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Abstract 

Starting in 2008, the number of homeowners losing their homes to foreclosure began increasing 
dramatically. Given that troubled borrowers may not fully understand their options for modifying 
their mortgage, lenders and policymakers have reacted to rising foreclosure filings by increasing 
the use of third-party default counseling programs. However, the existing literature on mortgage 
default counseling provides little convincing evidence on the effectiveness of counseling on 
borrower outcomes. This study employs multiple identification strategies to assess the impact of 
counseling on receipt of loan modifications and keeping one’s home. We find evidence of 
negative selection into counseling; however, once this negative selection is controlled for, 
counseling is consistently found to increase the probability that borrowers will receive a 
modification. We also find some evidence that counseling reduces the probability that a borrower 
will lose his or her home to foreclosure. Moreover, among borrowers who received a loan 
modification, those who were counseled were less likely to subsequently default. Lastly, we 
consistently find that when a homeowner receives counseling is an important determinant of his 
or her final outcome: those who receive counseling when current or in the early stages of default 
are much more likely to receive a modification or keep their homes than those who receive 
counseling when seriously delinquent.  
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1. Introduction 

The recession that began in December of 2007 was largely precipitated by a housing 

crisis whereby a nationwide decline in housing values and seizing up of the mortgage market 

nearly crippled the nation’s financial institutions. Problems in the housing market have been 

linked to a decline in (or absence of) underwriting standards for mortgages, increased mortgage 

lending to borrowers with poor credit histories, and speculative purchases. As mortgage 

borrowers finance the entire value of their homes, as housing values decline many borrowers 

owe more than their homes are worth and unable to sell their properties. This, compounded by 

rising unemployment, increasing mortgage payments due to resetting interest rates, and an 

inability to refinance loans, has resulted in record numbers of homeowners in default and 

foreclosure.  

As the housing crisis escalated in the late 2000s, one solution proposed by policy makers 

and lenders alike was the provision of mortgage default counseling. The federal government 

allocated over $400 million for mortgage default counseling under the National Foreclosure 

Mitigation Counseling (NFMC) Program. This is the largest ever investment in mortgage default 

counseling attempted in the U.S.; however, there exists surprisingly little evidence as to the 

effectiveness of counseling at helping borrowers in distress.  

There are several rationales for providing counseling as a means of preventing 

foreclosure, especially for mortgage borrowers unfamiliar with the mortgage market or those 

facing severe resource constraints. Counseling has the potential to connect borrowers to public 

services as well as to lender-provided alternatives to foreclosure of which consumers may be 

unaware. Counselors can assist homeowners in navigating the bureaucratic requirements of the 

different public programs designed to assist distressed homeowners. Counseling may also 
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provide an external review of a consumer's budget to aid in the development of cash flow for 

servicing mortgage debt. Nonetheless, there is currently little evidence that mortgage default 

counseling has yielded the promised effect of reducing mortgage delinquency. In practice, 

establishing a causal link between counseling services and mortgage outcomes is difficult given 

the extensive negative selection of consumers into counseling. Consumers who seek counseling 

have historically been the most disadvantaged borrowers, with the least ability to cure their 

delinquency. Moreover, many consumers do not seek counseling until well into the foreclosure 

process, limiting the ability of counselors to effectively intervene.  

Previous studies on this topic have been plagued by limited data on counseling and 

borrower outcomes, and a lack of credible identification strategies to address the bias created by 

the selection into counseling. This study seeks to provide improved estimates of the effect of 

mortgage default counseling on mortgage outcomes by pursuing a variety of different 

identification strategies.  

This study utilizes a number of different identification strategies, including an 

instrumental variables (IV) strategy that exploits exogenous variation in the timing and intensity 

of a targeted outreach and marketing program for mortgage default counseling, to analyze the 

effect of mortgage default counseling on mortgage outcomes. Data for this study were drawn 

from a database on subprime home mortgages nationwide that are administered by Wells Fargo 

Bank, N.A. Corporate Trust Services (CTS) and then matched to an administrative data set on 

individuals who received counseling from a national foreclosure counseling hotline.  The 

matching of these two datasets yields an individual panel dataset on mortgage status and receipt 

of counseling spanning June 2007 through December 2009.  
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Using an individual fixed-effects identification strategy we find that counseling increases 

the likelihood of receiving a permanent mortgage modification, and reduces the probability of 

the home being lost to foreclosure. However, the effectiveness of counseling varies based on 

when the borrower sought counseling, with borrowers seeking counseling at 30 or 60 days past 

due performing better than those seeking counseling at 90 days delinquent or when still current. 

The finding that counseling increases the likelihood of receiving a permanent mortgage 

modification is confirmed by the IV analysis. Moreover, the magnitude of the effect increases 

substantially once the IV is used, suggesting negative selection into counseling. While 

counseling continues to reduce the probability of the home being lost to foreclosure using the IV 

strategy, the effect is no longer statistically significant.  

This paper has five distinct parts. The second section discusses the foreclosure process 

and the role of counseling. The third section describes the data used in this analysis, while the 

fourth section describes the empirical methods. The fifth section presents results on the impact of 

mortgage counseling on homeowner outcomes, followed by a conclusion. 

 

2. Mortgage Default, Mortgage Counseling, and Homeowner Outcomes 

2.1. The Problem of Mortgage Default 

Over the past decade, the “American Dream” of homeownership was extended to persons 

and groups for whom this dream had been elusive in previous decades.  Innovations in the credit 

market, the relaxation of lending standards, and booming housing values spurred record numbers 

of home sales in almost every region of the nation. However, as housing values decreased and 

employment markets declined in 2007, the “American Dream” turned sour.  According to the 

Mortgage Bankers Association’s National Delinquency Survey (NDS), the share of single-family 
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owner-occupied first-lien mortgages starting foreclosure reached a new record in the second 

quarter of 2009.  The NDS data show that approximately 3.6 million mortgages out of 44.7 

million outstanding loans were seriously delinquent, and 1.9 million loans were in the formal 

foreclosure process.   

Homeownership, and the extensive public investment in its promotion, has been justified 

through a range of policy rationales [1]. While homes offer the opportunity for families to buy 

into a leveraged investment using a mortgage, recent events suggest that a portion of mortgage 

borrowers have experienced the negative effects of this leverage and will own fewer net assets 

after trying to own a home.  Moreover, local neighborhoods may suffer depressed property 

values as a result of increasing foreclosure sales [2].   Lin, Rosenblatt, and Yao [3] examined 

foreclosure and home sales data from 13 states, finding a negative effect on home values within a 

300-foot radius of the foreclosed home and smaller effects out to a 600-foot radius.  Similar 

effects have been found regarding the incidence of crime in areas with relatively high foreclosure 

rates [4].  As foreclosures continue to surpass record levels with each subsequent quarter, 

approaches to preserving homeownership are becoming increasingly important to understand. 

Default counseling is central to the current approaches for addressing the rise in foreclosures [5]. 

 An overview of the foreclosure process and its alternatives helps place the role of default 

counseling in perspective. Mortgages are legal contracts in which the borrower (mortgagor) 

receives a sum of money from a lender (mortgagee) under specified repayment terms.  These 

terms include a publically filed lien on the home, which gives the mortgagee rights to use the 

home to payoff an unpaid balance. Any violation of the contract could result in a default in the 

contract on behalf of the borrower. Most commonly, a default results after a borrower’s failure to 

make payments on the specified schedule. Lenders have some discretion over when to rule a 
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mortgage is in default and to exercise their right to repossess the home through the legal 

foreclosure process. To avoid foreclosure proceedings, lenders might offer borrowers short-term 

reductions (less than 24 months) in interest or principal payments, often deferring past due 

payments into principal. Lenders might also offer to formally modify the legal mortgage contract 

and reduce interest and/or principal. Such options may benefit the borrower if they allow the 

borrower to overcome a short-term financial shortfall. Counseling is often viewed as a 

mechanism for assisting borrowers and lenders in the pursuit of alternatives to foreclosure. 

