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Bailout for Underwater Mortgage Borrowers Is Illegal and
Economically Illogical
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Economist Mark Calabria says Obama’s new $7.4obilplan to let underwater mortgage
borrowers refinance at investors’ expensédgal and won't help the econome also
says that the Federal Housing Finance Authorityi¢ivlvas created by a law that
Calabria helped draft) should have refused to gogivith it, rather than succumbing to
pressure from the Administration.

Bad as the plan is, at least it isn’t aimed at Beats, like many other mortgage bailouts
that have done so much recently to promote inctedsknquency rates and make
cynical people who can afford to pay their mortgaigeply stop doing so (although the
plan does effectivelyeward some peopfer buying larger homes than they could really
afford, with little down payment).

| recently spoke to a midwestern lawyer whose liame handles foreclosures for banks,
who described a chaotide facto moratorium on foreclosures in much of the coutigt
could threaten the long-run stability of the natsdimancial system, and cost taxpayers
hundreds of billions of dollars. It has gotten spossible to foreclose on anyone in his
state due to new rules that this lawyer’s own gayalls, who are aware of this fact, have
stopped paying their mortgages, even though theg ttee money to pay their mortgage
(and are not massively underwater), because tladiyedt will be years before a bank
can foreclose on them in the current political eim

The big banks have totally suspended foreclosureitgan his state because of the robo-
signing allegations, even though all the peopledtwsed upon were in fact massively
behind on their mortgage payments, and any robairgighat occurred did not change
that at all. Small banks are still seeking foreates but will have to wait years to get it
due to new red tape. His state’s legislature ghadaw requiring mediation prior to
foreclosure. That mediation, even if entirely fiests and pointless, is treated as an
appearance in any subsequent foreclosure actionietree borrower has no defense
whatsoever on the merits, defeating any promptcfoseire based on failure to appear.
The net result is that even borrowers who havergomaent to make and no alleged
excuse for not making their mortgage payment cawrer be foreclosed upon in less than
a year.

Government-controlled mortgage gia#nnie Magwhich helpedspawn the mortgage
crisis doesn’t even want its defaulted mortgages fossddaipon any more, and engages
in veiled harassment of law firms that have thed®giy to actually move forward with
foreclosures, by repeatedly auditing them. (Thetrabaritable possible explanation for
Fannie Mae’s curious hostility to enforcement sfatvn contractual rights is that it may
be afraid that large-scale foreclosures will leadiany empty houses, unguarded houses



in which fixtures and metals like copper can bgptd from the premises by criminals
who now specialize in looting empty houses. Buhsubbery remains rare in many
states, and if Fannie continuesdéesfacto moratorium on foreclosures, lots of people who
are perfectly able to pay their mortgages will dyrgiop doing so, imposing billions of
dollars in losses on the taxpayers, who have arspdnt more thanl®0 billion bailing
out Fannie Mae, and mayd up incurrindiundredsf billions morein losseslIt may

also set off a wave of copycat defaults by othertgame holders whose mortgages are
held by FDIC-insured banks, some of which may gden andhave to be bailed olny
taxpayers. Fannie Mae’s policy may instead reffedésire by Obama Administration
officials to temporarily suspend all foreclosuresiluafter the 2012 election, even if that
results in countless billions in losses to taxpaybanks, and investors — and even if it
sets a dangerous precedent that could result utegdavailability of mortgage loans and
increased mortgage interest rates in the long run.)

The Obama Justice Department is alssssuring banks to make risky loans to people
Jjust because of their ragaotentially planting the seeds of a future hogsinsis.

Left-leaning journalists who don’t understand eaorcs are pushing for much bigger
mortgage bailouts thabuld cost taxpayers countless billiofie Obama Justice
Department and some state attorneys general wantrtact more than $20 billion from
banks to use fdvailouts for certain favored mortgage borrow@rogressive
intellectuals have pushed fotrdlion-dollar bailoutat taxpayer expense for people
whose mortgages are held by two government-coattatiortgage giants, regardless of
whether they can afford to pay their mortgage.



