
Foreclosure
TABLE 2

As these loans were extended, the volatility built into theExotic Mortgage Loans* Surge as a Percent of
mortgage bubble increased. The Center for ResponsibleTotal Mortgage Loans Originated in That Year
Lending (CRL) issued a report in December 2006, which,

Year % of Total working from the reality that housing prices were falling, not
rising, projected the rate of foreclosure of subprime mort-

2001 2%
gages that were originated in that year (Table 3). The table

2002 7-9
shows that several of America’s large cities are going to suffer

2003 11
an extraordinary 20% to 25% rate of foreclosure on subprime

2004 14-16
mortgages, including major cities such as New York, Los

2005 31
Angeles, San Diego, Tucson, and Washington, D.C. This will

2006, 1st Half 39
batter hundreds of thousands of households. With the sub-

* Exotic mortgage loans consist of interest-only mortgages and option payment prime mortgage crisis intensifying, starting January 2007, the
mortgages, combined. foreclosure rate could shoot considerably higher; this is oneSources: Mortgage Bankers Association, Mortgage News Daily; Business
Week; EIR. of the vectors that hit the subprime mortgages.

But consider the impossible situation the subprime mort-
gage lenders are in, and why there is no simple recovery. New
Century Financial is essentially finished. However, it has debt
obligations of $2.5 billion to Morgan Stanley, $1.4 billion to

TABLE 3
Credit Suisse, $600 million to Bank of America, $800 millionProjected Foreclosure Rates for Subprime

Mortgage Loans Originated in 2006,
for Top 15 MSAs*

Foreclosure
Rank MSA Rate (%)

1 Merced, Calif. 25.0% 38 Mortgage Lenders Who Are2 Bakersfield, Calif. 24.2

3 Vallejo-Fairfield, Calif. 23.8 Bankrupt/Ceased Operations
4 Las Vegas-Paradise, Nev. 23.7

5 (tie) Ocean City, N.J. 23.5
This is a partial list of the total number of subprime and/5 (tie) Fresno, Calif. 23.5
or mortgage lenders that have either gone bankrupt, or7 Stockton, Calif. 23.4
ceased most operations.8 Reno-Sparks, Nev. 23.2

9 (tie) Santa Ana-Anaheim-Irvine, Calif. 22.8
Maribella Mortgage—Couldn’t handle the rising buy-9 (tie) Washington D.C.-Northern Va. 22.8

backs,and went bankrupt March 15, 2007.11 Riverside-Ontario-San Bernardino, Calif. 22.6
FMF Capital LLC—Tried to sell-off operations, but12 Carson City, Nev. 22.5

couldn’t. Went bankrupt March 9, 2007.13 (tie) Atlantic City, N.J. 22.2
People’s Choice Financial Corp.—According to reports,13 (tie) Visalia-Porterville, Calif. 22.2

“officially” went under March 14, 2007.15 (tie) Saginaw, Mich. 22.0
New Century Financial Corp.—2nd largest U.S. sub-15 (tie) Los Angeles-Long Beach, Calif. 22.0

prime mortgage lender, forced to halt lending opera-15 (tie) Nassau-Suffolk, N.Y. 22.0
tions March 8, 2007. Is now in death-rattle.

Ameritrust Mortgage Company—North Carolina-Other Notable Projected High Foreclosure MSAs
based company’s subprime unit shuttered March 2007.18 New York City 21.7

Master Financial—Company website reports “will cease19 Tuscon, Arizona 21.6
. . . accepting new applications for mortgage loans.”21 (tie) Rockford, Ill. 21.4
March 2007.21 (tie) Champagne-Urbana, Ill. 21.4

Trojan Lending—California-based, went bankrupt21 (tie) San Diego-Carlsbad, Calif. 21.4
March 2007.24 (tie) Oakland-Fremont, Calif. 21.3

Fremont General Corporation—4th largest U.S. sub-30 Lansing, Mich. 20.6
prime lender, stopped making subprime loans in early

* A Metropolitan Statistical Area (MSA) is a Department of Commerce cater- March 2007; hanging by a thread.gory, covering a city or cities, and the surrounding area.
Sources: Center for Responsible Lending; EIR.
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to IXIS Real Estate, and $100 million to Goldman Sachs, for China, and Britain. These MBS bonds, although they are
based on underlying mortgages, are totally separate and inde-a minimum total of $8.3 billion, though the real number could

be double that. pendent of the mortgages, carrying their own interest rates
and risk. There are currently $6.3 trillion of these MBS out-How would New Century pay these debts? It has listed

somewhere between $35 and $51 billion of subprime mort- standing. They are being destabilized by the shakeout of the
subprime mortgages.gage loans. If it offers them for sale, who will buy? Moreover,

the act of selling them would dump more bad subprime mort- Adding the total of outstanding home mortgages—$10.2
trillion, and the $6.5 trillion of MBS, one arrives at a total sizegages on the market, depressing it further.

