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Mortgage Types
• Prime – Good credit history, low LTV

• Near Prime (Alt-A) – Decent credit history, other risk factors (low 
documentation, high LTV)

• Subprime – Low credit score, high LTV
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Big Increase in Subprime Delinquencies
National Mortgage Delinquency Rates

Seriously Delinquent Mortgatges
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Source: Mortgage Bankers Association/Haver Analytics
Note:  Serious delinquencies are loans 90+ days past due plus those in the process of foreclosure.
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The Subprime Market (2008:Q1)

• Market grows a lot starting 2001 (rough estimates)

• 800,000 loans (2002) to 2 million loans (2005)
• 7% of originations (2002) to 17% of originations (2005)

• Today: 6.7 million subprime mortgages 
• 12% of all mortgages (58% of all foreclosures)
• 50% are ARMs 
• Percent in foreclosure

• Fixed: 4.5%
• ARM: 16.9%
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Subprime Lending Model
• Model: High fees, short term loans

• Typical ARM: 2/28s and 3/27s

• Common Misconception: Resets on ARMs cause the high defaults 

• Resets are NOT the problem
• NOT like credit cards

• Goal is not to make money when rate resets
• No Teaser: Start at 8 percent, then adjusts up

• Most subprime loans don’t reach reset
• 2003 vintage

• 87.5% prepay or foreclosed on by 36 months



Confidential Information 6

When do 2/28s Default? 
(These loans are risky from the start.)

From Foote, Gerardi, Goette, and Willen (2008) who used Loan Performance data from CT, MA, and RI.
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Why do Vintages get Worse?
• Declining underwriting standards

• e.g. LTVs increase

• House price declines
• Now can no longer refinance or sell

Reset hurts, but not main factor.
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House Prices
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Lots of Regional Variation
• Worst hit states

• High growth, big price increases (then drops)
• California, Florida, Nevada

• Slow growth, high unemployment
• Ohio, Michigan
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The 5th District: Better than Average 
(but still problem areas)

% of Owner Occupied Houses 
that have 

Subprime Loans

% in Foreclosure 
or REO

Washington, DC 5.79 12.79

Maryland 5.70 11.24

North Carolina 3.14 7.79

South Carolina 3.53 11.54

Virginia 3.81 11.10

West Virginia 1.63 7.79

National 5.31 15.58

Source: March 2008, LoanPerformance data and Geolytics 2007 estimates of 
number of owner occupied homes.
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Fifth District Subprime Exposure: 
Percentage of Owner-Occupied Homes with Subprime Mortgages
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Fifth District Alt-A Exposure: 
Percentage of Owner-Occupied Homes with Alt-A Mortgages
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Summary
• Subprime ARMs the biggest problem

• House price decline is the key factor
• Not resets

• Big Geographical Differences
• Worst hit

• Areas with lots of new building, available land
• Lower income areas

• 5th District in better shape than other regions
• Has problem areas (outer DC suburbs, some low-income 

neighborhoods of cities)
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