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Table 3. Condition in 2009 of Residential Structures and Vacant Lots Sold at the
Auctions, 2002 through 2008, by Census Block Group Residential Vacancy.

Condition in Residential Structure Plus Lot Vacancy?
2009 by Type

of Property 0% to <I5% 15% to <30% 30% to <53% 53% to 100%  Total

Houses 2002 214 413 595 651 1,873
to 2008 and
2009
Good 175 283 298 204 960
Fair 28 82 156 178 444
Poor Il 35 103 167 316
Should 0 13 38 102 153
demolish
Houses 2002 35 138 324 725 1,222
to 2008 but
vacant lots
by 2009
In use 10 34 56 52 152
No use 25 104 268 673 1,070
Vacant lots 68 159 342 792 1,361
Became 0 | | 0 2
a good
house
In use 35 70 93 99 297
No use 28 84 235 672 1,019
Unknown 5 4 13 21 43
Total 317 710 1,261 2,168 4,456

Source. Wayne County Treasurer’s Office (2002-2010), Data Driven Detroit (2009),
Southeast Michigan Council of Governments (2005-2010), and U.S. Bureau of the Census
(2010b).

Note. Includes auctioned properties that matched records in the 2009 DRPS with information
about conditions. In all, 5,894 total properties were sold at auctions from 2002 through

2008, but this includes commercial and industrial properties as well as residential ones. When
matched to the DRPS data, 5,832 records resulted. When records were dropped where DRPS
had empty fields, 4,545 records remained. Records of return sales for properties included

in this data set were removed, leaving 4,456 (89 properties were sold twice). Auction year
vacancy was determined from a combination of assessor’s data and notes in the Treasurer’s
auction records. Where the Treasurer’s notes were unavailable, assessor’s data were used for
the corresponding year or the closest possible year (no more than two years’ difference). For
records where these sources indicated that a property was a vacant lot at auction year and
for which DRPS lists a structure in 2009, Southeast Michigan Council of Governments’ aerial
photographs from 2005 and 2010 were used to determine vacancy at both initial and present
states. This approach was also used for properties incorrectly designated as both residential
structures and vacant lots in the DRPS. DRPS = Detroit Residential Parcel Survey.

a. Residential property vacancy rate (residential structures plus residential vacant lots as a
percent of all residential properties) was calculated by census block group using the DRPS.
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and abandonment were already widespread. In the most vacant areas, 31% of
the structures that had gone through auction were in good condition in 2009;
41% of the houses were in poor condition or in need of demolition. Fifty-
three percent of the structures that had been auctioned had been demolished
by 2009.

Properties sold in the first years of the auction, when the economy was
stronger, were more likely to fulfill Michigan legislators” hopes that property
would be reused. Although many structures sold in 2002 and 2003 had been
demolished by 2009, two-thirds of the remaining houses were in good condi-
tion, considerably higher than the share of those sold in later years.

Sale to Purchasers Likely to Increase Blight

The Treasurer’s priority on raising revenues and the rules of the auction
enabled bulk buyers to dominate the purchases. From 2002 through 2010, 11
buyers who had each purchased at least 80 properties had bought 24% of all
properties sold in the auctions (Coenen et al. 2011). Mallach (2010) described
four types of investors in distressed properties. The bulk buyers fit some of
these types. At least one large purchaser, a “Rehabber” in Mallach’s typology,
identified housing in good condition and after purchase, made repairs. He
then offered prospective homeowners financing to purchase the properties
with a low downpayment, on a rent-to-own basis. The bulk buyers also
included five of Detroit’s most notorious slumlords, Mallach’s “Milker,” who
bought properties in poor condition for low prices and rented them out with
no improvements. One of these purchased at least 200 houses in 2010 alone;
this investor rented properties in very poor condition, sometimes without
indoor plumbing, to tenants with very low incomes (Coenen et al. 2011;
Collins 2002; MacDonald 2011b).

Other investors, not necessarily bulk buyers, fit Mallach’s “Flipper” type.
In a random sample of properties sold at auction between 2002 and 2008,
almost 25% of houses had been resold within 12 months following the auc-
tion. Many had been flipped more than once. The investors who resold prop-
erty soon after the auction tended to realize high returns by selling at much
higher prices than they had paid (Dewar, forthcoming).

