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A

s the economy worsens and unemployment rates continue to rise, a growing number of long-time homeowners
are finding themselves in need of emergency short-term
mortgage help in the event of a job loss or other crisis. These
homeowners may not need or want a permanent modification of
their home loans, or they may not qualify for government initiatives aimed principally at subprime borrowers or homeowners
with exotic mortgage products. Low-interest emergency mortgage bridge loans can fill this gap in options for responsible
homeowners in need of help and stem the rising tide of foreclosures that has depressed housing values across the country.

THE PROBLEM
Homeowners faced with foreclosures due to job loss have
few options for help
Until recently, the tidal wave of foreclosures was driven principally by borrowers caught in the subprime housing market or in exotic mortgage products
they could no longer afford. But accelerating job losses are driving a new wave
of foreclosures for long-time borrowers. Current options for government help,
however, have yet to catch up with this new reality.

Job-related foreclosures are on the rise.
One of the most devastating impacts of the depression has been the dramatic increase of income loss and unemployment. In April of 2009 alone, 539,000
jobs were lost, bringing the total number of jobs lost since the beginning of the
recession to 5.7 million.1
As a consequence, more Americans are finding it difficult to keep up with
their mortgages2 and job-related foreclosures are having a growing impact on
the housing market.3 During the first quarter of 2009, mortgage delinquency
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rates were over 8%, the highest for any first quarter since 1972, and the foreclosure rate shot up to a record 3.85%.4 In April of this year, foreclosure activity
continued at a record level, increasing by 32% over the previous year.5
An increasing number of foreclosures involve fixed-rate mortgages, which
experts see as evidence of a growing trend toward job-related foreclosures.6
Over the period from November of 2008 to February of 2009, the increase in the
number of prime mortgages in distress was more than double the increase in the
combined number of distressed subprime and Alt-A mortgages, and foreclosure
numbers have shot up most in states that are facing high unemployment.7 As
the economy continues to struggle, responsible homeowners who fall behind
on their previously affordable mortgages due to job loss are likely to be a more
prominent factor in the foreclosure crisis. Moody’s Economy.com predicts that
this year 60% of mortgage defaults will be the result of unemployment, as opposed to just 29% last year.8

Homeowners faced with a job loss may not qualify for existing mortgage assistance programs.
Current federal programs are primarily geared toward steering struggling homeowners out of unaffordable mortgages and into more traditional, manageable
ones. Thus, virtually all of these programs require a borrower to have a steady
source of income (i.e. be employed) to meet the terms of a new loan. However,
this also means that borrowers faced with a loss of income due to job loss are
often ineligible for help, even if it’s just for the short-term.
Program

Eligibility Requirements
and Barriers

Summary

Hope for
Homeowners9

Lenders are voluntarily encouraged to write down loans and
refinance homeowners into
fixed-rate FHA loans.

Partial Claim
Option (HUD)11
and HomeSaver
Advance (Fannie
Mae)12

Homeowners can receive
• Borrowers must demonstrate that they
advance loans if they are delinhave overcome the circumstances
quent.
leading to delinquency (i.e., they are
re-employed).

June 2009

• Borrowers must demonstrate steady
and adequate income to meet new
mortgage payments.10

• Borrowers must show that they have
the resources going forward to become
current on their loans.13
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Qualifying borrowers can re• Borrower income (or lack thereof) is a
finance existing mortgage paymajor factor in determining eligibility
ments. Government subsidizes
for loan modification.15
lender efforts to create modi• Borrower must have sufficient income
fied payments below 31% of
to pay new mortgage payments under
income.
a refinancing.

THE SOLUTION
Provide emergency mortgage bridge loans
The creation of an emergency, low-interest bridge loan program would
provide a financial lifeline to responsible homeowners who are in danger of
foreclosure as a result of recent job loss, catastrophic medical expense, or other
unforeseeable conditions and who are otherwise ineligible or ill-suited for existing federal mortgage modification programs. This initiative would fill a gap in
current foreclosure prevention efforts.
Under this proposal, the federal government would establish a new lending
initiative within the FHA to provide low-interest bridge loans that would help
responsible homeowners facing a job loss or other catastrophic event to cover
delinquency and mortgage expenses.

The proposal is simple to apply for and administer.
In the event of job loss or catastrophic illness, homeowners would be able
to apply to the FHA for an emergency bridge loan to cover delinquent balances
and ongoing payments for an amount equal to six months of mortgage payments (capped at a maximum of $15,000). These loans would be provided at
a low, subsidized interest rate (e.g., not exceeding 3%). The FHA would hold a
subordinated, second mortgage on the home, much like a home equity line of
credit.

