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But remember, it was the housing market that triggered this crisis. We
SXWOLTXLGLW\LQWRWKHÀQDQFLDOLQVWLWXWLRQVDQGREYLRXVO\WKH\·UHGRLQJ
ÀQH 7KH\·UH VLWWLQJ RQ D WULOOLRQ DQG D KDOI RI FDVK WKDW WKH\·UH QRW
spending. But the reality is that the housing market is what triggered
WKLVFULVLVDQGLW·VJRLQJWREHWKHKRXVLQJPDUNHWWKDWUHFRYHUV$QGWKDWPHDQVWR
PHJRRXWDQGEX\XSSHRSOH·VPRUWJDJHVDVZHGLGGXULQJWKH*UHDW'HSUHVVLRQ
DQGJLYHWKHPDPRUWJDJHWKDWWKH\FDQDIIRUGWKHSD\PHQWVWRPDNHDQGWKHQZH
ZLOOEHJLQWRFRPHRXWRIWKLVSUREOHPµ
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America is more than three years into an economic crisis that shows no signs of abating. One in 10 Americans cannot find a job, one in five owes more on their mortgage than the home is actually worth, foreclosures continue to set
a record pace, and family-owned small businesses are once again shuttering their doors as prospects re-emerge of even
tougher times ahead. More and more Americans are losing faith in what has long made this country great – the belief
that they can create a better life through hard work.
But the banks can do something right now to change all that. By writing down all underwater mortgages to market
value, the nation’s banks could:
•

•

•
•
•

Pump $71 billion into the economy every year;
o In New York state the annual stimulus would equal $1.25 billion
o In Ohio, $1.64 billion
o In Florida, a staggering $12 billion
Create more than one million jobs annually;
o In Massachusetts this would create over 35,000 jobs
o In Illinois nearly 43,000 jobs
o In California, over 300,000 jobs
Save families an average $543 per month on their mortgage payments;
Help investors come out ahead compared with the negative financial impact of foreclosures
Fix the foreclosure crisis once and for all.

The overhang of underwater mortgage debt is one of the primary drags on economic recovery. It continues to devour
tens of billions of dollars annually, money that would otherwise go into our economy in the form of consumer spending. This increase in consumer demand would in turn help spur job creation and increase revenue for governments
that have seen their tax income plummet as a result of the downturn.
To date, foreclosure prevention efforts have focused on making the banks whole for a period of time while doing little
to fundamentally restructure and reduce the debt load carried by homeowners. The underlying assumption in this
model – that if we wait it out, then things will get better – is not only flawed, but is actually worsening the pain for
millions of families and continuing to undermine long-term prospects for a housing recovery. We need aggressive action now that creates a New Bottom Line for American homeowners.
The banks have it in their power to restore the American Dream of homeownership that helps build wealth for families. What’s more is that we have already paid them the money to do it. American taxpayers came to the banks rescue
with trillions in bailouts and backstops and now it is time for the banks to begin to undo the damage they caused and
give back a working economy.
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Why Should the Banks Pay?
Underwater homeowners owe $709 billion more on their mortgages than their homes are worth. If banks wrote down
the principals and interest rates on underwater mortgages to market value, it would save homeowners $71 billion per
year.
Banks received $14 trillion in taxpayer-funder bailouts and backstops so that they would start lending to the American
people again to jumpstart the economy. That never happened.2 While some of this money has been paid back, much
of this $14 trillion has not and will never be returned. They should just subtract this $709 billion off the trillions they
still owe us.
$709 billion is a fraction of the trillions they took, and it would go a long way towards reviving the economy. Furthermore, the bailout money was also intended to cushion the banks from losses on their toxic assets—a technical term for
“bad loans.” We gave them money so that they could write down bad loans without going under. It only makes sense
that they now write down underwater loans.
Banks can afford this. US banks are currently sitting on a historically high level of cash reserves of $1.64 trillion.3
Under this proposal they would only be forgoing $71 billion in payments annually, most of which would have been
interest charges rather than principal payments. In 2010, the nation’s top six banks alone paid out more than twice
that figure in bonuses and compensation ($146 billion).4 As part of the process, regulators may choose to change accounting rules to allow banks to realize the losses from these mortgage write-downs over a period of several years so
they do not have to record the losses on their books all at once. In the past, regulators have been more than willing to
modify accounting rules to help the banks, so it is only fitting that they do so now in order to jumpstart the economy
by preventing foreclosures and creating jobs.
The banks created the housing crisis with their reckless and predatory lending practices. They should be held accountable for the damage they have done to our economy and be forced to do their part to clean up the mess they have
created. Working families across the country have seen their home values plummet, have had their life savings wiped
clean, have been powerless to help when their loved ones lost their jobs, and in too many cases watched helplessly while
they lost their homes to banks that continue to post billion-dollar profits and pay out billion-dollar bonuses. Add to
that the trillions in bailouts and backstops that taxpayers gave to the banks, and one thing is clear: We have already
paid. Now it is the banks’ turn.

