
Chicago’s Polarized Housing 
Market Recovery:
Market Challenges & Policy Responses

Philip Ashton

University of Illinois at Chicago



The Housing Bubble & 
Its Aftermath



Even as the national trend 

was more pronounced 

(due to stronger increases 

in speculative markets like 

Las Vegas and San 

Francisco), Chicago still 

saw an average 69% 

increase in home prices 

between January 2000 

and summer 2006. 





Year-over-year changes 

went from an average of 

10% per year during the 

boom to negative for 28 

consecutive quarters –

from Q1-2007 to Q1-2014.



A REPRESENTATIVE CASE OF 
THE FORECLOSURE CRISIS:

2008 foreclosure filings in the 
southwest neighborhood 
Chicago Lawn (each dot 
represents a foreclosure).

Source: Southwest Organizing Project (SWOP)



Several Federal policy approaches that 
have been operative since 2008:

a. Purging risk from the system by 
tightening mortgage underwriting 
standards;

b. Increasing homeowner stability 
through mortgage modification and 
refinance programs;

c. Stimulating housing purchases through 
tax incentives for new buyers;

d. And, most importantly, injecting 
trillions of dollars into the housing 
system through Federal Reserve 
purchases of US Treasury securities 
and mortgage-backed bonds. 



NEW FORCES SHAPING 
POLARIZATION

By radically lowering the 
cost of borrowing, 
quantitative easing has 
led a sharp rebound in 
purchase activity in select 
Chicago neighborhoods.

On the other hand, 
tightened mortgage 
standards have starved 
other neighborhoods of 
resources, compounding 
the effects of the 
foreclosure crisis.



One structural shift 
that has affected all 
city neighborhoods is 
the shift to rental 
housing. 

Another has been 
significant population 
loss in large areas in 
the city.



Policy Orientations:
The Affordable Requirements Ordinance (ARO)



“Inclusionary zoning” or “linked 

development” programs have been used 

by US local governments since the 1980s 

to increase the production of affordable 

rental units. 

New York City’s “80/20” program is a 

prominent example. 

Chicago’s Affordable Requirements Ordinance (ARO), first 
passed in 2003, contained the following provisions:

o New developments with more than 10 units that received 
either city zoning changes or additional city financial 
assistance must set aside a proportion of the units as 
affordable housing. 

o Residential projects (both rental and for-sale) that 
utilize a zoning increase or City land are required to set 
aside 10% of total units as affordable to low- to 
moderate-income families. 

o Residential projects that receive City financial 
assistance, such as Tax Increment Financing, are 
required to set aside 20% of total units as affordable.

A related ordinance, the Downtown Density Bonus, allowed 
real estate projects in the central business district to receive 
additional density in exchange for on-site affordable units or a 
fee paid in lieu of actual units.



Nevertheless, the workings of the program has highlighted some 
contradictions to linking affordable housing production to the 
cycle of private development.

Eligibility. The definition of “affordable” is set at 80% of Area 
Median Income for rental projects and 120% of Area Median 
Income for for-sale projects. 

Flexibility. Developers may buy out of up to ¾ of their 
obligated units, and may substitute the remaining ¼ with units 
built up to two miles away.

Effectiveness. There is a mismatch evident between buyout 
amounts and the actual costs of producing affordable units. 

Community conflict. In the eyes of housing advocates anti-
gentrification activists, ARO has become associated with the 
legitimation of sellouts to developers.







Policy Orientations:
The Neighborhood Stabilization Program (NSP) & 
the Micro Markets Recovery Program (MMRP)



A SECOND POLICY CHALLENGE: 
addressing the long-term 
effects of the foreclosure crisis.



City of Chicago – Neighborhood Stabilization Objectives

Given the scale of the foreclosure issue, its adverse impact on neighborhoods, the following neighborhood 
stabilization goals have been established:

1. Stabilize neighborhoods by getting vacant and foreclosed homes up-to-code and occupied as quickly as 
possible.

2. Strategically target interventions to protect neighborhoods impacted by foreclosure, preserve public and 
private investments, and make a measurable impact in targeted areas.

3. Create efficiencies and economies of scale by acquiring vacant, foreclosed properties in bulk at a discount 
from lending institutions and redeveloping those properties with a broad network of qualified 
development partners.

4. Prioritize interventions on vacant, foreclosed 1-6 unit properties and other larger buildings that adversely 
impact neighborhood stability and quality of life in targeted areas.

5. Ensure compliance with affordability restrictions on rehabilitated homeownership and rental housing 
units.

- City of Chicago, NSP II Final Narrative



The City of Chicago identified 25 out 
of a total of 77 community areas as 
areas of greatest need, representing 
the top quartile of areas based on 
the following:

NSP 1

(1) foreclosures completed to 
become Real Estate Owned 
properties (REOs) per 1,000
mortgageable properties in the 
area;

(2) percent of loans in each area 
that are high cost; and 

(3) risk factors for rising foreclosure 
rates, including current price 
compared to 8-year maximum and 
unemployment rates.



Targeting: 36 census tracts clustered in 11 community 
areas.

Selected based on:
- Scoring high on NSP-2 need scores (>18)
- Need for public sector intervention
- Capacity for a comprehensive approach based on an 

established plan
- Community capacity
- Parallel capital investments

Census tracts were grouped into three types based on 
the challenges, market conditions and opportunities of 
each community









A polarized housing market recovery has resulted in 
intense development pressures, but only in select areas 
of the city.

City housing policy has leveraged those pressures to 
produce affordable units, but those units are 
mismatched to household need by both price 
(affordability) and geography (access).

Weak resources and a "micro" approach to a widespread 
housing collapse in low-income/minority neighborhoods 
raise long-term questions regarding the viability of those 
neighborhoods.

Conclusions


