
@ongre gg of. tÍlr- @rriteù $.tuttg
Tþ oust o t lßepreømtntib rs

COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM

2157 Rnveunru House Ornce ButorNc

WRsHrrucroru, DC 2051 5-61 43

MNoFrry (202) 225 5051
F^cstMtLE l2'2l22ú7a4
[¡rNoFrry (202)225 5074

www.oversight.house gov

Apnl 22,2008

Honorable Barney Frank, Chairman
House Financial Services Committee
2252Rayburn House Office Building
Washington, DC 20515

Dear Chairman Frank and Chairman Waters:

I write to commend the Full Committee and Subcommittee for acting quickly to consider
legislation to counteract the spillover effects on neighborhoods caused by the foreclosure
crisis. Neighborhoods are a largely overlooked casualty. In neighborhoods characterized
by high concentrations of foreclosures and vacancies, spillover effects of blight, crime,
increased direct costs to municipalities, and the severe loss of equity held by neighboring
property o\ilners, are significant problems deserving a federal response. HR 5818, the
Neighborhood Stabilization Act of 2008, makes a significant contribution toward
addressing those problems.

I do have concerns, however, that the allocation formula set out in the bill wilt potentially
result in the misdirection of federal funds, away from the neediest areas. The long term
consequences for those areas will be impaired housing rehabilitation êfforts, permanent
loss of housing equity for many homeowners, and the hollowing out of many urban cores.

The formula effectively allocates funds on the basis of aggregate numbers of foreclosures
occurring within the preceding four quarters, with adjustments for differences in the
median price of homes. Unfortunately, this formula fails to take into account that the
spillover effects from foreclosures are felt at the neighborhood and cþ level, rather than
the state level. In other words, a large number of foreclostres spread evenly over a large
state will not have as damaging effect as a smaller number of foreclosures concentrated in
a very small are4 such as a census tract, Block Number or zip code plus four designated
area. What matters, therefore, is directing aid in proportion to the concentration of
foreclosr¡res, rather than their aggregate number.
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Furthermore, the number of foreclosures might not be, in itself, the best indicator of
threat of blight. Rather, vqcqnt and abandoned properties are probably better indicators
than foreclosures, since vacant properties are foreclosures that did not find new buyers
and therefore persist as a source of blight and crime in a neighborhood. A formula that
targets to need would probably allocate funds according to the number of neighborhoods
with high concentrations vacant properties.

HR 5818's look back at only the last four quarters also probably aggravates the problem
of missing the neediest areas. Many of the worst hit areas of the country experienced the
foreclosure crisis more than one year ago. Surely, we would not want to forego helping
the earliest-hit areas simply because they happened to be the most vulnerable.

Additionally, HR 5818's formula adjusts allocations on the basis of median prices.
Unfortunately, this too probably causes the allocation formula to miss the mark. The
incidence ofhigh concentrations ofvacant and abandoned properties is probably partly a
consequence of low, rather than high, median prices. Properties that become "upside
down," where the mortgage exceeded the value of the property, are the most likely to be
abandoned by their owners and left for a long period as real estate owned. Lenders may
even choose not to file for foreclosure in such cases as the cost for doing so might not be

easily recoverable. So low median prices are probably an indicator of a high incidence of
vacant and abandoned properties. Furthennore, where prices are low, and where market
conditions are likely to be softest looking forward, housing rehabilitation efforts will be

the most difficult to sustain, since the cost of the rehabilitation could exceed the value of
the rehabilitated property. An argument could be made, therefore, that an allocation
formula would regard low median price areas as a higher priority than high median price
areas, precisely the opposite of HR 5818's formula.

Now is the time to get the allocation formula right, before a new federal progrrim exists
and vested interests have been established. The Domestic Policy Subcommittee intends
to hold hearings in May on precisely these questions. I hope that our work can assist the
Financial Services Committee in targeting federal aid to the areas most affected by the
spillover effects on neighborhoods caused by the predatory lending and foreclosure
crises.

Dennis J. Kucinich
Chairman
Domestic Policy Subcommittee

Democratic Members, Financial Services CommitteeCc


