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ABSTRACT 
 
This paper reviewed the actions taken to stem the last U.S. mortgage crisis and economic 
recession. It examined the historical data for various periods and current data relating to the 
economy and mortgage market and assessed the economic as well as the mortgage market 
recovery against the background of the actions taken. The actions taken by the U.S. Government 
to stem the real estate mortgage crisis and economic recession and stabilize the economy were 
robust but more needs to be done. Evidence shows that the stock markets have fully recovered. 
Even though the unemployment rate has declined to below the prior crisis rate, GDP recovery 
has been anemic in spite of all the actions taken. The home ownership rate of 63 percent in 2016 
is close to the home ownership rate of 62 percent from 1940 and 1960, about six or eight decades 
ago. This rate does not compare favorably with the home ownership rate in countries like 
China, Norway, Canada and Euro area. Evidence suggests that the actions taken have been 
successful in stemming the foreclosure epidemic. However, house price recovery is challenged, 
the increase in liquidity in the housing market, notwithstanding. New residential property sales 
in the U.S. and the regions have recovered from the situation in 2011 but the level of sales is 
below the sales recorded in the early part of the last decade. 
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I. INTRODUCTION 
Inspite of the major cultural and demographic changes, economic and political challenges in 

the United States in the last century, homeownership remains a firm part of the American 
Dream. Home ownership is a means of asset accumulation and wealth building with a path to 
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financial security. As most home owners borrow money to finance their homes, lenders are 
important stake holders in the market. By December 2016, the total amount of U.S mortgage 
debt is about $14.3 trillion with $11.5 trillion representing residential mortgage [One to four 
family residences $10.3 trillion and multifamily residences $1.2 trillion] Federal Reserve, (2017).  
According to the Mortgage Bankers Association annual volume of originations was ($1.89 
trillion in 2016, forecasted to decrease to $1.63 trillion in 2017. 
The U.S Mortgage Market had experienced challenges prior to the mortgage crisis in 2007. The 
Federal Government and lenders always introduced changes to improve the situation. For 
example, before the Great Depression common mortgage features included variable interest 
rates, short maturities, high down payments and mortgagees must renegotiate their mortgages 
annually. This resulted in huge financial burden and high risk for home mortgage borrowers. 
During the Great Depression when the Gross Domestic Product (GDP) declined by 25 percent, 
about 774 banks failed and about one tenth of home owners foreclosed on their homes, to name 
but a few calamities, the Federal government made changes. These changes included the 
following: the establishment of Federal Housing Administration (FHA), the Federal National 
Mortgage Association, and the Home Owner's Loan Corporation. To help sustain the Mortgage 
Market in a poor depressed economy, in the face of plummeting property values, mortgage 
defaults, lending institutions started providing government-sponsored bonds to reinstate 
mortgages in default. This led to the extension of terms and fixed rates to create self-amortizing 
loans. 

Several factors helped to ignite the last mortgage crisis. Among them were: excessive 
predatory and subprime mortgage lending, the use of mortgage backed securities and the 
inability of rating agencies to adequately evaluate the riskiness of those securities, the 
preponderance of adjustable rate mortgages especially among the subprime borrowers and the 
very low interest rates that prevailed. It is sometimes difficult to demarcate where the mortgage 
crisis stopped and the U.S Finance financial crisis and economic recession started.  As 
companies started shedding jobs and the unemployment started to increase, some home owners 
could not afford to pay their mortgages and foreclosed on their homes. As the mortgage market 
plummeted, many home owners experienced negative equity in their homes as home prices 
plummeted. Uunparalleled number of foreclosures occurred. This development coincided with 
the occurrence of the great recession that led to at one point more than 200,000 monthly job 
losses. Consumer demand declined resulting declined demand for home purchases. Most of the 
foreclosed homes could not be sold resulting in systematic illiquidity in the financial system.  

This paper reviews government actions taken to stabilize the mortgage market and the 
economy, the current Mortgage Market situation and explores the factors contributing to the 
slow recovery of the Mortgage Market. This paper is hereafter organized as follow: II Actions 
taken by the U.S. Government; III Presentation of U.S. Macroeconomic and Mortgage Market 
Data and Evaluation and V Conclusion. 

