Scanned from FT Magazine (Financial TImes), September 22-23, 2007.

DEFAULT
POSITION

The cost of America’s subprime mortgage crisis is clear
in Youngstown, Ohio, where not only individuals but
whole neighbourhoods are under threat.

By Jonathan Birchall

;,?"'z—%,:'_iifa.tu] Simma i3 moving out. The
i Eround floor of the house on Millet
B Avenue an the west side of
it Youngstown, Ohls, is strewn with
packing cases and clothes. Someone has
been sleeping on the couch. And har five-
weel-old baby is napping quietly in her
crib ameng the chacs.

The two-bedromm wooden house stamls
an a street of small but wholesome-looking
American family homes with porches and
amall front lawns, in an area that was once
am enclave of east European families whose
men worked at a nearty steel plant,

Today, the west side 1= one of the few
inngr eity nelghbourhoods in Youngstown

that is holding itself together, in a sea of
terrible nrban decay unleashed by the clo-
aure of the cltv's steel mills 80 years ago.

In the worst neighbourhoods, on the
crime-ridilen south and east sides, decrepdt
howses stand between etnpty wesd-covered
Iots where others ance stood before they
were burnt or demnlished. Om Millet, the
houses are occupied and gencrally well
maintained, and there’s a Sparkle super
market on a nearby corner, “It°s a wonder-
ful area,” says Tiffanii,

Bast less than (wo years sineg moving in
with her hushand, Erwin, and two daugh-
ters, Tiffanii and her familv face eviction,
after defaulting on their subprime mortgage

a small part of a wave of foreclosures
working their way through the elepant
Mahoning County  courthounse in
Youngstown's desolate downtowm.,

Ohio is sixth in the nationsa] tshle of home
foreclosures, with one in %3 households
affected in the firet cix manths of this vear,
according to dafa from RealtyTrac, That
anttipares with one in # homes in Florida,
and one in 68 in California, states that led
the housing boom, But Ohio's rust-belt cities
stuch as Youngstown, Cleveland and Alkron
are at the centre of the crisis in subprime
lending - loans made to poor and low-
income buyers like Tiffanii that ultimately
chargs higher rates than other mortgages.
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More than 18 per cent of Toungstown's
mortgages are eubprime, above the
pational average of around 1o per cent
aceording to fgures from First American
Loan Performanee. The city's foreclosure
rate on subprime lending is one of the high
g5t in the country, at more than 12 per cent.

I Youngstown, it is a mickel-and-dime
erisis by the fevered standards of California
or Florida's inflated house markets. The
typical Youngstown house price in 2006
was aroand $30,000; the west coast equiva
lent would be about 3536000, W hile the
natlonal median home price wWas £185,000.
But i the numbers are small, the threat to
the ¢ty as a whole may be far grealer,

These are not issues that Tiffanii Simims
iz really aware of. 1 wenl 1o visit her oo
weekday morning with Rose Carter, a Bapr
tist mipleter at the Chrisgtian Fevival and
Discipleship Center on the city's south sida
Carter is helping to resattle tho family
Tiffanii, an active church member, was
upaet not only about having to move oul
put also about the state af the property.

“The big drainpipe from the bathroom
upstairs jeaks water all over the hage-
ment,” she say=. “And mest of these elec
trical outlets don't work. When 1 pul om
boath air conditioners, the se blows. They
said they'd fx it up, but they didn’t .

%he hought the house from Men's Homes,
a Youngstown company that says it spe-
cialisea in buying run-down homes, reno-
vating them and making them available to
buvers who might gtherwise have diffi
culty getting a mortgage The company,
which advertices on local television and
on billboards around the city, hoasts of
a3 Money Down® terms for those with a
bad credit reeord.

The Simmes fitted the bill. The couple had
{o leave another house on the trouhled
gouth side in 2004 after they defaulted on @
mortgage in her hushand's name, and
wanted to find another Worne. Tiffanil says.
o] gmess we had the notion of having our
gwn home, and we don't hawve to Worry
aboot no landlord, and being 4 YOUDE Cou-
ple and wanting senmething of our own.

She is not sure how much she paid for the
house, or of the slze of the mortgRg: she oo-
gigned with her father ghe also had to
check what the menthly payments Were
supposed to be - 3411 00 the loan at the 935
per cent rate fized for the first two years,
before adiusting upwards 10 track the mar-
ket — from a file of doewments among the
boxes piled up by the & i

‘We had the notion of having our
own home, being a young couple and
wanting something of our own

Tiffanii Simms (12710

Tiffandi, who had & clerical joh at {he locad
newspaper at the time, stil]l managed to
seeuTe A 517,000 loan from the ‘Texas-hasad
Appis Mortgage Corporabion, ome of two
national lenders that filed for bankmptey in
Angust. She bought the house on Millet for
555000 in December 2004, All they had to
pay, she says, “was ga50 for the appraisal
foo”. That meant, although she didnt know
it. that the mortgage broler who booked the
Inan had no Adoeiary obliration to look after
her hest interests — which is the case with
aronrnd 7 per cent of subprirme lending.

