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Creation of  wealth began with 
farmers who planted something 
into the land and earned income 

from harvesting food. Others created 
wealth from something taken from the 
ground, such as oil, coal and other min-
erals. In many countries around the 
world, an employed individual or family 
with modest income could embark on 
the creation of  wealth simply by pur-
chasing a home. 

During the dot.com bubble, prop-
erty values soared and periods of  low-
interest rates and innovative mortgage 
programs bolstered home sales. Many 
homeowners refinanced their proper-
ties at lowered rates and some tapped 
into their home equity, often using pro-
ceeds for home improvement. However, 
after the crashing of  the information 
technology boom, the housing market 
softened in the United States and many 
global economies. 

Mortgage debt that exceeds property 
value is known as negative equity. For 

many homeowners, the paradigm had 

shifted from wealth creation to wealth 

destruction.  
Some housing markets have faltered 

and others have stabilized. In the United 
States, negative equity peaked at 15.5 
million loans the first quarter of  2012 
according to the LPS Mortgage Monitor, 
published by Lender Processing Services. 
Down 35% over the last 12 months to 

keys without the bank having to resort 
to full legal action.

“When people’s homes are underwa-
ter, they find it hard to move to take new 
jobs." Harvard economist Lawrence 
Katz testified to the U.S. Congress in 
2010, adding "Homeowners with nega-
tive equity are hesitant to sell their 
houses at a loss thereby reducing mobil-
ity from distressed areas.”  

Government officials and pruden-
tial regulators in both U.S. and global 
nations have initiated a range of  policies 
and programs in response to the negative 
equity and low-mobility crisis. Programs 
include targeted job-creation programs, 
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Foreclosure Avoidance Programs

Description Benefit to Borrower Benefit to Lender

SHORT SALE

LOAN
MODIFICATION

DEED IN LIEU

Proceeds of the sale falls short of the 
principal balance. Terms vary 
regarding interim payment collection, 
loan deficiency recapture or principal
forgiveness. 

Fair and impartial way to dispose of 
property in orderly fashion. 
Government subsidy programs offer 
counseling and relocation assistance.

Reduces exposure to property 
damage by working with realty 
and property agents; may 
provide financial credits or tax 
incentives.

Change to the loan’s monthly 
payment, interest rate, term or 
outstanding principal. Major U.S. 
program is called HAMP. 

Builds trust between lender and 
borrower through counseling and 
more affordable payment 
restructuring.

Sustains property condition and 
strengthens customer 
communication.

Borrowers transfer property 
ownership back to the lender by 
surrendering title.

Borrowers deal squarely with their 
lender and walk away from a 
distressed situation with dignity.

Avoids uncertainty and enables 
faster and more expedient 
disposition of property. 

9.8 million as of  Q3 2012, the highest 
percentage of  negative equity remains 
in the “sand states” such as Arizona, 
California, Florida and Nevada.  

Real estate markets have been fragile 
in recent years and a number of  coun-
tries have experienced declining property 
values, including Australia, Denmark, 
Ireland, Italy, Japan, Netherlands, Spain 
and Sweden. In Ireland, according to 
Central Bank data, half  of  all home 
loans are in negative equity. Of  the near 
800,000 home mortgages in arrears for 
three months or more, about 14 per cent 
have been restructured. Last year, more 
than 400 Irish families surrendered their 

Governments globally have initiated a range of programs in 
response to the negative equity and low-mobility crisis, in-
cluding targeted job-creation programs, credits to lenders 
and monetary stimulus aimed at raising housing prices.
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credits to lenders and monetary stimu-
lus aimed at raising housing prices. 

In the United States, the rate of  fore-
closure has declined 21% from 917,000 
in 2011 to 767,0000 in 2012 according 
to CoreLogic Market Pulse, February 
2013. Since the financial crisis began 
in September 2008, there have been 
approximately 4.12 million completed 
foreclosures across the country.   

During 2012, 23.9% of  all U.S. home 
sales consisted of  distressed sales. 
Distressed sales consist of  bank owned 
real estate (REO) and “short sales” 
where the lender agrees to reduce the 
principal balance so that under-water 
properties may be sold closer to market 
value. Short sales generally bring in 
prices that are higher than foreclosures 
and help sustain neighborhood prop-
erty values. 

