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U.S. Homeownership Rates

(1965-2008)
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Disposable Personal Inc. Less Spending as a % of Disy ble Income
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Declining Underwriting Standards
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Overall Cumulative Default Rates - Overall Originations from 2000 through 2008 Q3
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Note: Cumulative default rates include loans that have been liguidated cther than through volurtary pay-off or repurchase by lenders and include loan foreclosures.

l preforeclosure sales, sales to third parties and deeds in lieu of foreclosure.
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U.S. Residential Mortgage Delinquency Rates
Percent Data Seasonally Adjusted, (1998:Q1 - 2009:Q2)
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Foreclosures Spread Across Much of the Country
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S&P/Case Shiller Home Price Indices

Seasonally Adjusted Home Price Values
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Percentage of homes purchased between 2003 and Q3-2008 with Negative Equity Currently
Zillow.com® US Home Value Report - Q3 2008
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Securitization in a Nutshell Mortgage
Backed
Pool of ECUYity

Residential Mortgage
Mortgages Payments

Senior Tranche
(AAA)
Packager/
Servicer Mezzanine
Tranche
(BBB)
Junior Tranche

(Below IG)

Mortgages are pooled & create a set of mortgage backed securities (MBS).
MBS are bonds. Mortgage payments become interest payments to
bondholders.
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The “Waterfall” When Everyone Pays Mortgage

Backed

Pool of ity
Residential Mortgage
Mortgages Payments

Senior Tranche

Packager/
Servicer Mezzanine
Tranche
Junior Tranche

Senior bonds (W|th the highest credit rating) must be fully paid before
subordinate bonds get anything. Called a “cash waterfall.”
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When Some Properties Default Mortgage

Backed
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Residential Mortgage
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When properties default, less cash goes into the top of the waterfall.
Losses felt first at the bottom of the waterfall & work upwards.
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Servicing Advance Facilities are Critical

to Reducing Foreclosures.
Normal Process — Borrower makes payment
Borrower Servicer II> Trust II> Investor

Advance Scenario — Borrower misses payments

$
Borrower | P&Y T&I > servicer gTrust -» Investor

Bank/
Financing Source

Delinquent

Servicer —Unable/Unwiling
- Collection group ~ tomakepmt. Foreclosure. ————— peoy jquidation
- Modification group

Successful modification/
Servicer reimbursed

for advance collection
THE FEDERAL RESERVE BANK OF RICHMOND

EICHMAOND » BALTIMORE « CRARLOATE

14




Federal Reserve Bank of Richmond

Mortgage Modification Plans

* Hope Now (October 2007)

» Teaser Freezer ( December 2007)

Hope 4 Homeowners (October 2008)

Mod in a Box (November 2008)

Streamlined Modification Program (November 2008)
Making Home Affordable Program (March 2009)

r
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Trickle Down Effect from Mortgages

» Financial institutions that have experienced problems:
* Bear Stearns
¢ Fannie Mae and Freddie Mac
* Lehman Brothers
* AIG
* Wachovia
- WaMu

e Other problems:
 Short-term debt markets are very tight
» Commercial paper
» Federal Funds
* Asset funding markets are very tight

» Credit card, student loan, automobile and mortgage securitization
markets

 Long-term debt markets are very tight
* Municipal bonds

e These are unusual times => healthy firms can fail => lack of liquidity

"
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Municipal Bond Issuance Down since 2007

Municipal Bond Issuance ($ Millions)
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ABS Issuance

US Securitization Activity ($ MM)
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HAVE WE TURNED THE CORNER?
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LIBOR-OIS Spread at 2 Year Lows

Libor OIS Spread
3 Month LIBOR - 3 Month Currency SWAP, %
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Commercial Paper Waits until August

Commercial Paper Outstanding (SA, $Billions)
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Equity Volatility
CBOE VOLATILITY INDEX (VIX)
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S&P 500 Index Recovers, March 2009
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IPO Issuance Is Still Depressed

U.S. IPO Issuance ($ Mins)
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FcoNOMIcs MADE EAsy ‘S
A Journalism Workshop

The views and opinions expressed herein are those of the author.
They do not represent an official position of the Federal Reserve Bank

of Richmond or the Federal Reserve System.
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