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PREFACE

There can be little doubt today that maintaining wviable
middle-income communities is crucial to the future of older
cities like Chicago. Nor can there be nmuch doubt that maintain-
ing a housing stock that is physically sound and attractive, as
well as a good financial investment, 1is central to keeping the
middle-class population in a community. A home eqguity guarantee
program holds out the promise to Chicago and its middle-income
families that they can continue to live in this city's neigh-
borhoods. It was with this hope and realization that we embarked
upon this project to explore the feasibility of home equity for
selected Chicago communities.

Now, as we finish our research, we are convinced even more
than when we began that a home equity guarantee program, properly
designed and managed, could be a valuable psychological resource
for Chicago. It could help give communities and their residents
some sense of control over their collecti&e future. Perhaps nmore
than anything else, a home eguity program like the one suggested
here would be an expression of faith in the future of Chicago and
its neighborhoods.

The desirability of housing in a particular neighborhood has




always been more a =occial and psychological construct than an
"objective" market fact. Nevertheless, +the belilef and the
reality, engendered by a home eguity guarante=s program, that
neighborhood property values will stay firm could go a long way
toward improving a community's chances for a healthy futurs.

However, we are also convinced that a home equity guarantee
program by itself will make little difference. The role and
behavior of real estate brokers needs to be continuocusly mon-
itored to prevent the kind of business practices that undercut
neighborhood stability and set one group of residents against
another. The often inadegquate investigaticn of building code
viclations must be corrected; proper building maintenance must be
viewed as a crucial neighborhood right and an important task of
local government. Schools, neighborhood safety, and other public
services must be maintained and, in too many cases, dramatically
improved. Fair housing laws must be enforced. Only to the
extent that communities in Chicago and the wider metropolitan
area are open to people of all races and ethnic backgrounds will
those who take advantage of racial fears be unable to function
and those programs which attempt to stabilize neighborhoods have
credibility.

A home equity guarantee program like that discussed in thsse
pages 1is as vyet untested on any sizeable population. The
possibility that Chicago will provide an Iimportant social
laboratory for the experiment is an exciting one. As part of a
package of city, state, and loczal efforts to insure good housing

for all, we believe that a home eguity guarantee program could




iii
play a major role in stabilizing neighborhoods and giving Chicago
residents the sense of security about their homes and communities

=

that is essential for this city's future.

We are grateful for the assistance provided us in the course
of this research by Josephine Conlon, Tammy Jones, David Sheag-
ley, Fr. John D'Mello, Deborah VandenHoonard, all graduate
students in Loyola's sociology program. Others aiding in various
stages of the project include Lu Gan, Mike Dovle, ¥Ya-Lan Dien,
Jan Ryan, Steven Varnis, and several members of the CNOP staff.
We thank them all for their help.

Several of the items used in the survey were developed by
Richard P. Taub, D. Garth Taylor, and Jan D. Dunham for use in
their study of Chicago communities that resulted in the important

book, Paths of Neighborhood Change: Race and Crime in Urban

America.
We owe our greatest debt to the many residents of these six
Chicago communities who shared with us their experiences, their

perceptions, and their hopes for the future of their communities.




INTRODUCTION

RECENT POPULATION AND HOUSING DEVELOPMENTS

IN THE CHICAGO METROPOLITAN AREA

Chicago, like most other older industrial cities, has been
losing population since 1950. Post-World War II suburbaniza-
tion--of jobs, commercial establishments, and the middle
class—--has resulted in growth for the surrounding area and
decline for the city. The overall metropolitan region has grown
steadily since 1950, but suburban growth has masked city de-
cline. The population of the metropolitan area outside Chicago
(DuPage, Will, Lake, McHenry, and Kane Counties, as well as sub-
urban Cook) has grown in every decads since 1950. In contrast,
the population of Chicago has declined in every decade since
reaching its peak of 3.6 million in 1950, and that rate of de-
cline is increasing. (See Tables 1 and 2.)

Population shifts result from a mixture of births, deaths,
and migration patterns. In the case of Chicago, the population
loss has primarily been due to outmigration. In the 1970s, there

was a 6.5 per-cent "natural” increase (more births than deaths),




Introduction

but a net outmigration of over 17 percent. The resulting 10.7
percent net loss between 1970 and 1980 left the city with a pop-
ulation just over three million (3,005,072). By 1970, more people
in the Chicago Standard Metropolitan Statistical Area (SMSA)1
were living outside the city than in it. The 1980 suburban
population of more than four million represented a 13.5 percent
increase over the decade. Part of people's decision to move out
of the city is based on the attractions suburban communities
appear to offer. Individunals locating in the suburbs see an
opportunity to be closer to an expanding job market which matches
their skill levels and experience. In recent decades the number
of jobs in the city of Chicago has been declining. Between 1972
and 1981, it dropped by 9.4 percent, from 1,324,000 to 1-
,200,000. At the same time, the number of jobs in the suburbs
increased by 26.3 percent, from 1,059,000 to 1,337,000. Thus, the
proportion of metropolitan area Jjobs located in the city has been
declining. In 1959, Chicago had 69.9 percent of the jobs in the
metropolitan area; by 1981, it had fewer than half (46.6
percent) .2

The outmigration of jobs and people which began in earnest
after World War II has been the result of a mutually reinforcing
process. Long before businesses left the city, people were
moving out, since the construction of highways made it possible
for workers emploved in Chicago to live in the suburbs. As more

families moved to the suburbs, retail establishments began to




Introduction

relocate to be closer to their customers.

The first major regional shopping center was built in Park
Forest in 1949. In the next decade shopping centers were built
in Skokie, Hillside, and Evergreen Park. The big boom was in the
1960s and 1970s when over 20 large shopping centers were con-
structed, locating hundreds of stores, thousands of jobs, and
millions of purchasing dollars outside the city.3

With growing numbers of skilled workers living in the
suburbs, new companies needing an educated workforce have found
it more attractive to build close to the labor force. Other
companies have opted to relocate away from the city for other
reasons.

Suburban Jjob growth, in turn, has attracted residents who
have moved from the city. Since a high proportion of suburban
jobs are for better-educated individuals, it is this middle-class
sector which has been most likely to leave the city to 1live
closer to their new jobs. When these workers who have moved to
the suburbs-are added to those who still work in the city but
live in the suburbs, we find a suburban occupational profile
which is considerably different from the city's. Compared to
Chicago residents, suburban residents are more likely to be
employed in managerial and professional jobs and skilled trades.
(See Graphs A and B.) Put another way, 68.8 percent of all
managers and professionals, 63.1 percent of all technical and

sales workers, and 66.7 percent of all skilled tradespersons in

1]




Introduction

the metropolitan area live in the suburbs, as against only 80.8
percent of the labor force.

The suburbs also offer new housing with more space, the
perception of lower crime rates, appreciating housing values, and
higher quality education. The - other side of the outmigration
equation, of course, is the desire to escape the negative aspects
of city life: older housing needing costly repairs, higher crime
rates, poor guality educational systems, and declining employment
opportunities. Another major concern leading to outmigration is
city homeowners' fear that the wvalue of their property will
decline as the population trends differentiating the city from

its suburbs become more pronounced.

Income. During the past twenty years, the population in Chicago-
's suburbs has become increasingly affluent relative to the
city's population. This generalization admittedly masks a
host of differences among the suburbs. Nonetheless, the median
family income of Chicago families in 1980 was $18,800, while the
median income of suburban families was $23,100.4 Twenty-one
percent of Chicago's white families had household incomes over
$35,000, but one-third of suburban white households had such
incomes. Among black households, only 11 percent in the city had
incomes over $35,000, while 19 percent in the suburbs did.3
Another way of viewing the disparities is in terms of per

capita income. While the metropolitan area as a whole had a per
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capita income of $8,561 in 1980, the city of Chicago's per capita
income was only $6,933.

Tables 3 and 4 reveal more clearly the changes that have
taken place in relative income levels of city and suburban
families. The first of them shows--for 1960, 1970, and 1980~-the
number of families with incomes below hzlf the SMSA median in
each vyear, the number with incomes more +than 1.5 times the
median, and the number between these extremes. Data are reported
for the city of Chicago, suburban Cook County, and the balance of
the SMsA. Table 3 also shows the percentage of the families in
each area in each income group.

The share of famili;s with middle incomes was almost
identical for each of the %hree areas in 1960, between 62 and 64
percent. It declined slightly by 1970, but the spread narrowed
to only a single percentage point, 59-60 percent. Thus, although
the total number of families in Chicago had decreased--compared
tc increases in the other two areas--the city was holding its own
in terms of the share of its families with middle income.

The situation changed somewhat by 1980, when 59-80 percent
of the families in suburban Coock County and the balance of the
SMSA still had middle incomes, compared to only 53 percent in the
city. At first glance, it may appear that this was due to a
large increase in low-income families in the city, since they
went from 18 percent to 23 and then to 32 percent of the city's

total over the three Censuses, while the low-income shares in the

[9]]
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TABLE 1

Population Trends: Chicago and Suburbs

1950 - 1980
Year City of Chicago SMSA Outside of Chicago*
1950 3,620,962 1,556,906
1960 3,550,404 2,670,509
1970 3,366,957 3,611,990
1980 3,005,072 4,098,552
¥SMSA refers to the "Standard Metropolitan Statistical Area." This is a

geographical area defined by the U.S. Bureau of the Census' which includes
Cook, DuPage, Will, Kane, Lake, and McHenry counties.

SOURCE: Local Community Fact Book: Chicago Metropolitan Area. 1980.

TABLE 2:

Rate of Population Change: Chicago and Suburbs

1950 - 1980
Years City of Chicago SMSA Outside of Chicago
1950 - 60 -1.9% 71.5%
1960 - 70 -5.2 35.5
1970 - 80 -10.7 13.5

SOURCE: Computations based on Local Community Fact Book: Chicago Metropolitan
Area. 1980.




TABLE 3

NUMBER AND PERCENT OF FAMILIES IN LOW, MIDDLE, AND UPPER INCOME

GROUPS, 1960-80

1960 1970 1980
Families Percent Families Percent Families Percent
Chicago
Below 50% 164566 18.10 189255 22.90 230711 32.40
Middle 578254 63.60 489253 59.20 376686 52.90
Above 1507 166384 18. 30 147933 17.90 104674 14.70
TOTAL 909204 * 100.00 826441 100.00 712071 100. 00
Suburban Cook
Below 50% 29991 7.40 46244 8.50 71273 11.90
Middle 250868 61.90 319355 58.70 350375 58.50
Above 150Z 124421 30.70 178447 32.80 177284 29.60
TOTAL 405280 100.00 544046 100.00 598932 100. 00

SMSA Less Cook
Below 50% 33329 12.43 40160 11.06 54759 11.37

Middle 172628 64.40 217747 59.95 287596 59.71
Above 150% 62102 23.17 105313 28.99 139322 28.92
TOTAL 268059 100. 00 363220 100. 00 481677 100.00

Table entries based on median SMSA income for families of

NOTE : .
- $7,342 in 1960, $11,931 in 1970, and 24,536 in 1980.

SOURCE: Computations based on U.S. Censuses of 1960, 1970,
and 1980.




PERCENT CHANGE IN NUMBER OF FAMILIES IN LOW, MIDDLE,

AND UPPER INCOME GROUPS,

1960-70
Chicago
Below 50% 15.00
Middle -15.39
Above 150% -11.09
TOTAL -9.10
Suburban Cook
Below 50% 54.19
Middle 27.30
Above 150% 43.42
TOTAL 34. 24
SMSA Less Cook
Below 507 20.50
Middle 26. 14
Above 150% 69.58
TOTAL 35.50

1970-

21.
-23.
-29.
-13.

54.

9.
-0.
10.

36.
32.
32.
32.

80

90
01
24
84

12
71
65
09

35
08
29
61

1960

40
=34,
-37.
-21.

137.
39.
42.
47.

64.
66.
124,

79

SOURCE: Computations based on U.S. Censuses of 1960, 1970,

and 1980.

-80

.19
86
09
68

65
67

78

30
60
34
.69

49




Median Value of Single-Family Houses, 1970 and 1980, and Percent Change,

SOURCE:

TABLE 5§

Selected Suburbs and Chicago Communities

Suburbs
Naperville
Evanston
Oak Park
Park Ridge
Cicero
Chicago Heights

Chicago
Lincoln Park
Edgewater
Rogers Park
Portage Park
Belmont Cragin
West Lawn
Garfield Ridge
Beverly
Hermosa
Chicago Lawn
Washington Heights
Avalon Park
West Englewood
South Chicago

Median Price

Percent Change

1970 1980
$35,700 § 98,400
33,700 88,600
26,200 68,000
37,000 92,900
21,000 50,800
21,000 45,800
19,500 123,700
21,600 61,100
24,500 66,100
23,600 61,100
23,400 55,800
21,100 50, 200
23,100 53,200
27,600 60,600
20,600 43,000
19,200 39,300
20,200 41,000
19,900 38,400
14,900 27,700
18,400 32,400

U.S. Censuses of 1970 and 1980.

Total Annual
Compound
176% 10.7%
163 10.1
160 10.0
151 9.6
142 9.2
118 8.1
534 20.3
183 11.0
170 10. 4
159 10.0
138 9.1
138 9.1
130 8.7
120 8.2
109 7.6
105 7.4
103 7.3
93 6.8
86 6.4
76 5.8




PART ONE

COMMUNITY PROFILES




CHAPTER ONE
INTRODUCTION TO THE COMMUNITIES

Homeowners' perceptions of their communities in the present
are an important indicator of the future of those communities.
To a great extent, 1f people believe they live in a good neigh-
borhood--and believe it will get better--their neighborhood
will improve. People's optimism will be reflected in concrete
investments of financial resources into their houses and of time
and energy into the life of the community.

In order to gauge homeowners' perceptions of their commun-
ities, how tﬁey thought those communities had changed, and
what they expected for the future, a door-to-door survey was
conducted of 979 households in six community areas. This survey
was conducted under the supérvision of staff of the Chicago
Neighborhood Organizing Project (CNOP), who hired and trained the
interviewers. The authors of this report playved an advisory role
in questionnaire design and sample selection, in addition to
conducting analysis of the survey responses. The six community
areas were: Belmont Cragin, North Austin, Hermosa, Avalon Park,

Chicago Lawn, and Washington Heights.




Chicago Lawn and Belmont Cragin were selected because they

were considered strong candidates for a home equity guarantes

program. These communities have a high ratioc of single-~family
and owner-occupied residences. They are predominantly white,
moderate-income areas of relatively high stability. At the same

time, each had begun to experience neighborhood change witl
respect to the racial, ethnic, or social class characteristics of
newcomers. Each community has a rich organizational life.

Avalon Park and Washington Heights are both black. They

were selected for reascns similar to those for the white commun-

ities. Both are residential communities with moderate-income
families. The housing stock 1is heavily single-family and
owner—-occupled. These middle-class communities, too, are

adjacent to lower-income communities which may be perceived as
posing a threat to both the stability of the community and its
property values.

North Austin and Hermosa were added to the survey for two
reasons, First, we hoped to get a sizeable number of Hispanic
residents to complement the whites and blacks in the other
communities. Secondly, these two communities had already gone
through a significant amount of change in the makeup of their
populations in recent years. In addition, they are adjacent to
Belmont Cragin. Thus, it was thought they might suggest one
possible trajectory for change in that northwest section of the
city if home equity were not put into place.

A copy of the questionnaire that was used is in Appendix IV.

A more detailed discussion of the survey methodology has been




prepared by the Chicago Neighborhood Organizing Project and can
be obtained directly from them.

In addition to the survey of residents, interviews were
conducted in each community with leaders in finance, real estate,
education, commerce, and religion. From these sources, as well

as Census data, the Local Community Fact Book: Chicago Metro-

politan Area, 1980, and other published materials, are derived

the community profiles that follow.




CHAPTER TWO
BELMONT CRAGIN

Located on the northwest side close to the western border of the city,
Belmont Cragin is primarily a residential area. While industrial development
took place around the edges of the community in the 1930s--particularly along
the railroad tracks to the south near Dickens, Armitage and Grand Avénues-—the
most noticeable feature of Belmont Cragin of the 1980s is its residential
character. In 1960, 80 percent of its land use was classified as residential;
this has changed little over the past two and one-half decades.1

Although there is concern about the future of Belmont Cragin among its
residents, this northwest side community is a relatively stable area that
shows considerable economic and social vitality. The population loss of 7.5
percent between 1970 and 1980 may be largely attributable to an aging
population and the outmigration of adult children of established homeowners.
In the survey, homeowners expressed very high levels of satisfaction with
public transportation, convenience to place of work, convenience to shopping,
and quality of housing for the price paid (see Table A). Commenting on the
commitment many residents--particularly homeowners in the northwest
neighborhoods—-express for staying in the community, one religious leader
observed: "people... were born and raised here; they ain't going to move;
they're going to carry them out of here. People see this area as a quiet,

untroubled neighborhood."

At the same time in other sections of Belmont Cragin there are concerns

about changes in the social make-up of the community. One community leader
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who has lived in the area for almost 20 years has noticed that "a different
class" appears to be moving into her neighborhood. Compared to the past days
when her neighborhood was more tightly knit, her neighborhood is now "less
coherent... people don't care as much as they did in the past." She
illustrates by adding: "I don't understand why they don't have screens in
their windows; they don't understand why I get upset when the kids run over
the grass.” The concerns ébout day-to-day neighborhood 1life may appear
trivial to the outsider, but these worries are signs of a broader underlying

uneasiness about where the community is headed.

Our survey uncovered two major concerns among residents of Belmont
Cragin: the deteriorating quality of schools and crime. Declining quality of
schools Qwas the number one shortcoming of Belmont Cragin according to its
residents: only four out of ten homeowners were "very satisfied" or
"satisfied" with schools in the area. This was the lowest confidence rating
of area schools found in any of the six surveyed communities. The survey
question did not make a distinction between public or private schools.
However in community interviews, it was clear that there was a high level of
satisfaction with the parochial schools serving the area, while there was
extreme dissatisfaction with public schools. In fact, when asked "what
schools serve this area," the typical interviewees first listed the parochial
elementary and high schools without mentioning public schools. One minister
said that "the city school system has not helped this community at all."
Parochial schools in the area appear to be doing well.

Enrollments--particularly at elementary grade levels--are on the rise.

Another area of concern expressed by homeowners was personal safety.
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Perceptions of crime as a problem are not wholly unrelated to the concern with
public schools. One community leader explained that "everyone is worried
about Steinmetz [High Schooll]. There are gangs, drug dealers, and Kkids
constantly milling about there. There is a perception that many of the gang
problems come from Steinmetz." Community groups are addressing themselves to
the issue of crime. The Northwest Neighborhood Federation--a community
organization which is very active in Belmont Cragin--has one of the most

successful crime prevention "block watch" networks in the city.

In a ranking of median value of housing stock in the city's community
areas, Bglmont Cragin is in the top third. According to the U.S. Census, the
median price of owner-occupied housing units was $55,800 in 1980.2 Analysis of
actual sales data shows that the median price of single-family units sold in
1983 was $59,500 (see Table 2.2). The annual change in housing prices between
1975 and 1983 (based on actual sales) was 7.4 percent (see Table 2.3). While
this was not as high a rate of change as experienced in many other Chicago
neighborhoods, Belmont Cragin consistently has maintained housing values
higher than the city average. Housing stock varies, but primarily consists of
bungalows, although there are larger houses in the northwestern sections.
Generally, houses north of Fullerton have higher values than those south of
Fullerton (see Map 2.7). According to our sales data the census tracts south
of Fullerton had median single-family house prices in the $40,000s and

$50,000s in 1983, while the tracts north of Fullerton had median prices in the

$50,000s and $60,000s.

Differences in annual appreciation rates within Belmont Cragin

neighborhoods have not been striking. Nevertheless, there are some patterns.




BELMONT CRAGIN 2-4

Generally, the higher appreciation rates have been found along the eastern and
southern edges of the community in the 1975-1983 period studied (see Map 2.8).
As shown in Table 2.3, the tracts experiencing an annual rate of appreciation
greater than 8 percent from 1975 +to 1983 are 1901, 1906, 1908, 1809, 1911,
1912, 1913, and 1914. With the exception of 1906 and 1908, these are all in
the southern and eastern sections of the community. They are also areas in
which the characteristics of the population have been changing. These eastern
and southern neighborhoods have witnessed an increase in Hispanics. Housing
turnover in these neighborhoods has generally been higher than that in other

Belmont Cragin tracts, although the differences are not strong.

All of these statistics seem to indicate that an influx of new residents
has ihcréased the demand for housing in these areas and has consequently
increased its value. It is quite possible that the high rates of appreciation
are, in part, the result of previously depressed housing prices. Past
research has shown that white homeowners fearing racial or ethnic change in
their neighborhood ‘"panic" and sell their houses below market value
immediately prior to and during the period when new ethnic or racial groups
are moving into the area. The market typically recovers, as has apparently
been the cése in the eastern and southern Belmont Cragin neighborhoods. For
example as shown in Table 2.4, the census tracts south of Fullerton--tracts
1910-1914--all showed prices much lower thanbthe Belmont Cragin average in
1975. It was in the mid-1970s that the major increase in the Hispanic
population was taking place. By 1983 most of these areas had rebounded and
showed significantly increased housing values (with the exception of the two

tracts south of Fullerton and east of Lararmie). The same process appears to
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have taken place in the eastern tracts--1901, 1908, and 1909. Thus, housing
values in these tracts along with 1912 abd 1913 have returned to housing price
levels--relative to the rest of Belmont Cragin--that are close to or better
than what existed prior to the ethnic change. Given the fact that ethnic
changes may be still occurring in the neighborhood, this price recovery is an

indication of a relatively resilient housing market (Tables 2.4 and 2.5).

In other words, areas in Belmont Cragin with relatively lower priced
housing have seen an improvement in prices, while areas with already
relatively high prices have remained stable. A similay price and appreciation
pattern is present when one compares the east and west portions of tracts
1904, 1906, and 1513. Using Austin Boulevard as the dividing line, these
tracts show slightly higher housing prices and slightly higher appreciation
rates in the eastern sections. The western sections show slightly higher
housing prices, but lower appreciation rates (see Maps 2.7 and 2.8). Again
this is a sign of a stable or improving housing market. Another factor
showing a strong neighborhood economic base is the fact that a high proportion
of new homeowners in all areas of Belmont Cragin have household incomes over
$30,000. Our survey showed that 60.8 percent of new house buyers (those who
have owned their houses for five years or less) have incomes over $30,000.
This compares to a figure of 35.0 percent for more established homeowners
(those who have owned their houses for six years or more). This is
particularly significant since one would expect to find quite the opposite
pattern in most neighborhoods. One would assume that the newer, younger
homeowners would not have attained peak lifetime earnings, while established

more middle-aged residents would have peak incomes. The high proportion of




BELMONT CRAGIN 2-6

residents who are are over 65 and on fixed incomes might reduce the income
figure for established homeowners. However, this still would not account for

the substantial income difference between new and established homeowners.

There is strong confidence in the neighborhood according to our survey.
Seven out of ten homeowners feel that Belmont Cragin is "better than" or the
"same as" it was two years ago (Table B). However, there is some concern about
the future; only six out of ten homeowners feel that their neighborhood would
be better or remain the same two-years }rom now (Table C). Similarly, 62
percent believe that buying in the neighborhood would be a good investment for
a young family (Table D). Clearly, confidence in the future is still high; the

majority of respondents remain positive about their community.

Confidence is also indicated by the finding that more than two thirds of
Belmont Cragin homeowners feel that their property is worth more now than it
was five years ago (Table E). Actual housing sales data do show that property
values have increased substantially--at a rate close to the city average.
However, the fact that one third of the homeowners perceive stable or dropping
home values indicates some concern. A home equity program could be a big step
toward reducing anxiety over housing values among Belmont Cragin residents and
could reinforce their current relatively strong commitment to the community.
As shown in Table F, residents are receptive to the home equity concept.
Sixty-six percent of all respondents in our survey said that home equity would
help their neighborhood. The majority of residents--56.8 percent--are willing
to pay for ‘such insurance. Although there is support for a home equity
program, there are numerous indicators that Belmont Cragin has a strong

identity as a stable community of homeowners.
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The owner occupancy level for housing units in Belmont Cragin is 53.0
percent, higher than the city figure of 36.3 percent. The neighborhoods are
quite stable. At the time of the 1980 Census, 72 percent of homeowners in the
community had lived in their current houses for more than five years; this is
identical to the citywide figure. 1In our survey only 5.8 percent of the
homeowners report that they are likely to move in one vyear; 32.2 percent
indicate that fhey are "very likely" or "somewhat likely" to move in five
years (Table G). Among both renters and homeowners, turnover at the time of
the 1980 Census was higher in the southern and eastern census tracts than in
the northern and western census tracts. Even considering this, Belmont Cragin
provides a contrast to stability to North Austin to the south and Hermosa to
the east where there have been considerably higher rates of turnover among

both owners and renters.

There are some signs of modest neighborhood change in sections of the
community. A 1970 Chicago Housing Survey commissioned by the city's
Department of Planning found that approximately 15 percent of Belmont Cragin's
housing stock was "deteriorating and tending toward dilapidation.“3 While the
wording may have been stronger than necessary, there is some cause for
concern, again particularly in the eastern and southern sections. The 1981
Melaniphy report found that the decline was concentrated in the area east of
Cicero and in the area south of Fullerton Avenue between Central and Cicero
Avenues. The report referred to the southern area as "deficient in the
quality of maintenance rather than a lack of maintenance."4

Belmont Cragin is predominantly white. The 1980 Census showed that

fewer than 100 of its 53,371 residents were black. The most prominent ethnic
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group is Polish. However, families of Italian, German, and Irish ancestry are
well represented. As mentioned above there has been a marked increase in the
number of Hispanic residents--particularly in the southern and eastern

neighborhoods.

The population of Belmont Cragin is considerably older than that of the
city as a whole. While the median age in Chicago was 29.4 years in 1980, in
none of its 14 census tracts did Belmont Cragin show a median age below 30. In
fact, only three of Belmont Cragin's 14 tracts showed a median age under 35.
As shown in Map 2.5, the northwestern section of the community has a
relatively older population, and the southern and eastern sections have
relatively younger populations. In tracts 1903, 1904, 1905, and 1906 over 20
percent of the population is over age 65. In contrast, some eastern and
southern tracts reported as 1little as 13 percent of the population over 65.
This may correspond with the housing stock--houses in these southern and
eastern neighborhoods are cheaper; there are also more rental units in these
neighborhoods. Thus, newer and younger homeowners are more likely to move

into these areas first.

