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Home foreclosures have negatively impacted
communities throughout New England,
and loan servicing firms have received
1
special scrutiny in light of this crisis. Many
homeowners could avoid foreclosure by
modifying the terms of their mortgages with

their loan servicing agency. One government program that attempts to address the
issue by compensating servicers that allow
homeowners to modify their mortgages,
the Home Affordable Mortgage Program
(HAMP), has had mixed results.

Members of financial/homeownership counseling
agencies in New England have raised concerns about
how servicers are processing loan modifications; the
issues range from lost documentation to the length of
time to make decisions. To measure progress under
HAMP the Boston Fed’s Community Development
Unit administered two surveys of Massachusettsbased counseling agencies, first in August 2010, and
again with a similar, revised survey in February 2011.
This article reports results from these surveys and
follow-up interviews with counselors and servicers.
The key results indicate that (a) it takes far longer
than guidelines indicate for homeowners to obtain
a decision on a loan modification, although that has
improved a bit, and (b) a key impediment to speedier
decisions is obtaining complete documentation. With
regard to the latter point, it’s not clear whether the
documentation burden is onerous, whether servicers
are adequately staffed or trained, or whether homeowners are not following instructions. This article
describes the results.

Elements of the Surveys
Reliable data about the home loan modification
process are hard to come by, especially data regarding
how long the process takes and how it might differ
by loan servicer. Consequently, Community Development researchers at the Federal Reserve Bank
of Boston developed and tested a series of surveys
to learn more from housing counselors about their
experience with the HAMP. The sidebar outlines the
loan modification process stipulated by HAMP.
The surveys asked representatives from counseling agencies for details about HAMP cases taken
out on behalf of troubled borrowers. The survey questions covered aspects of loan modification processing,
such as the number of times documents needed to be
submitted or resubmitted, and the number of days or
weeks to receive a decision on a trial and permanent
loan modification. The survey covered only HAMP
cases, not lender-specific modifications. Crucially, the
survey asked for this information by servicer, to allow
for comparisons and to distinguish relative high and low
performances. We conducted a pilot survey in August
2
2010. We administered our final survey in February
2011, covering the first half of 2010, distinguishing
between the first and second halves of that year.

Respondents
Ten counseling agencies responded to the survey,
2
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covering 1,088 borrower cases. The servicers for
which data are reported had cases with most if not
all of the counseling agencies. Eleven servicers were
included, with an average of 99 cases and a median of
58 cases per servicer (ranging from 426 cases at Bank
of America to 10 for Carrington). Based in different
cities and regions, the agencies covered an overlapping range of areas of Massachusetts, including most
locations with high concentrations of foreclosures.
We compiled data for all servicers that had at least
10 cases reported by the counseling agencies. All
the responding agencies met recognized foreclosure counseling standards, whether HUD approved
or NeighborWorks affiliated or other designations,
and are supported by outside local, state, or national
funders under reporting guidelines.

Survey considerations
• T
 he survey relies on self-reported data. Counselors were asked to compute servicer averages
based on their intake forms, approval or denial
letters, and other summary documents. In most
cases, counseling agencies receive funds from
Neighborworks or from city or state agencies that require detailed reporting. Thus, for
measures like time to a decision (acceptance or
denial), most agencies were able to use their
reporting files as the basis for analysis.
• Other measures were necessarily self-reported
without recourse to paper documentation, and
thus may be subject to inaccuracy.
• 
Boston Fed staff independently verified data
on time to decision at two counseling agencies. Importantly, this review did not attempt
to determine whether fault for any delay on an
individual case principally lay with the servicer,
borrower, counselor, or other party. This review
did not include open cases, due to the inability
to complete a final time to decision. That could
allow for a conservative estimate, though also it
may be unable to capture any of the most recent
changes.
• D uring the course of 2010, HAMP underwent
several substantive process changes. Recognizing
the problems of documentation review, the U.S.
Treasury Department and Department of HUD
require that servicers verify borrower information before placing them into trials, instead of
accepting verbal financial information. That may
have the effect of lengthening time to trial while
diminishing time to permanent modification.

• It is difficult to determine the
representativeness of our sample.
Treasury does not report the total
number of borrower applications
in Massachusetts. They do report
that there were 13,947 permanent
modifications granted in Massachusetts as of February 2011 but
they do not report the number of
denials. Our sample included 1,088
borrower applications, including
denials.
• 
The survey results only cover
cases for which borrowers sought
a housing counselor, so we cannot
comment on the outcomes for
borrowers who submitted without
counselor assistance.
• The overall number of active cases
in New England has dropped
(Figure 1). That could have the
effect of reducing the time to
decision.