A Vicious Cycle
All of the purported efforts thus far to resolve the jobs crisis have fallen flat. Even the 2009 stimulus bill, which succeeded in creating jobs, was not big enough to overcome the massive scale of the problem. The official unemployment
rate still lingers near 10% and shows no signs of abating. All of the efforts to date have ignored a major underlying
cause of the jobs crisis: the housing crisis. In July 2011, Nobel Prize winning economist Paul Krugman noted, “The
big drag on the economy now is the overhang of household debt, largely created by the $5.6 trillion in mortgage debt
that households took on during the bubble years.”5
As of March 31, 2011, 23% of American homeowners were underwater on their mortgages. They owed banks $709
billion more on their mortgages than their homes were worth.6 While homeownership was once lauded as the most
effective way to build wealth, for these working families it has become an endless drain on household income. They
have to pay down $709 billion in principal before they can even start building equity in their homes.
Meanwhile homeowners have seen banks cut their credit card limits in half and hike up their interest rates, or cancel
their credit cards altogether. So as they try to pay their inflated boom-era mortgages with their modest recession-era
salaries, they have also lost the ability to access money to make ends meet. This means a larger and larger share of
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their monthly paychecks are going towards their mortgages, leaving little money for much else. As a result, these cashstrapped homeowners have been forced to cut back on spending and put essential purchases on hold.
This has a ripple effect throughout the economy. Real retail and food service sales in the U.S. fell a striking 7.1% between 2007 and 2010, in comparision to growing 5.7% in the three years before the housing bubble burst.7 This drop
in sales has forced businesses to cut back and lay off millions of workers across the country. America’s biggest banks
have only compounded the problem by drastically cutting back on small business lending, smothering any hopes of an
economic recovery. Seven million workers have lost their jobs since the recession started in January 2008.8
The foreclosure crisis is not limited to subprime borrowers. Laid off workers have an even harder time paying their
bills. They fall behind on their mortgages and, eventually, often fall into foreclosure. The epidemic has spread to prime
borrowers who had high credit scores and generally lower interest rates but who can no longer pay their mortgages
because they have lost their jobs.9 According to the New York Times, unemployment is now the “primary cause of
foreclosures.”10 This further drags down the values of homes in their neighborhoods, making neighboring homeowners even more anxious about their own financial position, and causing the whole cycle to start all over again. In this
way, the housing crisis and the jobs crisis feed off each other in a vicious cycle that is drowning the national economy
(see Figure 1).

Figure 1: The Housing Crisis and the Jobs Crisis Fuel Each Other
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bills & have lost the
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Businesses lay off
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Breaking the Cycle
There is a simple way to break this cycle of devastation and get our heads back above water: write down the principals
and interest rates on all underwater mortgages to market value. If banks wrote down all underwater mortgages to market
value and refinanced the homeowners into 30-year, fixed-rate loans at current market interest rates, that would pump $71
billion into the national economy. A state-by-state breakdown can be found in Appendix A.
Executing on this plan would lower homeowners’ monthly mortgage payments by $543 on average ($6,516 per year), and would effectively serve as a direct cash stimulus into the economy, since cashstrapped homeowners would spend that money rather than invest it
or set it aside. That would amount to $6 billion every month that
is currently going towards mortgage payments that could instead
go towards buying groceries, school supplies, and other household
necessities.

,I EDQNV ZURWH GRZQ DOO
underwater
mortgages
WR PDUNHW YDOXH DQG UHÀnanced the homeowners
LQWR \HDU À[HGUDWH ORDQV DW FXUUHQW
market interest rates, that would pump
ELOOLRQLQWRWKHQDWLRQDOHFRQRP\µ

As consumer demand picked up, businesses would start hiring again, creating new jobs. Putting $71 billion into
American consumers’ pockets would create 1.05 million jobs.11 The homeowners among these million newly-employed workers could afford to pay their mortgages and would stave off additional foreclosures. As foreclosures slowly
subsided, housing prices would stabilize, and homeowners would be able to start rebuilding wealth in their homes
again (see Figure 2).