Income levels in Belmont Cragin are considerably higher than the
citywide average. Median income in 1979 was $22,246--$3,470 more than the
Chicago median of $18,776. The high proportion of Belmont Cragin residents
with well-paid white-collar and skilled blue-collar jobs (see Graph 2.1)
provides a stable income base for the community. This strength is evident
when one looks at income changes between 1969 and 1979. The national recession
which took place at the end of this decade hit Chicago particularly hard. If

one adjusts for inflation, the average Chicago family experienced more than a
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ten percent loss in real earnings during the 1970s. At the same time, wage
earners in Belmont Cragin experienced a smaller decline in real wages——4.4
percent. This decline is not dissimilar to that experienced by older suburbs
of Chicago, including such communities as Oak Park and Arlington Heights. The
absence of any substantial loss in real earnings during this economically
troubled period is a strong indication of the stable earnings base of the
community. As pointed out above, one of the strongest signs of Belmoﬁt
Cragin's stability is the high percentage of new homebuyers who have annual
household incomes in excess of $30,000. This certainly indicates a

substantial strengthening of an already solid income base.

Perhaps the most noticeable change in Belmont Cragin between 1970 and
1980 was the increase in its Hispanic population. .In 1980 5.8 percent of the
community's residents were of Spanish origin, compared to only 1.2 percent in
1970. According to the survey, approximately one-quarter of the people buying
houses in Belmont Cragin over the last five years have been Hispanic. These
new residenfs of the community are concentrated in neighborhoods east of
Cicero Avenue, bordering on the Hispanic neighborhoods og Hermosa. In
addition there is also a concentration of Hispanics south of Fullerton. It
does appear that a high proportion of the Hispanic families are well above the
Chicago median income for Hispanics. In the two Census tracts where 1980
Census data on Hispanic income are available--tracts 1911 and 1913--Hispanic
median family income is close to or higher than the overall Belmont Cragin
median family income of $22,246. Moreover the $21,563 and $22,716 Hispanic
median family incomes in tracts 1911 and 1913 represent incomes 45.4 percent

and 38.0 percent higher than the median incomes for Spanish origin individuals
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in the city as a whole. It appears that a significant number of
moderate-income Hispanics have been attracted to the community's

neighborhoods. Community leaders see this trend as continuing.

In recent years retail developments in this part of the city have drawn
shoppers and business away from the older business district that had
established itself in the area arcund the intersection of Belmont and
Central. As has been the case in many other storefront retail districts,
shoppers and stores themselves have been enticed to nearby shopping malls.
However, in the case of Belmont Cragin, one of the primary malls attracting
business is within its boundaries--at the western edge of the community along
Narragansett at Diversey. Opened in 1978, the Brickyard Mall houses more than
170 stores. Another concentration of retail establishments, anchored by a
Sears Department store is located at "Six Corners" just northwest of Belmont

Cragin at the intersection of Cicero, Milwaukee and Irving Park Road.

There have been some efforts to revitalize the older business district
in Belmont Cragin. The Belmont Central Chamber of Commerce has made efforts
to attract shoppers to the‘older business district, most notably by building a
parking garage a few years ago. However, there is no indication that this
area will offer serious competition to the newer shopping malls. A local
banker is quite pessimistic about the future of this retail district.
Although our survey found that 90.7 percent of the people living in Belmont
Cragin are "very satisfied" or "somewhat satisfied" with the conveniehce of
shopping, there is some concern about how a visibly deteriorating commercial
district affects housing prices in the area and the image of the community.

There are options for the retail district. While a number of well-established
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businesses will continue to function, it 1is possible that mixed use with more
emphasis on professional service offices, e.g. lawyers and doctors, could
stabilize the district. This central business development in the heart of the
community is not a "blighted area" and there is no reason for it to detract

from housing values in the immediate future.

Older residents of Belmont Cragin are anxious about their future and, as
is the case with many older persons, they are worried about their ability to
maintain their housing in the coming years. While housing in the northern and
western sections is quite well kept up now, as noted earlier, these are also
sections with much higher than average elderly populations. The needs,
concerns, and perceptions of these residents should not be ignored. One
minister points to the problem and a potential solution: the older residents
are "puzzled as to what to do about their own future and housing needs; they
are unsure of their ability to take care of their property as they get older.
What we need is some kind of youth corps" to help them out and build more

bridges between the younger and older residents of the community.

The need for strong community involvement was echoed by another

community organization leader who addresssed residents' fears of racial and

ethnic change in Belmont Cragin: "If you have a solid community, you have a
chance of integrating the community instead of resegregating the community. I
don't want to feel that I am running away from my community." A number of
interviewees, including a banker, religious leader, and a community organizer,
were critical of past practices of local real estate agents who stirred up
fears about a "changing community." At least one local real estate agency has

been censured by the State for violating the anti-solicitation ordinance now
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in effect.

Nevertheless, the brick and mortar of a strong community are still in
place in Belmont Cragin. A full two thirds of Belmont Cragin residents
surveved felt that home equity insurance would help their neighborhood. Over
56 percent would consider paying for such insurance; of this 58 percent, eight
out of ten would be willing to pay up to $100 per year for such coverage.
This certainly is a vote of confidence for the home equity concept. At the
same time the reason for such strong support may be an underlying concern over
property value stability. Compared to the other neighborhoods studied, a
higher proportion of Belmont Cragin homeowners--53.5 percent--indicated that
they would move if they thought that the value of property was going to drop
(see Table H). Another set of responses showed that residents were
particularly sensitive--compared to residents of other communities--to panic

peddling by real estate agents (see Table I).

One community organizer and long-time resident observed that "when you
go through the bungalow belts, it is apparent that people take pride in their
buildings” and do not want to see the community deteriorating around them and
do not want to lose their investments in their homes. Familiar with the home
equity insurance concept, he added that "if Belmont Cragin doesn't get home
equity the neighborhood will change and change dramatically." Given the
overall strengths of this community, this statement may be correct; home
equity insurance may provide Belmont Cragin residents with the measure of

confidence needed to counteract concerns about the future.
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Notes

Unless otherwise noted, 1950, 1960, 1970, and 1980 data on all six
communities studied are from the U.S. Census Reports or from the 1960
and 1980 Chicago Factbooks.

There are two different sets of housing price data used in this section
of the report. The Census data are self reported prices, that is,
homeowners who filled out the Census form reported what they thought
their house would be worth if they sold it at that time. Census price
data are also for all owner-occupied housing units; this would therefore
include owner-occupied single-family houses as well as owner-occupied
multiple-family units.

The other data source is a set of computer tapes from the Illinois
Department of Revenue. We were able to obtain the data for 1975, 1976,
and 1979-83, the last being the most recent available year. The tapes
include actual sale prices (as reported by parties to the transaction on
the state's real estate transfer tax declaration form), that is, not
estimated prices. However, there is some ambiguity in determining the
size or type of multiple-unit structures when using the tapes. Hence,
we selected only single-family units, including town-homes but not
condominiums, for analysis. We more frequently refer to these data than
to the Census prices because these are more recent and likely to be more
accurate.

Citywide Findings and Conclusions: Chicago Comprehensive Neighborhood
Needs Analysis Project, 1982. Submitted to the Honorable Jane M. Byrne,
1982, by Melaniphy and Associates, 1Inc., section on Belmont Cragin, p.
19.

Melaniphy report, section on Belmont Cragin. p. 19.
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BELMONT CRAGIN

MAP 2.8

PERCENT CHANGE IN MEDIAN HOUSE PRICES:
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Explanation of Legend on Graphs

Graph: Homeowner Satisfaction With Community
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Table 2.1

COMMUNTITY PROFILE

Belmont Cragin

Total Population, 1980

change from 1970 — 7. 5%
percent black, 1980 .l
percent Hispanic, 1980 S

Fopulation in different homne

five vears ago, as of

e emus
Sl &1 ale

Median Years, education 1i.%

Midian Family Income FE, 24

percent change in
raeal income, 196979 R

percent families earning
G BED, 000, 197

£ o g i

percent fa
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Total Housing Units
marcent single wits R

percent owner-oooupied SELO

Median Value, single-family
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TABLE 2.2

MEDIAN SINGLE-FAMILY HOME PRICES - 1975, 1980, 1983
BELMONT-CRAGIN COMMUNITY AREA

1975 1980 1983

SALES/MEDIAN SALES/MEDIAN SALES/MEDIAN
tntire

Community Area 311 $33,500 219 $56,000 275 $59,500
Tract 1901 5 30,000 8(b) 57,000(b) 9 57,500
1902 28 36,000 18 57,000 25 60,000
1903 21 36,900 19 58,500 15 61,500
1904.1 29 43,500 17 65,000 22 70,750
1904.2 22 39,500 18 57,500 27 68,500
1905 9 43,000 9 75,000 - 8 69,250
1906.1 17 41,000 17(b) 63,000(b) 5 65,000
1906.2 27 33,000 19 60,000 33 64,000
. 1907 14 34,000 14 56,000 15 50,000
1908 22 29,500 18 54,750 22 60,000
1909 14 26,750 : 15 52,000 6 59,000
1910 13 25,000 11 38,000 15 43,000
1911 29 25,000 23 53,000 16 47,500
1912 11 26,225 5 45,000 7 61,000
1913.1 26 30,250 11 58,000 22 54,950
1913.2 17 28,500 10 46,250 23 55,000
1914 7 25,000 6 46,500 5 55,000

Notes: (a) means that the sales from 1975 and 1976 were combined in order
to have a total for each tract of five sales.
(b) means that the sales from 1979 and 1980 were combined in order
to have a total for each tract of five sales.
(c) means that the sales from 1982 and 1983 were combined in order
to have a total for each tract of five sales.
(*) means that the combining of sales from two selected years still
did not give the minimum of five.



CHANGE IN MEDIAN PRICES BETWEEN SELECTED YEARS

TABLE 2.3

BELMONT-CRAGIN COMMUNITY AREA

AVERAGE ANNUAL COMPOUND RATE OF CHANGE

1975/1980 1980/1983 1975/1983

Entire
Community Area 10.8 2.0 7.4
Tract 1901 15.3 0.2 8.5
1902 9.6 1.7 6.6
1903 9.7 1.7 6.6
1904.1 8.4 2.9 6.3
1904.2 7.8 6.0 7.1
1905 11.8 -2.6 6.1
1906.1 10.8 0.9 5.9
1906.2 12.7 2.2 8.6
1907 10.5 -3.7 4.9
1908 13.2 3.1 9.3
1909 14.2 4.3 10.4
1910 8.7 4.2 7.0
1911 16.2 -3.6 8.4
1912 11.4 10.7 11.1
1913.1 13.9 -1.8 7.7
1913.2 10.2 5.9 8.6
1914 13.2 8 10.4




Table 2.4:

Belmont Cragin
Housing Sales Prices in Census Tracts
as Percent of Community Median,
1975 and 1983 (actual sales data)

1975 median sales price 1983 median sales price

Tract as percent of community as percent of community
(number of houses sold) (number of houses sold)

1901 89.6% (5) 96.6% (9)
1902 107.5 (28) 100.8 (25)
1903 110.1 (21) 103.4 (15)
1904 122.3 (51) 117.6  (49)
1905 128.4 (9) 116.4 (8)
1906 107.5 (44) 107.7 (38)
1907 101.5 ‘(14) 84.0 (15)
1908 88.0 (22) 100.8 (22)
1909 79.7 (14) 99.2 (6)
1910 74.6 (13) 72.3 (15)'
1911 74.6 (29) 79.8 (16)
1912 78.3 (11) 102.5 (7)
1913 86.6 (43) 92.4 (45)
1914 74.6  (7) 92.4 (5)

The median sales price for single-family houses in Belmont Cragin
was $33,500 in 1975 and $59,500 in 1983.




Table 2.5:

Belmont Cragin
Self Reported Housing Prices in Census Tracts
as Percent of Community Median,
1960, 1970, and 1980

Median sales price as percent of community

Tract 1960 1970 1980
1901 95.8% 98.3% 105.0%
1902 98.9 99.6 106.1
1903 109.5 106.0 107.1
1904 111.6 112.8 110.9
1905 108.4 : 114.1 107.7
1906 102.1 100.4 103.2
1907 98.9 97.9 98.4
1908 96.8 97.9 95.7
1909 97.4 94.4 91.6
1910 85.8 85.9 73.5
1911 92.1 88.9 77.4
1912 85.3 85.9 79.6
1913 88.9 87.6 84.9
1914 85.2 88.9 89.1

Median house values for Belmont Cragin were $19,000 in 1960; $%$23,400 in
1970; and $55,800 in 1980.

Source: 1960, 1970 and 1980 U.S. Census.



TABLE 2.6
BELMONT CRAGIN

Percent Single Units Sold (1979-1983), Rank, and
Average Annual Rate of Change, Rank, by Tract

Percent Single Average Annual
Units Sold, Sales Rate of Change, Change

Tract 1979-1983 Rank 1975-1983 Rank
1901 15.3 6 8.5 7
1902 14.7 7 6.6 12
1903 11.0 13 6.6 12
1904 11.8 11 6.9

1904.1 6.3 14
1904.2 7.1 10
13905 7.5 14 6.1 15
19086 12.3 10 7.5

1906.1 5.9 16
1906. 2 | 8.6 5
1907 18.6 3 4.9 17
1908  14.0 9 9.3 4
1809 14.5 8 10.4 2
1910 20.6 1 7.0 11
1911 15.9 5 8.4 8
1912 20.5 2 11.1 1
1913 17.0- 4 8.3

1913.1 7.7 9
1213.2 8.6 5
1914 11.5 12 10.4 2
Total 13.7 7.4




CHAPTER THREE

HERMOSA

One of the smaller community areas in Chicago, Hermosa lies just east of
Belmont Cragin. The eastern boundary of Hermosa is dominated by factories.
The community is primarily residential; single-family homes dominate the
northernmost Census '~ tract. Multiple-unit dwellings--particularly
two-flats--are common in the rest of the community. Hermosa has the highest
concentration of two-flats of the six community areas studied. Residents of
Hermosa are predominantly blue collar workers. Of those in the labor force in
1980, 46.7 percent were semi-skilled or skilled blue-collar workers
("operators" and "precision production workers"). This is considerably higher
than the citywide figure of 32.7 percent. Judging from our survey results,
many people have settled in Hermosa because of its convenience to work and
public transportation. It is 1likely that a substantial portion of resident
blue-collar workers are employed in the factories that surround Hermosa. One
of the most significant changes in this community in the past decade has been

the increase in its Hispanic population.

Between 1970 and 1980 the proportion of Hispanics jumped from less than

four percent to more than 30 percent. In 1980 there were 3,400 Puerto Ricans

and 2,000 Mexican-Americans in Hermosa. Most of the Hispanic population
growth was concentrated in the area south of Fullerton. Map 3.2 shows the
proportion of Hispanics 1living in the different areas of Hermosa. This

proportion ranged from a low of 6.8 percent in the north to a high of 56.1
percent in the south. Less than one percent of Hermosa's population is

black.
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According to the U.S. Census, the 1980 median housing price for
owner—-occupied units was $43,000. Our analysis of actual sales indicates that
the median price of Hermosa single-family homes was $48,750 in 1983 (Table
8.2). Most of the housing stock is over 40 years old. In 1970, 79 percent of
the housing structures in the area were judged to be architecturally sound in
a survey by the Chicago Dept. of Planning. However, there has been some
concern over lack of repairs and related deterioration.1

Actual sales data from 1975 to 1983, show a 9.6 percent annual rate of
appreciation (Table 3.3). This is higher than that experienced in Belmont
Cragin, although Hermosa housing prices are generally lower. However, Hermosa
seemed to be more severely affected by the general housing market downturn for
the 1980-1983 period. Its annual rate of housing appreciation was 2.8 percent
in this period, considerably lower than all community areas except Belmont
Cragin. This could be related to its weak resident income base. As indicated
below, Hermosa's real income dropped over ten percent between 1969 and 1979.
It is likely that this trend has continued. First, its large semi-skilled
blue collar population (see Graph 3.1) has been a group particularly hard-hit
by plant shutdowns, layoffs, and the general economic downturn of the late
1970s and early 1980s. Second, as discussed in more detail below, new
residents of Hermosa appear to have lower incomes than the new residents of
other areas studied. Such an economic situation with new homeowners and
renters is not likely to aid in stabilizing the area's housing market, much

less provide the revenue to maintain property.

Within Hermosa, the two northern census tracts--2001 and 2002--appear to

have the strongest housing market for single family housing. As shown in
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Table 3.2, 1983 median single-family house prices were $55,000 and $52,000,
respectively, for these two tracts. Owner occupancy in the northernmost tract
is also relatively high--over 50 percent. However, the fact that the
proportion of families living below the poverty line in tract 2002 jumped from
3.0 percent in 1969 to 10.3 percent in 1979, does raise some concern about the

future stability of this area.

The southern tracts had much lower median prices compared to the
northern two tracts. Their median prices ranged from $39,000 (tract 2005) to
$45,650 (tract 2003). However, there were no large differences in the rates of
appreciation of these tracts in the 1975 to 1983 period. As shown in Table
3.3, when compared to other Hermosa tracts, there were slightly stronger
appreciation rates for tracts 2003 and 2005. Of particular interest is that
these two tracts did very well in the 1980-1983 period, when most city housing

~was appreciating at a relatively low rate. Housing turnover rates were also
high at this time (see Table 3.4), indicating an influx of new homebuyers.
This is also evidenced in the growing proportion of younger families living in
areas south of Diversey. A recent growth in the school-age population has

strained already over-extended schools serving this area.

In fact, these were two areas that experienced noticeable population
changes in the past decade--particularly an increase in the Hispanic
population. Despite the fact that the real income of these areas declined in
the 1970s, the increased activity in the housing market caused by neighborhood
change in the late 1970s and early 1980s, as well as the concomitant increased

demand for housing, may have influenced appreciation rates.
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Owner-occupied housing units are 44.3 percent of the total, compared to
53 percent in neighboring Belmont Cragin. The different character of housing
in Hermosa is further underlined by the fact that 74.7 percent of its housing
units are multiple-unit dwellings, while 65.3 percent of Belmont Cragin's
housing units are multiple units. Aside from the northern area, most of
Hermosa's neighborhoods are dominated by two-flats. Forty to fifty percent of
the units in these neighborhoods are two-flats. Overall 40.2 percent of
Hermosa's housing units are in two-flat buildings, while only 25.2 percent of
its units are single-unit structures. The high proportion of multiple-family
units is certainly a key factor in Hermosa's housing market and community

character.

‘As indicated earlier, the existence of a higher pfoportion of multiple
unit structures can facilitate rapid population shifts in a community under
certain circumstances. However, community leaders indicate that it is common
practice among new Hermosa owners to rent to family members.
Tenants--particularly newly arrived tenants--are typically seen as a
relatively transient population relatively unconnected to the community.
However, because of the family link in Hermosa, the owner-occupancy rate may
understate the owner-tenant link; because tenants are related to owners,
unlike other neighborhoods, they are more likély to reflect the stability of
homeowners rather than the instability of renters. This might imply a greater
stability in the community. However, in our survey homeowners express a high
likelihood of moving in five years (Table G). In this community when the
homeowners leave, they may take a significant number of tenants, who are their

relatives, with them. This would result in a very rapid turnover and
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potential population transition. There is also some concern that absentee
owners of larger apartment buildings have not been providing adequate
maintenance. This has particularly been the case with multiple-unit

structures in the southern sections of the community south of Armitage.

Satisfaction levels among Hermosa homeowners suggest a cautious attitude
toward the community. Only four out of ten survey respondénts were "very
satisfied" with their community now (Table A). Of the communities studied this
ranked (with Chicago Lawn) among the lowest satisfaction in levels. On the
other hand, Hispanic residents--who make up a growing proportion of Hermosa's
population--gave a much higher satisfaction rating. Better than five out of
ten Hispanics were "very satisfied." On specific items, the greatest concern
was with poor quality schools. This mirrors the dissatisfaction in the other
communities studied. Aside from education, among the issues that community
residents were most concerned about were physical appearance of the
neighborhoods and poor maintenance of apartment buildings. In fact, Hermosa
residents had the lowest satisfaction levels with apartment building

maintenance of all communities studied.

Nevertheless, residents in Hermosa have positive attitudes toward their
community. As shown in Table B, almost eight out of ten homeowners feel that
their neighborhood has rgmained the same or improved over the past two years.
A slightly higher proportion feel that their property values have increased
over the past five years (Table E); this is a perception that is supported by
recent housing sales data. Confidence levels in the neighborhood are higher
among new homeowners (those who have bought houses in the past five years)

than they are among more established homeowners (see Table 3.5)
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On the other hand, when asked if they were likely to move out within the
next five years, 43.2 percent of the new homeowners said they were "very or
somewhat likely" to>move; 39.4 percent of the established homeowners responded
in a similar manner (Table G). These high proportions--particularly among new
homeowners--may be partially explained by the high percentage of Hispanics
homeowners. O0f new homeowners in Hermosa, 54.3 percent are Hispanic; only
32.6 percent of the established homeowners are Hispanic. Hispanic homeowners
in Hermosa were much more likely than non-Hispanic homeowners to express an
intention of moving out of the community within the next five years.
Sixty-seven percent of the Hispanic homeowners in Hermosa said they were "very
likely" or "somewhat likely"” to move out in five years compared to only 37
percent of the non—Hispanics.2 There is some indication in our survey and in
our community leader interviews that a significant proportion of Hermosa
Hispanics plan to move back to either Puerto Rico or Mexico.3 This is
different than the attitudes of new Hispanic homeowners in Belmont Cragin and
Chicago Lawn. In these two communities Hispanic homeowners express a strong
desire to stay in their community for more than five years. Moreover, unlike
Hermosa Hispanics, new Hispanic homeowners in neighboring Belmont Cragin have
the same or higher income levels when compared to people already living in the
neighborhoods to which they have moved. This all indicates that Hispanics
moving into Belmont Cragin and Chicago Lawn neighborhoods have more stable

incomes and a stronger commitment to their communities than Hermosa's

Hispanics.

There is also a possibility that Hispanic homeowners see Hermosa as a

"stepping stone" to a more affluent community in the city or suburbs. This
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mobility pattern is different from that of blacks. Unlike blacks, who are
more likely to stay in middle-income city neighborhoods because of
discrimination in urban and suburban housing markets, Hispanics have more
housing options and therefore may be less likely to settle into a community

for a long period of time.

It is unclear how the recent increase in Hispanic residents will affect
community stability, housing upkeep, and housing wvalues. There have been no
sharp declines in housing pfices. However as discussed above, there are
indicators that new residents do not have a strong commitment to staying in
Hermosa. Not only are they not strongly involved in the newly developing
community organizations, but there are signs that they will move out of the
area if their personal circumstances change. The recent high level of housing
appreciation may not be maintained if Hermosa homeowners leave the community

shortly and if the supply of new buyers is not maintained at present levels.

The business picture in Hermosa is certainly not bright. Boarded up
stores can be seen along Armitage Avenue. One community leader referred to

this area as a "sty." While there have been a few new stores opening up, the
commercial strip has a long way to go before it can shed its depressed look.
These signs of decline--along with general lack of wupkeep of curbs, sewers,

trees, and streets by the city--are likely to have a depressing effect on home

values if not remedied.

Despite the relatively strong housing market in Hermosa, there are

indicators that the community may be experiencing a transition away from its

past moderate-income character. Most notable is the 10 percent drop in real
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family income between 1969 and 1979. Of the six community areas under study,
only North Austin fared worse (see Graph C). Accompanying this income decline
has been an increase in the percent of families 1living below the poverty
line--10 percent in 1979 compared to less than five percent in 1969. Areas
with relatively high concentrations of poverty are tracts 2006, 2004, and
2002, which had 1979 family poverty rates of 27.6, 14.4, and 10.3 percent
respectively. Almost 20 percent of Hermosa residents received some form of
public assistance in 1980 (general assistance, aid to families with dependent
children, or aid to the blind, aged, or disabled). While this is well under
the citywide figure of 39 percent, it is significantly higher +than the six
percent figure in neighboring Belmont Cragin. The percent of female-headed

households has risen from 12.7 in 1970 to over 20 percent in 1980.

Hermosa has not seen the level of citizen involvement and prominence of
community organizations that has been evident in recent years in Belmont
Cragin. However, this does appear to be changing. One organization--United
Neighbors in Action--has been in existence for about 15 years. A number of
newer community organizations have been increasingly visible in various parts
of the community; these include the Hermosa Community Organization, the
Kelvyn-Kenwell Community Organization, and the Hermosa Neighbors for
Improvement. Pressing issues mentioned by community leaders are crime,
sanitation, and schools. Burglaries and robberies are considered by some to
be routine events. A clergyman in the area pointed to the gang problems,
although he and other community leaders emphasized that gangs have not reached
the scale and level of violence seen in some other Chicago neighborhoods. In

fact, many of the new residents of Hermosa moved to the area to escape crime
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in other areas of the city. In our survey, Hermosa residents (along with
North Austin residents) ranked highest in saying that "safety" was a "very
important" factor in moving to their current residence. Blockwatch groups
have been organized to fight crime. In the southern section of the community
25 out of 60 blocks now have such groups; this 1is a positive step toward

reducing crime.

Despite this level of community involvement, community organization is
relatively new to Hermosa. Community organizers refer to the need to'address
"basic" issues that have been ignored during years of relatively low community
activity. At some points they are fighting apathy. For example, while there
are significant overcrowding problems in area elementary schools--due in part
to the recent influx of young families into the area--some community leaders
have found it difficult to mobilize parents to influence policies at local
schools where multiple classes are being held in auditoriums and gyms.
Related to the limited community organization has been 1limited help from
elected officials. Community leaders were quite emphatic about the lack of
help from local aldermen; as one person put it: "one of the biggest fronts
going in the area is the alderman's office." One concern in particular has

been the lack of city inspections of multiple-unit dwellings in the area.

Although Hermosa's housing market has not collapsed in the past ten
years, there are a number of signs that could spell instability in the
future. The changing economic profile of the residents--for example,
increased levels of poverty and increased numbers of female-headed
households--raise some concern. The existence of deteriorating commercial and

rental properties is weakening confidence in the community as well. Perhaps
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most important is the strong possibility that relatively large numbers of
residents will move out of +the area in the next five years. This residential
instability casts doubt on the future. Trends over the past ten years
indicate a decline in income. Unless substantial efforts are made by the
city, the schools, and elected officials to improve the neighborhood, further

deterioration is likely to take place.

A home equity program could help to maintain some confidence in
Hermosa's housing market. The majority of Hermosa residents favored the
program; of this group a majority were willing to pay for the coverage (Table
F). However, this would only be a temporary stabilizing measure if nothing
else were done. Clearly, Hermosa is facing problems that are making
homeowners quite uneasy. The majority of Hermosa homeowners felt that a
number of factors wili cause housing values to drop: increased crime, housing
deterioration, low-income people moving into the neighborhood, and realtors'
panic peddling (see Table 1I). Most of these factors are now present,
therefore, it will not be surprising if homeowners leave the area if they have
the opportunity. There is a need for a very basic improvement of various
facets of the community. The city should provide support for community
organizations trying to deal with the more troubling facets of this
community--most notably poor city services, perceptions of rising crime, poor
maintenance of apartment buildings, lack of city building code enforcement,
and deteriorated commercial properties. Home equity might work for Hermosa,
but only in the context of substantial improvement in city services to the

community.
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Notes

Chicago Community Factbook 1980, p. 52.

People who answered questions, "don't know" are not included in these
figures.