 

2.2. The Role of Default Counseling 

At its broadest, default counseling is part of a continuum of services that provide 

information, advice, and guidance on how to deal with debt problems [6]. Counseling can 

include services provided by for-profit and not-for-profit organizations, but is generally provided 

by the latter free of charge to the client. Counseling may be based on a variety of delivery 

models including self-help approaches, telephone support, or face-to-face counseling. In recent 

years telephone counseling has become more common as providers have sought to increase 

capacity and make counseling more convenient for clients. Consumers may enter the counseling 

process based on a referral from their lender or loan servicer, or in response to local outreach or 

advertising efforts. 

Regardless of the delivery mode of counseling, most counseling programs focus on a few 

key tasks: (1) diagnosing the problem, (2) reviewing all income and expenditures in order to 

reduce budgeted spending items and identify income available for debt repayment, (3) 

prioritizing the order of payment of non-mortgage debts, (4) maximizing potential income 
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through public programs and benefits, and (5) developing a strategy for mortgage loan 

repayment including alternatives such as seeking a loan modification or selling the home. 

Interviews with foreclosure counseling professionals suggest that an important role of the 

counselor is to give consumers an opportunity to “tell their story.” Counselors describe a process 

in which borrowers spend 15 to 30 minutes simply describing the circumstances of obtaining a 

mortgage, the “trigger event” that caused a payment disruption, and the borrower’s self-admitted 

mistakes or regrets. Borrowers also relay their frustrations with their circumstances during this 

time, including the often complex family situations that may impede earning sufficient income or 

changing housing. Borrowers commonly share their experiences of dealing with their lender or 

loan servicer, during which time they frequently demonstrate confusion about loan terms and 

appropriate next steps. Experienced counselors plan to allow time for these discussions before 

launching into budgeting or repayment options. The length of a counseling session varies, but the 

initial session typically lasts one hour. After the initial session, clients may attend one or more 

additional sessions. Telephone-based counseling sessions tend to be shorter, and face-to-face 

sessions tend to run longer [7]. 

The US Federal government provided $50 million for all types of housing counseling in 

2008 through the US Department of Housing and Urban Development’s (HUD) housing 

counseling program. This amount represents an increase of $30 million since 2001 [8]. 

Approximately 1,800 non-profit agencies receive these funds to support their counseling 

programs, which served over 1.7 million individuals in 2007. Only 16 percent of these agencies’ 

clients sought default counseling, although the number of foreclosure clients increased by nearly 

50 percent from 2006 to 2007 [8].1 In 2008 and 2009, the US Congress allocated $410 million in 

additional funds to specifically address foreclosure issues through the National Foreclosure 
                                                 
1 http://www.huduser.org/Publications/PDF/hsg_counsel.pdf 
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Mitigation Counseling (NFMC) program.  This sum represents a significant public investment in 

default counseling nationally. HUD has proposed that the NFMC program be funded into 2010 

and 2011 at elevated levels. Aside from publicly subsidized counseling, lenders, servicers, and 

mortgage loan investors provide financial support for default counseling and default counseling 

agencies.2 

 

2.3. Rationales for Default Counseling 

There are a range of rationales for offering publicly-funded default counseling.  A 

common policy rationale for providing default counseling is that because mortgages are 

complicated financial contracts, many consumers may struggle to comprehend their rights and 

obligations. Some consumers, particularly those who lack experience with or knowledge of 

financial issues, may not know what steps to take when facing mortgage default and may 

therefore need help before they can move forward. Bucks and Pence [9] show that low-income 

mortgage borrowers are most likely to underestimate how much the interest rate on their loan 

could change relative to their actual contract. Minority borrowers are 30 percent less likely to 

know their interest rate, and low-income borrowers are 28 percent less likely to know their 

interest rate. Similar effects are documented for less educated borrowers. Low-income 

consumers with less than a college degree are among the least informed about their mortgage 

terms. In a study of investment knowledge and hypothetical retirement plan choices, Agnew and 

Szykman [10] find consumers with lower levels of financial knowledge are less likely to use 

provided information and more likely to demonstrate signs of information overload. These 

studies suggest that consumers with lower incomes, with less education, and of minority races 

may exhibit differential behavior during default and may be less likely to seek out alternatives to 
                                                 
2 http://www.hopenow.com/media/press_release 
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foreclosure. To the extent counseling is targeted to these populations, and is then effective in 

improving decision-making, default counseling may play an important role in providing 

technical explanations and advice. 

A second rationale for default counseling is that consumers in distress may not know 

what public programs are available to them. The counselor has repeated experiences with clients 

and familiarity with the array of programs available. The role of information on individuals’ 

take-up of social programs has been examined in a number of contexts [11; 12]. Any program 

that requires an affirmative opt-in provision will result in the failure of otherwise eligible people 

to apply.  Currently, the primary federal policy tool focused on consumer mortgage default is the 

Making Home Affordable (MHA) program. This new initiative was launched with $75 Billion 

allocated to support an estimated nine million loan modifications before the program expires in 

December 2012. Borrowers must opt-in to the program by completing application forms much 

like those used in underwriting a new mortgage loan. The lender then rejects or accepts the 

application based on whether the borrower meets the program guidelines regarding a 

documented hardship and stable income. The terms of the program subsidize lenders and 

servicers that reduce monthly payments to 31 percent of the borrowers’ verified income during 

the last five years.  Given that loan modifications are negotiated by private lenders with 

individual borrowers, there could be challenges for historically underserved borrowers, lower-

income and minority borrowers in particular, in obtaining loan modifications due to their lack of 

experience with and knowledge about lending institutions. Furthermore, many borrowers likely 

received their loans from a third-party mortgage broker and have no direct connection to a 

lender.  This lack of knowledge may result in a failure to apply for the MHA program or an 

increased likelihood of submitting an incomplete application. Thus, default counseling may help 
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borrowers overcome information failures and access programs designed to assist individuals with 

financial problems. 

A third rationale for default counseling is to aid people at a time of intense emotional 

distress. Mortgage borrowers facing financial distress often exhibit anxiety from being unable to 

pay bills, as well as from the trigger event(s) that caused the disruption in payments (job loss, 

health emergency, etc.). Such a psychological state creates a tendency to focus on immediate 

issues and ignore other information. The literature suggests that anxiety leads people to process 

information less systematically and effectively [13; 14; 15; 16]. Data from mortgage lenders 

indicate that as many as one-half of borrowers have no contact with their lender by the time of 

the foreclosure proceeding, despite vigorous outreach efforts by lenders and servicers during the 

default period [7; 17]. Focus groups of low- and moderate-income borrowers in default in 

Chicago provide illustrations of this phenomenon [18]. Borrowers described no longer answering 

telephone calls, avoiding answering the door, and “sticking all my mail (unopened) in the 

couch.” Borrowers described being “paralyzed” and simply “waiting to be kicked out.” They 

either did not notice their lenders’ attempts to make contact, or they became so anxious about 

what might happen that all contact was avoided. If the borrower can connect to a default 

counselor, the counselor can relay the importance of paying attention to the situation and taking 

action. Consequently, counseling can help connect borrowers to their lenders and help them 

begin to implement a strategy for repayment or another alternative, rather than simply waiting 

for the foreclosure auction. 

A final rationale for the provision of default counseling is that the counselor may play an 

important role as a trusted advisor at a time when the borrower is unsure of who to trust. 