)LJXUH:ULWLQJ'RZQ3ULQFLSDOV:RXOG%UHDNWKH&\FOH
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%DQNVWKDWVHUYLFHPRUWJDJHVRIWHQKLGHEHKLQGLQYHVWRUVWRH[SODLQZK\WKH\UHIXVHWRZULWHGRZQPRUWJDJHSULQFLSDOLQRUGHUWRSUHYHQWIRUHFORVXUH6HUYLFHUVFODLPWKDWWKH\DUHMXVWPLGGOHPHQDQGWKDWWKH\
FDQQRWUHGXFHSULQFLSDOEHFDXVHWKHPRUWJDJHVDUHDFWXDOO\RZQHGE\LQYHVWRUV³SXEOLFSHQVLRQIXQGV
)DQQLH0DH)UHGGLH0DFRWKHULQVWLWXWLRQDOLQYHVWRUVDQGLQPDQ\FDVHVEDQNVWKHPVHOYHV+RZHYHUD
UHFHQWVWXG\E\WKH&HQWHUIRU5HVSRQVLELOLW\ &5/ VKRZVWKDWWKHVHLQYHVWRUVZRXOGW\SLFDOO\EHEHWWHURII
LIVHUYLFHUVZRXOGDJUHHWRORDQPRGLÀFDWLRQVZLWKSULQFLSDOUHGXFWLRQUDWKHUWKDQOHWWLQJWKHKRPHVIDOO
LQWRIRUHFORVXUH
:KHQDVHUYLFHUIRUHFORVHVRQDKRPHWKHLQYHVWRULVVDGGOHGZLWKPDQ\IRUHFORVXUHUHODWHGFRVWVOHJDO
IHHVPDLQWHQDQFHFRVWVRQWKHSURSHUW\VDOHVFRVWVHWF&5/HVWLPDWHVWKDWIRUSULPHERUURZHUVWKHVH
FRVWVDPRXQWWRRIWKHWRWDOXQSDLGSULQFLSDORQWKHPRUWJDJHDQGWKDWIRUVXESULPHERUURZHUVWKH\
FRPHWRDVWDJJHULQJ12 8QGHUZDWHUKRPHRZQHUVRZHELOOLRQPRUHRQWKHLUKRPHVWKDQWKH\
DUHZRUWK7KDWUHSUHVHQWVMXVWRIXQSDLGSULQFLSDO,WZRXOGEHIDUFKHDSHUIRUWKHLQYHVWRUWRZULWH
GRZQSULQFLSDOWRPDUNHWYDOXHWKDQWRVXIIHUWKHFRQVHTXHQFHVLIWKHVHKRPHVIDOOLQWRIRUHFORVXUH
+RZHYHU VHUYLFHUV KDYH GLIIHUHQW LQFHQWLYHV  )RUHFORVXUHV W\SLFDOO\ GR QRW FRVW VHUYLFHUV DQ\WKLQJ EXW
ORDQPRGLÀFDWLRQVGR13 $QGLQIDFWVHUYLFHUVFDQHYHQPDNHPRQH\RQIRUHFORVXUHVWKURXJKODWHIHHV
DQGRWKHUIRUHFORVXUHUHODWHGIHHV14 $FFRUGLQJWRWKH1DWLRQDO&RQVXPHU/DZ&HQWHU´$VHUYLFHUGHFLGLQJ
EHWZHHQDIRUHFORVXUHDQGDORDQPRGLÀFDWLRQIDFHVWKHSURVSHFWRIQHDUFHUWDLQORVVLIWKHORDQLVPRGLÀHGDQGQRSHQDOW\EXWSRWHQWLDOSURÀWLIWKHKRPHLVIRUHFORVHGµ15 $VDUHVXOWVHUYLFHUVJHQHUDOO\SUHIHU
IRUHFORVXUHRYHUORDQPRGLÀFDWLRQHYHQLILWLVQRWLQWKHLQYHVWRU·VLQWHUHVW
%XWWKLVYLHZLVVKRUWVLJKWHG:LGHVSUHDGSULQFLSDOUHGXFWLRQVZRXOGKHOSVWDELOL]HEDQNV·RZQEDODQFH
VKHHWVVLQFHWKHVDPHEDQNVWKDWVHUYLFHPRUWJDJHVDOVRRZQELOOLRQVRIGROODUVZRUWKRIPRUWJDJHEDFNHG
VHFXULWLHV 0%6 LQWKHLULQYHVWPHQWSRUWIROLRV7KHUHLVFXUUHQWO\DELJFORXGKDQJLQJRYHUWKHEDQNV·0%6
SRUWIROLRVEHFDXVHQRRQHNQRZVKRZORZKRXVLQJSULFHVZLOOIDOODQGKRZPDQ\PRUHKRPHVZLOOJRLQWR
IRUHFORVXUH0RUHRYHUWKHODUJHDPRXQWRIQHJDWLYHHTXLW\LVIRUFLQJPDQ\XQGHUZDWHUKRPHRZQHUVWR
FRQVLGHUZDONLQJDZD\IURPWKHLUKRPHVMXVWOLNHWKH0RUWJDJH%DQNHUV$VVRFLDWLRQZDONHGDZD\IURP
WKHPRUWJDJHRQLWVKHDGTXDUWHUVEXLOGLQJLQ:DVKLQJWRQ'&LQ16 7KLVDGGVDQDGGLWLRQDOSDOORIXQFHUWDLQW\RYHUWKHYDOXHRI0%6:ULWLQJGRZQSULQFLSDOVZRXOGVWDELOL]HWKHKRXVLQJPDUNHWDQGLWZRXOG
HIIHFWLYHO\SXWDÁRRURQ0%6SULFHV7KLVZRXOGKHOSDOOLQYHVWRUVLQFOXGLQJEDQNV

