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Foreclosures in America
Searching for Fian B

Feb 28th 2008 | WASHINGTON, DC
From The Economist

As America's morigage roess worsens, radiea) solutions wre gelning appesl

WITH brick-fronted townhouses and ofd-fashioi.ed .reet lumps, Faulkner's Landing in Ashbum is ope of hundreds of new
* dovelopments that sprouted across the furmlsnds . + wm Virginia during Amorica's housing boom. Less than three yeRrs

, 01d, these houses originally sold for sround $55¢ st we now worth some 40% leds that, Foreclosures ars rising. For
owners who put little or no money down, points ¢ ..nilo Bogdanovie, & Joca! entate agent, it Is often not werth paying a
- ‘maorigage far groater than the valos of the houae.

As America's house prices slide, fears are growing that‘more people will post the keys to their lender and walk away. The
practice, airoady common among speculstive buyers, has a nickname, “jingle mail®. For a fes, websites such as
yowwalkaway.com , explain what 10 do. Laws on repossession differ by state. But thanks to hi;h legal comts, mortgage firma
have historically not chased borrowers even when the law allows it.

— 1t i3 casy to paint grim scenarics, Repossessions are soaring, up 90% from a yesr

Sad cane agu woording to RealtyTrac, o seller of fogeclosure statistics. According to the
Tha SER/Cas- SMtler natend| hama prics Moax S&P Case-Shiller index, average houde plices fell by 9% in 2007 (scc chart),

S and the pace of decline i accelorating. Mark Zandi of Moody’s Ecomomy.com
tockons Lhat 3.8m morigage-holdem, 17% of the tota), have home loans that are
| greater than the value of the housa. If house pricos fall by snother 10%, as he
expocts, Mr Zandi expects almos} 14m mortgages to be underwaler in n year's
timne.

}

Given that the typical mortgage is worth $225,000, over 33 trillion of debt
would be wifectsd. Since the costs of foreclosure can eat up 234% or more of the
value of & loan, the losses could be enormous if a large faction of these

000 = o8 o o
Lot Stanehd & Mok borrowers watk away, Nourisl Roubini, one of Wall Street's most peasimistic
teers, worries that the “forthcoming jingle-mail tsunsmi™ conld spawn $i

trillion-2 trilllon of financial Josses, creating a sysiemic banking crisis.

Experience from previous regional housing busts suggests mast people with negative equity do not simply walk awsy from
thelr houses. Bui much about today's situation Is uoprecedentod—particularly the high initial foan-1o-value ratios. On February
27th Fannie Mao, the government-backed mortgage giant, announced an unexpectedly big ioss of $3.53 billion for the fourih
quarter of 2007 because of increased foreclosures.. - .. . . .., . :

Until recently, Washington's main fear was thai .70~ nures would;soar as the low initix {ntevest rates on some 2m adjustable
. subprime morigagea reset. In December 2007, o g .  Are, the Bush Treaswy cajoled the mortgage industry into promising

- 8 (voluntary) lsmporary rale-freezo for cortaln gro - vomrowers. So far, these efforis have yielded litile. But thanks to big
ate cuis by the Foderal Reserve, resets arp. bocor  -oas of a.problem. .One analysis suggests that the typical reset now
©_involves & jump in moathly payments of just over '7; 4, comparcd with 25-30% six months ago,
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are roalising that they are not the main cause of foreclosure. An influential
| poina to falling houss prices, and the resultant negative oquity, s a far bigger

Pyul Willen, an suthor of the study. wil) dopend on reducing the size of mortgages

Bul oven as resels become jeer painful
study from the Federa) Resorve Bank ¢

trigger. Stemming foreclosures, points
relative to the value of 2 house,

One approach under considenation in C jieds iv (o ndjust Amevica's personal-bankruptcy {aw so thal judges can “cram down®
4 morigage Lo the market value of & bonss. "Under current law, judges cannot reduce the debt on someone's nmwin residence,

though they can do so for holiday homes or investment _propertics. !'rnponm of the icgislation reckon 600,000 peopie could
avoid foreclosure if the rules were changed,

