3







Mortgage-Based Securities
Student’s Name
Institution
Course
Professor’s Name
Date






Mortgage-Based Securities
Before the 21st century, due diligence was a requirement for any bank before extending a mortgage to a borrower. However, this changed when mortgage-backed securities (MBSs) were introduced (Vinokurova, 2018). Banks approached the previously shunned borrowers and lend them money. The reason was the booming housing market which had become highly profitable in the country. For instance, a house bought in 1996 at $155,000 could earn a profit of around $100000 in 2006, making investors put money into the sector. The people lacked information about the MBSs making borrowers pay doubled monthly installments after defaulting their payment plan.
The miseries associated with the MBSs were triggered by the shift in the demand for housing in 2008 (Vinokurova, 2018). The originally booming housing market was no longer booming. Now, because banks had extended no document loans to many borrowers, the number of defaulters skyrocketed, causing losses to the investors. The unstable mortgages extended to low credit-rated customers were called the adjustable-rate mortgages (ARMs). The banks had adopted the less monitored loans because MBSs introduction implied that banks would no longer assume the loan default risks. They issued the loans and sold them to others who would take the risk if payments stopped.
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