. In 2007, Governor Crist enacted the Mortgage
Fraud Statute FSS 817.545 that made mortgage fraud a third degree felony. This new law enabled
state, county and local law enforcement to arrest for violations of mortgage fraud, a crime
traditionally investigated by the Federal Bureau of Investigation (FBI). In the 2008 legislative
session the mortgage fraud statute was enhanced to a second degree felony for incidents over
$100,000, and with the passage of FSS 193.133, law enforcement works with the property
appraiser's office to reduce the tax burden on homeowners living in the area of the mortgage fraud.
However, with the exception of Miami-Dade County, many law enforcement agencies are ill trained
and equipped to handle the laborious task of investigating a mortgage fraud case. Now in 2009, it is
clear that a concerted nationwide effort to combat mortgage fraud should be undertaken. It is
recommended that through grant funding and legislative action, a nationwide Mortgage Fraud Task
Force be created to combat mortgage fraud throughout the United States. The Task Force should be
modeled after the Miami-Dade Mortgage Fraud Task Force. This presentation will discuss that task
force and its key elements.



Presentation: Mortgage Fraud — Understanding the Crime
e Rosmarie Wolfe, EquiFirst Corporation, Presentation | Bio

Mortgage fraud is a term that is used a lot in the news these days. It is a crime that is frequently
misunderstood by government, law enforcement, borrowers and sometimes the mortgage banking
community itself. It was only within the last few years that it was actually classified as a crime on its
own, yet it costs financial institutions, mortgage insurance companies, the FHA and thousands of
homeowners billions of dollars every year. Much of this loss is unidentified or misidentified. This
presentation will define what mortgage fraud really is, why it is so difficult to quantify, who is behind
it and who its victims are.

Back to top

Intimate Partner & Household Violence

Presentation: Housing Foreclosure and Domestic Violence — A Theoretical Foundation for
Anticipating This Relation
e Kirk R. Williams, University of California, Riverside, Presentation | Bio

The current housing foreclosure crisis is changing the urban landscape and posing challenges to
communities faced with the potential of serious attendant problems, such as crime and violence
(Wilson and Paulsen 2008; Bess 2008). The present paper discusses one of those problems,
domestic violence, defined as the threat or use of physical force with the intent of physically or
psychologically harming others in family or family-like settings. Like crime in general, anecdotal and
media accounts suggest domestic violence may be a consequence of housing foreclosures, but a
relation between these disruptive events and such violence has not been systematically determined
through rigorous empirical research. At the request of NIJ, therefore, the present paper proposes a
theoretical foundation for anticipating this relation. Specifically, the social disorganization theoretical
tradition is discussed, and domestic violence research cast within this tradition is reviewed. The
applicability of this framework for anticipating a relation between housing foreclosures and domestic
violence is then critically examined. Limitations are identified, and an argument is offered that the
incorporation of general strain theory can compensate for identified shortcomings of social
disorganization theory. The paper closes with a summary of empirical questions, issues, and
problems that can be addressed by combining these two theoretical traditions.

Paper: The Nexus between Economics and Family Violence: The Expected Impact of Recent
Economic Declines on the Rates and Patterns of Intimate, Child and Elder Abuse

e Christopher D. Maxwell, Michigan State University/The University of Michigan, Bio
e Rebecca J. G. Stone, Michigan State University Paper (pdf, 46 pages)

This paper reviews the connection between several key micro-economic measures and a cadre of
family violence measures. These key economic measures we focus on include family income,
employment status and socioeconomic status inconsistence within the family. This review will include
a discussion of why each of these three economic measure might influence the likelihood of domestic
violence, an assessment of the available evidence about the extent of the connection between these
measures and various forms of family violence, and a discussion about the limitations of the
evidence that hinders our capacity to accurately forecast what may happen during the current



economic crisis. The paper will conclude with a summary of several possible research studies that
could quickly be undertaken to fill the gaps with "shovel ready" data.

Presentation: Foreclosures and their Relationship to Economic-related Suicides
e Thomas R. Simon, Center for Disease Control and Prevention, Presentation (pdf, 25 pages)

The Division of Violence Prevention (DVP) at the Centers for Disease Control and Prevention focuses
on the primary prevention of self-directed (i.e., suicidal behavior) and interpersonal violence,
including child maltreatment, youth violence, intimate partner violence and sexual violence. DVP
researchers are analyzing existing data to understand the associations between indicators of the
economic downturn and violence-related outcomes. For example, CDC's National Violent Death
Reporting System (NVDRS) is a state-based surveillance system that links data from law
enforcement, coroners and medical examiners and vital statistics in a way that captures considerable
information about the circumstances contributing to violent death. We are using NVDRS data to
examine the extent to which economic-related crises such as foreclosure and eviction are noted as
circumstances of suicides. We are also utilizing historical data on suicide rates from the National Vital
Statistics System to quantify associations with economic indicators, including unemployment rates. I
will describe some of the questions we are pursuing, the data being used, and initial results. The
analyses are ongoing so the results are preliminary.

Back to top

Neighborhoods and Crime

Paper: A Theoretical Underpinning of Neighborhood Deterioration and the Onset of Long Term Crime
Problems from Foreclosures

e Ronald E. Wilson, National Institute of Justice, Bio

e Derek J. Paulsen, Eastern Kentucky University, Bio

Paper (pdf, 47 pages)

This paper describes the importance of studying how geographically concentrated foreclosures can
influence long-term crime problems. These foreclosures could lead to "bad neighborhoods" that have
an impact on the quality of life for residents. This work draws from evidence in criminology,
sociology, geography, economics and urban studies suggesting that researchers should study the
dynamics of neighborhood deterioration and how it relates to crime. We will discuss the role of
territorial expansion by the mortgage industry in the revitalizing and creating of new neighborhoods
that increase the size of the metropolitan area and examine the consequences of having to maintain
that new growth should decline occur. We will define links between territorial expansion, the speed
of decline and the problems created for residents on the lower economic ladder that move into new
neighborhoods. And we will determine how mortgage fraud and age of buyer may play a role in the
geographic clustering of foreclosures and what that means for property decline. Additionally, we will
discuss the process of home and neighborhood deterioration and show how deterioration can create
new crimes. We will note how changes in the types of businesses in a neighborhood can further its
decline and make it more difficult to reverse that decline. The paper finishes by arguing that society
is witnessing a new and sudden process of entire venting of a neighborhood population. We are
unsure of what will take place as a result. This decline could create deviant places in a much shorter
time period and "shock" the metropolitan system.



Presentation: Impacts of Stunningly High Foreclosure Rates for Understanding Community Crime
Rates, Community Crime Prevention, Co-Produced Safety and Reactions to Crime — Considering
Various Theoretical Alternatives

e Ralph B. Taylor, Temple University, Paper (pdf, 40 pages) | Presentation | Bio

A review of some of the most widely used models for understanding community crime differentials
suggests that no one model would be a better guide than another for thinking about how to prevent
increasing crime, how to encourage the most effective community crime prevention, or how to
structure the most effective partnerships to co-produce public safety in the context of rapidly rising
foreclosure and abandonment rates. All models have substantial deficiencies. The current foreclosure
crisis may represent in its pacing and spatial patterning a substantial challenge to several of them.
Only models securely grounded in an ecological framework seem designed from the ground up for
modeling impacts and responses to such challenges. But even these frameworks are lacking in some
ways. Most importantly, all of these models, save for the political economy one, are inadequately
connected with current scholarship on the growth of suburban poverty and the connections between
economics and MSA structures. Both these latter streams of scholarship point up key themes of
contextual variation and historicity.

Presentation: Better Data To Guide Neighborhood Change: The National Neighborhood Indicators
Partnership
e G. Thomas Kingsley, The Urban Institute, Presentation | Bio

The National Neighborhood Indicators Partnership (NNIP) is a collaboration between the Urban
Institute and local data intermediaries in 31 cities. These groups have built and operate regularly
updated neighborhood-level data systems and apply their data in work with local stakeholders to
address practical problems and opportunities. This presentation will explain the key factors that lie
behind the success of these groups and illustrate their work with recent applications related to the
national foreclosure crisis. It will also review the agenda of the overall NNIP network. The session
will close with a presentation of data on the types of neighborhoods where spillover effects are likely
to be most severe (as characterized by poverty rate, racial/ethnic composition, distance rings from
the primary city central business district and region). Neighborhood variations in the share of high-
cost loans that go to investors (rather than owner occupants) will also be examined.

Back to top

Case Study Examples

Presentation: Assessing City- and County-Level Patterns of Foreclosure and Crime — An Exploratory
Analysis Across Large U.S. Cities and Florida Counties

e Eric P. Baumer, Florida State University, Bio

¢ Kevin Wolff, Florida State University

Joint Presentation

Much of the media attention on foreclosure has singled out particularly high mortgage default rates
in specific cities or counties and has speculated about a variety of possible negative consequences
for these places, including elevated crime. Yet relatively little systematic research has evaluated the
merit of such claims. We advance knowledge in this area by analyzing recent crime and foreclosure
data across a sample of U.S. cities drawn from the nation's largest metropolitan areas, some of
which have experienced very high levels of foreclosure and some of which have been relatively
buffered from the housing crisis to date, and a sample of Florida counties, a few of which are
national leaders in foreclosure rates but the majority of which have experienced foreclosure patterns
near or below the national norm. We begin by briefly summarizing relevant literature on a possible
empirical link between foreclosure and aggregate crime rates and providing an overview of possible



causal processes and the state of existing data infrastructures relevant to studying those processes.
We then present preliminary findings from our analysis of foreclosure rates and crime rates across
large U.S. cities and Florida counties, focusing on 2006-2008, a period during which foreclosures
nationwide increased substantially and other dimensions of economic standing also deteriorated
significantly.

Paper and Presentations: The Neighborhood Context of Foreclosures and Crime
e Brandon Behlendorf, University of Maryland, Bio
e Ronald E. Wilson, National Institute of Justice, Bio
e David Kirk, University of Maryland

Joint presentation

The recent crisis of foreclosures has raised concerns about an impending crime wave targeting
abandoned properties and causing neighborhoods to deteriorate further. Questions remain,
concerning the type of crime that would be affected and in what neighborhoods these changes would
occur. Using crime, housing, and census data from Charlotte, North Carolina, we test the effect of
foreclosures on both property and violent crime rates, controlling for social disorganization,
residential construction patterns and spatial dependence. We test these effects at two different
levels of neighborhood geography and incorporate individual housing data to assess the mechanisms
by which foreclosures affect neighborhood levels of crime. Overall, foreclosures were significantly
and positively related to violent crime and residential burglary at both the tract and block levels.
Results indicate that the effect was greatest in neighborhoods with a high amount of new housing
construction, rather than in disorganized or low-income communities. The results suggest that
changes to crime rates that result from an increase in foreclosures could threaten the stability of
new homes and neighborhoods that were built at the height of the previous housing bubble.

Presentation: Foreclosures, Crime and De-Concentrating Poverty
o Derek. J. Paulsen, Eastern Kentucky University, Presentation | Bio

Presentation: Foreclosures and Crime in Providence, RI — Examples and Evolution
e Jim Lucht, Providence Plan, Presentation | Bio

This presentation will highlight The Providence Plan's work around crime and foreclosure mapping in
the City of Providence, Rhode Island. Rhode Island's capital Providence is a dense, older community
that recently experienced an incredibly overheated housing market. Foreclosures have ravaged all
but the most affluent neighborhoods, but are particularly concentrated in the poorest and highly
transitional areas with a high concentration of Latino residents. Examples include mapping of basic
crime, copper theft, foreclosure initiations, boarded/suspected abandoned properties, and a
preliminary analysis of correlation between foreclosures and certain crime categories. It will also
include examples where we combine crime, foreclosure, property assessment, and other data with
local knowledge in a Community Safety Initiative project involving police, corrections and a local
Center for Disease Controls. In terms of Foreclosure Response, it will outline a foreclosure and
distressed property management application currently under development that uses open-source
database and web-mapping technologies.

Back to top



Responses to Foreclosure: Federal, State & Local Initiatives

Presentation: Responding to Foreclosure — Federal, State, and Local Initiatives.
e Cornelia Sorenson-Sigworth, Bureau of Justice Assistance, Bio
e Louis Tuthill, National Institute of Justice, Bio

Joint Presentation

The factors leading up to foreclosure are multifaceted and include exotic mortgages, market
speculation, falling housing prices and financially overextended buyers. These factors impair
homeowners' ability to pay their mortgages. Resources and information about this issue and how it
relates to crime are critical for the growing number of communities experiencing its effects.

As part of the Department of Justice's effort to help communities respond to vacant and abandoned
properties, the Bureau of Justice Assistance (BJA) convened a working group of representatives from
communities in different regions of the country. The group identified promising local prevention and
enforcement responses to foreclosure issues. This has allowed BJA to develop a set of resources and
information that will be useful to the communities experiencing this problem. Our paper will discuss
these resources; examine other current Federal, State and local responses to foreclosure; and
identify promising prevention and enforcement initiatives to stabilize neighborhoods.



. . . . Back to Text
Foreclosures and Crime Meeting: Presenter Biographies

This page presents short biographical information for each of the presenters at an NIJ-hosted
meeting on Foreclosures and Crime. The meeting was held March 31 to April 1, 2009, in Charlotte,
North Carolina.

Bernie Auchter has a bachelor's degree from Villanova University and a masters degree in social
policy analysis from Rutgers University. He has worked as a child protective services caseworker in
Pennsylvania and with a Probation Research and Development unit in the New Jersey Administrative
Office of the Courts. For the past 33 years, he has been with the National Institute of Justice, and
during that time he has been managing research programs on crime prevention, prosecution,
adjudication, white-collar crime and family violence. He is currently a Senior Social Science Analyst
and Acting Division Director in NIJ and has been working primarily on issues concerning violence
against women, including domestic violence, sexual assault, teen dating violence, stalking and
batterer intervention. In the recent years, he has also served on social service and domestic violence
advisory boards at the county level. He has facilitated a variety of workshops and meetings
organized by NIJ.

Eric Baumer is the Allen E. Liska Professor of Criminology in the College of Criminology and
Criminal Justice at Florida State University. Professor Baumer's research focuses on how structural
and cultural features of social collectivities influence attitudes and behavior. He has addressed this
general theme in multilevel studies of the nature of violence, the mobilization of law, the formation
of death penalty attitudes, and the disposition of felony cases; macrolevel studies of spatial and
temporal crime and social control patterns; and case studies of crime and justice in unique
sociocultural contexts such as Malta, Iceland, and Ireland.

Brandon Behlendorf is currently a second-year doctoral student in criminology at the University of
Maryland, where he serves as the geocoding coordinator for the Global Terrorism Database at the
National Consortium for the Study of Terrorism and Responses to Terrorism. His research interests
include cross-national criminology, terrorism, spatial analysis, neighborhood development, and
quantitative methods. From 2004 to 2007, Brandon was a researcher with the Ohio State Highway
Patrol, where he conducted a multiagency evaluation of a commercial vehicle diversion program and
assisted in the creation of risk management programs and assessments for the Ohio Department of
Public Safety. He received his master's degree from The Ohio State University (2003), and his
bachelor's from the University of California, San Diego (2001).

Michael Bess is the Senior Management Analyst at the Charlotte-Mecklenburg Police Department,
North Carolina, and has been involved in law enforcement for 32 years, 24 of those as a sworn
officer. He has served as a patrol officer, narcotics agent, criminal investigator, and crime analyst.
Michael has concentrated on the geospatial analysis of crime and disorder over the past 10 years,
and teaches in NIJ's popular crime mapping program throughout the southeast. He studied business
administration at Montreat College and currently serves on NIJ's Geospatial Technology Working
Group.

Ann Fulmer, a Vice President with InterThinx, has been identified by People Magazine as "perhaps
the savviest mortgage-fraud sleuth anywhere" (10/27/05). Named as one of Inman News' "100 Most
Influential People in Real Estate," she has helped authorities develop criminal cases resulting in more
than 200 convictions. She has been quoted in leading national publications, including the New York
Times, the Washington Post and USA Today and has appeared on national news programs, including
ABC World News Tonight, Fox Business Channel, CNN and CNN Headline News. She has also written
numerous articles for mortgage banking trade publications. Ann's work is informed by her
experience as a litigator, a white-collar crime prosecutor, a tax assessor and a private detective.



G. Thomas Kingsley is a senior researcher in housing, urban policy and governance issues at the
Urban Institute, where he served as Director of the Center for Public Finance and Housing from 1986
through 1997. He currently directs the National Neighborhood Indicators Partnership — a
foundation-sponsored initiative to expand the development of advanced data systems for policy
analysis and community planning in U.S. cities — and other research projects concerned with
reforms in subsidized housing programs. In recent shorter term assignments, he has advised HUD
on strategy guidelines for the Empowerment Zone and Consolidated Planning Programs, and assisted
HUD Secretary Cisneros in developing a series of essays on the future of American cities. His recent
work on urbanization in developing countries and Eastern Europe has focused on decentralization
policy, local economic development and land and infrastructure planning and financing. Earlier, Mr.
Kingsley served as director for several major policy research programs, including testing the market
effects of housing allowance programs (1974-80, the HUD sponsored Housing Assistance Supply
Experiment); analyzing the structure and potentials of metropolitan Cleveland's economy (1980-82,
for the Cleveland Foundation); preparing a national urban development strategy for Indonesia
(1982-85, for the United Nations); helping the Czech and Slovak Republics design and implement
policy reforms in housing and municipal infrastructure (1991-95, for USAID); and assessing
American Indian housing needs and programs (1993-95, for HUD).

David S. Kirk (Ph.D., Sociology, University of Chicago, 2006) is an Assistant Professor in the
Department of Sociology and a Faculty Research Associate of the Population Research Center at The
University of Texas at Austin. Kirk was formerly Assistant Professor in the Department of
Criminology and Criminal Justice at the University of Maryland (from 2006-2009). Prior to earning
his doctorate at the University of Chicago, Kirk worked at the Urban Institute, where he researched
issues related to criminal justice policy. Kirk's current research explores the influence of social
context and neighborhood change on criminal behavior. One ongoing project examines the structural
and cultural predictors of neighborhood violence. Kirk's recent research has appeared in American
Sociological Review, Demography, and Criminology.

Vivan B. Lord is the Chair of the Department of Criminal Justice at the University of North Carolina-
Charlotte with Adjunct Professor appointments in the Public Policy Doctoral Program and the
International Studies Department. Dr. Lord received her doctorate in Psychology from North Carolina
State University and is licensed as a practicing psychologist in North Carolina. She is a past chair of
the Police Section, Academy of Criminal Justice Sciences, and a past president of the North Carolina
Criminal Justice Association. Dr. Lord is the author of two books: Challenges for Women Considering
a Law Enforcement Career: A Guide for Preparing and Succeeding and Policing and Suicide by Cop:
Inducing the Police to Shoot and is the author of 40 journal articles, academic book chapters, and
technical reports exploring topics primarily in community policing, women in policing, police
selection, ethics, police-assisted suicide, comparative policing issues, occupational stress, and
workplace violence. Her career in policing began as a sworn officer in a municipal police department
in North Carolina. She subsequently instructed, then managed the Justice Services Division of the
North Carolina Justice Academy, the state police academy responsible for the basic curricula and in-
service training for police and sheriff agencies.

Jim Lucht serves as Director of The Providence Plan's Information Group, an initiative dedicated to
promoting the use of data to inform decisions that affect the well-being of Rhode Island and its
residents. A recognized leader in the field of GIS throughout New England, Mr. Lucht actively
engages partners from the public and private sectors through projects that enhance their capacity to
visualize and interpret data. Since joining The Providence Plan in 2001, he has spearheaded
collaboration with dozens of local clients including the Rhode Island Departments of Health,
Administration, Education, and Corrections, as well as the Providence Police, Weed & Seed, the
Rhode Island Economic Development Corporation, the City of Providence, LISC, and the University of
Rhode Island's Costal Resources Center. At the national level, he has managed projects with the
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National Institute of Justice, The Urban Institute, The Brookings Institute, and the Annie E. Casey
Foundation. Mr. Lucht has a bachelor's degree in urban studies from the Worcester State College and
a master's degree in community planning from the University of Rhode Island.

Thomas Ludden is a GIS consultant for the Metropolitan Studies Group at UNC Charlotte. He has
contributed to several GIS-related projects, including neighborhood assessment studies for the City
of Charlotte, North Carolina, and City of Chesapeake, Virginia, crime analysis for Project Safe
Neighborhood with the Department of Justice, and neighborhood analysis for Charlotte Housing
Authority. He received his bachelor's in Liberal Arts from Virginia Tech and his master's in Geography
from UNC Charlotte. He is currently a part-time doctoral student in the Department of Geography
and Earth Sciences at UNC Charlotte focusing on the relationship between foreclosures and housing
prices.

Christopher D. Maxwell is Associate Dean for Research in the College of Social Science and
Associate Professor in the School of Criminal Justice at Michigan State University (MSU), and he is
Associate Research Scientist in the Inter-University Consortium for Political and Social Research at
the University of Michigan. He holds bachelor's degrees in sociology, criminal justice and psychology
from Indiana University-Bloomington, and a master's degree and doctorate in criminal justice from
Rutgers University. Dr. Maxwell's research interests include testing for the benefits and costs of
sanctions and therapeutic treatments for spouse abusers, the impacts of police and court services on
victims of domestic violence, the epidemiology of violence against women by intimates, and the
extent and correlates of sexual assault by and against adolescents. His current focus is assessing the
extent to which intimate partner violence offenders are prosecuted and whether more prosecution
and sanctions lead to less subsequent violence. He has published numerous articles in journals,
including Criminology, Criminology and Public Police, Justice Quarterly and Journal of Quantitative
Criminology .

Rodney D. Monroe was appointed Police Chief of the Charlotte Mecklenburg Police Department on
June 16, 2008, by City Manager Curt Walton. Chief Monroe leads the largest municipal police
department in the state of North Carolina, with 1,650 sworn and 450 civilian members. He brings to
this position the knowledge and experience of nearly 30 years in the law enforcement profession. He
was the chief of the Richmond, Virginia Police Department from February 2005 to June 2008. His
efforts there led to the lowest number of homicides in over 25 years. Under then Chief Monroe's
leadership, the department regained its reputation as a leader in urban policing. Crime rates
declined every year by approximately 10 percent during Monroe's tenure, and community policing
initiatives were expanded. A recognized innovator and practitioner of community policing, Chief
Monroe is known to refocus police departments on crime fighting and crime prevention through a
more accountable organizational structure, new technology, and an enhanced strategy of community
policing. A native of the Washington, DC, area, Chief Monroe served in the Washington, DC, Police
Department for 21 years in a variety of assignments. He became a police officer in March 1979 and
was promoted through the ranks, eventually serving as Assistant Chief of Police, where he managed
the department's 2,600-member Patrol Services Bureau. He also led the Department's Criminal
Investigations Bureau and the Office of Youth Violence Reduction. Chief Monroe was awarded a
bachelor's degree in Interdisciplinary Studies from Virginia Commonwealth University. He is a
graduate of the FBI National Academy and the National Executive Institute. He serves as a member
of the International Association of Chiefs of Police, Major Cities Chiefs and the National Organization
of Black Law Enforcement Executives.

Peter J. Nigro is the Sarkisian Chair in Financial Services at Bryant University in Smithfield, Rhode
Island. Prior to joining Bryant, he served as a Senior Financial Economist in the Policy Analysis
Division at the Office of the Comptroller of the Currency for a decade. His research interests include
mortgage lending, small business finance, credit risk modeling and bank compliance issues. Mr.
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Nigro received a bachelor's degree from the College of the Holy Cross, a master's in economics from
the University of Southern California and a doctorate in economics from Boston College. He has
published articles in journals such as the Journal of Money, Credit and Banking, Journal of Financial
Intermediation, Journal of Financial Research and Journal of Financial Services Research.

Derek J. Paulsen is currently an Associate Professor in the Department of Criminal Justice and
Police Studies and Director of the Graduate Program. Dr. Paulsen has published two books, Crime
Mapping and Spatial Analysis of Crime and Tactical Crime Analysis as well as numerous articles
dealing with crime mapping and crime analysis issues that have appeared in such journals as
Policing: An International Journal of Police Strategies and Management, Journal of Investigative
Psychology and Offender Profiling, International Journal of Police Science and Management, and
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active participant in the foreclosure process and an interested student of the economic and societal
impacts it brings.

Winifred L. Reed is Chief of the Crime Control and Prevention Research Division in the Office of
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including crime mapping, transportation, planning, public health and housing. At HUD, Mr. Renner
conducts research and geographic analyses of the Department's various programs. He is also
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enforcement, investigations and forensic science, and crime prevention. In this role she works with
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responsibilities included the substantive, programmatic and financial management of national
research, evaluation and developmental programs. Ms. Sigworth holds a Master's degree in Justice,
Law and Society from American University. She earned her undergraduate degree at Northern
Arizona University.

Thomas R. Simon is the Deputy Associate Director for Science within the Division of Violence
Prevention in the National Center for Injury Prevention and Control of the Centers for Disease
Control and Prevention (CDC). The primary focus of his research is on informing the development of
youth violence and suicide prevention programs by studying risk and protective factors for
aggressive and suicidal behavior. Dr. Simon has served as a scientific advisor on several CDC-funded
etiological studies and longitudinal evaluations of violence and suicide prevention programs.

Deborah Spence is a Senior Social Science Analyst in the Program/Policy Support and Evaluation
Division of the U.S. Department of Justice Office of Community Oriented Policing Services (COPS).
Her duties vary widely from internal statistical analysis support to overseeing coordination of the
COPS Methamphetamine Initiative Training and Technical Assistance grant program; she also serves
as editor-in-chief of the COPS Office e-newsletter, the Community Policing Dispatch, which has
reported on public safety challenges related to the economy throughout the past year. Deborah's
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and public safety, with a focus on the impact of economic conditions on law enforcement operations.
Prior to joining the COPS Office in 2005, she was a Research Associate with the Institute for Law and
Justice in Alexandria, Virginia. Deborah holds a master's degree in justice, law and society from
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passage in the United States House of Representatives, HR 6853 "The Nationwide Mortgage Fraud
Task Force Act of 2008". He also authored and is lobbying for the successful passage of HR 529 and
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written by Reuters, The New York Times, The Financial Times, The Miami-Herald, and many other
periodicals. He has appeared on humerous local television and radio shows. His article "Mortgage
Fraud in Florida: an Overview" was published in the Florida Chiefs of Police Magazine. Chief Theobald
received a bachelor's from Barry University, a masters degree in public administration and his juris
doctorate from the University of Miami. He was admitted to the Florida Bar in 2002.

George E. Tita is an Associate Professor in the Department of Criminology, Law and Society at the
University of California - Irvine. His education includes a bachelor's from the University of Pittsburgh
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founding Associate Director of the Center for the Study and Prevention of Violence. Dr. Williams
currently is Professor of Sociology, Co-Director of the Robert Presley Center for Crime and Justice
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assessment. He has received numerous grants from federal and state funding sources in addition to
private foundations to support his research. His most recent federal grant is from the National
Institute of Justice, supporting a study of youth homicide in the nation's 100 largest cities from 1984
to 2006. He also has worked extensively with community-based groups, schools, and agencies in
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Wilson's career has involved applying and advising on spatial data analysis methods as they apply to
various criminological research projects at NIJ. He is currently working on research projects related
to changes in the urban environment as they relate to crime trends. He also teaches spatial statistics
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Mortgage Fraud, Foreclosures and Neighborhood Decline

Meeting Summary
Introduction

With the current upswing in foreclosures that is sweeping the nation, the National Institute of
Justice (NIJ) convened a meeting in Charlotte, N.C., to test the effects of foreclosure on crime.
Foreclosure can cause major social and societal woes for a family. Families going through
foreclosure face the loss of their home, the strain of relocating to a different neighborhood
(which can entail changing schools and medical providers), the social stigma associated with
losing one’s property, the added financial stress, and difficulties in the credit market, insurance
market, and even the job market. Of the many concerns that occur during a foreclosure,
increased crime in a community is one possible indirect effect. NIJ brought together federal staff
members, researchers, practitioners, and industry insiders from across the country to discuss
the question: Is there a link between foreclosures and crime? If the answer is yes, then what
should the research agenda include to address this concern? In this paper, we provide a short
summary of the outcomes of our meetings. There does appear to be some relationship between
foreclosures and crime, but much more research needs to be conducted to further delineate this
relationship. Three areas are discussed in detail below: mortgage fraud, intimate partner

violence, and neighborhood change.

Mortgage Fraud

Eighty to eighty-five percent of recent foreclosures are due to mortgage fraud (Wilson, Baumer,
and Theobald, March 31, 2009). Mortgage fraud is defined as “a material misstatement,
misrepresentation or omission relied upon by an underwriter or lender to fund, purchase or

insure a mortgage loan” (Wolfe, March 31, 2009). Two types of fraud fall under this category:



fraud for housing and fraud for profit. Fraud for housing is most likely perpetrated by the buyer
and is the most common form of mortgage fraud. In this instance, the goal is homeownership
and the buyer has an intent to pay the mortgage. The second form, fraud for profit, is a bit more
complex. Although fraud for property has been more common, fraud for profit has become more
prevalent in recent years. Fraud for profit requires the assistance of other industry insiders to
pull it off. The goal for this type of fraud is monetary, and no involved party intends to pay the
mortgage. “Mortgage fraud is a crime of ethics, ignorance, and exploitation” (Wolfe, March 31,

2009).

Mortgage fraud can occur in many ways. In the early stages of a home purchase, fraud can take
place at the following points: the value assessment of the property, a silent second mortgage (a
practice in which the borrower without a down payment can commit fraud by borrowing the
down payment from the seller in exchange for giving the seller a silent second mortgage),
improper or absent verification of the buyer’s credit worthiness, identity theft of the appraiser,
altered or invented documents, falsified bank deposits, and so on. These are just a few
examples of front-end mortgage fraud. It can also occur when false loan documents are filed. A
popular scheme is to file a falsely notarized quit-claim deed: The new owner listed on the deed
applies for and receives a mortgage loan on a property that they do not own. Other types of
mortgage fraud include undisclosed kickbacks, advanced occupancy misrepresentations, and
inflated purchase prices. Mortgage fraud can involve several actors on different levels of the
buying platform. The seller, appraiser, real estate agent, buyer, and attorney can all be involved

in the plan to commit fraud.