Survey results
1.Time to a decision to grant a borrower
a trial loan modification
The survey asked counselors to estimate
the time it took servicers to respond to
a borrower’s request for a loan modification trial. HAMP guidelines indicate
that decisions on a trial should be made
within 30 days after submission of a
complete HAMP application. Program
3
guidelines ask for such performance.
Our survey asked counselors for the time
to a decision for a trial after all documentation was submitted for their cases. As
Figure 2 shows, counselors reported that
the average time for a decision on a trial
for those initiated in the second half of
2010 was more than three months (99
4
days). That is down slightly, by about
two weeks, for the comparable figure
for the first half of 2010. The figure also
details performance by servicer. Performance ranged from a 68-day average
for a decision with Ocwen Financial
Corporation to a 144-day average with
JP Morgan Chase.

Borrower eligibility for HAMP
Borrowers must demonstrate financial hardship and either delinquent
or imminent default. (According to program data, about 78% of trial
modifications started were more than 60 days delinquent.) They must
be the owner occupant of a one- to four-unit property and have sufficient
documented income to support the modified payment (as measured by
payment-to-income ratios). The loan must have been originated prior to
Jan. 1, 2009, and be less than $729,750 for a one-unit property, with larger
limits for multiunit properties. Borrowers who apply under the imminent
default criteria must meet additional documentation requirements.

Process for Applying to HAMP
Step 1:
Borrower submits
forms

Step 2:
Within 30 days,
servicer determines
eligibility

Step 3:
90 day trial begins for
eligible borrower

Step 4:
Servicer offers
successful borrower
permanent modification
or offers alternatives

Step 1: Borrowers must submit four items: (i) a Request for Modification
and Affidavit Form, which asks for borrower income, expenses, subordinate liens on the property, and liquid assets, and a Hardship Affidavit;
(ii) an IRS form that permits the mortgage servicer to request a recent
tax return. (iii) proof of income such as pay stubs or profit and loss statements, along with two additional forms; and (iv) borrowers must also
certify they have not been convicted of a mortgage or real estate crime in
the past 10 years.
Step 2: Within 10 business days, servicers must acknowledge receipt.
Within 30 days, they must either send a borrower a notice of insufficient documentation or else communicate their decision according to
detailed program guidelines along with all applicable laws and contractual obligations.
Step 3: Following underwriting, NPV evaluation, and a determination,
based on verified income that a borrower qualifies for HAMP, servicers
will place the borrower in a trial period plan (TPP). The trial period is
generally three months long.
Step 4: Borrowers who make all trial period payments in a timely fashion
and who satisfy all other trial period requirements will be offered a permanent modification. Otherwise, the servicer must work with the borrower to
cure the delinquency or else consider the borrower for other loss mitigation options, including refinance, forbearance, non-HAMP modifications,
and, to the extent a borrower does not qualify for a home retention alternative, a short sale or deed in lieu.
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Figure 1: HAMP trials slow in New England
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‘HAMP’ - Home Affordable Modification Program. Figures do not include private lender
modifications.

Figure 2: Time to Trial Decision
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Counselors indicate that the decision for a trial
modification is often delayed because servicers ask
borrowers to resubmit their applications, citing
incomplete information. Following the submission
of information, counselors reported that servicers ask
4
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borrowers to resubmit additional documents nearly
twice (1.9 times), on average, after the complete
package has been sent (Figure 3). That has declined
from 2.3 times from the first half of the year. Counselors
reported that the most common reason for resubmitting documents is because of delayed processing on the
part of the servicers. Often, more than 60 days have
passed since the initial submission and according to
what counselors hear from servicers, the information
must be resent. Program guidelines report that proof of
income cannot be more than 90 days old as of the date
the documentation is received by the servicer, and that
5
no refresh is needed during the trial period.
There are alternative views on the reasons for
resubmission. Anecdotally, servicers report that
borrowers often neglect to sign the proper forms, do
not show adequate proof of income or have missing
profit and loss statements, do not verify rental
income, or have seemingly minor omissions of
required material, such as the first page of their bank
statement (the cover page containing their address).
However, counselors report that they have a checklist of these items before submission to prevent such
errors. In its Making Home Affordable Servicer
Performance Reports, the U.S. Treasury Department reports that insufficient documentation as one
of the top three reasons servicers cite for denial of
6
modification.
The survey also asked counselors how long
servicers take in cases where servicers did communicate that they judged the application to be complete.
In those cases, agencies reported decisions were
processed within an additional 70 days from the time
of notice.
2. Amount of time to receive notice of a permanent
modification
The survey also asked counselors to estimate the
amount of time servicers took to convert successful
trial modifications to permanent ones. According to
HAMP guidelines, participants must make timely
mortgage payments under the modified terms of
the three month trial. After that period, borrowers
are to be immediately considered for conversion to
7
a permanent modification. The survey results find
that the average time taken by a servicer for a decision on a permanent modification is 60 days (Figure
4). Performance ranged from 43 days at Ocwen
Financial to 79 days at Bank of America. The overall
average is down from 105 days in the survey covering
the first half of the year.

