backed securities (MBS) holders to “take a haircut” by making them liable for the underlying problems in the mortgages
they discounted.
In this context Frank’s bill is being attacked on Wall Street
speculators’ more extreme websites—like Minyanville, run
by former Drexel and Lehman traders: “The legislation proposed by Barney Frank is dangerous: It will punish investors
that have absolutely no control over what goes into the mortgage pool. . . . How can they analyze the appropriateness of
the purchase to the homebuyers? They cannot. . . . Buyers of
mortgage-backed securities will require a higher rate of return
from borrowers to be compensated for extra costs which Mr.
Frank’s proposed legislation would bring. This will raise the
banks’ financing costs and thus raise the cost of credit to
all mortgage borrowers. Actually this legislation would spill
over across the whole economy, as credit cards, auto, and
other consumer loans are securitized as well. Securitization
oils the wheels of capitalism and provides a needed liquidity
for the U.S. financial system; take it away and liquidity in the
system will dry up.”
The House and Senate committee hearings on the mortgage crisis on April 17 established clearly, even from the very
reluctant head of FDIC, Sheila Bair, that the securitizers—

Foreclosure Tsunami,
McMansions ‘Underwater’
National rates of home foreclosures kept rising in the first
quarter of 2007, more than 25% above the last quarter of
2006, and nearly 50% higher than a year ago. According
to the online foreclosure data firm RealtyTrac, foreclosure
filings nationwide in the first quarter reached 434,498. If
the wave keeps rising, as home prices fall and homeowners
go “underwater” on their mortgage debt, more than 2 million homes could be foreclosed on in 2007, one on every
four or five blocks all across the nation.
”[I]t’s not just low-end homes that are going into foreclosure; we’re seeing a rising percentage of foreclosures
with an estimated market value of more than $750,000,”
James Saccacio, chief executive of RealtyTrac, said in a
statement. “The rise in foreclosure activity was quite dramatic and widespread in the first quarter, with 37 out of the
50 states reporting year-over-year increases,” he added.
In fact, at 2.5% annually, the foreclosure rate for homes
whose recent market “value” was over $800,000, is higher
than the overall national rate. Of the ten states with the
highest current rates of foreclosures, the top five are not
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the MBS issuers and holders—alone, have a self-serving interest in mass foreclosures, all across the “exploded” subprime and Alt-A mortgage markets. Foreclosures—even if
they result only in the repurchase of the home by the originating mortgage lenders or builders, for a low price, or in a “short
sale”—provide cash flow to pay off the multiple tranches of
the MBS. The market prices of the foreclosed homes are still
above their prices in 2004-05 when the huge volume of the
ARMs, subprimes, etc., peaked, so for now, most tranches
will be paid off in a foreclosure wave. The substantial prepayment penalties of homeowners who get even part of their
mortgages paid off by a forced “short sale” provide more
MBS cash flow. The MBS holders’ securities contracts allow
them to demand that the mortgage-originating lenders and
servicing banks pay the securities where the mortgagee payments have disappeared—until, that is, these mortgage lenders disappear, as some 50 have already.
The huge flows from these funds, banks, and foreign central banks into MBS is what drove up both prices, and effective
mortgage interest rates (that is, very big, and ostensibly very
profitable mortgages) since 2000, to the point that 1) tens of
millions of “homeowners,” including speculative “homeowners,” had acquired mortgages they couldn’t actually pay with-

rust-belt states of the upper Midwest hard-hit by jobs
losses, as was the case in 2005 and the first half of 2006;
these have been surpassed by the “hot market” or “highcost” states of Colorado, California, Florida, Nevada, and
Massachusetts. In sections of southern California, 75-85%
of the houses for sale are foreclosed homes.
The “national foreclosure tsunami” is a strong factor
in causing unsold-home inventories to continue to rise—
to about eight months’ worth for both new homes and
existing homes, at current sales rates—whereas inventories are usually sold down during a so-called “housing recession.”
As of March, median home prices in the 20 largest
metropolitan regions had fallen by only about 1.5-2% from
the level of one year earlier; as that price drop continues
to accelerate, more and more homeowners will be foreclosed on because they have gone “upside-down,” or “underwater” on their mortgages—they owe more than the
house is “worth” on the falling market. They will lose
home, savings, or both.
Dr. Christopher Cagan, a First American Bank economist analyzing the impact of rising interest rates in the
huge mass of “adjustable-rate” mortgages, estimates in a
recent study that each 1% fall in national median home
prices increases foreclosures by 70,000 for adjustablerate mortgages alone.—Paul Gallagher
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