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Borrowers Have Changed.  
Markets Have Changed. 
Have You?
Presented By:

Steve Richman



Mortgage 
Market Falls

Roll The Dice



Market Review

“People can’t buy 
homes because they 
can’t get loans.”
paraphrased from Today Show 9/10/07

Jim Cramer Is Loud – Always

Jim Cramer Is Wrong – In This Case



Mortgage Originations … Purchase / Refi

• Excess Inventory in Market

• Purchase Originations Down 21% in ‘07 
– Tighter Underwriting Guidelines
– Pull-back in Secondary Market for 

Non-Conforming MBS
– Home Price Declines

• Refis Elevated … Cash-outs and ARM resets

• Cash-out Refi’s 86% in 2006 … 85% 9Mos’07 

• Base Level of Refis Above Historical Level
– 25 - 35% of Originations
– Cash-outs, Improved Credit, ARM Resets
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% Refi

% Cash-out

29% 59% 65% 73% 52% 50% 49%

78% 53% 47% 36% 47% 72% 86%
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Sources: Inside Mortgage Finance, Fannie Mae, Freddie Mac and MBA, Internal Estimates

Includes First and Second Lien Originations
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Originations Shift…

Mortgage Originations … GSE Penetration
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Conventional Conforming % of 
Total Mortgage Originations

GSE % of MBS

80%

45%
43%

48%
51%

70%

43%

39%

43%
44%

59%

42%

68%

42%

41%

42%

58%

� � �� � � � �� � � � �� � � � �� � � � �� � � � �� � � � �� � � � �� � � � �� � � � �� � � � �� 	 � � �� 	 � � �� 	 � � �� 	 � � �� 
 � � �� 
 � � �� 


• Move Towards Safer, Traditional 
Mortgage Products in 2007

• Conventional Conforming Captures 
45% of Total Mortgage Originations in 
9Mos’07 … Up From 33% in 9Mos’06

• GSEs Getting Back in the Game …

• Origination Shift Favors GSE

… Driving Higher GSE Share of MBS

Source: Inside Mortgage Finance Source: Inside MBS & ABS

“ Mortgage origination volumes should continue to 
decline through 2008/09, reflecting significantly lower 
nonprime volumes …Conventional originations 
should increase, however” UBS, Consumer Monthly Finance, 6.1.07
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• Conv’l Conf Share Rose Another 5pts in 3Q07 … Highest Share Since 2003 

• Subprime Origs Drop for Fifth Consecutive Qtr … Have Fallen 83% from 2Q06’s 
$165B to $28B in 3Q07 … Market Share Crashes to 5% in 3Q07, had Peaked at 
21% in 3Q06

• FHA/VA Share Increases for Third Straight Qtr to Highest Level, 4.6%, Since 
1Q04 Volume Up 33% in 2Q07 vs 1Q07 … FHA/VA Only Bucket to Grow Volume 
in 3Q07

1Q�04 2Q�04 3Q�04 4Q�04 1Q�05 2Q�05 3Q�05 4Q�05 1Q�06 2Q�06 3Q�06 4Q�06 1Q�07 2Q�07 3Q�07

FHA/VA 6% 4% 4% 4% 3.4% 3.0% 2.7% 2.6% 2.7% 2.5% 2.9% 2.6% 2.8% 3.4% 4.6%
ConvConf 44% 46% 38% 37% 35% 36% 36% 33% 33% 34% 32% 33% 40% 45% 50%

Jumbo 17% 17% 18% 18% 17% 16% 19% 20% 15% 16% 17% 17% 15% 16% 15%
Subprime 16% 17% 19% 20% 20% 21% 19% 20% 20% 21% 21% 19% 14% 8% 5%

Alt A 6% 5% 7% 7% 11% 12% 13% 13% 15% 13% 12% 14% 14% 13% 9%
Seconds 12% 10% 14% 13% 14% 12% 10% 11% 14% 14% 15% 15% 14% 14% 16%

Quarterly % of Mortgage Originations … Mix Shifting in 2007 … Conv’l Conf Up, Subprime Down 

Source: Inside Mortgage Finance * Seconds Include HELOCs and Closed End Seconds Drawn at Closing
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The Environment



US Annual Appreciation
Q3 ’06 – Q3 ‘07 www.ofheo.gov

Salt Lake City  # 5

1 Yr 13.37%

Qtr 2.44%

5 Yr 60.17%





The Details:  Mortgage Resets Volume

Source: UBS, Mortgage Strategist

Reset:  When a low introductory interest rate resets to current rates
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http://online.wsj.com/public/resources/documents/retro-HOMELOAN07.html







1st Mortgage 
Defaults

Homes 
Repossesed in 

Foreclosure

2006 872,764 ??

2007 1.39 MM 869,557

2008 (est) 1.67 MM 1.24 MM

Defaults and Foreclosures

Source:  Moody’s Economy.com



Seconds Higher 
Than Firsts

New Market Reality . . . Borrower Monthly Payments Rising!

Rates

6%

2nds

1sts

6/04

Housing Inventory

Home Values

If / When Rates

Pent Up Demand

After  that, shr imping 
was easy. Unemployment