Although some of these tactics were legally acceptable practices in previous years, the
combined result has led to the large number of foreclosures in the housing market today.
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Reporting inflated income, for example, was once viewed as being somewhat acceptable. The
line is crossed, however, when one proceeds from what was once considered “stretching one’s
income” to actually falsifying data to obtain a mortgage. The latter is criminal activity. These
crimes were easy to commit because there was no regulation or licensing in the industry. Some
argue that because this crime was easy to commit, it was also easy to recruit others into
committing the criminal act. Even now, homeowners are being counseled to default on their

home mortgages because this would be a less painful course of action.

A problem with pinpointing mortgage fraud is the lack of a perceived victim. Some take on a bit
of a herd mentality, feeling as though “everyone is doing it.” Others feel that there is no
perceived punishment for committing this act and that everyone does something that is “a little
bit” wrong. Still others were ushered into fraudulent activities because they thought that they

were abiding by generally accepted market practices.

Several relevant research questions arose from the group:
¢ What role does policy play in foreclosures? What role has federal policy played in
encouraging homeownership and the mortgage fraud pandemic?
¢ What is the spatial distribution of foreclosures and the dynamics of time before default?
An example is the targeting of military families to purchase homes they cannot afford.
¢ What are the causal links between escalated housing prices, mortgage fraud, and

foreclosures?

Intimate Partner Violence



Whether utilizing the tenets of social disorganization theory or strain theory, one thing is agreed
upon: Economic distress is related to intimate partner violence. Social disorganization theory
asserts that neighborhoods with concentrated disadvantages, residential instability, and
homogeneous populations tend to have higher crime rates. Although strain theory contends that
negative relationships occur between individuals when something of high value is taken away,
when a threat or adverse conditions are present, or when something interferes with or threatens
to interfere with a goal. Housing foreclosures can be associated with these sources of strain,

although not everyone will react violently to these conditions.

Service providers of domestic violence shelters have experienced a recent upsurge in the
number of clients. In a review of historical data, domestic violence seems to correlate with
poverty. Although the present state of the economy may account for some of the variance, the
current state of foreclosures may also account for some of it. Having reviewed recent criminal
research, one speaker was convinced that money issues are a predictor of domestic violence.

Causal linkages need to be further assessed.

Much research is needed in this area to expand our understanding of the causes for the recent
upsurge in domestic violence shelter clients. Several research questions, areas of concern, and
issues to contend with were discussed at the meeting:
¢ More data is needed on the types of foreclosures that occur, and which ones are more
likely to be related to domestic violence.
e The loss of employment and dependence on one income in the family may lead to
foreclosure (or the threat of foreclosure) and therefore increase strain and possibly lead

to domestic violence.



Some couples may want to divorce but find themselves unable to sell their property in

the current market. This situation may also lead to domestic violence.

e The relationship between receiving unemployment benefits (and being unemployed) and
domestic violence is another area of concern.

o The upsurge in domestic violence shelter usage may point to a greater need for shelter
rather than to an upsurge in domestic violence.

e Foreclosures are changes in ownership but do not necessarily reflect emotional

attachments to a space, especially if mortgage fraud is involved. Defining what “home” is

may help to determine whether there is a causal relationship between foreclosures and

domestic violence.

Ultimately, the question is: Are foreclosures an independent causal influence on
domestic violence? When answering this, the issues of child abuse and elder abuse should also

be included as relevant concerns.

A related topic is homicide and suicide. In 1933, during the Great Depression, the United
States experienced its highest rate of suicide. “Economic circumstances that are risks for
suicide include job loss, dealing with bill collectors, loss of retirement or health insurance,
foreclosure and eviction” (Simon, April 1, 2009). Persons who are more vulnerable to suicide

attempts may be influenced by these factors.

Neighborhood Decline
In the present foreclosure crisis in the United States, when several properties in the same
neighborhoods are foreclosed, this often creates mass vacancies in these neighborhoods. “The

guality of construction and size of homes and lots does matter” (Wilson, Paulsen, and Taylor,
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April 1, 2009). Declining neighborhoods being affected by foreclosure are typically those labeled
“affordable housing,” which is often of poorer quality construction, in smaller housing lots, and
with garages at the front of the property, all of which can create opportunities for crime. These
are often “starter homes” and are not built for long-term occupancy. These neighborhoods
typically experience many social and physical changes, whereas foreclosed homes are often
purchased as investment opportunities only. Renters are moving into neighborhoods that once
had fewer numbers of rental properties. Social theories will need to be reviewed in light of this

new situation.

Crime theories that may be applicable to the relationship between foreclosures and
neighborhood decline include: the theory of incivilities, crime pattern theory, and social
disorganization theory. The theory of incivilities posits that, in urban settings, the focus is on a
cluster of social and physical problems. Crime pattern theory focuses on the spatial position and
clustering of targets and identifies key features of targeted spatial patterns. Social
disorganization theory posits that neighborhoods that are well-connected externally are

sometimes not well connected internally.

Increasingly, crime is becoming not just an urban problem but also a suburban problem. With
the rising number of foreclosed homes, the question remains: Is there a link between
foreclosures and the increase in suburban crime? We need to better understand the geography
of foreclosures. In home sales data, George Tita found that an increase in violence precedes an
increase in the number of home sales in a neighborhood. He further asserts that there are
“push—pull” factors in this body of literature that need further exploration. We are left wondering,

what is the implication for public housing? How do we manage neighborhoods that face large-



scale abandonment? How do we entice people to move back into these neighborhoods? Where

are all the families going who have been evicted from these foreclosed homes?

Discussion of the relationship between foreclosures and neighborhood changes pointed to
several areas where more research is needed. For example, very little research has been
conducted on the effects of having to move on the families. What are the effects of this
migration on schooling for children and on health care for families? Are there race-based
components to these moves? Unoccupied housing is another example. What will we do with
empty neighborhoods? We have to figure out how to manage the high level of vacancies.
Another concern is the role of gangs in neighborhood crime, and where they fit into this
discussion. Neighborhood population density can also be an issue; how can communities be
protected from criminal activity in situations where housing construction was halted because of

the current economy, leaving the houses unfinished and unoccupied by their owners?

Conclusion

As stated by one of the presenters, Derek Paulsen, “A research agenda focused on foreclosure
and crime should be part of a more general effort to facilitate a comprehensive and policy-
relevant research agenda.” This is a clear sentiment that seemed to be shared by all of the
meeting attendees. Several suggestions were offered for this research agenda, including the
following:

e Collect data to establish that there is a link between foreclosures and crime. This can
include looking at particular types of crime, the different stages of foreclosure and the
opportunities for criminal activity at each stage, the differences in types of
neighborhoods in which the foreclosures occur (moderate income areas compared with
more affluent and lower income areas), and housing structure.
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Conduct research oriented to preventing crime in neighborhoods with high foreclosure
rates.
Collect data on the true extent of mortgage fraud.

Understand the law enforcement response to increases in neighborhood crime due to to
the rise in housing vacancies and foreclosures. Police departments that have been
impacted the most can share the lessons learned.

Add law enforcement resources to our working models to assess whether there may be
fewer law enforcement resources available to address these problems.

Develop more local information infrastructures. Ongoing data at the neighborhood level
is essential.

Involve the local jurisdictions in devising an appropriate response to crime and not
simply leave all of the responsibility to law enforcement.

Determine, in each case, which came first — did crime cause the foreclosure, or did the
foreclosure cause the crime?

Develop a typology of foreclosure that assesses the time frame for each foreclosure,
whether it results in a vacancy, and how soon the home will be reoccupied.

Conduct research on how foreclosures are related to perceptions of the neighborhood,
perceptions of crime, intentions to stay or leave, perceptions of physical disorder, and so
on.

Determine the tipping point regarding the number of foreclosures a neighborhood can
absorb before the crime rate begins to increase.

Conduct research to measure the flow of people into and out of foreclosed properties.

Determine the long-term effects of foreclosures on neighborhoods.

Conduct research on how crime patterns change as neighborhoods become more

suburban.



o Determine whether there is a link between mortgage fraud and disconnected or

unorganized neighborhoods?

Meeting attendees also suggested the need for collecting systematic data, at the national and
neighborhood levels, that can be shared. Ultimately, participants at this meeting believe that
there is a relationship between foreclosures and crime. Attendees agreed with NIJ’'s suggestion
that a research agenda is necessary to establish the nature of this relationship. One thing is
certain, based on discussions at the meeting: Foreclosures used to be a problem only at the
level of the individual homeowner; now, foreclosures have become a problem for entire

neighborhoods and communities.
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Tuesday, March 31, 2009

Welcome and Meeting Objectives — Dr. Margaret Zahn

Dr. Zahn thanked participants for coming to the meeting. She stated that this topic, although
largely unexplored, is important to both the National Institute of Justice (NIJ) and the nation.
Crime and justice research are focus areas for the N1J. Each participant was invited to this
meeting because she or he has specific expertise related to this topic. Because many of the
meeting participants do not typically interact with each other, Dr. Zahn expressed hope that this
group will create a research agenda for the future. The desired outcomes of this meeting are a

research agenda and a list of questions that need to be answered over the next couple of years.

Introductions and Review of Meeting Agenda — Bernie Auchter

Mr. Auchter acted as timekeeper and facilitator for this meeting. His goal was to have as much
discussion as possible. Mr. Auchter stated that he would remain neutral within the discussion but
would seek clarification and guide discussion. He asked attendees to introduce themselves and

also reviewed the meeting agenda.

After the meeting, presentations given will be posted to a Web site. A compact disk with the

presentations may also be sent to meeting attendees.
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Backdrop — Louis Tuthill Ann Fulmer

A presentation entitled “The Buildup to Foreclosure and Crime” was provided by Terry Quillen.
He reviewed the history of mortgages. Between 1970 and 2000, the foreclosure rate fluctuated
between 0.03 percent and 1.1 percent. Subprime mortgages allowed people to purchase homes
that they normally would not be able to. This type of mortgage has a higher rate of foreclosure.
The foreclosure rate increased from 8.6 percent to 20 percent between 2001 and 2006. Mortgage
rate securities are sold on the stock market to reduce risk “on the books” for these mortgages.
This practice led to cheap credit and reduced lending standards. “Dot com” investors invested in

real estate, and speculative investors “flipped” houses.

The housing market began to correct itself in late 2006. Median housing prices dropped by 3
percent by early 2007. Foreclosure rates and delinquencies began to increase as well. Investors
began to pull out of the stock market because these mortgage-backed securities were decreasing

in value.

This is part of a larger economic crisis that also includes energy and food costs. Banks were

often unable to loan money due to insolvency. Unemployment rates increased.

In summary, the reasons for this crisis are multi-faceted and global. The social impacts have not

yet been examined.

Ann Fulmer presented a “Foreclosure Overview”. Foreclosures began to increase in 2005. Three

documents are established when one secures a mortgage: a deed of conveyance, a note, and a
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deed to secure debt (or a deed of trust). A foreclosure occurs when the note is not paid. It is a
legal proceeding by which the lender exercises their right to be paid. In many cases, losses will
average about 50 percent of the original note. Nobody wins when there is a foreclosure. This is
why there is a lot of effort to try to stop foreclosures. Mortgage-backed securities are sometimes
limited by how they can be handled because of the restrictions on the mortgage (e.g., the interest

rate can’t be changed).

The foreclosure process can differ by state and by bank. There are often many efforts to help the
borrower become current on a loan. When a loan goes unpaid, it goes into default for a period of
time and then the foreclosure process is initiated. Often, loans are corrected in the foreclosure
process. A “completed foreclosure” is one that has gone all the way through the foreclosure

process and the property has been sold on the courthouse steps.

There are criminals who will “rescue” the borrower from foreclosure. Judicial foreclosure goes
in front of a judge. This type of foreclosure can take up to a year to complete. In a non

judicial foreclosure, the process can be completed within 30 days (in the state of Georgia, for
instance). There is a redemption period in some states. This means that after the foreclosure has
been completed, the borrower can still buy the property back if they can come up with money.

Redemption is more expensive because additional fees have been imposed.

Real Estate Owned (REO) refers to property that is owned by a lending institution. It is
expensive and ripe for fraud because the banks are trying to quickly get this real estate off of

their books. Some mortgage fraud includes the sale of real estate to “charitable” organizations.
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Investors are buying houses and creating a large rental market for houses. We are also seeing

many foreign investors purchasing property.

National Level Patterns of Foreclosures — Ron Wilson, Dr. Eric

Baumer, Glenn Theobald

Ron Wilson addressed the geography of foreclosures. Foreclosure data at a national level has
only been captured since 2006, and data aggregation is not yet refined. The highest foreclosure
density (foreclosures per square mile) exists mostly in larger metropolitan areas and areas where
there is a prevalence of second homes. In 2007, these foreclosure trends increased. Mapping

shows that the problems are much worse in some areas than in others.

Dr. Eric Baumer has been doing research for the past several years on metropolitan crime data.
He discussed “Assessing Recent Patterns of Foreclosure and Crime in America.” There are many
nuances to foreclosure data. Dr. Baumer used RealtyTrac data, which includes notices of default,
sales, and REOs. He also used Housing and Urban Development (HUD) data. The states of
California, Arizona, Nevada, and Florida accounted for almost half of all foreclosures in 2008.
Other states with higher foreclosure rates are Colorado, Ohio, and Michigan. Dr. Baumer also
explored foreclosure rates by zip code, neighborhood, and county. The percentages of loans
considered high risk are those mortgages comprising 35 percent or more of household income.

These high-risk mortgages were also considered in the analysis.
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Simple analysis of foreclosures and crime is not possible because there are too many variables.
Crime rates are affected by increased stress and frustration. Other factors, such as population
density, size, divorce rates, etc., can also affect data. The theoretical mechanisms are complex,
and this will take some time to analyze. There is some evidence that foreclosures affect the crime

rate, and Dr. Baumer is investigating this.

Glenn Theobald discussed mortgage fraud data, which has been recently updated. Mortgage
fraud turns into foreclosures. Types of real estate fraud include fraud for property and fraud for
profit. Foreclosure rescue schemes are prominent now. It is simple to file a false quit-claim deed.
The correct form can be easily downloaded and falsely notarized. For only $10.00, one can file a
deed of claim and steal someone else’s property. Clerks are often required to file deeds but do
not check the legitimacy of the transactions. Notice of deed change is often not made to the
“selling” owner. People who already have a mortgage may not notice that this has occurred. The
thief takes out a loan against the (wholly owned) property. It is almost like identity theft.
Mortgage fraud is responsible for between 80 and 85 percent of foreclosures. Fraud on the “front
end” of the purchase (no credit verification, inflated value assessment of property, etc.) has led to
the majority of mortgage fraud cases. Many types of people can be involved in this fraud; the
seller, appraiser, real estate agent, attorney, and others. The valuation of property is often

artificially inflated, which also inflates taxes.

A “straw buyer” is someone with good credit who poses as purchaser. This buyer has no intent to
live in the property being purchased from an unsuspecting seller. Sometimes the property

actually being purchased is not the property initially documented. A straw buyer receives a fee
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for use of their good credit. The purchased property ends up in default after six or eight months

of payments, which hurts the lender.

The state of Florida passed laws at the local and state levels to allow law enforcement
involvement as early as possible to prevent and detect mortgage fraud. Different avenues can

hide fraudulently filed documents.

Commentary: The Impact in Arizona — Roger Vanderpool

Mr. Vanderpool addressed “Crimes Related to the Housing Market.” Arizona has the third
highest foreclosure rate in the United States (U.S.). Between 2006 and 2008, Arizona’s
foreclosure rate rose by over 600 percent. The state of Arizona is also at the forefront of the
immigration battle. Foreclosure issues facilitate the criminal element in finding cheap, easy
places to have a “drop house” to place illegal immigrants coming to the U.S. They can be
“dropped” in any neighborhood, in any type of house. Communities on smuggling routes are
targets, as are neighborhoods with high vacancy rates. Often, families of the illegal immigrants
are then extorted for more money. The illegal immigrants are held as prisoners until payment is
made by their families. Drop houses are usually fortified to prevent escape and sometimes have
torture rooms. A typical three-bedroom house may hold between 20 and 50 aliens. Utilities are
often shut off in these houses. These homes are often severely damaged and require significant
repair to be sellable. Property management companies that are supposed to be taking care of
vacant houses are instead trying to rent them cheaply. “Stash houses” follow the same concept as
drop houses but are used to store drugs. Marijuana is the cash crop for drug cartels. Likewise,

there are often no utilities, and the property is abused.
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Vacant houses are also used by “party crews” to make a profit. For a fee, one can attend a party
that often has live music, alcohol, and drugs. Attendees are frequently underage and there is
potential for sexual abuse, fights, and drug use. These parties are advertised through social
networking tools and are held on a street with a high vacancy rate. Legitimate neighbors are
strongly intimidated so that they will not interrupt the party. This is all facilitated because there

are so many empty homes on the market.

Discussion of Research Issues — Open Floor

e Subprime loans were overused. This is a crime of affinity. People were put into subprime
(or other high-risk) mortgage products because they were assisted by people they were
affiliated with in their community. Everyone thought that real estate would only

appreciate in value.

e Animmigration crack-down means that renters are lost.

e Committing fraud for property (e.g., reporting inflated income) used to be somewhat
acceptable, as it was somewhat perceived to be simply “stretching” their income to get
into a home. Traditionally, these folks have not been considered criminals. However,

falsifying data to obtain a mortgage is now considered criminal activity.

e Why are some locations so low in foreclosures? Often, these are areas without a lot of

new loans, where people have lived for a long time.
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e We need to remember that foreclosures do occur on a regular basis. We are now in an era
of increased foreclosures. The “hot spots” for mortgage fraud exist in the high-density
areas of mortgage foreclosure. There is probably a direct correlation between escalated

housing prices and foreclosures.

e These crimes have been easy to commit because there was no regulation or licensing in
the industry. Because the crime was easy to commit, others were easily recruited to this
type of crime. Some criminals are very organized (street gangs, drug dealers), but others

are social networks. Everyone gets involved in this type of crime.

e Local dynamics exhibit unique vulnerabilities for an area. This should be considered in

prevention efforts.

e Spatial distribution and dynamics of time to default would be interesting to see. For
example, military families are frequently targeted to become involved in properties that

they cannot afford.

e A critical issue is how crime is interrelated with the whole foreclosure process. What are
the plausible dynamics that contributed to foreclosure, and how, in turn, does foreclosure
affect criminal activity? What do foreclosures mean to communities, and how are they
related to criminal activity? What are those causal links? Foreclosure is one path to
vacancy, but what are others? What is the neighborhood “tipping point” that leads to

crime? Vacancy is one issue, but houses that are not maintained may be another.
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e We do not know how economic change affects social ills, solutions, and political conflict.
Fraud can be a catalyst for other processes. Comparison of lock groups against median
age compared to foreclosures shows that a higher number of foreclosures corresponds to
a median age of approximately 33 years. The financial strain can lead to domestic issues
and property neglect. This can occur even before a mortgage default. What are the long-
term consequences of a high concentration of these situations? The foreclosure process
and its affects can be viewed as a continuum. Some foreclosures are concentrated, and
some are spread out. High foreclosures in one neighborhood can affect a nearby

neighborhood.

e Homeowners are being counseled to default on their homes because it is a less painful
course of action. This exacerbates opportunities for fraud; it will be characteristic of the

next wave of foreclosures.

e What role does policy play in foreclosures? The federal push for home ownership
encouraged people to own homes even if they did not qualify. This also needs to be

addressed.

National and Local Data Sources and Limitations — Robert

Renner, Dr. Eric Baumer, Ron Wilson, Dr. Peter Nigro

Robert Renner discussed HUD’s experience with foreclosure-related data sets. The definition of

a foreclosure must first be addressed. Stages may be default, bank auction, and REO (bank-
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owned). Not all stages are entered into, and status may vacillate between stages. There is no
single authority for foreclosure data. Data sets can be obtained at different levels: ZIP code,
county, state, and so on. There are some prohibitive licensing agreements such that data cannot
be shared. HUD prefers to publicly share data but cannot always do that with data from private
data sources. The Neighborhood Stabilization Program (NSP) is intended to provide emergency

housing assistance.

Mr. Renner discussed private data sources pertaining to foreclosure. The Mortgage Bankers
Association (MBA) provides quarterly data at the state level, for a fee. RealtyTrac data is not
complete. Loan performance data (also known as “True Standings”) is available at MSA and ZIP
code levels. A potential data source is the Federal Housing Authority (FHA), Fannie Mae and

Freddie Mac.

Mr. Renner next discussed public data sources pertaining to foreclosure. There is no national
source for foreclosure data. Data is available at various levels of geography but is more uniform
at the national level. Data from these sources can be shared with the public. The Home Mortgage
Disclosure Act (HMDA) requires lending institutions to report public loan data. The Federal
Financial Institutions Examination Council (FFIEC) is a formal interagency body empowered to
prescribe uniform principles, standards, and report forms for the federal examination of financial
institutions. These data are used to identify high-cost and highly leveraged loans and are also
used as a proxy for subprime loans, although it is not a perfect representation. The Office of
Federal Housing Enterprise Oversight (OFHEO) Housing Price Index for metropolitan areas is

an index that is adjusted for seasonality and other factors. Peaks and declines in these data are
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used in calculations. The OFHEO is now the Federal Housing Finance Authority (FHFA). The
Bureau of Labor Statistics (BLS) data on labor force participation and unemployment is also

useful as well as the U.S. Postal Service data on address vacancies.

These data sources are used for out-of-state and within-state allocation of foreclosure rates.
Drivers of foreclosure within a state include decreasing home prices, high-cost loans, and the

local area’s unemployment rate.

The Federal Reserve compared HUD estimates with Equifax data and found high intrastate
correlations at the county level. Counties with a population over 15,000 had an even higher level

of correlation. The NSP methodology and data can be found at http://www.huduser.org.

HUD is working at a macro level. Where data are lacking, proxy data are used. Foreclosure
estimates were created at a basic level of geography to target NSP funds toward areas in most

need. Address-level data on where funds were used will be collected.

The problem with using sales data is that the data are available only for sold properties. Many

properties on the market are not selling.

Dr. Peter Nigro discussed mortgage fraud’s impact on housing markets, focusing on a

neighborhood in Atlanta, Ga. Data on mortgage fraud is difficult to obtain, and we need more

detail. This research is preliminary.
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As background, the FBI initiated a probe of 26 financial firms in September 2008. There is
significant mortgage fraud, but we cannot get data to analyze. High foreclosure rates, losses, and
property value depreciation all lead to mortgage fraud. Mortgage lenders eventually exit
neighborhoods where fraud has increased. The mortgage market has changed as a result. Mr.

Renner would like to see a broader study done in the future.

Data used for case analysis includes three-digit ZIP codes for Atlanta MSA, home sales, and
average sales price data, loan application data, origination and rate spreads, demographic data for
census tracts, and criminal indictment mortgage fraud data. Mortgage fraud can occur anywhere.

There is more housing turnover in tracts that have fraud. We need more data.

The more non-bank originations there are, the higher the likelihood for fraud. Mortgages that
were sold on the secondary market contributed to fraud. Mortgage brokers need more
monitoring. There was often no oversight of mortgage brokers between 2004 and 2007. Black
and Hispanic customers pay higher fees, and this disparity could not be logically explained
through the loan data. It takes both borrower and lender to engage in fraud, so both sides need to
be monitored. We need better data on the borrower side. Improved financial literacy is needed in

this country because our housing consumers are largely uneducated on this topic.

Ron Wilson and Brandon Behlendorf focused on the micro level. There is not much local data.
The Charlotte Police Department has been tracking local data through the court system and is
very rich in data. This data can be massaged. The Charlotte Police Department performs a

quality-of-life survey every two years. This doesn’t always match with census data, which
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provides socioeconomic data. A foreclosure is a recorded event at the court level. Tax assessors
may also keep track of this parcel data, which includes some property characteristic data. There
is no one place for all data; it must be compiled from various sources. There are private sources
of data (real estate agents, banks), but it comes at a cost. The U.S. Postal Service records a
property as vacant after 90 days, but that data is not publicly available now. Parcel data is one of
the keys to build on. It also helps to know about the individuals in the household. Starting at the
lowest geographic level (parcel) allows data aggregation and is a key factor for useful analysis.
This approach can help us understand the context of this problem; however, data is needed. At
the local level, a standard methodology cannot be applied; different data sets will be available.
However, some strategies for allocating data can be provided. Mr. Wilson and Mr. Behlendorf
are trying to understand how economic factors play a role in foreclosures and crime. The Bureau
of Economic Analysis carves up geography by economic activity. Examples of economic activity
are journey to work data, business transactions between cities, and newspaper subscriptions. The
regions created are Northeast, Southeast, Mississippi Valley, Central, West, and Great Lakes.
These areas are not confined by state lines. This geography makes sense for what is being

studied.

Dr. Baumer suggested that it is time to assess the measurement properties of some of the existing
data. The source of data and exactly how the data was derived and defined is important. Data
may be named and aggregated differently, so precise matching is not always possible. Data

issues need to be explored before research commences.
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Discussion of Research Issues — Open Floor

e It would be useful to develop a data archive where data sets, descriptions, and
characteristics could be accessible. This is being developed for geographic crime data. A
test case is currently being used, but more data is needed. We are trying to create a
longitudinal data set across multiple years, using data from various sources. A county
economic business set is also being developed. Often, counties do not associate economic
data with crime. There is a public justice aspect to this as well. Dr. Zahn commented that
archiving and maintaining a database is very expensive. Funding streams are not keeping

pace with the need. This is an issue for both the BJS and NIJ.

e Municipalities have to maintain parcel data over time. Smaller municipalities may only
be able to provide rolling estimates every two or three years. Virginia, Kentucky,
Pennsylvania, and Massachusetts are all commonwealths and are not under the
jurisdiction of the county. Parcel data are further disseminated by boroughs and

townships. This creates a different level of maintenance on parcel data.

e Government policy on privacy and reporting prohibits release of granular data in many
cases. An organization that wants to share data is at risk for being sued. The creation of a
“safe harbor” may help.

Lunch Speaker — Rosemarie Wolfe

Ms. Wolfe talked about the issue of mortgage fraud. She shared three recent illustrations. In one

case, the Federal Bureau of Investigations (FBI) and HUD combined forces to arrange a sting.
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The defendants fabricated tax returns and other financial documents and had no intention of
paying the mortgage on the foreclosed homes owned by HUD. There were nine indictments from
this one situation. In another case, title was falsely claimed to properties and “straw buyers” were
recruited. Loans were refinanced using fabricated paperwork and loans were soon defaulted.

Mortgage fraud is continuing to spike.

A definition of mortgage fraud is “a material misstatement, misrepresentation or omission relied
upon by an underwriter or lender to fund, purchase, or insure a mortgage loan.” This is not the
same as predatory lending. One definition of predatory lending is “the practice of a lender
deceptively convincing borrowers to agree to unfair and abusive loan terms, or systematically
violating those terms in ways that make it difficult for the borrower to defend against.” Who
really benefits in the mortgage transaction is what defines predatory lending. The borrower
should benefit. Perpetrators can be industry insiders (brokers, appraisers, settlement attorneys,
realtors) or real estate investors, lenders, or borrowers. Anyone who touches a loan or gets near a

piece of real estate can perpetrate fraud. This can occur at many levels.

The following may drive people to commit mortgage fraud:
e Fee income. Originators willing to manipulate for remarkably little compensation
e Continuance of business stream,=With the focus on volume, the business stream equates
to employment and a continued income/lead base
e “Because everyone else is.”
0 The “herd” mentality.

0 No perceived victim.
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0 No perceived or actual punishment.
0 General market acceptance of behavior.

e Most of us do something that is ““a little bit” wrong.

Fraud is categorized as either fraud for housing or fraud for profit. The first is perpetrated solely
by the buyer and has been more common. Home ownership is the goal and the intent is to pay the
mortgage. The latter is more complex and uses more insider involvement. Whereas fraud for

housing has been more common, fraudfor profit has become much more prevalent.

Common examples of mortgage fraud include:

e Not disclosing kickbacks.

e Creating a silent second mortgage, in which a borrower without a down payment can
commit mortgage fraud by borrowing the down payment from the seller in exchange for
giving the seller a silent second mortgage.

e Falsifying employment income.

e Non-owner claiming occupancy.

e Receiving down payment gifts the borrower will repay.

e Inflating the purchase price.

e Falsifying deposits.

e Committing identity theft of an appraiser.

e Grossly misrepresenting the occupancy status.

e Altering or inventing documentation.

e Marketing “novelty” documents.
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Mortgage fraud is a crime of ethics, ignorance, and exploitation. This is the heart of what drives

mortgage fraud. There is more opportunity now than ever for mortgage fraud.

The loan process is different through a mortgage broker versus a bank. A mortgage broker can
originate and close mortgage loans and be compensated for both. Regulatory oversight of
mortgage brokers can vary significantly from state to state. There are few entry barriers to be a
mortgage banker. HUD’s FHA connection is a fabulous process. It provides unique identifiers to
each loan, which can lead to real enforcement. Ms. Wolfe would like to see other organizations

adopt the same process.

Overview of White-Collar Crime and Its Relation to Mortgage
Fraud — Dr. Sally Simpson

Dr. Simpson addressed the problem from the perspective of corporate crime. Recent examples
include Bernard Madoff ‘s Ponzi scheme and Allen Stanford’s investment fraud. In a declining
economy, there seems to be more focus on white-collar crime. This can be thought of as the new
“terrorism.” Many experts claim that the current financial crisis has been instigated by white
collar crime. The general public, as well as the government, is very upset by white-collar crime.
There is increased focus by law enforcement agencies on combatting white-collar crime.
Regulatory agencies have been blamed extensively for allowing this type of crime, and there are

calls for more regulations, resources, and punishment.
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The research community has been strangely silent on this issue. There is an extensive body of
literature about white-collar crime. However, the kind of scholarship that has dominated the field

is not based on data.

White-collar crime can be defined as crime by a person of respectability and high social status in
the course of his or her occupation (Sutherland, 1939, 1949). Organizational actors are unique
and their actions tend to differ from individual actors. White-collar crime can also be defined as
illegal acts or a series of illegal acts committed by nonphysical means and by concealment or
guile to obtain money or property (Edelhertz, [year]). Both definitions are accurate. However,
both the powerful and the less powerful need to be included in the definition. Known fraudsters

are those who have been caught and tend to be minor criminals.

Types of fraudsters include:
e Preplanned fraudster — for both profit and housing.
e Intermediate fraudster — starts honestly but turns to fraud (for housing).

e Slippery slope fraudster — in their own eyes, just trying to stay in business (for profit).