Over 40 percent of those responding that they were likely to move also
indicated that they planned to move outside the Chicago metropolitan
area. This could mean that Mexican Americans hope +to move back to
Mexico and Puerto Ricans plan to move back to Puerto Rico, but this
specific question was not asked on the survey.
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Explanation of Legend on Graphs

Graph: Homeowner Satisfaction With Community
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Table 3.1
COMMURMITY FROFILE

Hermosa

Total Fopulation, 1580 1%, 457
change from 1970 =1 .4
percent black, 1980 .4
percent Hisparnicoc, 1980 o

Fopulation in different hons
five vears ago, as of 1980 i, FU

Median Years, education i1.4
Median Family Incomes #®1%,118

percent change in
real dncome, LP6Y-FY R

percent families earning
over $30, 000, 1979 20.E

percent families in
poverty, 1979 10,0
Total Housing Units TN EVE

percent single units EE 2

pErcent owner--oooupil ed 44,35

Median VYalue, single-family
Fesase, | ¥ Fadd, POO

~cernt wi bl

f%‘mjw h@ad, 1?&@ B0, O




TABLE 3.2

MEDIAN SINGLE-FAMILY HOME PRICES - 1975, 1980, 1983

HERMOSA

1975 1980 1983
SALES/MEDIAN SALES/MEDIAN SALES/MEDIAN

Entire $ $ $
Community Area 80 23,400 57 44,900 92 748,750
Tract 2001 12 30,250 13 58,500 25 55,000
2002 14 26,750 7 55,000 19 52,000
2003 15 23,000 13(b) 35,000(b) 6 45,650
2004 32 21,500 22 42,000 31 43,000
2005 5 17,500 10 30,000 11 39,000

2006 * * * * * *

Notes: (a) means that the sales from 1975 and 1976 were combined in order
to have a total for each tract of five sales.
(b) means that the sales from 1979 and 1980 were combined in order
to have a total for each tract of five sales.
(c) means that the sales from 1982 and 1983 were combined in order
to have a total for each tract of five sales.
(*) means that the combining of sales from two selected years still
did not give the minimum of five.




TABLE 3.3
CHANGE IN MEDIAN PRICES BETWEEN SELECTED YEARS
HERMOSA

AVERAGE ANNUAL COMPOUND RATE OF CHANGE

1975/1980 1980/1983 1975/1983

Entire
Community Area 13.9 2.8 9.6
Tract 2001 14.1 2.0 7.8
2002 15.5 1.9 8.7
2003 9.7 7.8 8.9
2004 14.3 0.8 9.1
2005 11.4 9.1 10.5

2006 * * *




TABLE 3.4
HERMOSA

Percent Single Units Sold (1979-1983), Rank, and
Average Annual Rate of Change, Rank, by Tract

Percent Single Average Annual
Units Sold, Sales Rate of Change, Change
Tract 1979-1983 Rank 1975-1983 Rank
2001 14.2 5‘ 7.8 5]
2002 25.1 1 8.7 4
2003 21.3 4 8.9 3
2004 22.0 3 9.1 2
2005 23.6 2 10.5 1
2006 12.2 5] * *

Total 19.38 9.6



TABLE 3.5

New and Established Homeowner Satisfaction in Hermosa

(percent)
Homeowners
New Established
very satisfied,
with neighborhood 50.0% 34.9

neighborhood will be
the same or better
in the future 71.4% 66.1




CHAPTER FOUR
NORTH AUSTIN

North Austin is a case study in rapid community change. It is a
changing community which can be contrasted with more stable moderate-income
communities. While this chapter ﬁill focus on the nine North Austin census
tracts north of Division Street (see Map 4.1), characteristics of the entire
Austin community are relevant to the present discussion. The northern nine
tracts were selected because in 1980 the area had a moderate-income level, a
high homeownership rate, and a high percentage of black residents. To most
Chicagoans Austin has become synonymous with community instability, racial
change, housing deterioration, and all the problems associated with econonmic
decline in urban neighborhoods. With a 1980 population of 138,000, Austin is

the largest of Chicago's 77 community areas.

The population of North Austin was 37,000 in 1980. This represented an
increase of 6.5 percent over the 1970 population. Up until 1960 North Austin
was all white; virtually no Hispanics, blacks, or other minoritiesv lived in
the community. By 1980, 21.4 percent of the population was black, 16.8
percent Hispanic, and 6.0 percent Oriental. The Asians now 1living in North
Austin are predominantly Filipinos. Given the rapid changes that have taken
place since 1980, these figures underestimate the percentage of minority
groups in North Austin. For example, the survey indicates that approximately
60 percent of the population in North Austin is now black. Racial
resegregation has followed a path from the southwest corner of the community

toward the northwest.
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There have been increased signs of economic st;ess in North Austin.
When one compares North Austin between 1970 and 1980, in all census tracts,
except the isolated tract in the northwest corner of the community, the
proportion of residents living below the poverty line increased substantially;
in most cases the poverty rate more than doubled. (Table 4.2 shows the 1980
poverty rates). Another measure of socioeconomic stress is the sharp rise in
female-headed families between 1970 and 1980. Rates increased substantially
for all tracts east of Central Avenue. Tracts 2507, 2508, and 2509 reported
proportions of female-headed families in 1980 which were at least double, and
in one case almost triple, the rate ten years earlier. Almost one third of
the families in this area are female-headed. This is consistent with the high
poverty rates shown in 1980. Not surprisingly, North Austin witnessed an 11.3
percent decline in real wages in the 1970s. All indicators are that this
decline has continued into the 19808. What relationship has there been between
the economic instability of North Austin's population and the character of the

community's housing market?

Housing value trends do not mirror the income decline and poverty trends
of the community's new residents. There has not been a precipitous drop in
property values. Even though by some measures this might be the most rapidly
changing of the six communities studied, it has maintained reasonably strong
property values. Examining actual sales data from 1975 to 1983, North Austin
single-family housing prices have been consistently higher than all
communities except Belmont Cragin. North Austin had the second highest median
sales prices in five of the seven years we examined--1975, 1976, and 1979-1983

(see Table 4.3). While prices in the eastern neighborhoods were weak, these
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were compensated for by higher prices in the rest of the community. From 1975
to 1983, +the annual rate of appreciation was 8.5 percent for the entire

community (Table 4.4).

There has been a shifting in the pattern of North Austin house values
relative to neighboring Belmont Cragin. For example, calculating North Austin
single-family median prices as a percentage of Belmont Cragin median prices,
it appears that the relationship between North Austin and Belmont Cragin
reversed in the 1970s. In 1970, North Austin had higher housing prices than
Belmont Cragin as a whole. According to the U.S. Census the median-priced,
single-family house in North Austin was 106.5 percent of Belmont Cragin's
median-priced single-family house in 1970. By 1980, the Census shows that
Belmont Cragin had higher housing values; in that year, North Qustin
single-family houses had dropped to only 93.9 percent of the Belmont Cragin
median. Using data from actual sales, one still sees a changing relationship
between Belmont Cragin and North Austin. As shown in Table 4.6, actual sales
data from 1975, 1976, and 1979 show a similar relative drop in North Austin
values. However, by the early 1980s this trend has apparently changed.
Higher appreciation rates in North Austin and lower appreciation rates in
Belmont Cragin appear to have contributed to a narrowing gap in housing
values——-although Belmont Cragin still has higher values. There is, however,

substantial variation in housing values from tract to tract in North Austin.

The two easternmost census tracts--2501 and 2509--had the lowest median
single-family housing values of all North Austin tracts, $38,500 and $25,000,
respectively. Because these are small tracts, housing appreciation data are

not entirely reliable. However, the fact that housing prices are so low,
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combined with the poverty rate in these tracts--20.7 percent of the families
in tract 2501 and 16.5 percent in 2509--indicates fhat these neighborhoods are
best characterized as poor, not middle-income areas. Moreover, this appears
to have been the case in tract 2501 as early as 1970. The area that seems to
be distinguished from the rest of North Austin is that area between
Narragansett and Harlem, north of North Avenue. The median income, median
house wvalue, level of home ownership, and median age are all>higher in this
area. This is én area of neat brick bungalows that are well maintained. In
1983 the median price of a single-family house in Census tract 2505 was
$75,000; the next highest median house price in North Austin was $52,000. The
?ract 2505 median is also higher than the median price for any census tract in
all of Belmont Cragin in 1983. There is a noticeable difference between this
neighborhood and streets just a few blocks east. It seems closer in character
to Belmont Cragin a few blocks to the north and Oak Park a few blocks to the
south. What is interesting to see is how change has spread from the eastern
area, and the effect, if any, it has had on housing prices in North Austin

neighborhoods.

The entire area east of Austin Boulevard has shown higher appreciation
rates than the blocks west of Austin Boulevard--an area which actually has
higher housing prices. Between 1975 and 1983, tracts 2506, 2507, and 2508 saw
houses appreciate at annual rates close to or above the city average (see
Table 4.4). The section of tract 2504 east of Austin Boulevard (tract 2504.2)
and the whole of tracts 2503 and 2502 also reported rates approaching or above
the city average. At the same time, the area of North Austin with the highest

housing prices-—-tract 2505--and the western portion of tract 2504 (tract
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2504.1) reported appreciation rates much lower than the city or community
area. The annual appreciation rates in these two areas were 6.9 and 5.6
percent, respectively. Nevertheless, these areas did still maintain their
significantly higher housing prices; the median sales price in 1983 was
$75,000 in tract 2505 and $57,000 in the western portion of tract 2504. This
raises some questions as to the pattern of housing values and what factors

make certain areas susceptible to change.

Housing prices do not‘change in a strict geographical sequence. For
example, although the easternmost tracts have exhibited the most economic
stress, poverty has not moved in an even pattern westward. Although the
poverty level increased in both 2507 and 2508 in the 1970s, it was more marked
in 2507--further to the west. The difference between the two tracts is the
proportion of single-family dwellings and owner-occupied units. Thirty-three
percent of the housing in 2508 is single-family, while less than 20 percent of
the housing in 2507 is single-family. Although both areas have a substantial
number of two-flats, tract 2507 has a higher proportion of multiple unit
buildings with three or more apartments. In tract 2507, 36 percent of all
units are in three-flats or larger buildings, while only 28 percent of the
units in tract 2508 are in such multi-unit buildings. It is not surprising
that the 1980 owner-occupancy rate in tract 2508 is higher than that in
2507--51 percent versus 40 percent. It is likely that this has contributed to
the slower rate at which the low-income population has moved into tract :2508.
This shows a leapfrogging of neighborhood change toward those neighborhoods
with more apartment units--units which represent opportunities for quicker

population change. These changes may ultimately affect homeowners' perception
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of the neighborhood. This does not suggest that areas of high single-family
building concentration and high owner-occupancy rates are resistant to
change. It merely shows that change may occur more slowly--and may give
elected officials and community leaders more time to intervene to halt
neighborhood deterioration. However, one must realize that even though we
have been talking about negative neighborhood change, housing prices have been

appreciating at rapid rates in these "changing"” neighborhoods.

Particularly striking in the sales data for North Austin has been the
high volume of sales. No other community studied showed such high percentages
of houses sold. As shown in Table 4.5, between 1979 and 1983, the ratio of
house sales to total housing units was as high as 42.6 percent.1 Five of North
Austin's nine Census tracts recorded rates above 30 percent. No tract in any
other community studied had rates as high. What is even more interesting is
that these five census tracts (2502, 2503, 2506, 2507, and 2508) reported the

highest annual appreciation rates for North Austin in the time period

studied.

The relatively strong real estate prices were seen in census tracts that
have experienced racial resegregation. Therefore, the experience of North
Austin is evidence of what sociologists and economists have already
reported--initial racial change does not generally result in a drop in housing
prices. As noted earlier in this report, past research has indicated that
anticipation of racial change on the part of white homeowners can lead to
"panic selling" which can reduce housing prices temporarily. Prices generally
return to or exceed previous levels when integration and resegregation

actually occur. The increase of house wvalues in North Austin seems to
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represent this tendency to return to previous levels after racial change has
taken place. In addition to this factor, housing prices may remain the same
or even increase because of the pent-up demand for quality single-family
houses by moderate-income blacks. In the case of North Austin, that demand
was further increased by Hispanics and Asian-Americans who also sought housing
in the area. As indicated in interviews with community leaders, this
fast-paced housing market may have been further fired up by questionable
tactics among some real estate agents who have put pressure on long-time

residents to move out.

However, what may be following shortly (within ten to 15 years) on the
heels of housing succession from middle-income whites to middle income blacks
is a second wave of succession to lower income individuals. As already noted,
census tracts 2502, 2507, and 2508 have experienced substantial jumps in
poverty rates in the 1970s. Tracts 2501 and 2509 (tracts with relatively small
populations) already had high levels of poor residents in 1970. Similarly, the
real income decline in these extreme eastern tracts was higher than that
experienced in the western tracts. The decline in the income base of the
community may have been due to practices of some real estate agents who have
steered lower income families into the area. One community leader reported
that at certain times over the past ten years real estate agents—-many of whom
did not have established offices in the area, but were instead "working out of
their cars"--have been significant forces in changing the character of North

Austin. Both the Chicago Fact Book and the Melaniphy report identified

Austin's problems: overcrowded schools, an increasing number of absentee

landlords, and ‘"unscrupulous" real estate companies that "manipulated" racial
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fears of the community.2

Commercial property decline has fed negative perceptions of the North
Austin community. Small businesses are also showing signs of stress.
Deterioration of commercial strips on major thoroughfares is quite apparent.
Other than the Brickyard Mall, which is actually outside of Austin, there is
no business strip that displays any vitality. North Avenue east of Austin
Avenue, an area that had been seen as a solid business strip a few years ago,
has deteriorated. This last remaining strong commercial area in the community
clearly has suffered from the general problems facing pedestrian oriented
businesses in an automobile age and from the more specific competition from

the nearby Brickyard shopping mall built in 1978.

Much of the community organization activity over the past two decades
has centered around real estate agent policies and red-lining practices of
insurance companies and banks. The primary community organization
representing North Austin--the Northeast Austin Organization (NAO)--has
continued to pressure for more control of real estate practices in the
northern area. Community leaders have indicated that in the past few years
the remaining homeowners in North Austin--particularly those north of North
Avenue--have "panicked" and, fearing racial change, have sold houses at low

prices. Despite this fear, many of the new residents of North Austin are

professionals often with incomes higher than previous white owners.

Future buying and selling behavior in extreme northwest Austin and in
southern Belmont Cragin may be based on whether or not residents in those

neighborhoods see the changes, which already have taken place in most of
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Austin, as inevitably affecting their adjacent neighborhoods. The
psvchological fears of nearby residents is based on tangible changes over the
last decade. However, a variety of intervention strategies could not only
slow down the rapid change, but could slowly change the perceptions of

residents in contiguous areas.

Although a high proportion of present North Austin homeowners indicated
that they would participate in a home equity program (see Table F), it is
unlikely that such a program would go far in solving many of the problems
facing North Austin. Over 70 percent of the respondents in our survey felt
that a home equity program would benefit their neighborhood. O0f this group,
over 60 percent were willing to pay for such a plan. However, with the
exception of the homeowners in census tract 2505, home equity insurance alone
is not likely to have a substantial impact in stabilizing the community.
Unlike the other communities studied, which are now stable or seeing the
beginning of some economic and social change, North Austin 1is right in the
middle of major changes. Those programs which are most 1likely to be
beneficial to North Austin are income support, job placement, day care, strict
building code enforcement, support for housing rehabilitation, closer
monitoring of the quality of rental properties, help for small retail
businesses, alleviation of overcrowding in the schools, cooperation with
community organizations attempting to fight neighborhood crime, and improved
city services. In many ways stabilization of this area is one factor that
will help to short-circuit any fears that residents in now stable areas of

Belmont Cragin may have about neighborhood change.
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Notes

This does not necessarily mean that 42.6 percent of the houses sold;
some houses may have been sold twice. Nevertheless, this is a very high

ratio.

Citywide Findings and Conclusions: Chicago Comprehensive Neighborhood

Needs Analysis Project, 1982. Submitted to the Honorable Jane M. Byrne,

1982, by Melaniphy and Associates, Inc.; and Chicago Community Factbook,

1980.
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MAP 4.6
NORTH AUSTIN
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Explanation of Legend on Graphs

Graph: Homeowner Satisfaction With Community
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having neighbors mostly of your own race

= affordable housing for the money
= friends or relatives lived here

this is where you grew up
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COMMUNITY PROFILE
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Tract

2501

2502

2503

2504

2505

2506

2507

2508

2509

TABLE 4.2

Families with Income Below the Poverty Line

North Austin,

1970 and 1980
(percent)

Percent Families Below Poverty Line

1970

15.7%

3.

5

1980

20.

10

17.

i1.

16.

T%

.4




TABLE 4.3

MEDIAN SINGLE-FAMILY HOME PRICES - 1975, 1980, 1983

NORTH AUSTIN

1975 1980 1983
SALES/MEDIAN SALES/MEDIAN SALES/MEDIAN
Entire_ $ $ $

Community Area 243 726,000 228 742,500 333 750,000
Tract 2501 x % £ % 6(c) 38,500(c)

2502 28 23,000 30 39,000 51 46,500

2503 13 24,200 21 41,000 38 49,450

2504. 1 17 37,000 12(b) 48,850(b) 21 57,000

2504.2 8 22,000 7 41,000 25 50,000

2505 79 44,000 37 68,000 59 75,000

2506 51 21,500 60 42,500 81 48,000

2507 18 21,500 29 41,000 31 46,000

2508 26 20,875 28 37,750 16 48,750

2509 * % 10 37,950 7 25,000

Notes: (a) means that the sales from 1975 and 1976 were combined in order
to have a total for each tract of five sales.
(b) means that the sales from 1979 and 1980 were combined in order
to have a total for each tract of five sales.
(c) means that the sales from 1982 and 1983 were combined in order
to have a total for each tract of five sales.
(*) means that the combining of sales from two selected years still
did not give the minimum of five.




TABLE 4.4
CHANGE IN MEDIAN PRICES BETWEEN SELECTED YEARS

NORTH AUSTIN

AVERAGE ANNUAL COMPOUND RATE OF CHANGE

1975/1980 1980/1983 1975/1983

Entire
Community Area 10.3 5.6 8.5
Tract 2501 * * *
2502 1.1 6.0 9.2
2503 1.1 6.4 9.3
2504 .1 6.4 4.5 5.6
2504.2 13.3 6.8 10.8
2505 9.1 3.3 6.9
2506 14.6 4.1 10.6
2507 13.8 3.9 10.0
2508 12.6 8.9 11.2
-13.0 *

2509 *



TABLE 4.5
NORTH AUSTIN

Percent Single Units Sold (1979-19383), Rank, and
Average Annual Rate of Change, Rank, by Tract

Percent Single Average Annual

Units Sold, - Sales Rate of Change, Change
Tract 1979-1983 Rank 1975-1983 Rank
2501 20.0 7 ' 13.6 1
2502 35.0 4‘ 9.2 7
2503 42.6 1 9.3 6
2504 17.6 8 8.5.
2504.1 5.6 9
2504.2 10.8 3
2505 10.1 9 6.9 8
2506 41.1 2 10.6 4
2507 36.5 3 10.0 5
2508 33.3 5 11.2 2
2509 25.5 6 5.1 10

TOTAL 24.4 8.5



Year

1975

1976

1979

1980

1981

1982

1983

Median Price of Single-Family Houses
North Austin Median as a Percent of Belmont Cragin Median

TABLE 4.6

1975-1983 (actual sales)

Percentage

77.6%

72

69.

75.

80.

81.

84.

.0

S,
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Avalon Park 5—-
Chicago Lawn and Belmont Cragin hide the fact that there has been
a considerable turnover in who is living in those communities. In
Belmont Cragin, 37.2 percent of the families had lived in a
different house five vyears previously; in Chicago Lawn, 43.1
percent of the families had moved during the five-year period.
In Avalon Park, however, fewer than 24 percent of the residents
responding to the 1980 Census had lived in a different house in
1975. This offers a striking contrast to the white communities
under study. While white neighborhoods have undergone population
changes, particularly in their peripheral areas, the middle-class
black neighborhoods (that is, Washington Heights as well as
Avalon Park) have retained the families that moved there once the
racial barriers broke down.

Because the black families that moved in have stayed, the
median age in Avalon Park is older now than it was a decade
ago. (See Map 4.5.) Median age 4in Avalon Park census tracts
ranges from 26.5 to 30.7, in contrast to a black city-wide median
of 24.9 years.

Avalon Park is a relatively comfortable community with a
median family income in 1979 of $24,209, well above the city
family median of $18,776 and substantially above the black family
median of $13,724. Although 9.7 percent of the families had
incomes below the poverty level, 37.5 percent of the families
were earning in excess of $30,000. Avalon Park residents exper-
ienced a wvery modest decline of 8.0 percent in real income

dollars between 1969 and 1979. This was the smallest decline of




Avalon Park 5~
all six community areas and considerably better than the ten
percent decline experienced by the city as a whole.

Avalon Park residents tend to be well educated, averaging a
median education of 12.6 years in 1980. Fifty-nine percent are
white~collar workers, located primarily in the technical/sales
and managerial/professional categories (36.7 percent and 23.3
percent, respectively.) These residents, on the average, are
more highly educated and have a higher family income than
residents of Washington Heights, Belmont Cragin or Chicago Lawn.
Perhaps this helps explain why the percentage of homeowners
financing their homes through FHA has decreased in Avalon Park a
a time when such financing is increasing in some other neighbor-
hoods. (See Table J.) Nonetheless, only 37.5 percent of new
homebuyers in this community are using conventional mortgage
financing packages. One-quarter of the new buyers used financ-
ing other than conventional, -FHA, or VA mortgages. These
may be homes that are passed down from parents to children with
financing handled within the family unit or they may be purchases
handled through other kinds of seller financing.

Several respondents indicated that houses tend to stay in
families and be purchased by the next generation after parents
die or moved away. In fact, ten percent of respondents in the
survey indicated that the fact that they grew up here was very
important in their decision to buy a home in the community.
Others mentioned that children of homeowners often wanted to

purchase in Avalon Park but were unable to because nothing was



Avalon Park 5-
for sale. The relatively low population turnover supports this
perception.

Avalon Park residents in the survey were uniformly optim-
istic about the future of their community: there were no home-
wners who thought the community would be a worse place to
live in two years; Avalon Park is the only community that had
such unanimous optimism. (See Table C.) Over 90 percent believed
it had become better or remained the same during the past two
years. (See Table B.) Ninety-seven percent believe the value of
their property has improved in recent years and 77 percent
believe that buying in the neighborhood now is a good investment-

(Tables D and E.) Unlike some other areas of the city, home-
owners who have been in the community for six years or more are
just as pleased with their neighborhood as the newcomers. In
fact, most of the homeowners (55.1 pércent) even claim they would
not move 1if property values vwere to drop. With this kind of
enthusiasm for their community, it is little wonder that the
adult children wish to remain.

The major institutions in the community include Chicago
Vocational High School, two public elementary schools and a
Catholic school that draws heavily from neighborhood families.
One respondent noted that "anybody making $30,000 or more will
probably send their children to a magnet school or a private
school."

This community area appears to have a strong block club

structure. It also shares a community orgnization, the Avaloen



Avalon Park 5-
Park-Chatham Community Council, with its neighboring community.-
This group, according to its president, has 1100 paid members and
monthly meetings that average over 100 in attendance. A major
concern of the membership is housing. The Council is developing
a program of monitoring problem buildings to insure that complai-
nts get some action, in housing court if necessary. Their major
concern is multi-unit buildings, particularly those with more
than six units, where there is frequently absentee ownership.

As in other Chicago communities, the residents are worried
about crime, gangs, and the quality of their schools and the
business people are concerned with the vitality of the commercial
area. Eighty-seventh Street, which is the southern boundary of
Avalon Park, is the major shopping strip. According to local
business people, there has been an infusion of new small busines-
ses along this street in recent years. The 87th Street Business
Association has received.annually increased amounts of money from
the city's Department of Economic Development over the past five
vears. The Melaniphy Report noted that some residents believe the
strength of this commercial strip is due to the fact that it lies
within a precinct which has been dry for years: no bars, taverns,
or ligquor stores are allowed in these blocks.1

Citicorp Federal Savings and Loan and Talman Home Federal
Savings both have branch offices in the community. Talman opened
its office about five vyears ago, and one of its executives
estimates that it and Citicorp now probably handle about 50

percent of the mortgages in the community. Independence Bank and

5




Avalon Park 5-
Seaway Bank, both large black-owned banks, also do a lot of
mortgage business in the community.

In recent years there has emerged a major threat to the
stability of this community: unemployment. Many of the white-
collar workers here found employment with local or federal
government agencies during times of expansion and affirmative
action; the cutbacks in recent years have had a disproprotion-
ately severe effect on the black middle class. Many of the
blue-collar workers had jobs with the steel 1nillé, jobs with
union security and wages. The plant shutdowns in South Chicago
have put many of these middle-aged men and women out of work and
worried about the mortgage payments.

Another sign of instability may be the increased numbers of
households with female heads. The total has jumped from 14.5
percent of families in 1970 to 32 percent in 1980. In the small
Census tract in the ﬁortheastern corner of Avalon Park, 4501,
over 50 percent of the families are female-headed now and over 25
percent have incomes below the poverty level. This Census tract
is out of character with the rest of Avalon Park, but it is very
small, populated by only 555 people, and somewhat set off by
itself due to the Skyway to the north and east and 79th Street to
the south.

There are only 212 housing units in tract 4501, 50 percent
of which are owner occupied. O0f the 97 single-family homes here,
18.6 percent were sold between 1979 and 1983. (Table 5.4.) In

1980 the actual median selling price was $26,000, although the




Avalon Park 5-
median value which people reported to the census was $30,200. In
tract 4502 actual sales figures in 1980 were virtually identical
to census reports; in tract 4503 the actual sales median price of
$42,750 was considerably higher than the census reported value of
$37,000.

In tract 4502 the median single-family house ;elling price
had risen to $45,000 by 1983, an average increase of 4.3 percent
per year. Tract 4503 had a 1983 median selling price of $47,500,
an annual compound increase of 3.6 percent over those three
years. Property values here are solid and stable, as Tables 5.2
and 5.3 show.

Avalon Park residents do not subscribe to the notion that
minorities moving into a white neighborhood cause property values
to drop. However, a substantial proportion (839.7 percent) do
believe that low-income people moving into a neighborhood has a
negative effect on proberty values. (See Table I.) One-third of
the homeowners indicated that having neighbors of a similar
income was a very important reason for their moving into Avalon
Park. Even more see realtors' unscrupulous practices (56.5
percent) and fear and ignorance on the part of residents (63.2
percent) as negative forces. Virtually all of the residents
here, as in the other communities, believe crime and housing
deterioration are major factors in neighborhood decline. Unlike
other communities, however, these residents do not think their
neighborhood has experienced such declines.