Figure 3: Number of Resubmissions
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Figure 4: Time to permanent modification
from end of trial
Number of days
January 1–June 30, 2010
After July 1, 2010
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borrower to know his or her application is moving
forward; lacking this, there may be fatigue from the
waiting period under financial distress or frustration
with the prospect of submitting more documents.
Counselors also found that a dedicated point of
contact at the servicer was extremely helpful. Few
Federal Reserve Bank of Boston 5
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We followed up with both counselors and servicers
who offered some commonsense ways to make the
home loan modification decision process work better.
Some suggested that the number of resubmissions
could be reduced using a portal, speeding the transmission process and making it more transparent.
One software program is BestFIT, developed by Just
Price Solutions, a nonprofit subsidiary of Neighborhood Housing Services of America. The software
also computes the ability of the borrower to afford
mortgage payments under various circumstances. A
second–the HOPE LoanPort—grew out of a development of the HOPE NOW alliance of mortgage
companies, counselors, and mortgage market participants. It, too, aims to reduce lost paperwork and speed
time to a decision, as well as allow servicers and counselors to analyze options. Many servicers reported that
9
they use the software, and both the nonprofit and
some servicers report the portal yields faster results.
According to the survey, only half of the counseling
agencies report using the HOPE LoanPort with at
least one servicer. There was a general view that it cut
down the process time up front.
Counselors also suggested that servicers be
required to provide applicants with a notice of application completion. Two of the 11 servicers were
sending letters to borrowers or their designated
third-party counseling agencies that the application was complete as reported by at least half of
the surveyed agencies. Counselors indicated that
designating this application as completed allows the

Average drops
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Many participants in the trial modifications are
denied permanent modifications, but given the large
number of open cases it is difficult to pinpoint the
likelihood of that occurring. Nationally, at the end of
November 2010, 32% of trials started at least three
months ago had been converted to a permanent
modification. Overall, 24% of all trials granted since
program inception had either been converted (16% of
all trials) or were approved awaiting borrower accep8
tance (8% of all trials). The most common outcome
from a denied permanent modification (where a trial
was granted) is a private lender modification. Some
agencies reported that another common outcome
was a short sale, in which the borrower finds a thirdparty buyer for the property for a purchase price of
less than the outstanding balance on the mortgage,
and the lender agrees to accept that amount instead
of foreclosing.

counselors reported that a dedicated line was avail10
able to counselors. Of the 11 servicers included in
the analysis, only one had a dedicated number that
counseling agencies reported that they used. Several
counselors reported that previously existing dedicated lines no longer were effective, and they called
the general homeowner phone numbers.
In addition, counseling agencies report lengthy
waits to reach the correct person to help them with
a particular case. They report an average of nine
minutes to reach the right person who can help them
with their case on each call, ranging from six minutes
at Carrington Mortgage Services to more than 13
11
minutes at JP Morgan Chase.

Conclusion
While these findings are self-reported, the
survey results help gauge how well the loan modification process may be working from the homeowner
perspective. Given the training and experience of
foreclosure counselors, one would expect that they
would achieve somewhat faster results than an individual borrower seeking help on his or her own. If
true, these results could be viewed as representing
a conservative estimate of the amount of time for
homeowners to receive a decision. Several media
accounts describe the frustration experienced by
12
borrowers with the process.
Notably, some servicers perform more poorly
than others. Not enough is known about whether
good performance is due to superior processes or
other features of the servicing portfolio. Differences
among servicers could also be because borrower
characteristics vary across servicers.

6
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The U.S. Treasury has announced compliance
goals for 2011 administered by Freddie Mac as the
compliance agent of the Making Home Affordable
13
program. The process is meant to include “second
look” review to determine whether modification
decisions were made accurately. It also incorporates
on-site reviews, reviews of the net present value
test (a multifactor decision model used by servicers
to determine whether offering a loan modification
would return more than a foreclosure), reviews of
individual loan files, and incentive payments made to
servicers. The Treasury intends to take a close look
at cancellations made by loan servicers to determine
whether they were made appropriately.
We hope these results serve as a baseline with which
to judge the process by which distressed borrowers
seek help. Given the large financial and emotional
disruption posed by a foreclosure, the process deserves
a speedy resolution whether the borrower is or is not
eligible, allowing him or her to move on to seek the
right solution for the circumstances.
Prabal Chakrabarti is Assistant Vice President and Director of
Community Development and Ana Patricia Munoz is a Policy
Analyst in Community Development at the Federal Reserve Bank of
Boston.

