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Executive Summary* 

In April 2010, in its most recent report on Treasury‟s foreclosure prevention programs, 

the Panel raised serious concerns about the timeliness, accountability, and sustainability of 

Treasury‟s efforts.  As the Panel noted at the time, “It now seems clear that Treasury‟s programs, 

even when they are fully operational, will not reach the overwhelming majority of homeowners 

in trouble….  Treasury is still struggling to get its foreclosure programs off the ground as the 

crisis continues unabated.” 

In the intervening eight months, Treasury has tweaked its main foreclosure prevention 

effort, the Home Affordable Modification Program (HAMP), but the changes have not resolved 

the Panel‟s core concerns.  The Panel now estimates that, if current trends hold, HAMP will 

prevent only 700,000 to 800,000 foreclosures – far fewer than the 3 to 4 million foreclosures that 

Treasury initially aimed to stop, and vastly fewer than the 8 to 13 million foreclosures expected 

by 2012.  Because Treasury‟s authority to restructure HAMP ended on October 3, 2010, the 

program‟s prospects are unlikely to improve substantially in the future. 

In some regards, the program‟s failure to make a dent in the foreclosure crisis may seem 

surprising.  HAMP‟s premise was straightforward: Because the foreclosure process allows 

lenders to recover only a small fraction of the value of a mortgage loan, lenders should generally 

prefer to avoid foreclosure by voluntarily reducing a borrower‟s monthly payments to affordable 

levels.  Through HAMP, Treasury attempted to sweeten this deal by offering incentive payments 

to all parties to a mortgage loan modification.  Yet despite the apparent strength of HAMP‟s 

economic logic, the program has failed to help the vast majority of homeowners facing 

foreclosure. 

A major reason is that mortgages are, in practice, far more complicated than a one-to-one 

relationship between borrower and lender.  In particular, banks typically hire loan servicers to 

handle the day-to-day management of a mortgage loan, and the servicer‟s interests may at times 

sharply conflict with those of lenders and borrowers.  For example, although lenders suffer 

significant losses in foreclosures, servicers can turn a substantial profit from foreclosure-related 

fees.  As such, it may be in the servicer‟s interest to move a delinquent loan to foreclosure as 

soon as possible.  HAMP attempted to correct this market distortion by offering incentive 

payments to loan servicers, but the effort appears to have fallen short, in part because servicers 

were not required to participate.  Another major obstacle is that many borrowers have second 

mortgages from lenders who may stand to profit by blocking the modification of a first 

mortgage.  For these reasons among many others, HAMP‟s straightforward plan to encourage 

modifications has proven ineffective in practice. 

                                                           
*
The Panel adopted this report with a 5-0 vote on December 13, 2010. 
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While HAMP‟s most dramatic shortcoming has been its poor results in preventing 

foreclosures, the program has other significant flaws.  For example, despite repeated urgings 

from the Panel, Treasury has failed to collect and analyze data that would explain HAMP‟s 

shortcomings, and it does not even have a way to collect data for many of HAMP‟s add-on 

programs.  Further, Treasury has refused to specify meaningful goals by which to measure 

HAMP‟s progress, while the program‟s sole initial goal – to prevent 3 to 4 million foreclosures – 

has been repeatedly redefined and watered down.  Treasury has also failed to hold loan servicers 

accountable when they have repeatedly lost borrower paperwork or refused to perform loan 

modifications.  Treasury has essentially outsourced the responsibility for overseeing servicers to 

Fannie Mae and Freddie Mac, but both companies have critical business relationships with the 

very same servicers, calling into question their willingness to conduct stringent oversight.  

Freddie Mac in particular has hesitated to enforce some of its contractual rights related to the 

foreclosure process, arguing that doing so “may negatively impact our relationships with these 

seller/servicers, some of which are among our largest sources of mortgage loans.”  Treasury 

bears the ultimate responsibility for preventing such conflicts of interest, and it should ensure 

that loan servicers are penalized when they fail to complete loan modifications appropriately. 

Many of the problems now plaguing HAMP are inherent in its design and cannot be 

resolved at this late date.  Other problems, however, can still be mitigated.  For instance, 

Treasury should enable borrowers to apply for loan modifications more easily – for example, by 

allowing online applications.  Treasury should also carefully examine HAMP‟s track record to 

pin down the factors that define successful loan modifications so that similar modifications can 

be encouraged in the future. 

Perhaps most critically, Treasury should carefully monitor and, where appropriate, 

intervene in cases in which borrowers are falling behind on their HAMP-modified mortgages.  

Preventing redefaults is an extremely powerful way of magnifying HAMP‟s impact, as each 

redefault prevented translates directly into a borrower keeping his home.  Delinquencies that are 

flagged in their early stages can potentially be brought current through a repayment plan, but 

delinquencies that are left unchecked have the potential to undermine even the modest progress 

made by HAMP.  Worse still, each redefault represents thousands of taxpayer dollars that have 

been spent merely to delay rather than prevent a foreclosure. 

Finally, Treasury should accept that HAMP will not reach its original goals and provide a 

meaningful framework for evaluating the program in the future.  Treasury continues to state that 

HAMP will expend $30 billion in Troubled Asset Relief Program funding, yet the Congressional 

Budget Office recently estimated that all of Treasury‟s foreclosure programs combined will 

spend only $12 billion.  Given the Panel‟s cost estimates for Treasury‟s other foreclosure-related 

efforts, HAMP thus appears likely to spend only around $4 billion.  Had Treasury acknowledged 

this reality before its crisis authority expired, it could have made material changes to HAMP or 

reallocated the money to a more effective program.  Now, that option is gone. 
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For this reason, Treasury‟s reluctance to acknowledge HAMP‟s shortcomings has had 

real consequences.  Absent a dramatic and unexpected increase in HAMP enrollment, many 

billions of dollars set aside for foreclosure mitigation may well be left unused.  As a result, an 

untold number of borrowers may go without help – all because Treasury failed to acknowledge 

HAMP‟s shortcomings in time. 
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