It is interesting to note the similarities in this community




Avalon Park 5-
between 1980, when it was all black, and 1960, when it was all
white. Household density 1is an identical 3.3 persons. The
percent of the population living below the poverty level is
slightly higher (9.7 percent in 1980 compared to 6.1 percent in
1960), but this is still far below the city average of 16.8
percent in poverty in 1980. The percent of white collar workers
has increased and the median school years completed has gone up
over those two decades. The picture is one of a community that
changed totally with respect to race but virtually not at all
with respect to economic and social class characteristics.
Housing values remained strong.

In fact, compared to all the other communities, Avalon Park
had the highest median years of education in both 1970 and 1980.
Washington Heights persisted as second highest during the pefiod
that it also changed racially. The lower average education in
the white communities is likely due to the fact that their
populations are more heavily comprised of elderly people, who
tend to have less education.

Two-thirds of the homeowners in Avalon Park (65.9 percent)
think home equity would benefit the community, but only 39
percent would consider paying for it themselves. Most of those
Qho would consider paying would be willing to pay $100 per vear,
but few are willing to pay more than that.

Open-ended responses in the interviews suggest this lukewarm
response is a result of the fact that most owners do not think it

necessary. We received responses like the following:




Avalon Park 5~

"This is home. I don't plan to move."

"It's not important to me if [property values] drop;vthis is
my home."

"No concern to you whether values go up or down [if you are]
not planning to move."

Community leaders also express their belief that a home
equity guarantee program may not be all that attractive here. As
one banker put it, "The only advantage of the program is if
people are thinking about selling. If [you] are not selling, the
value of your property makes no difference to you." The presi-
dent of the Chatham-Avalon Park Community Council expressed
similar feelings: "When home turnover is as small as we have it
here, it doesn't seem that insurance would be that inviting."

Indeed, a majority of the homeowners (55.1 percent) answered
"No" when asked if they would move out of their neighborhood if
they thought fhe value of their property was going to drop. In a
similar vein, only 4.3 percent of the homeowners consider
themselves very likely to move out in the next five vyears.
Adding those who are "somewhat 1likely" to move in five vyears
increases that figure only *to 7.2 percent. There is a stronger

commitment to remaining in their community among Avalon Park

residents than was found in any of the other communities survey-
ed. While a home equity guarantee program might provide addit-
ional security to these homeowners, they seem already to have a
very high degree of confidence in the future of their neighbor-

hood.
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MAP 5.5
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MAP 5.7
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Explanation of Legend on Grapis

Graph: Homeowner Satisfaction With Community
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Tahle 5.1

COMMUNMITY PROFILE
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TABLE 5.2

MEDIAN SINGLE-FAMILY HOME PRICES - 1975, 1980, 1983

AVALON PARK

1975 1980 1983
' SALES/MEDIAN SALES/MEDIAN SALES/MEDIAN
Entire $ $ $
Community Area 97 *22,000 36 739,200 55 ¥47,000
- Tract 4501 8(a) 15,450(a) 9(b) 26,000(b) * *
4502 61 22,000 22 39,700 35 45,000
4503 32 21,725 10 42,750 19 47,500

Notes: (a) means that the sales from 1975 and 1976 were combined in order
to have a total for each tract of five sales.
(b) means that the sales from 1979 and 1980 were combined in order
to have a total for each tract of five sales.
(c) means that the sales from 1982 and 1983 were combined in order
to have a total for each tract of five sales.
(*) means that the combining of sales from two selected years still
did not give the minimum of five. |




TABLE 5.3
CHANGE IN MEDIAN PRICES BETWEEN SELECTED YEARS
AVALON PARK

AVERAGE ANNUAL COMPOUND RATE OF CHANGE

1975/1980 1980/1983 1975/1983

Entire
Community Area 12.2 6.2 10.0
Tract 4501 12.2 * *

4502 12.5 4.3 9.4
4503 14.5 3.9 10.3




TABLE 5.4
AVALON PARK

Percent Single Units Sold (1979-1983), Rank, and
Average Annual Rate of Change, Rank, by Tract

Percent Single Average Annual

Units Sold, Sales Rate of Change, Change
Tract 1979-1983 Rank 1975-1983 Rank
4501 18.6 1 16.2 1
4502 7.5 2 9.4 3
4503 5.8 3 10.3 2

TOTAL 6.3 10.0
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Chicago Lawn 6-
Hispanic by 1980. At the time of the 1980 census, 43.1 percent
of Chicago Lawn's population was living in a different home than
five vyears previously.

During the 1970s racial change was localized in a fewcensus
tracts along the eastern edge of the community. While tract 6607
in 1980 was 90 percent bléck, tract 6601 (with only 166 resi-
dents)was 38 percent black, and tract 6610 was 36 percent
black, the other tracts showed no black residents at all in
1980. These three tracts that had experienced substantial change
all lie entirely or substantially to the east of Western Avenue,
the street which became the new community boundary to most white
residents during the 1970s.

The Hispanic population, by contrast, 1is sprinkled through-
out the area. By 1980 every census tract, with one exception,
had more than 5 percent of its population designated as Spanish-
speaking. The one exception was the census tract (86607) that was
virtually all black.

Thus, while the community-wide figures of 10 percent black
and 11 percent Hispanic show these two groups to be in Chicago
Lawn in comparable numbers, the actual distribution of +their
populations follows strikingly different patterns. Those who know
the community estimate that, since the last census, there has
been a substantial increase in blacks east of Western Avenue and
a few black families locating west of Western, but there has been
a significant increase in Hispanics throughout the community,

with some estimating Hispanics to now be over one- third of this
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community's population.

Other new immigrant groups, notably those from Asian and
Middle Eastern countries, have also begun to settle here in
sizeable numbers during the past decade. Thus, this area con-
tinues the ethnic diversity that was its characteristic for years
as Lithuanian, Polish, German, Irish, and Italian families
settled here. The new ethnic groups, however, have not always
been readily accepted by some of the older white ethnic groups.
Particularly, some residents of this community have been resista-
nt to the prospect of racial integration. Many, viewing the
experiences of other communities, are convinced that integration
is not possible and fear a total resegregation if black families
move in.

Prior to World War II, black Chicagoans were restricted to an
area of the city that was increasingly unable to contain their
growing numbers. When those boundaries finally dissolved in the
1950s and 1960s, black families, overcrowded in ghetto resi-
dences, rapidly spilled into the communities adjacent to the
"hlack belt". In addition, a number of black families had by then
achieved middle-class status. Once the opportunity for home
ownership became available, they eagerly seized it. As black
families moved in to South Side neighborhoods, white families
moved out. Many Scuth Side communities resegregated rapidly.
Some white families in Chicago Lawn have relocated two or three
times, continually moving a few blocks west to stay ahead of

racial change. Other South Side white families simply made &

w



Chicago Lawn 6-4

single jump to the suburbs.

Chicago Lawn is going to look different in ten years. There
is consensus on that point among the leaders of the community.
As indicated above, the ethnic make-up of the community is
shifting. In addition, the white population is aging: in 1980,
17.7 percent of the population of Chicago Lawn was 65 years of
age or older. As these elderly residents die or leave their
homes, there will inevitably be new families moving in.

The percentage elderly in Chicago Lawn is comparable to the
percentages found in other white Northwest and Southwest Side
communities (Belmont Cragin, for example, has 18.8 percent over
65), but it is markedly different from the age structure in black
and Hispanic communities. In Washington Heights, for example,
only 4.9 percent of the population is over 65; in Avalon Park,
6.1 percent of the population is elderly.

Median age figures for each census tract provide another way
of looking at this situation. In 1980, in the city as a whole,
Latinos had a median age of 22.2, blacks of 24.9 and whites of
38.7.1 Two census tracts in Chicago Lawn (6609 and 6611) had
median ages over 40. Tract 6609 'in the heart of Marquette Park
had a median age of 49.4 and was all white in 1980; it is
adjacent to tract 6607, which 1is 90 percent black and has a
median age of 22.83.

The age characteristics of these populations are important
in understanding reactions to social change. A neighborhood

where most people are middle-aged or older is used to having few
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children around and social structures and relationships geared to
an older population. The population per household figure is
another indication of these differences. Chicago Lawn families
average only 2.6 persons per household; by contrast, neighboring
West Englewood averages 3.9 and Auburn Gresham averages 3.4
persons. Even the middle-class black communities of Avalon Park
(3.3 persons) and Washington Heights (3.6 persons) show a greater
per household population. When a community comprised over-
whelmingly of children and young adults begins to encroach upon a
neighborhcod of older people--particularly when racial differe-
nces are added to the picture--a clash of lifestfles is almost
inevitable.

Another consequence of an aging population was pointed out
to us by a number of people: Older residents often do not have
the resources or the ability to provide proper maintenance on
their homes. Thus, property may more rapidly deteriorate. One
respondent in the survey observed: "This neighborhood is dying
because 80 percent of the people on this block are retired.
They're ready to die. They're not going to upgrade their proper-
ty. The only way this neighborhood could stay alive is to sell
houses to younger people." Elderly residents on fixed incomes
may also have more difficulty finding the financial resources
necessary to invest in an additional program such as that
proposed for home equity.

In some instances, the new ethnic groups and the old are

similar. In those Chicago Lawn census tracts where information is

o




Chicago Lawn 6

available for minority families, their family income differs
little from that of the white families living there. In tract
6610, for example, the 1980 median family income for the entire
population was $20,761; for black families it was $22,3186. In
tracts 6602, 6603, 6606, and 6608 where income of Spanish-speak-
ing families was reported, 1t was comparable to white family
income and consistently higher than the city-wide median of
$15,627 for Spanish-speaking families.

Tract 6607, however, which is now all black, has a median
income of $16,759, which 1is considerably below the community
average. In 1970, before racial change occurred, this tract had
a median family income that was just about at the community
median.?2

These figures—-—-across the census tracts—--support one
classic theory of racial change. The first minority families to
move into a community are comparable in income to the white
families 1living there. Housing wvalues in such communities may
remain strong as long as the market is not suddenly flooded with
houses. However, massive white flight produces a supply of homes
that far exceeds the demand among middle-income blacks, depresses
the wvalue of housing, and facilitates the movement into the
neighborhood of minority families who are not in a comparable

economic bracket.

One of the unanswered gquestions in the community is whether
3 -
young white families, black families, Hispanic families, or some
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Some of the respondents who were negativerabout the feasi-
bility of home equity felt the neighborhood was "tco far gone" to
be saved; others expressed serious reservations about such =a
program and the risks entailed. One respondent who thought the
program would be of no benefit said, "The only way to guarantee
neighborhcod stability is to guarantee that people don't move
out...", Ironically, of course, this is just what the program
proposes to do.

Somewhat more than one third of the respondents (37.7
percent) indicated they would consider paying for such a program
and most of these (79.8 percent) would be willing to pay $100 per
year. But fewer than half of that number would pay $200 per year
and only one fifth of that number would consider going higher.
Residents west of California Avenue again are somewhat more
supportive, with 40 percent willing to pay, compared to 34
percent of the homeowners east of California.

Clearly, home equity is a program.that needs to be sold to a
somewhat skeptical populace in Chicago Lawn. Although a majority
of homeowners here believe the program would be of benefit, there
is less enthusiasm in this community than in any of the others we
loocked at. (See Table F.) Many homeowners would apparently not
remain even if such a program were in place; many white residents
admit they simply do not want to live in a community where
growing numbers of neighbors are black, Hispanic, or Middle
Eastern. On the other hand, in the words of one community

leader, "Home equity would give people a choice." If some
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1.Gary Orfield and Ricardo M. Tostado (eds.), Latinos in Metro-
politan Chicago: A Study of Housing and Employment. A Report to
the Latino Institue, Chicago, 1983.

2. The community wide median family income for Chicago Lawn in
1970 was $11,582. For census tract 6607, the median family
income was $11,333.
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MAP 6.2
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MAP 6.3
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MAP 6.4
CHICAGO LAWN
CHANGE IN MEDIAN FAMILY INCOME
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MAP 6.5

CHICAGO LAWN
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MAP 6.7

CHICAGO LAWN

MEDIAN HOUSE PRICE, 1983
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CHICAGO LAWN
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Explanation of Legend on Grapis

Granh: Homeowner Satisfaction With Community
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TABLE 6.2
MEDIAN SINGLE-FAMILY HOME PRICES - 1975, 1980, 1983
CHICAGO LAWN

1975 1980 1983
SALES/MEDIAN SALES/MEDIAN SALES/MEDIAN
Entire. $ $ $
Community Area 466 723,000 193 740,000 202 745,000
Tract 6601 * * * * * *
6602 21 23,500 19 42,000 19 42,000
6603 38 23,950 14 46,500 - 19 45,000
6604 47 26,732 17 41,500 19 48,000
6605 39 24,900 17 44,000 20 46,400
6606. 1 18 22,000 14 39,000 6 39,500
6606.2 21 22,900 9 40,000 10 41,000
6607 50 17,250 18 26,100 6 40,250
6608.1 21 24,500 12 43,000 14 45,000
6608.2 13 24,000 9 38,500 9 45,000
6609.3 10 23,750 8 37,000 12 39,450
6610.1 43 22,500 17 40,000 20 42,000
6610.2 82 21,250 13 34,500 12 36,200
6611.1 29 29,900 10 51,250 17 56,000
6611.2 32 26,750 13 47,000 19 48,000

Notes: (a) means that the sales from 1975 and 1976 were combined in order
to have a total for each tract of five sales.
(b) means that the sales from 1979 and 1980 were combined in order
to have a total for each tract of five sales.
(c) means that the sales from 1982 and 1983 were combined in order
to have a total for each tract of five sales.
(*) means that the combining of sales from two selected years still
did not give a minimum of five.



TABLE 6.3
CHANGE IN MEDIAN PRICES BETWEEN SELECTED YEARS

CHICAGO LAWN

AVERAGE ANNUAL COMPOUND RATE OF CHANGE

1975/1980 1980/1983 1975/1983

Entire
Community Area 1.7 4.0 8.8
Tract 6601 * * *

6602 12.3 0.0 7.5
6603 14.2 -1.1 8.2
6604 9.2 5.0 7.6
6605 12.1 1.8 8.1
6606.1 12.1 0.4 7.6
6606.2 11.8 0.8 7.6
6607 8.6 15.5 11.2
6608.1  11.9 1.5 7.9
6608.2 9.9 5.3 8.2
6609.3 9.3 2.2 6.5
6610.1 12.2 1.6 8.1
6610.2 10.2 1.6 6.9
6611.1  11.4 3.0 8.2
6611.2 0.7 7.6

11.9



Percent Single Units Sold

Percent Single

TABLE 6.4

CHICAGC LAWN

(1979-1983), Rank, and
Average Annual Rate of Change, Rank, by Tract

Average Annual

Units Sold, Sales Rate of Change, Change
Tract 1979-1983 Rank 1975-1983 Rank
6601 16.7 1 *
6602 15.4 5 7.5 12
6603 12.0 9 8.2 2
6604 12.2 7 7.6 8
6605 11.8 10 8.1 5
6606 16.6 2 7.5
6606.1 7.6 8
6606.2 7.6 8
6607 12.1 8 11.2 1
6608 16.6 2 7.9
6608.1 7.9 7
6608.2 8.2 2
6609 16.5 4 6.5 14
6610 14.5 6 8.0
6610.1 8.1 5
6610.2 6.9 13
6611 10.1 11 7.1
6611.1 8.2 2
6611.2 7.6 3
TOTAL 13.2 3.8




Tract

6601
6602

6603

6605
6606.1
6606.2
6607
6608.1

6608.2

6610.1
6610.2
6611.1
6611.2

The median
was $23,000

TABLE 6.5

Chicago Lawn
Housing Sales Prices in Census Tracts
as Percent of Community Median,
1975 and 1983 (actual sales data)

1975 median sales price 1983 median sales price
as % of community price as % of community
(number of houses sold) (number of houses sold)

102.2 (21) 93.3 (19)

104.1 (38) 100.0 (19)

116.2 (47) 106.7 (19)

108.3 (39) 103.1 (20)

85.6 (18) 87.8 (6)

98.6 (21) 91.1 (10)

75.0 (50) ‘ 89.4 (8)

106.5 (21) 100.0 (14)

104.4 (13) 100.0 (9)

103.3 (10) 87.7 (12)

97.8 (43) 83.3 (20)

92.4 (82) 80.4 (12)

130.0 (29) 124 .4 (17)

116.3 (32) 106.7 (19)

sales price for single-family houses in Chicago Lawn
in 1975 and $45,000 +in 1983.



Tract:

6601

6602

6603

6504

6605

6606

6607

6608

6609

6610

6611

Madian

TABLE 6. 6
Chicago Lawn

Self Reported Housing Prices in Census Tracts
as Percent of Community Meddian,

1860, 18970, 1980

Median sales price as percent of community

1960 1870

101.7 98.9
100.0 100.5
82.0 84 .8
897.7 100.58
97.7 95.8
77.7 84 .4
108.7 100.5
105.7 96 .4
97.7 86.4
108.0 113.5

house values for Chicago Lawn

$19,200 in 1970; and $39,300 in 1980.

Source:

1960, 1970, and 1980 U.S. Census

1880

97.7
g95.4
100.8
108.4
85.7
81.4

938.7

82.4

115.3

were $17,500 Hdn 1960;




Differences Betwsen Homeowners Living East
and Homeowners

Presant Satisfaction

with Neighborhood:
very satisfied
somewhat satisfied
not satisfied

Perception of Neighbor-
hood's Future:

better

worse

same

Neighborhood is a
Good Investment

Very Likely to Move
in One Year

Very Likely to Move
in Five Years

Somewhat Likely to
Move 9n Five Years

House is Worth More
Now than Five Years Ago

Home Eguit Would
Benefit N'hood

Would be Willing to
Pay for Home Equity

TABLE 6..7

CHICAGO LAWN

iving West
Living West

Eastearn
Homeowners

22.0
42.4
35.6

55.
37.

[ BN )]

33.3

18.3

14.8

48.3

34

of

Western

Homeownars

37

12.

35.
58.

50.

17.

1.

64 .

59

40

of Califarnia
California Ave
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831
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Ave
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Average Annual Rates of Change in Madian Valus of Single

g

Family Houses from 1875 to 1983

Tracts,/Sub-tracts East

of

California Ave

[€9]

N

4]

5/8ub~-Tracts Wast
of California Ave

6605

§606.

6608.

6611
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TABLE 6.9
CHICAGO LAWN
"How Satisfied Are you Right Now with Things

in Your Neighborhood?"
(% saying "very" or "somewhat" satisfied)

New Buyers Long-Time Owners
(N=38) (N=116)

Quality of
Public Schools 61.9 39.2
Appearance of
Neighborhood 84.2 56.9
Reputation of
Neighborhood 85.7 58.6
Availability of
shopping 92.1 59.6
Property
Values 66.7 51.5
Safety 78.9 45.2
Convenience
to work 82.4 85.2
Public
transportation 91.2 88.9
Income level of
residents 90.0 75.4
Racial make-up
of neighborhood 81.6 54.1
Housing for
the money 100.0 76.9

Maintenance of
apartment bldgs 83.3 71.8
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MAP 7.4
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CHANGE IN MEDIAN INCOME
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MAP 7.7
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MAP 7.8
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Explanation of Legend on Grapis

Graph: Homeowner Satisfaction With Community

sch
apr
rep
shop
prpv
safe
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quality of public schools

appearance of streets, grounds, and buildings
reputation of neighborhood

convenience to shopping

the way property values are going

safety of the neighborhood

= convenience to work -
= availability of public transportation
= income level of others in the neighborhood

racial make-up of the neighborhood

= quality of housing for the money

maintenance of apartment buildings in the neighborhood

Graph: Why Moved to Neighborhood

schl
appr
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sfty
work
trnsp
prval
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hou
frnds
grew

quality of public schools

= appearance of streets, grounds, and buildings
= reputation of neighborhoaod

= convenience to shopping

= safety of the neighborhood

= closeness to work

availability of public transportation

= likelihood that property values would go up
= having neighbors of a similar income level

having neighbors mostly of your own race
affordable housing for the money

= friends or relatives lived here

this is where you grew up
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TABLE 7.2

MEDIAN SINGLE-FAMILY HOME PRICES - 1975, 1980, 1983

WASHINGTON HEIGHTS

1975 1980 1983
SALES/MEDIAN SALES/MEDIAN SALES/MEDIAN
Entire. $ $ $
Community Area 200 22,500 86_"40,000 102 _*49,900
Tract 7301 33 23,500 8 48,750 10 55,000
7302.1 11 21,900 8(b) 29,250(b) 8 45,450
7302.2 7 22,900 * X 11(c) 52,900(c)
7302.3 20 24,854 9(b) 39,900(b) 7 56,000
7302.4 24,750 16 43,500 7 47,000
7303 21,000 7(b) 45,000(b) 6(c) 46,750(0)
7304.1 20 19,800 8 33,750 9 50,000
7304.2 9 22,500 5 29,500 8 58,500
7305.1 23 22,000 6 44,450 11(c) 51,000(c)
7305.2 16 20,450 11 40,000 18 40,950
7306. 1 6 16,700 * ok 6(c) 33,500(c)
7306.2 24 21,250 11 38,900 10 47,900
7307.2 16 21,000 9 42,900 13 48,800

to have a total for each tract of five sales.

Notes: (a)means that the sales from 1975 and

1976 were combined in:odder
to have a total for each tract of five sales.
(b) means that the sales from 1979 and 1980 were combined in order

(c) means that the sales from 1982 and 1983 were combined in order

to have a total for each tract of five sales.

(*) means that the combining of sales from two selected years still
did not give a minimum of five.




TABLE 7.3
CHANGE IN MEDIAN PRICES BETWEEN SELECTED YEARS
WASHINGTON HEIGHTS

AVERAGE ANNUAL COMPOUND RATE OF CHANGE

1975/1980 1980/1983 1975/1983

Entire
Community Area 12.2 7.6 10.5
Tract 7301 15.7 4.1 11.2
7302.1 6.6 13.4 9.6
7302.2 * * 11.8
7302.3 9.9 10.1 10.7
7302.4  11.9 2.6 8.3
7303 1.3 0.9 11.2
7304.1  11.3 14.0 12.3
7304.2 5.6 21.6 12.7
7305.1  15.1 2.0 1.9
7305.2 14.4 0.8 9.1
7306.1 * * 9.7
7306.2 12.9 7.2 10.7
7307.2 15.4 4.4 11.1




TABLE 7.4
WASHINGTON HEIGHTS

Percent Single Units Sold (1979-1983), Rank, and
Average Annual Rate of Change, Rank, by Tract

Percent Single Average Annual
Units Sold, Sales Rate of Change, Change
Tract 1979-1983 Rank 1975-1983 Rank
7301 5.3 6 11.2 7
7302 5.7 3 10.8
7302.1 9.6 11
7302.2 i2.8 2
7302.3 10.7 9
7302.4 8.3 13
7303 4.7 7 12.3 4
7304 6.1 1 11.5
7304.1 : 12.83 4
7304.2 12.7 3
7305 5.8 2 §.9
7305.1 11.7 6
7305.2 9.1 12
73086 5.5 5 11.5
7306.1 14.4 1
7306.2 ' 10.7 9
7307 5.6 4 11.1
7307.1 *
7307.2 11.1 8

TOTAL 5.6 10.5



PART TWO

A HOME EQUITY PROGRAM FOR CHICAGO




CHAPTER EIGHT

SUMMARY OF COMMUNITY FINDINGS

There are a number of key findings in our research, some of which are

unique to this study while others reinforce past housing market research

findings. Some of our conclusions may support the perceptions of community

residents and leaders, but others may not. Our basic findings are as follows:

1.

The six moderate-income Chicago communities studied here did not suffer
property value losses between 1975 and 1983. In fact, propefty values
improved over that period. 1In the context of the feasibility36f a home
equity guarantee program, this is a positive findiﬂg; With the
exception of a few isolated Census tracts, there were not even
short-term property value declines. While the appreciation rates of
these communities did not match the rates experienced by faster growing
Chicago communities-—-for example, the northern lakefront
neighborhoods--or the newer expanding suburbs, this 1is not directly
relevant to the present-feasibility study. A home equity program is not
designed to guarantee maximum appreciation rates, but rather to protect

a homeowner's initial dollar investment in his or her home.

Despite an occasional decline at the tract level, no community area saw
a drop in housing prices during either the 1975-1980 period or the
1980-1983 time period (see Table 8.1). This later time period covers
years when the housing market was depressed nationally becauserf high

mortgage interest rates. At the same time, the annual compound housing

appreciation rates from 1975 to 1983, which ranged from 7.4 percent to
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10.5 percent in these communities, were generally close to or slightly

below the 10.3 percent rate for the city as a whole.

In terms of homeowner turnover and homeowners' commitment to remaining
in their present neighborhoods, the two black middle-income
communities--Washington Heights and Avalon Park--are the most stable

communities.

Residents of all communities indicated that the poor quality of public
education and the fear of crime are the two major concerns. These
worries appear strong enough to influence whether or not these
middle-income residents will stay in their neighborhood or move to
another community. An exodus of middle-income residents can adversely
affect property values. Consequently, if public officials do not act to
improve educational quality and reduce crime, property values will

suffer.

The majority of homeowners in all six communities, believe that a home
equity program would bolster confidence in their neighborhood (see Table
F). In four of the six communities a majority of the homeowners who
believe this are willing to pay for such a program. Although there was
slightly less willingness to pay in Chicago Lawn and Avalon Park, there
still was majority support for the program concept in these
communities. The low level of willingness to pay in Avalon Park appears
to be due to homeowner sentiment that property values in the community
are stable and there is little need for a program to guarantee them. On

the other hand, Chicago Lawn homeowners appear to have a low level of
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willingness to pay because they are skeptical about the future of their
community. At this point, they remain unconvinced that their paying

into such a program will have benefits for them.

5. Two communities--Belmont Cragin and Chicago Lawn--have a relatively
large proportion of older residents compared fo other Chicago
communities. In 1980, 11.4 percent of Chicago's population was 65 years
old or older; in contrast, 17.7 percent of Chicago Lawn's residents and
18.8 percent of Belmont Cragin's residents are 65 years old or older.
This points to a substantial housing transition in the next ten to 20

years in these communities.

6. Hispanic homeowners constitute a significant portion of new homeowners
in Belmont Cragin, Chicago Lawn, and Hermosa. In Belmont Cragin and
Chicago Lawn, Hispanic homeowners have incomes at least as high as, and
often higher than present residents. In these two communities,
Hispanics appear to represent a growing, potentially stable homeowner
base. This is in contrast to Hermosa, where Hispanic homeowners
indicate a much lower level of commitment to remaining in the

community.
Discussion

The state of the housing market in Chicago is, in part, a product of
homeowners' perceptions about their neighborhoods. Home value is less related
to the dollar value of brick, mortar, and wood and more related to how
"desirable" the neighborhood is to present and prospective homeowners. It is

particularly important to emphasize that a home equity program can influence
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the perceptions of prospective home buyers as much as the perceptions of
current residents. Both Belmont Cragin and Chicago Lawn will experience
significant turnover in their housing during the next two decades just because
of the age structure of their populations. 1In these two communities a home
equity program may be as important a confidence-builder to prospéctive
homeowners as it is to current residents who are evaluating whether to stay or

to move out of their neighborhood.