.‘lf.. M - L... al. i g

The mauquv Iudiuuy is veher ‘:lil!j' oppond And many economists worry that

Ihe Economist’s house-price : ] lllmvlng :rlm-dom wiﬂ Y . the drought of credit in America's’ mnnmu
fndicators : | nmkﬂl...‘ghrlg le of i "nbu Buginess School poinils out that some ST:!O
* crange as o9+ | billion ofannual mp la:r " ling deiod up 38 the securitisstion of subprime
Latuet 2004 3000 mdjmbu lodns-his ¢ ** _uedi Chianging bankrupicy rules, he arguss, would
m :‘: ":.': *‘:: make matters worse by raising the cost and reducing the wpply of mortgage
Motalia 23 9! Ma credil. Severa) studizs have shown that borrower-friendly lwws iesd 1o more
Beigiom L4 83 M2 resricted credit. However, a now paper by Adam Levitin of Georgetown
:: ::*: ‘:: ":  University Law School and Joahua Goodman of Columbia Unlversity fnds scant
Soth A o1 Us M differonce in interest raics on mortgages that can already be crammed down
Naw Zealand 'R 5 R T {such ms holiday homes) xnd those that cannot.
Conady 4 s 0
Franca s4 14 30 Unmuprivingly, bankers sre lobbying for a different spproach, one where the
::'. :: :‘: : govemment stems the foreclobure spiral (wnd limits losses) by buying and
Betsin PP PR rafinancing whole swathes of morigages. One idea, championed by Chris Dodd,
Kethartands T the chairman of the Senate Banking Commiites, is to recreate a modern version
Deamerk L1 Ul i of the Homo Owncrs' Losn Corpomalion, a Depression-ers institution that
Lwitzerinnd 20 LB W, | refinapced mortgages in the mid-1930¢ whon almost ha!f of all home loans were
Uoed Matas (oK} 08 B0 W . in defiult, Other proposals have similar aims. A government instilution, such as
Jaeen 01 28 -8} the Federsl Housing Administration (FHA), would buy mortgages at 1 discoumt
::: ':: ;:: ; and refinance them into now Joans with » govemment guarantee, Credit risk fur
et st | § the refinanced roortgages woukd shif o Uncle Sam,
Coin-Parmtiontlingny L9 A2 s :
iﬂﬁ“ i) 08 &) 186 : §How much of & “bail-out” this impliez deponds on the discount a1 which the
mﬁiwmﬁ-m montgages are bought &d on theic subsequent performance. Most proposala
mmmugm;m don suggest using the markel price; Mr Zandi wants tha govemmen! to buy

moctgages by suolion. Some plams are ambitious: Alan Blinder of Princeton
University focsesocs an institution that tekes over botwoen !m and 2m loans,
woeth $3200 biition.3400: billion. Other schemes are. narrawer. Democratic
mnﬂm talic uf:n initial npim:nunn of around $20 billlon.

Ancther compicmnentary {des, wouted by the Offics of TLrln Supcnrmi:r ‘S}. is to give murlgluu lenders a share of the
upsids if propertics sppreciate. Under this scheme, the FHA would: ing. . .°%w morigage at & house's current vuluc. The
existing lender would' get & “negative squity” claim, fot the- difforagos . 'um that and the original loan, which: could be
exercived if the house luter sold st a kigher price. Some prhponmtl of ban} +ptay reform want 1o attach similar provisions to
the cram-down. But the detsils of any “shared npprod-ﬁm :lcﬂul " » trizky. If homeowners have little hope of building
equity in their house, the incentive to defyult remains, '
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All told, all the plans ero fraught with problems, Bankrupecy reform will heip some of today’s borrowers while hurting

tomotrow's, (lovernment rofinancing poteatially puts (axpayers' money a1 risk. For the moment, the Bush administration
opposss both and pina its hopes on voluatary losn modifications. Public opinion is also against any "bajl-out™, But the climate

in Congress is shifting. As the housing market worsens, bigger government intervention is bacoming ever mors likely,
TR -
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Property rights and eminent domain