Endnotes
1

The Federal Reserve Board, the Office of the Comptroller of the
Currency and the Federal Deposit Insurance Corporation conducted
a study of banking organizations which identified a pattern of
misconduct and negligence related to deficient practices in residential
mortgage loan servicing and foreclosure processing. The Federal
Reserve Board subsequently took formal enforcement actions
requiring 10 banking organizations to actions to ensure that firms
under its jurisdiction promptly initiate steps to establish mortgage
loan servicing and foreclosure processes that treat customers fairly,
are fully compliant with all applicable law, and are safe and sound.
2 We developed and tested the survey in consultation with housing
counselors by conducting one-on-one discussions with agency
representatives. We presented results from the pilot survey to
servicer and counseling agencies to receive comment. We asked both
a counselor and a representative from a major servicer to review
the final survey. The final survey differed from the pilot in trying to
capture more information about the reasons for denial, paying more
attention to the use of web-based portals, and clarifying some of the
language. The final survey also benefited from having enough time
to judge the impact of changed procedural guidelines put in place
by the program administrators, the Treasury Department, and the
Department of Housing and Urban Development as of June 1, 2010.
3 According to the Making Home Affordable Handbook, servicers
must acknowledge receipt of the initial package within 10 business
days, and must provide notice of insufficient documentation within
30 calendar days. If the application is complete, the servicer must
send a trial modification payment period notice or else decline
the application and communicate this to the borrower. See page
58 of https://www.hmpadmin.com/portal/programs/docs/hamp_
servicer/mhahandbook_30.pdf
4 A US Treasury Making Home Affordable Servicer Performance
report on aged trials details about 32,000 active trials were
initiated over six months ago, or 22%, out of about 142,000
active trials nationally (February 2011). No average figures were
reported. That differs from the survey finding in that it includes
the period after the decision was made and the homeowner
begins making payments in the three-month trial. Therefore, our
survey findings seem to show longer delays than Treasury figures.

5

See page 58 of Making Home Affordable Handbook, https://
www.hmpadmin.com/portal/programs/docs/hamp_servicer/
mhahandbook_30.pdf
6 See http://www.treasury.gov/initiatives/financial-stability/results/
MHA-Reports/Documents/Feb%202011%20MHA%20Report%20
FINAL.pdf
7 See page 77 of Making Home Affordable Handbook, https://
www.hmpadmin.com/portal/programs/docs/hamp_servicer/
mhahandbook_30.pdf
8 Making Home Affordable Servicer Performance Report February
2011.
9 See https://www.hopeloanportal.org/index.php for a current list of
servicers that accept the software.
10 The question of how to expedite cases has been raised in the
Government Accountability Office report on the program, which
finds that few homeowners know that they may use the HOPE
hotline for escalation or to register a complaint.
11 This metric differs substantially from time to reach a live person on
the Homeowners HOPE hotline, presented in U.S. Treasury Making
Home Affordable reports as an average of 5.1 seconds (February
2011). The question was worded differently, to include any transfers
from the initial receipt to the person who could help with a particular
case.
12 See Powell, M. and Martin, A., “Foreclosure Aid Fell Short, and Is
Fading Away,” New York Times, March 30, 2011, page A1. See also
McKim, J. and Woolhouse, M., “Hope, Hardship in Mortgage Battle,”
Boston Globe, March 7, 2011, page A1.
13 Making Home Affordable Servicer Performance Report February
2011.
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Variations on an American
Dream: Alternative Home
Ownership Models
By Erin Graves
Homeownership has been a hallmark of US
housing policy since the Great Depression (Shlay,
2006). However, following the most recent collapse
of the housing market, the rate of traditional home
ownership has declined. In the third quarter of 2010
the rate fell to 66.9%, its lowest level since the first
quarter of 1999 ( Joint Center for Housing Studies,
2011). The decrease reflects both a reduced appetite
for homeownership and the reality in the current
economic environment that low-income individuals
and households with lower credit scores have limited
access to traditional mortgages.
The decline in homeownership poses a broad
problem. The many constituencies benefiting from
homeownership include the homeowner, neighborhoods, government at all levels, and a variety
of industries, including construction, financial
services, and real estate. Communities benefit from
homeowners’ presence because homeownership is
associated with higher property values, better property maintenance, and greater civic participation. For
families, the potential benefits of homeownership
include asset building, having a fixed housing cost,
and increased community attachment and involvement. However, it may not be homeownership per
se that causes some of these positive social outcomes,
but rather is a factor often associated with length of
tenure and attachment to a place. Moreover, some
households may be able to participate in alternative
forms of homeownership that potentially offer some
of the social and economic benefits of traditional
homeownership without great financial risk.
A growing body of research argues that alternative homeownership products can offer participants
many positive benefits, including competitive returns,
while keeping homes affordable to lower-income
buyers in the long term. Additionally, research
8

