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The Mortgage Crisis - More than What it Seems Thesis ment: The mortgage crisis that has caused house prices to fall and foreclosures to take place across the states will affect the consumer lifestyle going as far as causing a consumer recession due to the low unemployment rate, rising consumer debt and increasing short term interest rates. 
Introduction 
The current financial downgrade will affect credit card loans, home equity loans and prime mortgages causing a consumer recession. The house prices in 2007 fell by almost 6% and the figure is expected to rise another 15% in 2008. This combined with the unemployment rate which in December was at the highest level at 5% is projected to increase to 5. 8% by the end of the year. 
Analysis: 
The Domino Effect: 
Subprime borrowers, with low rates of 7% to 8%, will see rates reset at numbers like 11%. Prime borrowers are seeing rates jump to 20% and more causing them to come near to defaulting on their loans. This increase in rates will create a domino effect altering most of the financial markets. 
The Bigger Picture: 
The mortgage crisis is simply one side of the coin. With the failing economy mortgage lenders and banks are finding it hard to find the cash to support the foreclosures. With the low house demand and the growing defaults companies like American Home Mortgage Investment Corp. and Delta Financial Corp., filed for Chapter 11 bankruptcy protection. Bigger banks are suffering losses as they write down their losses with even a company like Merrill Lynch posting its largest loss in 94-years. 
The Failing Economy: 
With the drop in employment rates and the economy in one of its worst positions for more than a decade a recession seems to be on the way. How bad the crisis will be and how it will alter the consumers lifestyle is what has to be determined as the mortgage crisis takes the country by storm. 
Importance of the Crisis: 
Being a mortgage collector I have the opportunity to review some of the ARM's, interest only and flexible payment/negative amortization loans. I have found that they are all positioned as tools to help the borrower afford the house for a moment. The financial companies and their policies have helped create a mortgage crisis without any government intervention. It is essential that people understand what direction the mortgage crisis will go in as foreclosures and increasing interest rates undermines the basic needs of the people. To me, having a home is a basic necessity and a sub-prime borrower wants this basic need in order to create stability in all aspects of their financial life. When an economy of the nation is unable to support this basic need of the people a recession can develop that alters the society in a way that will take years to understand much like the Great Depression of the 1920's. 
Conclusion 
What affect the mortgage crisis will have and how deep the effect on the economy will be depends on where the house prices go in the next couple of quarters, what sort of unemployment rate the nation sees, the rate of foreclosures and how the crisis falls into other parts of the mortgage and credit sector. 

Suggested References: 
1. Cocco J & Campbell J , (2003, November). " Household Risk Management and Optimal Mortgage Choice," The Quarterly Journal of Economics, MIT Press, vol. 118(4), pages 1449-1494. 
2. Demyanyk, Y and Hemert O. V. (2008, February 29). Understanding the Subprime Mortgage Crisis Social Science Research Network Working Paper Series 
3. Doctor, V. A. (2008, April 18). Florida Real Estate Trends - The Mortgage Crisis & its Effect On The Condo Markets. 
4. Koijen, R. S. J & Hemert, O. V & Nieuwerburgh S. V. (2007). " Mortgage Timing," NBER Working Papers 13361, National Bureau of Economic Research, Inc. 
5. Laeven, L & Igan, D & Dell'Ariccia, G (2008). " Credit Booms and Lending Standards: Evidence from the Subprime Mortgage Market," IMF Working Papers 08/106, International Monetary Fund. [Downloadable!] 
a. Laeven, L & Igan, D & Dell'Ariccia, G (2008). " Credit Booms and Lending Standards: Evidence From The Subprime Mortgage Market," CEPR Discussion Papers 6683, C. E. P. R. Discussion Papers. 
6. Mian, A & Sufi, A. (2008) " The Consequences of Mortgage Credit Expansion: Evidence from the 2007 Mortgage Default Crisis," NBER Working Papers 13936, National Bureau of Economic Research, Inc. 
7. Morrissey, J. (2008, February 19). How bad will the mortgage crisis get Time. Retrieved from http://www. time. com/time/business/article/0, 8599, 1714725, 00. html 
8. Wheelock, D. C. (2008). " The federal response to home mortgage distress: lessons from the Great Depression," Review, Federal Reserve Bank of St. Louis, issue May, pages 133-148. 
https://assignbuster.com/mortgage-crisis/
image1.png




image2.png
Q ASSIGN

BUSTER