 

II. ACTIONS TAKEN BY THE U.S. GOVERNMENT2  

The U.S. government enacted many bills since the inception of the real estate mortgage crisis in 2007, in 
an effort to curb the crisis. When the real estate mortgage crisis metamorphosed into a full bloom 
financial crisis and economic recession in 2008, it enacted more bills and various federal 
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government agencies introduced additional regulations. All these actions were aimed at 
checking and controlling some of the negative developments in the real estate sector, the 
banking sector, and capital markets. Some of the actions were aimed at injecting funds into the 
economy to mitigate the negative impact of the crisis and on the middle class and the poor. 
Some of the actions also focused on saving the financial system and the automobile industry, 
while others were aimed at preventing a future occurrence of the financial and economic 
malady. 
 In particular, these bills address troubling developments associated with subprime 
lending, predatory lending, the size and activities of the nation’s largest banks, real estate write 
offs, and abuses of credit card lending. Some other significant legislations that were passed 
include the Emergency Economic Stabilization Act of 2008, Troubled Assets Relief Program 
(TARP), Economic Stimulus Act of 2008, American Recovery and Reinvestment Act of 2009, The 
Wall Street Reform and Consumer Protection Act, Formation of Consumer Financial Protection 
Agency (CFPA) and the Dodd–Frank Wall Street Reform and Consumer Protection Act of 2010.  

In this section we will discuss actions taken by the government that directly or indirectly 
addressed the challenges in the real estate market.  

 

A. Predatory and Subprime Mortgage Lending Issues 
 The number of subprime mortgage loan originations reached unprecedented levels in 
2005 (Chukwuogor, 2012). Predatory lending was also reported and home foreclosures 
escalated. In reaction to these negative developments, on November 15, 2007, the U.S. Senate 
passed a law to address predatory and subprime mortgage lending issues known as the 
Mortgage Reform and Anti-Predatory Lending Act of 2007.  
 This mandates the registration of  mortgage originators to prevent abuses by  requiring  
originators to be part of a national registration system, either through the states or the 
Department of Housing and Urban Development, thereby establishing a national database of 
mortgage originators (much like securities brokers) and meet minimum education and 
certification standards. This bill also attempted to ensure responsible lending. Mortgage 
originators were required to provide full disclosures and present consumers with appropriate 
mortgages. The implication of this reform is that the originator is obligated to ensure that a 
consumer who receives a mortgage loan has a reasonable ability to repay the loan, and receive a 
net tangible benefit from the loan in the case of a refinancing.  The bill also further sought to 
prevent abusive and discriminatory lending.  Statistics have shown that many homeowners in 
the current mortgage crisis received more expensive loans than they qualified for. This is often 
the result of a predatory practice known as “steering.”  This bill prohibits the undisclosed and 
unfair compensation schemes that disadvantage borrowers, and require regulations to prevent 
steering for subprime loans. Mortgage originators who engage in predatory practices and loan 
steering will be subject to strict penalties. This bill tried to make Wall Street firms that securitize 
mortgage loans accountable if they buy, sell or securitize loans that consumers cannot pay. The 
bill also sought to enhance some protection to consumers against high cost loans. It extended 
the protections provided under the Home Owners Equity Protection Act by lowering points 
and fees and interest rate triggers and generally prohibited practices that increase the risk of 
foreclosure such as balloon payments, encouraging a borrower to default, and requiring more 
pre-loan counseling. This buttresses the Home Owners Equity Protection Act, an amendment to 
the provisions in the Truth in Lending Act. 
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B. Emergency Economic Stabilization Act of 2008 (EESA) 

 It was necessary to bring stability in the economic and financial system that was 
threatened by plummeting  stock markets, several failures/bankruptcy proceedings/bailouts of 
prominent financial firms such as Bear Stearns, Lehman Brothers;  the agreement of Merrill 
Lynch and Bank of America, American International Group (A.I.G.), Fannie Mae and Freddie 
Mac. On October 3, 2008, the Emergency Economic Stabilization Act of 2008 (EESA) was signed 
into law. This act authorized the Treasury to spend up to U.S. $700 billion to purchase 
distressed assets, especially mortgage-backed securities and make capital injections into banks. 
This act gave the Treasury a sweeping new authority to unlock frozen credit markets to get the 
economy moving again. This law gave the U.S. Treasury the ability to protect and recapitalize 
the financial system as it works through the stresses in the credit markets, Paulson (2008). 
Certain initiatives have been introduced using the funding provided by the Emergency 
Economic Stabilization Act of 2008. First, the Troubled Assets Relief Program (TARP) was 
established under the EESA with the specific goal of stabilizing the United States financial 
system and preventing a systemic collapse.  The Treasury has established several programs 
under TARP to stabilize the financial system. It also created the Financial Stability Program to 
further stabilize the financial system, restore the flow of credit to consumers and businesses, 
and tackle the foreclosure crisis to keep millions of Americans in their homes. Some programs 
have been established under TARP to help achieve the required success. Examples are: the 
Making Home Affordable Program, the Capital Purchase Program (CPP), the Consumer and 
Business Lending Initiative, the Public-Private Investment Program, the Capital Assistance 
Program, the Asset Guarantee Program (AGP), the Targeted Investment Program (TIP), and the 
Automotive Industry Financing Program.  
 

