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The Subprime Mortgage Crisis of 2008
The subprime mortgage catastrophe was a countrywide banking disaster that took place in America for almost four years (2007-2010). This banking emergency contributed to Americas December 2007 to June 2009 recession. The subprime mortgage crisis was started by a massive fall in home prices following the collapse of a housing bubble, which resulted to mortgage misbehaviors and foreclosures as well as the depression of securities related to housing. Falls in housing investment went before the downturn after which household spending reduced and afterwards business investment. Reductions in spending were more important in areas with a mixture of high home arrears and a bigger decline in housing prices. Basically, the crisis stemmed from an earlier mortgage credit expansion, including previous borrowers who faced challenges in getting mortgages, who contributed to and was facilitated by home prices which were on a rapid increase (Shiller, 2012). Historically, capable homebuyers were not able to get mortgages if their credit histories were below average or if they gave small deposits or asked for high-payment loans. Lenders often denied mortgage request of this kind and could only give them in cases where government insurance protected them. However, a number of high-risk families could get small-sized mortgages through the support of national housing administration. On the other hand, the families with few options for credit rented. During this period, homeownership dropped by approximately 70%, rates of mortgage foreclosure remained low and house construction and prices majorly revealed sways in interest levels of mortgages and income. This American mortgage crisis basically resulted from excessive borrowing and inconsistent economic modeling greatly grounded on the theory that home prices simply moves upwards, and it brought about a global panic and turmoil. 

Lenders began giving high-risk mortgages in 2000. These lenders funded mortgages through repacking them into puddles that were bought by financiers. New monetary goods were used to allocate these risks. A great percentage of the subprime mortgages funding came from private-label mortgage-supported securities (Friedman, 2013). The less defenseless of these securities were seen as having low threat either for the reason that they were insured with new monetary tools or for the reason that other securities would initially absorb any losses on the original mortgages. As a result, several first-time homebuyers were able to get mortgages and therefore ownership of homes rose. The high demand increased house prices more especially in areas which had a tight housing supply. This stimulated hopes of still supplementary house price benefits, further pushing house demand and prices high. The investors buying the above mentioned securities gained initially since they were protected from losses by the increasing prices on houses. In cases where the borrowers of high-risk mortgages could not settle their loans, they either sold their houses at a profit and settled their mortgage debts, or borrowed more against higher market prices. Since such eras of increasing house prices and extended mortgage accessibility were reasonably unique, and new mortgage goods longer-run sustainability was unproven, people might not have clearly understood the risks behind these securities. Practically, risk was unseen and unpredictable since several mortgage loan quality measures available in those times were prime-based, rather than new, credit products (Kolb, 2016). By the time house prices peaked, refinancing mortgages and home selling became a less practical way of paying mortgage balance and the rates for mortgage loss started going up for investors and lenders. A chief subprime credit lender known as New Century Financial Corporation filed up for insolvency in 2007. Shortly thereafter, massive numbers of securities were demoted to high-risk, and a number of subprime lenders shut down.

The collapsing of the bond endowment of subprime mortgages made lenders to stop making subprime and other small perilous mortgages.  As a result, the demand for housing reduced and led to sliding home prices that fueled hopes of still additional decreases, further keeping the demand for homes low. There was a massive fall in prices that it became complex for troubled borrowers to trade their houses to completely settle their mortgage dues, irrespective of whether or not had given a sizeable deposit. State-sponsored companies like Freddie Mac and Fannie Mae suffered enormous losses and the national government seized them in 2008. These two enterprises had earlier issued debt to fund purchases of subprime securities backed by mortgages so as to meet nationally mandated objectives to increase ownership of homes, which later decreased in value (Bianco, 2017). Again, these two companies suffered losses on weakening major mortgages, which they had previously purchased, covered and afterwards bundled into key securities backed by mortgage that were sold to investors. Subsequently, and as a reaction to these developments, lenders made eligibility even harder for high and low-risk mortgage applicants, further slowing down the demand for housing. Whereas foreclosures increased, retrieval also increased and the number of homes being traded into a destabilized housing market was boosted. This was compounded by criminal borrowers’ attempts to seek selling their homes to evade foreclosure, at times in little sales through which lenders admit few losses if housings sale prices were less than what the mortgage billed. In summary, the subprime mortgage crisis of 2008 hurt the entire economy by lowering construction and reducing wealth, therefore reducing financial firms’ ability to lend and minimized companies’ ability to raise money from securities.  
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