Particularly in the case of a nonprofit, third-party counseling agency, the consumer may view the 
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counselor as more objective and trustworthy than a lender or another entity. Borrowers may be 

more willing to divulge information to a counselor about their economic situations than to a 

lender. Compared to a lender, counselors may be able to explore more sources of income, as well 

as a wider range of spending reductions. Therefore, third-party counseling could result in 

borrowers being able to free up more cash flow for repayment. For borrowers who are unlikely 

to have the ability to repay the loan, the counselor may provide an unbiased assessment, as well 

as guidance on trying to sell the home. In interviews, counselors frequently mentioned that an 

important question in every session is, “Do you really want to keep this house?”  As opposed to a 

lender or real estate professional that may benefit from the borrower’s next steps, the counselor 

could be viewed as an unbiased source of information regarding the decision to repay, sell, 

foreclose, or seek another alternative. 

Despite these potential roles for default counseling, default counseling remains subject to 

several critiques. A common complaint is that counseling is not offered widely enough and that 

counselors are of inconsistent quality [19]. Another critique is that counselors generally lack 

legal expertise and may not recognize when borrowers could or should take legal actions [20].  

Counselors may also lack knowledge of the borrowers’ local context and may thereby fail to 

make referrals to other service providers or programs that may be helpful to the borrower. 

Further critiques suggest that counseling becomes a distraction from more significant policy 

issues. While counseling may not be harmful, some scholars argue it is more important to focus 

on stiffer legal protections [21].  Indeed, expectations for default counseling should be tempered. 

For borrowers with a drastically reduced income or a chronic health problem, especially when 

combined with a mortgage balance that is much greater than their home’s value, counseling will 

not enable borrowers to overcome their problems without significant subsidy. Clearly, 
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intervening early may provide more potential options since borrowers are not as far behind and 

can still take action to prevent further decline. In the end, some borrowers will lose the home to 

foreclosure regardless of counseling efforts. 

 

2.4. Impacts of Default Counseling on Mortgage Outcomes 

Despite the expansion of default counseling, there is little research into the impact of 

counseling.  In the US, there is a general literature on mortgage counseling that dates back to the 

late 1960s, during which time the Federal Housing Administration mortgage insurance program 

struggled to manage its troubled Section 235 program [22]. Nevertheless, little attention has been 

devoted to the post-purchase segment of housing counseling programs until recent years. Cutts 

and Merrill [23] provide a general overview of how the current incarnation of mortgage default 

counseling is delivered, especially telephone-based counseling services offered to borrowers who 

are delinquent on their mortgages. Despite the relative dearth of research on default counseling, 

several studies have been published in the past few years that examine the impact of default 

counseling on mortgage outcomes.  

Collins [7] analyzes financial counseling for mortgage borrowers in default. The dataset 

includes a small sample of 299 clients who received face-to-face and/or telephone-based 

counseling. The author consulted public records to determine foreclosure outcomes six to nine 

months after counseling. The analysis indicates that each additional hour of counseling reduced 

the probability of negative foreclosure outcomes by 3.5%.  The study also compares the effects 

of telephone and in-person counseling, finding that in-person sessions generally tended to be 

longer in duration. Controlling for the additional time involved, neither method proved superior 

in terms of foreclosure outcomes or client ratings. However, many clients in the study opted for 
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telephone counseling. The telephone-based approach may be popular in part because of its 

convenience for dealing with critical issues at almost any time without requiring transportation, 

and because it provides greater anonymity [8].  Collins [7] notes that the study's follow-up period 

was short and the model's statistical significance of 0.10 weak, but the results suggest that each 

additional hour of counseling reduces the probability of foreclosure.    

Ding, Quercia, and Ratcliffe [24] evaluate counseling delivered via the telephone for 

delinquent mortgage borrowers.  In this program, default counseling was offered to borrowers 

directly and in response to late payments, rather than based on clients seeking out a counselor. 

The study includes lower-income borrowers who were 45-days delinquent on their mortgages. A 

total of 924 borrowers were offered telephone-based counseling, and 350 borrowers accepted 

and received at least one counseling session. Using a two-stage selection model to address the 

problem that more motivated borrowers would also be more likely to accept the offer of 

counseling, the authors estimate the odds of curing the defaulted loan (i.e. getting caught up on 

payments) were 50 percent higher for borrowers who accepted and received counseling than for 

non-counseled borrowers. Note that this study examines the effects of counseling offered 

proactively and earlier in the default timeline, and finds stronger effects, than those reported in 

the previous study by Collins [7].  

Quercia and Cowan [24] examine the Mortgage Foreclosure Prevention Program (MFPP) 

in Minneapolis. The MFPP provides case management, post-purchase counseling, and/or 

assistance loans to its clients. The dataset includes 4,274 households who received intensive 

services from the program, including financial assistance and counseling services. For each 

additional hour the program spent on a client’s case, the client’s odds of avoiding foreclosure 

increased by 10%. A client receiving eight hours of services had more than double the odds of 
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avoiding foreclosure than clients who received less than one hour of services.  This study did not 

control for clients selecting into services by number of hours, however. In addition, clients 

received more than counseling services, which may in large part account for the positive 

findings.  

Collins, Herbert, and Lam [25] analyze the offer of telephone counseling by one national 

lender to delinquent borrowers. The offer of counseling from the non-profit agency had modest 

positive effects on the number of days borrowers were delinquent on their loans. The authors 

suggest this finding could be related to an increased use of payment plans as borrowers engaged 

in a budgeting exercise with a counselor and were then connected to their lender. Other 

outcomes, including loan cures and borrower-lender contact rates, were not impacted by the 

counseling offer, at least during the relatively short 15-month period analyzed.   

Orton’s [26] qualitative research in the UK provides insights from the first stages of a 

longitudinal study. The author conducted in-depth interviews with 59 people who received face-

to-face or telephone counseling from one of six nonprofit providers.  Interviewees were near 

unanimous in being positive about their counseling experiences. Interviewees identified three 

key themes as particularly important: having someone to talk to, obtaining information and 

options, and being better able to deal with lenders. This study highlights the fact that having a 

debt problem is a highly distressing and isolating experience for the borrower. Having someone 

to talk to who listened and was understanding, non-judgemental, and sympathetic was seen by 

interviewees as positive in itself. This led to reassurance, with clients immediately benefiting 

from the knowledge that there was an organization available that could help them.  In some 

cases, clients had reached an impasse in negotiations with lenders and needed the counselor’s 
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help. Clients reported increased confidence, based on practical elements such as being given 

examples of letters to use, or being better informed about the alternatives available.   

Mayer, Tatian, Tempkin, and Calhoun [27] analyze the federally funded NFMC program. 

They find the program somewhat reduces the likelihood that counseled homeowners end up in 

foreclosure compared to a non-random control group. More than one-third of NFMC clients 

entered counseling already in foreclosure (22 percent), or entered foreclosure soon after starting 

counseling (11 percent). The authors estimate that counseled homeowners were 1.6 times more 

likely to cure a foreclosure or avoid losing their home if still in foreclosure than a non-counseled 

pool of borrowers. The authors also find counseled clients who received a loan modification had 

lower mortgage payments than a comparison group of borrowers with loan modifications. The 

finding that borrowers facing foreclosure are 60% more likely to keep their homes if they receive 

counseling is consistent with the results of the earlier study by Ding et al. [24]. 

While the literature on default counseling is still emerging, these studies generally 

suggest that default counseling has positive effects. The counseling interventions appear to be 

stronger when offered early in the default process, when offered for a longer period of time, and 

when offered in combination with other services and programs.  