C. Making Home Affordable Program 

By introducing the Making Home Affordable Program, the U.S. Government attempted to 
stabilize the housing market by reducing the number of foreclosures. It also attempted to bring 
succor to vulnerable home owners on the brink of foreclosure. The federal government tried to 
achieve these objectives through the adoption of a number of strategies including using state 
and local housing agency initiatives, tax credits for homebuyers, neighborhood stabilization 
and community development programs, mortgage modifications and refinancing, and support 
for Fannie Mae and Freddie Mac. According to the Administration, more than four million 
homeowners have refinanced their mortgages to more affordable levels, more than one million 
are saving an average of over $500 per month through the Administration’s modification 
program, interest rates are at record lows, home prices were rising again in many areas and the 
economy is growing due mainly to these programs (U.S. Department of Treasury, 2010).  
The Home Affordable Modification Program (HAMP), which provides eligible homeowners the 
opportunity to significantly reduce their monthly mortgage payment, is a key part of this effort, 
designed to help millions of homeowners remain in their homes and prevent avoidable 
foreclosures. 

The Home Affordable Modification Program experienced some problems after it was 
introduced in February 19, 2009. Five months after its introduction, the U.S. Treasury reported 
that only 9 percent of eligible homeowners had been helped by the Making Home Affordable 
program. Banks in general, seemed reluctant to participate in this program and the participation 
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across banks was uneven.  Eleven of the 25 largest participating banks are helping fewer than 
five percent of Americans headed toward foreclosure. Even Bank of America that received U. S. 
$45 billion in federal government bailout funds at this time was helping less than four percent 
of qualified borrowers. 
Some of the problems in the implementation of HAMP include delays; long waiting time for 
response from banks after application submission, confusion as to what constitutes hardship, as 
hardship letters are required in some cases; and completeness and accuracy of information 
provided by applicants. Even when the documentation of applications was complete, applicants 
still experienced long waiting times for response from banks. This program is for struggling 
home owners who are not yet delinquent in their mortgage payments but are in imminent 
default. However, possibly because of the aforementioned delays, according to the Treasury 
Department, by end of December 2009, the success rate of this program is an abysmal 1 percent. 
This success was recorded among borrowers who were at least 60 days delinquent on their 
loans. 
 

D. Consumer and Business Lending Initiative (CBLI) 

 The securitization of mortgage assets, especially those that contained subprime 
mortgage assets, their bundling together, their sale in the secondary markets and very high 
foreclosure rates of the subprime mortgages, contributed in part, to the real estate market crisis 
that led to the financial crisis. The impact of this development was severe on the credit market 
because it clogged the flow of funds. In spite of the criticism of the bundling and sale of 
securitized assets in the secondary market, the U.S. government still believed that, when banks 
make loans for small businesses, commercial real estate or autos, lenders are able to bundle and 
sell those loans into a vibrant and liquid secondary market. This process leads to instant 
recycling of money back to financial institutions to make additional loans to other worthy 
borrowers. 
 The Consumer and Business Lending Initiative (CBLI) is designed to jumpstart the 
credit markets. Under the CBLI, the Treasury and the Federal Reserve are worked together to 
provide an initial $200 billion in financing to private investors to help unfreeze and lower 
interest rates for loans for students, small businesses, and others.  This program had the 
potential to unlock up to. $1 trillion of new lending and unfreeze currently frozen credit 
markets3. This initiative was expected to support the consumer and business credit markets by 
providing the financing to private investors to help unfreeze and lower interest rates for auto, 
student loan, small business, credit card and other consumer and business credit. Immediately, 
the Treasury will use $20 billion to provide credit protection for $200 billion of lending from the 
Federal Reserve. This program also protects taxpayer resources by limiting purchases to newly 
packaged triple “A” rated loans. In addition, under this initiative the term Asset-Backed 
Securities Loan Facility included Commercial Mortgage-Backed Securities (CMBS). 
Additionally, the guarantee for Small Business Administration (SBA) loans increased and SBA 
lending fees were reduced 
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E. Public-Private Investment Program (PPIP) 

In an attempt to increase the flow of credit throughout the U.S. economy, the Public-
Private Investment Program was established as a coordinated effort between the Treasury, the 
Federal Deposit Insurance Corporation (FDIC), and the Federal Reserve to improve the health 
of financial institutions holding real estate-related assets. The PPIP seeks to improve liquidity, 
promote price discovery, free up capital, and allow financial institutions to engage in new credit 
formation. The government expected that this initiative will result in an increased amount of 
available capital and credit to corporations, small business owners, homeowners, and the 
American public. The government believed that greater accessibility of credit in the U.S. 
financial system will stimulate economic growth. The government further believed that better 
clarity about the value of legacy assets, Geithner, (2009) should increase investor confidence and 
enhance the ability of financial institutions to raise new capital from private investors4. 

