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Residential Foreclosures in Minnesota

Introduction

Mi nnesotads foreclosure crisis has destabilized t
the crisis contnues. As part of its mission to advance affordable housing opportunities and foster

strong communities, Minnesota Housing has establisbehe prevention and remediatiorof

foreclosures as one of its strategic priorities. To monitor the evolving crisisniMesota Housing

purchased data on the ARM reset, delinquency, and foreclosure status of residential mortgages from

LPS Applied Analytics. The data will help Minnesota Housing and its partners targéheir

prevention and remediation effortaand effectively use resources in the hardest hit areas.

The following report provides key findings about the current state of the foreclosure crisis in
Minnesota. The first section provides informatioabout key statewide trends andhe second
section identifies foeclosure and delingiency hotspots around the state Several maps accompany
the discussion. Finally, the appendiicludes one large tablethat provides data for each residential
Zip code in the state.
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Current Statewide Trends

¢ While the magnitude of the foreclosures crisis may be starting to level off, the crisis is
expected to continue.

0 The stateds delinquency rate for residentia
over the last several years. Between the fourth quarter of 2005 and the fourth
quarter of 2009, the percentage of mortgages that were at least 60 days past due
quadrupled from 1.10% to 4.71% On the positive side, the delinquency ta
declined during all fourquarters of 2010 and the first two quarters of 2011 By the
secondquarter of 2011, the rate was down td®2.94%,which is still very higtby
historical standards

0 After rising from 6,500 in 2005 to 26,000 in 2008, the number of sheriff sales has
been between 23,000 and26,000 for the last three years ending 2010 with 25,673
sales:2

e Minnesota has a higher rate ohew foreclosurebut a smaller inventory of loansin
foreclosure and fewer delinquent loans than most states.
o Comparedwith all states, Minnesota ranks 434 in loans delinquent over 60 days,
34t in foreclosureinventory, and 1% in new foreclosures duringhe 2nd Quarter of
20113. These rankings suggst that while the rate of foreclosure is relatively high,
the pool ofloans in foreclosureare being addressed.

e The foreclosure crisicontinues to transformfrom a subprime crisis to a prime crisis.
0 Betweenthe fourth quarter of 2007 (the height of thesubprime crisis)and second
quarter of2011, t he subpri me mar ket ds s healosere of r es
dropped from 54%to 27% in Minnesota.
o During the same pe ssharaincreasdd fompdd t&dB8%64 mar ket O

¢ With the continuingeconomt crisis andresulting job losses, many families with prime loans
are having difficulty making their mortgage payments.
0 Minnesotads unempl o yaperetessioralawef3.9%imMpagaf f r om
2006 to a high of8.5% n May of 2009. From May 2009, he rate steadily fell to
6.5% in Aprilof 2011, and has since begun to increase to a June 2011 rate of 6.8%
o0 Many economists predict that unemployment will remaielativelyhigh for at least
another three yearss

1 Mortgage Bankers Associatio\ational Delinquency Survey The delinquency rate applies to loans that are at least 60
days past due but have not started the foreclosure process.

2 HousingLink,2010 Foreclosures in Minnesota A Report Based on County Sheriff Sales Datebruary 9, 2011;
http://www.housinglink.org/Files/ForeclosuresinMN_2010_Annual.pdf

3 Mortgage Bankers Association, National@&inquency Survey.

4 Mortgage Bankers Associatior\ational Delinquency Survey These figures compare data from thetdquarter of 2007
with the 2nd quarter of 2011. Besides the prime and subprime foreclosures, the remaining foreclosures are loans frtra
Federal Housing Administration (FHA) or the U.S. Department of Veterans Affairs (VA).

5 Minnesota Department of Employment and Economic Developmehtical Area Unemployment StatisticsThese are
seasonally adjusted figures.

6 The Federal Reserve Bansf Philadelphia surveye®7 economic forecastersin the 3rd quarter of 2011 and summarized
their projections; seehttp://www.phil.frb.org/researchand-data/real-time-center/survey-ofprofessionat
forecasters/2011/survg 311.cfm. Nationally, the unemplgment rate is expected to b&.0% in 2011, 86% in 2012,8.1%
in 2013, and 7.6% in 2014.



http://www.housinglink.org/Files/ForeclosuresInMN_2010_Annual.pdf
http://www.phil.frb.org/research-and-data/real-time-center/survey-of-professional-forecasters/2011/survq311.cfm
http://www.phil.frb.org/research-and-data/real-time-center/survey-of-professional-forecasters/2011/survq311.cfm
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e There issome concern about altA loansand option ARMs that will reset or recast in the next
few years?

0 With respect to credit risk, alA loans are between prime and subprime and often
characterized by moderately low credit scores and limited documentation about the
borrower 6s iemattributese. and ot h

o0 Option ARMs are adjustable rate mortgages where the borrower has various payment
options. Some option ARMs are negative amortizing loans where the principle on the
|l oan actually increases because thbte borrowe
even cover the interest that is owed. Interesinly mortgages are another concern.