The box on bankrupt lenders shows that New Century for U.S. housing-related paper of $16.7 trillion, one-third the
size of the total U.S. credit market.is just one of 38 subprime mortgage or mortgage-lending

institutions that have gone under since late 2006 (the compa- There is, as well, the vector to the derivatives market.
There are credit default swaps, which are derivatives, issuednies listed are subprime lenders, unless otherwise noted).
against both subprime mortgages, and subprime mortgage
MBS. The credit-default-swap derivatives issued against sub-Spreading Vectors

There is more to the story. Many of the mortgages are prime instruments, are paying a record 20% premium cost,
showing that the market has broken down and is illiquid. Butbundled together, in packages of $100 million or more, by

Fannie Mae, Freddie Mac, and increasingly, the private in- these subprime-based credit-default swaps are part of the $34
trillion credit derivatives market, one of the most risky typesvestment banks, and sold as Mortgage Backed Securities

(MBS) bonds, to investors, ranging from pension funds, of derivatives. They are building the potential to bring down
the world’s $600 trillion-plus world derivatives market,hedge funds, and foreign central banks, like those of Japan,

Franklin Financial—Alt-A mortgage lender, ceased lender, that is being sued by individuals and U.S. gov-
most operations Feb. 28, 2007. ernment, March 2007.

Resmae—21st largest U.S. subprime lender; filed for Option One—H&R Block owns Option One; Block now
bankruptcy Feb. 2007. Remains were bought by lists Option One in its own reports under “discontinued
Credit Suisse. operations,” March 2007.

ECC/Encore—24th largest U.S. subprime lender, sub- Doral Financial Corp.—Doral must either refinance
stantially reduced operations Feb 2007; sold in fire sale $625 million by July or face terminal cash crunch;
to Bear Stearns. March 2007.

Deep Green Financial Inc.—online home equity lender, Evergreen Investment/Carnation Bank—Evergreen
went bankrupt Jan 2007. which is in financial trouble, also being sued by invest-

Ownit Mortgage Solutions Inc.—17th largest U.S. sub- ors and investigated by state and Federal authorities;
prime lender, filed Chaper 11 bankruptcy Dec. 28, January 2007.
2006. Aegis Mortgage Corporation—Struggling company

Harbourton Mortgage Investment Corporation scaled back primary wholesale subprime operations,
(HMIC)—a mortgage banking operation, folded Dec. but company denies it has shut all such operations
20, 2006. down; January 2007.

MLN—19th largest U.S. subprime lender, went bankrupt Coast Financial Holdings, Inc.—A “diversified” lender,
Dec. 12, 2006; shards of remains bought by Lehman announced anticipating problems with loans to 482
Brothers. home borrowers, totalling $110 million; January 2007.

Sebring Capital Partners—Carrollton, Texas-based; Residential Capital, Llc (ResCap)—ResCap is subsid-
went bankrupt Dec. 4, 2006. iary of General Motors Acceptance Corp. (GMAC).

General Motors had to infuse $1 billion into GMAC’s
Ailing Lenders ResCap subsidiary to cover $1 billion of ResCap loss-

Home lending institutions, though they have not shut es due primarily to non-performing subprime loans;
down, are significantly downsizing and/or in manifest March 2007.
financial (or other) distress, and could close down. Fieldstone Mortgage Company—Closed 7 of 16 opera-
Accredited Home Lenders—13th largest U.S. subprime tions centers, and renegotiated covenants with lenders;

lender exploring firesale-type options, which is often January 2007.—Richard Freeman.
preparatory to closing, March 2007. Sources: The Mortgage Lender Implode-o-Meter;

Ocwen Loan Servicing—mortgage loan servicer and EIR; wire service reports.
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