 

3. Data 

3.1. National CTS Data 

In order to examine the effect of counseling provision on mortgage outcomes, we take 

advantage of the national coverage provided by the CTS data. CTS is a service of Wells Fargo 

Bank, N.A. that provides information on a variety of investment vehicles administered by the 

bank.  The CTS data cover nearly six million securitized mortgages for which Wells Fargo 
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serves as the trustee.  Information on the loans is released via monthly remittance reports that are 

then uploaded onto the CTS website (ctslink.com) by loan servicers.  Each monthly loan record 

includes the loan number, the loan servicer, a current FICO credit score, loan-to-value ratio at 

origination, the last 12 month’s delinquency history, the property’s zip code, the type of loan, the 

original and current balance of the loan, information on whether or not the loan has undergone a 

modification, and many other variables.  

The CTS data provide a rich panel of information on mortgages and mortgage holders; 

however, they do not provide any information on the receipt of mortgage default counseling. To 

identify mortgages in the CTS data whose mortgage holders underwent mortgage default 

counseling, we obtained data on counseling clients served by a large non-profit organization that 

offers mortgage default counseling throughout the nation.  

We obtained data from a homeowner counseling hotline for the period January 2008 

through October 2009. The data for this time period contain information on just over 550,000 

distinct homeowners who contacted their hotline seeking mortgage counseling. These data 

contain the date borrowers received counseling, as well as a loan identification number and the 

name of the current mortgage servicer. Since loan numbers are generally unique within mortgage 

servicers these two pieces of information, present in both data sets, can be used to uniquely 

identify loans. Loan counselors have an incentive to accurately record loan numbers and servicer 

names since they receive payment for their counseling services based on this information. As a 

further check to ensure accurate matches between the CTS data and counseling data we also 

match the zip code where the property is located. Using the information on loan number, 

servicer, and zip code we are able to match 17,680 mortgage records from the counseling data to 

the CTS data; however, after eliminating observations with missing values for key variables we 
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are left with 13,515 matched records. These data are supplemented with 50,284 non-counseled 

borrowers randomly selected from the CTS data. Using the CTS data, we add additional months 

both before and after the period for which we have counseling hotline data, in order to follow 

mortgages prior to any counseling occurring and then track mortgage outcomes for as long as 

possible after counseling has occurred. Our final sample period runs from June 2007 to 

December 2009. After dropping observations with missing values we are left with an unbalanced 

panel containing 1,195,401 borrower-month observations. 

There are a variety of reasons why the overall match rate between the counseling data 

and CTS data is not higher than 17,680 observations. First, the CTS data generally contain less 

than 3 million unique mortgages in any given month. Moreover, the CTS data occasionally 

contain errors or missing values for the servicer, loan number, or zip code. Similarly, while the 

counseling agency takes pains to obtain accurate loan numbers, servicers, and zip codes, this 

information is obtained over the phone from the client, and thus may again contain errors. Lastly, 

the counseling data contain information on prime borrowers, who are not represented in the CTS, 

further reducing the number of potential matches. Provided that the errors in values for the 

servicer, loan number, or zip code in both data sets are random (and we have no reason to 

suspect otherwise) our sample would provide an unbiased representation of subprime borrowers. 

Table 1 presents summary statistics for the national CTS sample for the entire sample 

period of June 2007 through December 2009. Over that time period five percent of mortgages 

received modifications and 2.6 percent of homes were lost to REOs. The average borrower had a 

FICO score of 660 and was 0.61 months delinquent. Sixty-five percent of all mortgages were 

ARMs, with a loan-to-value (LTV) ratio of 84 percent. One-eighth of observations occurred after 

a borrower had received counseling. Borrowers were most likely to receive counseling prior to 
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defaulting, with 6.1 percent first receiving counseling when they were current on their payments. 

Only 1.6 percent of borrowers first received counseling at 30 days delinquent, and 1.2 percent of 

borrowers first received counseling at 60 days delinquent. The remaining 3.7 percent of 

borrowers first received counseling when they were 90 days or more delinquent. These statistics 

suggest a polarization in borrowers seeking counseling, with nearly half preemptively seeking 

counseling, while over a quarter waited until they faced the prospect of foreclosure. 

Table 2 then presents summary statistics for the national CTS sample by ever receiving 

counseling only for the observations present in both the first and last months of our analysis 

sample—June 2007 and December 2009—with no missing values on key variables, in order to 

facilitate consistent comparisons between counseled and uncounseled borrowers in both time 

periods. In June of 2007 none of our sample had yet received counseling. Of those counseled by 

December 2009, 45.9 percent were counseled when their loan was current, 11.8 percent were 

counseled when 30 days delinquent, 9.1 percent were counseled when 60 days delinquent, and 

33.3 percent were counseled at 90+ days delinquent. In December of 2009, 3.1 percent of 

uncounseled borrowers had lost their home to a REO, while 4.4 percent of counseled borrowers 

had lost their home to REO.  

Few homeowners had received a loan modification in June 2007, but by December 2009 

4.9 percent of uncounseled borrowers and 17.8 percent of counseled borrowers had received a 

modification. In June of 2007 both uncounseled and counseled borrowers were on average 0.3 

months delinquent on their loans. However, by December of 2009 average delinquency had 

diverged somewhat, with the average number of months delinquent for uncounseled borrowers 

increase to 0.5, while the number of months delinquent for counseled borrowers increased to 0.7.  
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ARMs were prevalent among both our uncounseled and counseled sample, although 

significantly more so amongst counseled borrowers, with 77.4 percent of loans to counseled 

borrowers being ARMs in June 2007 versus 64.2 percent of uncounseled borrowers’ loans. The 

prevalence of ARMs remained effectively the same in December of 2009 for both groups. 

Average Annual Percentage Rates (APR) for the mortgages were approximately equal across 

groups in June 2008, with an APR of 7.9 percentage points for uncounseled borrowers and 7.6 

percentage points for counseled borrowers. However, while average APR fell for both groups by 

December of 2009, the APR fell significantly more for counseled borrowers than uncounseled 

borrowers, to 6.4 percentage points and 7.5 percentage points respectively. This likely reflects 

the much higher rate of loan modifications among the counseled borrowers.  

Counseled and uncounseled borrowers displayed similar average FICO scores and LTVs 

in both June 2007 and December 2009. Uncounseled borrowers had average FICO scores of 667, 

while counseled borrowers had average FICOs of 669 in June 2007, and both dropped by an 

average 10 points by December 2009. Uncounseled borrowers had LTV ratios of 83.2 percent in 

both June 2007 and December 2009 versus 85.9 percent for counseled borrowers.  

Counseled borrowers had somewhat higher payment and interest (P&I) amounts and 

significantly higher loan balances. Counseled borrowers had average P&I of $1,628 in June 2007 

versus $1,420 for uncounseled borrowers, and average original loan balances of $315,000 versus 

$235,000 for uncounseled borrowers. On average, uncounseled borrowers appear to have made 

some progress in reducing their mortgage principle over the sample period, with the balance 

decreasing from $235,000 at origination to $231,000 in June 2009. However, for counseled 

borrowers the average balance increased from $315,000 to $323,000. Overall, the summary 
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statistics suggest caution regarding the potential for negative selection into counseling by the 

riskiest borrowers. 

Table 3 presents the transitions of all mortgages observed in both June 2007 and 

December 2009 for counseled and uncounseled borrowers separately. Counseled borrowers who 

were current in June 2007 were half as likely to be current as uncounseled borrowers by 

December 2009, almost three times more likely to be in default, and almost two times more 

likely to have lost their home to a REO. Of those borrowers delinquent in June 2007, counseled 

borrowers were less likely to have become current by December 2009 and were more likely to 

still be in default. However, counseled borrowers were slightly less likely to have lost their 

homes to REO than uncounseled borrowers. Again, the unconditionally poorer outcomes of the 

counseled borrowers suggest that there is negative selection into counseling.  

