
THE CAUSES OF SUBPRIME MORTGAGE FINANCIAL

The true cause of the subprime mortgage crisis was the demand for That caused the banking crisis, the financial crisis,
and the.

Rather, the economic recession was due to activities across banking, lending, and real estate markets. Other
banks, who had gotten so involved in the mortgage business, were not so lucky. As long as the housing market
continued to rise, the risk was small. In the years before the crisis, the behavior of lenders changed
dramatically. Investment banks who bought and sold these loans that were being defaulted on started failing.
At the same time, lenders found themselves with ample capital to lend and, like investors, an increased
willingness to undertake additional risk to increase their investment returns. Is this a legitimate fear?
Dodd-Frank overhauled mortgage lending practices, heightened oversight of banks and credit rating agencies,
and included a whistle-blower provision that provides financial reward for the reporting of securities
violations. Subprime Mortgage Crisis and Lehman Brothers Lehman Brothers was one of the largest
investment banks in the world for years. Then, "no income, verified assets" NIVA loans eliminated proof of
employment requirements. Regardless of the criticism surrounding the relationship between underwriters and
rating agencies, the fact of the matter is they were simply bringing bonds to market based on market demand.
They had plenty of equity, so why let it sit in the house? Subprime lending is lending money to someone who
is likely to have trouble repaying it. So who's to blame? Some of this money was spent wisely on
improvements to the property securing the loan. These losses caused the failure of large investment banks like
Bear Sterns and Lehman Brothers[25] and the failure of Indymac, one of the largest mortgage originators in
the United States. By January , the inventory of unsold new homes was 9. Investment Banks Worsen the
Situation The increased use of the secondary mortgage market by lenders added to the number of subprime
loans lenders could originate. However, banks now sell your loan, and it may be further divided and sold to
numerous investors. People who couldn't afford homes or get approved for loans were suddenly qualifying for
subprime loans and choosing to buy, and American home ownership rose exponentially. In what looked to be
a solid economy after a brief early s recession, more and more people with struggling credit were able to
qualify for subprime mortgages with manageable rates, and happily acted on that. Who really owns your
mortgage? It prohibited them from expanding if they didn't comply with CRA standards. With home prices
skyrocketing, homeowners found enormous wealth in their homes.


