Bad news on Maryland foreclosures
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Distressed Maryland homeowners are facing the grimmest foreclosure numbers in nearly a year and a half as state officials and observers worry that a new wave of foreclosures is about to slam the state's already-struggling economy.

The dire numbers also suggest that the promising effects of an emergency package of laws enacted last year have almost completely worn off.

August foreclosure filings in the state were up nearly 70 percent over August 2008, and up 6.6 percent compared July 2009, according to numbers released by Irvine, Calif.-based RealtyTrac Inc., a company that tracks foreclosure filings nationwide. It is the fifth consecutive monthly increase in the year-over-year foreclosure rate. In August there were 5,491 Maryland homes in some stage of the foreclosure process, the most since April 2008, when there were 6,011.

Back then, the state's housing market was so slammed with delinquent mortgages and distressed homeowners that lawmakers rushed through an emergency statute to delay the foreclosure process and allow homeowners to renegotiate the terms of their loans.

"The ultimate reality is that loan modifications have not been successful. There aren't enough people trained to do them, the banks aren't interested in doing them, and there are a lot more lawyers interested in doing foreclosures," said Alexander Gordon IV, an Easton-based bankruptcy attorney who served on the governor's Task Force to Preserve Homeownership two years ago.

Since the emergency laws were enacted, the state's unemployment rate has more than doubled, from 3.4 percent to 7.4 percent, according to the U.S. Bureau of Labor Statistics. A survey released last month by the Mortgage Bankers Association showed that one in eight Marylanders is at least 30 days late on their home loan, up 60 percent from last year.

With 70 percent of $189 million in adjustable-rate mortgages ready to reset in 2011, this wave of foreclosures may not yet be over, according to a statement from Maryland's Department of Housing and Community Development.

Raymond A. Skinner, the agency's secretary, said in a statement Wednesday that his office had identified three major trends in the housing market: an increase in the number of foreclosures compared to defaulted loans; an uptick in home sales; and an increase in unemployment.

"Based on those trends, we believe the uptick in foreclosure events in August is a result of lenders reading early signs of positive activity on sale side as indicating a good opportunity to test the market by putting forward defaulted loans they had been holding onto because of the bad economy," he said. "But we don't know from the data where we are in the cycle."

He added that the state has no specific recommendations for a legislative solution to the foreclosure crisis.

Prince George's County once again led the state with 1,633 filings, nearly twice that of Baltimore City, which had 822. But Prince George's County saw a month-to-month drop of about 11 percent, possibly the result of a $9 million federal program enacted in the county in July to help homebuyers with down payments and closing costs on foreclosed homes.

Baltimore's filings, however, are up more than 82 percent compared to both last month and last year.

High rates of foreclosure are also putting pressure on the homebuilding industry, which has suffered as prospective buyers choose to purchase cheap, distressed properties instead of newly built homes.

John Kortecamp, executive vice president of the Home Builders Association of Maryland, a trade group, said that foreclosures are "another serious threat ... dampening the market.

"Right now, distressed sales are nationwide close to 50 percent of the market. A home that is not distressed is being seriously undervalued," he said. "[Foreclosure is] just one more detriment to the market returning to normal and stabilizing. It's just another factor. Getting the markets liquid is a big problem."

Cindy McAuliffe, president of Ellicott City-based builder Grayson Homes, which is marketing properties in seven residential communities across the state, said that sales are off 40 percent compared to the "normal" days in 2004.

"In a typical market, we should sell maybe two homes per community per month," she said. "Now we're selling maybe one."

The only answer, according to Gordon, who has written a series of manuals on foreclosure law, is a federal law allowing bankruptcy judges to modify the principal balances on first mortgages, a contentious proposal that has been vigorously debated in Congress.

"I meet with eight couples a day talking about bankruptcies. Not one of them is talking about Chapter 13, not one of them is talking about keeping their house," he said. "Unless first mortgages are reduced to the economic reality, people have no incentive to stay in their houses. ... Even on my street there are three houses in trouble, and that's unbelievable for waterfront Talbot County. This is the worst we've seen in 35 years."
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