Mortgage fraud extracts a tremendous cost to society and victims as a whole. It is a cumulative
and dynamic process. There are blurred boundaries between offenders and victims. There appear

to be some clear links between fraud and deterioration of local communities.

Theories on what causes white-collar crime include:

e A large differential between [what] and [what].
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e Low self- control, greed, and hubris.
e Institutional anomie.

e Social control.

e Opportunity.

e Financial strain.

e Lack of deterrence and rational choices.

Ethics do matter.

As previously discussed, there are many problems with available data.

Criminogenic tiers are the pressures and strains that produce crime in one market and may push

crime into another market. Mortgage fraud seems ripe for this type of analysis.

Economic Impact of Mortgage Fraud — Ann Fulmer, Dr. Peter
Nigro

Because most of us do not think like criminals, it is difficult to imagine how mortgage fraud can
be committed. Fraud for housing has traditionally not been seen as fraud. Tolerating some kind
of fraud encourages more fraud. All fraud is fraud for profit for somebody. Everyone is capable
of fraud, even ministers and police officers. This is a huge problem. Because mortgage fraud data

is imperfect or has not been collected yet, we do not yet know the extent of the damage.
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It requires $1,000,000 in mortgage fraud to open a lawsuit. Mortgage fraud is a high-yield, low-
risk criminal enterprise. The industry has the paradigm backward. They only recognize crime
after it has occurred. We need to prevent fraud before it occurs. Audits on failed loans show that
50 percent of conforming loans have fraud, whereas 60 percent of Alt-A originations and 60
percent of federal loans are fraudulent. The sooner a loan goes bad after origination, the more

likely that fraud has occurred.

Fallout from mortgage fraud includes:
e Inflated tax assessments.
e Inflated values and affordability issues for subsequent sales in the neighborhood.
e Vacant, vandalized properties.
e Destabilized neighborhoods.

e Losses for property insurers.

Kevin Wiggins operated fraudulent mortgages in one area of Atlanta and acquired 88 properties.
Fraudulent houses are overvalued and create a second wave of victims who move into a
neighborhood, try to fix up a house, and then cannot sell it. Even in expensive neighborhoods,
vacant homes and homes acquired fraudulently can produce violent situations with drug dealers

in the neighborhood.

People who owe more than the house is worth are in a desperate situation, and this creates the
opportunity for mortgage fraud. Lenders are now verifying income through the Internal Revenue

Service. This promotes fake tax returns. A corrected amendment can be filed later. We reward
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sales and not quality in the mortgage industry. The secondary loan market is now the
government. Government policies often will not allow data to be shared, which is why the
industry needs a “safe harbor” where specific data can be shared. Affinity rings target minorities,

single mothers, and religious groups, who are protected by law.

U.S. taxpayers are now footing the bill for all of this fraud. Fraud ends in foreclosures. Until we

can stop this, we are putting money into a black hole.

Discussion of Research Issues — Open Floor

e By dollar volume, commercial mortgage fraud far exceeds residential fraud. Judging by
number of cases, residential fraud is larger than commercial fraud. Commercial fraud
does not receive a lot of publicity. Commercial ownership varies. Shop spaces and office

spaces can be owned as condominiums or by a single owner.

e Mortgage fraud generally has to be prosecuted as theft or grand larceny, which does not

accurately fit the nature of this class of crime.

e How can we explain the timing of mortgage fraud?

e States have budget deficits and are cutting state government funds. This decreases the

ability for states to address mortgage fraud. The federal government needs to participate

in a mortgage fraud solution. Grant dollars have been available to states to provide
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training and personnel. However, after three years, states have to be able to sustain the

effort.

e BJA does have a grant out to hire prosecutors and local police without the sustainability

requirement.

e Fifteen states have statutes that allow local law enforcement to investigate and prosecute

mortgage fraud. This can be prosecuted as wire fraud, mail fraud, and bank fraud.

e This crime pays very well. It has been allowed to continue, and we need to do a better job

of preventing it.

e The National Archives just released 15 years’ worth (1994-2007) of complaints filed in
federal prosecutors’ offices. There is no federal mortgage fraud charge. The type of
charge that captures mortgage fraud would be included in this data set. Defendants and
conviction data are also included. There are case-level data available from 1977-2008

from every state. Due to budget cuts, these data will no longer be collected.

e The average take on a bank robbery is $3,000. The average take on mortgage fraud
(given limited data) is about $50,000. Prevention can be accomplished by independent
data verification. There are tools to assist with this. What we do know about fraud is not

well quantified, and the cost of collateral damage should be included.
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e Asset forfeiture is involved in this type of prosecution, which can help cover law
enforcement costs. Repossession of property can occur, but it takes time to realize the
value of those assets. Law enforcement needs immediate funding dollars in order to

address the problem.

Housing Foreclosures and Domestic Violence: A Theoretical
Foundation — Dr. Kirk Williams, Dr. Christopher Maxwell

The determinants of social disorganization theory (SDT) proposed that the characteristics of
crime within a neighborhood stay constant. This theory fell into disfavor but was revived in the
1980s by Rob Sampson, who offered the concept of collective efficacy. These neighborhoods
have trusting, cohesive relationships. Neighborhood residents are willing to intervene for the
common good. These neighborhoods tend to have low crime. Neighborhoods with concentrated
disadvantages, residential instability, and homogeneous populations tend to have higher crime

rates.

The determinants of SDT are related to domestic violence. Nested, hierarchical level data has
been used but still needs further analysis. SDT does provide a rationale, but with exceptions.

Economic distress is related to intimate partner violence, no matter what type of neighborhood.

General strain theory deals with negative relationships among individuals that occur when:
e Something that is highly valued is taken away.

e Threatening or adverse conditions are present.
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e Something interferes with or threatens to interfere with a goal

These sources of strain can be associated with housing foreclosures and call for corrective action,

although not everyone under these conditions will react violently.

In disadvantaged neighborhoods, the strain may be greater because there may be less support
than in a stable neighborhood. However, the reverse could be argued. Disadvantaged
neighborhoods may have more renters, so those individuals are not actually losing an asset. In an

affluent neighborhood, there may be greater embarrassment due to financial strain.

Service providers of domestic violence shelters have experienced a recent, significant upsurge of
clients. Historical data was reviewed in which poverty always seemed to be co-mingled with
domestic violence. Contemporary criminal research was reviewed and attempted to pair data
with theories. Although the analysis was not stringent, it was clear that money issues are a
predictor of domestic violence. The differential theories (large differential of income or
employment between partners) also influence domestic violence. Those who have less to lose
(e.g., the unemployed) may be more likely to exhibit violence. There is evidence that domestic
violence causes people to lose their jobs. Sometimes it is difficult to tell which causes what.
None of the studies investigated what happens when people transition from being unemployed to

being employed; does domestic violence decrease?
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The economics of family life have changed dramatically in the past 20 years. Females now work
more hours in the workplace than males do. Because there has been so much societal change,

historical data is not reflective of today’s economy.

Commentary — Dr. Margaret Zahn

It would be useful to have more data about the types of foreclosures that occur and which ones

are more likely to be related to domestic violence.

What is a home? Foreclosures are changes in ownership but do not reflect emotional attachment

to a space. There is not a necessary relationship between foreclosure and domestic violence.

Housing and family structural variables do not related well to theories about these issues.

Unemployment affects a lot of different people. Unemployment in relation to alternative

resources may be the important factor. How do unemployment benefits affect domestic violence?

One factor of unemployment is excessive alcohol consumption, often resulting from a situation

where household members are spending more time together than they ever have.

Collective efficacy is the willingness to intervene, but it does not mean that someone actually
will intervene. Many people still view domestic violence as a private matter and may be reluctant
to intervene. Cultural background may affect collective efficacy. Partnerships with local police

are perhaps a form of collective efficacy. This concept is important but needs more examination.
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Domestic violence is not just between intimate partners. Elders and children are also victims. We

know very little about elder abuse. There are different key forensic markers for elder abuse.

Discussion of Research Issues — Open Floor

New neighborhoods do not immediately have collective efficacy. There is a certain time
lag before determining whether intervention will occur. The size of a lot or dwelling may
determine whether domestic violence can even be detected. For instance, members of a
household in the suburbs on a large lot may be able to conceal domestic violence more

easily.

Employment history is only one economic factor that is examined. Multiple measures are
used to determine economic distress. Reviewing all of the factors helps determine the

likelihood of domestic violence.

Domestic violence may cause foreclosure if the house cannot be afforded on one income.
In addition, couples who are splitting up may not be able to sell their home in this

housing market.

Some neighbors only care about surrounding issues if it affects their own home’s

property value.
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e There is a difference between a house and a home. A “home” implies emotional and
identity attachment. Survey instruments could capture sentiments about property

ownership.

e Stressors can be considered in a broader context, beyond the foreclosure issue. Are
foreclosures an independent causal influence? There will be different reactions to the

same stressor.

e Do we make distinctions in domestic violence committed by people in different types of
partner relationships (e.g., those who have a history of battering vs. those who are more

sensitive to situational violence)?

e The current surge in clients at domestic shelters may be more reflective of a need for

shelter than an increase in domestic violence.

e Police responses to domestic violence may be reported as responses to noise (screaming)

rather than domestic violence.

e Any occasion that causes people to spend more time together (e.g., holidays, rainy days)

tends to exhibit a higher level of domestic violence.
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Perspectives From Public Health — Dr. Thomas R. Simon

Dr. Thomas Simon spoke about “Foreclosures and Economics Related Suicides.” Violence does
present a public health burden. Homicide and suicide are the second and third leading causes of
death among young people. Suicide rates for males are four times higher, on average, than for
females. Lifetime suicide patterns are also different for males and females: Males are much more
likely to use highly lethal methods for suicide, and females are much more likely to attempt
suicide than males. The highest recorded year for suicides in this country was 1933. It was at the

end of the Depression, and the unemployment rate was 25 percent.

Economic circumstances that are risks for suicide include job loss, dealing with bill collectors,
loss of retirement or health insurance, foreclosure, and eviction. Any individual indicator is not
enough to cause suicide, but those more vulnerable to suicide may be more influenced by these

factors.

The National Violent Death Reporting System (NVDRS) includes data from 2003 to 2008. It is
growing and includes data from 16 states, plus four counties in California. Circumstance
information is gathered from law enforcement and medical examiners. Included circumstance
fields are mental health/substance abuse, interpersonal factors, life stressors, and suicide events.
The data are available six months after the end-of-year count of violent deaths. Circumstance
information is available 18 months after the end of each year. A search tool identifies text strings
related to foreclosure and suicide and has identified 577 eviction/foreclosure cases involving

suicide. Another 169 cases involving a person being “kicked out” of their home are reviewed
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next. The study will further compare eviction/foreclosure suicides to suicides in whichother

financial problems were a contributing factor.

Homicides related to foreclosures could also be investigated. However, it may be harder to

determine the correlation of homicide to foreclosures.

Discussion of Research Issues — Open Floor

e [t was pointed out that the suicide rate among college students seems to be increasing,

possibly due to the fact that parents cannot pay tuition.

e County-level linkages between suicide rates and foreclosure rates would be useful.

e How do we isolate and attribute suicide to foreclosure? Are foreclosures unique among
the economic indicators? Foreclosure is a defined event; which milestones within the
foreclosure process may be suicide triggers? If someone is vulnerable to suicide, how do
we know that foreclosure was causal? How does this relate to bankruptcy? How is

mortgage fraud related to foreclosure and bankruptcy?

e One can file bankruptcy and still stay in the home. Foreclosure is distinct physical

displacement of the resident. Individuals who go through foreclosure lose a social base.

33|Page



e We’d like to understand the longer-term ramifications of foreclosures on property and
communities. The quantity of foreclosures is a collective loss for society. Neighborhoods

are in decay as a result, and the outcome and resources required are uncertain.

e Stigma depends upon a person’s sensitivity. So many people are going through
foreclosure that it does not have the financial and social stigma that it used to.
Foreclosures affect the entire local economy, including retail outlets, tax revenues, and

the ability to provide public services. There is a lot of collateral damage.

Wednesday, April 1

Meeting Objectives for Day Two — Bernie Auchter

NIJ wants to determine whether or not foreclosures and crime is worth studying.

Neighborhood Deterioration and Crime — Ron Wilson, Dr. Derek
Paulsen, Dr. Ralph Taylor

What are the long-term consequences of foreclosures on neighborhoods? How quickly are
neighborhoods that are besieged with foreclosures degrading into dangerous locations? In the
past, neighborhoods declined when properties were not taken care of. Foreclosed neighborhoods
are largely vacant. People with fewer resources get forced into neighborhoods like this. They do

not have resources to maintain properties. Crime can begin to take place. We are seeing a
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city/suburban reversal. It used to be that the suburban areas were “nice,” whereas city
neighborhoods could be dilapidated and draw a criminal element. How we police these areas is
affected by these patterns. These are dynamic systems that change over time and go through

stages.

Neighborhoods can go through stages of decline, although they do not begin this way. The
quality of construction and size of homes and lots does matter. Neighborhoods that decline are
typically “affordable housing,” which is of poor quality construction, with garages in the front,
small lots, and other features that create opportunities for crime. Original owners start to move
out, and renters replace them, one after the other. These neighborhoods are not intended for long-
term occupation and are often “starter” homes. Some better neighborhoods with foreclosures are
more of an investment/bargain opportunity than a crime opportunity. These neighborhoods do
not tend to have the concentration of foreclosures that other neighborhoods do. Foreclosure may

be speeding up the neighborhood decline dramatically.

More information can be found at www.rbtaylor.net/unoccupancy impacts.pdf.

Crime theories include:
e Incivilities —the focus of convenience, in urban settings, is a cluster of social and
physical problems.
e Crime pattern theory — focuses on the spatial position and clustering of targets, and

identifies key features of targeted spatial patterns.
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e Social disorganization — collects efficacy matches between internal and external social
relations. Neighborhoods that are well connected externally are sometimes not well

connected internally. Public control is vital in terms of resource issues.

How do we co-produce crime prevention? Crime pattern theory helps highlight vulnerabilities.
This helps us understand and target where to put law enforcement resources. Human territorial
functioning advocates occupancy as a simple policy solution. We could strategically determine
which houses need to be occupied in order to help control crime dynamics. All models suffer the

same deficit of a disconnect between crime theory and suburban theory.

Commentary — Dr. George Tita

Often, crime is thought of as urban crime. We now find ourselves in a different situation as
foreclosures are affecting suburbs. We need a better understanding of the geography of
foreclosures. Social networks distinguish between linking capital versus bridging capital, and
this also plays a role. In neighborhoods, we find that an increase in violence precedes the number
of home sales in a neighborhood. There are “push” and “pull” factors to home sales that are
largely unexplored. We are missing housing policy. What is the implication for public housing?
How do we manage neighborhoods that face large-scale abandonment? How do we entice people
to move back into these neighborhoods? When a home becomes unoccupied, the previous

tenants went somewhere. Where did they go?
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Discussion of Research Issues — Open Floor

e The challenge is managing the level of housing vacancies. Neighborhood change is a
complicatedchallenge. The same management methods will not work for every
neighborhood. Surveys that track household moves show that in low-income
neighborhoods, two-thirds of the families with children have moved. Half of these moves
were within two miles. These moves impact schooling and health care issues for families.
There has been little research on the effects of moves on these families. There are

economic and race-based components to these moves.

e William Grigsby’s research frames neighborhoods in terms of housing “sub-markets” and
how neighborhoods affect change in other neighborhoods. Crime is a reflection of some
of those impact changes. Today’s transportation capabilities affect social networks and
human territorial functioning. People from one neighborhood can travel to another

neighborhood to hang out or commit crime.

e What will we do with empty neighborhoods? It’s not that people do not care; there is
nobody there to care. The neighborhood loses all sense of guardianship. From the police
perspective, neighborhoods are the mission field. Neighborhood relationships are built
between residents and police. However, police can’t be in an empty neighborhood every

hour of every day.

e If we can find ways to keep people in their homes by offering lower payment plans or

other means that may help improve the foreclosures and crime problem.
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e “The Camden syndrome” studied various data that suggest that race and ethnicity are less

important considerations.

e The effects of foreclosure versus bankruptcy were discussed. Foreclosures have more far-
reaching effects on society than does bankruptcy. Bankruptcy filings have also increased
dramatically. The stigma attached to bankruptcy has diminished because there are so
many people filing for bankruptcy. In the case of a bankruptcy, the individual is making a
decision to file. In the case of foreclosure, the action is being imposed and there is less

control on the part of the individual.

e In Lincoln, Neb., many of the starter homes were built to last only 25 or 30 years. Areas
with this type of construction are now one of the most problematic and drain community

resources.

e Where do gangs fit into the foreclosure and crime scenario? Should we study gang
migration? This may depend upon the flow of residents. Gang migration suggests
purposeful movement, which often is not what happens. It is more of a cultural migration.

Conditions of probation and parole may partially dictate where gang members can live.

e From experience, we need to stop and look at what we have created. Many of the
dynamics and social issues haven’t changed, even if the neighborhoods are different.

Sometimes the location is different, but the mindset and crimes are the same. The public
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housing model included guardianship in the form of a local-level manager. Vacant

neighborhoods have no enforcement.

e In Arizona, there are planned new communities that are 20 percent complete and
construction stopped for economic reasons. Some infrastructure and homes are partially

complete. This is also a new phenomenon.

e An urban crime simulator is being developed. The purpose is to connect city
administrators with law enforcement. Based on historical data, a change to an urban
environment can be imposed and the result can be observed. Quality of construction and
social demographics can be altered to capture the change between the contextual and the
structural. What independent role does foreclosure play in this process? The volume,
mass, and spatial concentration of foreclosures is what makes them influential.
Foreclosures can alter the social fabric or prevent a community from developing in the

first place.

e Displaced people sometimes move in with family members, creating different density

patterns. Sometimes. adult children are moving in with parents.

e Housing costs increase 3.5 percent annually, on average. In areas with higher increases
precipitated by investors and easy-credit practices, real estate values became artificially
inflated and foreclosures ensued. Our economy has never experienced anything quite like

this situation. It is a “perfect storm.”

39|Page



e Some areas have an excess supply of affordable housing, which led to more foreclosures.

e Likely themes for upcoming housing policy include mixing income levels in
communities and preventing concentrations of poverty. The emphasis is on finding ways

to guide transition and restructure placement.

e We need to be careful about policy that moves people around. People identify with the
spaces they inhabit, and their social networks are important. We will recognize further

change, as there are more foreclosures and adjustable rate mortgage adjustments to come.

Local Level Case Studies — Dr. Eric Baumer, Brandon Behlendorf,
Dr. Derek Paulsen, Jim Lucht

Dr. Baumer shared a study on foreclosure and crime across Florida. There is anecdotal evidence

that foreclosures encourage crime, but researchers need to approach the possibility empirically.

Subjective economic realities could elevate personal stress and alter consumer behavior as well
as other risky behaviors. This issue is complex and highly conditional. Data that can be captured
may include:

e Population turnover.

e Extended vacancies and high rental rates.

e Foreclosure data.
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e Unemployment data.

e [llicit drug activity.

Dependent variables might be:
e Homicide.
e Domestic violence.

e Acquisitive crimes.

Florida counties averaged nine properties in foreclosure per 100 mortgages in 2008. Areas with
higher foreclosure rates have had higher rates of crime for some time. This is not a new

occurrence.

After multi-variate analysis, foreclosure rates were found to be higher in counties with higher
unemployment rates and where mortgages were over 35 percent of gross income. Foreclosure
does not solely affect homicide rates, but there is a stronger correlation when coupled with other
factors. It is too early to see the full effect of massive numbers of foreclosures. It would be useful
to distinguish between types of foreclosures, for example, people losing their primary home

Versus a secondary property.

A research agenda focused on foreclosures and crime should be a more general effort to facilitate
a comprehensive and policy-relevant research agenda that is capable of addressing these sorts of
issues. A strategic crime-monitoring program in preparation for studying these issues would be

helpful.
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Dr. Paulsen focused on Lexington, Ky., with a population of about 290,000. The local economy
is based on education, health care, and agriculture (including horses). Between 2000 and 2007,
15,000 single-family units were added. Median income increased but nowhere near the rate of
home values. Foreclosures grew by 24 percent from 2001 to 2008, but that rate was fairly stable,
considering the home units that were added. Lexington has become slightly more suburban over
the past three years, and foreclosures have also become a more suburban phenomenon.
Lexington is not a high-foreclosure location compared with other areas of the country. There are

two foreclosure problems in Lexington:

1. Foreclosures are concentrated in the disadvantaged areas of the city. They are
characterized by housing and economic disadvantages, severe family disruption, and high
crime. The government’s HOPE VI relocations were concentrated within traditionally
high-foreclosure neighborhoods.

2. New foreclosure areas are concentrated in suburban areas built since 2000. These are
characterized by smaller, cheaper construction, lower median incomes, lower median
housing values, and more residential mobility. Crime is beginning to increase in these
areas, and so are disorder issues, such as loitering and code enforcement issues. There is a

decrease in owner-occupied housing and a change in the populations living there.

One neighborhood had 17 foreclosures. There were significant robberies and sanitation (garbage)

issues in this neighborhood. In high-foreclosure areas have spread to the suburbs.
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Jim Lucht represented the Providence Plan, which is a nonprofit organization dedicated to urban
planning issues. Mr. Lucht tries to get data at the parcel level and prefers to use maps and
geography to collect his data. People relate to places that they are more familiar with. He often
works with raw health and education data and aggregates it. Mr. Lucht works with a variety of
tools, including neighborhood profiles, special portals, and an Internet map server. The
Providence Plan was slow to start foreclosure mapping because it was seen as being in the
purview of the city and state. However, it was dictated by need. Foreclosure data and crime data
can be combined. The Providence Plan mapped boarded-up and abandoned houses. They started
with basic foreclosure mapping that included thematic, hot spots, animations, and parcels. Heavy
foreclosure areas were Hispanic. Almost 21 percent of all residential property has had a
foreclosure initiation. Sixty percent of properties with foreclosure initiation do complete the

process and are foreclosed.

Foreclosure response could include a distressed-property management system. This could

include commercial and municipal data feeds, asynchronous data listings, and others.

Brandon Behlendorf spoke about the neighborhood context of foreclosures and crime. Any type
of home can be foreclosed upon. He discussed the types of foreclosure and the process of
foreclosure. Mr. Behlendorf focused on foreclosure as a completed event, when the property
changes hands and the owner leaves the property. One way to think about this is a
disorganization approach. Foreclosure disrupts the existing social network and can generally lead
to reduced social control and higher levels of crime, especially violent crime. An incivilities

approach maintains that the property falls into disrepair and the community withdraws from the
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area. This can lead to petty crimes and then more serious crimes. If people are removed from the

network, possible effects are increases in vacancies, property crimes, and then violent crimes.

Charlotte, N.C., data for closed foreclosures was matched with Charlotte’s property data. The
city of Charlotte did not suffer from overinflated property values; Charlotte’s economic base is
diversified. Do foreclosures have an additive effect on crime? The affect of foreclosures can also

be viewed in the context of the neighborhood type.

The primary question is, “Do foreclosures increase the level of crime in the neighborhood?”

There was a spike in affordable new home construction around 1985. Foreclosures occurred in
both newer and older neighborhoods. A negative binomial regression model was used, including
completed foreclosure data from 2005 to 2007. Results showed that the only significant effect
was on residential burglary at the census-tract level. Effects migrate to different types of crime
over time. Foreclosures increasing in disadvantaged neighborhoods do not show an increase in
crime. The context of the neighborhood matters. We may want to consider whether foreclosures

have more of an effect on moderately priced, stable neighborhoods.

A closed foreclosure leads to a vacancy.

Law Enforcement Perspectives — Rodney Monroe, Michael Bess

The Charlotte-Mecklenburg Police Department is a metropolitan police department. There is
both an urban and a suburban mission for the department. “Starter home” communities to the

north and east of the city have been built within the past 15 years. The Sheriff maintains the jail
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and courthouse security and handles subpoenas. The loss of jobs in Charlotte’s banking industry

has probably not yet been factored into the data, as they are ongoing.

Domestic violence calls in Charlotte are probably underrepresented, as they may be coded as a

different type of call (noise, for instance).

In 2007, the foreclosure issue took the Charlotte-Mecklenburg Police Department by surprise.
Data tracking within the department influences department managers’ resource decisions. They
began noticing problems in newer neighborhoods that they would have expected to see in older
neighborhoods. They began to realize that some of these problems resulted from foreclosures.
Foreclosures also cause reduced revenues for the department, resulting in fewer resources to
address the neighborhood problems. The department values community partnerships. Chief
Monroe’s approach is to have a very visible police force that is accountable to the community.
The community is also held accountable for their behavior. There are 120 administrative or
specialized department employees who were previously working in the office but who are now
back in uniform and on the street. They are becoming a much more visible police force. There

are also plans to hire new officers.

Code enforcement is part of neighborhood development in Charlotte. The police department and

code enforcement do have some different priorities but attempt to work together.
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Discussion — Open Floor

e Crime will probably increase as a result of fewer resources. Many code enforcement
personnel have been laid off as well. Sometimes the code enforcement function has been

delegated to law enforcement.

e Police departments that have been hardest hit could share lessons.

e Law enforcement could work with regulators to have licenses pulled for violators in the
mortgage and real estate industries. Communities should be responsive to instances of
home foreclosure, board up and maintain those homes, and ask neighbors to watch them.
In Florida, pools at vacant homes have to be drained and filled with sand to prevent
potential injuries. Communities should be proactive and work with legislators to pass

ordinances that allow law enforcement to take property management actions.

e Law enforcement resources should perhaps be added to our working models. There may
be fewer law enforcement resources available to address problems brought about by

foreclosures.
e Fraud involving affinity groups often involves a first wave of immigrants. People bring

cultural understandings with them that are different from our culture. Immigrants suffer

from language disparities. This group is a target ripe for mortgage fraud.
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Lunch Speaker — Dr. G Thomas Kingsley

There is a need for local information infrastructure. Ongoing data at the neighborhood level is
essential. National data sets will never be enough. Local departments define crime differently.
The National Neighborhood Indicator Partnership (NNIP) was started in 1995 and is a

collaborative network with local partners from 31 cities.

To join NNIP, an organization must be:
1. Inthe process of building and operating information systems with integrated and
regularly updated data on neighborhood conditions.
2. Facilitating and promoting the direct, practical use of its community resources.

3. Emphasizing their use of the information to others.

Those in the network are interested in sharing information with each other. Many large cities are

included (e.g., Los Angeles, Denver, Chicago, Atlanta, Philadelphia, and New York City).

Their success is due to geographic information software technology and institutional innovations
that follow an aggressive agenda. In the beginning, most data was at the neighborhood level,
often census-tract data. Now, almost all of the participants have parcel-level data. Most network
members have some type of foreclosure data, although some data is better than others. Data on

the status of public programs is also included.

Institutional homes are typically nongovernmental. Civic leadership has decided to support this

information system because they can act as an effective neutral broker of data amongst the
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providing agencies. This provides an effective one-stop shop for data, with economies of scale.
A major accomplishment is that agencies are sharing data. It is harder NOT to share data than it
used to be. Care is taken with the cleaning and release of data. Fee or project income can cover
the majority of the cost, although some local general support is often required. Useful data has to
be provided, or no one will pay for it. The emphasis is on information for change. The direct use
of data by stakeholders is facilitated. A central mission is the strengthening and empowering of
low-income neighborhoods. It has been discovered that this information can be a bridge for

collaboration.

Types of NNIP applications include using indicators in local change initiatives and using
comprehensive indicator reports and reviews. The missions of the partnership are to advance the
state of practice, build and strengthen local capacity, influence the national context, and partner

with other communities.

Cross-site initiatives include using neighborhood data to drive more effective policies and
programs. Recent topics include prisoner re-entry and land markets. Current topics are school
readiness/early childhood and community development. A priority now is the foreclosure crisis.
The Home Mortgage Disclosure Act data was restructured to show the density of subprime
lending by race and by poverty in the 100 largest metropolitan areas. Foreclosure is most dense
in ethnic neighborhoods with lower poverty rates. There can be a lot of variation in foreclosure
effects by area. When looking at foreclosure density in urban versus suburban areas, density
differed by geographic area. This is not a problem with only one solution. Not enough analysis

has been done. The Web site, www.foreclosureresponse.org, has information about how to
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address the crisis. An effective response can be very different in different places. Market
condition is the most important variable to consider. In a strong market, there are many natural
forces at work to help solve the problem and not much extra effort is required. In a weak market
with many foreclosures, spending significant public money would not be worthwhile because
there will not be an owner who can sustain the property. Money spent in this manner is probably
wasted. We need to understand the appropriate course of action, given a local situation. The
highest leverage is where the money invested returns gains. There is not only one kind of
neighborhood. We want to know the likely nature of crime in these various types of

neighborhoods.

The definition of “neighborhood” can be individualized. The data is freely available to
community groups. However, most partners will sell a customized analysis of data in order to
sustain themselves. Community training should include how to use data. We need to learn how

to use data in order to make decisions.
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These Web sites may contain helpful information:

www.urban.org/nnip

www.foreclosure-response.orq

nnip@ui.urban.org

Ron Wilson pointed out that many foreclosures are occurring in neighborhoods where there are

young families.

Responses to Stabilizing Neighborhoods — Louis Tuthill,
Cornelia Sorenson-Sigworth, Roger Vanderpool

The mortgage crisis requires strategies of prevention and intervention, both in communities and
in policing. The federal government is responding by increasing lending, buying toxic
mortgages, and attempting to stimulate job growth. The Federal Reserve is taking various
actions. The BJA had a two-day conference to address intervention to prevent foreclosures. Five

cities were invited to attend.

Many lessons were learned from the meeting. A city has to devise an appropriate response, not
simply leave the response to law enforcement. The city should include partners in this effort.
Cities need data on where abandoned properties are, which does not necessarily correspond with
data on foreclosure properties. Cities can use various strategies: They can leverage a local tax on
the title holder of an abandoned property. Cities can create legal requirements to maintain
abandoned properties. Local laws are antiquated; updating them can help municipalities deal

with abandoned properties. Task forces to combat mortgage fraud are helpful. Focusing public
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attention on prevention is helpful. Cities should collaborate, enforce where possible, prosecute
when necessary, and get the best data possible. Cities should figure out a way to reuse or sell

abandoned properties in accordance with a comprehensive strategy.