Creating a Working Economy
The American economy is chained to an out of proportion and crushing housing debt load. Chronic unemployment,
foreclosures, and small business closings can all ultimately be traced back to the housing crisis. The banks hold the
key to unlocking massive economic stimulus. By writing down underwater mortgages to market value, they would
put more than $6,500 into the pockets of the average underwater homeowner each year. With an extra $6,500 families could afford expenses, big and small, that they have been putting off. This would have a ripple effect throughout
the economy, and it would create more than one million jobs nationally. It would serve as the second stimulus that
America so desperately needs, only without added costs to taxpayers.
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Underwater homeowners in each state
+RZVWDWHZRXOGEHQHÀWLIWKHUHZDVZLGHVSUHDGSULQFLSOHUHGXFWLRQ
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Appendix B: Methodology
To calculate the potential savings from writing down principals on all underwater mortgages to market value and
refinancing them into 30-year fixed-rate mortgages at current interest rates, we first calculated how much underwater
homeowners are currently paying on their mortgages. To arrive at this number, we needed to determine the total
principal on underwater mortgages and the average interest rate that underwater homeowners are paying. According
to data from CoreLogic’s publicly available Negative Equity Report for the first quarter of 2011, as of March 31, 2011,
and the total outstanding principal on underwater mortgages in the United States was $2.0 trillion.
Determining the average interest rate on these mortgages proved difficult due to inadequate information, so instead
we used the interest rate from 2006, which is a conservative figure. According to the Federal Reserve Board’s H.15
Release, in 2006, the going interest rate on a 30-year, fixed-rate, conventional mortgage was 6.41%. This is conservative because it assumes that all of these underwater homeowners were prime borrowers with conventional mortgages.
Many of these underwater homeowners were subprime borrowers that had substantially higher interest rates. Furthermore, in the ten years from 1997 through 2006, the average interest rate on a conventional mortgage was 6.75%,
higher than the 6.41% figure we used.
Using a mortgage calculation formula in Microsoft Excel, we calculated that the monthly mortgage payment on $2.0
trillion for a 30-year, fixed-rate loan at 6.41% interest would be $12.4 billion. This is the pre-modification monthly
mortgage payment.
The next step was calculating what the payments would be if principals were written down to market value and reset
to current interest rates. To ascertain the principal for market value mortgages, we once again turned to CoreLogic’s
Negative Equity Report. According to the report, in the first quarter of 2011, there were 10.9 million underwater
mortgages nationally, and the average underwater mortgage had $65,000 in negative equity. That means that in total,
underwater homeowners owed $709 billion more on their homes than they were worth. The principal on market
value mortgages, therefore, should be $1.3 trillion. To get the current market interest rate, we again used figures from
the Federal Reserve Board’s H.15 Release. According to the release, the going interest rate on a 30-year, fixed-rate,
conventional mortgage as of July 2011 was 4.55%.
According to the mortgage calculation formula, the monthly mortgage payment on $1.3 trillion for a 30-year, fixed
rate loan at 4.55% interest is $6.5 billion. This is the post-modification monthly mortgage payment. That means that
after modification, total mortgage payments on underwater mortgages would drop $5.9 billion per month, or $71
billion annually. That means that over the 30-year life of the mortgage, homeowners would save $2.1 trillion.
To calculate the jobs impact of this figure, we relied on a study by Robert Pollin and Heidi Garret-Peltier that showed
that giving Americans a $1 billion tax break for personal consumption would create 14,800 jobs, which translates to
$67,658 per job.17 Reducing homeowners’ monthly mortgage payments would have a similar impact to a tax cut for
personal consumption by freeing up dollars for households to use on other things like buying groceries and school supplies. We therefore divided the $71 billion in annual savings by $67,658 per job to determine that loan modifications
with principal and interest rate write-downs to market value would create 1.05 million jobs.
For the state-by-state analysis, we applied our same methodology to the state-level data found in CoreLogic’s Negative Equity Report. Unless more precise data was available, the average negative equity per underwater home by state
was rounded to the nearest $10,000. CoreLogic did not list data for Louisiana, Maine, Mississippi, South Dakota,
Vermont, West Virginia, or Wyoming, so we also left those states out of our state-by-state analysis. Due to rounding
errors and the fact that we did not have state-level data for a handful of states, the state totals in Appendix A do not
add up to the national total.