Several other bulk buyers took other kinds of approaches. They purchased
property strategically, whether vacant lots or structures, to get in the way of
others’ projects and therefore to make money by selling the properties at
prices many times what the bulk buyers spent at the auction. They took
advantage of the inattention of those who wanted to develop or reuse. An
example is the large buyer mentioned above who purchased property where
the Federal Aviation Administration had ordered the City of Detroit to do so.
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Another large buyer, the owner of the one bridge between Detroit and Canada,
bought property in the area slated for a new bridge to Canada; he was well
positioned to interfere with the project, which he sought to prevent, until he
received large sums of money for his land (Gallagher 2010). Others pur-
chased land where an organization had announced a project to reuse land for
farming and where city officials had worked for years to assemble land for an
industrial park. Because many of those who were planning projects had few
resources, the speculators likely stopped projects as often as they profited
from resale. Leaders of nonprofit organizations reported in interviews that
over the years, they learned to watch the properties going to auction and to
participate in the auctions, and they were then less likely to become victims
of bulk buyers.

Some purchasers paid little to no taxes on the properties they acquired at
the auctions. As of the 2010 auction, one-third of the properties sold between
2002 and 2007 had returned to tax foreclosure. Bulk buyers overall returned
properties to foreclosure less often than all buyers, although specific indi-
viduals allowed a large share of their properties to be foreclosed again
(Coenen et al. 2011).

By 2010, numerous investors were allowing property to go into foreclosure
with the intention of repurchasing their property at the auctions, wiping out the
tax debt. For instance, a landlord owed almost US $128,000 in property taxes
and other government liens on 7 properties; he bought these back at the 2010
auction for US $4,051. At the 2011 auction, he bought back 34 properties. A
well-known slumlord bought back 3 properties in 2010 for US $3,500; he had
owed US $35,300 in taxes, fees, and interest (MacDonald 2011d, 2012b). The
governor vowed to stop this practice, but no clear way to do so existed. Due to
the nature of the online auction process, investors can use an alias, and they
can form new limited liability corporations for purchases.¢

In 2012, the Treasurer announced that the quit claim deed issued to the
successful bidder for a property would require that the owner stay up to date
with taxes for the next two tax years and that the owner secure or demolish a
vacant structure. Title would revert to the Treasurer or the city if these require-
ments were not met (Wayne County Treasurer’s Office 2012c). However, the
Treasurer and city officials likely lack the capacity to enforce this policy.

Explaining These Results

These outcomes reflect the weak demand for properties as population contin-
ued to decline and as the recession reduced households’ capacity to rent or
buy houses. However, the specifics of laws and regulations and the decisions
of the Treasurer’s Office about how to implement auctions also interfered
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with public projects, made property reuse more difficult, and seeded stronger
neighborhoods with blight. Procedures of the auctions enabled this. First, the
Treasurer provided no information about properties other than an address,
property identification number, and legal definition. Potential buyers could
not inspect the properties. Therefore, a buyer might find squatters in a house
or might find plumbing had been stripped, greatly increasing the cost of reus-
ing the property. The Treasurer sold property with a quit claim deed so if title
remained clouded, the buyer bore the consequences. Auction rules required
full payment with cashier’s check, certified check, or bank wire transfer for
properties within 24 hours of the end of the auction or, in the case of the
online auction, within 24 hours of the notice of winning bid, so allowed no
time to arrange financing (Wayne County Treasurer’s Office 2007, 2012c).
The auction rules thus discouraged purchasers, such as prospective owner-
occupants, purchasers of side lots, and developers, who were likely to reuse
property in positive ways (Dewar, forthcoming). At the same time, a
Treasurer’s Office is ill equipped to do anything more than carry out foreclo-
sures and try to recoup revenues through sales of the foreclosed properties.
The work of handling very large volumes of tax-delinquent properties also
deterred approaches that might have preserved neighborhoods but would
have required more time and staff.

