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REVIEW & OUTLOOK 
. . 

An Eminently Bad Idea 

'f he housing bust has produced some Even worse in Jbi£ case~ t~ govermnen 
terrible ideas, out now comes what would be grabbjrtg iuort&ages an which th.i 
may be the WQrst: A California colUlty hq~eawner js .stili]JOJ1i1Jg the monthly rent 

and two cities hit' hem by · . • • .. not m.ottgages. that ar-e il 
foreclosures are thinldng of Seizlng prrtate :. · default .or close to it Ies aj 
us~n& eminent domain ~o mortgages to sell to atbitnuY seizure. · 
se1ze mortgages from pn· · . If MRP's plan Proee~d~ 
vate investors. other private Investors. the ooMequences terllaus: 

The idea is courtesy of ing investment won't bl 
Mortgage Resolutio:b Part- pretcy, Investors would havE 
ners, a Sap Francisco-based venrore:capital to revalue mortgage pools and: the !ICC.Qmpa: 
firJrl that has foWld .interest from san Bemar· nying value pf the martpge-baclted securl! 
dino COuntY and two of its largest cities, On· ties based on the new possibility of so~rn· 
tario and FO.ntalul. MRP saysi t wants to stabi· ment seizure. PensiQD. fu~ds ~nd pth~ 
lize hololsin,g maz:kets by helping Joe~ mortgage investors. WGUld see the value oJ 
commwdties and govenunens ''retake control their securities fall. Fannie Mae and Freddi~ 
over the welfare of their neighborhoods ao.d Mac also have private·mort~age portfolios' 
their fiscal solvency." This brings to mind which means taxpayers. nationwide ciould suf] 
Ronald Reagan's quip that the most !Ptrifying fer losses. 
words in the English language are ~~rrn from MRP's plan to break contracts 'Wlilaterall3! 
the government, and l'lll here to help.'' · woqld alset further undezmine the private 

MRP propo~es to help govenu"(lents iden- mortgage market. Private tnbrtgage securiti· 
ti!Y ~that are current but "underwa· zati-on spreads the risk offi.nandng and low" 
ter." !)rWorth morE; than tlie value of the un- ers the cost of capit~l for borrllwers-all at 
derlying home, and that l!..ave been bwtdled no cost to taxpayers. Camp~ that togo~­
with other mortgages into a privately llWned, ment-sponsored enterprises like Fan and F't'ed 
mortgage-backed security. The govenunent and the Federal Housing Administration, in 
would use eminent domain to plurk the mort· which taxpayers bear the risk. , 
.gage out .of that pool ofm<l'tgages at a below- Such an expansion of eminent domain also 
market cost, .. raises constitu1ional questions. Cherry-pick-

The mortgage would then be refinanced us~ ing mortg~ securities to sna~ch and deliver 
ing a taxpayer-backed, government guanmtee, to a private entity is a long way frOJll seizing 
bWldl~withothernewmortgagesintoanew a. few homes ~o build a new thruway "r 
security, and. that security would be sold at a bridge. 
higher· price to other investors. The allege(t · The Fifth Amendment allpwsgovernmenw 
pubiic purpose justifYing eminent domain toseizepropertywithjustcompensation) but 
would be to reduce the number ofundP..lWclter it is supposed to be for public purposes. Public 
mortgages and thus stabilize local housing anger over the Supreme Court"s infamous 5-4 
markets. Kelo decision erupted in part because it al-

The appeal is obvious fbr politicians and lowed govenunent to seize property for pri­
MRP. The homeowner iS refmanced into a vate benefit-for pfizer Carp. to build are­
mortgage equal to the current valut. of. the search facility. 1n this case, much of' the 
home. 1'he city avoids more foredosures-as· benefit would al.s'o go to plivate parties-MRP' 
sumingtlu!y \vould occur-and neighborhood and its investors. · 
blight. Taxpayers wo~ldJ.t't ,Qe on the hook di· MRP's political ti~ also.deserve some scru­
rectly (if you forget~ ~ovenunent refinanc- tiny. Its executive chairman wttil earlier this 
ing guarantee). because MRP would find pri· year was Phil Angelides, the C~ifomia Demo· 
vate inve~tors top~ for the seized mo~e. crat chosen by Nancy Pelosi to chair the .Finan· 
The private investor who currently·owns the clal Crisis Inquiry Commission that biamed 
mortgage gets paid and avoids therlsk of de- most of the boom and b~st on banker.s .. He re­
fault, in whkh case the· value of the asset signed from MRP after Reuters reported that 
might be worth less. And MRP gets an wtdis- the company touted it& political CQnnections 
closed, and. presumably not smal:l. fee. as its '(secret formula'' and boasted of its con~ 

The P.roble,n is a de~ll 1mown as property nections in "california politics!' 
rights. In a normal transaction, a sales price The foreclosure problems of California'~ 
is negotiated between a 'Quyer and a seller. Inland Empire are serious ~ Jegrettable. 

·When govet'J)ment uses ·eminent dOmain. (See the near~yeditorial on San Bernardino's 
there is no rwgotiation. The govenunent takes bankruptcy filing.) But if the last .five.years 
and determines the price. . have taught ~ything, it'S that m\Utiple hous· 

In this inst~mce.. the government has every ing bailouts and political interventions intra· 
economic incentive to underpay the investor dRce more uncertainty and delay the recovery. 
wh• owns theinortgage to cover transaction Al>using eminent· domain would onlY com· 
costs and· boost returns fer itself and MRP. pound the damage. 
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