Community Developments

shows that homeownership under these programs
had high levels of fiscal sustainability, including very
low delinquency and foreclosure rates (Lauria and
Comstock, 2007, Jacobus and Abromowitz, 2010,
Tempkin, Theodos and Price, 2010)
Unlike the established traditional homeownership model, which operates similarly across the
country, these alternative homeownership structures
vary by program. Yet most fall within a framework
with four broad categories: limited equity cooperatives,
community land trusts, owner-occupied houses with
affordability covenants, and lease-to-own programs.
• Limited equity housing cooperatives (LEHCs)
are corporations in which residents buy a lowcost share of the ownership of a building but are
limited on the return from resale of the housing.
• Community land trusts (CLTs) are nonprofits
that enable participants to own the physical
structure of their home but not the underlying
land, which they lease from the CLT. The CLT
either repurchases the homes at below-market
prices whenever the owners decide to resell or
requires them to resell their homes to another
income-eligible household for a below-market
price.
• 
Shared-equity deed-restricted homes provide
lower-income families with owner-occupied
housing, with deeds that restrict resale to another
income-eligible homebuyer for a formula-determined, “affordable” price. Covenants restricting
the resale usually last at least 30 years.
• Lease-purchase programs typically allow participants, called lease purchasers, to select a home
and a local housing finance agency or nonprofit
buys the home on their behalf. The agency serves
as the initial owner, mortgagor, and property
manager for the lease period of approximately

three years. After demonstrating the ability to
make timely lease payments to the agency, the
lease purchaser purchases the home by assuming
the unpaid principal balance of the mortgage.
Despite their long history and the recent research
showing positive outcomes for participants in alternative homeownership, very few homeowners use these
models. We engage experts from a variety of sectors
on the topic of the potential of more widespread adoption of alternative homeownership products. We asked
Esther Schlorholtz (ES), Senior Vice President &
Director of Community Investment at Boston Private
Bank and Trust; Joe Kriesberg ( JK), President and
CEO of The Massachusetts Association of Community Development Corporations; David Abromowitz
(DA), Director and Co-Chair of the Real Estate group
at Goulston & Storrs, and Paul Willen (PW), Senior
Economist and Policy Advisor at the Federal Reserve
Bank of Boston about the current state of homeownership in low- and moderate-income communities
and the feasibility of implementing these models
more broadly.
NECD: In the current economic environment,
what are some of the obstacles to traditional homeownership for lower-income people?
ES: The obstacles are many. First, there
are supply-side issues. Despite a general
market decline, home prices remain high,
and therefore there are few opportunities
to buy for most low- and moderateincome first-time home buyers, especially
in Greater Boston. Many current owners
are staying put and not selling, contribEsther Schlorholtz
uting to fewer homes on the market.
Partial causes of this may be desire to wait for property values to increase over time rather than selling at
the bottom of the market, and many loans may not be
able to be sold for enough to cover existing mortgages.
The available homes may not be of high quality, require
substantial renovations, or they may have other issues,
such as clouded titles, unattractive locations, small
size, etc. Moreover, there are few affordable homes
being newly built in Greater Boston with public sector
support, as in the past would have been built, so new
production is extremely limited. The state and cities/
towns have fewer public subsidy sources to build and
are directing their limited resources to housing options
other than new, affordable homeownership.