Hauds off our homes

" Aug |8th 2005 | ARDMORE, PENNSYLVANIA
. From The Economizt

. A.Supreme Court ruling that allows the governme..¢ to selze nrivate ;propmy bas set off a flerce backiash that may yet
" he as potent az the antl-abortion movement: -}, . Lt 30, | ; i

IF YQU ever doubted the importance of the Suprema Court, consider the fuss about Xelo v New London. The five-to-four
ruling by the court on Juns 23rd, spparently giving the govemment the power to bulldoes homes on Bimay grounds. hes set off
fiery protests scross the country. '

Americans used to believe that their constitution protected private property. The Fifth: Amgndment allows the state to seize it
only for “public use™, and 30 Jong »a “just compensation™ is paid. “Public use™ has traditionally been taken to mean something
like a public highway. Roads would obviously bs much hardar to build if a single homoowner could hold oul forever or for
oxcossive compensation. The govermnments powers of “eminent domain™ have also bosn nsed to clean up *blighted” slums.

Kelo was abont something different, however, A private developer in New London, Connecticut, wanted to raze some perfectly
nice waterfroat homes to build an office block and some posh spartiments. Tha owners didn't wani to sell. The city decided 10
force them 1o, caleulating that the new development would creste jobs and yield more taxes.

The Supreme Court took the city's side. Rejocting “sny fiteral requirement thst condemned property be put into use for
the ...public™, Justico John Peul Stevens said it was enough that the seizure should serve some vaguely defined “public
purpose’’—sich ag those new txxes. This had nothing 10 do with slume or roads: instesd, it massively expamded the
govetument's power of eminent domain,

4

The backlash began immediately. Dissenting justices such a3 Sandra Dey O'Connor (who retired last month) pointed out what
extraordinery powers the conrt had just granted the governmeat. “The specire of condemnation hangs over sll property,” she
wrote. “Nothing is to prevent the stute replacing any Motel 6 with a Ritz-Carlton, any home with » shopping mall, or any farm
with s factory.”
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If people can be evicted to make way for oihers who might pay more (axt., acsed Clarence Thomas, the court's only black
justice, it is not kard to pesdict who the moat. likély' viclihe Would . ' Jrban wonowal™, he notod, has sometimes heen
picknamed “nogro removal”. : ‘ v t SO

Seven days laler, by a ten-to-otie mergin, the Republican House of Roprescntatives passod s motion disagreeing with tho court.
A canstitutional amendment Io overrule Xelo is bafore the House, while a bill that would have o similar cffect is before the
Sensta. Dolaware, Alabama and Toxas have already passed laws restricting the govornmant's power 1o grab privatc propery.
Logislators from two dozen other states hive sither proposed similar dills, or promised ic do eo.

Mcanwhils, a grass-roots movement has asisen to kecp other paople's hands off privato homes. Libertarian groups such us the
Institute for Justice, which were campaigning against smincni-domain abuse before Xelo, report an upsurge in support, both
moral and monstary,

Property grabs on bebalf of private developecs have been common for some time: the Institute for Justice documentad some
10,000 threatenad or sciual cases between 1998 and 2002. Several cides, including New York, claim that without ominent
domain they could nevac have cleaned up their shabby centres; you sould not have created the big spaces that modem retailory
wanied at Times Square without forcing smal¥ shops to sell.

& '

Sincs Kalo, the law may have shifted in avour of the men with the bulldozers, bul public opinion hes swung sharply the other
way. Polls suggest that 90% anmu‘iu{uq djsspprove of the kind of seizures allowed by Kelo. Such is the unger that some
developor say thoy are ahunning even tho klnfl of eminent-domain seizures that would have been lega) before Kelo.

{ .
Property-owners fighting againat local goveminant have been buoyed by the backlash. In the town of Ardmore, Pennsylvania,
for example, a sl group of businsssfolk received letters last yeas infivming them that their shops were 1o be demotished to
make way for a new development Il'.l:llldl.[l[lplﬂnlﬂnll and a parking garags.