The housing market is also shaped by a number of institutional
actors--banks, insurance companies, real estate agents, and the city itself.
There is no question that +the actions of banks, real estate agents, and
insurance companies can affect homeowners' perceptions about the vitélity of
the neighborhoods studied. In their quest for a quick sale, the practices of
some real estate agents have served to undermine homeowners' confidence in
their community. Panic peddling, racial steering, and block-busting have been
concerns in Belmont Cragin, Chicago Lawn, Hermosa, and North Austin. A home
equity program cannot work unless there 1is strict regulation of institutions
involved in the housing market--institutions that might directly or indifectly

undermine homeowner confidence because they profit from quick turnover.

The neighborhoods we studied are not neighborhoods where people
speculate on the housing market, buying today with the hope of selling at a
grand profit tomorrow. Rather, these neighborhoods are places where people
have bought homes, where they have raised their families and continued to live
after their retirement. As long as they remain stable, it is improbable that
such areas will ever see appreciation rates as high as those experienced in

lakefront communities where mobile middle- and upper-income homeowners fuel
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rapid turnover rates.

On the other hand, the stable housing market in these areas could be
shattered if residents, for whatever reason, become increasingly anxious about
'the quality of life in their community. Panic selling because of fear of a
changing racial or economic base of residents can become a "self-fulfilling

prophecy."

A home equity program would greatly reduce the chances of such a panic
ever taking place, but it can only work within a context of other programs and
city services. Home equity is not a papgcea; it can only help to increase
homeowner confidence in already stable communities. That stability can be
undermined unless the city improves certain key services, such as housing code
enforcement, crime prevention, public education, fair housing law enforcement,
streets and sanitation services, economic development support, and

responsiveness to residents' inquiries and complaints.



TABLE 8.1

Annual Rates of Appreciation Based on Actual Sales
of Single-Family Houses, 1975-1983

1975-1983 1980-1983

Community Annual Appreciation Annual Appreciation
Belmont Cragin 7.4% 2.0%
Hermosa 9.6 ‘ 2.8

North Austin 8.5 5.6

Avalon Park 10.0 6.2

Chicago Lawn 8.8 4.0
Washington Heights 10.5 7.6

Chicago (entire city) 10.3 3.9



CHAPTER NINE

INTRODUCTION

The concept of insuring present home values in middle-income neighbor-
hoods has been discussed in various forms dﬁring at least the past dec-
ade.1 At least two Illinois communities, Oak Park and University Park,
have home equity programs. They have attracted considerable attention
among urban planners and people concerned about peaceful integration, but
we are not aware of any other programs actually implemented elsewhere in
the country. |

In 1973, a group of Oak Park residents suggested an 'equity assurance"
program to protect housing values against decline due to racial change in
the village, which is on the western boundary of Chicago. The village of
55,000 residents subsequently established a task force to study the feasi-
bility of such a plan. An ordinance establishing the program was approved
unanimously in 1977. Unlike the program structure outlined in Appendix V,
this plan only guaranteed against value declines due to racial change, and
eligibility was limited to the owners of single-family structures. The pro-

gram was, in part, a reaction to homeowner fears that within a decade Oak
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Park would become an all-black suburb with sharply reduced housing values.
The racial change and housing deterioration apparent in the adjacent Chi-
cago community of Austin helped to fuel these fears.

Between the program's creation and mid-1985, only 133 homeowners opted
to participate in it. Village officials do not see this as a failure.
Rather, they see it, in part, as an indicator of homeowner confidence that
resegregation will not take place and that housing prices will not be
affected by the integration which is occurring in all parts of the communi-
ty. Because of substantial housing value appreciation during this period,
there have been no payduts under the plan.

Oak Park housing officials are quick to point out that the equity guar-
antee program 1is not the only reason for the village's strong housing mar-
ket and its success in maintaining racial integration. The real estate
price boom of the 1970s, Oak Park's location close to the city, excellent
public transportation, and the suburb's positive image as a pleasant older

community attractive to young professionals have all helped to maintain sta-

bility. The village has also adopted a managed integration program, home

impr ovement incentives, vigorous pursuit of school integration, and a num-
ber of strictly enforced housing codes.2

In 1979, SPNF presented a detailed proposal for a similar home equity
guarantee program oﬁ the Southwest Side of Chicago. It was to have been
funded by a special property tax falling only on property owners in the cov-
ered area. Payouts would not be contingent on racial change. The program
was not approved by the city council.

That same year, Mario Cuomo, then lieutenant governor of New York, pro-

posed a pilot program for his state. It was to have been established in
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selected neighborhoods throughout the state. An aide to now-Governor Cuomo
commented that the home equity program was aimed at middle-income neighbor-
hoods where 'generally the problem is not physical decay'" but rather the
"psychological" panic and physical flight that result from middle-class
fears about the future of their neighborhood.3 Supported by President
Carter, the program was to have been initially funded by the federal govern-
ment. President Reagan, however, cancelled it in 1980.

With 'respect to the future in Chicago, we argued in Part One that a
home equity guarantee program could most effectively protect against the
actual decline of local property values and stem the tide of fear about the
possibility of such decline only if it were implemented in conjunction with
a number of other programs. All the programs combined, including home
equity guarantee, would constitute a comprehensive attack on both perceived
and actual neighborhood deterioration. Qur charge, however, was to focus
on the home equity guarantee portion of the overall attack.

The next chapter presents a discussion of the feasibility of such a
program in each of the six community areas.

Chapter 11 explains in detail the eight assumptions which we used to
determine possible program payouts. These assumptions cover a broad range
of likely and not-so-likely future occurrences. They are then applied to
data from the community areas in order to derive estimates of the worst pos-
sible losses, exclusive of any administrative costs, which a home equity
program might incur if property values were to decline. The 54 potential
loss estimates for each community area illustrate how the various factors

which contribute to neighborhood property values interact with one another.




NOTES

1. Information in this chapter is based on a number of published sources
and interviews, including the following: Interview with Al Gleinke, admin-
istrator of the Oak Park Home Equity Assurance Program, Oak Park, Ill., May
24, 1985; interview with Joseph Scully, president of St. Paul Federal Sav-
ings, Chicago, May 24, 1985; interview with Don Kelly, then vice president
of community relations for Talman Home Federal Savings, Chicago, June 24,
1985; telephone conversation with Ellen Conovitz, liaison to N.Y. Governor
Mario Cuomo, Albany, N.Y., July 26, 1985; telephone interview with Rita Mez-
zapelle, publisher of the Elmont [N.Y.] Herald, Elmont, N.Y., July 26,
1985; telephone interview with Shepard Drogin, aide to N.Y. Governor Mario
Cuomo, Albany, N.Y., Sept. 19, 1985; Michael A, Murray, "Reassuring the
Small Homeowner in Oak Park--An Interim Report on the Equity Assurance
Plan," prepared for the Village of Oak Park, Jan. 1976; Maureen A. McNama-
ra, "The Legality and Efficacy of Homeowner's Equity Assurance: A Study of
Oak Park, Illinois," Northwestern University Law Review, v. 78 (1984),
pp. 1463-84; Camiros, Ltd., "An Evaluation of Equity Assurance in Kanka-
kee," report prepared for the Kankakee, Ill., Community Development Agency,
June 1982; Village of Oak Park, '"The Village of QOak Park Equity Assurance
Program,'" printed material describing the Oak Park program available from
the Village housing office; Village of QOak Park, Ordinance Providing for an
Equity Assurance Plan for Single Family Residences in the Village of 0ak
Park; Southwest Parish and Neighborhood Federation, "Guaranteed Home Equity
Plan," Chicago, Oct. 1979; Southwest Parish and Neighborhood Federation,
"Guaranteed Home Equity Plan Fact Sheet," Chicago, undated but probably
1979; "Guaranteed Home Equity Plan," special supplement to the Southwest
[Chicago] News Herald, Chicago, July 19, 1979; and Donald C. Kelly, '"Home
Equity Insurance via Special Service Tax Area,'" term paper for the course
resource and expenditure planning, University of Illinois at Chicago, March
1979.

2. Oak Park has one of the oldest and most active fair housing centers in
the Chicago metropolitan area. A more detailed discussion of the village's
"managed integration' policy is contained in Carole Goodwin, The Oak Park

Strategy (Chicago: University of Chicago Press, 1979).

3. Drogin interview (see note 1).



CHAPTER TEN

FEASIBILITY OF A HOME EQUITY PROGRAM FOR CHICAGO

Despite some short-term variations, there have not been precipitous
communitywide decreases in housing values in any of the six communities
studied. There was an occasional short-term decline at the tract level,
but no community area saw a drop in housing prices during either the 1975-
80 or the 1980-83 period. This latter time period covers years when the
housing market was depressed nationally because of high mortgage interest
rates and low employment. In general, the annual compound housing apprecia-
tion rates from 1975-83, which ranged from 7.4-10.5 percent in these commu-
nities, were close to or slightly below the 10.3 percent rate for the city
as a whole. It would, however, be unfair and misleading to compare these

communities to others which performed above the citywide average.
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A House as a Home.

The nature of the housing market in the six communities under study
is fundamentally different from that in Chicago's '"trendy'" areas, such as
Lincoln Park and the Near North Side, where housing speculation, real
estate development, and high—risg condominium construction have held sway,
and where convenience to downtown Chicago jobs and North Side night life
seem to be major attractions; Property owners inm Chicago Lawn, Belmont Cra-
gin, Washington Heights, and Avalon Park are likely to see their houses as
homes for a good part of their lives. They settle down and may stay for a
generation or two. For example, in Avalon Park, houses are frequently sold
to other family members; those seeking homes in the open market find few
listings available.

Many residents have strong ties to the institutions in their communi-
ties, as well as to each other. The Lithuanian community in Chicago Lawn,
for example, has a rich cultural life with its own church, school, and
library. In Belmont Cragin, St. Patrick's School, Notre Dame School, and
St. Ferdinand's Church are among the institutions at the center of commu-
nity life.

Such stability is, by definitiom, not going to produce high turnover
and a fast-paced real estate market. In the absence of bloated housing
demand, one would not expect rapidly escalating prices. Belmont Cragin and
Chicago Lawn may not have large numbers of people competing for relatively
few houses, as in Lincoln Park; however, those who do buy in these communi-
ties have traditionally stayed longer. Hence, one would expect just what
we found--a solid housing market with moderate appreciation levels.

Because of the past stable character of these neighborhoods, which are out-
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side the hot real estate market of Chicago's lakefront, annual housing
appreciation rates of 7-10 percent, in line with inflation but not way
ahead of it, are signs of good health.

Thus, these six areas represent the kinds of communities where a home
equity program is appropriate. Such a program is not designed to be insur-
ance for real estate speculators; rather, it 1is aimed at stabilizing mid-
dle-income neighborhoods and‘ bolstering wurban homeowners' confidence.
Because the city is not in the business of guaranteeing a hefty return on
invested money, it would be misleading to hold up Lincoln Park or some of
the booming suburban communities as benchmarks for comparison to Chicago's
moderate-income communities. Only where housing is seen as a vehicle for
speculation is such discussion relevant; only where people expect to ''cash
in" on their homes is the economist's '"real" value a crucial factor.

This 1is not to say that homeowners in the communities studied are
unconcerned about protecting their housing investment from serious losses.
They ére concerned, but commitment to their communities goes beyond worry
about the rate of appreciation in their house's market value. People in
such community areas as Belmont Cragin, Chicago Lawn, Washington Heights,
and Avalon Park have strong personal, cultural, and social attachments to
their neighborhoods. They have jobs nearby in the city. Chicago's social
and cultural diversity and the range of accessible activities are seen as
assets. Many Chicagoans have made a conscious choice to live in the city
father than in the suburbs. Thus, price appreciation is only one of many
factors affecting their decision about where they live.

In short, housing in all six communities is a good buy for the money.

Their brick bungalows and wood-frame houses are well constructed buildings
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that sell for very reasonable prices--less than comparably sized housing in

most Chicago suburbs.

The Potential Influence of a Home Equity Guarantee Program.

The housing market is a product of owners' and renters' perceptions of
their neighborhood and their reactions to the policies and practices of the
institutions influencing that market. Just as these institutions manipu-
late the housing market, so too can a home equity program '"manipulate'" home-
owners' perceptions of their community. This '"manipulation" may be prima-
rily in the way of building confidence by publicly guaranteeing what is in
reality already a stable housing market. It is manipulation insofar as mis-
perceptions or anxieties about the current housing market can be replaced
by a more positive view of the future of home values.

A home equity program may help to allay the fears and anxieties that
homeowners experience when trying to understand the enigmatic housing mar-
ket. The "housing market" is not a hard and fast, tangible entity that fol-
lows 1inevitable but inscrutable rules of economics., How much houses sell
for and how fast their values change is, in part, the result of buyers' and
sellers' perceptions about a particular neighborhood. At the same time,
these perceptions are manipulated by the actions of larger institutions,
such as the real estate industry, banks, and government.

Real estate brokers are in the business of convincing people to buy
and sell property. While most brokers may follow proper ethical proce-
dures, there are a significant number who may employ any tactic to convince

an owner to sell. Block-busting, panic peddling, and racial steering have
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all been used in Chicago to manipulate homeowners' perceptions of their
neighborhoods.

Banks have also affected peceptions of neighborhood stability. The
presence or absence of a bank branch in a particular neighborhood can give
positive or negative signs to the residents of that community. Redlining--
where banks or insurance companies refuse to make mortgages or provide
insurance to homebuyers in particular areas--has certainly had its impact
on community perceptions.

The availability of loan money for commercial development can affect
the residential housing market indirectly. Bank loan patterns set the tone
as to which communities are up-and-coming and which are on the decline.
While the typical current resident or potential homebuyer does not do a
detailed analysis of commercial loan patterns, the amount of money coming
into a community is evident in the economic vitality of the community's com-
mercial districts--whether this means new stores coming into the area or
conversion of changing commercial strips to new uses, such as community cen-~
ters, professional service buildings, or housing.

The government itself has influenced the housing market, Heavy sup-
port has been given by the federal government to suburban development since
the early 1950s. This has included housing development subsidies, special
tax provisions, low-interest mortgages, and the construction of new roads,
schools, and hospitals. It has contributed to an emigration from city
neighborhoods and has fed suburban growth, while many cities remain rela-
tively stagnant or short on resources. Even the city government can influ-
ence housing markets. Any decision to provide better services to one area

over another--whether a stated policy or just an actual practice--can cer-
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tainly influence the desirability of a community to a present or prospec-—
tive homeowner.

These institutional actors have also produced an American housing cul-
ture where the accepted way to upgrade the quality of one's housing is to
move to the next step on an imaginary housing ladder, rather than to stay

and improve one's current home. People are expected to move to a "better"

community; they are not expected to make their present community into a
better one. This culture obviously hurts city neighborhoods, since home-
owners have been taught to leave a community rather than to stay and try to
deal with potential changes. If one thinks that housing values may drop,
one is expected to move-—and move quickly--rather than to stay and combat
whatever forces might be causing the dx'op.1

A home equity guarantee program might help turn the table on this way
of thinking. It is designed to benefit people who make a commitment to
stay in the community for a specified number of years, and it can even
allay the fears of less committed residents that impending neighborhood
changes will lead to declining property values. If such a program were suc-—
cessful, it would encourage homeowners to continue to make financial invest-

ments in their homes and social investments in their communities.
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Conclusion

It should be abundantly clear by now that a home equity guarantee pro-
gram is feasible in any community where there are enough people with the
will to make it work; it is not feasible otherwise. If the people in any
of Chicago's neighborhoods--the six we have looked at or any other, black,
white, Hispanic, or other-—are willing to work together to promote harmony
and to maintain their homes, rather than to speculate on market trends or
to flee at the first provocation, they can do so. Home equity guarantee
can provide an important tool for resisting the destructive activities of
those in the real estate industry who profit from neighborhood furnover,
and it can help apprehensive residents overcome their prejudices or fears
when new neighbors arrive, but it is only a tool. The people themselves
and their behavior, not the mere existence of a program, will determine
what ultimately happens.

The survey addressed the issue of people's willingness to use the tool
by asking whether they thought a home equity guarantee program would bene-~
fit their neighborhood. Affirmative responses in each of the six community
areas ranged between 57 and 74 percent (see Table II.F). Only 12-22 per-
cent said such a program would not be of benefit. Thus, a minimum of 78
percent of the people in each community area either already believe the pro-
gram will be helpful or are not predisposed against it,

This indicates a fairly strong willingness to work with the tool. The
answers to other questions, which are summarized in the next chapter, indi-~
cate that a large proportion of the respondents are also willing to pay for

it.



NOTE

1. This does not mean that everyone confronted with neighborhood change
has always moved, but only that the dominant cultural attitude stromngly sup-
ports moving. The history of Chicago and other cities includes many
instances of individuals and groups who tried to organize, sometimes suc-
cessfully, to overcome the flight which this attitude engenders. The very
fact that these efforts are viewed as newsworthy indicates that they are
not considered entirely ''mormal."



CHAPTER ELEVEN

POTENTIAL COSTS OF A HOME EQUITY PROGRAM

The success of any home equity guarantee program depends crucially
on its design: Does it cover the proper losses? How is it funded? How
administered? Is it combined with other programs necessary to combat
destructive real estate insuring, marketing, and lending practices? These
and other questions must be answered before definitive comments about its
likely success or failure can be offered.

Appendix V represents our reflections on the design features of a
home equity guarantee program. We were not contracted to examine these
issues for CMOP. That task was performed by CNOP and its Insurance
Industry TaskForce.

Although there is room to adjust many of the features, our comments
about program feasibility in the previous chapter and the analysis of
possible program cosﬁs in this chapter should not be applied to any program
which differs significantly from the one outlined in Appendix V. To the
best of our knowledge, however, the program design in the apperdix is
essentially consistent with the program features independently developed
by CNOP.

We have made no effort to estimate the proposed program's administra-
tive costs. It is our understanding that the Insurance Industry Task Force
is dealing with this issue. Our charge was to estimate the possible pay-

outs which might be required in each community area if its real estate mar-
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ket suddenly gave way to the forces that profit from decline. Before pre-
senting the estimates and the assumptions used to derive them, it is useful
briefly to review how the program's design might affect its payouts:

The causes of value loss for which compensation will be offered should
be broadly and inclusively defined. This increases program risk.

There should be no restrictive eligibility requirements. This might
lead to higher participation, and hence higher losses. Likewise, if
buildings larger than single-family are permitted coverage, losses
could be higher.

There should be an application/appraisal fee. This will tend to hold
down participation rates, and therefore reduce possible losses.

There should be a waiting period of at least five years after a member
has joined before any claims will be paid. This makes the likelihood
of losses very small,

Members should be permitted a reappraisal option. If they are permit-
ted to retain the original value, even after a reappraisal shows value
to have declined, program losses could be higher than if such an
option did not exist.

There should be no special benefits or '"incentives'" for owners who
rehab their property, other than permitting a reappraisal. This could
lead to higher program losses only if appraisers, for whatever reason,
overestimated the value increases from rehab.

There is no need for a deductible (i.e., 100 percent of losses in
value should be covered), but there should be a provision reducing pro-
gram liability in the event of a national economic decline. The first
clause increases poﬁential losses, while the second prevents cata-
strophic losses for reasons beyond the control of people in Chicago.

There should be stringent procedures to prevent frivolous claims,
claims resulting from lackadaisical efforts to sell, claims resulting
from the desire to complete a sale in an unrealistically short time,
and claims that might result from brokers' efforts to exploit people's
fears. Such provisions reduce possible losses.

The program should be set up and funded as a special service area
(8SA), with additional backing from the city's general fund if neces-
sary. This will prevent the panic and consequent large losses that
could result if less secure funding raised the possibility of program
default.
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Sound financial management is necessary, whether or not there are ever
any payouts, with accumulated but unneeded revenue used for neighbor-
hood improvements. This will reduce the likelihood of large claims by
increasing residents' confidence in their neighborhood's future.

There must be governance which is recognized as being fair to program
participants and aggressive in protecting them from those who profit

from neighborhood turnover. This 1is essential to holding possible
losses to a minimum.

Assumptions

In the final analysis, whether there are program losses depends cru-
cially on whether market values decline. The evidence cited in Part One
suggests that the 1likelihood of this is very low; it would be further
reduced by aggressive programs to protect the neighborhood from destructive
real estate practices. If, however, there were value declines the liberal
coverage and eligibility characteristics of a good program indicate that
large losses are theoretically possible. Whether they actually occurred
would then depend on how many people had enrolled five or more years before
they moved.

This all means that a broad range of assumptions should be tested, so
that the program's designers and administrators can both guide it in direc-
tions they want and be prepared for any eventuality. Thus, there is no sin-
gle scenario for each neighborhood, but rather many scenarios, each with
different assumptions from the others. The assumptions and the data on

which they are based are discussed below.

Assumption 1: Starting market wvalue. Any estimate of future loss

must begin with an estimate of what property values are right now. We

found it impossible, however, to obtain reliable data, comparable for each
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of the community areas, on the current market values and market-value
trends of anything other than single-family structures. Although considera-
ble data exist on the values of multi-family structures, the data sets are
too incomplete or inconsistent for projection purposes. For example, some
lists include the prices of three- and four-unit structures, but no informa-
tion about how many of each there are or which prices are for which size
buildings. Other lists include two- through four-unit structures, with the
same lack of specificity. Still others include three- through six-unit
buildings, and so forth.

Because of the ways in which the non-single-family data sets overlap
or are independent of one another (depending on the source), we were unwill-
ing to forecast possible losses in value from them. Thus, we used differ-
ent assumptions about market values and market-value losses, depending on
the type of property:

a. For single-family homes, we began with the 1983 mean market value

determined from the Illinois Department of Revenue computer tapes.
Relying on partial data supplied by CNOP for a portion of the
Northwest Side and our own observation of real estate markets, we
increased this by five percent to obtain an estimate of the cur-
rent mean.

b. TFor loss estimates involving non-single-family structures, we used

percentages of market value. Because these can be reliably calcu-
lated without knowledge of the dollar values, we avoided the prob-

lem of having to estimate current or future dollar values for such
structures.

Assumption 2: Types of property losing value. The data difficulties

just discussed make it advisable to consider two sets of value losses for

each community area:
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a. Only the owners of single-family homes suffer losses in market val-
ue. This might happen if eligibility were restricted to single-
family homeowners; if, even without restrictions, only such owners
bothered to participate in the program; or, if others participat-
ed, market dynamics were such that only single-family homes
dropped in value.

b. The owners of one- through six-unit residential structures partici-
pate in the program and all structures lose value at the same
rate,

Thes e assumptions correspond to Assumptions l.a and b, Because Assump-
tion l.a permits fairly precise estimates of the actual dollar amount of
the losses that might be incurred for single-family structures, the first
of the two tables that have been prepared for each community area includes
a column for total potential dollar losses.

One way to project losses for other types of property is simply to pro-
ject from these data. If, for example, the losses for other property types
are expected to equal those from single-family structures (or be 30 percent
greater ), the estimates in the single-family table would be multiplied by
two (or 1.3), and so forth.

Another way to arrive at non-single-family losses is to project direct-
ly, using percentages of market value. This is done in the second of the
two tables for each community area. Although it is possible to work from
the percentage loss to a dollar loss--by combining data on the average rela-
tionship between assessed and market values (from the Illinois Department
of Revenue) with data on the size and composition of the tax base in the
township (s) within which each community area 1is located (from the County

Assessor's office)--only the percentages are presented because they are by

far more reliable.
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Assumption 3: Participation rates. There are no home equity guaran-

tee programs in any neighborhood which closely resembles the ones we looked
at in this study. Hence, there is no past experience on which to draw.
Several questions in the survey, however, permitted us to develop a likely
range of participation rates. These asked whether the respondent would pay
for a home equity guarantee program, and if so, whether she would pay $100,
$200, or $300 per year for it.

Survey researchers have found that, in general, people tend to over-
state the likelihood that they will actually do something. Since, however,
losses depend on the level of participation, and the goal of the exercise
in this portion of the report is to consider the maximum losses that might
occur, using participation rates derived from the survey is appropriate.
Thus, within each property type, three sets of estimates are prepared:

a. The first set assumes that all those who said they would be will-
ing to pay for the program, as well as all those who were unsure,
would join. This yields very high participation rates, generally
between 62 and 77 percent. Only in Washington Heights was the max-
imum participation rate below this, at 52 percent.

b. The second set assumes that only those who said they would pay
$100 per year will join. This reduces participation in most commu-
nity areas to 41-55 percent. Only in Chicago Lawn did more people
(62 percent) say they would pay this much.

¢. Finally, we assumed that only those who said they would be willing
to pay $300 or more per year will join. This drastically reduces
the number willing to participate. Only in Chicago Lawn and Wash-
ington Heights did even ten percent still express interest--13 and
ten percent, respectively. ©Participation in the other community
areas clustered around 7-8 percent.

The extremely high participation implied by Assumption 3.a 1is very

unlikely to be achieved because the one-time application/appraisal fee,

even though not recurring, will deter many of the people who simply

affirmed that the program was a good idea and they might be willing to pay
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some unspecified amount for it. Hence, given the proclivity of survey
respondents to overstate their willingness to participate in any activity,
it is probably unrealistic to expect participation even as high as the lev-
els implied by 3.b, despite the fact that actual costs (exclusive of admin-
istration) for most of the scenarios work out to much less than $100 per
year in added taxes for each property owner.

Assumption 3.c gives an estimate of the rock-bottom number of very
strong program supporters in each community area. Actual participation is

most likely to fall in the range between this and Assumption 3.b.

Assumption 4: Number of people who move. ‘We have considered three

possibilities, with data derived from various sources:

a. From the survey, we took the percentage of respondents who said
they were very likely to move within one year. Washington Heights
has the fewest people who foresee moving in the next year, two per-—
cent., Hermosa and Chicago Lawn have very high percentages, 15 and
17, respectively. The other three areas are clustered between
four and seven percent.

b. Again from the survey, we took the percentage of people who said
they were very or somewhat likely to move within the next five
years. We divided this by five to get a one-year average. In Bel-
mont Cragin and Washington Heights this yielded a higher rate than
Assumption l.a, while in the other community areas it yielded a

lower rate. The overall spread was substantially smaller, from
Avalon Park's one percent per year to Chicago Lawn's eight per-
cent.

c. Combining data on the number of sales (from the state's real
estate price computer tapes) and on the number of single-family
units (from the U.S. Census), we derived the actual annual average
percentage of single-family homeowners who moved during the past

five years. In all community areas, this rate 1is lower than
either of the other two, reaching five percent only in North Aus-
tin. (This is a concrete example of the tendency mentioned in our

discussion of Assumption 3 that survey respondents overstate the
likelihood they will engage in any particular activity.)
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In each case, we assumed that the move rate would be identical for the
entife five years during which the program would make payouts and that all
movers would make claims. However, it 1is clear that the extremely high
rates implied by Assumption 4.a for Hermosa and Chicago Lawn cannot be sus-
tained, for then more than three quarters of all the people in each commu-
nity area would move out in a five-year period--after having lived there
for at least the five years it will take to become eligible for coverage.
Indeed, given the past actual behavior reflected in Assumption 4.c, even
the move rates of 4.b may be too high.