The most effective response to foreclosures is to build an effective strategic-planning process.
BJA will post results of the meeting on their Web site. The lessons learned can be shared with
other communities. Foreclosure is complex and needs to be dealt with at the local level. BJA
now has an open solicitation containing two topics related to foreclosure and crime:
“comprehensive and community-based data approaches to reducing violent crime.”, and

“reducing mortgage fraud and crime related to vacant properties.”

Richard Woodcock shared that the city of Charlotte had low to moderately priced neighborhoods
that were funded with subprime loans and that experienced heavy foreclosures three or four years
old into the loan period. Previously, foreclosures were an individual problem instead of a
neighborhood problem. The vacant properties were attracting crime, and surrounding property
values were declining. Some of these homes were owned by speculators, who wait for property
values to increase before selling. Foreclosures were addressed in a comprehensive fashion.
Charlotte does not have many abandoned properties. The property values are strong enough that
owners will not walk away from their properties. Initially, there were problems getting
participation in community meetings because some of those affected were struggling. Habitat for
Humanity is helping. Charlotte has applied for available state and federal funds to help. Vacant
houses do result in code enforcement issues. The city does not want to own houses and would

prefer that individuals own the houses instead. Unfortunately, a homeowner must miss two
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payments before the City will counsel them or banks will talk to them. House Charlotte is a
down-payment assistance program. Applicants must go through a home-ownership training
program to qualify for assistance. Properties under the HUD Neighborhood Stabilization
Program (NSP) must be purchased at a 15 percent discount. Under the program, properties
cannot be condemned. Those who make 50 percent of the median income are usually not good

candidates for home ownership.

Commentary — Lisa Gore, Roger Vanderpool

Mr. Vanderpool shared that many western U.S. communities under foreclosure are in
unincorporated areas, so other rules apply. Most western city police departments do not perform
evictions. In the southwest, traditional community policing has been applied on the front-end of
the real estate transaction, engaging the new homeowner in the Neighborhood Watch-type effort.
Arizona has task teams to address the existence of drop houses. The Arizona identity task force
goes after falsified driver’s licenses, social security cards, and green cards. Police gang units
work well with the Arizona department of real estate. One-third of the Arizona state budget is in

deficit. Discovery is tighter in the federal system than in the state system.

Discussion — Open Floor

e The Miami-Dade Police Department gained the cooperation of banks by pointing out that
banks would be victims of mortgage fraud and that they could recover some losses by

working with law enforcement. See www.miamidade.gov for a history of the mortgage

fraud actions taken. A coordinated effort at the national level would ensure that an
effective, duplicative model could be followed. Resources and training are limited and
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could be shared. Training, local response, and a centrally coordinated effort seem to
work. One response that takes the best practices from all states and coordinates them at
the national level could be effective. A nationwide mortgage fraud task force bill is now
in Congress to centralize such an effort within DOJ. Laws and penalties for mortgage
fraud vary on the state and federal levels. and It is unclear what amount of prison time
would be a deterrent for this type of crime; besides, states cannot afford to house any

more prisoners,.

e Mortgage fraud is the lynchpin of our current economic crisis. The media generally
doesn’t cover the issue because it is complicated, the time to report is limited, and the
situation does not have great visuals. There is media coverage, but typically not television
coverage. The fraud attracted a lot of amateurs, who have since washed out of the system.

Those left committing the fraud are professional thieves.

Roundtable Discussion: Setting the Research Agenda —

Facilitated by Bernie Auchter

Mr. Auchter asked the group to think broadly about where our research attention should be

focused. Following are contributions from the participants:

e Mortgage fraud began with a noble concept of allowing low-income families to own

homes but ended with abuse of the subprime mortgages in the securities market. Research
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should consider potential unintended consequences of these actions. N1J may want to

partner with other federal agencies for this research.

e Practitioners operationalize research results. In the field, how do we spot mortgage fraud?

What are the indicators to be aware of?

e Communities and affinity groups could help spot fraud.

e Consumer financial illiteracy is a huge problem. The FHA just developed a public service
announcement — about how to spot mortgage fraud — that will be viewed in movie
theaters. Education is a large component of stopping mortgage fraud. Banks and lending
institutions are now willing to be a part of this effort because they now know how it

affects them.

e How did the people who lost their homes get to the point of foreclosure? Did the situation
lead to domestic violence? Because they are not in the same housing anymore, it is
difficult to follow-up with those individuals. It is necessary to reach the people who are
still in the foreclosure pipeline but are still in their homes. These people should be
interviewed to more fully understand their situation. There also might need to be a

control group.

e We need to develop and test models related to foreclosure and crime.
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e Animmediate need is to formulate recommendations for the federal government on how
to monitor the various program funds currently being released and to develop protocols
for disbursement of funds to prevent their fraudulent use. There are committees forming

right now for fraud prevention.

e Itis useful to know locations where vacancies are increasing but crime is not. Also, what
are the processes by which crime contributes to vacancy? How is all of this conditioned
by the local context? We need to understand what is driving what; these dynamics will
continue to evolve. We know much more about processes at the individual level but not
what processes are used at the aggregate level. Prevention will not be effective if it iss not

correctly targeted. We need to have both strategic and tactical responses.

e |t is important to know the source of the loan — whether it is a mortgage broker, lender,
or bank. Many non-bank channels are used in crimes of affinity. This is often a path to

predatory lending.

e The central concern is perhaps not process, but how vacant buildings lead to crime.

e There are different ways to get to the same vacancy rate. The key issue is what is going

on ecologically.

We do need to determine how each foreclosure was reached to understand whether crimes were

committed.
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e When banks rent property back to the owner, is there an effect on crime?

e We could create a model that would allow isolation of foreclosure vacancies versus other
causes of vacancy. We do have 35 years of research on vacancies. This is an opportunity

to add interaction terms. What is different now is the abruptness of the vacancies.

e High foreclosures do not necessarily lead to vacancies.

e We may want to compare areas of the country without high foreclosure rates with those
that do have high rates. Transient populations and growing states have some effect on

these trends.

e What can prevent this type of mortgage fraud? How could the process be regulated so

that it does not happen again?

e Research questions that would help inform prevention strategies would be useful. What
has been successful in terms of prevention? What seem to be community resilience
factors? We are at the forefront of a major social change in this country and do not really
understand all of the social implications of it. However, we need to establish the link
between foreclosures and crime before we can determine what prevention strategies will

be effective.
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e Are foreclosure rates associated with perceptions of social disorder and crime? It is

dangerous to draw conclusions without adequate data.

e Is there research on how these properties are handled after foreclosure?

Mr. Auchter provided a handout asking two questions:
1. What do you see as the most important research question that needs to be addressed in the
short term (next two years)?
2. What do you see as the most important research question that needs to be addressed in the
long term (beyond two years)?
He asked that the completed forms be returned before leaving. Responses to these questions are

contained in the appendix of these minutes.

Closing Remarks — Dr. Margaret Zahn

Dr. Zahn thanked the participants for attending. These ideas will be taken back to N1J, and there
will be results from this meeting. Participants may be contacted later by NI1J and should feel free

to contact NIJ with subsequent thoughts on these issues.
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Appendix: Questionnaire Responses

Question 1: What do you see as the most important research question that needs to be

addressed in the short term (next two years)?

Responses:

e We need prevention-oriented research. The foreclosure and economic crisis has come on
quickly, has deeply impacted some communities, and may continue for some time. |
would like to see research that evaluates promising programs and policies that are being
implemented in communities to determine if they are having an effect on rates of
crimeand violence. | also suggest that you examine community-level protective factors
that provide a buffer to families against the risks from foreclosure and other economic

stressors. This research could have broader implications for prevention practice.

e Try to get a handle on the true scope of mortgage fraud. Develop some common terms
and definitions. Develop and test models of foreclosure impact; does foreclosure have a

direct effect or does it moderate or interact with other determinants?

e What is the relationship between the types of neighborhoods and housing structures
experiencing foreclosures, vacancies, and crime? For instance, we do not want to base
our assumptions about conditions in suburban, fragile, middle-class, single-family home

communities on research conducted in densely populated urban centers.
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e Establish the empirical association between housing foreclosures, crime, and violence
and determine whether it varies by level of analysis (individual, neighborhood,
community, region), by time, by type of crime or violence, and urban location. This
research should explore variable aspects of foreclosure (as events in a sequence, whether
driven by fraud or not), measurement issues of foreclosures, crime, and violence, and
research design issues so that the evidence of the (patterns of) association is defensible.

Descriptive ethnographic work should supplement such efforts.

e Compare the role that mortgage fraud and other factors play in the foreclosure crisis,
related crimes, and unintended consequences and what the desirable community and law

enforcement responses would be.

e Which came first, the chicken or the egg? Is foreclosure being caused by crime, or is
crime caused by foreclosures? Whatever you do, involve law enforcement, but from
different jurisdictions: local, county, state, and federal. Does strict immigration

enforcement reduce crime?

e Coordinate better with the Departments of Finance and Treasury to assist in the detection

of white-collar crimes such as mortgage fraud. A database on mortgage fraud to help to

assess foreclosures’ impact on crime.
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e Do foreclosures impact all communities/neighborhoods in the same manner, or are there
differences by location, neighborhood type, or mortgage type? We need better data on the
problems and their impacts.

e Develop a typology of foreclosure in terms of (a) time to failure/default (how old is the
mortgage?), (b) whether it results in a vacancy, and (c) how long it takes before the
building is reoccupied. (see also the presentations by Drs. Eric Baumer and Ralph

Taylor).

e What? Are foreclosure rates associated with perceptions of neighborhood deterioration,
investment in neighborhood life, intentions to stay or leave, perceptions of physical
disorder, or perceptions of crime? How? Conduct a national survey of occupied
households and attach foreclosure and other neighborhood data. Repeat annually for three

years.

e We heard almost “a tale of two cities,” that the foreclosures were the result of mortgage
fraud and. on the other hand. the result of housing and monetary policies. In order to
arrive at a solution for the future, it would be important to know the proportion each

contributed and identify methods to identify each.

e What is the separate ecological effect of foreclosures on levels of crime within different

neighborhood contexts?
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e What is the tipping point related to the number of foreclosures a neighborhood can absorb
before the crime rate begins to increase and while also controlling for the variability of

neighborhood conditions?

e (1) Identify bank/lending cultural elements that encourage mortgage fraud (or discourage
fraud prevention) and recommend changes. (2) Identify legal impediments to preventing
mortgage fraud (HMDA, Gramm-Leach-Blyley, Fair Credit Reporting Act, Bank Secrecy
Act, no “safe harbor” for reporting, etc.) and recommend changes. (3) Identify sources or
channels of mortgage fraud (non-bank/broker vs. financial institution) and their
correlation with high-cost loans and minorities preying on minorities. (4) Model
mortgage fraud law at the state and federal levels. (5) Submit recommendations to keep
NSP and TALF stabilization funds from being diverted to criminals or to perpetration of

additional frauds.

e NIJ— perhaps with input from BJA folks — can answer the following research question,
looking at a number (10? 20?7 307?) of regional (not city) police departments and using
foreclosure data: What are the places where vacancies are going up but crime is not?
“Places” means whatever you want. Secondary data analysis is followed up by “on the
ground” peeks to see what is happening in the safer places — vacancies went up but

crime did not. Maybe police were doing something to reduce crime.

e s there a link between white-collar crime, foreclosures, and neighborhood crime? How

do we establish a link? What is the nature of the relationship, if it does exist? What are
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the mechanisms? Would it be possible to use a criminogenic tier approach to establish
these links? What kinds of data and analysis (e.g., networks, case-studies) could be used
to study the problem? Are there links between some kinds of white-collar crimes and

some types of neighborhood crimes, but not others?

Question 2: What do you see as the most important research question that needs to be

addressed in the long term (beyond two years)?

(1) Development of databases that are reliable and a consensus on operationalized
concepts/variables at macro/micro levels. (2) Program outcome evaluations — responses
to stabilizing neighborhoods and limiting crime. (3) Could we learn anything from other
countries? For example, supposing Japan experienced some of the same issues, did they

experience foreclosures? How did they handle it? What impact did it have on crime?

Is there a link between fraud and disorganized neighborhoods? How do we establish this

link empirically and identify the path to causation?

Theory-driven (with explicit identification of underlying control processes), multi-level
modeling, over time and across geographic locations, that isolates the effects of
foreclosures on crime/violence apart from larger social, economic, and demographic

dynamics occurring within communities.
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e NIJ could be charged with creating model state statutes for crimes relating to mortgage
fraud, regulations regarding the real estate and mortgage industries, and best practices for

the industry.

e What happens long term to the communities that are involved, and what is the cost in
funds and the impact on people,particularly the children and families? How do we
relocate Washington D.C. to St. Louis? The beltway needs to reattach itself to the rest of

America.

e (Will send more ideas after more thought.) Excellent to get many different perspectives
on the impact of foreclosures on crime rates. | hope for more cross-fertilization of

different disciplines — I learned a ton!

e We need to focus on suburban crime patterns. How are patterns changing as crime
becomes more suburban? Are the issues that develop in urban settings the same as in

suburban settings?

e “Where did everyone go?” Measure the flows of people into and out of foreclosed
properties.

e What attributes of American neighborhoods are most pertinent to disrupting social
networks, stimulating physical and social disorder, and the like. This could include

foreclosure rates but should not be limited to this.
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e What are the current and longitudinal effects of foreclosures on neighborhoods?

e How does housing policy (i.e., design and concentration of affordable housing and starter

homes) relate to foreclosure patterns?

e (1) Quantify direct costs of mortgage fraud to lenders, and indirect costs to the
neighborhood from the impact of foreclosures, law enforcement, social services, code
enforcement, tax revenues, and so on. (2) Create a central database to collect information
on mortgage fraud, perpetrators, and addresses of properties that were flipped or
defrauded (i.e., improve communication and data sharing and thus better prevent fraud by

weeding out bad actors before they are funded).

e Noting that this was phrased as a research question, the big question is understanding
crime as a contributor and crime as an outcome of rapidly increasing rates of
unoccupiedproperties. What are the processes by which crime is contributing to this
increase? What are the processes by which the increases are contributing to crime? How
do both of these dynamics shift at different levels of aggregation — MSA, county, city,
neighborhood, and street block? How is all of this conditioned by the local context, where
“local” means different things at different levels of analysis. It is important to move
beyond connecting demographic data to crime data. Useful prevention models will not be

feasible until we know what is driving what.
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e How can NIJ facilitate the collection of systematic data in areas where data is poor (e.qg.,
white-collar crime, neighborhoods, and crime)? I would love to see a blue-Ribbon task

force take on white-collar/corporate crime data collection.

65|Page



Back to Text

Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide==

The Buildup to Mass Foreclosure

Louis Tuthill

Social Science Analyst
National Institute of Justice
March 31%, 2009



Slide Image | Text Only = Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide=>

History of Mortgages

Post-World War II

Formation of the Federal Housing Administration (FHA)

= 15 and 30 year fixed rate

= Between 10 to 20 percent down

Serviceman’s Adjustment Act of 1944

= Veterans get a home with little initial cost

Fair Housing Laws Passed Between 1960 and 1980

¢ Community Reinvestment Act, Secondary Mortgage
Enhancement Act, Tax Reform Act

= These laws worked to reduce unequal practices due to race or
income

Between 1970 and 2000 the foreclosure rate fluctuated

between .03 and 1.1 percent
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Subprime Mortgages

» The result of many laws and regulation was subprime
mortgages

- Subprime mortgages were targeted at low income and
minority groups redlined from homeownership

» Allowed people who did not meet the income or credit
criteria to get a prime loan

» Purpose was to stabilize communities understanding
that home owners were more likely to invest in the
community
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Subprime Mortgages

- Both historically and currently studies on subprime
loans have found that:
= They are more likely to occur in low income and minority

communities

= They are more likely to end in foreclosure

« Higher risk subprime loans increased between 2001 and
2006 :
= 8.6 to 20.1 percent
= %190 to $600 billion dollars
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Why the increase in the Subprime Loan
Market?

+ Monetary policies allowed for relaxed movement of risk in
structured financial products

= Focus of spread risk across investors
o Allowed for lower interest rates
+ Securitization of these mortgages are great for investors:
= Allows investor to reduce or move risk off balance sheet
= Allows investor to over leverage credit
= When security is sold looks like a income bounce with no cost to
investor
= Turns future earnings to immediate cash flow in the investor
+ Subprime market
= Popularity of these investment led to availability of cheap credit
and reduction of lending standards
= Teaser rates, non-doc mortgages, piggyback mortgages, and
NINJA(No Income, No Job or Assets) mortgages
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Other Factors of Housing Bubble

- Crash of dot com causing investors to move
assets into real estate

« The engineered decline of long term interest
rates

» Speculative investors using housing to turn a
profit (flipping)

- Lack of oversight to acts of mortgage fraud
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The Beginning of the Housing Collapse

July 17, 2007 Dow Jones hits record 14,000

In 2005 homeownership was 69 percent

In late 2006 housing market began to correct itself and
dropped 3 percent by early 2007.

= Surplus of new homes

= Median housing price

= Price to rent ratios

= Increase in the interest rates

This made it difficult or impossible for individuals to sell or
refinance their homes

Delinquent payments and foreclosures began to increased

= Between January and June of 2007 530,000 foreclosures
occurred
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Housing Price, Delinquency and Foreclosure
Trends
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Housing Foreclosures and the Larger
Economy

- Mortgage backed securities which included high

risk subprime loans declined in value

» Investors pulled out of the mortgaged backed
securities market

= Resulted in 435 billion dollars in losses in the
market by 2008

o IMF has projected that banks will have to “write
off” over 1.5 trillion dollars in subprime loans
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Housing Foreclosures and the Larger

Economy

» Larger Economic Crisis

= Larger economy has had problems due to global food
and energy costs

= Recession since January of 2007

= Banks were unable to loan money due to insolvency
because of toxic loans

= Unemployment increased to 8.1% as of February
+ Some states have double digit unemployment

= GDP contracted by about 6%

= Shipping has decreased globally due to lack of loans

= Banks closed their doors
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+ Metropolitan Sovings Bank, Pittsburgh, PA
+  MetBonk, Alpharetta, GA
«  Miami Valley Bank, Lakeview, OH
«  Douglass Notional Bank, Konsas City, MO
Hume Bank, Hume, MO
ANE Financial, NA, Bentonwille, AR
First Integrity Bank, MA, Staples, MM
IndyMac Bank, Pasadena, CA
First Heritage Bank, MA, Newport Beach, CA
«  First Mational Bank of Nevada, Reno, BV
+  First Priority Bonk, Bradenton, FL
+  The Columbion Bank and Trust, Topeko, KS
«  Integrity Bank, Alpharetta, GA
+  Silver State Bank, Henderson, NV
En Espanol
« Ameribank, Northfork, WV
+  Woshington Mutuol Bank, Henderson, NV and
Washington Mutual Bank FSE, Park City, UTT
Meridian Bank, Eldred, 11
Main Street Bank, Northville, MI
Alpha Bank % Trust, Alpharetta, GA
«  Freedom Bank, Bradenton, FL
+  Seeurity Pacific Bank, Los Angeles, CA
+  Franklin Bank, 558, Houston, TX
+  PFF Bank and Trust, Pomona, CA
«  Downey Savings and Loan, Newport Beach, CA
The Community Bank, Loganville, GA
First Georgia Community Bank, Jackson, GA

MuognetBank, Salt Lake City, UT

County Bank, Merced, CA

Allionee Bank, Culver City, CA

FirstBank Finanecial Services, MeDonough, GA
Pinnacle Bank of Oregon, Beaverton, OF

'iinrn Belt Bank and Trust Company, Pittsfield,

F‘E“""‘id‘: Bank of the Gulf Coast, Cape Coral,

Sherman County Bank, Loup City, NE

Silver Falls Bank, Silverton, OR

Security Sovings Bank, Henderson, NV
Heritage Community Bank, Glenwood, TL
Freedom Bank of Georgio, Commeree, GA
TeamBank, Mational Association, Pacla, K5
Colorado Mational Bank, Colorado Springs, CO
FirstCity Bank, Stockbridge, GA

Cmnni Mational Bank, Atlanta, GA

Sanderson State Bank, Sanderson, TX

Haven Trust Bank, Duluth, GA

Bank of Clark County, Vancouver, WA
Mational Bank of Commerce, Berkeley, 1L
15t Centennial Bank, Redlonds, CA

Oeala National Bank, Ocala, FL
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Mortgage Crisis and the Larger Issue

» The reasons for crisis are multifaceted

- Its impacts has had large reaching effects into
the global economy

- The social impacts such as homelessness, crime,
violence, and suicide are yet to be seen

» The resolution to this crisis must occur at all
levels of government and is multifaceted
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Contact

Louis Tuthill
Social Science Analyst

National Institute of Justice
U.S. Department of Justice

810 7th Street, NW

Phone 202.307.1015

Fax 202.616.0275

Louis.Tuthill@usdoj.gov
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Data Sources for
Estimating Foreclosure
and Abandonment Risk

Robert N. Renner

HUD Office of Policy Development
and Research
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Overview e

e Challenges in measuring foreclosures

e Private Data Sets

e Public Data Sets

e HUD's Neighborhood Stabilization Program
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Challenges in Studying

Foreclosures e

¢ How do we define a foreclosure?
o Default (pre-foreclosure, grace period)
e Bank auction
» Bank takes ownership (REO — Real Estate
Owned by Lender)

e Property may oscillate between these stages
of foreclosure
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Private Data Sources :

e Incomplete coverage
e Inconsistent units of dissemination

e Proprietary data is expensive with prohibitive
licensing agreements

e May require extensive scrubbing or recoding
before it can be analyzed

e Detailed data about loan terms, but not the
borrower
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Private Data Sources

e The Mortgage Bankers Association (MBA)
National Delinquency Survey

e RealtyTrac

e Loan Performance (also known as True
Standings)

e Federal Housing Administration, Fannie Mae,
and Freddie Mac
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Public Data Sources

e No national source for foreclosure data

e Researchers and analysts reduced to
identifying areas at risk for foreclosed, vacant
or abandoned properties based on indicators
from several data sources

e Varying levels of geography

e Uniform national coverage

e Data can be shared and made available to
the public
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Public Data Sources e

e Home Mortgage Disclosure Act (HMDA) from
the Federal Reserve (FFIEC)

e Office of Federal Housing Enterprise
Oversight (OFHEO) Housing Price Index for
Metropolitan Areas

e Bureau of Labor Statistics (BLS) data on
Labor Force Participation and Unemployment

e United States Postal Service data on address
vacancies distributed by HUD
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Neighborhood Stabilization
Program (NSP)

e Provides emergency assistance to state and
local governments to acquire and redevelop
foreclosed properties that might otherwise
become sources of abandonment and blight
within their communities

e Office of Policy Development and Research
responsible for developing formula for
allocating NSP funds to state and local
governments
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Statewide Allocation e

e MBA National Delinquency Survey Data
o Foreclosure starts over 18 months
o Loans in default
» Loans 60 to 90 day delinquent
e HMDA Data
e High cost (sub-prime) loans
e USPS Vacancy Data

¢ Vacant residential addresses in census tracts
where percent of high cost loans is 40% or more
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Within State Allocation

e Also used HMDA and USPS data

e HUD used regression analysis to create a
model for estimating foreclosures at local
levels as a function of the following:

» Falling home prices from the OFHEO Home Price
Index as of June 2008 compared to 2000 to 2008
peak

» HMDA data on high-cost loans 2004 to 2006

o Local Area Unemployment Rate data from the
BLS as of June 2008
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Validating HUD’s Estimates :s

e The Federal Reserve compared HUD
estimates with Equifax data on 90+ day
mortgage delinquencies and found high
intrastate correlations at the county level

o \When restricted to counties > 15,000
population, correlations were even higher

» Equifax data is based on a 5% sample, and is
more prone to sample error in small counties
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e Go to HUDUSER.org and download all NSP
data at multiple geography levels

HUD's foreclosure estimates

MBA foreclosure and delinquency data (state
only)

HMDA high cost loans
Change in home prices
USPS vacancy rate
Methodology
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DRAFT
Burning Down the House:

Mortgage Fraud and the Destruction of Residential Neighborhoods

Mortgage fraud is bank robbery without a gun.® It is a high-yield,? low risk
enterprise that has been reported in all 50 states, Puerto Rico, Guam, American Samoa,*
Canada,* New Zealand,® Australia,® and England.” In the United States, it is committed
by organized international and domestic rings,® street gangs, terrorists,'° drug

traffickers,™* real estate agents,*? closing attorneys,™ appraisers,™* mortgage brokers,*®

! The targeted victims distinguish mortgage fraud from predatory lending. In predatory lending cases the borrower is
victimized by the illegal practices of the lender or its agents with respect to fees and disclosures relating to the cost of the
loan. Itis unfortunate that the media, consumer activists, legislators and law enforcement personnel frequently conflate
mortgage fraud with predatory lending since it adds unnecessary confusion to an already complex issue and diverts
attention and badly needed resources from the fight against true mortgage fraud.

% The average “take” on a bank robbery is approximately $3,000.00. By contrast, the average straw borrower receives a
“cut” of at least $10,000 and the orchestrator’s “take” in a mortgage fraud transaction frequently exceeds $100,000. In a
few cases the orchestrator’s take was in excess of $1 million dollars, and in one, the perpetrator, who later fled the
country, received $7 million in “profit” from the same-day flip of a mansion.

® Financial Crimes Enforcement Network, “Mortgage Loan Fraud: An Industry Assessment Based on Suspicious Activity
Report Analysis,” November 2006 at 10. http://www.fincen.gov/news room/rp/reports/pdf/mortgage fraud112006.pdf
accessed March 8, 2009).

See, e.g., “Due Diligence: The Growing Problem of Mortgage Fraud), CBC News, November 9, 2006.
http://lwww.cbc.ca/news/background/mortgage-fraud/ (accessed January 4, 2010).

See, e.g., Anne Gibson, “Agents on Charges for House Fraud Sale,” New Zealand Herald, December 26, 2006.
http://www.nzherald.co.nz/property/news/article.cfm?c_id=8&objectid=10361509 (accessed January 4, 2010).

6 See, e.g., “Australia Targeted by Card Skimming Gangs,” October 14, 2009.
http://www.abc.net.au/news/stories/2009/10/14/2714003.htm?section=australia (accessed January 4, 2010).

! See, e.g., Richard Edwards and Myra Butterworth, “Toxic Debt Could Have Come from Massive Mortgage Frauds,” The
Daily Telegraph, March 10, 2009. http://www.telegraph.co.uk/finance/financetopics/financialcrisis/4970457/Toxic-debt-
could-have-come-from-massive-mortgage-frauds.html (accessed January 4, 2010).

® See, e.g., U.S. v. Bowens, 2:07-CR-00544 (D.Ariz. 2007) (defendants convicted of scheme conducted over five years in
three states involving 19 properties and 10 vehicles).

° See, e.g., David Jackson, “Mortgage Fraud is the Thing to Do Now,” Chicago Tribune, Nov. 5, 2005.

% See, e.g., U.S. v. Omar, 2:06-CR-756, superseding indictment (D. Utah 2006), and Patrick Poole, “Mortgage Fraud
Funding Jihad,” FrontPageMag.com, April 11, 2007.
http://www.frontpagemagazine.com/articles/Read.aspx?GUID=2FB5D093-D93D-404B-B4CD-AEEA3DBICEBF
(accessed March 8, 2009).

1 See, e.g., United States Immigration and Customs Enforcement press release, Nov. 19, 2008.
http://www.ice.gov/pi/nr/0811/081119newyork.htm (accessed March 8, 2009).

' See, e.g., U.S. v. Rice, 1:2002-CR-00691 (N.D. Ga. 2002).

¥ See, e.g., U.S. v. McFarland, 1:04-CR-224 (N.D. Ga. 2004) (superseding indictment); U.S. v. Sprouse, 3:07-CR-211
(W.D. N.C. 2007) (fourth superseding indictment).

“See, e.g., U.S. v. Ross, 5:06-CR-40068 (Kan. 2006) (first superseding indictment).

5See, e.9., U.S. v. Hooker, 2:05-CR-80897 (E.D. Mich. 2005).
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bank executives,'® ministers,’’ teachers,'® policemen,*® and, frequently, neophyte
property investors.”

In the federal courts, mortgage schemes are charged as bank fraud,” mail fraud,?
and wire fraud®® and, depending on the specific structure of the scheme, conspiracy to
commit bank fraud,?* money laundering,? aggravated identity theft,® bankruptcy
fraud,”’ and/or false statements.”® A handful of states have statutes that address
mortgage fraud as a specific crime,?® but in most state courts it is charged, if at all, as
theft or grand larceny.

Although the variety of schemes is infinite and limited only by the human

imagination,® they are generally classified as either fraud-for-profit or fraud-for housing.

'® See, e.g., U.S. v. Gordon, 08-21103-Jordan (S.D. Fla. 2008) (bank’s managing director altered individual’s credit data
to inflate mortgage pools’ apparent quality and value upon sale to investors); U.S. v. Levine, 1:09-CR-00554 (N.D. Ga.
2009) (executive vice president in charge of bank’s community redevelopment lending department accused of knowingly
over-valuing bank assets (loans to flippers) in reports to the OCC and the FDIC; the defendant is expected to plead guilty
in January, 2010)..
v See e.g., U.S. v. Sailor, 1:08-CR-105, superseding information (N.D. Ga. 2008).

'® See, e.g., U.S. v. Sprouts, 2:08-CR-0051 (W. D. Pa. 2008).
9 See, e.g., U.S. v. Culp, 3:08-CR-00055 (N.D. Ind. 2005).
2 “Investor” borrowers on known fraud loans typically report that they were lured into the scheme by perpetrators who
offered hands-off “turnkey” investment programs. The perpetrators promised to acquire the properties at less than market
value with cash back to the borrower/investor at closing, to rehab the properties, to find tenants at a monthly that would
provide passive monthly income in excess of the mortgage payment, and to manage the property for a year, after which
the property could be sold at a profit. After the properties were purchased, the perpetrators severed all contact with the
investors, who then discovered that the purchase price was substantially above market value, that properties had not
been rehabbed (or that only cosmetic repairs had been made and that the value of the work was inflated), that the
properties could not be rented at an amount sufficient to service the mortgage, much less for a monthly profit, and that the
property could not be sold for what was owed on the mortgage. These novice investors also report that they believed the
perpetrator’'s claims because they had watched A&E’s “Flip This House” program and/or the Carleton Sheets “no money
down, cash back at closing” infomercials, which gave them the impression that real estate investing was both easy and
grofltable and which made the schemes proposed by the perpetrators seem both legal and credible.