The seller, Jasem Neapolitan ol Meo's
Hernes, denies giving the Slmms any guar
aptees about the property heing  repaired
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after sale, “There was nothing ever sair hke
that. A ot of times these people just don't
want to pay and they']l say anything rather
{han eame up with the money,” e tells o
He also says he had no nvolvement in
arranging the MOTIAEE, but gives all his
clients “a list of three or four brokers Lo
eall”. Howewer, to assist the Simms with
the sale, Neapolitan did lend them a further
g2 800 under an additional  30-vear Inan
secured against Lo Property, aoearding to
Toan doenments, although he says he did
not recall the exact oireamstances of By
speond loan that might have been made.
Neapolitan eomplains that he i3 zel to
loge his 54,500 loan fo the couple: “'1 know
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High price: both Rose Carter (left)
and Tiffanii Simms (below) have
struggled witth their morigages

The mayor is also trying to shake off
Youngstown's reputation for shady dealings,
epitomisad by the 2002 jailing of Jim Trafi-
cant, the area’s Democratic congressmarn.
Traficant was imprisoned for elght vears on
corruption charges as part of an FRI investi
gation into organissd crime links in the city.

Mavor Williams, Youngstown's first black
mavor, who was elected as an independent
in 2005, hopes that the subprime crisis, while
challenging, will be just a “blip" compared
with the upheavals of the past three decades
But if there iz a desper impact, he savs, i
will be on areas such as the west side.

"Those are neighbourhoods where thers
has been stability. They're nice streets, And
if one or two hames fall prey to foreclosures
and become vacant, that could push the
nelghbourhoods to become less stable”

Cherie Howard, an attorneyv at Northeast
Ohin  Legal Services,
says the housing disas
ter has besn exacer-
bated by predatory
lending practices that
now tlireaten recovery
efforts. She savs abuses
inclade selling costly
home loans to pay for
supposed renovation. or
to consolidate eredit card
and other debis. Alterna-
tively, unscrupulous
developers seek fo “ffip”
properties  at  inflated
prices through a sale to
an unsuspecting agver
who has no chance of
attording the martzage

“Thev target someone

I'm going to lose the money that [ loaned.
I'm taking & hit [along] with the lenders.”
Further up the street, 54 Millet is also in
foreclosure proceedings, after being sold to
tts eurrent owner by Neo's Homes for
65000 in June last year. There are also six
other “for sale” signs out on a street of 66
houses - driving down prices in one of the
city’s few still-functional neighbourhoods.
The erisis is unfolding as Youngstown,
under its 6-vearold mavor Jay Williaks,
iries to revitalise itsslf, His Youngstown
2010 plan acknowledges that the city is still
shrinking, and seeks to focus development
on stable neighbourhoods - while in effect
retreating from those that cannot be saved.

who has never been a
homeowner, has always
been a renter, who will
be induced by saying that this is youar
apportunity to have your slice of the Amer-
ican dream.” she says.

[n a hitter twist, Rose Carter, the svmps-
thetic minister helping the Sirmms family, is
herself trying to avoid foreclosure on a prop
erty she owns in Liberty Township in the
north of the city. Liberty, about 20 minutes
by car from Millet Avenue, is a subrb of
large, prosperous-looking  houses. Rose
bought a spacious home there for $171,000 in
December 2004 to share with her daughter,
son-in-law and grandson with a 133,000 sub-
prime mortgage from CitiMortgage.

Rose, who had recently retired, made 3
down-payment of more than 515000 and

ryap

was offered a classic "2/28" adjustable rate
mortrage — with two vears at a fixed 7 per
cent that kept the payments aroumd 5800,
followsd by a move to adjustable market
linked rates.

Ag a former bank loan officer, Rose says
she wanted to avoid an adjustable rate, but
was told she had no choice given her clr-
cumstances, She also thought the rate would
reset over three wvears, rather than six
motiths. Then her danghter got divoreed, her
Bf-vearold father passed away and she dis
rovered that she was not eligible for the pen-
sion she had expected, as the monthly paxy-
ments jumped rapidly, from #3852 to §1.595,

“I sat down in the living room and [
cried,” she gays of her decision to abandon
attempts to stay afioat, Now she hopes that
by talking about what happened to her,
nthers will understand the need for proper
financial education. She has negotiated
what's called a "short-sale” from the bank,
with the house handed over to a real estate
agent and priced at $129.900. Her equity
investment in the house is lost.

But there is more than money being lost
in Youngstown, and in the largely poor
African-American community that makes
up 45 per cent of the city’s population. |
went with Hose to see the small house
where she grew up on Sycamore Street on
the north side of Youngstown.

Her father bought the house with money
he earned v:'c:rl-'.in;s, for 47 vedars at the
Youngstown Sheet and Tube works, whose
closure in 1977 delivered a crippling blow to
the city, “This was a thriving strest, there
ware doctors, attorneys — we were the only
poor peaple that lived here” she savs of
growing up in the 1950s.

On Sycamore, one entire side of the
street has gone, lhe old wooden houses
replaced by overgrown lots. Her [ather's
house was sold for $68,000 in September
last year, But it has sinee lain unoccupied,
and foreclosure proceedings began this
summer. Its metal cladding has been pulled
off, and the slate paving stomes of the front
path taken away.

"My father saw this as his legacy,” Rose
explained to me as she stood on Sycamore,
fighting back tears. “His family came out of
slavery, he came up from Alabama, and this
was all he worked for. Look at it. It wasz a
mice house, He worked for 47 yvears and this
was his legacy for us. And it's gone.” [

Jomothan Bivchudl s the FTS US refeil
correspondertt based in New York.

Septomber 2323 2007 FINANCTAL TIMES MAGAZINFE, 27



Scanned from FT Magazine (Financial TImes), September 22-23, 2007.