 

4. Empirical Methods 

4.1. Individual Fixed-Effects and Instrumental Variables Models Using National Data 

We take advantage of the national coverage provided by the CTS data and the national 

homeowner counseling hotline, as well as the panel structure of both datasets, to examine the 

effect of counseling on those who receive counseling relative to comparable borrowers who do 

not receive counseling. As discussed above, there is significant negative selection by borrowers 

into counseling that previous research examining the effect of counseling on mortgage outcomes 

has failed to address.  We implement two strategies to address any potential selection bias. First, 

we employ an individual fixed-effects estimation strategy that eliminates any time-invariant 

unobserved heterogeneity at the individual level that may affect both mortgage outcomes and the 

likelihood of seeking counseling, such as borrower financial knowledge, motivation to address 
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financial problems, or ability to manage crises by tapping social or family networks. This 

strategy also controls for any time-invariant individual demographics, such as education and 

race, which have been omitted in many previous studies.  

While individual fixed-effects address any time-invariant heterogeneity that may bias the 

relationship between counseling and mortgage outcomes, it fails to address the greater concern of 

the decision to seek counseling being related to time-varying shocks that also affect mortgage 

outcomes, such as the loss of a job. We therefore implement an IV estimation strategy that 

exploits exogenous variation in receipt of counseling generated by variation in the timing and 

location of targeted outreach events put on by the non-profit counseling agency across the 

country throughout 2008 and 2009 that highlight their services to homeowners in distress. These 

events resulted in publicity for the agency’s counseling hotline in the targeted metropolitan area 

that significantly increased calls to the agency’s hotline from that city.  

The panel nature of these data also allows us to differentiate the effect of counseling by 

when a borrower seeks counseling. Borrowers who seek counseling before they are even 

delinquent on their mortgage, or shortly after becoming delinquent, are likely different from 

borrowers who seek counseling later into delinquency in ways that may affect their mortgage 

outcome (i.e. more financially savvy and more motivated). Moreover, the options available to the 

homeowner and counselor to resolve the delinquency vary depending on what stage in the 

default process the borrower is at. 

The model to estimate the effect of mortgage default counseling receipt on mortgage 

outcomes takes the form: 

    ,    (1) 
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where Y is alternately an indicator for receipt of a loan modification or the loss of the home to a 

REO by borrower i in state s in month t; X is a vector of time-varying loan and borrower 

characteristics, including an indicator for the loan having an adjustable rate, the log of the current 

loan balance, the borrower’s current FICO score and its square, and the current, 3-month and 6-

month lag of the number of months the borrower is delinquent; C is a vector of counseling 

variables, including an indicator equal to one if a borrower has received counseling, and zero if 

they have not received counseling, as well as a set of interactions between the indicator for 

receipt of counseling, or, alternately, indicators for a borrower’s delinquency status at the time 

they initiated counseling (current, 30 days delinquent, 60 days delinquent, 90 days delinquent); T 

is a vector including a linear and quadratic monthly time trend; and ε is an error term. The above 

equation is estimated using a linear probability model (LPM) with individual fixed-effects for 

ease of interpretation.  With the inclusion of individual fixed-effects, all time invariant borrower 

and loan characteristics, such as race, education, borrower financial sophistication, etc., which 

are generally unobserved in mortgage default counseling datasets, are controlled for by the 

model.  

 To implement the IV strategy, we construct an indicator that is equal to one in the month 

before, during and after the date of the counseling outreach event for homeowners in the CBSA 

(core based statistical area)  in which the event occurred, and zero otherwise. The month before 

and after the event are included so as to capture the publicity of the hotline leading up to the 

event, and any residual publicity for the hotline following the event. We also include the number 

of loan servicers participating in the event as a further measure of the level of publicity the event 

received. These two variables are then used as our sources of exogenous variation in the first 

stage. We then estimate a second stage identical to Model (2), with the addition of a variable that 
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equals one if the home is located in an MSA that was targeted by an outreach event, and zero 

otherwise. This controls for any potential differences between cities that were targeted by the 

outreach events and those that were not targeted. Unfortunately, we have insufficient exclusion 

restrictions to estimate each of the four interactions of receipt of counseling and a borrower’s 

delinquency status at the time they initiated counseling. Instead, we simply estimate the average 

effect of counseling on homeowner outcomes, and compare the IV results to the OLS results. 

 

4.3. Cox Proportional Hazard Models of Mortgage Outcomes 

Among those who have received loan modification, we are interested in analyzing 

whether receipt of counseling prior to obtaining the modification has an effect on whether the 

mortgage subsequently ends in a REO. It is possible that counselors are better able to assess a 

homeowner’s finances and obtain modifications that result in terms and payments the 

homeowner is able to meet. We therefore employ a standard Cox hazard model for the risk of a 

borrower losing their home to REO conditional on receipt of a loan prior modification.  The 

model for the hazard function is:  

                   h(t,x,β) = h0 (t)r(x,β)                                             (2)         

where h0 characterizes the hazard function as a function of survival time t, while r(x,β) 

characterizes the hazard function of the covariates. The hazard ratio depends only on the function 

r(x,β) and not on h0. 

 

5. Results 

 Table 4 presents estimates of the effect of counseling on receipt of loan modification and 

loss of home to a REO for the national sample using the CTS data matched to callers to a 
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foreclosure counseling hotline. These estimates exploit the panel nature of the data with the 

inclusion of individual fixed-effects, and control for borrowers’ mortgage status prior to the time 

of counseling initiation. As shown in column (1), the receipt of counseling significantly increases 

the probability of a borrower receiving a mortgage modification. On average, a borrower 

receiving counseling was 10 percentage points more likely to receive a modification than a 

borrower who did not receive counseling.  

Given that the effectiveness of counseling may depend on the point in the default process 

at which a homeowner begins receiving counseling, column (2) then disaggregates the effect of 

counseling by number of months a borrower is delinquent at the time they first contact the 

counseling agency. The results do in fact demonstrate that when a borrower receives counseling 

affects their probability of receiving a modification. A borrower who receives counseling when 

their mortgage is current has a 10 percentage point higher probability of receiving a modification 

than an uncounseled borrower, while borrowers who receive counseling at 30 days and 60 days 

delinquent receive somewhat higher benefits from counseling with 15.2 and 13.9 percentage 

point increases in the probability of receiving a modification, respectively. This finding is 

consistent with borrowers needing to be several months delinquent before a borrower qualifies 

for a loan modification. In contrast, counseling is considerably less effective for borrowers who 

receive it at 90+ days delinquent, as they are only 7.0 percentage points more likely to receive a 

modification than uncounseled borrowers. All coefficient estimates are significant at the 0.1 

percent level or less.   

Columns (3) and (4) of Table 4 then examine the effect of counseling on the loss of a 

borrower’s home to a REO. As shown in column (3), on average counseled borrowers were 3.8 

percentage points less likely to lose their homes to a REO than uncounseled borrowers. Again, 
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the timing of the receipt of counseling appears to significantly alter the probability of a REO. 

Borrowers who receive counseling when current are 2.5 percentage points less likely to lose their 

homes to REO. Counseling is more beneficial to borrowers who receive counseling when 30 

days and 60 days delinquent, as it reduces their probability of a REO by 7.1 and 7.7 percentage 

points respectively. However, as with modifications, those who receive counseling at 90+ days 

delinquent benefited less from the counseling, as they were only 3.5 percentage points less likely 

than uncounseled borrowers to lose their homes to a REO. Again, in all cases the estimates are 

significant at the 0.1 percent level or less.  