18 U.S.C. § 1344.
218 U.S.C. § 1341.
%18 U.S.C. § 1343.

18 U.S.C. § 1349.

18 U.S.C. § 1956 and 18 U.S.C. §1957.

%18 U.S.C. § 1028(A).

%718.U.S.C. § 157 and 18 U.S.C. § 152 (concealment of assets and false oaths to a trustee).

818 U.S.C. § 1005 (false entries, reports and transactions) and 18 U.S.C. § 1014 (false reports and financial statements).
* See, e.g., 0.C.G.A. § 8-16-102. Enacted in 2005 and known as the Georgia Residential Mortgage Fraud Act, it was the
first state or federal statute to specifically define and criminalize mortgage fraud. Itis a RICO predicate and carries a
sentence of up to twenty years imprisonment. Since then, a number of states have passed laws criminalizing mortgage
fraud, including: Arizona (Ariz. Rev. Stat. § 13-2320), Colorado (Colo. Rev. Stat. § 24-76-103), Florida (FI. Stat. Ann. §
817.545), Maryland (Md. Code Ann., Mortgages, § 7-402), Minnesota (Minn. Stat. Ann. 8 609.822), Mississippi, (Miss.
Code Ann. § 97-23-107), Nevada (Nev. Rev. Stat. § 205.372), North Carolina (N.C. Gen. Stat. Ann. 8§ 14-118.10 et seq.),
and Texas (Tex. Code Ann. § 402.032). California joined these states in 2009, but the maximum sentence under its
statute is only 1 year. Cal. Penal Code § 532f(h).

% Common schemes include: the use of “straw” (or nominee) buyers, mischaracterization of the intended use of the
property (owner-occupied or second home instead of investment), undisclosed seller contributions to the borrower’'s down
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The object in a fraud-for-profit scheme is to obtain residential mortgage loan proceeds
and/or physical and legal control of residential properties. Lenders and law enforcement
agencies have traditionally focused on for-profit schemes because they involve organized
rings, industry insiders,** multiple properties,® and millions of dollars in losses.

In fraud for-housing schemes, the object is to obtain a loan that would have been
made on materially different terms, or would not have been made at all, had the lender
known the truth.*®*  Fraud-for-housing schemes have largely been ignored because of the
industry belief that they involved a small percentage of individual borrowers who were
merely “stretching” to buy a home which they intended to pay for and, until the
“mortgage meltdown,” there weren’t a lot of these cases and the majority of these loans
were repaid. But by tolerating fraud-for-housing, the line between acceptable and illegal
practices was blurred, fraud of all types was tacitly encouraged* and millions of

fraudulent loans were made.

payment (borrowers with little financial investment are at higher risk of default), undisclosed or fictional second mortgages
from the seller (lender unknowingly extends 100 percent financing), “buy and bail” (underwater borrower buys comparable
property nearby and lets mortgage on old residence go into default and foreclosure), builder and developer bailouts (straw
buyers and undisclosed seller concessions, which inflate the sales price, are used to unload excess inventory),.flipping
(perpetrators collude with real estate agents and/or appraisers to fraudulently inflate the sale price in a rising market),
flopping (real estate agents and investors collude to deflate the short sale price in a declining market before flipping flip it
at an inflated value to co-conspirators or straw buyers), modification fraud (borrowers understate their income and
property value in hopes of getting a debt reduction), forced modifications (distressed borrowers sell the property to family
members, friends, or a corporation owned by the borrower and the property is re-conveyed to the borrower), deed or title
theft (deeds of conveyance and satisfaction are forged and perpetrators sell the property to a straw buyer who obtains a
mortgage with 100 percent of the proceeds going to the perpetrator), and settlement agent fraud (escrow or settlement
agent absconds with loan proceeds instead of paying off existing liens and mortgages).

% Federal Bureau of Investigation, “Financial Crimes Report to the Public,” May 2005.
http://www.fbi.gov/publications/financial/fcs_report052005/fcs report052005.htm#d1 (accessed March 6, 2009).

% See, e.g., U.S. v. Alcindor, et. al., 1:05-CR-0269 superseding indictment (N.D. Ga., 2005) (orchestrator Phil Hill
convicted in case involving 234 single family houses, condominiums and mobile homes) and U.S. v. McFarland, 1:04-CR-
224, superseding indictment (N.D. Ga., 2004) (McFarland, a closing attorney, was convicted on a 165 count indictment
involving 85 properties).

* Material terms include: loan amount, interest rate, and the size of the borrower’s down payment. Misrepresentations
relating to a borrower’s income and employment, source and amount of the down payment, the seller’s contribution to the
borrower’s settlement costs, the borrower’s intent with respect to occupancy, and the value of the collateral property are
used to mask increase the borrower’s apparent creditworthiness in order to induce the lender to grant the loan and on
terms more favorable to the borrower, i.e., at a lower interest rate, a lower down payment, and/or with a waiver of
mortgage insurance.

% There are numerous instances of borrowers who report that they were told by a mortgage professional to lie about their
income and were told that was acceptable because so long as they repaid the mortgage the lender wouldn’t care. One
effect of the industry’s attitude is found in what became a common practice among otherwise honest real estate agents:
raising the contract purchase price to disguise a seller’s contribution to the borrower’'s down payment. The agents
justified their conduct as “taking a little from column ‘A’ and putting it in column ‘B™ in a “net-net” transaction that would
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The Scope of Mortgage Fraud

As early as 2004 the Federal Bureau of Investigation was characterizing mortgage
fraud as “pervasive and growing.” * Chris Swecker, the FBI’s then-Assistant Director
of the Criminal Division, testified to Congress that:

“Mortgage fraud losses adversely affect loan loss reserves, profits, liquidity
levels and capitalization ratios, ultimately affecting the soundness of the financial
institution. [I]f fraudulent practices become systemic within the mortgage
industry and mortgage fraud is allowed to become unrestrained, it will ultimately
place financial institutions [and the stock market] at risk... [iJnvestors may lose
faith and require higher returns from mortgage backed securities [and that]
may...result in higher interest rates and fees paid by borrowers and limit the
amount of investment funds available for mortgage loans. *®.....

That statement was as prescient as it was unheeded and short of the mark. As the FBI’s
Deputy Director testified on March 20, 2009, what has occurred is “far worse” than what
even Mr. Swecker imagined.®” Mortgage fraud is now at epidemic levels and is placing
significant strains on the Bureau’s resources.®® The FBI’s caseload has expanded to over
2,000 active cases, including 43 corporate fraud cases relating directly to the financial
crisis and 200 new investigations in the first quarter of 2009 alone.*

The torrent will not abate any time soon: the number of mortgage fraud-related

suspicious activity reports (“SARs”) reports filed with the Crimes Enforcement Network

allow the deal to close with no harm being done to anyone. From a lender’s perspective the transaction was fraudulent
because the risk of default posed by the borrower was understated (the less a borrower invests, the more likely he is to
default), and the loan-to-value ratios were skewed. When large numbers of loans like this were pooled, the
misrepresentations continued on to the ratings agencies and investors because the fact that these loans did not meet
investor guidelines was obscured by the structure of the underlying mortgage transactions.

% Statement of Assistant Director Chris Swecker before the House Financial Services Subcommittee on Housing and
Community Opportunity, October 7, 2004. http://www.fbi.gov/congress/congress04/swecker100704.htm (accessed March
29, 2009).

% 4.

% Statement of Deputy Director John S. Pistole before the House Financial Services Committee, March 20, 2009.
Qgttp://WWW.fbi.qov/conqress/conqressO9/pist0Ie032009.htm (accessed March 29, 2009.

% Brent Kendall, “FBI Ramps Up Probes of Financial, Mortgage Fraud,” The Wall Street Journal, March 20, 2009.
http://online.wsj.com/article/SB123756681453396825.html| (accessed March 24, 2009). The FBI reported a total of 1,204
open mortgage fraud cases at end of FY 2007, a 47 percent increase over FY 2006 and a 176 percent increase from FY
2003. Federal Bureau of Investigation, “2007 Mortgage Fraud Report,” April 2008.
http://www.fbi.gov/publications/fraud/mortgage fraud07.htm (accessed March 8, 2009). The case load increased to 1,644
by February 2009. FBI, “Mortgage Fraud”. http://www.fbi.gov/hg/mortgage fraud.htm (accessed March 8, 2009).
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(“FinCEN”) rose 1,411 percent between 1997 and 2005, *° and by double digits each year
between 2002 and the present.** FinCEN received over 63,000 mortgage-related SARs
in fiscal year 2008 and an additional 28,000 reports in the first five months of fiscal year
2009.%

The sobering reality is that the figures cited above capture only the tip of the
iceberg. We can only guess at the true scope of fraud because the majority of entities
with relevant information relating to mortgage fraud activities are not required to file
SARs.*® There is no “safe harbor” to protect voluntary reporters against civil or criminal
actions for libel, slander, or unauthorized disclosure of confidential information relating
to mortgage transactions and borrowers.** A large number of lenders whose victimization
is just now surfacing have closed their doors or gone bankrupt so there is no one to report
it to authorities, and the substantial adverse financial consequences for fraudulently
originated loans discourage lenders from investigating and reporting fraud. > It is,
literally, the “F” word of the financial services industry and may not be spoken of in

polite banking company.

“° Financial Crimes Enforcement Network, “Mortgage Loan Fraud: An Industry Assessment Based on Suspicious Activity
Report Analysis,” November 2006, p 4. http://www.fincen.gov/news room/rp/reports/pdf/MortgagelLoanFraud.pdf
saccessed March 8, 2009).

! FinCEN reported a 33 percent increase between 2002 and 2003 and a 92 percent increase between 2003 and 2004.
Id. The most recent report shows an increase of 44 percent between 2005 and 2006, and an additional 37 percent
increase between Q1 2006 and Q1 2007. FinCEN, “Mortgage Loan Fraud: An Update of Trends based upon an Analysis
of Suspicious Activity Reports,” April 2008 at 21.
http://www.fincen.gov/news room/rp/files/MortgagelL oanFraudSARAssessment.pdf (accessed March 8, 2009).
a2 Testimony of Deputy Director John S. Pistole to the House Financial Services Committee, March 20, 2009.
http://www.fbi.gov/congress/congress09/pistole032009.htm (accessed March 29, 2009. FIinCEN is on track to receive
more than 70,000 reports in FY 2009. FBI, “2008 Mortgage Fraud Report ‘Year in Review,”, June 2009.

43 Only “financial institutions” as defined in 31 U.S.C. § 5312(a)(2) (primarily federally regulated and insured banks and
thrifts, credit unions, life and annuity insurers, and cash-based business such as pawnshops and casinos) are required to
file Suspicious Activity Reports with the Financial Crimes Enforcement Network because this statute’s focus is money
laundering.

4 Other potential sources of useful information relating to mortgage fraud include mortgage and title insurance
companies, due diligence providers, and investors in the secondary market.

* These disincentives include financial risk (repurchase of fraudulent loans, increased loan loss reserve requirements for
portfolio loans, and denial of mortgage and title insurance claims). Lenders also face reputational risk and potential
negative shareholder actions.
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The Economic Cost to Lenders

While a comprehensive loss figure is impossible to obtain, we do know that fraud
in residential mortgages is very expensive to lenders. An analysis of two million closed
loans revealed that loans originated in fraud are eight times more likely to default, and 20
times more likely to enter into the foreclosure process, within the first year of
origination.”® The loss severity to lenders from foreclosures due to “natural” events*’ has
historically ranged from 15 to 40 percent of the original mortgage amount, depending on
the length of time that elapses between origination and default, and, until the mortgage
meltdown and economic collapse, hovered at an average of approximately $30,000 per
loan. In contrast, losses from foreclosures on fraudulently originated loans range
conservatively from 40 to nearly 100 percent, depending on the type of scheme, the time
lapse between origination and default, and the amount by which the mortgage was
inflated.”® Average loss amounts today are rising because the damage caused by
collateral value inflation at origination is being compounded by severely depreciating real
estate market values.

Here’s what we do know about the cost of fraud:
e The FBI estimates fraud’s dollar cost from the amounts reported in SARs. Although

that figure stood at $1.5 billion during fiscal year 2008, the FBI acknowledges that 93

percent of the reports it received failed to indicate a specific dollar loss.*

“ Derek Stanford, PhD., “2007 Risk Metrics Validation Study.” http://interthinx.com/pdf/RiskMetricValStudy.pdf (accessed
March 25, 2009). See also BasePoint Analytics press release, February 12, 2007 (fraud accounts for up to 70% of all
early payment defaults).

47 “Natural” or “conventional” foreclosures occur primarily because of death, divorce, job loss and unexpected medical
expenses.

Investigation of fraudulent mortgage loans show that loss severity ratios approach 100 percent in cases involving “air
loans” (no building on the secured property) and “double sold” note schemes (one mortgage note is sold to multiple
investors simultaneously; since only the first sale is recorded, the other investors’ interest is not recorded and thus is
unsecured).

9 Testimony of Deputy Director John S. Pistole to the House Financial Services Committee, March 20, 2009.
http://www.fbi.gov/congress/congress09/pistole032009.htm (accessed March 29, 2009). This omission may be due, in



http://interthinx.com/pdf/RiskMetricValStudy.pdf
http://www.fbi.gov/congress/congress09/pistole032009.htm

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.

e When measured by the loss claimed by lenders in civil and criminal prosecutions, the
figure stood at $5.4 billion at the end of 2008, with an additional $3.1 billion reported
in the first half of 2009.%° Lawsuits provide an incomplete measure of the cost
because fraud investigations and prosecutions are extremely resource intensive and
produce little perceived return on investment.”® Cash-strapped lenders and
overwhelmed federal prosecutors are unwilling to pursue any but the largest cases.*?

e Rather than being a relatively uncommon and harmless form of fraud that could
safely be ignored,* it is increasingly clear that the incidence of fraud-for-housing
was extensive:

0 Quality control audits and post-foreclosure fraud investigations indicate that
as much as 60 percent of all Alt-A originations through 2008 contained
material misrepresentations of the borrower’s income, employment, assets,
and/or collateral value, representing a potential aggregate loss of $218 billion.

0 QC audits and investigations also reveal that as much as 50 percent of

conforming®* loan originations from 2007 and 2008 failed to meet

part, to lender confusion about when to state a dollar loss. While bank regulators instruct lenders to omit a dollar loss
unless an actual loss has been realized, the FBI cannot judge the relative size and importance of the case or determine
whether it meets prosecutorial thresholds when the amount is not stated. Without this critical information, these SARs
receive a low investigative priority and the perpetrators are free to ply their trade unhindered for additional years.

% MortgageDaily.com “FraudBlogger Index.” http://www.fraudblogger.com/Fraudindex.asp (accessed March 8, 2009).
*! Disincentives include: 1) the judiciary’s view of mortgage fraud as a victimless financial crime and the imposition of
relatively light sentences, see, e.g., U.S. v Trester, 1:05-CR-00086 (S.D. Ohio 2005) (maximum sentence in “flipping”
case involving 800 residential properties and severe damage to neighborhoods was forty-six months); 2) the lender’s
expense for providing copies of documents and making personnel available to work with law enforcement and travel to
and testify at trial, and c) the likelihood that restitution will not be made because the defendants either spent or hid the
illicit proceeds and do not have the means to generate the legitimate income necessary to meet a restitution order that
may total several million dollars.

While the author knows of no per se loss thresholds for bank fraud cases apart from those required to confer
jurisdiction, United States Attorneys generally will not open a case unless the aggregate loss exceeds $1 million. This
approach is more reasonable than it might initially appear because: a) the number of potential cases are virtually
limitless; b) mortgage fraud cases are increasingly difficult to prove because the bankruptcy, failure, and consolidation of
lending entities has made critical withesses and documentation inaccessible; and c) because of the perceived difficulty,
except in the most egregious cases, of overcoming public hostility towards mortgage lenders and their lending standards
and practices.

Some experts argued that loans in fraud-for-housing cases posed only “technical compliance issues” and posed little
risk to lenders because they “never default.” See, e.qg., First American CoreLogic. “Mark Fleming on Fraud Prevention,”
Mortgage Banking, August 2005.
https://www.corelogic.com/documents/20050801 Mortgage Banking_Interview.pdf. (accessed March 6, 2009).
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underwriting guidelines relating to the borrower’s income, employment, assets
and/or collateral value, putting Freddie Mac and Fannie Mae at risk of losing
as much as $500 billion.

e Mark Zandi, Chief Economist for Moody’s Economy.com, calculates that the fallout
from 15 million “sketchy” loans made between mid-2004 and mid-2007 will cost the
U.S. financial system $625 billion.

As staggering as these figures are, they are still likely to be low because mortgage fraud

didn’t stop in mid-2007 when the financial markets collapsed. It got worse and, after a

slight lull in 2008, fraud risk indicators appear to be poised for a rebound in 2009 and

beyond:>®

e An analysis of loans originated between July 1 and December 31, 2007, after
underwriting guidelines were tightened in the wake of the mortgage meltdown, found
critical fraud risk indicators pointing to significant inflation of the borrower’s income
in more than 42,000 mortgage applications representing $11 billion in potential
loans.”” Recognizing the threat posed by borrowers who misrepresent their income,
many lenders now verify borrower income directly with the Internal Revenue Service,
but investigations show that an increasing number of borrowers today are filing
returns that fraudulently overstate taxable income in order to qualify for a purchase

mortgage, to refinance an existing loan or to obtain a mortgage modification under

% A conforming loan is a loan that is eligible for purchase by Freddie Mac and Fannie Mae. The maximum eligible loan
amount was less than $417,000 for much of the boom years, but was raised to $625,500 in high-cost areas in mid-2008
pursuant to the Housing and Economic Recovery Act of 2008. The maximum amount is $938,250 in Alaska, Hawaii,
Guam and the US Virgin Islands. Fannie Mae, “Loan Limits for Conventional Mortgages.”
https://www.efanniemae.com/sf/refmaterials/loanlimits/

** Mark zandi, “When Will It End,” Moody's Economy.com Regional Financial Review, at 15 (September 2008).
http://www.economy.com/mark-zandi/documents/When-Will-1t-End.pdf (accessed March 8, 2009).

%6 Intethinx, Q2 and Q3 2009 Mortgage Fraud Risk Reports. http://www.interthinx.com/pdf/09_Q2MFRI_FNL.pdf and
http://www.interthinx.com/pdf/09 Q3MFRI_FENL.pdf (accessed January 4, 2010). Interthinx is a leading provider of fraud
and compliance risk management systems for the residential mortgage lending industry.

*7 Interthinx press release, March 13, 2008. http://interthinx.com/press/FraudBytes 042808/ (accessed March 24, 2009).
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the federal Hope for Homeowners and Making Home Affordable programs. The
returns are amended to reflect the borrower’s true income after the loan is closed.

e Freddie Mac executives have said publicly that loans originated in 2008 were the
“worst in history,” with an alarming number of those loans completing the
foreclosure process less than one year from origination.®® This suggests an
explanation for the sharp rise in first- and early-payment defaults, both of which are
closely correlated with fraud in the origination of the mortgage. *°

e Many of the lenders and brokers in the subprime space who were displaced during the
collapse of the residential mortgage industry have formed new companies and are
obtaining FHA Direct Endorsement authority, despite their histories of bankruptcies,
criminal convictions, and sanctioning by state regulators.®® There is a clear
correlation between mortgage fraud and non-bank/brokered originations,® and this
“subprime creep” may be responsible for the alarming increase in first-payment
defaults — a sure sign of fraud -- in FHA-insured loans originated in 2008. ®

e Lenders who perform QC audits on current originations which have been approved by
TOTAL Scorecard, the FHA’s automated underwriting system (“AUS”), ® are
privately reporting that 60 percent of these loans contain obvious indications of fraud.

This may provide further evidence of subprime creep, but it is also evidence that too

*8 Various Freddie Mac representatives at Mortgage Bankers conferences in 2008.

% A first payment or “instant” default is defined as a loan that goes into default without a single payment being made. An
early payment default (EPD) is generally defined as a loan that goes into default within 90 to 180 days after origination. A
study by BasePoint Analytics in 2007 found that up to 70 percent of all EPDs were originated in fraud. BasePoint
Analytics press release, February 12, 2007.

¢ Chad Terhune and Robert Berner, “FHA-Backed Loans: The New Subprime,” BusinessWeek, November 19, 2008.
http://www.businessweek.com/magazine/content/08 48/b4110036448352.htm?chan=top+news top+news+index+-
+temp_top+story (accessed March 27, 2009).

®1 A one unit increase in non-bank originations within a given census tract increases, by a factor of 4.8, the likelihood that
the tract contains mortgage fraud. Cary Collins, Ann Fulmer, Keith Harvey and Peter Nigro, “"Mortgage Fraud’'s Impact
on Housing Markets: An Atlanta Case Study in Neighborhood Collateral Damage," 2009 (working paper).

%2 Dina EIBoghady and Dan Keating, “The Next Hit: Quick Defaults,” Washington Post, March 8 2009.
http://www.washingtonpost.com/wpdyn/content/article/2009/03/07/AR2009030702257.html

accessed March 25, 2009).

3 For an explanation of what the FHA system does and does not do, and what elements of an application are evaluated,
see http://www.hud.gov/offices/hsg/sfh/lender/total fags.pdf (accessed January 4, 2010).
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many underwriters are relying on automated underwriting tools as a substitute for due
diligence and critical analysis. The FHA tool, like those of Fannie Mae®* and
Freddie Mac, has a limited function: to examine loan characteristics such as the loan-
to-value and debt-to-income ratios and determine whether the loan will meet
eligibility guidelines for insurance (FHA) or purchase (Fannie and Freddie). The
problem is that the borrower’s qualifications and loan characteristics can be
fabricated or misrepresented. Automated underwriting tools passively accept the
information submitted on the application and thus are unable to detect fraud. During
the boom -- and even today -- many loan originators used the AUSs as decisioning
tools without subjecting the underlying data to verification,® which has exposed the
GSEs and the FHA to significant levels of fraud risk.

FBI field agents report an increase in fraud relating to low-income HUD housing
grants and are expecting to see more as Neighborhood Stabilization Program funds
begin to be disbursed. The stabilization programs will provide a bonanza for the
career fraudsters, who no doubt are already positioned to take advantage of the
opportunity to snap up federally-subsidized bargains in foreclosed housing stock that
will eventually be recycled into new fraud schemes.

Wholesale flipping, where foreclosed properties are purchased in bulk then sold to

investors who flip the property to “end buyers” are on the rise, fueled by the bloated

% Fannie Mae's AUS is known as “Desktop Underwriter,” which is a misnomer because it doesn’t perform critical
underwriting functions. Sound underwriting practices require verification of application data, scrutiny for patterns and red
flags that indicate fraud, and critical analysis to ensure that the loan “makes sense” given the borrower’s financial profile
and stated use. The process can be very time consuming if performed manually and speed was one of the selling points
to the industry when this product was rolled out. For an illuminating article on Fannie’s system, see Michael D. Larson,
“Secrets of the Automated Underwriting System Revealed at Last,” Bankrate.com (February 3, 2000).
http://www.bankrate.com/brm/news/mtg/20000203.asp (accessed January 4, 2010). Freddie Mac’s AUS is known as

“Loan Prospector.”

& Many lenders feel that they do not need to use automated fraud detection technology because they now require full
documentation in support of the application. These lenders ignore the fact that desk-top technology allows for the
fabrication or forgery of every document needed to support an application and close the loan. .
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inventory of foreclosed properties held by the FDIC and banks. Although these
properties can be purchased for literally pennies on the dollar, many are seriously
dilapidated, or uninhabitable, and the price to the end buyer (often an investor) is
illegally inflated.

Short sale flipping, where the price is fraudulently deflated in order to generate the
“profit” on the sale to the end-buyer is also on the rise. These transactions frequently
are presented to the distressed borrower as a way to avoid foreclosure, and are
marketed to the end buyers as the ultimate in “get rich quick” investment programs.
Another area of major growth for fraud is in reverse mortgages. FHA-insured Home
Equity Conversion Mortgages (“HECMs”), available only to those who are 62 years
old or older, do not now account for a large share of the market, but they will: the
total number of persons aged 65 or older will surpass 88 million by 2050.%® Since
nearly 80% of seniors own their homes, this demographic represents trillions of
dollars in untapped home equity.®” With that kind of money in play, and with HUD’s
decision to allow HECM funds to be used for purchases, we should not be surprised
that the fraudsters are already moving into this space: a title insurance company
recently reported privately that the developer of a failed condo conversion project® in
Florida, working in collusion with a loan officer, an appraiser and a settlement agent,
recruited immigrant seniors, recorded deeds of conveyance and sham purchase money

mortgages and obtained HECM loans for the seniors at inflated values. The

66Press release, U.S. Census Bureau, August 14, 2008. http://www.census.gov/Press-

Release/www/releases/archives/population/012496.html (accessed July 2, 2009).

" Donald L. Redfoot, Ken Scholen and S. Kathi Brown, “Reverse Mortgages: Niche Product or Mainstream Solution,”

December, 2007. http://assets.aarp.org/rgcenter/consume/2007_22 revmortgage.pdf (accessed July 2, 2009).

% Condo conversion projects in many instances represent flipping on steroids (instead of flipping one property at a time,
fraudsters purchased entire apartment complexes and flipped hundreds of units in a short period of time). Condo
conversions are so toxic that mortgage insurance giant Radian recently announced it would no longer insure ANY
attached condominiums. Radian Guaranty e-Bulletin 2009-01, p. 2, March 10, 2009.

http://radian.biz/pdf/Radian_eBulletin_2009-01.pdf (accessed March 29, 2009).



http://assets.aarp.org/rgcenter/consume/2007_22_revmortgage.pdf
http://radian.biz/pdf/Radian_eBulletin_2009-01.pdf

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.

developer got out from under his debt obligations and made a profit, but many of the
seniors were impoverished and had no funds for furniture, utility service or even
groceries, much less the homeowner association dues needed for maintenance or to
pay property taxes. When these mortgagors eventually default,* U.S. taxpayers will
have to pick up the tab.

Potemkin Villages: Fraud’s Collateral Damage to Communities and Local
Governments

Mortgage fraud is not a victimless financial crime. A fraudulently acquired home sets
off a long-lasting spiral of ever-widening destruction, regardless of whether it’s in the
urban core or in the most exclusive suburbs, in a poor neighborhood or a rich one. If the
home is acquired in an organized for-profit or investment scheme, it is likely to remain
vacant and untended. These properties are pillaged by the perpetrators, and later
vagrants, who strip them of appliances, heating and air conditioning systems, doors and
fixtures, copper plumbing and wiring.

Abandoned and derelict properties eventually attract squatters,” even in houses that
last sold for half a million dollars or more. In the winter, the squatters light fires to stay
warm. When they overload the fireplace, or start them on the floor because there is no
fireplace, the house burns down. The fraudsters, keeping watch from a distance, may file
a property insurance claim and immediately get a check for thousands of dollars for

temporary living expenses. "

% Default events include failure to maintain the property and failure to pay property taxes.

0 See, e.g., Jonathan Mummolo and Bill Brubaker, “As Foreclosed Homes Empty, Crime Arrives,” Washington Post, April
27, 2008. http://www.washingtonpost.com/wp-dyn/content/article/2008/04/26/AR2008042601288.html (accessed January
5, 2010). There are organized efforts in some cities that encourage squatting as a means to extract revenge on lenders.
See, e.g.,Squat 2 Own, http://www.squat2own.com/, and John Leland, “With Advocates’ Help, Squatters Call
Foreclosures Home,” The New York Times, April 9, 2009. http://www.nytimes.com/2009/04/10/us/10squatter.html
saccessed January 5, 2010).

! See, e.g., U.S. v. Jackson, 1:02-CR-00030 (N.D. Ga. 2002) (defendant stole sister’s identity to complete fraudulent
purchase of a home which burned and was declared uninhabitable; Jackson used the assumed identity in an attempt to
obtain casualty insurance proceeds).
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The insurers and the county will inspect what’s left of the structure. If the structure is
severely damaged the county will order the owner to secure and repair or raze the house.
If the fraudsters used a stolen identity the county will not be able to complete service of
the notice because the “owner” is fictitious. If the lender refuses to foreclose, it is not
legally responsible for the physical condition of the property and it may enter into a legal
limbo and linger as a dangerous eyesore for years. If the neighbors are persistent, the
county may eventually raze the structure, but the damage to the community will not be
erased when the ruin is finally removed. If the structure is a total loss and the state has a
“valued policy” law which requires payment of the face value of the policy, the insurer
will be forced to pay inflated claims for structural and personal property losses, resulting
in an additional economic windfall to the fraudsters and a larger loss to the insurer.

If the fraudsters are sophisticated enough to know that they need to avoid an early
payment default, which would provoke the lender into scrutinizing the mortgage
transaction and lead to discovery of the fraud, the home may be rented,”? turned into an
assisted living facility, or used as a half-way house for convicted felons re-entering
society. In upscale neighborhoods, the perpetrators and their criminal associates — check
kiters, assault and batterers, burglars, fugitives, pimps, money launderers and drug
traffickers— may move in and begin conducting “business” from their homes. These are
not “day” people, nor are they much concerned with yard work or maintenance, so it’s
not long before even the casual observer can see the physical neglect and discern that
there’s something wrong. Obviously deteriorating properties ruin the “curb appeal” of

the neighborhood and, since home purchases are motivated in part by an emotional

" Investigations reveal that Section 8 HUD housing vouchers are sometimes used to obtain renters. In those cases the
government is subsidizing the fraudsters directly.
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resonance with the house and the neighborhood, potential buyers decide to look
elsewhere and sales prices begin to stagnate.

Fraud tends to cluster geographically because once the first fraudulently inflated sales
price is recorded in the deed, realtor, commercial appraisal and tax databases, it can be
referenced as a comparable sale to support an artificially inflated appraisal for other
nearby properties.” Thus a single problem property quickly mushrooms into multiple
problem properties. (Figure 1) Even in upscale neighborhoods it’s not long before the
accumulating weight of vacant and neglected properties makes the area look blighted.”
(Figure 2).