Second, on the banking side, we see more
conservative underwriting standards, including
higher minimum credit scores and credit history
scrutiny, which can result in a decline in homeownership. Lenders place more emphasis on a good
credit history, strong savings, larger down payments
and employment stability, and lower loan-to-value
based on credit score.
Finally, I see more structural issues. Many
communities, especially in the suburbs of Greater
Boston, have restrictive zoning that prevent the
production of more dense and lower-cost housing
opportunities, therefore decreasing supply further.
There is continued opposition to building any new
housing in communities regardless of incomes of
purchasers. The not-in-my-backyard syndrome is
strong. This contributes to the high cost of building,
which affects the ability to produce homes affordable
to low-/moderate-income buyers.
PW: Let me make three
points. First, I think many
investors fear further declines
in house prices, which limits
their willingness to lend to
borrowers without substantial liquid assets or an
unblemished credit report or
well-documented
income.
Paul Willen
Because lower-income people
typically suffer from at least one of the above limits,
they are limited to loan programs where the government explicitly insures all credit risk. Fortunately,
although there has been talk of reducing FHA’s
[Federal Housing Administration’s] economic
footprint, there are no concrete plans to do so and
the administration’s plans for reforming the GSEs
[government-sponsored enterprises] point to a
continued role for FHA going forward.
Second, the extent of contraction of borrowing
opportunities for lower-income people is not as
obvious as one might think. The share of borrowers
putting zero or less down in Massachusetts fell from
24 percent in 2006 to 7 percent in 2010, reflecting
the disappearance of the non-agency mortgage
market and suggesting that major obstacles have
emerged for borrowers without substantial liquid
assets. However, if we focus instead on borrowers
who put less than 5 percent down, the story is considerably more nuanced, as that share has fallen only 3
percentage points from 28 to 25%. In fact, that 25%
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share of borrowers putting less than 5% down, which
exceeds the pre-2004 peak by nearly 10 percentage
points, is near the all-time high.
Third, I view a return to the situation in 2004–
2007 as possible despite the regulatory changes we’ve
seen. If investors and lenders assess very small probabilities of a decline in house prices, they will lend
freely to anyone, and if borrowers hold similar beliefs
about prices, they will want to borrow and nothing
about the new regime, neither risk retention nor
the qualified residential mortgage nor the consumer
financial protection bureau nor macro-prudential
supervision, will stop them.
NECD: If the economy recovers as generally forecasted, do you believe that some of these obstacles
will recede?
JK: Homeownership has
always been challenging
for lower-income families, and today’s economic
and policy environment
will make it much more
difficult in the years to
come—despite the fact
that we have demonstrated consistently over
Joe Kriesberg
the years that low-income
families can be successful homeowners with the right
products and supports. Some of the challenges are
obvious and inherent to being low income: Homes
are expensive to buy and maintain; utilities are high
and increasing; incomes are stagnant at best; and
many people are unemployed or underemployed.
Even those who are currently employed are likely
to feel great uncertainty about the future and may
therefore be reluctant to buy.
These challenges are made more difficult by
the changing mortgage lending environment. The
pendulum is now in full swing from a period of credit
that was too easy to a period where even worthy
borrowers are denied credit. Lenders now require
or will soon require larger down payments, higher
debt to income ratios, better credit scores, and higher
interest rates. Stagnant home values are also making
lenders and borrowers more cautious. Homebuyer
education and counseling programs—essential to
long-term success—are also being threatened with
budget cuts.
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DA: For some time, the
larger barrier to home
ownership has been wealth,
even more than income.
There are millions of
lower-income households
who have the income to
support a reasonably sized
David Abromowitz
mortgage and the other
expenses of ownership, but lack the savings for a
down payment of the necessary size. This is particular acute for families of color, who far more often
lack the intergenerational wealth transfers that assist
typically one-third of white families into first-time
home ownership. Shared equity home ownership
(including community land trusts and inclusionary
zoning housing units) addresses this wealth barrier,
has a proven track record of success, including very
low foreclosure rates, and is being used in a wide
variety of settings around the country.
Without policy change, these problems will not
recede with time. While some out of work heads of
households will regain employment, it is unlikely
that household savings will grow very much for
lower-income households. On the contrary, we
are already seeing rising rents in many areas of the
country, due to constrained supply and growing
household formation. As rents and health costs
continue to rise, and employers shift more benefits costs on to employees, how will lower-income
households save up to buy a home?
NECD: Recently, several organizations have
released research examining the costs and benefits
of alternative homeownership models. Is there also
increased interest from potential homeowners or
community development organizations in using
alternatives?
ES: Our culture is geared to homeownership and
that generally will continue substantially to be by
far the preferable model for consumers. However,
the biggest demographic that likely will be interested in alternative models are those under age 35.
This population is much more open to other housing
alternatives that respond to environmental concerns,
lower costs, more shared living arrangements, and
they are interested in living in more urban and dense
housing environments. CDCs [community development corporations] and other developers will be
interested in alternatives if there is sufficient demand

