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Abstract

The �rst hints of trouble in the mortgage market surfaced in mid-2005, and conditions
subsequently began to deteriorate rapidly. Mortgage defaults and delinquencies are
particularly concentrated among borrowers whose mortgages are classi�ed as
"subprime" or "near-prime." The main factors underlying the rise in mortgage defaults
appear to be declines in house prices and deteriorated underwriting standards, in
particular an increase in loan-to-value ratios and in the share of mortgages with little
or no documentation of income. Contrary to popular perception, the growth in
unconventional mortgages products, such as those with prepayment penalties,
interest-only periods, and teaser interest rates, does not appear to be a signi�cant
factor in defaults through mid-2008 because borrowers who had problems with these
products could re�nance into di�erent mortgages. However, as markets realized the
extent of the poor underwriting, underwriting standards tightened and borrowers
began to face di�culties re�nancing; this dynamic suggests that these unconventional
products could pose problems going forward.

Citation

Mayer, Christopher, Karen Pence, and Shane M. Sherlund. 2009. "The Rise in Mortgage
Defaults." Journal of Economic Perspectives, 23 (1): 27-50.

This website uses cookies.

By clicking the "Accept" button or continuing to browse our site, you agree to �rst-party and session-only cookies
being stored on your device to enhance site navigation and analyze site performance and tra�c. For more
information on our use of cookies, please see our Privacy Policy.

Accept

https://www.aeaweb.org/
https://www.aeaweb.org/articles/pdf/doi/10.1257/jep.23.1.27
https://www.aeaweb.org/privacypolicy


Choose Format:

DOI: 10.1257/jep.23.1.27

JEL Classification

G21 Banks; Other Depository Institutions; Micro Finance Institutions; Mortgages

D14 Personal Finance

Find us on Facebook and X (formerly Twitter).
   

Copyright 2024 American Economic Association. All rights reserved.

Terms of Use & Privacy Policy

@AEAJournals @AEAJournals @AEAInformation @ASSAMeeting

@JOE_listings

This website uses cookies.

By clicking the "Accept" button or continuing to browse our site, you agree to �rst-party and session-only cookies
being stored on your device to enhance site navigation and analyze site performance and tra�c. For more
information on our use of cookies, please see our Privacy Policy.

Accept

https://www.aeaweb.org/terms-of-service/site
https://www.aeaweb.org/privacypolicy
https://www.facebook.com/AEAjournals/
https://twitter.com/AEAJournals
https://twitter.com/AEAInformation
https://twitter.com/ASSAMeeting
https://twitter.com/JOE_listings
https://www.aeaweb.org/privacypolicy