By this point the original residents, justifiably concerned about their safety and the
value of their homes, begin to flee. Multiple vacancies and properties on the market
indicate an unstable and declining neighborhood, which drives away more potential
buyers, and asking prices begin to drop significantly. The perpetrators may play on the
owners’ fears to drive hard bargains and may threaten sellers if their offers are rejected.”
When reputable real estate agents begin to sense that something peculiar is going on they,

too, begin to flee the neighborhood because they rely on repeat business and referrals and

" One of the oldest tricks in the fraud book is to offer inexperienced or corrupt appraisers a ready-made list of
“comparable” properties to help them in their evaluation. In reality these “comparables” are properties in the vicinity that
were flipped by the perpetrators. When they’re accepted without question or investigation, fraudsters can drive the
market.

™ Kevin Wiggins, a how-convicted mortgage fraudster, fraudulently “flipped” five houses in one section of Atlanta’s 30310
zip code in 2000. By 2008, he had flipped eighty-three more houses, all within a five mile radius. One street, Lucile
Avenue, was particularly hard-hit: 18 houses were owner-occupied when Wiggins flipped two of them in 2000; other fraud
rings moved in after Wiggins’ initial purchase and by 2008, 18 houses had been flipped, 15 of the flipped houses were
vacant and only 3 houses were owner-occupied. Flipping continues on this street today. Several homes that were “sold”
in 2007 and 2008 from the high $200s to over $400,000 have already been foreclosed. Post-foreclosure asking prices as
of March 27, 2009, range from $18,905 to $99,000.

" Residents of fraud-inflicted neighborhoods in Atlanta have reported that they were threatened with Fair Housing
complaints for questioning offers from potential buyers, who never set foot in the house, for as much as $200,000 above
the asking price on condition that the seller kickback the “excess” to the buyer at or after closing. In an incident in Omaha,
Nebraska, according to local residents, the homeowner’s association was threatened with a Fair Housing complaint for
attempting to enforce subdivision regulations against tenants and owners whose homes had been procured through
alleged fraud. (For fraud related charges, see U.S. v. Williams, 8:09-CR-245 (D. Neb. 2009)). Residents of
neighborhoods impacted by an alleged fraud ring in Dallas, Texas, who filed civil nuisance suits against the ring-leader,
were counter-sued for $5 million for alleged harassment and racial bias. Tim Wyatt, “Neighbors Suspect Scam in Home
Sales,” Dallas Morning News, December 17, 2005;
http://www.dallasnews.com/sharedcontent/dws/dn/latestnews/stories/121805dnmetloanwar.2bb6980.html (accessed July
2, 2009); for fraud related charges, see U.S. v. Farrington, 3:08-CR-00153 (N.D. Texas, 2008).
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do not want to lose potential customers by putting them into a troubled neighborhood.
That leaves the field open for more fraud because the only agents who are able to close
any sales are the ones who work in collusion with the perpetrators. Since these agents,
are the only ones able to close any sales, frequently through the use of “creative
financing,” they begin to pick up the new listings. When that happens, the fraudsters
control the market and gain the ability to drive pricing in the broader neighborhood
market.

In the year or so before the wave of foreclosures begins, the quality of life for the
remaining residents deteriorates substantially. Regardless of the relative poverty or
affluence of the neighborhood, crime increases. More vacant homes pop up bringing
weedy, overgrown lots, vandalism or gang graffiti “tags.” If the properties are occupied,
the police are called upon to intervene in a rising tide of crime. Some crimes, like public
intoxication and prostitution, are a nuisance and an offense to the community’s moral
values.”® Some, like mail theft and auto break-ins, are relatively petty. But some, like
gunfights, drug trafficking, and the conversion of McMansions into hydroponic
marijuana farms, meth labs, and stash houses, are deadly serious. The criminal invasion
robs the neighbors’ of their sense of safety and security, sparking additional flight and
destabilization and a further erosion of property values.

As the quality of life decays for the remaining law-abiding citizens, tax assessors add
insult to injury by raising property tax assessments. County appraisers are rarely trained
to recognize fraudulent transactions. While they may exclude the first few sales as

outliers, additional sales at fraudulently inflated prices create the appearance that the

76Dan Immergluck and Geoff Smith. 2006. The impact of single-family mortgage foreclosures on neighborhood crime.
Housing Studies 21(6): 851-66.
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appreciation is the result of legitimate market forces. Inflated values are accepted as
legitimate market values, and fraud begins to corrupt the tax digests. (Figure 3) When a
critical mass of sales is reached the neighborhoods are re-assessed. If the county
appraisers fail to recognize the fraudulently inflated sales prices, the reassessment values
will be inflated --- by as much as 30 percent--- in the impacted neighborhood and within
a radius of several miles.”” This can occur even though property values are actually
falling.” Thus these neighborhoods become Potemkin Villages: their rising prosperity
is a facade that exists only on paper.

Fraud’s inflationary effect on property tax assessments is pernicious and far
reaching.”® When a foreclosure occurs due to a natural life-event such as job loss, death
of a spouse, or divorce, every house within a one-eighth mile radius suffers a 1 percent
drop in value.,* The geographic clustering of foreclosures, which is common in
mortgage fraud cases, amplifies that drop: if there are five such properties on the same
street, the value of all homes within that radius will decline by 5 percent when they are
eventually foreclosed.®* But even when the majority of sales are foreclosures, assessed
tax values may, paradoxically, remain constant or even increase. This is because county
appraisers are generally required to consider only sales that occur at fair market value.

“Fair market value” is generally defined as the amount that a buyer is willing to pay, and

" Tax officials in Boulder County, Colorado, reported tax assessment inflation up to six miles away from the affected
neigborhoods. “Price Was Not Right,” American City & County, December 1, 2009.
http://americancityandcounty.com/technology/mortage-fraud-gis-analysis-200912/index.html (accessed January 11,
2010).

"8 In the 30310 zip code in metropolitan Atlanta, which has been at the top of national fraud lists for several years,
residents are being overcharged on property taxes by an estimated $10.36 million. Kevin Duffy, “Study: Poor
Neighborhoods Face Unfair Property Taxes,” The Atlanta Journal-Constitution, October 9, 2008.

" The growth in assessed values in fraud neighborhoods was significantly higher over the full eight year time span
studied. Andrew T. Carswell, “Effects of Mortgage Fraud on Property Tax Assessments”, Journal of Property Tax
Assessment and Administration (2009, in press).

% Dan Immergluck and Geoff Smith, “There Goes the Neighborhood: The Effect of Single-Family Mortgage Foreclosures
on Property Values,” p. 9, Woodstock Institute, June 2005.

8 Interview with Dan Immergluck, Atlanta, Georgia, 2007.
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a seller will accept, in an arms-length transaction. Foreclosures are excluded because
they are distress sales and the “price” is set by the mortgage balance, not market forces.

When the lender in possession re-sells the property, the price is usually at a discount
to the market because the lender needs to move the property quickly and the house most
likely needs repairs, so the assessors disregard these sales as well. But because the
mortgages were inflated through fraud, even the foreclosure prices are above market
value. In hard-hit neighborhoods, the only “willing” buyers are likely to be the fraudsters
because they don’t care about the quality of the neighborhood or the asking price, and
they can “flip” the property back to the level of the previous (inflated) value to make a
tidy “buy low, sell high” profit. Since the foreclosed values are not considered, and the
only sales that appear to be at fair market value are the second (or third or fourth) wave of
fraud, tax assessments rise or are sustained at artificially high levels. (Figure 3)

In the immediate aftermath of the first wave of fraud, the sales prices of all properties
within a quarter-mile rise by as much as 4 percent. #> The fraud “bump” is welcomed by
sellers and those who wish to finance their spending by tapping the equity in their homes,
but the appreciation is illusory and does little except to increase the housing costs for new
buyers and the tax burden for everyone else. In fraudulently inflated areas, new
construction will be overpriced. When the market corrects as the fraudulent loans enter
foreclosure and neighborhood values decline, newly constructed homes cannot be sold,
the post-fraud purchasers will lose what equity they had, and those who tapped their
equity may suddenly owe more than their homes are worth. If the borrowers used

financing with negative amortization features or an adjustable interest rate, the

8 Andrew T. Carswell, “Effects of Mortgage Fraud on Property Tax Assessments”, Journal of Property Tax Assessment
and Administration (2009, in press).
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concentrated level of foreclosures and the drop in property values will make it impossible
for them to refinance into more affordable loan terms. Nor will they be able to sell for
what they owe. Trapped in loans they can no longer afford or justify economically, they
default. And so begins a new wave of foreclosures and depreciation.

The cascade of negative effects from dramatically rising foreclosure rates eventually
spills over into local businesses and governments. As consumer spending declines and
customers are forced to move, local businesses are forced to close, which reduces tax
revenues and makes it more difficult and expensive for the remaining residents to acquire
basic necessities. Government expenditures swell because of the increased demand for
police, fire, code enforcement, building inspection and social services in these
neighborhoods. Significant resources are also diverted into the materials, manpower and
legal steps that are needed for the county to maintain, secure or raze vacant properties.
Property tax delinquencies rise, raising the administrative costs of collections and further
reducing revenues. When the neighborhood’s depreciation is finally reflected in the tax
assessments and property tax revenues decline precipitously, governments whose
spending was lifted by fraud during the boom suddenly find that they are heading toward
a deficit. To forestall that eventuality, the governing authorities are forced to make
painful cuts in budgets and services and hike property taxes, Police and fire department
personnel and dispatchers may, ironically, be among the first to fall to the budget axe
even as the need for their services climbs.®

Fighting Fraud: Why Law Enforcement Is Not The Answer

83

Budget Cuts Trigger Fire Alarm,” Atlanta Journal and Constitution, December 4, 2008; CNN, "Firefighters on the
Chopping Block," July 6, 2007.
http://www.cnn.com/video/#/video/politics/2009/07/06/meserve.budget.firefighters.cnn (accessed July 6, 2009)."
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For-profit mortgage fraud cases are extremely complex, involving dozens —or
hundreds-- of transactions, dozens of individuals, and mountains of documents. Since the
bank may be in one state, the property in another, and participants who are scattered from
coast to coast, mortgage fraud cases require the coordinated effort of working groups and
task forces from a variety of state and federal regulatory and criminal agencies. These
investigations take, on average, a minimum of two years from initiation to indictment. In
many cases, the subjects continue operating their schemes until the day they are indicted.
Some have committed additional frauds after their arrest in order to generate the funds
needed to pay their legal defense bills. A few have continued to operate their rings from
the comfort of their prison cells.®

In the cases that are filed, and for the sake of efficiency in securing the conviction
of the orchestrators, prosecutors frequently negotiate reduced sentences for minor players
who facilitated the crime but who did not collect much in the way of illicit profits in
exchange for testimony against those who did. Other minor players, who are not the
subjects of any investigation but have learned how easy it is to commit mortgage fraud,
observe the relatively favorable treatment of their peers, decide that the risk is worth the
reward, and develop their own very profitable rings. In this respect, fighting mortgage
fraud is a Sisyphean task akin to fighting the mythical Hydra: several new rings may
spring up for every ring whose “head” is lopped off.

The economic collapse, and federal statutes of limitation, further impede
prosecutors’ ability to bring perpetrators to justice. If the victim bank is a federally

supervised financial institution, prosecutors have 10 years from the date of the offense to

8 See, e.9., U.S. v. McLean, 1:03-CR-00222 (N.D. Ga. 2003) and U.S. v. Milton, 1:05-CR-493 (N.D. Ga. 2005).
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file charges.™ But if the lender was a private mortgage bank charges must be filed within
five years.* Since the fraud may not be reported for several years after origination, and
criminal investigations can take another two or more years to complete, the vast majority
of cases from the boom are now beyond reach.

Even when the statutes of limitation are not an issue, a further complication arises
from the bankruptcy, closure and acquisition of so many lenders.?” Without access to
loan documents or the witnesses needed to authenticate them and testify about corporate
lending practices, prosecutors are severely limited in their ability to successfully try them.

Local and state police agencies are positioned to play a critical role in the effort to
prosecute fraud cases because they are much better equipped to handle the “one-off”
cases that could be quickly brought to trial and serve as a warning to others. However,
most jurisdictions are hampered by a lack of trained personnel, resources, and the
absence of statutes that specifically criminalize the conduct.®® In a time of rising crime
against property and persons in neighborhoods devastated by fraud, departments with
reduced financial support find it difficult to justify the diversion of critical resources
away from life-and-death matters. A further disincentive to the local police and
prosecutors is that the general public does not understand how fraud affects them
personally and so do not demand redress. Also, in today’s climate there is little sympathy
for lenders, and prosecutors fear that, given the industry’s originations practices during

the boom, there is a significant chance that the jury will vote to acquit. More insidious is

8 18 U.S.C. § 3293

18 U.S.C. § 3282. In 2009 Congress expanded the definition of “financial institution” to cover private banks and
mortgage brokers, who will now fall under the 10 year statute of limitations. However, the law is not retroactive and
a;)plies only to loans originated after May 20, 2009. Fraud Enforcement and Recovery Act of 2009, Public law 111-21.

8 For a list of lenders that have ceased operations since 2006, see http://ml-implode.com/index.html#lists.

% While all states have theft and larceny statutes that allow the authorities to pursue mortgage fraud cases, the
procedural, jurisdictional and proof issues that must be worked through are akin to performing neurosurgery with a sledge
hammer instead of a laser scalpel.
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the possibility that some prosecutors are reluctant to pursue fraud cases because the
“investors” and straw buyers are constituents, political contributors, or friends and
relatives.

The harsh reality is that we will never have enough time, people or money to stop
mortgage fraud by attacking it after the fact. There are not enough prosecutors to handle
the frauds that we already know about, much less to identify, investigate and prosecute
the thousands of new frauds being perpetrated every day. While vigorous prosecution at
the state and federal levels is a critical component in the overall solution, the fact remains
that prevention is the only cost-effective way to stem the tide.  Although advanced
automated fraud detection technology has been available to mortgage lenders since at
least 1995, it was not utilized by the vast majority of lenders during the boom. Reasons
offered by lenders include that it was “too expensive” or that they identified “too much”
fraud and depressed origination volume. One has to wonder what the real reasons were,
given the high likelihood that fraudulent loans would eventually default and be
foreclosed, at an average loss of $30,000, compared to the cost of $15 or less per loan to
run these tools during pre-funding. As long as lenders believe that some fraud is
inevitable, that the incidence is insignificant, that it’s “just the cost of doing business,”
and that the costs outweigh the benefits, lenders are unlikely to prioritize fraud

prevention.
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CONCLUSION

Seven million jobs have been lost since the Great Recession, sparked by mortgage
fraud, began in 2007.%° Nearly two million homes have been repossessed by banks since
2006% and nearly three million newly initiated foreclosures were reported through the
third quarter of 2009. ** $6.1 trillion in homeowner equity has been lost since 2006 due
in large part to the deflationary impact of the enormous number of foreclosures. And the
storm clouds continue to gather: By the end of the third quarter of 2009 nearly 10
percent of all outstanding residential mortgages were at least 30 days past due,® the
highest level ever recorded. Nearly $19 billion worth of adjustable rate mortgages will
reset by the end of 2011%* Since most of these ARMs have negative amortization
features and mortgage interest rates are rising, although still at historic lows, monthly
payments will likely rise when they reset, sparking even more defaults, foreclosures and
fraud as desperate homeowners try to escape their debts.

In order to stabilize the economy and keep an already horrendous situation from
becoming a death spiral we must stem the tide of foreclosures. To do that, we must stem
the tide of mortgage fraud. We need to change the residential lending focus from
detecting fraud in defaulted loans to preventing fraud. In order to do that, we must

mandate that all loans be thoroughly screened for fraud before they are funded, remove

8 Jonathan Weisman, “Report Raises Pressure on Obama to Focus on Jobs,” Wall Street Journal, January 9, 2010.
http://online.wsj.com/article/SB126298709380022037.htmI?mod=WSJ _hps LEFTWhatsNews (accessed January 9,
2010).

 prashant Gopal, BusinessWeek.com, “Foreclosures Drop in May,” June 11, 2009.
http://www.businessweek.com/lifestyle/content/jun2009/bw20090610 006548.htm (accessed June 17, 2009).

1 0CC and OTS Mortgage Metrics Report, Third Quarter 2009 at 40. http://files.ots.treas.qov/482114.pdf (accessed
January 9, 2010).

®2 press release, Zillow.com, Feb. 3, 2009. http://zillow.mediaroom.com/index.php?s=159&item=103 (accessed June 17,
2009).

93Mortgage ankers Association, “National Delinquency Survey, Q3 2009,”
http://www.mortgagemag.com/news/2009/1116/1000014073070.htm (accessed January 9, 2010).

% Prashant Gopal, “Good News: Option ARM Resets Delayed,” BusinessWeek, April 16, 2009.
http://www.businessweek.com/lifestyle/content/apr2009/bw20090416 103126.htm?chan=autos_real+estate+--
+lifestyle+subindex+page real+estate+news (accessed June 17, 2009).
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the legal barriers that impede the industry’s ability to fight fraud and craft protections for
those who engage in the battle. We must train our underwriters to be critical in their
analysis, give them sufficient time for careful consideration and reasoned judgments, and
reward them for producing quality, sustainable loans. We must craft clear and specific
laws that define and criminalize fraudulent conduct to provide a precisely focused
weapon for law enforcement, and provide them with the support and training they need to
wield it effectively. We must educate industry professionals and the general public as to
where the line is drawn between acceptable and illegal practices, and to warn them of the
consequences for crossing it.

Fraud prevention has taken on a new urgency. As a result of its extensive
intervention in the financial markets the federal government now purchases, insures or
guarantees nearly 100 percent of loans originated today. The risk for fraud losses has
thus been effectively shifted from the financial services sector to the taxpayer. If fraud is
not contained it may well bankrupt the country. If we prioritize fraud prevention, we

may Yyet save the country for our grandchildren, if not for ourselves.
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Figure 1 Kevin Wiggins properties, Atlanta, Georgia 30310

This figure illustrates fraud’s geographic concentration and spread over time. The
occurrence in this area is worse than represented because there were literally dozens of
rings operating in these neighborhoods, and only Wiggins’ transactions are shown.
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Figure 2 Lucile Avenue, Atlanta, Georgia 30310
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Figure 3 1318 Lucile Avenue, Atlanta, Georgia 30310

This figure represents a typical sales history for a fraudulently acquired property and the
effect of fraudulent sales values on tax assessment values. Under Georgia law, the
property is assessed as of January 1* of each year and thus assessment changes will not
appear in the digest until the next calendar year.

Date Purchaser Sales/Foreclosure/Tax values

10/03/00 FW to JK $ 99,000

10/03/00 JKtoLL $155,000 Classic same day flip
Tax value (100%)  $ 53,400

01/26/01 LL to MJ $305,000 Delayed flip

Tax value (100%)  $ 98,800
12/04/01 FORECLOSED $289,358 Early payment default

05/07/02 WaMu to BBP $ 72,000 Backwards flip

05/02/02 BBP to VM $ 95,000 (“sold” 5 days before purchase)
VM’s mortgage $201,000
Tax value (100%)  $137,300

07/01/03 FORECLOSED $221,000
Tax value (100%)  $150,000

01/28/05 Bank to KA $150,000
03/21/05 KA to DS $320,000 Delayed flip
Tax value (100%)  $168,200

10/12/06 DSto IB $220,000 Transfer to avoid foreclosure
Tax value (100%)  $234,000

01/06/07  FORECLOSED $202,500
Tax value (100%)  $243,800

03/17/09 Last sale (by lender) $ 21,000
Tax value (100%)  $166,500

Last legitimate sale value (2000): $ 99,000
Current value per last sale (2009): $ 21,000
Depreciation over 9 years: 80%
Average value by sale price: $199,286
Total amount of defaulted debt
as reflected in foreclosure values: $712,858
Over-valuation in tax assessment based on
last sale: 790%

Over-valuation based on last legitimate
sale price (2000): 60%
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he View from Ground Zero

Fraud can

-- and does —

happen anywhere

o ‘nwﬂt‘lﬂ_x_ froud protectian you can bank on & ¥




M Slide Image | Text Only = Disclaimer = Permission to Reuse

<< Previous slide  First slide  Next slide>>

—E e [ une
v

@ INLErthiNX o prosection you can bork on 4




’[ Slide Image | Text Only ~Disclaimer Permission to Reuse |

<< Previous slide  First slide  Next slide>>

—‘ e L Lue
4

@ INtrthin frous protecson you can bark on 2




Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide>>
— ety I e

-

(] interthinx



| Slide Image | Text Only = Disclaimer Permission to Reuse

<< Previous slide First slide  Next slide>>

/3

@ INterthinX e prorestion you can bank 2




Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide>>

& interthinx



' Slide Image | Text Only = Disclaimer Permission to Reuse

<< Previous slide First slide Next slide>>
L T .

© INtErthinX frous prosection you can bank >




Slide Image | Text Only = Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide>>

: ¥ ~ AW S = ]

@ interthinx



Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide>>

Olnterl'tl_l.n__x_ froud protecton yau can bank e 7 §




Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide>>

Fraud is Accelerating

Interthinx saw critical risk indicators in

> 24% of applications in Q4 2008

Freddie Mac says 2007 were “worst ever;” 2008
originations even worse; “instant defaults” in
FHA programs on the rise

Motive now is desperation

— Underwater borrowers in default or facing
foreclosure

— “Specuvestors” and builders who can't sell
— Mortgage professionals trying to maintain
income

(<] ll’lteﬂtl.l.rlx_ femnd protection you cen lnnk o0 P 'S
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Old Schemes, New Twists

Fraud is alive and well
*Some of today’s schemes:
— False tax returns
— Rented bank deposits, manipulated FICOs
— Short sales
— Foreclosure “investment” schemes/flipping
— Servicing schemes
— Modification and refinancing frauds
— “Buy-and-bail”
— Builder bailouts
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Impediments to Fighting Fraud

*Fraud prevention is NOT top priority
— “Department of Production Reduction”
— Sales departments override Risk Management

— Underwriters report to Sales; explicitly/tacitly
encouraged to approve “iffy” loans

*Secondary market doesn’t demand fraud prevention
- 10% sampling post-closing favors bad guys
+ Faulty assumptions in sample selection
* Too late in process
*Failure to adopt fraud prevention technology
— Must screen 100% of production pre-funding

- Mortgage meltdown could have been prevented
for <$20 per loan

Olnnertmg fraud prodectian you can bank en ; X 4 F
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Impediments to Fighting Fraud

*Compensation structures = conflict of interest

— Real estate agents, appraisers, brokers, settlement
agents don't get paid unless loans close

* Adopt insurance model: small commission at
origination then residual commissions over time
that reward quality

*Bank Secrecy Act, Fair Credit Reporting Act

— Prohibit sharing information about known or
suspected bad actors

* Industry needs a “safe harbor”
* National Fraud Database
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Impediments to Fighting Fraud

*Negative financial consequences for finding
fraud

— Forced repurchases, increased cash loss reserves,
reduced profits, loss of reputation/trust in institution

*HMDA

— Prohibits use of critical data elements and fraud
indicators in lending decision

+ Affinity rings target minorities, single mothers,
religious groups
* Low income areas frequently targeted

* Fraud prevention decisions may be punished if
they impact minority neighborhoods
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—F-raud is a Clear and Present

Danger

*Mortgage fraud = foreclosures

*Foreclosures = destroyed communities, loss of
government revenues, increased cost to
government, ratings downgrades, investor
uncertainty and loss confidence

*Uncertainty = increase in repurchase demands,
from individual loans to entire pools

*Repurchase demands = bank failures, liquidity
crisis
+Liquidity crisis = recession
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-Fraud is a Clear and Present

Danger

-US government now funds, purchases, or
insures nearly all mortgages

« US Taxpayers now footing the tab

*Economic stabilization programs and funds are
targets

*Foreclosure crisis will not end, and confidence
will not be restored, until fraud is stopped
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Vice President

770-723-1610 (office)
404-626-9916 (cell)
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Information generated by the MNational Institute of Justice is in the public domain. It may be
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official position or policies of the U.S. Department of Justice."
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Mortgage Fraud’s Impact on Housing Markets:
An Atlanta Case Study in Neighborhood

Collateral Damage

M. Cary Collins, Ph.D. Keith D. Harvey. Ph.D.
Bryant University Boise State University
Ann Fulmer, J.D. Peter J. Nigro. Ph.D.
InterThinx, Inc. Bryant University
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Outline of the Presentation

— Motivation and overview
— Data sources

— Empirical methods

— Preliminary findings

— Next steps

— Quick: Overview of some other recent work on
mortgage brokers and fair lending
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Motivation and Overview

+ September 2008 - U.S. Federal Bureau of Investigation
announces probe of 26 financial firms, including Fannie
Mae, Freddie Mac, Bear Stearns, Lehman Brothers and AlIG
for mortgage-related fraud

* Mortgage Asset Research Institute (MARI) show
fraudulent loans issued during the first three months of 2008
skyrocketed 42% compared with the same period in 2007

+ FinCEN shows mortgage fraud reports as a percentage of
total SARs have more than doubled during the last decade

+ FBI’'s mortgage fraud caseload has more than tripled in
the last three years

(2) BRYANT UNIVER
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MOTIVATION AND OVERVIEW

Behaviors leading up to the fraud discovery that impact
market participants include:

-reduced affordability for new purchasers during a
period of fraud for profit where housing market values
are artificially inflated

-incenting existing homeowners to tap into
artificially inflated equity values through refinance
loans, creating a borrower lock-in after the housing
market’s value correction

(2) BRYANT UNRERRSNR

The Character of SUcEEss e



Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide>>

—
MOTIVATION AND OVERVIEW

Behaviors of market participants as a result of fraud discovery include:

-borrowers subject to fraud for profit struggling with high
mortgage payments, higher foreclosure rates, and severely
damaged credit histories;

‘mortgage lender direct losses on foreclosed loans in the fraud
for profit neighborhoods;

‘neighboring homeowners losing value as local foreclosure
rates rise and the nature of appraisal fraud is made known;
‘neighborhood property owners selling out prematurely in
anticipation of the housing value correction brought on by
fraud for profit;

‘remaining property owners facing illiquid housing markets
at reasonable pricing after fraud is uncovered

) BRYANT UNKERSERGN
OO ;
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MOTIVATION AND OVERVIEW

Behaviors after the fraud in targeted neighborhoods are well-known:

‘mortgage lenders exiting housing markets or neighborhoods
where fraud has increased the uncertainty of housing values and
made questionable the credit quality of potential borrowers;
‘increased losses and higher transactions costs associated with
lender repurchase of fraudulent loans previously bundled & sold in
the secondary market;

‘mortgage-backed security issuers setting higher performance
standards to compensate for the expected increase in fraud
losses; and

‘the reduced availability, and perhaps increased cost, of
obtaining credit for all borrowers, but especially for residents and
new purchasers in geographies that have experienced higher-than-
typical levels of fraud for profit.

e —— (=) BRYANT UNKAER
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MOTIVATION AND OVERVIEW

The purpose of this study:

‘Determine whether particular neighborhood traits lend
themselves to mortgage fraud for profit;

‘Review the effects of fraud on home sales & home prices
in the Atlanta MSA over the period 2003 through 2008;

‘Determine the effects of fraud on “collateral damage” for
highly-effected neighborhoods in the Atlanta MSA across this
time period; and

‘Motivate a broader study of several U.S. metropolitan areas
through the Mortgage Bankers Association, MARI,
ChoicePoint®, and the U.S. Office of the Attorney General and
across a similar time period
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DATA SOURCES

* Mortgage fraud instances by 3-digit zip code for the Atlanta
MSA, provided by ChoicePoint® on license from The U.S.
Treasury’s Financial Crimes Enforcement Network (FinCEN) for
2003-2008

+ Home sales & average sales price data from MelissaData® for
the Atlanta MSA, covering the period 2001 through 2008

» Loan application, origination, and rate spreads from the U.S.
HMDA data provided by the Board of Governors of the Federal
Reserve System (1997-2007)

+ Demographic data for census tracts (zip centroided and attached
to the 3-digit zip codes) from the U.S. Census Bureau

» Criminal indictment mortgage fraud data on individual loans,
borrowers as well as lenders, reported for the period 2004
through 2006 from the U.S. Attorney, Northern District of Georgia

) BRYANT UNRAERSERGE
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EMPIRICAL METHODS

+ Two types of analysis:

—Panel data & correlations using the U.S.
Census Bureau demographics matched to
the ChoicePoint® data at the 3-digit zip
code level (begun)

— Loan-level regression analysis using the
criminal indictment data from The U.S.
Attorney, Northern District of Georgia
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Proportion of Annual Mortgage Fraud Reports to
FinCEN in the 3-digit Zip Codes of the Atlanta MSA

3-digit Zip Code
Cluster 2003 2004 2005 2006 2007 2008 YTD
300X X 317 3.7 27.3 250 22,2 28.6
0NIXX 5.8 7.5 50 6.4 11.1 7.1
302XX 5.0 11.0 7.7 6.0 13.9 7.1
AIXX 2000 280 265 332 26.4 35.7
305X X 1.2 1.4 08 0.0 0.0 0.0
306X 0.8 1.0 0.5 .0 1.4 0.0

The Character of Sicces
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Economic Characteristics of the 3-

digit Zip Codes in the Atlanta MSA

3-digit | Tract | Tract | Tract | Tract [ Tract | Tract | Tract | Tract | Tract
Zip Code| Family [Population|Minority|Median| Below |Housing|Uncmploy| Rental | vacancy

Cluster | Income (%) Age | Poverty | Age |-ment (%){Housingl (%)

Level (%) (%)

B300XX B75790 8704 K506 3245 R.22 23.06 K39 34.16 H.I8
BOIXX  [S64938 7690 ROKI  [33.66 P25 2338 H.2 23.59 PB.85
302XX 59364 7639 HW742  [B2.15 1035 2476 |5.17 31.26 [5.49
303XX PS65757 5421 623 32,96 [19.48 39.07 P.I3 5048 B.6
B305SXX  [$54209 6812 [16.18  B593 [11.67 21.83 [B.75 20.82 [14.28
B06XX  [S48130 4495 [3.62 022 2548 D809 [7.75 144.23  [7.35

The Character of SHCCUSS
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Cluster Comparisons
Avg % Moved In Avg % Owner
Cluster Awvg % > 65 Syrs Occupied Avg % Poor Families Awvg % Unemployed
2 6.99 57.65 65.43 6.75 4.84
6 9.18 53.53 58.50 13.08 7.34
15 6.47 57.77 77.65 in 287
Avg Median Avg Median
Cluster Avg % 5FR Avg % Vacant Avg Total Housing  Household Income Housing Value
2 72.40 4.49 11,822 548,100 5107035
6 63.13 6.97 10,384 535,264 590,953
15 80.39 5.30 12,896 569,211 $158.340

BRYANT UN v{;f@ﬂ T i
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Fraud and No Fraud Tract Comparisons

"Sales Price Change_Cumulative"

300,000.00
150,000.00
100,000.00

50,000.00

200 2002 2003 2004 2005 2006 2007
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Fraud and No Fraud Tract Comparisons
"Num Sales Change_Cumulative"
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Very Preliminary OLS Findings Across 3-digit Zip Codes of
the Atlanta MSA for Home Prices as a Dependent Variable
Need 5 Digit Zip Info — More Granular Data

Variable Coell T stat P value for T statistic
Intercept 07203 065 0.523
Change in Sales -0.0396 -1.01 0.323
Change in 3ales.| -0.0242  -0.58 0.570
Change in Sales. 0.0427 109 0,290
Fraud (%s) of Atlanta MSA; 02158 -2.20 0039
Fraud (%) of Atlanta M5 A:. 0.0381 0.36 0.726
Fraud (%o} of Atlanta MSA:.2 00950 1.05 0304

ANT UNIVERSERES
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Part Il. Atlanta MSA Data

+ Atlanta fraud data from the U.S. Attorney,

Northern District of Georgia with major fraud
cases from 1997-2005.
— Logistic regression
— Dependent Variable
« Fraud =1 if mortgage fraud occurred in that zip in that year
« Fraud =0 otherwise
— Controls
« HMDA / HUD data

— percent of originations by nonbank lenders in zip code

— HUD identified subprime lenders in that zip code in that year
» Demographic variables from Census
= Time controls — year dummies
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Logistic regression results: Fraud versus No Fraud
tracts relative to lending, demographic & time traits

Parameter

Intercept

Avg % Nan Bank Originations
Avg % High Cost Loan Originations

Median Head of Household Income
Median Tract Housing Value

% Residents Mowved <5 years

% Owner Occupied Dwellings

1998 Year Binary

1999 Year Binary

2000 Year Binary

2001 Year Binary

2002 Year Binary

2003 Year Binary

Point
Estimate

0.85050

1.56950
3.55480

0.00003
-2.5E-06
-0.05710
-0.03370
=1.00560
=0.02070
1.89280
1.87290
1.27360
-0.40280

Mext slide==

Standard
Error

2.0571

0.9485
1.7303

0.000021
3.01E-06
0.0234
0.0183
0.9703
0.8319
0.7046
0.7162
0.7364
0.7933

T

0.41

1.65
3.21

1.26
0.82
2.44
1.84
1.04
0.02
2.69
2.62
1.73
0.51

0.679

0.098
0.001

0.208
0.410
0.015
0.066
0.300
0.980
0.007
0.009

0.612

o
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Logistic regression interpretation: Fraud tract
likelihood based on the variables’ effects

Odds Ratio

Effect Eoint Estimate Interpretation
Avg % Non Bank Qriginations 4.80 A one et increase reslts in o 4,85 likelihood the tract is o froud tract
Avg % High Cost Loan Originations 258.40 Aone unit increase reswles in o 2554 likelihood the tract Is a fraud tract
Median Head of Household Income 1.00 Thee odds are 50-50 the tract is a fraud tract, no matter the change
Madian Tract Housing Value 1.00 Thie oddds are 50-50 the tract is a fraud tract, no matter the change
% Residents Moved <5 years 0.90 Aaone it increase reswles in o 0.9X likelihood the trect Is o froud tract
% Owner Oocupied Dwellings 0.97 A one unit increase resules in g 0.97X likelthood the troct s a frovd troct
1998 Year Binary 0.37 A one unit increase results in a 0.37X likelihood the tract is a fraud tract
1999 Year Binary 0.98 Aone unit increase results ina 098X likelihooed the tract is a fraud tract
2000 Year Binary 6.64. A one unit increase reswles in o 6.64X likelihood the troct is o froud troct
2001 Yeor Binary 6.51 A one unit increase reselts in o 6,51 likelihood the trect is o froud troct
2002 Year Binary 3.57 Aaone unit increase resules in o 3.57X likelihood the troct s a froud troct
2003 Year Binary 0.67 A one unit increase resules in o 067X likelihood the troect is o froud troct
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Another Area Needing More Oversight:
Mortgage Broker Monitoring

« Examined several mortgage brokers with the Office of
the NYS Attorney General to:

— Determine whether the broker charges Black and/or
Hispanic customers significantly more in broker fees

than White customers in violation of federal and state
fair lending laws

— Did brokers steer borrowers into high cost products?