Their story is typical of the cavalier fathion with which eminent domain has been used, even bofore Kelo. Ardmiore is pant of
the township of Lower Merion: its board of comissioners had decided that Ardmore’s ceatral thoroughfare neaded sprucing up.
They had somo federal funds 10 build a new railway station, and they docided it would be nice if more commauters could live
nearby so they could walk to the station. But instead of offering 1o buy out the people whose businesses would have 16 be
demolished, they simply told tham they would have 1o move, - a

“Tt was devastuting,” says Eni Foo, whose Chincss restaurant is on tha il = “en in the United States since 1963. [ came as
a graduxte student and stayed becauss | love America. [ always believed A * .- .ca {ragpectsd) Individusls' rights.”

The local government had declared the area “Blighted”. But & brief wal  .s0{ veveals that it is no mare blighted than the patato
you ste for lunch. A couple of shop fromts aro a bit Iaty, bul otherwise it looks fine. Indeed, the district has been officlally
designated “historic™, since much of it wes built ia the 19th century. The condemned properties include a second-hand shop 1hal
supports the local hospital, & club for velerans of foreign wars and Scott Malian'y stationery shop, which has bean in his family
rince 1926,

“T'm not an activist,” says Mr Mahan, "but the more | read about it, the angrier J got. If they were going to do it the American
way, they'd negotiste with everyone uniil everyone was happy. But using eminent domain is totally ¢ifferen.”

Mean streehs

Those who are uproated under eminent domain must be given fair compensation, But if they have no choice but 1o sell, it may
be hani 1o determine what a fair price for their property is. Developers who know tha sellers have 10 acl] will surely be tamptad
ie “lowball” their offers.

The questlon iy not whether the developriient plan is good or bad, (Soms say it will make Ardmare preitier and less congested;
others that it will make it uglior and more yuppified.) What mattors i whethes the plan represents suth a pressing public good
that it is reasonsble 10 uso the siate's ver: coercive power to exocule it. For most Americans, Interstate-93 passes muster, but
yuppie condos don't.
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The mexits or otherwise of the Ardmore plan have been obscured by tha protests it has provoked. The “Save Ardmore

Caotlition™ now has 1,000 members—not bad for such & small iown. Iy members have linked up with nations) groups such as

© the Institute for Justion. And since Kelo, state and nstionsl politicians have starled to, take an interest. The Pennsyivania
tegislature is considering a bill to curb the sbuse of caninent domain, Mr Mshan is going to testify.

Lower Merion's board appeass (o be retyeating. Matihew Comisky, its presidens, admits ll"{ll it was & mistake to sand out those
lerters summarily tolting shopkeopers they were 10 be evicted. He says that no finaf decision has been made as (o whether to
invoke eminent domain. The plan must first undergo an environmentat sudit, be says, and tne board will not be abie (o vote on a
final plan until next year. He denies that ihe protests have prompted the board 1o changr; tack, but admits that the protestors
“have done & good job of publicising themselves.”

Smali-government coneervatives hope that Xelo will prove 10 be 3 tipping point. “Twenty yoars from now, people will look
back at Kelo the way poople look back at Ros v Wade [the 1977 Supreme Court decision that barrad the states from banning
abortion),” says Grover Norquist of Amaricans for Tax Reform, a obby group.

Before Roe, state legislatures were legalising abortion one by one, without provoking much prolost. Roe gatvanised pro-lifers
by suddenly making (fairly unrestricted) sbortion jegal everywhers in Americs, and by doing 30 in & way that many still regard
u illegitimate. The majority judges decided that the constitution contsined a “right to ptivacy” which, though not mentioned
mywhers in the text, allowed any woman to abort her foetus in the ficst trimester.

The Kelo ruling wag lass convohiied, but its opponents think it equally unconstitutional, Mr Norquist calla it both “outrageous”
and “manna from heaven”, since the property-rights mevement it spawned will be uf least as slectorally significant as the
snti-abortion movement. It will be worth 3-5% of the vote, he predicta.

Meanwhile, it has trebled Mr Comisky’s workload. Sipce *  slso has fuli-time day job as 3 Jawyer, this means he hardly seex
bis family. *“Last night I put my son Lo sleep at- 9~m r2d gu. up 3am,” he says. He adds that he will not seek re-election when
his term expires, ~ ' PR a
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