for that type of housing (which is hard to establish),
costs can be managed (without substantial brain
damage for all parties putting together the deals),
and the end result is more affordable housing that
can be managed effectively. Zoning restrictions and
community opposition to any housing being built
continue to be substantial obstacles and increase
costs of development substantially.
JK: Alternative homeownership models like
community land trusts and limited equity co-ops
continue to gather interest among community developers and housing professionals. In some markets,
especially relatively strong markets, these products
have significant potential. However, in weaker real
estate markets, including some of our Gateway Cities
[Gateway Cities are cities in Massachusetts with a
population between 35,000 and 250,000, that also
have an average household income below the state
average and an average educational attainment rate
below the Massachusetts state average.], these products are challenging. To be successful, such products
need to be priced competitively—buyers expect a
significant price discount in exchange for limiting
their potential upside appreciation. This is especially
true since these products limit upside appreciation
but do not always protect against downside depreciation. Given the experience of recent years this is a
significant factor. We also have to make sure that these
products are structured in a way that reflects the added
risks and burdens that homeowners face compared to
tenants (in particular, home repairs and maintenance)
and allow such homeowners to eventually transition to
traditional homeownership. Indeed, in some Gateway
Cities we may need to relax deed restrictions in order
to entice homebuyers to those markets.

I think one of the major challenges of attracting
participation in alternatives to ownership is a
romantic conception of homeownership, which
makes many Americans view anything
short of ownership as inferior.
—Paul Willen
Finally, such products have to be relatively simple
to understand—confusing deed restrictions can deter
homebuyers and some lenders. One reason that I have
always liked the community land trust model is that it
is inherently simple and logical—and also recognizes
housing as both a community asset and a family asset.

NECD: What are some of the potential costs
and benefits of participating in alternatives to
homeownership, and how do these compare to
traditional homeownership?
DA: This very much depends on the specifics of what
kind of alternative we are talking about. In a shared
equity approach, because there is a longer term
relationship being established between the homeowner and the public source of the downpayment,
it is a more complex arrangement. This requires
pre-purchase counseling, and ideally post-purchase
support. But most studies show that counseling and
support are critical parts of any meaningful effort to
make homeownership work well for lower income
households, even “traditional” homeownership.
PW: I think one of the major challenges of
attracting participation in alternatives to ownership
is a romantic conception of homeownership, which
makes many Americans view anything short of
ownership as inferior.
Let me go out on a limb here and argue that
the link between homeownership and the American
dream has its origins in the fact that the landlordtenant relationship is still somehow considered feudal
and inconsistent with our republican ideals. For many
Americans there is still a sense that the landlord has
all the power in the rental relationship and the tenant
bears all the risks: If demand for the property goes up,
the landlord can raise the rent; if the renter gets ill or
loses a job, the landlord can evict them. In contrast, in
the face of a life event like job loss or illness, a home is
a source of comfort for a homeowner.
The reality of homeownership is, of course,
quite different. For most, homeownership involves
converting a promise to pay rent to a rapacious, venal
landlord into a promise to pay interest and principal
to a rapacious, venal lender. A mortgage contract
is, in many ways, far more demanding than a rental
agreement in the sense that the borrower commits
to 30 years of monthly payments whereas a renter
typically only commits to one. The fallacy of the folk
wisdom that owning beats renting because, “When
you rent, you are just throwing your money away,”
illustrates the problematic logic of homeownership.
In fact, an owner using the admired 30-year fixed
rate mortgage devotes most of his or her monthly
payment to interest, it’s money “thrown away,” and
after five years, has only paid off 5% of the balance
of the mortgage.
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NECD: Alternative homeownership models have
been around a long time: Limited equity housing
cooperatives, in particular, have operated since the
1930s. Yet experts estimate that only about 500,000
homeowners own their homes through these
models. Why are these models used so infrequently?
Are there potential policies or changes in industry
practices that could encourage wider adoption?
JK: The United States would have to actively
support alternative homeownership through a
number of changes to policy and practice in order
to see such models go to scale. First, we would need
to create a number of incentives for homebuyers to
participate in such programs, in particular, more
favorable lending terms. For example, if the 20%
down payment is to become the new norm, perhaps
the lending industry and its regulators could agree
that a 10% down payment is sufficient for a limited
equity home because it is less risky. Second, we would
need to provide substantial education about these
models to homebuyers, real estate attorneys, lenders,
appraisers, and other industry professionals. Third,
we need to standardize a few specific models so that
each transaction is not a “first of its kind” transaction.
Fourth, we need to provide public subsidies to allow
nonprofit developers to build these homes and sell
them at competitive prices. Right now there is very
little public funding for such projects.
DA: I hear this question frequently, and sometimes
ask: “If electric cars are clearly environmentally superior,
why aren’t we all driving them?” While homeownership
structures that benefit lower-income households may be
well understood and superior to other approaches, that
does not mean that there is an economic incentive to
duplicate the success widely or bring it to scale. Indeed,
since by definition this is a product that is likely to be
low profit to developers, there is a need to approach
scaling it up differently. Also, effective alternative strategies as noted above generally require more effort and
counseling than simply using low down payment loans
as a primary ownership support.
I believe scaling up requires: (1) standardization
of documentation; (2) preapproval by the sources
of mortgage securitization (currently, the FHFA
[Federal Housing Finance Agency], VA [Veterans
Affairs], and FHA), some of which is in process for
community land trusts; and (3) economic support for
those engaging in shared equity approaches to help
with the up-front costs of counseling and getting this
model more widely known.
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NECD: Do you see any specific models for alternative homeownership that seem to show more
promise than others?
ES: The condominium form of ownership continues
to be a more viable alternative than co-housing or
limited equity co-ops. However, they are increasingly
tough to finance due to secondary market restrictions
as well as condo fee delinquencies.