Table 5 presents results comparing the overall effect of counseling on receipt of a loan 

modification and REO using a LPM and then the IV model. Columns (1) and (3) present LPM 

results, while columns (2) and (4) present the IV results. The LPM estimates in Table 5 differ 

slightly from those presented in Table 4, as the model now includes a control for cities that had a 

counseling outreach event. With the added control, the effect of counseling on the probability of 

modifications increases slightly to 11.4 percentage points from the 10 percentage point increase 

in probability of modification found in Table 4. This increase is likely the result of the targeted 

cities being among the hardest hit by the housing crisis. Column (2) then presents the IV 

estimates for the effect of counseling on modifications, where receipt of counseling is 

instrumented for using the location and timing of outreach events, as well as the number of 

participating mortgage servicers. The event IVs are quite powerful, yielding a first-stage F-

statistic of 58. With the use of IVs in column 2 the effect of counseling increases to a 57.5 

percentage point higher probability of receiving a loan modification than an uncounseled 

borrower, significant at the 1 percent level. The substantial increase in the effect of counseling 
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on modification probability with the use of the IV is consistent with negative selection into 

counseling biasing the OLS estimate downward. 

As for modifications, relative to the LPM estimates from Table 4, the coefficient estimate 

for counseling’s effect on REOs in column (3) of Table 5 is now slightly greater in magnitude, 

indicating that counseled borrowers are 4 percentage points less likely to lose their home to a 

REO than uncounseled borrowers, compared to the previous estimate of 3.8 percentage points. 

However, with the use of the IVs in column (4), counseled borrowers are estimated to be no less 

likely than uncounseled borrowers to lose their home to a REO, as the coefficient becomes 

smaller in absolute terms and is no longer significant. Therefore, while the results of the IV 

analysis strongly support the finding presented in Table 4 that counseling has a positive effect on 

receipt of a loan modification, they suggest that the reduction in REO for counseled borrowers 

implied in Table 4 may be overstated. 

 Lastly, Table 6 presents results from the Cox model. Here, the outcome examined is loss 

of one’s home to REO conditional on receipt of a previous loan modification. The Cox model 

estimates largely mirror the estimates from the LPM with individual fixed-effects. Column (1) 

shows the results for the average effect of counseling on subsequent REO. Counseled borrows 

are estimated to have a hazard ratio of 0.42 relative to uncounseled borrowers, significant at the 1 

percent level, suggesting a lower likelihood of counseled borrowers with a modification losing 

the home. Column (2) then disaggregates the effect by mortgage status at time of counseling. Yet 

again, the timing of counseling matters. Borrowers 30 days delinquent have the lowest ratio at 

only 0.21. This is followed by current and then 60 day delinquent borrowers at ratios of 0.35 and 

0.42, respectively. Lastly, borrowers who received counseling at 90+ days delinquent had a ratio 

of 0.52. In all cases the estimates are significant at the 0.1 percent level or less. The hazard ratios 
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for borrowers counseled when current, 30, 60 and 90 days delinquent all suggest significantly 

lower likelihoods of losing their homes to REO than uncounseled borrowers.  

 

6. Conclusions 

Although default counseling has existed since the 1960s, this field has grown and 

changed rapidly in just the last three years. An influx of federal subsidies to address a boom in 

foreclosure filings has stimulated the supply of counseling at a time when a growing group of 

consumers may benefit from counseling. There are several compelling rationales for the 

provision of counseling to overcome information barriers, as well as the public subsidy of 

counseling to address market failures in the form of negative externalities of foreclosure. Despite 

the robust increases in funding for counseling, the research on the impact of default counseling 

is, however, relatively scant.  

         This study attempts to examine the effects of counseling in the current economic context. 

We match data from securitized mortgages to borrowers calling a national counseling hotline. 

Using borrower fixed-effects for counseled and uncounseled loans we find the rate of 

modifications among counseled borrowers to be higher and the rate of homes lost to foreclosure 

to be lower relative to uncounseled borrowers.  With the implementation of an IV model for 

receipt of counseling we find further evidence that counseling strongly increases the rate of loan 

modification for borrowers; however, we find that counseling may have little to no effect on the 

probability of REO. Finally, using a Cox proportional hazards model, we find that, conditional 

on receiving a loan modification, counseled borrowers are significantly less likely to 

subsequently lose their home to REO. Throughout our analysis we find strong evidence that a 

borrower’s level of delinquency at the time they seek counseling significantly affects the 
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counseling agency’s ability to help them. In general, borrowers who are current, 30 days, or 60 

days delinquent at the time of counseling had the best outcomes, while borrowers who waited 

until they were 90+ days delinquent benefited less from the counseling.  

Given weak labor and housing markets, counseling’s ability to reverse foreclosures may 

not be as robust as in the period studied. Counseling, if offered early in the default process, 

shows evidence in these data of helping borrowers improve their mortgage status and retain their 

homes. One likely mechanism through which this effect operates is prioritizing payments if there 

is a regular income source available for servicing mortgage debt. As mortgage defaults shift from 

high interest rate loans held by employed borrowers with payment problems to prime rate loans 

held by borrowers with no income, the role of counseling may be diminished.  

These results also suggest there may be positive impacts of the offer of counseling on the 

incidence of loan modifications. Given the focus on loan-by-loan modifications, counseling may 

become more of a mechanism for borrowers to understand and accurately complete documents 

for lenders in order to seek and maintain a formal mortgage modification. This might necessitate 

greater outreach efforts to seek borrowers not in contact with lenders or counselors, as well as 

forms of face-to-face services that include less intensive education and advising and more 

intensive document review and preparation.  

It should be noted these results differ in structure from the NFMC study by Mayer et al. 

[27], in terms of the comparison group and the identification strategy. The level of negative 

selection observed in the matched CTS data is not evident in their data. The study by Ding et al. 

[24] that uses data on proactive default counseling is a different form of intervention, although 

the authors do model for negative selection. In the absence of randomized assignment to default 

counseling, variations in modeling will be crucial to examine the effectiveness of counseling. 
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Given the scale of mortgage default and public subsidies for counseling, this topic is worthy of 

continued study. Meanwhile, the impact of counseling must be kept in perspective; no amount of 

advice can overcome an inability to earn enough income to repay a loan. 



29 
 

References 
[1] J.M. Collins, Federal Policies Promoting Affordable Homeownership. In: W.M. Rohe, and 

H.L. Watson, (Eds.), Chasing the American Dream: New Perspectives on Affordable 
Homeownership, Cornell University Press, 2007. 

[2] J.Y. Campbell, S. Giglio, and P. Pathak, Forced Sales and House Prices. SSRN eLibrary 
(2009). 

[3] Z. Lin, E. Rosenblatt, and V. Yao, Spillover Effects of Foreclosures on Neighborhood 
Property Values. The Journal of Real Estate Finance and Economics 38 (2009) 387-407. 

[4] D. Immergluck, and G. Smith, The Impact of Single-family Mortgage Foreclosures on 
Neighborhood Crime. Housing Studies 21 (2006) 851-866. 

[5] J.M. Collins, and M. Orton, Policy Responses in the US and UK to the Problem of 
Foreclosures: Developing a Comparative Approach to Evaluating the Impact of Debt 
Counseling. Journal of Comparative Policy Analysis (Forthcoming). 

[6] P. Pleasence, and N. Balmer, Changing Fortunes: Results from a Randomized Trial of the 
Offer of Debt Advice in England and Wales. Journal of Empirical Legal Studies 4 (2007) 
651-673. 

[7] J.M. Collins, Exploring the Design of Financial Counseling for Mortgage Borrowers in 
Default. Journal of Family and Economic Issues 28 (2007) 207-226. 

