The Failure of the Home Affordable Modification Program

President Barack Obama's signature program and promise (hereafter referred to as HAMP) to help the housing industry and financially troubled homeowners was announced in February 2009 with the goal of modifying three to four million mortgages. The promise implicit in the program was to reduce the burden on distressed mortgages and prevent a massive increase in foreclosure. The hope was to prevent a massive increase to the inventory of unsold homes and the resultant downward pressure on home prices.

HAMP  has failed to deliver on the promise. So far, only 450,000 homeowners have been helped according to the Treasury Department and there's reason to disbelieve that number.  In the first year, 1.5 million homeowners tried HAMP; about 40% were bounced out of the program. Many applicants were encouraged because income wasn't solidly documented, only later to be turned away as Treasury changed the rules on income verification.

Even if a homeowner's income qualified them for modification, the banks were supposed to lay off foreclosure proceedings while the homeowner's HAMP application was being processed. The Treasury Department did not allow it. Well, they didn't enforce the rule because banks and servicers were proceeding with foreclosure even while homeowners were making payments. Wrote the Treasury Department's spokeman, Herb Allison in reponse to a March SIGTARP report, "The success of HAMP should be measured by how many eligible homeowners are able to avoid the pain and stigma of foreclosre by reducing their mortgage payments to affordable levels while either remaining in their homes or transitioning with dignity to more suitable housing." (Italics and bold are mine)  Incredibility, in a failed modification situation, the Treasury argues that the time spent in the home while under a HAMP application allows the homeowner time to transition to more suitable housing with dignity!               

Treasury's statements create doubt about the credibility of the 450,000 number. As of December only 389,198 homeowners actually received modifications (a modification consists of low interest for five years, in most cases). That's far short of the promise 3 to 4 million figure. Incredibly, Bank of America argued back in July that the program was successful up to that point in stabilizing home prices. Oh, really? Maybe then, but not now. The latest Case-Shiller 20-city report showed housing prices slipping in November. 

The average HAMP applicant is about 50% under water, meaning their mortgage is 150% of the depressed home value, according to a June 2010 GAO report. How are these homeowners going to be better off in five years, given the possibility of a slow recovery in home prices, if we get one at all. The're just buying time until the eventual foreclosure. With the Treasury picking up the $50 billion tab, adding to the debt and deficit, it could represent more wasted government money that most folks aren't aware of (the $50 billion, that is).

Meanwhile, the housing crisis continues. In 2009 it took approximately 319 days to complete a foreclosure. Recently, it has taken 461 days. CoreLogic, a provider of consumer, financial and property information to businesses and government, estimates that the supply of "shadow inventory" was about 2.1 million in August 2010. Shadow inventory, another name for potential foreclosed home inventory, represents the number of unlisted potentially foreclosable homes held by banks, other financial institutions, and realtors. That's about a five-month supply and growing; it was 1.9 million a year ago, according to CoreLogic. 

A number of analysts think the number is higher, but no one else is in the business of accumulating the stats, except CoreLogic. So the numbers are all over the place, even in the range of seven to eight million, according to Fitch, a bond and mortgage debt rating agency. 
The definition of shadow inventory according to Fitch and others making these pessimistic estimates includes homes whose mortgages are more than 60 days delinquent in payment. Rich Sharga, a senior vice president at RealtyTrac, says, "the definition of shadow inventory has gotten out of control. Theoretically you could say up to 7 million homes are in the pipeline, but not all of them will go into the market and if, even if, they do, not all of them will hit at once." He believes the shadow inventory will clear up by the end of 2013, ie. in three years. Fitch believes it will take 40 months, not that different from Sharga's estimate.

The result of the mismanagement of the HAMP government program is clear. Housing prices will not be trending up in any significant way anytime soon. Mark Fleming, chief economist at CoreLogic, believes delays in the foreclosure process will exacerbate the trend of weak housing demand.  On the other hand, there seems to be a supply of buyers ready to step up to buy these foreclosed homes. With food prices, oil prices, and interest rates surging, it is questionable whether the future for these potential buyers will be as good as it is today.

A while back Wall Street was touting the home builders as a good long-term investment. A long-term investment horizon is normally defined as at least three to five years. Given the current conditions, it could be the upper end of that range for home builders. I can think of better opportunites.
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