This proposal is targeted toward responsible borrowers.
In order to qualify for assistance, prospective applicants must have had a solid credit history before falling into delinquency, be at least 60 days delinquent,
have reasonable repayment prospects, and hold no more than two mortgages
on their home. Loan amounts made under this program would also be provided
directly from FHA to lenders or servicers in order to maintain mortgage payments. Borrowers would not be responsible for administering funds or executing
payments (thereby preventing the possibility of homeowners using loan payments for anything other than their intended purpose).
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The proposal is modeled after successful state initiatives.16
Several states, including Pennsylvania, Delaware, and North Carolina have
recognized the need for short-term mortgage assistance and established loan
programs to provide temporary help to homeowners facing income loss. While
not identical, these programs generally use temporary, targeted, and repayable
loan assistance to prevent foreclosure. Since its inception, Pennsylvania’s Homeowner’s Emergency Mortgage Assistance Program has distributed $416 million
in loans and saved 40,000 families from foreclosure.17

The proposal requires no additional federal spending.
Funding for this program would be provided by the Troubled Asset Relief
Program (TARP). As loans are repaid with interest, the program can help to
capitalize itself through a revolving fund. In addition to providing loan financing,
funds could be issued through FHA to bolster state emergency loan programs.

The proposal would help stabilize the housing market.
By providing temporary assistance to help unemployed workers keep up
with their mortgage payments, this program will prevent middle class family
finances from further collapsing as individuals fight to rejoin the job market. The
new emergency loan program can also play a role in stabilizing the economy by
preventing foreclosures.
Foreclosure isn’t just a blow for the family faced with losing its home, it’s
an economic shock to the entire neighborhood. It has been estimated that a
potential 2.2 million foreclosures associated with subprime mortgages will take
place through the end of 2009, and that those foreclosures will bring down the
value of 40.6 million neighboring homes by an average of $8,667.18 Staving off
foreclosures will not only help individual families keep stay in their homes, it will
help their neighbors maintain the wealth they’ve established in their own.
The meltdown in the housing markets was a primary catalyst of the current
economic crisis, and preventing foreclosure is a key step toward stabilizing the
market and putting the economy back on the right track. It has been estimated
that each foreclosure results in a $50,000 cost to lenders,19 meaning that left
unchecked the new round of job-loss related foreclosures could deal another
blow to the financial sector and hinder efforts to get the economy back on
track. Providing assistance to help responsible borrowers who find themselves
between jobs to avert foreclosures will help to mitigate the worst impacts of the
housing crisis and speed economic recovery.
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THE ROLLOUT
Ideas for launching and publicizing an emergency bridge
mortgage loan program
•

Hold a press conference/speech with a local family facing foreclosure
due to income loss.

•

Hold a press conference/speech with local job and housing counseling
entities.

CRITIQUES & RESPONSES
Emergency Mortgage Bridge Loans
It’s too expensive.
Stopping the meltdown of the mortgage market is absolutely necessary if
we’re going to weather the current crisis and get our economy back on track.
Providing assistance to responsible middle class families struggling to keep their
homes even after the bread winners have lost their jobs will require upfront government spending that is a worthwhile investment in our national recovery. Since
the program would use funds already provided by Congress through the TARP
program, the program does not call for additional federal spending. Also, loans
under the program will be made on a low, fixed interest basis so as Americans
get back to work and loans are repaid, the program will have a minimal budgetary impact over the long term.

The federal government, Fannie Mae, and Freddie Mac all have programs to help people facing foreclosure. Isn’t this program duplicative
and unnecessary? Doesn’t this proposal just ask taxpayers to fund yet
ANOTHER bailout?
There are a number of programs aimed at helping homeowners who are
facing long-term affordability issues and trapped by exotic mortgages, subprime
loans, or collapsing home values. These are worthwhile efforts and may be right
for a number of Americans, but they don’t speak directly to the homeowner who
has a responsible record and just needs a little help until he or she gets back on
his feet. These programs may not be effective for someone who currently has no
job, and therefore lacks the ability to immediately resume even reduced payments. In addition, many of those programs are also only available to borrowers
who have their loans through a specific institution. This program fixes that coverage gap. It is not meant to replace or duplicate other programs, but instead to
provide another, broadly accessible option that is better suited to the growing
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number of Americans in danger of losing their homes because they lost their
jobs.

President Obama just signed the Helping Families Save Their Homes
Act into law with new foreclosure prevention plans. Don’t these go
far enough?
The Helping Families Save Their Homes Act contained a number of provisions intended to improve the Hope for Homeowners program and other
anti-foreclosure efforts. These changes included allowing incentive payments
to lenders and servicers for successful modifications as proposed in the Making
Home Affordable Initiative, as well as changes to income tests, appreciation
sharing requirements, and reduction of participant fees. While these changes are
intended to expand loan modification efforts, they do not directly address the
needs of responsible homeowners suddenly faced with foreclosure due to job
loss.

If applicants for this program are unemployed, how will taking on and
eventually having to pay back another loan help them?
Unlike other federal mortgage programs, this program is not intended to
provide permanent or long-term support. By providing up to six months of
payments, the emergency loans issued under this program will simply provide
breathing room for out of work Americans to find work and resume their payment schedule. Once borrowers have reentered the work force, they can begin
to repay the loan, and the low interest rate and limit on the total debt to income
ratio governing the repayment structure will ensure that repayment can take
place gradually and without creating an undue economic burden.
*

*

*
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