[8] C.E. Herbert, J. Turnham, and C.N. Rodgers, The State of the Housing Counseling Industry: 
2008 Report. US Department of Housing and Urban Development, Office of Policy 
Development and Research, 2008. 

[9] B. Bucks, and K. Pence, Do Homeowners Know Their House Values and Mortgage Terms? 
Finance and Economics Discussion Paper Series, Board of Governors of the Federal 
Reserve System (2006). 

[10] J.R. Agnew, and L.R. Szykman, Asset Allocation and Information Overload: The Influence 
of Information Display, Asset Choice, and Investor Experience. Journal of Behavioral 
Finance 6 (2005) 57-70. 

[11] B.O. Daponte, S. Sanders, and L. Taylor, Why Do Low-Income Households Not Use Food 
Stamps? Evidence from an Experiment. The Journal of Human Resources 34 (1999) 612-
628. 

[12] J.J. Heckman, and J.A. Smith, The Determinants of Participation in a Social Program: 
Evidence from a Prototypical Job Training Program. Journal of Labor Economics 22 
(2004) 243-298. 

[13] A.B. Aylesworth, and S.B. MacKenzie, Context Is Key: The Effect of Program-Induced 
Mood on Thoughts about the Ad. Journal of Advertising 27 (1998) 17-31. 

[14] M. Conway, and C. Giannopoulos, Dysphoria and Decision Making: Limited Information 
Use for Evaluations of Multiattribute Targets. Journal of Personality & Social 
Psychology 64 (1993) 613-623. 

[15] D.M. Sanbonmatsu, and F.R. Kardes, The Effects of Physiological Arousal on Information 
Processing and Persuasion. The Journal of Consumer Research 15 (1988) 379-385. 

[16] N. Schwarz, H. Bless, and G. Bohner, Mood and Persuasion: Affective States Influence the 
Processing of Persuasive Communications. Advances in Experimental Social 
Psychology, Academic Press, Inc., San Diego, 1991, pp. 161-201. 

[17] A.C. Cutts, and R.K. Green, Innovative Servicing Technology: Smart Enough to Keep 
People in Their Houses? In: N.P. Retsinas, and E.S. Belsky, (Eds.), Building Assets, 



30 
 

Building Credit: Creating Wealth In Low-Income Communities, Brookings Institution 
Press, Washington, DC, 2005, pp. 348–377. 

[18] NHS, Borrower Focus Group Transcripts, Neighborhood Housing Services of Chicago, Inc., 
2007. 

[19] J. Hagerty, Switching Sides: Mortgage Brokers Take Jobs Advising Anxious Borrowers 
How to Keep Their Homes, Wall Street Journal, 2008, pp. B1. 

[20] R.G. Quercia, L.S. Gorham, and W.M. Rohe, Sustaining Homeownership: The Promise of 
Postpurchase Services. Housing Policy Debate 17 (2006) 309-339. 

[21] L.E. Willis, Against Financial Literacy Education. Iowa Law Review 94 (2008) 197-286. 
[22] R.G. Quercia, and S.M. Wachter, Homeownership Counseling Performance: How Can It Be 

Measured? Housing Policy Debate 7 (1996) 175-200. 
[23] A.C. Cutts, and W. Merrill, Interventions in Mortgage Default: Policies and Practices to 

Prevent Home Loss and Lower Costs. In: N.P. Retsinas, and E.S. Belsky, (Eds.), 
Borrowing to Live: Consumer and Mortgage Credit Revisited, R. R. Donnelley, 
Harrisonburg, Virginia, 2008, pp. 203-254. 

[24] L. Ding, R.G. Quercia, and J. Ratcliffe, Post-purchase Counseling and Default Resolutions 
among Low- and Moderate-Income Borrowers. Journal of Real Estate Research 30 
(2008) 315-344. 

[25] J.M. Collins, C.E. Herbert, and K. Lam, State Mortgage Foreclosure Policies and 
Counseling Interventions: Impacts on Borrower Behavior in Default. SSRN eLibrary 
(2009). 

[26] M. Orton, The Long-Term Impact of Debt Advice on Low Income Households, Institute for 
Employment Research Working Paper, University of Warwick, 2009. 

[27] N.S. Mayer, P.A. Tatian, K. Temkin, and C.A. Calhoun, National Foreclosure Mitigation 
Counseling Program Evaluation: Preliminary Analysis of Program Effects, Urban 
Institute, Washington, DC, 2009. 

 
 
 

 
 



31 
 

TABLE 1:  
CTS Data Summary Statistics for Chicago MSA Panel and National Panel  

Variable 
(1) 

National
Modification indicator  0.0506

(0.2191)
REO indicator  0.0264

(0.1605)
Log of current loan balance  12.1428

(0.8537)
Current FICO score  660.3184

(76.2045)
Current number of months delinquent 0.6062

(1.1423)
Adjustable rate mortgage (ARM) indicator 0.6473

(0.4778)
Loan‐to‐value (LTV) ratio  83.9673

(15.0278)
Homeowner has received counseling  0.1248

(0.3305)
Counseled when current  0.0609

(0.2391)
Counseled at 30 days delinquent  0.0158

(0.1245)
Counseled at 60 days delinquent  0.0116

(0.1069)
Counseled at 90 days delinquent  0.0367

(0.1880)
City where outreach event held  0.5591

(0.4965)
Indicator for months of event exposure 0.0296

(0.1694)
Number of servicers at event  0.4815

(2.8249)
Observations  1,195,401
Source: CTS data for Chicago in column (1) and nationally in column (2).  
Standard deviations in parentheses. 
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TABLE 2: 
Summary Statistics for CTS National Sample 

Variable 

(1)
June 2007 

Uncounselled 
 

(2)
June 2007 
Counselled 

 

(3)
December 

2009 
Uncounselled 

(4) 
December 

2009 
Counselled 

Homeowner has received 
counselling  0 0 0  1
        0.0000 
Counseled when current        0.4591 
        (0.4984)
Counseled at 30 days delinquent        0.1178 
        (0.3224)
Counseled at 60 days delinquent        0.0905 
        (0.2870)
Counseled at 90 days delinquent        0.3325 
        (0.4712)
REO (lost home to foreclosure)  0.0166  0.0002  0.0314   0.0442 
  (0.1276) (0.0129) (0.1743)  (0.2055)
Received a modification  0.0012  0.0050  0.0490   0.1784 
  (0.0340) (0.0703) (0.2160)  (0.3829)
Number of Months Delinquent  0.2610  0.2739  0.5407   0.7011 
  (0.7908) (0.7533) (0.1118)  (0.4016)
Adjustable rate mortgage (ARM)  0.6418  0.7744  0.6271   0.7418 
  (0.4795) (0.4180) (0.4836)  (0.4377)
Current loan APR  7.9399  7.6077  7.4641   6.4033 
  (1.9029) (1.4540) (2.1210)  (1.6990)
Current FICO score  667.3814  669.4346  660.8284   657.6039 
  (69.6494) (66.1573) (77.0485)  (82.7812)
Loan‐to‐value (LTV) ratio   83.2329  85.9021  83.2480   85.9021 
  (15.9520) (11.6921) (15.9436)  (11.6925)
Current payment & interest  $1,420.23  $1,628.18  $1,417.40   $1,677.30 
  (1,032.15) (897.33) (1,038.06)  (927.41)
Original balance  $235,097.10  $314,928.20  $234,943.00   $314,980.30 
  (181,890.90) (178,118.90) (181,765.50)  (178,131.90)
Current loan balance  $233,331.90  $318,807.40  $231,430.10   $323,047.20 
  (183,764.60) (183,672.90) (183,028.90)  (187,412.30)
     