Rates between those implied by Assumptions 4.b and ¢, but closer to

4.c, seem most likely.

Assumption 5: Total 1loss in market value. We have made ounly one

assumption about the losses that program participants might experience,
namely, that each covered property will lose five percent of its market
value between its appraisal date and eventual sale at least fi've years lat-
er. This is the same assumption used by the staff of the Southwest Parish
and Neighborhood Federation when they costed a proposed program in 1979.l

Our research has confirmed that their conclusion of six years ago was
sound, namely, that there were not likely to be any widespread five-year
declines in property value, and hence few or no program losses. Tables
2.3, 3.3, 4.3, 5.3, 6.3, and 7.3 show that none of the six community areas
we looked at has experienced a decline over the 1980-83 period. Data not
presented here show that the same is true for 1979-83. A few of the Census

tracts within some of the community areas suffered a three-year 1980-83

decline, but this is put into perspective by the performance of the city's
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median housing price. It declined between 1980 and 1981, rebounding by
only one percent the following year. The 1980 median was not exceeded
until 1983.

No tract or part of a tract experienced a decline in value over any
five-year period for which we had data. Hence, even in the worst of all
possible worlds, it is difficult to imagine potential losses in any of the
community areas over a full five-year period exceeding the assumed five per-
cent of market value, especially since we have projected the loss to all
properties sold in the entire community area, Nevertheless, since this .is
the crucial determinant of whether there will be payouts and we did not
want to underestimate them, we think it 1is useful to employ what we con-
sider to be an extreme assumption.

Assumption 5 is very easy for readers to modify on their own. If, for
example, only one-percent losses are expected, each loss figure in the
tables would be multiplied by one fifth (because one percent is a fifth of

five percent), etc.

Assumption 6: Tax collection schedule. Tax revenues are assumed to

be collected in the same amount for each of the program's ten years. This
amount is calculated so that it just exactly covers the losses implied by
Assumptions 1-5.

Although, as we suggest in Appendix V, taxes might be collected slowly
in the program's first few years, with higher rates later on only if it
seems that losses will actually materialize, the assumption is useful both

because it simplifies the mathematics of estimating annual SSA tax bills
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and because it gives an idea of average annual bills, regardless of the

actual collection schedule eventually adopted.

Assumption 7: Fund management. We assumed that tax money collected

but not yet paid out in claims will be invested at an annually compounded
yield of ten percent. This implies that tax collections in each of the ten
years need be only 38 percent of each of the five annual payouts. If there
were no interest, total annual taxes would have to be exactly half of each

expected payout.

Assumption 8: Scope of tax base and cost to individuals. If the

home equity guarantee program is funded as a special service area, the cost
to any given individual will depend on the total assessed value of all real
estate in the SSA relative to the assessed value of that individual's prop-
erty. This is because the tax rate applied to property in the SSA will be
determined by taking the program's total projected budget.(including admin-
istrative costs not estimated here) and dividing it by the total equalized
assessed value (minus homeowner and other exemptions) of all SSA property.
Because the rate is calculated after the state equalizer is applied, the
equalizer itself has no impact on individual tax bills.
Thus, as more properties are included in the tax base, the cost to
each individual owner decreases. We considered three possibilities:
a. Only one- through six-unit residential properties are included in
the tax base. This would be justified on the argument that

because the owners of such properties are the only ones eligible
for coverage under the program, they should bear its full cost.
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b. All residential properties, regardless of size, are in the tax
base. This would be justified on the argument that even though
the owners of buildings with more than six units are not eligible
for program membership, they will benefit to the extent that the
program protects neighborhood real estate values. Thus, they
should also pay for it.

c. All properties, even non-residential, are in the tax base. This
simply extends Assumption 8.b, on the argument that the owners of

commercial and industrial real estate may also benefit from the
protection of residential property values, so that they too should

pay.

Which option is selected is more a matter for the property owners in
each SSA to determine than it is a matter of methodology. The cost to any
individual homeowner will be highest under Assumption 8.a and lowest under
8.c.

The second step 1in estimating the cost to individual homeowners
requires a determination of the relative total assessed value of various
types of property in each SSA tax base. To give a very simple example, sup-
pose there are no buildings with more than six residential units in one
SSA, while the assessed value of such buildings in another SSA exactly
equals the total assessed value of buildings with six or fewer units. In
the first SSA, there will be no difference between Assumptions 8.a and b in
the cost to the owners of small residential buildings because 8.b adds no
value to the tax base. In the second SSA, the cost to the owners of small
buildings will be cut in half, since the tax base will be doubled.

We could not perform exact calculations of projected individual tax
bills for Assumptions 8.b and c because the county's assessment and exemp-
tion records are not maintained by community area. Thus, we do not know
how much of the taxable assessed value in each area is attributable to the

various types of property. We did, however, obtain records for each of the
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city's eight townships, which are much larger than the community areas.
These data are summarized in Table 11.1. We then estimated individual tax
bills for Assumptions 8.b and c¢ by adding the assumption that the distribu-
tion of taxable value in each community area is the same as the distribu-
tion in the township (s) within which it is located.

The final step in estimating individual tax bills requires knowledge
of individual assessments. We took as our reference point the price of the
median home in each community area in 1983, increased by five percent.
This 1is consistent with the adjustment we made in Assumption l.a. County
law requires one- through six-unit residential properties to be assessed at
16 percent of their market value, but yearly reports by the Illinois Depart-
ment of Revenue show that the assessor consistently and significantly under-
assesses most property. We used the assessment level reported by the state
for the most recent available tax year (1984) for one- through six-unit res-
idential property ('Class 2") in the township(s) within which each commu-
nity area is located. These assessment levels, or "assessment ratios," are

shown in the last row of Table 11.1.

Summary. Assumptions 1-5 yield estimates of the maximum total pay-
outs which a home equity guarantee program in each community area might
incur in the worst of all possible worlds, Assumptions 6-7 yield total tax
costs, and Assumption 8 allocates this total to individual taxpayers. The
mathematics can be summarized as follows:

For single-family homes (Assumption 2.a), the total possible loss is
determined by multiplying the number of homes (from the Census) times their

mean value (Assumption l.a) times the percentage of homeowners who partici-
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pate in the program (Assumption 3) times the percentage who move and file
claims (Assumption 4) times 0.05 (Assumption 5).

For the cases in which one- through six-unit structures lose value (As-
sumption 2.b), the chain multiplication is similar, except that there is no
market value (Assumption 1.b). Thus, the value one 1is 1inserted into the
equation at this point.

For either of these two cases, define the resulting total possible pay-
out as P. Assumptions 6-7 then imply that the total annual taxes, T, 1in
each community area are derived by solving the following equation:

s T e TP
2 —I_.Tf+ ‘?;(; T ©

Several additional steps are necessary to determine individual taxes.
The size of the tax base was determined as follows:

We multiplied the total number of single-family homes in each commu~-
nity area (from the Census) times their mean value (Assumption l.a) times
the median assessment level (from Table 11.1). This yielded an estimate of
the total assessed value of all single-family homes. Using the percentages
in Table 11.1 for relative shareslof the tax base contributed by each type
of property, this was projected to an estimate of the total tax base for
each of Assumptions 8.a-c. The total taxable base was then determined by
subtracting exempt values (again from Table 11.1).

For single-family homes (Assumption 2.a), we derived a tax rate by
dividing the required annual taxes (Assumptions 6-7) by the appropriate tax-
able base. The price of the median home was then multiplied by the median

assessment ratio (from Table 11.1), and an allowance for the general home-
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owner 's exemption was deducted. The resulting taxable assessed value of
the median home was then multiplied by the tax rate to get the annual tax
bill.

For one- through six-unit properties (Assumption 2.b), the equation
above yields an effective tax rate directly, rather than a dollar loss
amount. This rate was adjusted by the percentages in Table 11.1 for the
various scopes of the SSA tax base (Assumptiom 8), anvd a procedure like
that for single-family homes was used to derive the annual tax bills,

The results of these computations are presented in the next section.

Possible Program Losses

Various combinations of the preceding assumptions produce 54 different
estimates of possible program losses (exclusive of administrative costs)
for each community area. Thus, Tables 11.2-11,13 provide an excellent pic-
ture of how changes in one or more of the éssumptions might affect losses.
Since some of the assumptionsv offset one another, many of the estimates
overlap. TFor example, scenarios with high program participation but low
move rates often have potential losses about the same as scenarios with
lower participation and higher move rates.

Two tables have been prepared for each community area. FEach one shows
27 different loss scenarios. These are expressed as the annual property
tax payment which the owner of a median-valued home in that community area
might expect to pay to the home equity guarantee SSA if a particular set of
assump tions holds. For each set of assumptions about participation rates
and the percent of program participants who lose market value (often called

the '"move rate" in what follows), the tax bills vary with the size of the
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tax base, as explained in the discussion of Assumption 8. The tables also
show total possible program losses.

The first table for each community area corresponds to Assumptions l.a
and 2.a, in that it reports possible losses only for single-family struc-
tures. In each case, some combinations of the other assumptions (to be dis-
cussed below) yield an annual SSA tax bill for the median-valued home very
close to zero. There are, however, significant differences at the top end
of the scale. Maximum annual SSA taxes in Washington Heights and Avalon
Park, even under the worst of all possible cases, should not exceed $12-14.
The maximum possible tax in North wAustin and Belmont Cragin 1is $32,
whereas it might be as high as $65 or $85 in Hermosa and Chicago Lawn,
respectively.

The second table for each community area corresponds to Assumptions
l1.b and 2.b, i.e., when losses extend to the owners of one- through six-
unit structures. As expected, the additional program exposure creates the
possibility of higher annual taxes, although some assumptions still yield
taxes well under $5 per year in each community area. The spread at the top
end of the range, however, is large, from only $16 in Washington Heights to
more than $100 in Hermosa and Chicago Lawn.

Each of these two tables 1is divided into three sets of three rows
each.

The first three rows correspond to Assumption 3,a, maximum program par-—
ticipation. These are the rows within which are found the very high poten-
tial taxes mentioned in the previous paragraphs. Even so, in nine of the
12 tables, these rows include at least one scenario with a tax of less than

$10 per year. Only in Belmont Cragin, Hermosa, and North Austin does the
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minimum tax for this set of scenarios remain as high as $10-15, and even
then only when all structures up to six units lose value.

The next three rows correspond to Assumption 3.b, intermediate partici-
pation. In four of the community areas, the annual tax bills for these sce-
narios are 71-78 percént of potential bills for the corresponding assump-
tions with maximum participation. In Hermosa, they are only 58 percent,
while they are 85 percent in Chicago Lawn.

The final rows of each table correspond to Assumption 3.c: Only those
who now say they would pay at least $300 per year for a home equity guaran-
tee program will actually join it. Because participation is so low under
this agsumption, the maximum SSA tax in any community area, even with very
high move rates, exceeds $10 only in Hermosa and Chicago Lawn--where it
reaches $11 and $20, respectively. For some scenarios under this assump-
tion, the minimum tax is so low (less than 50 cents per year ) that it
rounds to zero.

Finally, within each set of rows, the first row reports program losses
if Assumption 4.a holds. In four of the six community areas, this 1is the
highest of the three move rates, and so it leads to the highest potential
taxes. In Belmont Cragin and Washington Heights, however, Assumption 4.Db
yields the highest move rates. This case is reported in the second of the
three rows. The third row reports results for Assumption 4.c, when very
few people move out and suffer decreases in market value. It is this row
for which the lowest program losses are obtained.

The following subsections briefly summarize the results for each commu-

nity area.
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Avalon Park and Washington Heights. One of our more important find-

ings 1is that Chicago's black middle-income communities, as represented by
Washington Heights and Avalon Park, are among its most stable. These neigh-
borhoods saw the transition from white middle-income to black middle-income
homeowners 15-20 years ago. While the tenure of homeownership in these two
communities may not be as long as that in Belmont Cragin or Chicago Lawn,
their housing markets and population profiles are both very positive.

Avalon Park and Washington Heights showed thé strongest appreciation
rates for single-family housing-—-10.0 and 10.5 percent per year, respective-
ly——of the communities studied. Moreover, while Chicago as a whole was
reacting to the industrwade depression in real estate and showed omnly a
3.9 percent annual increase between 1980 and 1983, Washington Heights was
experiencing a, 7.6 percent rise in houéing prices.

Two-thirds of the housing units in Avalon Park and three—iourtus iu
Washington Heights are single-family. These are well above the proportions
found in the other four community areas or in Chicago as a whole, where
only a fourth of the units are single-family. This means ‘that the physical
structure of the housing market in these neighborhoods dictates that hous-
ing subdivision and high tenant turnover in rental units are less likely to
take place.

Nevertheless, the black housing market does not behave like the white
housing market, Because of past and present discrimination, black home-
seekers are restricted to fewer neighborhoods than whites, and to only a
few integrated or predominantly black suburbs. In most metropolitan areas,
black moderate—income homebuyers face stiffer competition than do whites

for what moderate-priced housing 1is available to them. 2 Chicago 1is no
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exception to this pattern. It is this tight housing market, combined with
key structural characteristics of the housing, that has produced and main-
tained stability in these two black communities.

This is not to say that middle-income blacks have no fears of declin-
ing housing wvalues. Looking at the low-income neighborhoods adjacent to
Avalon Park and Washington Heights, there is some cause for concern in the
long run--concern at least as strong as that expressed in the white communi-
ties studied. However, the more established homeowners in these areas
expressed high levels of satisfaction with their communities.

In short, the character of the black housing market, the high concen-
tration of single-family houses, and the absence of an opportunity for real
estate brokers to play on racial fears have made Avalon Park and Washington
Heights relatively stable communities with a solid family income base.
This 1is reflected in the fact that these communities have by far the least
likelihood of requiring high SSA taxes to cover possible losses, even if
their real estate markets were to collapse.

For example, the two highest-cost scenarios in Avalon Park (see Tables
11,2 and 11.3) call for only $25 or $19 in annual taxes. Only five others
require taxes in excess of $10 per year, and six have potential losses so
low that the annual taxes round to zero.

The main reason for this 1is the community's extraordinary stability.
Actual movement over the last five years has averaged only slightly above
one percent, and even the most extreme of the moving assumptions, 4.a,
yields turnover only a little above four percent. Another contributing fac-

tor is that a relatively low percentage of the community area's respondents
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expressed an interest in home equity guarantee--62 percent with no price
tag and less than half with a specific annual cost attached.

If we assume that somewhat fewer than half of eligible owners will par-
ticipate, if emigration increases to about 1.5 percent, and if all residen-
tial properties are in the SSA tax base, the annual tax cost-—in the
unlikely event that property values declined--would be less than $5 for the
owner of a median-valued home.

The situation is not much different for Washington Heights (see Tables
11.4 and 11.5), where no loss scenario entails an SSA tax of more than $16
per year. Indeed, only eight would even require as much as $10 per year
from the owner of a median-valued home.

This is due to the combination of extreme st-ability (the highest move
rate is only three percent) and a relatively low willinAgness to participate
in the proposed program. Only about half the respondents expressed inter-
est, even when no specific price tag was attached. This dropped to 41 per-
cent when an annual cost of $100 was suggested, All three figures are

lower than for any other community area.

Belmont Cragin and Chicago Lawn. Both Belmont Cragin and Chicago

Lawn have long histories of neighborhood stability, but with recent inci-

dents 1indicating severe tension. While the ethnic mix has changed over
past decades, both communities have remained predominantly white. In the
past ten years, an increased number of Hispanics have moved in. The

increase has been particularly apparent in Chicago Lawn, where some leaders
now project that more than half of the population will be Hispanic by 1990.

In no way should this be seen as a negative trend; the new Hispanic home-
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owners have income levels comparable to those of current residents and sig-
nificantly higher than the citywide average for Hispanics. Clearly, mid-
dle-income Latinos are joining the long line of other ethnic groups that
have found comfortable homes in these neighborhoods.

There is, however, a crisis of confidence among some of the more estab-
lished homeowners. As with residents in the other communities, there is a
substantial level of dissatisfaction with public elementary and secondary
education. Older homeowners correctly perceive that younger potential home-
buyers may think twice about moving into their community because of the
poor state of the public schools. Catholic and non-Catholic religious lead-
ers alike agreed that parochial schools are the only institutions keeping
young families from relocating to the suburbs. Both community leaders and
the sample of residents made the point loud and clear: Educational quality
must be improved if the city is to have any hope of maintaining its middle-
income communities in the next decade.

Fear of crime, which can also contribute to the decision to move,
is the second greatest concern among homeowners. Community groups, particu-
larly in Belmont Cragin, have organized community-based programs to combat
crime. However, such neighborhood-level activity cannot take place in a
vacuum. There is a clear need for the city to beef up its crime-prevention
efforts.,

Perhaps the most significant indicator of the crisis of confidence in
Belmont Cragin and Chicago Lawn is the perception that housing values have
remained stagnant or have dropped. Although neither community has actually
experienced a drop in housing values, one out of every three homeowners

believes that her house has not appreciated at all or has dropped in value
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over the past five years. While it is true that houses in these communi-
ties have not kept up with appreciation rates in many suburbs or in Chica-
go's more fashionable neighborhoods, housing values have appreciated never-—
theless.

But the crisis of confidence goes beyond perceptions about house val-
ues. Belmont Cragin and Chicago Lawn residents are also generally much
more negative about the future of their communities than are homeowners in
the black communities. What has produced this crisis of confidence in the
two white communities?

On the one hand, there is an uneasiness about the future because resi-
dents see signs of change and a potential for even more change. Both Chi-
cago Lawn and Belmont Cragin have aging populations. Given the relatively
high proportion of homeowners over age 65, it is obvious that a significant
portion of housing will change hands in the next decade or two as older per-
sons die or seek different housing arrangements. The unanswered question
is, "Who will replace these homeowners?"

Many residents have moved from other areas of the city that were once
solid middle-income neighborhoods and are now distressed, low-income commu-
nities. Based on this experience, they fear that their present neighbor-
hoods will also change. 1In the case of Chicago Lawn, the existence of West
Englewood on its eastern border is a constant reminder of how quickly and
drastically communities can change. Belmont Cragin is bordered by Hermosa
and North Austin, two communities that have seen an increase in poverty and
housing deterioration in recent years. It does not take a strong imagina-
tion to paint a future where one's own community will experience economic

decline.
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Thus, in many homeowners' minds the question is no longer, "Will the
s y q g

' but rather, "When will my neighborhood change?" 1In

nneighborhood- change,’
such an environment, many white homeowners are likely to move if they feel
threatened-—-threatened by potential future losses in housing value, threat-
ened by perceptions of 1increased crime, threatened by poor educational
opportunities for their children, or threatened by a decline in city serv-
ices. At the same time, this moving behavior can become a self-fulfilling
prophecy. The exodus of the middle class produces a housing panic, which
then permits a change in the demographic characteristics of the community.

In other words, the housing market is potentially volatile in these
areas because of the perceptions people have of the future, based on their
past experiences or on what they see as indicators of community change in
the present. This makes such communities very susceptible to individuals
or institutioms that predict negative change, either through actual scare
tactics-—as 1in the case of real estate block-busting——or through 1less
direct institutional decisions--as in the case of business developers who
hesitate to invest money in older moderate-income neighborhoods because it
is "risky."

Nevertheless, when we consider the possible iosses of a home equity
guarantee program in Belmont Cragin (see Tables 11.6 and 11.7), we find
that they fall in the mid-range of the community areas we looked at. More
than half the community's survey respondents said they were willing to pay
at least $100 per year for the program. On the other hand, only 32 percent
said they might move in the next five years., This would be an average of
6.4 percent per year, compared to actual annual movement of less than three

percent over the last five years.
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If about half of the community area's residents do sign up for the pro-
gram, if annual emigration increases from its actual past level but remains
below six percent, and if all residential properties are in the SSA tax
base, then the maximum tax bills that can be expected are $15-20 per year
when only single-family homeowners experience losses, and $25-30 when the
owners of buildings up through six units lose. If the rate of emigration
holds steady at 2.7 percent, tax bills to cover possible losses would not
have to exceed $15 per year.

Chicago Lawn, on the other hand, is the community with the greatest
variation in possible program losses and the highest potential taxes (see
Tables 11.8 and 11.9). Ten of its scenarios involve annual SSA taxes in
excess of $50, and five are above $80.

These extraordinary results are due primarily to the extremely high
proportion of its survey respondents who indicated a desire to move within
one year, 17 percent. This is two percentage points higher than Hermosa's
15 percent and nearly three times the level of the next highest community
area, North Austin. If this rate were to be sustained over the five years
that payouts can be made, 85 percent of the entire population would leave
and receive benefits--after having remained stably in their homes for the
program's first five years. This is simply not likely to occur, especially
in view of the fact that actual turnover during the last five years has
averaged less than three percent.

Also contributing to the high loss estimates is the fact that more
respondents, 62 percent, were willing to pay at least $100 for home equity
guarantee in Chicago Lawn than in any other community area. Likewise, more

were willing to pay even as much as $300, 13 percent.
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Somewhat paradoxically, these data may indicate that actual program
losses could be much less than the quantitative methodology indicates.
Since so many people expressed a willingness to pay a fairly substantial
sum of tﬁoney for a program which guarantees their home's value five years
in the future (assuming they were thinking of this provision when they
answered the question), there seems to be an underlying commitment to the
neighborhood. As we have repeatedly said, home equity guarantee by itself
cannot protect property values; but if this underlying commitment can be
built upon to combine equity guarantee with other programs which lessen the
fear, tension, and hostility that we discussed above, then some among the
very high percentage who expressed a desire to leave in the next year may
be persuaded to stay. If this happens, a positive self-fulfilling prophecy
can result, with no market value losses and hence no claims.

However, because of the extreme volatility in Chicago Lawn at present
and the great divergence between stated intentions and actual past history,
it is difficult to forecast what will happen, beyond ruling out the likeli-
hood that 85 percent of its residents will sign up for the program and then
wait five years before all moving out (the rows corresponding to Assumption
4.a, which lead to the very high program costs summarized above). If pro-
gram participation does reach 60 percent, if the move rate increases to
about five percent (below stated intentions but still above the actual rate
for any community area), and if all residential properties are in the SSA
tax base, a realistic estimate of the annual taxes necessary to pay for a
collapse in the community area's real estate market is about $30 per year.

This is about the same as in Belmont Cragin.
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Hermosa. Neither Hermosa nor North Austin shows the stability appar-
ent in the other four communities. Hermosa was originally selected because
it had a sizeable moderate-income Hispanic population and a high proportion
of homeownership. Upon closer study, however, it is clear that Hermosa is
a community in transition. Its Hispanic residents have moved in recently--
during the past ten years--and do not intend to stay. They have moved out
of lower-income Hispanic communities elsewhere in the city, most notably
Humboldt Park.

Hermosa is a stepping stone out of these low-income areas. The step-
ping-stone phenomenon, as well as the desire of a number of older Hispanic
homeowners to move back to Puerto Rico or Mexico, produces an inherently
fluid housing situation. This community does not now have and is not
likely to show the stability of the four community areas already discussed.

Partly as a consequence of these factors, seven of the loss scenarios
in Hermosa have annual price tags of $50 or more, and one even reaches $105
(see Tables 11.10 and 11.11), The figures, however, are misleading because
they depend on the combination of very high participation (73 percent of
all eligible property owners) and a move rate which simply cannot be sus-
tained over five years (15 percent per year).

The high participation rate results from the fact that so many of Her-
mosa's survey respondents said they might pay some unspecified amount for a
home equity guarantee program, but planned participation dropped dramati-
cally when a specific price tag was attached. Indeed, the 43 percent who
said they might pay $100 per year is the second lowest of all the community
areas, only slightly ahead of Washington Heights' 4l percent. Thus, actual

participation might be well under half the eligible owners.
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The high move rate implied by Assumption 4.a 1is also of questionable
relevance for projecting possible losses in this community area. It
implies that at least 74 percent of those who enroll will remain in their
homes during the program's first five years (long enough to qualify for pay-
outs), and that they all will then move out during the ensuing five years,
each one successfully claiming a five-percent loss in value. It is much
more likely that a move rate of about four percent, the actual figure over
the last five years, will occur. Even this may be high, since it is the
second highest rate of all the community areas, exceeded only by North Aus-
tin's five percent.

With actual participation around 40 percent, a move rate of four per-
cent, and all residential properties in the SSA tax base, annual tax bills
for the owners of median-valued homes would be less than $15, even when

losses extended to buildings with up to six units,

North Austin. North Austin is clearly an area undergoing rapid

racial and economic transition. Not only has this northern section of Aus-
tin become predominantly black, but the level of poverty in some of the Cen-
sus tracts has increased markedly in the past decade. The experiences of
Washington Heights and Avalon Park show that racial transition need not
mean a move from stability to instability or from higher income to lower
income. In the case of North Austin, howevér, a change 1in the social
classes of the residents has accompanied the racial change.

Despite these changes, North Austin's housing market has femained
strong, Appreciation levels were among the highest of all the Census

tracts analyzed. Part of this may be the result of the neighborhood succes-
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sion cycle, in which panic selling depresses housing prices prior to racial
change, with prices rebounding once the change has taken place. Whatever
the cause, the chances of severe financial failure for a home equity guaran-
tee program, even in North Austin, ~seem remote.

However, given the increased poverty, deteriorating housing, and
decline of commercial property, North Austin's residents may be in more
serious need of programs other than home equity--such as income support,
jobs, and perhaps home repair subsidies or commercial development programs.

In spite of this, more than 77 percent of the community area's survey
respondents said they might pay for a home equity guarantee program, higher
than in any other community area. Yet when a specific price tag was
attached, it dropped to 55 percent, perhaps reflecting the reality of low
incomes. This is only slightly higher than Belmont Cragin's 51 percent and

well below Chicago Lawn's 62 percent. Still, even if the maximum participa-

tion level is achieved, only three scenarios yield SSA taxes of $40 or more .

per year (see Tables 11.12 and 11.13).

North Austin's actual move rate over the last five years, five per-
cent, is higher than any of the other community areas'. It is also very
close to its residents' stated intentions to move in the next ome or five
years, six and seven percent, respectively. Thus, there is not much varia-
tion in possible program costs due to differences in the move rate.

If participation of about 50 percent is achieved, if emigration holds
steady at about five percent, and if all residential properties are in the
SSA tax base, annual taxes to cover possible program losses would be $12-
20, depending on whether only single-family buildings or buildings up to

six units suffered losses.
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Selected Assessment Data for Townships Which
(all dollar figures in

Total Assessed Value
General Homeowner Exemp.
Senior Citizen Exemption
Taxable Assessed Value

1-Unit Residential as
Percent of 1-6 Unit

1-6 Unit Residential as
Percent of Taxable

7 or More Unit Residential
as Percent of Taxable

Median Assessment Ratio,
1-6 Unit Residential

Hyde Park Jefferson

$871,440 $1,502,574
$66,881
$12,061

$792,498 $1,298,275

59.6%

37.4%

22.87%

11. 1%

TABLE 11.1

$167,889

$36,409

65.6%

47.7%

13.8%

9.6%

NOTE: Avalon Park is in Hyde Park township,
Jefferson, Chicago Lawn and Washington Heights are in Lake.
Austin is approximately 1/3 in West and 2/3 in Jefferson; these weights
are reflected in the last column.