0 Adjustable rate mortgages are a concern because some borrowers are able to afford
their mortgage payment with the init®tial o0t e
payment when the interest rate resets, often to a higher rate. As long as interest
rates remain low, ARM resets are less of a concern (interest payments will continue
to be low even after the reset); but when rates increase, ARMs and resets become a
greater concern.

o Historically, ARMs have a higher foreclosure rate than fixed rate mortgages.

o0 With a high proportion of borrowers currently owing more on their mortgages than
their homes are worth, some borrowers will be unable to refinance out of the ARMSs.

o The problem of altA and option ARMs is probably smaller in Minnesota than some of
the most heavily impated states, such as California. In additionnitial evidence
suggeststhat alt-A and option ARMsvill probablynot be asbig of an issue as some
analyseshad initially suggested?® Nevertheless the issueis worth continued
monitoring, especially if interest rates increase

High Need Area$ Foreclosure Hotspots

The foreclosure crisis has devastated some neighborhoods in Minnesota, while the impact has been
much less extensive in others. Initially, the in@gt was the largest in the core neighborhoods of

North Minneapolis and St. Padl s E a slbng Bith some outer ring communities just outside the
severncounty metropolitan area, particularly in Wright, Sherburne, and Isanti counties. As the
foreclosurecrisis has evolved over time, it is becoming less concentrated in the center cities. While
neighborhoods in Minneapolis and St. Paul still have a large number of foreclosed and REO (Real
Estate Owned) properties, the relativeoncentration of troubledloans in the two central cities is
lowerthan it has been

To show this information, the attached maps displ
Postsale foreclosure and REO rate (reflecting foreclosures that have happened),

Presale foreclosure rate (reflecting farclosures that are happening),

Delinquency rate (reflecting foreclosures that may happen in the near future), and

Nonprime ARM reset rate (reflecting foreclosures that may happen down the ro&d).

7S e @ptidon ARMs: Housing recovery killern Axplosion of foreclosures will result from option ARMs set to reset to higher
p a y me htip:modey.cnn.com/2009/11/24/real_estate/option_ ARM_defaults/index.htm ;and o0 Mor t gage Losses:
Move Over TheHcpnonisifFebruary 5, 2009).

8 According to First American CoreLogic, B8% of Minnesota mortgges had negative equity in theecondquarter of
2011. See: Fi rst Ame rNew @orelLo@ Datagevealy Q2d\egativeeEqsity dedinesimhardest 0
hit marketso http://www.corelogic.com/aboutus/researchtrends/asset_upload_file831_12143.pdf

? CalculatedRiskBlogWhat About Those Option ARM&anuary 1, 2011);
http://www.calculatedriskblog.com/2011/01/wketiou-thoseoptionarms.html

10 A loan is in presale foreclosure when legal documents have been filed to start the foreclosure process but a sheriff sale
has not occurred. A loan is in postale foreclosure after the sheriff sale has occurred but the propgg has not become an
REO (Real Estate Owned) property. An REO property is owned beider after the sheriff sale.



http://money.cnn.com/2009/11/24/real_estate/option_ARM_defaults/index.htm
http://www.corelogic.com/about-us/researchtrends/asset_upload_file831_12143.pdf
http://www.calculatedriskblog.com/2011/01/what-about-those-option-arms.html
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For each rate, there is a statewide map and a map of thevih Cities metropolitan area. The rates

are based on the number of residential firdien loans in each category divided by the number of

households in each zip codé! For example, the delinquency rate is the number of loans in a zip

code that are 60 ormore days past due but not yet in foreclosure divided by the number of

households in the zip code. The neprime ARM reset rate is the number of neprime ARMs in each

Zip code that have yet to reach their reset date divided by the number of householdshia zip code.

The report also includes a map showing the change in countyemployment ratesbetween

November 2007 andJune2011. The 0Great Recessiono officially
map shows the counties that ha® been mostheavily impaded by the recession.

Because the data that Minnesota Housing purchasddom LPS Applied Analytids proprietary,
Minnesota Housing cannot publish specifiates or numbers but it can publish an index score. To
computethei ndex scor e, rate & diidedzby the statevdde fate. Thus, the statewide

rate is 100. If a zip codeds rate is twice as hi
a zip codeds rate is half the 3hemdeesvordes rattew o hot
spotso6 for problem | oans.