...the complexity of the ownership structures
and therefore the costs involved with creating them must be simplified or they will
continue to be rare alternatives.
—Esther Schlorhotz
There are substantial obstacles to producing
any alternative homeownership model. The biggest
obstacle to production is the uncertainty of demand.
Whether co-housing, cooperative, or other models,
the demand for alternative housing is considerably
smaller than for simple housing. When the homeownership model seeks to limit equity, requires some
form of congregate governance (requiring substantial
time commitments), is built more densely to reduce
costs, and comes with other income or deed restrictions, the market is more limited and the interest
in buying much curtailed. Because these are less
familiar models of homeownership and marketability is more limited and uncertain, they are much
harder to finance by both private and public sources.
Limited equity co-ops, which are usually syndicated
(Low Income Housing Tax Credit) are generally
simply rental housing until the 15-year compliance period for LIHTC completes, and are not true
ownership models until after that (right at the point
they need to be renovated). They are very expensive
to build and maintain due to their complexity. Most
require additional and increasingly scarce public
funding, and each source comes with restrictions that
may affect marketability.
Unless these forms of housing become more
attractive to larger numbers of potential homebuyers,
they are unlikely to be successful in greater numbers.
The more they are built and the clearer the evidence
of demand for these housing forms, the more likely it
will be that financing is obtainable. Additionally, the
complexity of the ownership structures and therefore
the costs involved with creating them must be simpli-

fied or they will continue to be rare alternatives.
PW: I think the main problem with traditional
homeownership, by which I mean a mortgage property, is that it does not provide a completely robust exit
strategy for a resident dealing with one of the many
shocks that beset the typical American family: job
loss, illness, divorce, etc. There is an exit strategy, to be
sure: So long as house prices are rising, and, as a result
of inflation, they usually are, a traditional homeowner
can sell the property and pay off the mortgage. The
reason I say that it is not completely robust is that it
fails to work when house prices are falling.
Alternative models of ownership, like lease
purchase, solve the exit strategy problem by allowing
residents to walk away from the contract without any
penalty while still preserving what I think are key
benefits of ownership.
What lease purchase does, in my mind, is to turn
the repurchase obligation into a repurchase option.
In a lease purchase the borrower rents the property
for a fixed period of time and the lender agrees in
advance that it will sell the house to the borrower for
a pre-set price. If we set the “rent” equal to principal
and interest on an equivalent mortgage and reduce
the repurchase price by the amount of the principal,
then a lease purchase replicates the payment and
outcomes of a mortgage exactly with the exception
that the borrower can elect not to exercise the repurchase right without any penalty.
What is crucial here is to understand that, in my
view and arguably in the view of Massachusetts law,
the resident is just as much of an owner during the
lease phase of the agreement as they would be in a
traditional homeownership.
Because a lease purchase makes it easier for
borrowers to default, borrowers will pay more but
how much more will depend. If investors think
house prices falls unlikely, they will not charge much
more for a lease purchase but, in the unlikely event
of a collapse in prices, borrowers will have an exit
strategy that they don’t have right now.
As I mentioned above, the idea that ownership
is superior to anything involving the word rent is
deeply ingrained in our culture, and I think most
people would find my argument that a lessor with
the option to buy has just as strong a claim to ownership as a homeowner with a mortgage excessively
abstract. But in the millions of foreclosures we see
around, we are witnessing the costs of our stubborn
attachment to traditional ownership.

Erin Graves is a Policy Analyst in Community Development at the
Federal Reserve Bank of Boston.
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