(@) BRYANT UNRERRSIER
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Legal Claims

* Fair Housing Act (42 U.S.C. § 3605)

Prohibits discrimination “against any person . . . in the
terms or conditions of [loans], because of race [or]
national origin.’

» Equal Credit Opportunity Act (15 U.S.C. § 1691)

Prohibits discrimination “against any applucant with
respect to any aspect of a credlt transactlon . on the
basis of race [or] national origin.’

* New York State Human Rights Law (N.Y. Executive
Law § 296-a)

Prohibits discrimination “in the fixing of the rates, terms
or condmons of[] any form of credit. on the basis of race y
AN A i (® BRYANT UN ‘fi« RS LTV
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Summary of Broker Findings

» Black and Hispanic
customers paid on average
significantly more in broker
fees (YSP or non-YSP) than
White customers

» Disparities could not be
explained by factors that
could conceivably reflect the
time and/or effort involved in

the transaction

@ l\ l\\ /\ [\ T UN Ir L\%*l"'?\ '
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Methodology

* Ran regressions when possible to
determine whether gross disparities could
be explained by factors that could
conceivably serve as proxies for time
and/or effort

» Adopted approach that incorporated
numerous factors, generally erring on the
side of inclusion

YANT 1 awlw |
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Controls

* Ran regressions when possible to determine whether
gross disparities could be explained by factors that could
conceivably serve as proxies for time and/or effort

+ Adopted approach that incorporated numerous factors,
generally erring on the side of inclusion

— Correlation between several of the factors and
time/effort is not clear

— Model results showed that several of these factors did
not have a significant impact on non-YSP fees

53 BRYANT UNIRA
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T
Sample Findings

» First Lien Only Loans: Even when we control for
all of the variables, significant disparities remain

The Character of SUcEEss
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Results
« Several brokers have or are in the process of
settling

— Monetary Relief
» Restitution to for excess fee charges
+ fees and costs of investigation and penalties

— Injunctive relief

+ Enhanced internal monitoring and required corrective actions
to address any identified disparities;

» Enhanced fair lending training for brokers
» Development of new fee policy that limits discretion
— Reporting
» Regular reports to be provided OAG
* Maintenance of specified records
(=3 BRYANT UNREE

The Character of SUCCESS
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Note - Can’t Blame it all on Brokers
Consumer’s Lack of Financial
Literacy Also an Issue

+ The NYT has another article offering examples
of homeowners caught up in the shock of
readjusting ARNMs, except this time the examples
are affluent of consumers with annual incomes
of $100,000 or more. Of the 870,000 borrowers
who took jumbo ARMs from 2005 to 2007,
8.10% were two or more payments late, 2.62%
were in the foreclosure process, and 1.35% had
been foreclosed.

* http://www.nytimes.com/2008/03/20/business/20
mortgage.html
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Contact information for update of fraud paper when
available. More information on fair lending settlements.

Peter J. Nigro, Ph.D.

Bryant University

College of Business Administration
Suite J-134

1150 Douglas Pike

Smithfield, Rhode Island 02917
US 1.401.232.6380

E-mail: PNigro@Bryant.Edu

=) BRYANT UNN
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Reuse or Repost This Presentation
Information generated by the Mational Institute of Justice is in the public domain. It may be
reproduced, published or otherwise used without permission. Please cite NIJ as the source of
the information by using the following words:

"The [insert the name of you organization] gratefully acknowledges the U.S.
Department of Justice, Office of Justice Programs, National Institute of Justice, for
allowing us to reproduce, in part or in whole, the presentation [insert title] given by
[presenter name and affiliation] at the Foreclosure and Crime Meeting, March 31,
2009. The opinions, findings, and conclusions or recommendations expressed in this
presentation are those of the author{s) and do not necessarily represent the
official position or policies of the U.5. Department of Justice."
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Miami-Dade Mortgage Fraud Task Force

Executive Summary:

In 2006 and 2007 Florida ranked first in the United States for mortgage loans that
contained alleged fraud against the lenders, according to the Mortgage Asset Research
Institute (MARI). In 2008, Florida was ranked second in the United States. MARI ranked
the Miami-Dade Metropolitan area in the top ten metropolitan areas in the United States
for instances of Mortgage Fraud.

In 2007, Florida ranked second in the United States in foreclosures filed. There were
279,325 foreclosures filed in Florida. This was an increase of 124% from 2006 and
129% from 2005. In 2008, Florida was again second in the United State in foreclosures
filed exploding to over 500,000 which equates to 4.5 out of every 100 households filed
foreclosure. MARI estimates that 70-80% of all foreclosures contain some type of
mortgage fraud.

In 2007, Governor Crist enacted the Mortgage Fraud Statute FSS 817.545 that made
mortgage fraud a 3" degree felony. This new law enabled state, county, and local law
enforcement to arrest for violations of mortgage fraud, a crime traditionally investigated
by the Federal Bureau of Investigation (FBI). In the 2008 legislative session the
mortgage fraud statute was enhanced to a 2" degree felony for incidents over
$100,000, and with the passage of FSS 193.133 law enforcement works with the
property appraiser’s office to reduce the tax burden on homeowners living in the area of
the mortgage fraud. However, with the exception of Miami-Dade County, many law
enforcement agencies are ill-trained and equipped to handle the laborious task of
investigating a mortgage fraud case.

Now in 2009, it is clear that a concerted nationwide effort to combat mortgage fraud
should be undertaken. It is recommended that through grant funding and legislative
action a nationwide Mortgage Fraud Task Force be created to combat mortgage fraud
throughout the United States. The Task Force should be modeled after the Miami-Dade
Mortgage Fraud Task Force.

The “Mission Statement” of the Miami-Dade Mortgage Fraud Task Force is: We
are a public/private partnership created to address and reduce incidents of
foreclosure and mortgage fraud by preventing victimization through effective
education, legislation, regulation, law enforcement and prosecution.

The Task Force has five (5) separate committees; each committee is responsible for an
important component of the Mortgage Fraud Task Force mission.



1. Law Enforcement Committee — this committee is responsible for the detection,
investigation, apprehension and prosecution of the mortgage fraud subjects and
enterprises. The Law Enforcement Committee is chaired by a law enforcement
professional with experience in the management and investigation of financial crimes
including mortgage fraud. The Miami-Dade Police Department Economic Crimes
Bureau personnel, municipality, state law enforcement agencies and the FBI work
collaboratively in identifying and investigating cases. The Miami-Dade State Attorney’s
Office (SAO), the Florida Attorney General’s Office and the United State Attorney’s
Office prosecute cases.

2. Legislative Committee — this committee is responsible for enhancing current laws
and creating new laws and ordinances. All these efforts are in furtherance of the
Mortgage Fraud Task Force mission. The Legislative Committee is cochaired by a
current member of the Florida House of Representatives and the Florida Senate.

3. Regulatory Committee — this committee is responsible for enhancing and
enforcing regulations on all parties involved in the mortgage transaction. The Regulatory
Committee is chaired by an industry professional with experience in regulatory action.

4, Business Partnership Committee — this committee is responsible for creating and
transmitting effective business practices to enhance cooperation with law enforcement
and regulatory agencies and between different professions involved in the mortgage
transaction. Businesses that are members of the committee are: banks, title insurance
companies, realtors, appraisers, mortgage brokers and HUD-approved consumer
advocates. The Business Partnership Committee is chaired by an Industry professional
with strong business ties within Miami-Dade County and Florida.

5. Education/Prevention Committee — this committee is responsible to create public
awareness of foreclosure prevention, mortgage fraud and predatory lending practices
through printed literature, newspaper articles, television reports and speaking
engagements. The Education/Prevention Committee is chaired by the Director of
Communications for the Mayor’s Office.
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Mortgage Fraud

Understanding the Crime
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Dominatrix Scammed , cont.

From January 2002 to March 2009, prosecutors say the defendants engaged in a $50-million
maortgage fraud involving more than 50 properties in eastern Suffolk. They say that the
scheme went as follows:

= SELLING THE SCHEME: Clients of Arena Studios, a New York business that provides
dominatrix services, were recruited as straw buyers.

= FAKE DOCUMENTS. The straw buyers were given fictitious employment and inflated
incomes to put on mortgage applications. They received fees of 5,000 to $10,000.

= TAKING OWHNERSHIP: At closing, the title would be transferred to the straw buyer,

= HIDDEM BALANCES: False title reports were created to conceal existence of outstanding
maortgages on the properties.

» LOANS REFIMANCED: Using the fabricated paperwork, they would refinance the
properties and pocket the cash.

= VICIOUS CYCLE: A house purchased by the straw buyer was allowed to fall into arrears. A
new straw buyer would abtain another mortgage on the property befare allowing it to fall
into foreclosure again.
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Definition of Mortgage Fraud

= A material misstatement, misrepresentation,
or omission relied upon by an underwriter or
lender to fund, purchase or insure a
mortgage loan.

0 As defined by the Federal Bureau of Investigation
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Definition of Predatory Lending

"the practice of a lender deceptively convincing
borrowers to agree to unfair and abusive loan
terms, or systematically violating those terms in
ways that make it difficult for the borrower to
defend against.”

o Investar Dictionary

= The definition of predatory lending involves who
really benefits in the mortgage transaction. The fact
that the homeowner does NOT benefit is what
turns a legal mortgage into a predatory lending
practice which can and should be reported.

o Morgage Daily News
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Who are the Perpetrators?

» Industry insiders (brokers, appraisers,
settlement attorney’s, realtors)

= Real Estate Investors
= Lenders
= Borrowers
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What Drives the Perpetrators to Commit
Mortgage Fraud?

= Fee income
o Originators willing to manipulate for remarkably little
compensation
= Continuance of business stream

2 With focus on volume, business stream = employment and
continued income/lead base

« “Because everyone else is”

‘Herd Mentality”

No perceived victim

No perceived/actual punishment

2 General market acceptance of behavior

O

O

]
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Mortgage Fraud Categories

= Fraud for Housing
o lllegal actions perpetrated solely by the borrower

2 Motive: acquire and maintain ownership of a house under
false pretenses.

o Typically involves misrep regarding income or employment

= Fraud for Profit

2 Usually complex in nature and involves multiple entities

o Motive: obtain loan proceeds on properties whose value
has been falsely inflated or fictitious properties.

o Typically involves collaboration or collusion by industry
insiders
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Examples of Common Mortgage Fraud.

Undisclosed kickbacks.

If you strike a deal with a home seller to give you a big wad of
cash or to slip a check across the closing table, say, to pay for a
new roof, and if the lender doesn't know about it -- because it's
not disclosed in the purchase contract nor addendum nor your
estimated closing statement -- it's mortgage fraud.

Silent second mortgage.

A borrower without a down payment can commit mortgage fraud
by borrowing the down payment from the seller in exchange for
giving the seller a silent second mortgage, which is unrecorded
(or records after closing) and hidden from the lender.

Falsifying employment income.

Stated income loans were originally created for self-employed
individuals whose income is difficult to verify, but some employed
borrowers inflate their income above and beyond a W-2.

1- About.com




Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slide==

Examples of Common Mortgage Fraud, cont.

» Non-owner occupant claiming occupancy.
Lenders offer higher interest rates and less favorable terms to
non-owner occupants because the lender's risk is higher. If you
don't intend to live in the property, don't promise that you will.

= Down payment gifts you will repay.
Both parties, the dgiver and the recipient, commit loan fraud if the
gift is to be repaid. Gifts cannot be repaid.

= Inflated purchase price.
If you have two purchase contracts and send the false contract
with the higher sales price to the lender in hopes of obtaining a
higher appraisal, it's mortgage fraud.

= Falsifying deposits.
Dishonest borrowers who do not have an earnest money deposit
might state in the contract that the deposit was paid outside of
escrow, which is fraudulent.
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Examples of Sophisticated Mortgage Fraud

» Appraiser ID Theft: Mortgage and real estate professionals hi-
jack appraisers' digital signatures and license numbers, or even
buy the software and produce their own appraisals using another
appraiser's name and license number.

» Advanced Occupancy Misrep: Purchase and Keeps; Owners
claiming they rent; Undisclosed properties; Multiple simultaneous
transactions

= Altered/Created Documentation: Digital manipulation
o Bank statements
o Paystubs/W-2s
o VOD's
o Cancelled checks

= Marketed “Novelty” documents: Digitally altered or created
documents marketing and purchased on line - internationally
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| What is the “Crime” of Mortgage Fraud

= A Crime of Ethics
= A Crime of Ignorance
= A Crime of Exploitation




Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  Next slides=

‘ What Are People Looking For?

Google

mortgage fi

Agvenosd Segron

miort

2.820.000 rasults

= |mongage fraud

1,490,000 resuits] =

mortgage fraud blog
mortgage free for life secrets
meortgage free for life scam

res fo

459,000 results
1.080.000 results
1,020,000 resulis
72000 resuits

14,400,000 results _-:__—:3

ED8 pon

Tortgage-frasd-imestigation
mortgage free for life reviews
mortgage free for life book scam

1. 700,000 resuits
641,000 results
o




Slide Image Text Only | Disclaimer | Permission to Reuse

<< Previous slide  First slide  Next slide=>

U.5. Department of Justice Disclaimer
The content of this page was presented at an NIJ-sponsored event. The content is not
intended to create, does not create, and may not be relied upon to create any rights,
substantive or procedural, enforceable at law by any party in any matter civil or criminal.

Opinions or points of view expressed in this presentation are those of the presenter and do not
necessarily represent the official position or policies of the U.5. Department of Justice. Any
products and manufacturers discussed in this presentation are presented for informational

purposes only and do not constitute product approval or enforcement by the U.S. Department

of Justice.

See additional Legal Policies and Disclaimers for all U.S. Department of Justice Web content.

Slide Image | Text Only Disclaimer | Permission to Reuse

<< Previous slide  First slide  Next slide>>

Reuse or Repost This Presentation
Information generated by the National Institute of Justice is in the public domain. It may be
reproduced, published or otherwise used without permission. Please cite NIJ as the source of
the information by using the following words:

"The [insert the name of you organization] gratefully acknowledges the U.5.
Department of Justice, Office of Justice Programs, WNational Institute of Justice, for
allowing us to reproduce, in part or in whole, the presentation [insert title] given by
[presenter name and affiliation] at the Foreclosure and Crime Meeting, March 31,
2009. The opinions, findings, and conclusions or recommendations expressed in this
presentation are those of the author(s) and do not necessarily represent the
official position or policies of the U.5. Department of Justice."



Back to Text

Slide Image | Text Only Disclaimer Permission to Reuse

<< Previous slide  First slide  MNext slide==

Housing Foreclosures and Domestic Violence:
A Theoretical Foundation

Kirk R. Williams, Ph.D.
Professor of Sociology and Co-Director

Presley Center for Crime and Justice Studies

University of California, Riverside
Riverside, CA 92521
(951) 827-4604
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What is Social Disorganization Theory (SDT)?

The determinants

The underlying causal processes
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Are the Determinants of SDT Related to
Domestic Violence (DV)?

A qualified “yes”

Supportive findings but limitations
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Does SDT Provide a Plausible Rationale?

Another qualified “yes”

Two troublesome findings
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The distribution of owner-occupied housing and
Sforeclosures

Research findings on personal-familial economic
distress and intimate partner violence
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What is the Implication of These Two Findings?

Different causal processes besides those embedded
in SDT are at work
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Is There a Compatible Theory that Picks Up
Where SDT Drops Off?

An unqualified “yes”

General strain theory (GST)
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SDT and GST combined allows for the
specification of micro-level processes, moderated
by macro-level dynamics

Competing arguments

Multi-level modeling techniques required

Numerous empirical questions and data issues to
address
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The Nexus between Economics and Family Violence: The Expected Impact of Recent
Economic Declines on the Rates and Patterns of Intimate, Child and Elder Abuse

The 2008-09 economic recession is causing profound consequences in the U.S. and
beyond: housing values have plummeted across most western societies, in some localities by
nearly 30 percent in one year (National home-value drop accelerated in fourth quarter 2009);
many global equities are now less than half their worth when compared to just one year ago
(World Markets 2009); and the U.S. unemployment rate has increased nearly 45 percent in just
two years, now exceeding the 1983 rate (United States Unemployment Rate 2009). Yet, as
shocking as these quantitative measures illustrate, many scholars and others are now discussing
how this recession is qualitatively different from recent dips and its forthcoming contagious,
harmful effects. Some of these contagious consequences are becoming self evident (Robb
2008), while others may not materialize for years or even decades (e.g., Elder Jr. & Liker 1982).
Arguments are appearing in the news and elsewhere contemplating that this recession is unlike
any we have experienced since the “Great Depression”, some of these arguments are more
precisely suggesting that this downturn will usher in structural changes in the global job market
that will last for decades if not longer (Goodman & Healy 2009). Others have also argued that
because this recession started with a decline in home values and an upswing in their foreclosures,
the one notable consequence to watch for is the decline not just now, but for decades, in the
ability of inner city communities and neighborhoods to foster collective efficacy (Foreclosure
help needed 2009). The concentrated, mass foreclosures and the resulting systemic unoccupied
housing has not only hit the long-established inner cities neighborhoods, many of which have not
dealt well with the nearly forty years of decline in manufacturing jobs, but has also begun to

negatively affect suburban and wealthy rural areas (Wilson & Paulsen 2008). These latter two

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.
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areas are just now beginning to wrestle with the consequence of the rapid contraction of white-
collar position across all industries (Hahn 2009). If these areas too begin to demonstrate patterns
of high unoccupied housing with broken windows, sidewalks, depleted streets and playgrounds,
and the influx of new residents from disparate cultural backgrounds, these communities may too
demonstrate a rise in the sale and use of controlled substance, incivilities, and violent crime that
for decades victimized inner city neighborhoods across the United States (Tuthill 2008). These
factors are in turn linked to increased risks for childhood depression, anxiety disorders, and
aggression (Gorman-Smith et al. 1998).

Because many economists believe that this recession started with housing and the focus
of this [BLANK] is the consequence of the resulting structural change in housing, this paper will
discuss the corollaries that this economic change may have on the nature of families and patterns
of family violence across America’s neighborhoods. This focus makes immense sense since a
home is where most families spend the majority of their time together, expend the majority of
their shared resources, and mutually build a life time of memories and the joint capital they hope
to pass to later generations (e.g., homeownership is viewed as a good measure of family wealth
in the near term and across generations (Boehm & Schlottmann 2001). While the specific
question we seek to address is about how will home foreclosures impact family functioning, we
have determined somewhat because of necessity (i.e., lack of theory, data and research) to
expand the spotlight to more generally address the concern of whether or not there is a nexus
between changes in a family’s micro-economic conditions and the likelihood of family violence.
In this context, family violence may take one or more of a variety of forms including
conventional acts of assaults between intimates and those targeting children, and also include

those actions or lack of actions that result in elder abuse or neglect. While other papers will

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.
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address the ecological correlates of family violence and violence more generally, we will focus
more narrowly on the individual micro-markers that will help us to understand the extent to
which economic hardships and domestic violence are related.

Unfortunately, it is not too difficult to find someone who has already made the
connection between today economic hardship and violence, nor is the idea that there is nexus
between the two a particularly novel discussion among academics. By March 2009 the Internet
and other social arenas are replete with stores about the link between home foreclosures and
more generally the economic downturn and incidents of family violence. There are numerous
heartbreaking stories documenting how the 2008-09 economic slump has not only caused
families to lose their homes, but is also implicated as a cause of familiar violence and the
breakup of families. For example, there is the 2008 suicide of an older husband and wife in
Oregon that followed their home foreclosure (Armour 2008). In Los Angeles, California, an
unemployed man who once worked for Pricewaterhouse and Sony Pictures murdered his wife,
three sons and his mother-in-law before turning the gun on himself. He left a suicide note saying
that he was in deep financial trouble and had considered killing only himself, but decided that it
was more honorable to Kill his entire family before committing suicide (Winton et al. 2008).
Family physicians in social setting are also talking about how they now must also address
familiar problems that are arising among their patients when just recently they did not.

These stories are likely not unique and in may fact represent a pattern of increased
violence among family members. Across the United States (from California to Florida and up to
Massachusetts), family and mental health counselors are reporting substantial increases in
complaints related to money and mortgages and the resulting violence (Armour 2008). For

instance, the Women Center in Stockton, California reported that during 2008 domestic violence

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.
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reports increased 12 percent and “that the majority occurred on families that are losing their
homes through foreclosures” (Banks 2008). “Foreclosure, or the threat of it, can destroy
families, says the group’s executive director, Joelle Gomez. “The housing market is still
bottoming out and we are really bracing to see far more clients utilizing both our shelter services
and our help lines and counseling, she says” (Jensen 2008). Similarly, the National Domestic
Violence Hotline (NDVH) reported that calls were up 21 percent in September 2008 when
compared to the September 2007 count. They also reported that between mid-November 2008
and the end of the year that among 7,868 callers who agreed to participate in their study, 54
percent said that there was change in their household’s financial situation in the past year, and 64
percent also believed that “abusive behavior has increased in the past year” (Increased financial
stress affects domestic violence victims 2009). This increased demand for help extends beyond
domestic violence hotlines as reported by the Polk County, Florida crisis hotline in late
September 2008. Their crisis phone line reported a 30 percent increase in calls, with many of
their callers complaining that because of lost jobs they can no longer care for their children
(Down economy means crisis calls go up 2008). Likewise, the San Diego’s Police Chief claims
that because of the bad economy, calls for domestic and alcohol-related crimes, and white-collar
crimes are increasing. He also reports that that there are more "identity theft, mortgage fraud,
senior abuse, too — people taking advantage of seniors, trying to get to their money" (Sullivan
2008). One advocate has speculated that if the economic downturn is restricting once-functioning
couples’ ability to separate, we may now face a period of rising and often dangerous
relationships that more frequently turn to abuse rather than uncoupling (Bad economy makes

love go wrong - Domestic violence cases sharply increase 2009; Scheerer 2009; At risk of

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.
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foreclosure? Help may be on the way 2008). As evidence of this point, some advocates have
spoken about an increase in their victims needing services but not shelter (Santich 2009).

In other locations, domestic violence shelters are feeling a surge in their housing requests.
In Spring Hillsborough, Florida, the number of women seeking shelter increased by more than
100 percent, going from 90-95 per month to 196 in October 2008 (Danielson 2008). Olvera
Lighter, the Spring's president believes that what is “driving this [increases] is [the] increased
stress over the economy,” Lighter maintains that "because domestic battery is about power and
control, when you're standing on a shrinking iceberg of what you can control, some people might
tend to lash out™ (Danielson 2008). This increased demand for use and stay at shelters hurts in
two ways: while demand for their services is up, funding is down (Danielson 2008). Although,
this secondary stress may be reduced somewhat with the $50 million added to the Federal
Violence Against Women Act (VAWA) Transitional Housing program through the 2009
American Recovery and Reinvestment Act (i.e., President Obama’s Stimulus plan) (VAWA
Transitional Housing Assistance Grants for Domestic Violence, Dating Violence, Sexual Assault
and Stalking Victims 2009).

There are also those instances were negative economic outcomes such as foreclosures are
caused by domestic violence (Stop foreclosure in Virginia Beach 2009; Baird 2007). Williams
(1998: 1) believes that “among the many reasons for homelessness, domestic violence and low-
cost housing shortages experienced within a context of poverty are fundamental for low income
women living in shelters. [W]omen's stories indicate a pattern in their persistent poverty and
battering relationships prior to becoming homeless”. Others have also looked at the issue of the
direction of effect more generally. For example, Barnet and LaViolette (1993) examined the link

between a women’s violence victimization and her subsequent social economic status. These

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.
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two scholars contend that intimate partner violence contributes to several negative economic
outcomes, particularly among poor women (c.f., Farmer & Tiefenthaler 2003a). To address this
problem, many states now provide permit unemployment insurance benefits to domestic violence
victims regardless of whether they are looking for work or are attempting to find a safe place to

live (States that permit victims of domestic violence to receive unemployment insurance 2008).

The Nexus of Economics and Domestic Violence
Domestic violence advocates frequently claim that violence against intimates is a “classless”
problem. They argue that assaults of “women and children occur in all social class, across
occupation types, in all racial and ethnic groups in all types of neighborhoods, in cites, and rural
areas.” (Fagan 1993: 209). Indeed, a wealth of research published over the past forty years has
measured domestic violence among families in every social class, supporting the anecdotal
evidence provided by advocates for this claim (Gelles 1993). For instance, analyst of both the
1985 and the 1995 National Family Violence Survey report finding violence in every social class
(Straus et al. 1980; Fagan & Browne 1994). Nevertheless, a claim that the rate of family
violence is independent of several socially constructed categories “runs counter to empirical
evidence about the social epidemiology of violence between spouses and other intimates” (Fagan
1993: 209). Gelles (1993: 33) argues that family violence is more likely found among the poor
and unemployed or those holding low-prestige jobs (c.f., Finkelhor et al. 2005). In the
remainder of this paper we will review the scholarship and research that seeks to test the extent
to which one or more economic dimensions (regardless of whether the dimension is measured by
income, employment status, or status incompatibility) is at least minimally correlated with one or

more variations of family violence.

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.
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Historical Perspective on the Nexus.