As shown in the maps:

e There is a high rate of possale foreclosures and REOs in the Twin Cities metropolitanare
and its surrounding countieswith veryhigh rates(3 times state rate)in the core metro
neighborhoodof North Minneapolis and in pockets of northern Anoka County, Rice County,
and southern Pine CountyHigh rates(2-3 times state rate) are found innearby areas with
the largest geographic concentration occurring in the counties north of the metro including
Sherburne, Mille Lacs, Isanti, and Chisad&ee Maps 1a and 1b.)

e The geographic distribution of loans in prsale foreclosure is quite similar to possale
foreclosures and REOsverall, but pockets of very high rates are somewhat dispersed and
found inIsanti, northern Pine, Scott and Rice Countie¢See Maps 2a and 2b.)

e Statewide, the geographic distribution of the highest delinquency rates is similar to the
distribution of the highest foreclosures rates, but thproblem is less concentrated overall
with only one zip codén Brooklyn Park (Hennepin Countyitnessing avery high rate
compared to the state Further, he delinquency index scores in Minneapolis and St. Paul are
generally lower than their foreclosure scores. (Compare Map 3b with Magsand 2b.)

e The potential threat of new foreclosures coming from nearime ARMs that have yet toeset
is concentrated in theTwin Cities Metro, including pocketsf very high ratesn Minneapolis
(downtown), Edina, and several cities in western Hennepinudty, parts of Woodbury in

11 |deally, the rates should be calculated as the number of loans in each category divided by the number of residential
parcels in each 7 code. Typically, there is one firdien loan on each residential parcel, and one foreclosure affects one
parcel. However, parcel data by zip code is not available. As a proxy for residential parcels, Minnesota Housing used the
number of householdsm each zip code. Zip codes with a higher proportion of multifamily housing (often in urban areas)
have proportionally more households per residential parcel than other zip codes. Thus, the rates used in this report (based
on problem loans per household)inderstate the delinquency and foreclosure problem in zip codes with a higher proportion
of multifamily housing. (The denominator of the calculation is disproportionately high.) The number@if®households in
each zip codecomes fromthe 2010 decennial US Census

To account for the uncertainty in the resulting rates and index scores, Table 1 in the appendix provides rate index scores in
25 point increments, rather than specific figures. Specific numbers would reflect an inappropriate level of precisiad
accuracy.
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Washington County, Elko New Market in Scott County, and Albertville in Wright Coubtiyer
areas of highrates are in central Dakota County, eastern Scott County, and Car@eunty in
the Twin Cities Metro Eastern Cass west central Crow Wing and east central Rice County
have high ratesin Greater Minnesota.(See Maps 4a and 4b.)

e Finally, the increasen unemploymentin north central Minnesota may lead to increased
delinquencies and foreclosures. The unemployment data is availaltig county, rather than
Zip code. (See Map 5)

When assessing the maps and data, four key points need to be kept in mind:

e While some communities with a large proportion of subprime loans and early foreclosures
may have passed the peak of their crisis, ghcrisis continues in these areas. These
communities still need to recover from the destabilizing effects of all the foreclosures that
have already occurred. The data in this report apply to the status adihe being serviced in
Juneof 2011. Previouslyforeclosed properties that are in the hands of a new homeowner or
investor are no longer classified as foreclosed. Thus, the data does not completely capture
the magnitude of the foreclosure crisis for communities that have already had a
concentration ofloans go completely through the foreclosure process.

e When assessing need, the foreclosure, delinquency, and ARM reset rates are important, but
the number of households that the high rate affects is also important. For example, the post
sale foreclosure/ REO index scores for zip codes 55411 and 55412 (North Minneapolis) are
both over 300. In addition, each of thee zip codes has over 8,000 households In contast,
some of the other high scoreip codes have less than 1,000 households. Table 1 in the
appendix provides not only the index scores for each zip code but also an estimate of the
number of households.

e Some zip codes may show up as having a high delinquency or foreclosure rate because they
have a small number of households. If a zip code hasly a few hundred households, the
addition of a foreclosure or two can have a dramatic effect on the foreclosure rate. To
minimize this small zip code effect, the analysis excludes zip codes with fewer than 200
households. In the maps and tables, theseipcodesar e coded as having

e Specific neighborhoods within a zip code may have a very high rate of delinquencies and
foreclosures even when the zip code has a lower index score. Parts of the zip code may have
a very high rate, while ther parts of the same zip code may have a very low rate, giving the
Zip code a lower index score overall. Thus, the zipde index scores and maps do not
identify all the high need areas around the state.

Minnesota Housing will continue to monitor thevolving foreclosure crisis in Minnesota.

If you have questions about this report, contadessica Deegarat (651) 297-3120 or
jessica.deegan@state.mn.us

(@2
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Zip CodeMaps
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Map 1la
Loans in Po$-Sale Foreclosure or REO
StatewideRate: Index = 100
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Map 1b

Loans in PostSale Foreclosure or REO
StatewideRate: Index = 100
June2011
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Map 2a

Loans in Re-Sale Foreclosure
StatewideRate: Index = 100
June2011
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Map 2b

Loans in Re-Sale Foreclosure
StatewideRate: Index = 100
June 2011
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