An official program of  the 
U.S. Department of  Treasury and 
Department of  Urban Development 
(HUD) is the Making Home Affordable 

Program, created by the U.S. Financial 
Stability Act of  2009. The program was 
built as collaboration with banks, ser-
vices, credit unions, the FHA, the VA, 
the USDA and the Federal Housing 
Finance Agency, to create standard 
loan modification guidelines for lenders 
to take into consideration when evalu-
ating a borrower for a potential loan 
modification. The Home Affordable 

Modification	
�
   Program, known as HAMP 
is now looked upon as the industry 
standard practice for lenders to analyze 
potential modification applicants and 
has helped well over 1 million struggling 
homeowners at risk of  foreclosure. 

The Home Affordable Foreclosure 
Alternatives (HAFA) Program is also 
administered by HUD and offers strug-
gling homeowners with an opportunity 
to transition to more affordable housing. 
Options include a short sale or a Deed-
in-Lieu (DIL) of  foreclosure. The Deed-

Countries all over the world have 
defied gravity in order to stabilize 
housing markets affected by negative 
equity. Banks and building societies in 
many countries deal with secondary 
market mortgage backed securities pro-
grams and other housing finance agen-
cies. Through these partnerships and 
affordable housing incentives, over time 
we shall see more foreclosure alternatives 
and options for homeowners to safeguard 
their homes and financial security.
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in-Lieu option allows borrowers to give 
the title back to the lender, transferring 
ownership back to them. In a short sale, 
the homeowner is not responsible for 
any deficiency that may occur after the 
home is sold and is completely released 
from the mortgage debt after the prop-
erty sale. Borrowers are protected from 
negative credit scores when utilizing a 
HAFA alternative and the agency pro-
vides homeowners with $3,000 in relo-
cation assistance. 

Between 2007 and the third quarter 
of  2012, there were 400,000 foreclo-
sures in Spain, according to data from 
the General Council of  the Judiciary. 
The Popular Legislative Initiative 
(ILP), Platform for those Affected 
by Mortgage, promoted by the citizen 
movement Plataforma de Afectados por 
la Hipoteca (PAH) calls for payment in 
kind, meaning that a person’s debts are 
written off  once they have surrendered 
their home.
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United States

- 5.10

+ 4.26

- 2.67

+ 3.27

+ 1.12

- 9.60

- 3.20

- 2.93

- 7.88

+ 2.30

- 15.20

+ 3.27

- 1.80

- .577

7,596,182

3,339,375

11,562,975

81,465,300

192,671,808

1,469,521

27,427,508

82,314,204

142,754,098

11,205,705

14,187,169

3,040,713

24,500,413

115,000,000

69.2%

50.41%

68.4%

43.2%

86.6%

74.5%

80.0%

55.61%

84.7%

61.3%

85.0%

40.0%

69.0%

66.5%

20.4%

19.0%

24.1%

21.0%

9.9%

12.6%

16%

19.9%

−

9.7%

13.1%

19.5%

19.3%

21.0%

$ 969,397

$ 116,994

$ 1,007,492

$ 1,536,260

$ 64.973

−

$ 391,013

$ 2,208,235

$ 45,931

$ 97,187

$ 906,944

$ 728,575

$ 1,691,344

$10,167,078
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Compiled by William R. Slap, Intern, Wesleyan University 2015
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Through these affordable housing incentives, over time we 
shall see more foreclosure alternatives and options for ho-
meowners	
�
    to	
�
    safeguard	
�
    their	
�
    homes	
�
    and	
�
    financial	
�
    security.

The	
�
    Home	
�
    Affordable	
�
    Modification	
�
    Program,	
�
    known	
�
    as	
�
    HAMP	
�
    is	
�
    now	
�
    looked	
�
    upon	
�
    as	
�
    

the	
�
    industry	
�
    standard	
�
    practice	
�
    for	
�
    lenders	
�
    to	
�
    analyze	
�
    potential	
�
    modification	
�
    applicants	
�
    

and has helped well over 1 million struggling homeowners at risk of foreclosure. 