Before examining the systematic evidence collected over the past forty years (the period that
marks the modern day research movement on violence against women), we will first review
scholarship by historians on domestic conflict and violence including looking closely at several
recently published historical reviews (e.g., Pleck 2004; Gordon 2002). While this body of
scholarship is neither extensive nor consistently systematic, it is unusually rich in illustrations of
the violence (particularly compared today’s quantitative modeling approaches). In the broad
context of family conflict and violence, we believe it fair to claim that the two most frequently
discussed linked demographic concepts include a cadre of variables that generally describe the
poor or working class, and a closely related concept of alcohol abuse (c.f., Foyster 2005). Both
concepts often appear together, sometimes even in the same paragraph, when the scholar is
describing the nature of a domestic assault victim or offenders. For example, Haag (1992) wrote
a piece titled the “’Ill-use of a wife:” patterns of working-class violence in domestic violence and
public New York City, 1860-1880,” in which he first describes domestic violence as “’Irish
Catholics and all drunkards...men and women fighting in’ a basement rum shop” and then states
that his “paper will explore violence in New York City’s working-class community from it s
lowest common denominator — as a male phenomenon that consequently exposes a great deal of
concerning definition of masculinity. Similarly, Pleck (2004: 12) describes clients of institutions
to address family violence in the 1920 and the 1960s as “mainly poor or working class; the
founders were the more privileged,” and later she (2004: 57) depicts the mid-1850
survivals/victim seeking shelter as largely “poor or working class and Irish,” and then

paraphrased an advocate who called one victim’s husband a “drunkard”. *
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Similar to U.S. scholars, English academics studying the 1800s and early 1990s
frequently described family violence as a crime of the poor. Behlmer (1994: 252), referencing
an 1878 English article published in Contemporary Review, argued that the “only meaningful
protection that a magistrate might give a battered working-class women... ... was a judicial
separation whereby she and her children could legally live apart from her husband” . He
(1994: 252) later quoted an English magistrate who in 1889 stated that “men of the prisoner’s
class must understand that they cannot be allowed to assault women with impunity,” and
subsequently stated that “within the working-class communities there endured an expectation of
friction between husband and wives, friction produced as often by the assertion of matriarchal
claims as by patriarchal aggression”, and that “each day in [magistrate] courtrooms violence was
sadly commonplace in working-class marriages”.

Why several historians have frequently commingled violence with several economic
conditions, a number of contemporary scholars stress that this connection is likely more spurious
than causal. Williams (1998) cites for example Linda Gordon’s criticism of other’s scholarship
focused on the early 1900s that too often connected family violence to poor people (Gordon
2002: 151). Gordon provides a table that shows that the level of employment and poverty varied
substantially between the years 1880 and 1960 among Boston’s family violence offenders, and
that the average level of unemployment was just 28 percent and poverty was at 53 percent during
this period 80 year span (Gordon 2002: 148). She concludes that in some cases "what is being
measured is as much the sensibility of caseworkers as the conditions of clients,”" and then
cautions her readers that “throughout the twin crises — Depression and war — emphasis on
poverty and it relief tended to hide intrafamily conflict oppression and violence. This crisis

sensibility promoted a view of a family unity as essential to survival and of intrafamily tensions
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as ephemeral products of economic hardship” (Gordon 2002: 158). More recently, observation
of the police in the early 1960s by Cumming et al. (1965: 285) suggested that the "poor,
uneducated people appear to use the police in the way that middle-class people use family
doctors and clergymen- that is, as the first port of call in time of trouble [, and] that the police
often enforce...laws among...poor at the same time that [they] see these laws being flouted by
those in positions of power." Thus, in terms of using official data to make this connection,
Fagan (1993) and Moore (1997) both assert that any comparison on several economic and
demographic variables using official data will likely contain a sampling biases that is caused by
the selection processes coproduced by those seeking services and those officials delivering those

services (c.f., Jasinski 2003).

Contemporary Perspective on the Nexus.

For the past forty years of systematic family violence research, researches seeking to
explain the epidemiology of family violence or the patterns of recidivism following interventions
have included several forms of economic capital including employment (e.g., Bowlus & Seitz
2006; Cunradi et al. 2009; DeMaris et al. 2004; Rodriguez et al. 2001), income (e.g., Berger
2005; Drake & Pandey 1996; Rogers & DeBoer 2001), SES (e.g., Christy-McMullin & Shobe
2007; Weissman et al. 2003; Conger et al. 1990), or some composite measure to capture
economic difference between those involved in the relationship (e.g., Hood 1986; Mahalik et al.
2005; Avakame 1999; Fox et al. 2004). Generally the choice of which these measure to model
seems more often determined by their available than by a theoretical argument arguing for one

over another. In this section we will focus on three of these measures: employment, income, and
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difference between partner variables. We will first discuss why these measures are often linked

and then review the literature that measures the extent of this linkage.

Employment We begin by assessing the question about the link between employment status and
family violence. Of the many theoretical arguments available, the most simplistic links
employment and domestic violence through a change in either or both family member’s routine
activities (Cohen & Felson 1979). Out-of-the-home employment of one or both spouses removes
the presence of both perpetrator and target from each others’ presence for at least some hours of
the day. If both spouses are in the home throughout the day due to unemployment, frustration
may build as each feels their space is invaded. During working hours, neighbors who normally
serve as capable guardians (those who make noise complaints or are likely to alert police) may
be at their own workplaces or alternatively addressing their own home foreclosure and therefore
are unavailable to intervene or reduce the likeliness of violence disputes. This matter is of no
small importance for preventing domestic violence prevention since about fifty percent of calls
to police for domestic violence are made by neighbors. Similarly, children are at school during
the day and not able to play the role of the “capable guardian.” Thus, any connection between
employment and violence may have nothing to do with most stresses, less resources, or
symbolism, but purely opportunity: more employment equates to less contact. On the flip-side of
this theory, while working long hours reduces contact (and the opportunity for violence) and
increases household income, it can also increase stress on the employee and his family such that
when the partners are in contact, the likelihood of violence is increased (Fox et al. 2002). Thus,
theories and polices linking more employment to less violence may find their antithesis in

overworked individuals.
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Previous scholars have also argued that an individual’s “stake in conformity” may
suppress battering behavior Sherman 1992; Fagan 1993). While the "stakes in conformity"
theory is not developed well enough to specifically identify which sorts of measures ought to be
good or bad indicators of a person’s stakes or even the exact nature of the interaction, most of the
scholarship in the area of family violence connecting stakes to violence have relied on
employment as the key proxy. Employment is consistently viewed as an overt measure of a
person’s stakes since it is generally accepted that individuals wish to avoid crime and formal
punishment so as not to reduce their chances of establishing or retaining employment. More
specifically under the social control theme, the conditional deterrence hypothesis asserts that
formal sanctions can only deter offenders if they will also suffer social costs because of their
bond to conventional commitments or norms. Employment as well as home ownership serves as
one of several social bonds (Hirschi 1969), insuring a person’s commitment and attachment to
their family, neighborhood and community. In fact, more so than length of residence,
homeownership is a critical determinant of one’s bond or attachment to their neighborhood
Brisson & User 2007; Oh 2004). Thus, just like losing a job, losing a home should weaken a
person’s bond that may have deterred them from using violence.

In the context of formal social controls, sanctions such as arrest or mandated treatment
are then believed to be mediated by the reinforcing stimuli of other informal controls. The
hypothesis would therefore predict that the addition of a criminal sanction should have no
deterrent effect among those that have no concurrent conventional "stakes"”, and only deter
among those that do have some "stakes". Alternatively, the social control replacement hypothesis
argues that criminal sanctions are only noticeably effective when other informal controls are

missing. For those with social controls, the presence of a criminal sanction adds little to the
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overall cost already imposed by other social control mechanisms. In other words, those without
informal controls can be deterred by the direct cost of the criminal sanction (e.g., a night in jail
or a monetary fine), while others are deterred by other costs (e.g., lost of a job or breakup of a
marriage) arising solely from informal social controls. Finally, the additive hypothesis claims
that both informal and formal controls independently deter future deviance, and that more of
either type of control results in failures. As such, those with the highest degree of social control
should have less frequent offending, while those with the least control should have the highest
level of failing.

The “stakes” hypothesis would therefore predict that family violence should go up as
men transition from an employed to an unemployed status, even if the system applies more
sanction to compensate for the reduced quantity of inform social controls. In fact, Sherman
1992) suggest the application of more sanctions may make the situation worse or backfire, which
may be particularly true if the men believe their lay-offs are due to the economic crisis rather
than their employee performance. This process may damage a person’s belief in a fair and just
economy and lower their sense of procedural justice (i.e, anomie). Conversely, in times of
economic hardship, when any employment is highly valued, many more men than usual may be
unwilling to risk unemployment by engaging in violent behavior. Thus, any increases in
violence among those with lower stakes because they lost their jobs, may in the aggregate, be
offset by an increased fear felt among those still (but now marginally) employed.

Changes in employment status loss of a home status may also represent a ‘turning point’,
as in and Laub and Sampson’s 1993) life-course model. As individuals proceed along their life-
course trajectory, life changes can alter the path of the trajectory and lead individuals in a

different direction, including toward or away from a criminal lifestyle. A sudden home
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foreclosure caused by unemployment can be a negative turning-point, directing otherwise law-
abiding individuals towards criminal behavior. When the subject’s place of employment fosters
frequency, duration and intensity of pro-social bonds, sudden unemployment may result in the
severing of these bonds and the formation of new, less positive attachments (Sutherland 1947).
If a person was previously mixing socially with other employed peers, he may have been
discouraged from offending as it would threaten these social bonds. After a lay-off, the same
individual may form bonds with other unemployed peers who may be pursuing illegitimate
sources of income. This leads to the normalization of criminal behavior, allowing the individual
to integrate antisocial norms into his cognitive schemata and rationalize behavior he would
previously have rejected. Bowker (1984) suggested that these types of bonds (through
reinforcement) that can lead to violence or make it more difficult to stop.

Another casual process that is often discussed in criminology to explain delinquency,
though not discuss among family violence researchers, is Agnew’s revision of strain theory
1992). Of special importance to researchers is Agnew’s notion of self-generated norms, as this
may tie strain theory to theories of social learning and environment. In this context, Agnew
suggests that economic capital such as employment is a source of positive stimulus and that its
removal (unemployment) will trigger anger, frustration, and criminal behavior. This process
would certainly also exist when someone loses their home to a foreclosure regardless of whether
they lost employment as well. The resulting anger would surely arise when a home foreclosure
is considered unfair and unrelated to an individual’s ability to pay prior monthly balances but can
no longer keep-up because of an adjustment of the interests, as is the case with many subprime

loans.
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Closely related to this theoretical tangent is the frustration-aggression hypothesis (Dollard
et al. 1939). When applied to layoffs and violence, the frustration-aggression hypothesis predicts
that men who are laid-off will have an increased risk for violence while men who fear lay-offs
will have a reduced risk. A direct test of provocation/inhibition effects (and subsequent study
replication) supported this approach (Catalano et al. 2002). Layoffs have been found to increase
angry, irritable and insulting behaviors Vinokur et al. 1996). One study found that men who were
laid off between the first and second study interviews were six times more likely to report poor
psychiatric condition versus subjects who had retained employment Catalano et al. 1993).
Interestingly, men who were employed in relatively unstable fields (for example, contract work
as opposed to stable industries) were twenty percet less likely to engage in violent behavior. Both
findings remained significant when controlling for age, gender, socioeconomic status, marital
status, psychiatric and alcohol disorders. Thus, it appears that the effect of employment on
violence may be illustrated by a mediated rather than a linear model. Men who fear
unemployment may practice greater self-control, to which Gottfredson and Hirschi 1990)
attribute most desistance from crime.

Stress-fueled violence is not limited to intimate partnerships. The impact of the economic
downturn may also reach children and the elderly. Inquiry into the nature and prevalence of
elder abuse is only in its early stages, but risk factors have been identified that should generate
concern about an increase in violence due to financial stress. As budgets tighten, family members
pool their resources and move in together, often creating excess tension Armour 2009). This is
especially true in the case of home foreclosure, where moving in with family may be necessitated
by losing a home. Combined with other caregiver stresses, this tension may lead to greater

violence. Elderly women are at the greatest risk of abuse, as they may also be victims of intimate
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partner abuse, though generally such abuse declines with age. The percentage of assaults by
other family members remains fairly constant (Bachman & Meloy 2008). This suggests that,
while intimate violence perpetrators “age out”, the stress of caring for a dependent elderly parent
is more likely to occur later in life and incite abuse perpetration amongst an older cohort.

The National Center on Elder Abuse uses the phrase “financial abuse” to describe an
assortment of property offenses, also known as fiduciary abuse, financial mistreatment, financial
deprivation, monetary abuse, and so on. Property offenses can be divided into two categories—
exploitation by primary contacts and fraud by secondary contacts Payne 2000). In this
discussion, we are concerned with crimes within the family, and will focus on only the former.
“Exploitation by primary contact” offenses are those offenses in which trusted individuals use
various methods to steal items or money from the victim. For example, Hall 1989) describes a
situation in which adult children would come to live with an elderly parent the first week of
every month in order to exploit government assistance payouts. In situations where the child’s
home has been seized, this informal living arrangement may extend for much longer than a
week, straining the meager resources provided by retirement and Social Security. Elders may
also be victims of “protecting the will”, when adult children restrict their parents’ access to bank
accounts in order to assure themselves a larger inheritance Littwin 1995). Bachman and Meloy
(2008) also find that crimes against the elderly are more likely to be motivated by the
perpetrator’s potential economic gain than crimes against younger people. Greenberg and
colleagues’ (Greenberg et al. 1990) inquiry into dependent adult children living with an elderly
parent found that substance dependency and unemployment increased the risk of elder abuse, but
that these abused elderly parents repeatedly welcomed their children back home under conditions

that were inevitably violated (e.g., the child could remain in the home as long as he stayed
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sober). This suggests a certain amount of role ambiguity on behalf of parent and child, where the
adult child is dependent (as a child) but physically abusive (with the strength of an adult), and the
elderly parent wishes to care for the child (as a parent) but is physically more fragile and easily
injured (as a child). Given this finding, we find it a safe assertion that in poor economic periods,
crimes against the elderly will increase, especially when the care-giving adult child sees the elder
as a source of income or financial gain.

Besides symbolizing a “stake” or a “bond”, employment may also serve as a status or
resource indicator in the relationship between a working partner and a non-working spouse.
Feminist theories of male dominance and traditional gender roles would suggest that
unemployment strips the male of one method of dominance over his spouse, leaving him only
force or its threat (Goode 1971). If the female partner maintains employment, the male may feel
pressured to exert his dominance through using physical aggression Macmillan & Gartner 1999).
Financial stress and ambiguity of gender roles may damage a normally loving and supportive
relationship, removing the otherwise positive effects of this bond. This tension could be
exacerbated by women wanting their partners to work longer hours (presumably to increase
household income) Fox et al. 2002). Comparative resource theory suggests that the interaction
effect of men’s and women’s employment is “as salient to violence as the independent effect of
each alone” Fox et al. 2002).

As an alternative to the causal mechanism suggested by strain theory or the mediating
model proposed by the “stakes” proponents, employment may also viewed as simple a proxy for
self-control. Punctuality, compliance, and overall work ethos may all symbolize an individual
commitment and attachment to one’s workplace and greater environment. Alternatively, these

employee characteristics may simply provide evidence of Gottfredson and Hirschi’s 1990) “self-
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control”. As this example illustrates, the relationships between microeconomic variables and
intimate violence can be dangerously spurious. While not well studied within the context of
family violence, some research implies that intimate or family violence, including violence
directed at older family members, has more to do with personality characteristics like low self
control than stress Pillemer & Finkelhor 1989; Sellers 2006).

Certainly, some of these theoretical augments are more supported than others.
Employment has been found to deter or prevent violence, functioning as a protective factor while
unemployment is a risk factor (Bachman 2000; Bowlus & Seitz 2006; Mistry et al. 2008;
O'Donnell et al. 2002). In a German study, researchers found that men who were unemployed or
expected to be unemployed in the near future self-reported an increase in their violent behavior,
though this relationship was reduced by the presence of greater “self-awareness” (Fischer et al.
2008), a possible connection to what Gottfredson and Hirschi 1990) label “self-control”.
Tauchen and Witte 2001) also found that employed men were less likely to be violent than those
who were unemployed. When combined with the earlier findings of Catalano and colleagues
(2002) suggests that employment serve as a social bond that mediates aggressive behavior.
When employment disappears, the resulting frustration manifests as violence.

There is also substantial evidence to support gendered theories of domestic violence.
When comparing employment as a protective factor for men and women, it has been found that
employment is a stronger deterrent for men than for women Magdol et al. 1997). When
considered alone, male and female unemployment did not produce significant changes in
violence Macmillan & Gartner 1999); this relationship was found to hinge upon marital equality
rather than individual employment. Female employment functioned as a protective factor only

when her partner was also employed; if an employed woman was partnered with an unemployed
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spouse, her risk of violence increased. This certainly suggests, as feminist theories would claim,
that male violence is a function of a masculine need for dominance in the relationship. This

concept will be revisited in the further discussion of status incompatibility.

Income. Theoretical connections between income and the perpetration of violence are
largely similar to those mentioned for employment and homeowners. We can consider income an
important financial variable for detecting more subtle differences than employment or
unemployment. The greater the income, for example, the greater the prestige of the occupation,
in reference to the afore-mentioned studies highlighting discrepancies in occupational prestige
between spouses. The greater the income, the greater the stakes in conformity —a man of high
status with a high-earning position has more to lose than a lower-class man if his abuse is
publicized. However, income is often inextricably entangled with other socioeconomic factors
and may serve as a proxy for age, race, education or gender. In a culture where men have a
higher average income than women, we could argue that “batterers have higher incomes than
their victims” and simply be detecting gender differences rather than income effects. Finally,
income is the predominant factor in socioeconomic status, and a favorite predictor of violence in
the cadre of “drunken bum” (Kantor & Straus 1987) theories, with or without alcohol abuse.
Historically, income has been measured at the household level. Women of lower-income
households have been found to have a higher risk of abuse Smith et al. 2002; Bachman 2000).
While some may take this to mean that income is a proxy for general socioeconomic status,
income has been found to have a significant negative relationship with risk of abuse when
controlling for other socioeconomic variables O'Donnell et al. 2002). Based upon data from the

National Family Violence Survey and the National Crime Survey, Fagan (1993) argued that
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income’s effects are confounded with race and urbanism. In central cities, spousal assault rates
were highest for low-income groups. However, regardless of household location, spousal assault
rates were consistently over thirty percent for the poorest of African American families. These
rates do decline as income increases, but only in suburban and rural areas. Rates remain high in
central cities, independent of income. For white couples, spouse-assault rates are inversely
associated with income in central cities but not elsewhere. Low income is also associated with
high rates of child abuse, though only in single-parent families Berger 2005).

It may be important, however, to separate female and male income in order to better
detect their relationship with risk of abuse. Exploration of female income as a protective or risk
factor has produced mixed results. Research has found that marital dissatisfaction and wives’
proportion of household income has a relationship resembling an inverted U-shape, with divorce
rates being highest when wives contribute 40-50 percent of household income. When wives’
incomes is measured in dollars, the relationship appears to be linear — the higher the wife’s
income, the higher the likelihood of divorce (Rogers 2004). Higher income and educational
attainment appears to be a protective factor against emotional abuse Kaukinen 2004). However,
in a meta-analysis of common risk factors for spousal abuse, Hotaling and Sugarman 1986)
found only three studies measuring female income, none of which found a significant
relationship with husband-to-wife violence. Of four studies measuring male income, three found

a negative relationship between income and violence, and one found no significant relationship.

Income also appears to be closely tied to women’s cycle of abuse. Researchers have
identified that the consequences of abuse and the presence of dependent children impact a
woman’s ability to earn, often resulting in her dependence on welfare. Welfare reforms enacted

in 1996 require that welfare beneficiaries work to receive support, a demand that can seem
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impossible to meet when there is a lack of court-ordered child support and few affordable
childcare options Riger & Staggs 2004). When evidence suggests that economic dependency
significantly influences women to remain with an abusive partner (Barnett 2000; Scott et al.
2002), it seems unreasonable to enact welfare reforms that increase a woman’s dependency on a
breadwinning partner rather than decrease dependency by providing childcare and empowering

women to find and maintain employment.

Status Incompatibility. Current evidence points to income discrepancy and status

incompatibility being a more likely risk factor for domestic violence than employment or income
alone. Women appear to be at a higher risk of abuse when they are employed and their partners
are not, a relationship that is not significant when employment of either spouse is considered
separately (Macmillan & Gartner 1999). Studies on status relationships and marital satisfaction
have found that a woman's greater status in relation to her husband is associated with the
husband's marital dissatisfaction Hornung et al. 1981). The cultural depiction of the husband as
breadwinner has supported the greater rewards accorded to men in the workplace, legitimized
male power within the family, and provided men with a resource for demonstrating their
masculinity Ferree 1990; Stark & Flitcraft 1996). When this resource is removed, men may
resort to violence instead. Female employment functioned as a protective factor only when her
partner was also employed; if an employed woman was partnered with an unemployed spouse,
her risk of violence increased. This certainly suggests, as feminist theories would assert, that
male violence is a function of a masculine need for dominance in the relationship. When
economic dominance (through more prestigious employment) is no longer possible, men may

resort to physical violence and assert their dominance through strength rather than employment

This document is a research report submitted to the U.S. Department of Justice. This report has not
been published by the Department. Opinions or points of view expressed are those of the author(s)
and do not necessarily reflect the official position or policies of the U.S. Department of Justice.



Maxwell & Stone, Economies & Family Violence 22

status. Raphael 2001) argues that male dependency (a product of male unemployment and female
employment, in this case) causes shame, which can then fuel violence. This argument has been
supported with findings that women who can at least equalize their ‘occupational prestige’ with
their husbands (no more, no less) may find a safe balance between being a threat to masculinity
and being economically dependent Lambert & Firestone 2000). Research shows that women
making more money than their spouse are at a higher risk for abuse Atkinson et al. 2005), and
this risk increases as the portion of household income contributed by the woman increases Fox et
al. 2002). Anderson (1997) found that the odds of male-perpetrated domestic violence are
approximately 40 percent lower when their female partners earn less than 31 percent of the
couple's total income. When women earn slightly more (between 55%-69%) of the couple's
earnings, men have approximately 3.5 times greater odds of perpetrating violence than men with
earnings similar to their female partners. This risk increases to over 5.5 times greater odds of
male violence when women earn 70 percent or more of the couple's income. In today’s economic
climate, where traditionally male-dominated manufacturing jobs are disappearing, we may see
women retaining employment where men do not, increasing status incompatibility and ultimately
heightening the risk of domestic violence. In light of the above evidence, however, it is
interesting to note that Farmer and Tiefenthaler 1997) find that external and independent sources
of income for women (child support, government assistance, lawsuit payouts, family money,
etc.) reduce women’s risk and that greater economic equality for women will lead to a decrease
in violence. Perhaps female equality must strike a delicate balance between “not enough” and

“too much” when considering the contribution to household income.
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Conclusion

For as long as scholars have sought to understand the nature and etiology of violence
within families and between intimates, the notion that both parties’ economic capital plays a role
in the causal process is consistently found. There are tens if not hundreds of studies that
explicitly model economic variables to explain the variance in the rates of family violence.
Regardless of whether these variables are measuring income, employment or a composite of both
(e.g., SES), or measuring the product of the difference between the two partners, the research
results are fairly consistent: money matters, at least to some degree. Unfortunately, no research
has specifically measured the connection between homeownership or change in homeownership
and domestic violence. Nevertheless, it seems safe to say that less income and unemployment,
and most likely an involuntary change in homeownership, are strongly correlated with violence
within the family. This is consistent with previous statements that “to argue that intimate
violence is not distinguished by socioeconomic status is inconsistent with the extant literature”
(Moore 1997: 95; see also Fagan 1993). This conclusion is largely not conditional or dependent
upon time or place, by type of violence, or source of data, and is likewise consistent with a cadre
of theoretical models that all predict that money should matter. In fact, all but two theoretical
models that we discussed above foresee that more economic resources should results in less
family violence. However, the exact process that these theories use to connect the two variables
is not necessarily the same. For example, one argues that less capital causes more stress which
can lead to violence, while another argues that men do not use violence because they fear doing
so would cause them to lose their jobs which would in turn lower their status among friends and
family. Nevertheless, it appears that feminist theories of resources and relationship dominance

are best supported by the literature, closely followed by theories of social bonds related to
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employment and occupational networks.

Among the two models that do not subscribe a causal relationship between capital and
violence are Gottfredson and Hirshi’s (1990) self-control explanation for crime, which argues
that if there is a relationship it is simply a spurious one because low self-control can
simultaneously explain a person’s poor economic performance and their higher proclivity to use
violence. The second model that does not necessarily argue for a linear, negative relationship
between economics and violence, is a feminist position that family violence, or at least intimate
partner violence, is largely caused by a gap between men’s and women’s economic resources.
This model suggests the women who are more dependent on a man’s income for their status are
more likely victimized by their partner because they have fewer alternatives to protect their
status. In other words, men will use violence to control their female partners because they know
their partners cannot leave without costs.® This concept of status may also be applied to other
forms of family violence, like child abuse (high adult status vs. dependent, low-status children)
and elder abuse (high adult status vs. dependent, low-status elders).

Because of the regularity of empirical findings between economics and family violence,
their consistence with the ad-hoc evidence we found on the Internet, and the cadre of theoretical
models predicting such a relationship, it would easy for us to conclude that family violence
should rise as the 2008-09 economic crisis deepens. It fits with common sense and is consistent
with what many scholars report finding after analyzing data that captures family functioning,
some of which dates back beyond the 1900s. Yet, after a close assessment of this large body of
literature, we have identified several methodological weaknesses that are not trivial in our
opinion, and therefore we conclude that it is too soon to assert that the current economic crisis

will result in significantly more family violence.
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The first methodological weakness we found is that the vast majority of the studies
linking economics to family violence use cross-sectional designs which ask about violence and
income at the same time. Thus, it is possible that repeated violence may cause some respondents
to report less income than they once could because the violence led to less wages and more
physical or mental health problems. Another possibility, as indirectly suggested by Gottfredson
and Hirshi 1990), is that the negative correlation between capital and violence that is detected in
the cross-sectional studies is more likely driven by a third variable, self-control. Accordingly,
the more self-control one possesses, the more likely he or she is employed or have higher
income, not likely to take on a risky subprime home loan, and less prone to use violence to
achieve their goals.

A second reason for not yet accepting the economic-violence casual process is that the
few longitudinal studies that link variables such as employment to violence are weak because
they rely on stagnant employment data (c.f., Catalano et al. 1993; Fox et al. 2002). As best as we
can tell, just two studies have tested what happens in households or in the relationships when
there is a change in one or both partners’ employment statuses or incomes. In other words, if a
man transitions from employed to unemployed, does this lead him to begin using violence or to
use it more frequently than before? Alternatively, does an unemployed subject who becomes
employed during the study report less frequent use of violence, or do they completely desist?
This latter scenario is particularly important because some suggest that for women, an
improvement in their employment status should reduce the likelihood of violence (e.g., Farmer &
Tiefenthaler 2003b). Some claim that as women gain resources through their employment, they
should become less dependent on their male partners, who should in turn fear more that the

women will leave them if they try to use violence to control the relationship. These latter two
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scenarios are also consistent with predictions arising out of the “stakes in conformity” and “the
turning-point” models we reviewed earlier. Both theories suggest that the male’s employment
status is linked to legitimate or elicit bonds that in turn protect against or promote the use of
violence.

Several other methodological issues also make our conclusions tentative to suspect. For
example, when considering economic variables, it appears to be extremely important to measure
not at the household or family level, but at the individual level, as status discrepancies between
spouses may be more powerful predictors of violence than income or employment alone. We
must also make a greater effort to control for other demographic variables that confound the
effects of income and employment, such as race, age, and education. Finally, the body of
literature we have reviewed offers no evidence about the connection to understand male intimate
violence victimization, though there is substantial evidence to suggest this victimization often
occurs.

Besides these methodological flaws and aforementioned sampling biases, we also assert
that today’s employment environment may well represent something qualitatively different than
it did in 2001 and certainly different when compared to the years before the 1980s; therefore, we
believe there is far greater likelihood of generating false positives by generalizing from past
research to today. While it is difficult for us to set aside the painful stories we noted earlier,
there are several notable contemporary employment facts that make our generalizability
argument fairly clear: for the most part, women are participating in today’s workforce more so
than they ever did before, and less of them are unemployed when compared to men Global
Employment Trends for Women 2008)*. This upward employment trend began in the early

1980s Howe 1990) and by the end of 2008 women represented 49 percent of the entire workforce
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Mulligan 2009). Nearly 20 percent of the married women today make more than their husbands
Labor force participation rates, 1975-2008 2008). Furthermore, it is expected that in the near
future more women will work than men. This gap is the product of the shift in the US economy
from manufacturing jobs traditionally filled by men to a service economy, in which women play
a much larger role (Gavin 2008). On the flip side of employment, in February 2009 the female
unemployment rate had risen to 6.7 percent, but this rate is about 20 percent lower than the male
unemployment rate (6.7% vs. 8.1%) (Kirchhoff 2009). This gap is because, during the first 13
months of the recession starting December 2007, men account for 82 percent of job losses
Rampell 2009).

This structural employment shift offers both opportunities for women (and research) and
the potential for some negative consequences. While women in 2009 generally produce and
control more resources than ever before, they still do not make as much money as men, and
therefore must continue to manage the burden that this gap places on them. For instance, women
are now more likely than ever before to be the sole breadwinner in the family, yet their bread is
still not as large nor does it come with as many fringe benefits as what their husband’s jobs once
provided Warren 2006). Given both the symbolic meaning of this turn-of-events, and the
practical problems caused by women still contributing a disproportionate amount of household
labor, this period could cause more stress and strains then ever experienced by families. At the
same time, their experience in the labor force may also bring them a better understand of their
husbands’ unemployment plight and help them to adjust to their new role; a process that is in
stark contrast to what happened in families facing unemployment of the male as recently as the
early 1990s (Nordheimer 1990). For example, one working woman interviewed in 2009 by the

New York Times, who starting work after the her husband lost his job for the first time in the
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early 2000s, now claims that “[t]hings are not happy in the house if | blame him all the time, so |
don’t do any of that anymore, | know he is doing his best” Rampell 2009). At the same time,
men are reporting that they are responsible for more household tasks. The combination of these
two changes may lessen today’s strains when compared to those once felt when women became
the sole income producer.

Because of the two methodological shortcomings mentioned earlier and the need to make
our analysis more contemporary to reflect today’s economic-social climate, we recommend a
focused and rigorous program of research before ringing the alarm bells. We need to study how
changes with the economic conditions of a family or intimate relationship change the dynamics
of the relationship/partnership, and how this process interacts with changes in the long term
macro-economic shifts/ developments we experienced over the past several decades. These two
questions need answering simultaneously because the impact of people moving from the
employed to unemployed category cannot be divorced from what is transpiring among their
neighbors, across their communities, and the nation as a whole. These questions can even be
further refined, for example, by asking whether any correlations that are found are equally
related to