Properties Not Sold at Auctions

The Treasurer aimed to transfer all Detroit properties that failed to sell at the
auctions to city ownership. City officials initially accepted these, but by
2009, the county held about 11,000 city properties that city officials had
refused to take. City officials agreed to accept these in 2010 and thus cleared
the county’s inventory, but the numbers quickly added up again. Many occu-
pied houses did not sell at the auction in 2010, and Detroit officials refused to
accept those. After the 2011 auction, city officials refused to accept any prop-
erties. County officials then went door-to-door in early 2012 offering the
occupants of about 1,500 houses the opportunity to buy the property for
US $500 (Dickerson 2012). The Treasurer sold about 600 houses in this way
(MacDonald 2012a). In June 2012, the Treasurer offered a closed-bid auction
of the remaining 6,000 properties (Satyanarayana 2012). At this auction, an
additional 1,048 properties sold, nearly all to entities purchasing many prop-
erties (Wayne County Treasurer’s Office 2012a). If these bulk buyers behaved
as most others did, their properties would continue to deteriorate. The
Treasurer strove to get rid of the properties to anyone, but in doing so prom-
ised to lower further the value of many properties and to forgo higher future
revenues that positive reuse of property could bring.
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Property that remained in city and county ownership also blighted neigh-
borhoods. It received little maintenance. Both governments lacked the funds
and staff to mow vacant lots or demolish derelict structures promptly. Detroit
residents experienced many publicly owned structures and even more pub-
licly owned vacant lots in poor condition, overgrown, and subject to dumping
and other undesirable activities.

Containing Damage to Neighborhoods

Even before the recession of the late 2000s set in, the demand for property in
Detroit was weak. Mortgage foreclosures increased sharply in 2006, and the
recession further reduced household incomes and undermined property val-
ues. As the numbers of households in the city declined, the demolition of
surplus, degraded housing was needed and inevitable. But because of the
negative externalities of blighted structures in neighborhoods, the process of
disinvestment itself spurs more people to leave and more structures to experi-
ence disinvestment. This article has examined one system that has a role in
the process of disinvestment and therefore influences blight in neighbor-
hoods—property tax foreclosure and the sale of tax-reverted properties.
Research on neighborhoods and housing suggests that protection of owner
occupancy, prevention of incursions of blight into more intact areas, and the
prevention of misdeeds of some types of property owners can reduce the
negative externalities that disinvestment causes. However, the Wayne County
Treasurer implemented foreclosure and auctions in ways that interfered with
preserving owner occupancy and preventing the incursion of blight into intact
neighborhoods. The Treasurer sold huge numbers of properties to purchasers
who did not maintain them or pay taxes on them.

Could the operation of the tax foreclosure system have avoided exacerbat-
ing disinvestment? Policy prescriptions and experiments in some places
argue “yes,” but these efforts have rarely received the scrutiny of thorough
evaluation. To prevent loss of owner-occupants, tax foreclosure systems
could provide more ways to work out payment plans with delinquent taxpay-
ers. For instance, the fees and high interest on the unpaid bill could be reduced
if terms of a payment plan were met. The provisions that exist in Michigan
for property tax relief for households in poverty could be implemented more
effectively so that more households could benefit. Assessments of property
should be reduced to reflect market value, and past bills based on overassess-
ment could be corrected. The Treasurer should have foreclosed on tax-delin-
quent vacant lots, in agreements with state, county, and local officials to take
control of such properties that were unlikely to sell at auctions but continued
to blight neighborhoods. Handling tax-delinquent properties in ways that
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protected homeownership would have required considerable collaboration
with advocacy groups, nonprofit organizations, city officials, and county and
city land banks with a mission to support homeownership.

Treasurers in other Michigan counties took measures to handle higher-
value properties and properties in strong neighborhoods differently from
those with little value. For instance, some held open houses for selected prop-
erties and some held a separate auction for those properties. Such measures
had the effect of not only bringing higher bids for those properties but also
reducing the risk for buyers who would use the property in positive ways and
therefore prevent blight. This approach offered the possibility that owner-
occupants could prevail more often in bidding for properties.

Collaboration with other offices and the implementation of innovative
approaches to encourage purchase of properties by prospective owner-occu-
pants would have been difficult, given the volume of properties in foreclo-
sure. As the recession tightened the county’s budget, the Treasurer’s Office
staff fell from 90 to 61 by fall 2010, making outreach to owner-occupants or
any other initiatives to preserve homeownership more and more difficult.

