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The briefing will come to order.

It has been estimated that over the next five years, as many as six and one half million families are at risk of losing their homes to foreclosure.
  Almost 2.2 million subprime foreclosures are predicted to occur in late 2008 through the end of 2009 alone.

This includes some 31,818 families here in Massachusetts – just in the next 15 months.
 

But that is not the entire story.  We are all at risk when property values decline.

Entire neighborhoods experience depressed home values in those areas where foreclosures occur.  
Homeowners who have never missed a mortgage payment – some 40 million  innocent bystanders -- will see the value of their homes decline by $350 billion. 

Here in Massachusetts, the Center for Responsible Lending estimates that over 32,000 homes will be lost during 2008-2009, affecting the values of over one million neighboring homes, and amounting to an $ 8 billion loss. 

And it doesn’t even stop there.

State and local governments are being buffeted by this harsh reality.  Consider what an eight billion dollar reduction in the tax base means in terms of schools, police and fire departments, libraries, parks and water projects and so on.
And it doesn’t even stop there.   
Falling house values cause losses on mortgage backed securities, reducing bank capital and thereby tightening lending, which causes house prices to fall even further.   

And the collateral damage extends far beyond housing.  It has impacted our entire financial system.  And the global economy.  It has become a vicious cycle, feeding on itself.
As the crisis has deepened, various strategies have been proposed to enable homeowners to avoid default and to stabilize home values. These include proposals for a moratorium on home foreclosures and for the government to buy up and renegotiate bad mortgages on more favorable terms.

Such measures as these may be part of the solution, but they will take time - time that we do not have.   They may require new government agencies or a protracted rulemaking process.  

But there are steps we can take now.  Steps that don’t cost the taxpayer a dime.
Congress should allow our bankruptcy courts to modify the terms of predatory loans secured by the borrower’s principal residence.

Bankruptcy courts already provide relief to businesses on their real estate loans, to family farmers on farm loans, and to individuals who have vacation homes. But they are expressly prohibited from giving comparable relief to families by adjusting the terms of the mortgage on their homes.  
This anomaly is the result of an exception added to the law in 1978 to encourage the flow of capital into the home lending market and to keep interest rates low. 
At the time, the exception did no harm, because mortgages were largely stable, long term fixed rate loans that required a 20 percent down payment and were originated by a local banker who was familiar with the borrower. Homeowners who had difficulty making the payments could often make arrangements with the bank to modify the terms. 
In recent years, the marketplace has changed radically.  Many borrowers have purchased far riskier loan instruments from mortgage brokers, who are unregulated.
And these mortgages have been splintered – sliced and diced -- then resold on Wall Street, often many times, to multiple stakeholders that have no knowledge of the borrower and no connection to the community -- making it difficult to ascertain who even owns the mortgage security.
We are now learning that few loan servicers are willing to voluntarily work out a reasonable modification when borrowers are unable to stay current on their payments.

In Massachusetts, we have ample evidence that such voluntary measures have not worked. As Attorney General Coakley recently testified, “lenders, holders and servicers have not lived up to their very public promises of avoiding foreclosures by achieving loan modifications.”

A different approach is required.
I have cosponsored legislation to lift the restriction that bars the courts from modifying the terms of a mortgage on a homeowner’s principal residence. 

This measure would also restructure these mortgages to provide lenders greater benefits than they would receive in foreclosure.  They would be better off with a restructured mortgage that generates some income, rather than the cost and losses of a foreclosure.
Among the prominent supporters of this bill is Jack Kemp, a former Secretary of Housing and Urban Development and Republican vice presidential candidate. In a Los Angeles Times op-ed earlier this year, he wrote:
Allowing certain distressed homeowners limited bankruptcy protection provides the greatest potential benefit with the least market disruption, and it will not cost the Treasury a dime. Moreover, a tweak to the bankruptcy code is a narrowly targeted solution. It is estimated that more than 600,000 homeowners could use bankruptcy protection to modify their loans and stay in their homes.

Moreover, the modification of mortgage terms in bankruptcy will serve the larger goal of recovery by clarifying the value of these mortgages and the securities that are derived from them.  

And certainty of valuation is the key.  If we can achieve that, we will have gone a long way to alleviating volatility and restoring confidence in the marketplace.  
Giving bankruptcy judges the ability to prevent foreclosures by restructuring primary mortgages would help not only the families that would otherwise lose their homes, but all of our families. 
It would help the borrowers next door, the innocent bystanders who have never missed a mortgage payment. 
It would help the elderly couple down the block who paid off their mortgage decades ago and are seeing the value of their home and their “nest egg” plummet with each foreclosure sale. 
It would help retirees whose pension funds invested in mortgage-backed securities.  It would help houses retain their value and neighborhoods retain their character.

It is my hope that this approach would be incorporated into the stimulus package now being discussed by the Congressional leadership.
� See Testimony of Eric Stein, Center for Responsible Lending, Before the U.S. Senate Committee on Banking, Housing and Urban Affairs, October 16, 2008, citing Credit Suisse, Foreclosure trends – A sobering reality: 6.5 billion borrowers expected to fall into foreclosure over the next five years, April 23, 2008. 
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