SOURCES: Dollar amounts-—-Cook County Clerk.
Shares of tax base--computations based on data from Cook County Clerk

and Assessor.

Include Project Community Areas

thousands )

Lake

$1,237,867

$161,106

$30, 311

$1,046,451

80.7%

51.0%

8.8%

10. 2%

West

$912,053
$23,565
$8,036

$880, 452

54. 2%

19.0%

12.4%

9.2%

Jeff.&West,
Weighted
Average
N. A.
N. A.
N. A.

N. A,

61.8%

38.1%

13.3%

9.5%

Belmont Cragin and Hermosa are in

North

Assessment ratios—-Telephone interview with Illinois Department of

Revenue staff.




TABLE 11.%%

Possible Loss Scenarios for a Home Equity Guarantee Program in
Avalon Park
(only owners of single-family buildings suffer losses)

Percent in Percent Total Total Tax Tax per Year per $5,500 Unequalized

Program Moving Loss per per Year Assessed Value if SSA Tax Base Is:
Each Year 1-6 Unit All All

Year Residential Residential Property

62.3% 4,3%  $181,000 $69,000 $14 $9 §5
1.4 59,000 23,000 5 3 2
1.3 55,000 21,000 4 3 2
47.0 4.3 136,000 52,000 11 7 4
1.4 44,000 17,000 4 2 1
1.3 41,000 16,000 3 2 1
7.9 4.3 23,000 9,000 2 1 1
1.4 7,000 3,000 1 * *
1.3 7,000 3,000 1 * *

*Less than $0.50.

lThis is the average assessment for a median-valued home in Avalon Park
1984 ($49,350). Computation of tax bill assumes full benefit of the g
homeowner 's exemption.

in
eneral




TABLE 11.2

Possible Loss Scenarios for a Home Equity Guarantee Program in
Avalon Park
(owners of all 1- through 6-unit buildings suffer losses)

Percent in Percent  Total Tax per Year per $5,500 Unequalized
Program Moving Loss per Assessed Value 1if SSA Tax Base Is:
Each Year (% 1-6 Unit All All

Year of Market Resigential Resigential Proaerty
Value) Rate” Amt. Rate” Amt. Rate” Amt.

62.3% 4. 3% 0.13394% 0.25% $25 0.16% $16  0.097% $9
1.4 0. 04361 0.08 8 0.05 5 0.03 3
1.3 0. 04049 0.08 8 0. 05 5 0.03 3
47.0 4.3 0.10105 0.19 19 0.12 12 0.07 7
1.4 0.03290 0.06 6 0.04 4 0.02 2
1.3 0.03055 0.06 6 0.04 4 0.02 2
7.9 4.3 0.01698 0.03 3 0.02 2 0.01 1
1.4 0.00553 0.01 1 0.0t 1 Ll *
1.3 0.00513 0.01 1 0.01 1 *% *

*Less than $0.50.
**%Less than 0.005%.

1This is the average assessment for a median-valued home in Avalon Park in
1984 ($49,350). Computation of tax bill assumes full benefit of the general

homeowner 's exemption.
Assuming the 1984 equalizer of 1.8445.




TABLE 11.4

Possible Loss Scenarios for a Home Equity Guarantee Program in

Washington Heights

(only owners of single-family buildings suffer losses)

Percent in Percent Total
Program Moving Loss per

Each Year

Year

52.2% 2.2% $211,000
3.1 297,000
1.1 105,000
40.6 2.2 164,000
3.1 231,000
1.1 82,000
10.1 2.2 41,000
3.1 57,000
1.1 20,000

*Less than $0.50.

Total Tax
per Year

$ 81,000
114,000

40,000

63,000
88,000

31,000

16,000
22,000

8,000

Tax per Year per $5,300 Unequalized
Assessed Value 1if SSA Tax B

1-6 Unit
Res idential

$9
12

4

10

All
Residential Pro

$8

11

1This is the average assessment for a median-valued home in Washington
Heights in 1984 ($52,395).
the general homeowner's exemption.

ase Is:
All
perty

$5

6

*

Computation of tax bill assumes full benefit of




TABLE 11.5

Possible Loss Scenarios for a Home Equity Guarantee Program in
Washington Heights
(owners of all 1- through 6-unit buildings suffer losses)

Percent in Percent Total Tax per Year per $5,300 Unequalized
Program Moving Loss per Assessed Value 1if SSA Tax Base Is:
Each Year (% 1-6 Unit All All

Year of Market Resigential Resigential Property
Value) Rate” Amt. Rate” Amt. Rate” Amt.

52.2% 2.2% 0.05472% 0.11% $11 0.09%Z $9 0.06% $6
3.1 0.08091 0.16 16 0.14 14 0.08 8
1.1 0.02871 0.06 6 0.05 5 0.03 3
40.6 2.2 0.04466  0.09 9 0.08 8 0.05 5
3.1 0.06293 0.13 13 0.11 11 0.07 6
1.1 0.02233 0.05 4  0.04 4 0.02 2
10.1 2.2 0.01111 0.02 2  0.02 2 0.01 1
3.1 0.01566 0.03 3 0.03 3 0.02 2
1.1 0.00556 0.0l 1 0.01 1 0.01 1

This is the average assessment for a median-valued home in Washington
Heights in 1984 ($52,395). Computation of tax bill assumes full benefit of
the general homeowner's exemption.

2Assuming the 1984 equalizer of 1.8445,




TABLE 11.6

Possible Loss Scenarios for a Home Equity Guarantee Program in
Belmont Cragin
(only owners of single-family buildings suffer losses)

Percent in Percent Total Total Tax  Tax per Year per $6,000 Unequalized

Program Moving Loss per per Year Assessed Value 1if SSA Tax Base Is:
Each Year 1-6 Unit All All

Year Residential Residential Property

66.5% 5.8% $796,000 $305,000 $29 $22 $14
6.4 879,000 337,000 32 25 15
2.7 371,000 142,000 13 | 10 6
51.0 5.8 611,000 234,000 22 17 11
6.4 674,000 258,000 24 19 11
2.7 284,000 109,000 10 8 5
7.1 5.8 85,000 33,000 3 2 1
6.4 94,000 36,000 3 3 2
2.7 40,000 15,000 1 ) 1 1

1 .. . . . L
This is the average assessment for a median-valued home in Belmont Cragin 1n

1984 ($62,475). Computation of tax bill assumes full benefit of the g
homeowner 's exemption.

ener al




TABLE 11.7

Possible Loss Scenarios for a Home Equity Guarantee Program in
Belmont Cragin
(owners of all l- through 6-unit buildings suffer losses)

Percent in  Percent Total Tax per Year per $6,000 Unequalized
Program Moving Loss per Assessed Value if SSA Tax Base Is:
Each Year (% 1~6 Unit All All

Year of Market Resiaential Resiaential ProBerty
Value) Rate” Amt. Rate” Amt. Rate” Amt,

66.5% 5.8% 0.19285% 0.42% $46  0.32% $36  0.20% $22
6.4 0.21280 0.46 51 0.22 40  0.22 24
2.7 0.08977 0.19 21 0.15 17 0.09 10
51.0 5.8 0.14790 0.32 35 0.25 27 0.15 17
6.4 0.16320 0.35 39 0.27 30 0.17 19
2.7 0.06885 0.15 16 0.12 13 0.07 8
7.1 5.8 0.02059 0.04 5 0.03 4 0.02 2
6.4 0.02272 0.05 5 0.04 4 0.02 3
2.7 0.00958 0.02 2  0.02 2 0.0l 1

lThis is the average assessment for a median-valued home in Belmont Cragin in
1984 ($62,475). Computation of tax bill assumes full benefit of the general
homeowner 's exemption.

2Assuming the 1984 equalizer of 1.8445.




TABLE 11.8

Possible Loss Scenarios for a Home Equity Guarantee Program in
Chicago Lawn
(only owners of single—family buildings suffer losses)

Percent in Percent Total Total Tax Tax per Year per $4,800 Unequalized

Program Moving Loss per per Year Assessed Value 1if SSA Tax Base Is:
Each Year 1-6 Unit ©AlLl All

Year Residential Residential Property

72.5% . 17.0% $2,010,000 §770,000 $86 §73 $44
8.2 970,000 371,000 41 35 21
2.6 307,000 118,000 13 11 7
61.8 17.0 1,713,000 656,000 73 62 37
8.2 826,000 317,000 35 30 18
2.6 262,000 100,000 11 10 6
13.0 17.0 360,000 138,000 15 13 8
8.2 174,000 67,000 7 6 4
2.6 55,000 21,000 2 2 1

This 1is the average assessment for a median-valued home in Chicago Lawn in
1984 ($47,250). Computation of tax bill assumes full benefit of the general
homeowner 's exemption.




TABLE 11.9

Possible Loss Scenarios for a Home Equity Guarantee Program in
Chicago Lawn
(owners of all 1- through 6-unit buildings suffer losses)

Percent in Percent Total Tax per Year per $4,800 Unequalized
Program Moving Loss per  Assessed Value if SSA Tax Base Is:
Each Year (% 1-6 Unit All All

Year of Market Resigential Resiaential Progerty
Value) Rate” Amt. Rate” Amt. Rate” Amt.

72.5% 17.0% 0.61625% 1.25% $112 1.07% $95 0.64% $57
8.2 0.29725 0.60 54 0.52 46 0,31 27
2.6 0.09425 0.19 17 0.16 15 0.10 9
61.8 17.0 0.52530 1.07 95 0.91 81 0.54 48
8.2 0.25338  0.52 46 0.44 39 0.26 23
2.6 0.08034 0.16 15 0.14 12 0. 08 7
13.0 17.0 0.11050 0.22 20 0.19 17 0.11 10
8.0 0.05200 0.11 9 0.09 8 0.05 5
2.6 0. 01690 0.03 3 0.03 3  0.02 2

This is the average assessment for a median-valued home in Chicago Lawn in
1984 ($47,250). Computation of tax bill assumes full benefit of the general
homeowner 's exemption.

2Assuming the 1984 equalizer of 1.8445.




TABLE 11.10

Possible Loss Scenarios for a Home Equity Guarantee Program in
Hermosa
(only owners of single—family buildings suffer losses)

Percent in Percent Total
Program Moving Loss per

Each Year

Year

73.17% 14.7% $481,000
7.9 259,000
4.0 131,000
42.6 14.7 281,000
7.9 151,000
4.0 76,000
7.4 14,7 49,000
7.9 26,000
4.0 13,000

Total Tax
per Year

$184,000
99,000

50,000

107,000
58,000

29,000

19,000
10,000

5,000

Tax per Year per $4,900 Unequalized

Assessed Value
1-6 Unit
Residential

66

35

18

38

21

10

All

if SSA Tax Base Is:

All

Residential Property

51

27

14

30

16

31

17

9

18

10

1This is the average assessment for a median-valued home in Hermosa in 1984
($51,188). Computation of tax bill assumes full benefit of the general

homeowner 's exemption.




TABLE 11.11

Possible Loss Scenarios for a Home Equity Guarantee Program in
Hermosa
(owvners of all 1- through 6-unit buildings suffer losses)

Percent in  Percent  Total Tax per Year per $4,900 Unequalized
Program Moving Loss per Assessed Value if SSA Tax Base Is:
Each Year (% 1-6 Unit All All

Year of Market Resiaential Resiaential ProEerty
Value) Rate” Amt. Rate” Amt. Rate” Amt.

73.1% 14.7% 0.53728% 1.16% $105 0.90%‘ $82  0.55% $50
7.9 0.28874 0.62 57 0.48 44 0.30 27

4.0 0.14620  0.32 29  0.24 22 0.15 14

42.6 14,7 0.31311 0. 68 61 0.52 48  0.32 29
7.9 0.16827 0.36 33 0.28 26 0.17 16

4.0 0.08520 0.18 17  0.14 13 0.09 8

7.4 14.7 0.05439 0.12 11 0.09 8 0.06 5

7.9 0.02923 0.06 6 0.05 4 0.03 3

4.0 0.01480 0.03 3 0.02 2 0.02 1

1This is the average assessment for a median-valued home in Hermosa in 1984
($51,188). Computation of tax bill assumes full benefit of the general
homeowner 's exemption.

2Assuming the 1984 equalizer of 1.8445.




TABLE 11.12

Possible Loss Scenarios for a Home Equity Guarantee Program in
North Austin
(only owners of single-family buildings suffer losses)

Percent in Percent Total Total Tax Tax per Year per $5,000 Unequalized

Program Moving Loss per per Year Assessed Value  if SSA Tax Base Is:
Each Year 1-6 Unit All All

Year Residential Residential Property

77.3% 6.9% $701,000 $268,000 32 23 12
5.9 ‘599,000 230,000 27 20 : 10
4.9 498,000 191,000 22 17 9
54.7 6.9 496,000 190,000 22 17 9
5.9 424,000 162,000 19 14 7
4.9 352,000 135,000 16 12 6
8.0 6.9 73,000 28,000 3 2 1
5.9 62,000 24,000 3 2 1
4.9 52,000 20,000 2 2 1

This is the average assessment for a median-valued home in North Austin in
1984 ($52,500). Computation of tax bill assumes full benefit of the general
homeowner 's exemption.




TABLE 11.13

Possible Loss Scenarios for a Home Equity Guarantee Program in
North Austin
(owners of all 1~ through 6-unit buildings suffer losses)

Percent in  Percent Total Tax per Year per $5,000 Unequalized
Program Moving Loss per Assessed Value if SSA Tax Base Is:
Each Year (% 1-6 Unit All All

Year of Market Resi%ential Resigential Progerty
Value) Rate® Amt. Rate” Amt. Rate® Amt.

77.3% 6.9% 0.26669% 0.58% $54  0.43% $40  0.22% $20
5.9 0.99804  0.50 46  0.37 34 v0.19 17

4.9 0.18939 0.42 38 0.31 28 0.16 15

54.7 6.9 0.18872 0.41 38 © 0.31 28 0.16 14
5.9~ 0.16137 0.35 32 0.26 24 0.13 12

4.9 0.12402 0.29 27  0.22 20 0.11 10

8.0 6.9 0.02760 0.06 6 0.04 4  0.02 2
~ 5.9 0.02360 0.05 5 0.04 4 0.02 2

4.9 0.01960 0.04 4 0.03 3 0.02 2

1This is the average assessment for a median-valued home in North Austin in
1984 ($52,500). Computation of tax bill assumes full benefit of the general
homeowner 's exemption.

2Assuming the 1984 equalizer of 1.8445.




CONCLUSIONS

We found no evidence that real estate values over the next five years
are likely to drop in Avalon Park, Belmont Cragin, Chicago Lawn, Hermosa,
North Austin, or Washington Heights. Thus, from a purely quantitative
point of view, there may be little need for a home equity guarantee pro-
gram, There is also very little probability that such a program, if it
were instituted in any of these community areas, would incur losses.

On the other hand, the survey indicates that the most important
aspects of the proposed program may be non-quantitative. It can, for exam-
ple, short-circuit both anxiety and the translation of anxiety into emigra-
tion from Chicago's middle-income communities. It is a weapon that city
officials and community leaders can use in countering homeowner fears about
the future. By supporting such a plan, city officials would give their
vote Qf confidence to these neighborhoods--areas which in the past have not
been given all the positive feedback they need.

Home equity is largely a psychological weapon; homeowners would get
the message that there are those who are confident enough in their commu-

nity to back a home value quar antee, It will make homeowners less recep-

249A
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tive to fear-evoking rumors or comments--whether they are passed on inno-
cently by a neighbor or systematically broadcast by self-serving real
estate brokers seeking more commissions through rapid property turnover,

A home equity program organized on a communitywide basis also rein-
forces the view that anxieties of homeowners in one neighborhood are ulti-
mately related to the actions of other homeowners just a few blocks away.
It is a stimulus for homeowners to work together to improve and maintain
their community,

However, even though home equity has the potential to act as a cir-
cuit-breaker which can sidetrack fears before a panic-generated exodus
occurs, it will not work if related problems —-schools, crime, unemploy-~
ment-—remain unsolved. Even unclaimed insurance funds from the equity pro-
gram that are directed toward various community projects (see Appendix V)
cannot make a dent in such problems as these.

In sum, then, the home equity circuit-breaker we have evaluated in
this report will work only if neighborhood residents, city officials, busi-
nesspeople, realtors, bankers, educators, community leaders, and church
leaders work together to improve their community and to eliminate the very
real sources of their community's anxieties.

Finally, we have not discussed at all in this report the possibility
of a home equity guarantee program in any neighborhood outside Chicago. We
believe, however, that the Chicago community areas we looked at are suffi-
ciently typical of other big-city neighborhoods that people in other cities
might profitably consider whether the concept can be put to work for them,

too.




APPENDIX I:

MAP OF CHICAGO COMMUNITIES
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(All homeowners in six communities)
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TABELE B

Overall, how would you evaluate what's happened to your

neighborhood over the past two years?

it is...

Belmont Cragin
(157)

Hermosa
(93)

No. Austin
(71)

Avalon Park
(68)

Chicago Lawn
(143)

Washington Hgts.

(126)

a better place

a worse place

Do you think that

to live to live about the same
3 3 3
6 28 66
14 23 63
8 32 59
10 9 81
3 36 61
13 9 79




TABLE C

All things considered, what do you think the neighborhood

will be like two years from now? Will it be...

a better place a worse place
to live to live about the same
k3 k3 k3
Belmont Cragin
(159) 4 38 58
Hermosa
(101) 14 31 55
No. Austin
(67) 12 33 55
Avalon Park
(64) 17 - 83
Chicago Lawn
(136) 4 44 52

Washington Hgts.
(124) 11 10 78




TABLE D

In your opinion, would a family be making a good financial

investment by buying a house in your neighborhood?

Belmont Cragin
(173)

Hermosa
(107)

No. Austin
(71)

Avalon Park
(70)

Chicago Lawn
(153)

Washington Hgts.
(134)

Yes

58

64

72

77

44

63

5

| [

28

21

20

35

19

Depends/
Don't XKnow

I oo

15

17

21

17




TABLE E

Do you think the value of your property has changed since

five years ago? Is it...

Worth More Worth Less About The Same
% 2 2
Belmont Cragin
(169) 68 11 21
Hermosa
(104) 84 8 9
No. Austin
(91) 85 5 9
Avalon Park
(68) 97 - 3
Chicago Lawn
(144) 61 15 24

Washington Hgts.
96 - 4




ATTITUDES TOWARD HOME EQUITY AND WILLINGNESS

TO PAY, BY COMMUNITY

Percent Agreeing
Home Equity is a

Good Idea
Belmont Cragin 66.5
Hermosa 62.9
North Austin 70.7
Avalon Park 65.9
Chicago Lawn 56.8

Washington Hgts 74 .4

Percent of those
Agreeing Who Are
Willing to Pay

for Eguity Program

53.7
62.7
39.0
37.7

58.8




Belmont-Cragin
Hermosa

North: Austin
Avalon Park
Chicago Lawn

Washington Hts

TABLE G

LIKELIHOOD OF MOVING

BY COMMUNITY AREA

(Homeowners)

Very Likely Very Likely At Least Somewhat Likely
to Move in to Move in to Move in 5 Years

1 Year 5 Years

5.8 25.9 32.2

14.7 25.7 39.4

6.9 17.2 29.7

4.3 4.3 7.2

17.0 30.7 41.2

2.2 8.8 15.4
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CHICAGO NEIGHBORHOOD ORGANIZING PROJECT
SURVEY QUESTIONNAIRE
4/24/85 EDIT

SEQUENCE NUMBER: -
(office only)

INTERVIEWER I.D. CODE: BLOCK NUMBER:

D e . . D o R D I G D S D RS RS D G

INTERVIEW STARTING TIME: - DATE:

I am working with the Chlicago Nelghborhood Organlizing
Project which is completing a survey of residents and what they
think about the neighborhood they live in.

For this kind of a survey I need to talk to the [male/femalel
head of the household. This should only take about 20 minutes of
your time.

1. How long have you lived at this address?
2. How many years have you lived in this neighborhood?
less than a year... 1
1l year....ccoeevuee 2
2 YEArS .ttt ocne 3
3 to.5 years....... 4
6 to 10 years...... 5
11 to 20 years..... 6
over 20 years...... 7
all my life........ 11 ——>S8KIP TO 5.

3. Where did you live before moving to this nelighborhood?
[get neighborhood name or city name or street boundaries]




We'd 1ike to know how satisfied you are right now with various
things in your neighborhood. Tell me whether you are very
satisfied, somewhat satisfied, somewhat dissatisfied, or very
dissatisfied with the following things. What about...

very somewhat somewhat very

satisfied satis- dissatis- dissatis-
fied fied fied

the quality of public schools.
Are YOU..oooewooo oo e R | 2 3 4
the general appearance of the
streets, grounds and bulldings
in the area. Are yoU...eovevoo | 2 3 4
the reputation of your neigh-=
borhood. Are yOU....oocooossse 1 2 3 4
the availability of convenient
shopping. Are you....... R | 2 3 4
the way property values are ‘
going. Are yoU......... ces e 1 2 3 4
the safety of the neighborhood.
BAre VOU...vocevoosos e oo eoss 1 2 3 4
the convenience of the neigh-
borhood to work for a
household member. Are you..... 1 2 3 4
the availability of public
transportation. Are you....... 1 2 3 4
the income level of others in
the neighborhood. Are you..... 1 2 3 4
the racial make=up of the
ne ighborhood. Are you......... 1 2 3 4
the quality of housing for
the money. Are yoU....ocoooseo | 2 3 4
the maintenance of apartment
buildings in the neighborhood.
Are YOU..evereoooooooosonssos N 2 3 4

don’t
Know



10.

a'

On the whole, how satisfied are you with your neighbor=-

~ hood? Are you... :

very satisfied.......... 1

somewhat satisfied...... 2

somewhat dissatisfied... 3

very dissatisfied....... 4 ’
don’t KnoW...eeeoveoos.. 8—>8KIP TO 9.

Why? What are the most important reasons for why you
feel this way?

Overall, how would you evaluate what’s happened to your
ne ighborhood over the past two years? Do you think that
it is...

a better place to live....... N
a worse place to live.......... 2
about the S8ME€.....vveveeeeess. 3—>SKIP TO 10.
haven’t lived here two years... 4—=>>8KIP TO 10.
don’t Know...... e ssessesens ... 8=—>8KIP TO 10.

Why? What are the most important reasons for why you
feel this way?

All things considered, what do you think the neighborhood
will be like two years from now? Will it be...

a better place to live... 1
a worse place to live.... 2
about the same........... 3 ——>»8KIP TO 11.
don’t KnoW....ooveeeeee.. 8—>»SKIP TO 11.

Why? What are the most important reasons that make you
feel this way?



15.

16.

[SKIP to 16 if respondent has llved here all (his/her) life.]l

I am going to read a list of reasons people glve for leaving
their previous home. How important was each of these as a
factor in your decision to move out of your previous home?

How about...

very
important
factor
a. it got to be too expensive
to live in my last place.
Was this....... SN ceos 1

b. I could afford to get a
better place. Was this...... 1

c. my old place was too small.
Was this......... S |

d. increased crime in the
ne ighborhood. Was this...... 1

e. increased gang problems in
the neighborhood. Was this.. 1

f. deterioration of housing
in the neighborhood. Was
ENiSeeceoeoeenonoansonsosssos 1

g. people of a different race
or ethnic group were moving
into the neighborhood. Was
thiS.ieeeosonsessossooassans |

h. I thodght that neighborhood
property values would drop.
Was this...occeceeoocon P |

i. a realtor convinced me to
move. Was this.......... oo 1

somewhat
important not a don’t

factor

factor Know

3 8
3 8
3 8
3 8
3 8
3 8
3 8
3 8
3 8

Now I would like to ask you a serles of questions about the

building you live in.

a. Is this a single-family or multiple-unit building?

single-family... 1—>»SKIP TO 18.
2

multiple unit...

b. Is this a rental buillding, or a condominium building, or

something else?

rental building........ 1
condominium building... 2

other........ vevsseesss. 3—>SPECIFY:



23. a. Let me show you a card with a range of possible answers.
Please tell me the letter of the choice that best
describes your monthly mortgage payments for this house,

a. paid in full.... —>8KIP TO 24.
b. under $200...... 2-—>S8SKIP TO 24.
c. 200 to 399...... 3 —>SKIP TO 24.
d. 400 to 599...... 4 -—33SKIP TO 24.
e, 600 to 799...... B ~—38KIP TO 24.
f. 800 to 999...... 6 —> SKIP TO 24.
g. 1,000 or more... 7-—>8KIP TO 24.
don’t know...... 8

b. If it’s easier to remember, what is your monthly payment

paid in full....
. under $200......
200 to 399......
. 400 to 599......
. 600 to 799......
. 800 to 999......
1,000 or more...
don’t know......

NN WDN

24, What kind of mortgage did you take out on this house?

conventional...ccocceoe i
FHA. . o oveeecons ceevone 2
VA, e oo eveosonccoons eeee 3
contract with seller... 4
other....c..0.. ceeeece. B=>SPECIFY: _ _ __

don’t Know.....cec00s0. 8
(refused)....cceeeevoees 9

25. Who is your primary lender? I[Get name of bank, mortgage
company, Savings and Loan, etc.]

e o s e e e G D G T S ST D € €I G i I T T S e s € e S G e o G S G €5 G S €D G G W € S € G S R G S D S S D G e e <

26. I’m going to show you another card with different choices.
Please tell me the letter of the choice that best describes

a. under $400.......
b. 400 to 599.......
c. 600 to 799.......
d. 800 to 999.......
e. 1,000 to 1,499...
f. 1,500 to 2,000...
g. over 2,000.......

don’t Kknow...... .

(refused)..... o n e

OIS WN —



31.

32.

a.
b'
c.

d.

€.

f'

33.

34.

When property valués in a nelghborhood drop, what do you
think are the major causes?

 How important do you think the followling are in causing

ne ighborhood property values to drop?
somewhat not very

very impor=- impor-

important tant tant
Increased crime.......cvvvvvvvnreevenss 1 2 3
deterioration of residential housing... 1 2 3
low=-income people moving in...... | 2 3
minorities moving into an all-white
neighborhood.....c.ocvvvivivveiininees 1 2 3
realtors using panic=-selling tactics... 1 2 3
people’s unfounded fear or ignorance... | 2 3

Would you move out of your neighborhood if you thought the
value of your property was going to drop?

Y€S.eeeaoa. |
NO.:eoeoocos 2
not sure... 8

a. In some communities there is a special kind of insurance
that guarantees home values so that the value of a
person’s home will never fall below its current level.
This kind of insurance is designed to promote neighbor-
hood stability and encourage home investment. Do you
think such an insurance program would benefit your
ne ighborhood?

V€S....00.... 1 =—>SKIP TO 35.