Observations  23305 6042 23305  6042
Source: CTS national data. Standard deviations in parentheses. Summary statistics only presented for loans 
available in both June 2007 and December 2009 with no missing values on key variables.  
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TABLE 3: 
Status Transitions (Roll Rates) for CTS National Mortgage Sample 2007-2009 
Counseled Borrowers (June 2007 ‐ December 2009)  
2007 
Status 

2009 Status 
Current  %  Default  % REO % Payoff % All  % 

Current  3140  38.86  4612  57.08 328 4.06 0 0 8080  100 
Default  468  21.32  1536  69.98 138 6.29 53 2.41 2195  100 
Total  3608  35.11  6148  59.83 466 4.54 53 0.52 10275  100 

         
 
Control Borrowers (June 2007 ‐ December 2009)   
2007 
Status 

2009 Status 
Current  %  Default  % REO % Payoff % All  % 

Current  32360  77.81  8292  19.94 939 2.26 0 0 41591  100 
Default  1862  26.62  2541  36.33 486 6.95 2106 30.11 6995  100 
Total  34222  67.2  10833  21.27 2056 4.04 3811 7.48 48586  100 
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TABLE 4: 
LPM Estimates of the Effect of Counseling on Receipt of a Loan Modification  
and Loss of Home to a REO Nationally, by Delinquency Status at Counseling 
   (1) (2) (3) (4) 

  

Received 
Loan 

Modification

Received 
Loan 

Modification
REO  

(Lost Home) 
REO  

(Lost Home)
Homeowner received Counseling  0.100***   ‐0.038***  
  (0.001)   (0.001)  
Counseled when current    0.100***   ‐0.025***
    (0.001)   (0.001) 
Counseled at 30 days delinquent    0.152***   ‐0.071***
    (0.002)   (0.001) 
Counseled at 60 days delinquent    0.139***   ‐0.077***
    (0.002)   (0.002) 
Counseled at 90 days delinquent    0.070***   ‐0.035***
    (0.001)   (0.001) 
Log current loan balance $000  0.483*** 0.482*** ‐0.000 0.000 
  (0.004) (0.004) (0.003) (0.003) 
Current FICO score  ‐0.005*** ‐0.005*** 0.002*** 0.002***
  (0.000) (0.000) (0.000) (0.000) 
FICO score squared  0.000*** 0.000*** ‐0.000*** ‐0.000***
  (0.000) (0.000) (0.000) (0.000) 
Payment status t  ‐0.030*** ‐0.031*** 0.030*** 0.031***
  (0.000) (0.000) (0.000) (0.000) 
Payment status t‐3  0.005*** 0.005*** 0.013*** 0.013***
  (0.000) (0.000) (0.000) (0.000) 
Payment status t‐6  0.009*** 0.009*** 0.032*** 0.032***
  (0.000) (0.000) (0.000) (0.000) 
Adjustable rate mortgage  ‐0.530*** ‐0.529*** ‐0.010*** ‐0.011***
  (0.002) (0.002) (0.002) (0.002) 
Combined LTV ratio  ‐0.001 ‐0.001 0.000 0.000 
  (0.001) (0.001) (0.000) (0.000) 
LTV ratio squared  ‐0.005*** ‐0.005*** 0.001*** 0.001***
  (0.000) (0.000) (0.000) (0.000) 
Time  0.000*** 0.000*** ‐0.000*** ‐0.000***
  (0.000) (0.000) (0.000) (0.000) 
Time squared  0.483*** 0.482*** ‐0.000 0.000 
  (0.004) (0.004) (0.003) (0.003) 
Num. obs  1195401 1195401 1195401 1195401 
Note: Authors’ calculations using June 2007‐Dec 2009 CTS national data linked to national counseling 
hotline data. Estimated using a linear probability model with individual fixed‐effects.  Robust standard 
errors clustered at the state level in parentheses.  
* p<0.05; ** p<0.01; *** p<0.001 
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TABLE 5: 
LPM Versus IV Estimates of the Effect of Counseling on Receipt of a Loan Modification  
and Loss of Home to a REO Nationally 

   (1) (2)
 

(3) 
 

(4)

  

Received 
Loan 

Modification 

Received 
Loan 

Modification 
(IV)

REO  REO (IV)

Counseled  0.114*** 0.575*** ‐0.040***  ‐0.004
  (0.001) (0.074) (0.001)  (0.054)
Log current loan balance $000  0.099*** 0.273*** 0.001  ‐0.015
  (0.001) (0.033) (0.001)  (0.024)
Current FICO score  ‐0.003*** ‐0.003*** 0.000***  0.002***
  (0.000) (0.000) (0.000)  (0.000)
FICO score squared  0.000*** 0.000*** ‐0.000***  ‐0.000***
  (0.000) (0.000) (0.000)  (0.000)
Payment status t  ‐0.032*** ‐0.054*** 0.030***  0.029***
  (0.000) (0.004) (0.000)  (0.003)
Payment status t‐3  0.005*** ‐0.003* 0.013***  0.012***
  (0.000) (0.001) (0.000)  (0.001)
Payment status t‐6  0.010*** ‐0.004* 0.032***  0.031***
  (0.000) (0.002) (0.000)  (0.001)
Adjustable rate mortgage  ‐0.288*** ‐0.453*** 0.004***  ‐0.004
  (0.001) (0.012) (0.001)  (0.009)
Combined LTV ratio  0.001*** ‐0.000 ‐0.000  0.000
  (0.000) (0.001) (0.000)  (0.000)
LTV ratio squared  ‐0.006*** 0.002* 0.001***  0.002*
  (0.000) (0.001) (0.000)  (0.001)
Time  0.000*** ‐0.000** ‐0.000***  ‐0.000**
  (0.000) (0.000) (0.000)  (0.000)
Time squared  0.013*** 0.017 0.004***  ‐0.002
  (0.002) (0.011) (0.001)  (0.008)
Event city  0.114*** 0.575*** ‐0.040***  ‐0.004
  (0.001) (0.074) (0.001)  (0.054)
First‐stage F‐statistic    58.09   58.09

Num. obs  1195401 1195401 1195401  1195401
Note: Authors’ calculations using June 2007‐Dec 2009 CTS national data linked to national counseling 
hotline data. Estimated using a linear probability model with individual fixed‐effects and a two‐stage 
least squares model with individual fixed‐effects where receipt of counseling is instrumented by date of 
outreach event and number of servicers participating in event. First‐stage F‐statistics exceed Stock and 
Yogo (2005) 10 percent critical value of 19.93. Robust standard errors clustered at the state level in 
parentheses. * p<0.05; ** p<0.01; *** p<0.001 
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TABLE 6: 
Cox Model Estimates of the Effect of Counseling on Homeownership Ending in REO 
 
  (1) (2)
  REO REO
     
Homeowner has received counseling  0.419***  
  (0.028)  
Counseled when current    0.350***

  (0.041)
Counseled at 30 days delinquent    0.205***

  (0.039)
Counseled at 60 days delinquent    0.416***

  (0.059)
Counseled at 90 days delinquent    0.522***
    (0.042)
Log current loan balance $000  0.892* 0.895*
  (0.048) (0.048)
Current FICO score  0.983*** 0.983***
  (0.005) (0.005)
FICO score squared  1.000*** 1.000***
  (0.000) (0.000)
Payment status t‐3  6.575*** 6.409***
  (0.632) (0.613)
Adjustable rate mortgage  1.755*** 1.795***
  (0.128) (0.132)
Num obs.  73962 73962
Note: Authors’ calculations using June 2007‐Dec 2009 CTS national data linked to national 
 counseling hotline data. All models provide Cox hazard ratios. Standard errors in  
parentheses. * p<0.05; ** p<0.01; *** p<0.001 
 
 
 
 
 
 
 