The New Bottom Line, 2011 • The Win/Win Solution



Endnotes
1
2
3
4
5
6
7
8
9
10
11

12
13
14
15
16
17

Meet the Press transcript, August 7, 2011. http://www.msnbc.msn.com/id/44050464/ns/meet_the_press-transcripts/t/
meet-press-transcript-august/#.TkExkL_vEY4
Real Economy Project of the Center for Media and Democracy. Updated July 2011 http://www.sourcewatch.org/index.
php?title=Total_Wall_Street_Bailout_Cost
Federal Reserve of St. Louis, Economic Research 03 Aug 2011. http://research.stlouisfed.org/fred2/series/WRESBAL
Total compensation expense for BAC, JPM, WFC, GS, and MS from income statements in banks’ 4Q10 earnings releases.
Krugman, Paul. “Letting Bankers Walk.” New York Times. 17 Jul 2011. http://www.nytimes.com/2011/07/18/opinion/
18krugman.html?_r=1
“New CoreLogic Data Shows Slight Decrease in Negative Equity.” CoreLogic press release. 07 Jun 2011.
Federal Reserve Bank of St. Louis. “Real Retail and Food Service Sales.” Seasonally Adjusted, Deflated Using the Consumer Price Index for All Urban Consumers (1982-84=100). http://research.stlouisfed.org/fred2/series/RRSFS/
downloaddata?cid=6
Bureau of Labor Statistics. Seasonally Adjusted, Total Nonfarm, Employment data. Jan 2008-Jun 2011. http://www.bls.
gov/ces/
Sidel, Robin. “Troubles for ‘Prime’ Borrowers Intensify.” Wall Street Journal. 04 Sep 2009. http://online.wsj.com/article/
SB125202003216284895.html
Martin, Andrew. “For the Jobless, Little U.S. Help on Foreclosure.” New York Times. 04 Jun 2011. http://www.nytimes.
com/2011/06/05/business/economy/05housing.html
Based on calculation that giving Americans $1 billion for personal consumption would add 14,800 jobs into the economy,
which means that it takes $67,658 to create one job: Pollin, Robert and Heidi Garrett-Peltier. The U.S. Employment Effects of Military and Domestic Spending Priorities: An Updated Analysis. Political Economy Research Institute, University of
Massachusetts, Amherst. p. 5. Oct 2009. http://www.peri.umass.edu/fileadmin/pdf/published_study/spending_priorities_PERI.pdf
Li, Wei and Sonia Garrison. Fix or Evict? Loan Modification Return More Value Than Foreclosures. Center for Responsible
Lending. p. 1-2. 22 Mar 2011. http://www.responsiblelending.org/mortgage-lending/research-analysis/fix-or-evict.pdf
Thompson, Diane E. Why Servisers Foreclose When They Should Modify and Other Puzzles of Servicer Behavior. National
Consumer Law Center. p. 2. Oct 2009. http://www.macdc.org/research/Servicer-Report1009.pdf
Ibid, p. 17
Ibid, p. v
Grim, Ryan, Arthur Delaney, and Lucia Graves. “Learning to Walk: Fear, Shame And Your Underwater Mortgage.” Huffington Post. 03 Feb 2011. http://www.huffingtonpost.com/2011/02/03/learning-to-walk-underwater-mortgages_n_818315.
html
Pollin, Robert and Heidi Garrett-Peltier. The U.S. Employment Effects of Military and Domestic Spending Priorities: An Updated Analysis. Political Economy Research Institute, University of Massachusetts, Amherst. p. 5. Oct 2009. http://www.
peri.umass.edu/fileadmin/pdf/published_study/spending_priorities_PERI.pdf

The New Bottom Line, 2011
www.newbottomline.com
@NBLcampaign

The New Bottom Line, 2011 • The Win/Win Solution

8