NOveoeeovooos 2
don’t know... 3 —>SKIP TO 33.

b. Why not? __ _ o e e e e e e e e e e e e -

11

don’t
Know



39.

40,

41.

I am going to glve you a range of descriptlons about

employment. Which best describes your situation?

full=time (35 hours or mored... 1

part=time (1 to 34 hours)...... 2

unemployed...... -

keep house only.....cveveeeeens 4 —> SKIP TO 41.
retired...coccocecococccccs R

in school ONly..ceveeeeeeesonns . 6—>8KIP TO 41.
OLher..veeeeceocooaossns teeeees T=PSPECIFY: __
(refused)...cvocn oo s seeeses 9 e

a. What (1s/was) your job title?

¢c. Where (is/was) your main place of work? (Is/Was) it...
right here In the nelghborhood.. 1
AoWntoWn..ooeveeooeosoonns ces 2
somewhere else in the 01ty....... 3
suburb....... Ceese s s e oo s oo 4
other....... ceos e cecccesee e . B«->SPECIFY:___
(ASK ONLY IF RESPONDENT IS MARRIED]
a. Is your spouse employed? [Does (he/she) receive an
income?] '
yes... | .
no.... 2-—>8KIP TO 42.

b. What is his/her job title?

c. Describe what C(he/she) does at (his/her) job:

s s o e s e Y D e €D G D WD G D GRS R D Gl GO G S R G G D G €SP €D W8 €5 G T s G D D G € S D €

d. Where is your spouse’s main place of work?

right here in the neighborhood... 1

AOWNEOWN . v e v e vvvosoocoosnsonosoos 2
somewhere else in the city.ceeo.. 3
suburb.......... oo ce e 4
other.ceeoeeee. cesrevaens e e ees 5 —>»SPECIFY




46.

47.

a. Are there any chlldren (under 18) living in this household?

yes. .. 1
no.... 2—=> SKIP TO 47.

b. How many?
c. Are any of these children attending school?

yes... 1
no.... 2—>8KIP TO 47.

d. Do any attend public school?

yes... 1
NO....

I hope you don’t mind, but I would like to record your phone
number. The only reason for this is that my supervisor may
want to call you back to check on my work and verify the
accuracy of this interview. What is your phone number?

(STOP QUESTIONING RESPONDENT. NOW MAKE THE FOLLOWING VISUAL
OBSERVATIONS, AND RECORD THEM BELOW.]

48.

49.

50.

Sex of respondent

male..... 1
female... 2

Respondent’s address:

the following that applyl:

excellent... |1 signs of structural disrepair... 5
good...coe00 2 poorly maintained vard.......... &
fair..oceeo.. 3 excessive trash..... ceesceeceees 7
POOr ¢ v otv v oo 4 graffiti...ceeeeiereeenrnnoceses 8

15



APPENDIX V

DESIGN FEATURES OF A HOME EQUITY GUARANTEE PROGRAM

A program must be defined before anything can be said about its feasi-

bility or the costs which it might incur. Thus, one of our first tasks was

to outline the design features which a home equity program might have. Our
information came from many sources.

Oak Park has had a program enacted in law since 1977, after a public
debate lasting four years. As early as 1979, the Southwest Parish and
Neighborhood Federation (SPNF) proposed a program for Chicago which fol-
lowed the Oak Park model in some respects, but also differed in some. Ever
since then, home equity guarantee has been publicly discussed in various
parts of the country.

In particular, many of the people we interviewed, especially those who
had had some involvement with the Oak Park program or with s-imilar pro-
posed programs in New York State and elsewhere, expressed opinions about
the features which they thought should characterize future equity guarantee
programs and about whether such a program could work at all in a city as

large and diverse as Chicago. Likewise, our formal and informal conversa-




tions with CNOP staff wmembers frequently included references to the pro-
gram's design; and the members of CNOP's Insurance Industry Task Force, two
of whose meetings we attended, discussed certain design features at length,
in conjunction with their effort to develop administrative procedures and
estimate administrative costs.

This appendix reflects suggestions from all these sources and oth-
ers.1 We are grateful to the many people who spent their time talking
with us or who provided us with documents on the subject.

Many of the design features presented below have already been alluded
to in the main body of the text. They are explained more fully here, along
with some of the main alternatives. Such a discussion is important at this
time not only because the design features have sérious ramifications for
the potential success and possible llosses of the proposed program, but also
because many of them will surely be the subject of intense debate before
any program is enacted by Chicago's aldermen. We hope the reflections gath-
ered here contribute to a more iﬁformed public debate.

Finally, it should be clear that the comments and conclusions we have
made in the main text about the possible stabilizing role of a home equity
guarantee program and its possible payouts might not apply to a program
whose features differed significantly from those described in the following

sections.

Covered Perils. We take it for granted that a home equity guarantee

program is not intended to cover losses in property value due to neglect of
maintenance, failure to repair damage, fire, acts of war, riots, floods,
tornados, or other acts of nature, Beyond that, there is the question of

what 1t should cover.




Design Features V-3

One approach is to cover all losses in value, other than those just
mentioned. This has the advantages of simplicity and probably easier mar-
keting, since prospective members will not be confused or suspicious about
the various terms that would have to be used to limit coverage to losses
from specific causes. On the other hand, it has the potential of incurring
greater program payouts.

A second approach 1is to cover only losses due to specifically defined
causes, such as change in the ethnic or economic characteristics of neigh-
borhood residents. This clearly focuses the program and may limit poten-—
tial payouts, but it can also make marketing more difficult and will presum—
ably lead to eventual controversy over the meaning of the limiting terms.

A review of program goals and likely "worst-case scenarios" leads us
to prefer the first option:

The program's prime goal is to promote social and economic stability
in geographicglly defined neighborhoods. One way it can do this in white
neighborhoods 1is by reducing the ability of members of the real estate,
insurance, or financial industries to bring about the fear of catastrophic
losses in property values through redlining, blockbusting, or other destruc-
tive activities. These activities both encourage and are encouraged by
white residents' anxieties about minority neighbors. Together with that
anxiety, they are perhaps the greatest threats to stability in white ethnic
neighborhoods.

Yet, although it 1is the white neighborhoods which often seem to get
most of the media attention, there are analogous problems in black and His-
panic communities. The survey indicates that they share a fear of the

potential losses from neighborhood change. If there is anything surprising
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in the survey, it is that their fear is not greater because-—even with fair
housing laws--minorities still face more limited housing choices than
whites when gangs, drugs, or other problems beyond their immediate control
reduce their current neighborhood's desirability.

Given the depth and complexity of people's emotions when confronted by
perceiveci threats to their neighborhood, and the difficulties of discover-
ing and interpreting the roles of all the various institutional actors who
may be involved in neighborhood change, the importance of simplicity in any
succesful home equity guarantee program cannot be overestimated. Clarity
and simplicity will be more effective in allaying people's fears than will
carefully worded definitions and explanations of the precise types of loss
that will be covered.

Finally, we think the likelihood of payouts under any circumstances is
very low, as 1s explained more fully in the next section. If we are cor-
rect, then there is even less reason for restrictively defining the losses

that will be covered.

Eligibility. There seems to be a consensus among those who have

addressed the issue that eligibility should be limited to the owner-occu-
pants of small residential st;‘uctures. Although the behavior of apartment,
commercial, and industrial building owners is clearly important to the sta=-
bility of any neighborhood, it is the owner-occupants of small structures
who have historically been most active in local block clubs and preserva-
tion efforts. If they feel secure about their home investment, the entire

neighborhood benefits. If they are fearful and moving out in great num-

bers, then the entire neighborhood suffers,
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Eligibility in the prototypical Oak Park home equity program is lim-
ited to the owners of single-family residential structures. This seems
inappropriately restrictive for urban neighborhoods such as Chicago's,
where the general level of maintenance and of personal relationships within
small apartment buildings is an important factor in neighborhood stability.
Thus, we agree with those who suggest eligibiLity for the owners of multi-
family structures.

Some scenmarios put the limit at four units, while others use six. 1In
favor of six is that it would be consistent with the County Board's defini-
tion of small residential properties for the purpose of real estate assess-
ments; This might make it easier to use the county's records for mass mail-
ings and notification requirements, assuming the Treasurer's and Assessor's
cooperation could be obtained. In favor of four units as a limit is that
the fewer the participants, the smaller will be the total required payout
in the event of actual neighborhood decline.

We have used six units in order to be able to utilize county assess-—

ment records.

The Enrollment Process. Given that an applicant 1is the bona fide

owner ~occupant of an eligible structure and that she complies with the
enrollment procedures outlined in the next few paragraphs, acceptance into
the program should be automatic. Any credit check, residency requirement,
or other limitation on eligibility can only reduce coufidence in the pro—
gr am,

It would seem important for there to be a membership or applicatién

fee of some sort, both because there will be real program costs to be met
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and because a financial investment, however small, will provide an addi-
tional incentive for people to take the entire matter of neighborhood sta-
bility more seriously. The fee should pay part or all of the cost of a
thorough appraisal of the property by an approved appraiser. This
appraisal should be made as soon after application as feasible, with its
final value estimate as of the fee-payment date. Membership in the program
should begin on the date the fee is paid, not the date of the appraisal.
Appraisers might be persuaded to accept lower~-than-usual fees if they
thought they might get increased vc;lume or if they could schedule program

appraisals for otherwise slack times in their work schedules.

Waiting Period. The very nature of any home equity guarantee pro-

gram requires that there be some waiting period between the date of the
appraisal and the date on which a loss in value can be claimed. Assuming a
competent appraiser, any property can be sold near the appraisal date for
its appraised value, so a program which provides immediate coverage is
really a non-program. Perhaps more to the point, the goal of home equity
guarantee 1is neighborhood stability over a period of years. This argues
for a relatively long waiting period, though not so long as to be unrealis-
tically beyond the time horizons of most people. The five-year period used
in Oak Park's program and suggested in SPNF's 1979 proposal seems reasona-
ble.

The goals of promoting stability and maintaining program simplicity
also argue against any sort of phase-in of coverage, e.g., 20 percent of
loss covered after the first year of membership, 40 percent after the sec-

ond, etc.




Design Features V-7

Reappraisal. Reappraisals should be permitted at the option of the

member, with payment of another fee. The Oak Park program limits reapprais-
als to no more than one per 12-month period. This might be a good idea, if
for no other reason than that it might slightly reduce administrative paper-
work from overiy frequent reappraisals. On the other hand, the reapprais-
al's cost might be enough to deter abuses. In any case, each new appraised
value should begin a new five-year waiting period.

What happens if reappraisal shows that a property's value has
declined? We believe the goals of the program are best served if members
can retain the original appraised value (along with the original waiting
period), rather than being forced to accept the mnew, lower value. This
assumes, of course, that the value decline is not due to an improper
appraisal, neglect of the property, or any of the other identified exclu-
sions. If members are forced to accept lower values, when they thought val-
ues were going up (for why else would they seek a reappraisal?), fear and
instability will be increased even more than they will be by knowledge of

the decline with continued coverage at the higher value.

Rehabilitation. Substantial property rehabilitation may seem to

deserve special treatment, such as a shortened waiting period for wmembers
who substantially rehab. Such a policy, however, confuses program goals
and 1is counterproductive. At least some of those who would benefit from it
would be those who rehabbed precisely in order to sell out quickly at a
profit. To the extent that they are gambling on the market, they have a

poor claim to special treatment within a home equity guarantee program,
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whose purpose is to promote stability. To the extent that they increase
the rate of real estate turnover in a neighborhood, they are a part of the
problem, rather than the solution.

This argument does not imply that there should be no incentives for
rehab, Nevertheless, the optious are, in reality, quite few, and it is
probably better not to complicate the program. The only cost element under
control of the program's administrators is the appraisal/reappraisal fee,
which could be reduced for owners who rehab. However, given the very small
cost of an appraisal relative to the extremely high cost of substantial
rehab, this is not likely to have any impact on the occurrence of rehab.
On the other hand, if a large number of people should decide to rehab for
some other reason, the program's administrative budget could be drained by
the unnecessary subsidies. Thus, reappraisals resulting from rehab should

cost the same as any others.

Amount of Coverage. The Oak Park program covers only 80 percent of

any loss in property value during the waiting period. This was perhaps a
reasonable precaution for what was the first program of its kind. We
think, however, that there is no need for such a deductible in the proposed
program. Indeed, given the level of fear in some of Chicago's neighbor-
hoods, providing only partial coverage may do little more than reinforce
people's perception that values are declining, even if the perception is
erroneous.

On the other hand, the program is not intended as a guarantee that any-
one's 1investment in real estate-—viewed as a financial undertaking rather

than as a place to live--will be profitable. Hence, there is no reason to
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tie the original appraised value to the increase in any price index during
the waiting period. To do so would turn the program into an investment
guarantee, insuring that participants' investments performed at least as
well as the index during the period in question. Speculators would presuma-
bly like such coverage, but they are not the people on whom stable neighbor -
hoods are built. Furthermore, since it is in the nature of any price index
that roughly half of all individual changes will be less than the index
change, tying the appraised value to an index is a statistical Aguarantee
that the program will have to absorb large payouts in at least some neigh-
borhoods.

The arguments against adopting index increases do not apply to adop t-
ing index decreases. No local program can reverse the effects of national
events which might lead to a widespread decline in all property values. It
would be foolhardy for program designers to omit a provision allowing cover-
age to be decreased in the event of a national depression in housing val-
ues, and it would be unrealistic for prospective program members to expect
that a local home equity guarantee program could insulate them from the
effects of such a depression.

A case can be made for each of several indices. One calculated specif-
ically for the metropolitan Chicago area would reflect regional economic
changes better than would the same index calculated for the nation, but it
is unlikely that there could be much real difference in the long run. Chi-
cago may be slightly above the nation for a few years, and then slightly
belo‘w, but it will probably never be very much different. Furthermore,
regional indices are subject to greater error from data inaccuracies Cthan

are their national counterparts.
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Likewise, a real estate price index might seem more appropriate than
something more general, such as the Consumer Price Index (CPI). However,
even the best real estate price index will track only some types of proper-
ties, and these may or may not be typical of the home equity guarantee pro-
gram's market. And again, any real estate index will be subject to greater
data-related errors than the general index to which it contribut;es;

In the final analysis, there is no single best index for this purpose,
just as there 1is no single best index to which adjustable rate mortgages
should be tied. ©Perhaps in the interest of simplicity and enhanced under-
standing of the program by neighborhood residents, it would be best just to
adopt the national CPI, if for no other reason than that it is so widely
reported.

Whatever index is selected should be recorded along with the appraised
value of each member's property as of the sign-up date. If the index on
the date of a claim is lower than its initial value, the appraised value
should be reduced by the same proportion as the index had declined.

The 1i.kelihood of this occurring is, of course, very small, since
there has been n§ five-year decline in the CPI since at least the Second
World War. Nevertheless, the policy is advisable to insulate program admin-
istrators from obligations which they could only meet through dramatically
increased annual levies, while still providing reasonable protection for

program members.

Claim Procedures. In general, the claim procedures in the Oak Park

ordinance or in the 1979 legislation prepared by SPNF members seem reasona-

ble. Several points, however, are worth making:
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If claims are not properly policed, the program could turn into a
bonanza for block-busting real estate brokers. For example, a broker could
approach a covered property owner and assert that property values had
declined, offering to purchase the property for some price below the origi-
nal appraised value. If the program simply paid all claims resulting from
sales below an appraisal, the owner would have little incentive to hold out
or to bargain for a higher price from the broker, especially if it was true
that real estate values had declined a 1ittle or even remained roughly con-
stant. The broker could then sell the house to a newcomer at a handsome
profit.

Every house thus turned over would add to the anxiety of remaining
neighborhood residents, hastening their exit. Furthermore, they would have
the same low incentive to bargain with the broker, since the program would
cover their losses, too. In the end, a program administered in a way that
permitted this to happen would actually promote the destabilization it was
created to prevent.

It seems important, therefore, for program administrators to be mnoti-
fied either at the time a covered house is first put on the market or at
some time sufficiently long before a sale is consummated so that they can
intervene to insure that proper steps are being taken to obtain a price
which at least equals the original appraisal.

Another requirement might be that a covered owner cannot agree to any
listing of the property for less than the appraisal without prior approval
of program administrators. This would make it more difficult for brokers
to convince unwary owners that their property values had declined. It

would also avoid problems which could arise when a listing agreement pro-




Design Features v-12

vides that the seller is liable for the broker's fee whenever an offer at
least as high as the listing price is obtained, even if the offer is
refused.

Program administrators, for their part, should be provided with consid-
erable flexibility in dealing with potential claims. Among their options
might be the power to:

require that they be notified of all offers for the property;

order that the property be listed with one or more other brokers or a

multiple listing service for a certain period of time after expiration

of the owner's exclusive listing agreement (if any) with the broker

whose efforts are considered unsatisfactory;

engage in '"testing" of the listing and other brokers to insure that
proper efforts are being made to show and sell property in the area;

have the property reinspected by an appraiser to insure that it has
been properly maintained, with inspection costs paid by the member if
it has not;

purchase the property at the appraised value for later resale; and

permit sale at a price below the appraisal, with the program paying
the difference.

None of this should be construed to mean that members would be
required in all circumstances to list their homes with a broker. They
should be free to sell their property in any manner and for any price they
choose, but they should only be able to make a claim if they follow the pre-

scribed procedures.

Program Funding. Most of the discussion of the proposed home equity

guarantee program seems to assume that it will be operated and funded as a
"special service area'" (SSA), under the Illinois law providing for such are-

as. This seems like the most reasonable scenario.
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Even if one assumes that programs which relate to market conditions in
the private sector, such as home equity guarantee, should in principle be
the responsibility of private-sector actors, it is difficult to imagine how
private businesspeople could profitably structure this particular program.
By its nature, it mus t accept all applicants, even if there is an expecta-
tion of some loss in neighborhood market values. Indeed, program adminis-
trators, knowing that attitudes and coverage are most important precisely
at that time when the future looks most bleak, should step up recruitment
efforts at such a time. Private for-profit entities, on the other hand,
would face incentives to cut back marketing or to redline. Thus, the pro-
gram should be publicly administered.

Even so, one possibility would be for only those who choose to partici-
pate to pay into the pool from which claims would be paid. But this
ignores one of the program's unique characteristics, namely, that its suc-
cess ultimately benefits all neighborhood residents, while its failure
hurts them all. If only those who join pay, narrowly self-serving behavior
on the part of many residents could defeat it, as follows: Each person
might consider that if she joins and no one else does, the program cannot
succeed; whereas if everyone else joins and she does not, the program will
succeed anyway. Thus, everyone waits for everyone else to participate, and
the program fails.

A second argument for establishing a procedure whereby all neighbor-
hood residents financially support the program is that, in the event few or
no claims are paid out, many residents would benefit from the expenditure
of accumulated program revenues on community improvements. (More 1is said

on this topic in the section on management of collected funds.)
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An SSA is one mechanism whereby neighborhood residents can collec-
tively band together to help guarantee the value of one another 's (and
therefore, their own) property. It is funded by a small increase in prop-
erty tax bills for the owners of real estate within the SSA's boundaries.
However, establishment of an SSA requires city, council action, which means
aldermen and the mayor must be persuaded of its usefulness. On the other
hand, if residents do not want an SSA, they can voice their objections at a
mandatory public hearing, and they can block it entirely by gaining enough
signatures on petitions (although the required number for an absolute veto
is very high).

Details on the procedures for establishing SSA's can be found in publi-
cations of the Illinois Department of Commerce and Community Affairs. The
experience of one successful SSA designation campaign with which we are
familiar indicates that careful vigilance on the part of sponsoring organi-
zation(s) is required to insure that the ordinances are properly drafted,
SSA boundaries are correctly specified in official documents, the tax rate
is correctly calculated and stated in the ordinance, and other technicali-
ties are complied with.

Finally, a home equity guarantee SSA will likely be unable to have its
maximum impact unless the mayor and members of the city council pledge city
revenues to supplement program revenues in the extremely unlikely event
that a large number of very large claims had to be paid. Such a commitment
would actually have a dual benefit: It would provide backup support to the
plan if truly catastrophic neighborhood decline occurred, and it would
simultaneously give all city taxpayers a stake in preventing such a catas-

trophe.
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Scope of the SSA Tax Base. An SSA is geographically bounded, but it

is also possible to add a property type designation to its definition. For
example, the tax base might include only one- through six-unit residential
structures between certain streets, all residential structures (regardless
of size), or all properties (including commercial and industrial).

Arguments can be made for each of these options. It seems reasonable
to assume that the owners of all property would benefit from any program
which restricted blockbusting and promoted the stabilization of residential
values. This suggests that all property owners should help pay for it. On
the oﬁ;er hand; one can argue that the benefit is most directly obtained by
the owners of residential property, with only very indirect benefits to the
owners of nonresidential property, implying that the latter should not pay.
Still, if special consideration is given to their concerns in the disburse-
ment of program revenues not needed to pay claims, they ndght be more will-
ing to bear an SSA tax.

In the final analysis, the decision is probably best left to the peo-
ple in each proposed home‘equity guarantee area to decide for themselves.

In Oak Park, all property owners pay for the program.

Management of Collected Funds. It would seem that the single most

important guideline for investing funds collected during the early years of
the program 1is security, since they ultimately belong to the property own-
ers who have agreed to tax themselves and they might be needed in the pro-
gram's latter years to pay claims. An added program benefit would be

obtained if agreements could be negotiated with the executives of local
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financial institutions to give them deposits in return for their commitment
to increase lending in the covered neighborhood. (This, of course, assumes
that there is a demand for loans which is not otherwise being met.)

Since there is no indication that property values in any of the commu-
nity areas we have looked at are declining, there seems to be no need to
collect a large amount of revenue in the program's first few years, and per-
haps not ever. Program administrators, however, should keep a close watch
on value trends, so that they can be prepared to seek a higher levy from
the city council (which must approve each year's SSA budget) if it ever
appears that values will decline over a five-year period.

This 1s an extremely sensitive issue which can have a dramatic and dis-
astrous impact on any home equity guarantee neighborhood if it is not han-
dled properly. On the one hand, high levies are an indication that the pro-
gram's administrators, who will be presumed by most residents to be '"ex-
perts,'f believe they must save for a coming decline. If present residents
and potential buyers in the neighborhood act on that belief, the decline
can become a self-fulfilling prophecy. On the other hand, excessively
small levies might leave the program unable to meet a few unexpected claims
from sales atypical of the general market at the time. As news of the pro-
gram's potential insolvency spreads and the levy dramatically increases in
the following year to recoup the loss, what were only a few isolated down-
ward blips could turn into widespread panic. Again, a self-fulfilling
prophecy results.

Even the existence of the program itself with any levy could be
interpreted as a negative factor by residents who felt the levy was just

one more added cost of living 1in a neighborhood assumed to be on the way
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down. Indeed, some survey respondents had precisely this reaction when the
program was suggested to them.

One way to temper the issue somewhat is to incorporate some very clear
guidelines for the spending of revenues which are collected but not needed
for claims. Although it may be impossible to identify specific projects on
which future surplus revenues will be spent, the guidelines could make it
clear that such spending will be only for projects which a large numbér of
residents can agree are beneficial to the neighborhood. Thus, people may
be more willing to pay taxes in the program's early years, not on the expec-
tation that later claims will be high but rather that they will gain from
the future projects. As spending on the projects occurs later, people will
feel an added commitment to the neighborhood, and yet another step toward
the overall goal of stability will have been taken.

The state law which governs SSA's puts few limits on the purposes for
whiph SSA revenues can be spent, but municipal ordinances which implement
the state law tend to be more restrictive. Thus, it will be necessary for
the framers of any home equity guarantee SSA in Chicago to incorporate
appropriate language into the act which creates their program. There is no
necessity for the provisions to be identical if programs are initiated in
more than one community.

SSA funds can legally be spent on capital projects, such as street
improvements, or on operating budgets, such as additional police patrols or
special programs in the parks. One danger is that city administrators, see-
ing that neighborhood people have plans for a certain type of expenditure,
might shift general city revenue elsewhere. This would be unfair to taxpay-

ers 1in the SSA, since they would not pay any less in city taxes just
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because they were in the SSA. It can be prevented by careful vigilance on
the part of program administrators and by strong community organizations
whose members keep an eye on the city's budget.

If the designers of the home equity guarantee program want to include
the owners of nonresidential property in the tax base, they might consider
a provision to insure that all or most of the spending from surplus funds
will primarily benefit those owners., Projects would vary from neighborhood
to neighborhood but might include improvements in commercial parking,
streetscaping 1in commercial areas, additional security patrols in indus-
trial areas, or repair and maintenance of roads used primarily by local man-
ufacturers. Such a provision‘ would have the added benefit of giving the
affected property owners a financial stake in preserving the neighborhood's

residential values, even if they did not live in it.

Governance. Members of the program's governing body will have at
least the following important functions to perform:

reviewing and approving the credentials of appraisers who seek to do
work for the program;

mediating or arbitrating applicants' complaints that an appraised
value is too low;

discovering and penalizing appraisers or members who try to defraud
the program;

observing and, 1if necessary, seeking to correct the behavior of bro-
kers, lenders, insurers, or others who might be blockbusting, racially
steering potential buyers, redlining, failing to market a member's
property with sufficient vigor, or otherwise detracting from neighbor-
hood stability (including people whose offices might be outside the
program's boundaries);

mediating or arbitrating disputes stemming from a claim denial;

determining the appropriate tax levy to request each year;
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managing fund revenues in the years before payouts can occur, insuring
that payouts do not deplete the fund, and overseeing the spending of
surplus funds not needed for payouts; and

dealing with city officials as necessary to make the program run
smoothly.

These responsibiiities suggest the characteristics which members of
the governing body should have. They should possess knowledge of and famil-
iarity with the real estate industry, but they should not be so tied to it
that they cannot or will not take strong and persistent measures to uncover
and stop abuses. They should have a genuine commitment to the neighbor-
hood, but also be respected by the city officials with whom they will have
to deal. They must be respected by the community residents whose property
interests they are safeguaréing. They should have a demonstrated commit-—
ment to open housing and a demonstrated record of fairness in resolving dis-
putes.

One thing which may help to reduce undue political influence on mem-
bers of the governing body would be for them to have relatively long terms,
on the order of 5-8 years. In order to avoid a complete turnover at the
end of the initial term, the common practice of staggering the terms of the
first members could be adopted, with some of them having shorter terms than

others.

Sunset. The Oak Park program has no sunset provision, whereas the
1979 SPNF proposal envisioned a program expiring after ten years. The lat-
ter seems preferable. It would, however, mean that those who enrolled dur-
ing the first five years would face progressively shorter coverage periods

after the expiration of their five-year waiting period, and no one would




Design Features V-20

enroll after the fifth year. Hence, the program design shoﬁld incorporate
a mechanism for neighborhood residents to review the program in the fifth
year, in order to decide whether they want to continue it. If they do, suc—
ceeding reviews could be conducted every five years thereafter.

An initial sunset provision and the succeeding periodic reviews will
help prevent the program from taking on a perpetual existence which out-

lives its usefulness.




NOTE

1. See Ch. 9, note 1, for complete citations.
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