
 
 

Resetting Mortgages Is a Win/Win Solution to the Housing Crisis                                                                                  

Many experts agree that it is essential to write down the principal on underwater mortgages to fair market 
value to stabilize the housing markets and revive the economy. Not only would this be good for homeowners 
and their communities, but there are strong arguments that it would also be good for the investors who own 
these mortgages.  

When homes go into foreclosure, investors are saddled with many foreclosure-related costs that can add up to 
as much as 75% of the unpaid mortgage principal, which is more than the cut they would have to take if they 
agreed to reset the mortgages on those homes.1  Furthermore, even if the borrower of a particular loan does 
not default, the onslaught of foreclosures in the rest of the market still adversely affects the valuation of all 
mortgages held by investors.   

Many investors know this and would accordingly like to write loans down to sustainable, repayable principal 
amounts.  The problem is that the securitization arrangements pursuant to which these loans were bundled 
do not allow investors to act – nor do they even enable the investors’ trustees to act on the scale that is 
needed.   

Existing plans and programs are not solving the problem                                                                

Even though resetting mortgages to fair market value is in the interests of both homeowners and the investors 
that own those loans, there are two key structural barriers that have prevented this from happening: 

 Many mortgages have been packaged into private label securities (PLS), and the structure of these 
securitizations subdivides ownership between investors in complex ways that block renegotiations that 
would be good for the homeowners and the PLS investors alike. 

 Management rights over mortgage loans are typically given to servicers who have different incentives 
than investors and thus often do not support renegotiations even if they would be good for both the 
homeowners and the investors. 

Partly for these reasons, all of the foreclosure prevention programs put in place at the federal level have 
proved entirely inadequate for dealing with the scale of the problem.  None of the programs have offered a 
viable path to the widespread resetting of underwater mortgages, even though that is crucial to fixing the 
crisis facing our communities. 

Eminent Domain is a tool that can allow local governments to reset mortgages and 

prevent foreclosures on a much larger scale 

We cannot stand by and watch another 5+ million families lose their homes. Focusing on the loans held by 
private label securitization (PLS) trusts, eminent domain can help cut through the structural barriers that make 
it impossible to accomplish principal reduction on a meaningful scale even when it is in the interest of both 
homeowners and mortgage investors.   
 

                                                           
1 http://www.responsiblelending.org/mortgage-lending/research-analysis/fix-or-evict.pdf 



 
 

The power of eminent domain allows a properly constituted public authority to buy mortgages out of the 
complicated structures they are now trapped in, and create the conditions for new sustainable mortgages at 
current home values so that borrowers stay in their homes. The law of eminent domain requires that these 
“compulsory sales”, also known as (paid) “takings” advance a public purpose.  There are numerous public 
purposes for preventing unnecessary foreclosures and reducing the underwater debt burden, including 
preventing the local costs of foreclosures, minimizing the number of vacant foreclosed homes and resulting 
crime, stabilizing the property tax base, reducing public health and welfare costs, and preserving affordable 
rentals. 
 
Eminent domain has too often been used to hurt communities of color and low-income communities in the 
past, but this is a chance for local governments to use it to the tremendous benefit of places that have been 
hit hardest by the crisis. We have developed the principals below to help guide the consideration and 
development of eminent domain programs to serve the public good.  
 

STATEMENT OF PRINCIPLES 
 

We support local communities considering programs that use eminent domain to reset mortgages, prevent 
foreclosures, and stabilize local economies by rebuilding community wealth. Responsible uses of eminent 
domain to respond to the housing crisis should be guided by the following principles: 

1. The program must not leave any homeowner worse off. 

2. The primary purpose of the program must be to put homeowners into good, sustainable mortgages 

with reduced principal and payments that they can afford. 

3. Homeowners must be able to choose whether or not to participate in the program. 

4. The servicing of loans in the program must adhere to the highest standards, both during any 

transitional period while they are being refinanced, and in the long run. These standards must include 

engaging in responsible loss mitigation if loans become distressed in the future. The program design 

must ensure sufficient servicer capacity to meet such standards. 

5. The program must be designed to benefit the community in which it takes place, the individual 

homeowners participating in the program, and tenant occupants of foreclosed buildings.  

6. The program must prioritize maximizing sustainable homeownership and community benefit and 

minimizing the displacement of both homeowners and tenants.  

7. Homeowners and community residents must be part of the planning and decision-making process in 

the design of the program. 

8. Local government – with input from affected constituencies including homeowners and community 

based organizations – must have control over the design of the program, and oversight to ensure that 

it adheres to goals and program rules.  Local government should work to make sure that the program 

adheres to these principles and that any contracts/agreements with outside entities are consistent 

with these principles 

9. The implementation of the program should not cause taxpayers to incur any significant expenses, such 

as the cost of acquiring underwater mortgages or the potential legal costs of defending the program or 

its implementation. 

10. Taxpayers must be indemnified for any legal or financial liabilities arising from the program. 