To lessen the incursion of blight into stronger neighborhoods, city and
county governments could have worked more closely with strong community
development organizations that could have renovated properties and, as the
recession ended, sold them to owner-occupants. The Treasurer could have
managed sales of properties in those neighborhoods in ways that supported
property values, perhaps relying on local realtors, for instance, to encourage
sale based on more information about the property, despite the requirement of
an auction. If state law allowed purchase through the right of refusal before
the second auction for the opening bid of US $500, county and city govern-
ments could have acquired property more easily and then managed sales
more deliberately than the county’s auctions, therefore preventing irrespon-
sible purchasers from acquiring property so easily and cheaply in stronger
neighborhoods.

To reduce the damage to neighborhoods from purchasers who are irre-
sponsible property owners, the Treasurer might have worked more effectively
with the Detroit and State of Michigan land banks to identify properties for
purchase under the right of refusal in areas of planned projects to prevent
speculators’ obstruction and extortion. However, the Treasurer would have
had more difficulty preventing the large numbers of purchases by slum land-
lords. Amendments to foreclosure law allowed the Treasurer to refuse to sell
to anyone with taxes due on any properties, but identifying such buyers
promised to be quite difficult. City enforcement of building codes, occupancy
permits, and blight ordinances could have made property much more expen-
sive for slum landlords, but by the early 2000s, city officials did not have the
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capacity to enforce these ordinances and regulations, so landlords could oper-
ate as they chose (MacDonald 2011a).

Overall, the tax foreclosure system could have been implemented in ways
that reduced the negative externalities that encouraged further disinvestment.
However, the volume of tax delinquency and the scale of disinvestment made
such efforts more difficult in Detroit than they would be in jurisdictions with
less property abandonment. State and federal entities might have intervened
to prevent the spread of blight and further losses of residents and property
value by providing the resources in staff and funds to implement the
approaches outlined above, but they did not do so. Approaches to property
taxation and the consequences for failure to pay require much more attention
from scholars and policy makers to identify ways to reduce the unnecessarily
negative effects they pile on top of ongoing disinvestment.
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Notes

1. When properties do not sell at the auctions, the county seeks to transfer these to the
city government. If the city does not accept the properties, the county often offers
them to the public again. These changes in ownership are not examined here.

2. For a random sample of 334 properties taken in tax foreclosure in 2002 and
2003, likely owner occupancy was determined for properties with structures by
comparing the address of the taxpayer of record and the address of the property
in assessors’ records (City of Detroit Assessor 2002); if these were the same, the
property was considered likely owner occupied. Records in the Wayne County
Register of Deeds were also consulted to find the identity and address of the
owner. Finally, if a structure was demolished soon after the judgment of foreclo-
sure, it was classified as derelict or unoccupied even if other records suggested it
was owner occupied. Demolitions were determined through Dewar’s field obser-
vation of uses in 2005 (Dewar, forthcoming).
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3. The determination of level of housing demand relies on analysis by the Detroit
Works Project. Low and moderate demand areas make up about 60% of Detroit’s
land area (Detroit Works Project 2011). Ten properties were randomly sampled
from one census tract for each of these two levels of housing demand. A random
sample of 10 properties was selected from 50 total properties going to the 2012
auction in a tract that exhibited low demand for housing. A random sample of 10
properties was taken from 84 total properties heading for the auction from a tract
that exhibited moderate demand for housing.

4. In January 2014, the mayor announced that residential property would be reas-
sessed. A city study had shown that properties on the west side of the city were
overassessed by at least 20% (City of Detroit Finance Department 2014; Nichols
2014).

5. In 2012, about 3,100 owner-occupied structures went to the tax foreclosure auc-
tions. This provides a sense of how small a share of such homes UCHC was able
to help homeowners buy back.

6. The scope of investors’ practice of buying back their properties is very difficult
to calculate for the same reasons—the creation of new limited liability cor-
porations and use of partners’ names and varied addresses on the registration
of corporations with the state’s Department of Labor and Economic Growth
to obscure the fact that the same people were purchasing back the foreclosed

property.
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