F. Capital Assistance Program (CAP)  

 On February 26, 2009, The Capital Assistance Program (CAP) was introduced to restore 
confidence throughout the financial system by ensuring that the nation's largest banking 
institutions, (banks with assets in excess of $100 billion on a consolidated basis), have a 
sufficient capital to cushion against larger than expected future losses, should they occur due to 
a more severe economic environment, and to support lending to creditworthy borrowers. 
Under CAP, federal banking supervisors conducted forward-looking assessments to evaluate 
the capital needs of the major U.S. banking institutions under a more challenging economic 
environment. If that assessment indicated that an additional capital buffer was warranted banks 
would have an opportunity to turn first to private sources of capital. In light of the current 
challenging market environment, the Treasury would make government capital available 
immediately through the CAP to eligible banking institutions to provide this buffer.  
 The result of the stress tests revealed that some of the largest banks were stable while 
others needed billions of dollars in capital. On Thursday May 7th, 2009, Federal Reserve’s 
findings regarding the result of the stress tests on the largest U.S. banks indicated that ten of the 
nation’s 19 largest banks needed a total of about. $75 billion was available in new capital in 
order to be able to withstand losses in case the recession got worse. Some of the banks that 
needed more capital injection were: Bank of America Corp, $33.9 billion; Wells Fargo & Co., 
$13.7 billion; GMAC LLC, $11.5 billion; Citigroup Inc. $5.5 billion and Morgan Stanley $1.8 
billion. Some of the regional banks also needed to increase their capital base, and those banks 
are: Regions Financial Corp. of Birmingham, Ala Alabama, SunTrust Banks Inc. of Atlanta, 
KeyCorp of Cleveland, Fifth Third Bancorp of Cincinnati, and PNC Financial Services. 
 

G. Government Purchase of  Preferred Stock 

  Under the TARP,  the U.S. government purchased preferred stock in more than 282 
banks in America including all of the largest banks such as  Goldman Sachs Group Inc., J. P. 
Morgan Chase & Co, Bank of America Corp.(and Merrill Lynch), Citigroup Inc., and Wells 
Fargo & Co., etc. Citigroup Inc. and Bank of America Corp have benefitted most from this 
program, each totaling $45 billion. Other banks that have benefitted significantly from this 
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program are: P. Morgan Chase & Co, $25 billion; Wells Fargo & Co, $25 billion; Goldman Sachs 
Group Inc, $10 billion; Morgan Stanley, $10 billion. Some of these banks have made full or 
partial repayment of TARP funding and there is incidence of conversion of a portion of it to the 
bank’s equity capital, as in the case of Citigroup Inc. Has this program restored confidence to 
the battered U.S. banking system? Did this program achieve the desired objective of keeping 
money flowing through the financial system, ensuring that banks continue lending to 
companies, and consumers? Opponents of this program argue that government has seized the 
opportunity of the financial crisis to steadily increase its involvement in the financial markets, 
imitating the government's response to the Great Depression, even though the financial crisis 
was nothing to compare with the Great Depression.  Unemployment is at 9.5 percent in the 
second quarter of 2010, all reports indicate that about $2 trillion dollars is sitting idle in banks’ 
vault and businesses are not hiring. Proponents of the program argue that these efforts averted 
a catastrophic financial situation that would have occurred. They state that the stock market has 
somewhat stabilized and is growing, the rate of job loss has greatly decreased compared to the 
situation in 2008 and there is evidence of increased job growth. They argue that full recovery 
will occur slowly as consumer demand increases and investor confidence returns. This will 
generate increased employment which will energize the housing market into full recovery. 

H. American Recovery and Reinvestment Act of 2009 

 By the first quarter of 2009, the economy worsened because of the financial crisis and the 
economic recession that was already more than one year old. Many job losses occurred in 
January 2009 and the U.S. experienced the highest job loss in 34 years. Employers slashed 
598,000 jobs and in three months, the U.S. lost 1.8 million jobs. Since the beginning of 2008, it 
had lost a total of 3.6 million jobs. With a battered real estate market, stock market in crisis, and 
the economy in a recession, President Barack Obama urged Congress to pass a bailout bill for 
the people of the U.S. On February 13, 2009, Congress passed the American Recovery and 
Reinvestment Act of 2009.  

The immediate goals of this legislation were to: create new jobs and save existing ones, 
spur economic activity and invest in long-term growth, and foster unprecedented levels of 
accountability and transparency in government spending. 
 The fiscal implications of this bill were numerous. The bill provided as follows: 

1. $288 billion in tax cuts and benefits for millions of working families and businesses  
2. Increase in federal funds for education and health care as well as entitlement programs 

(such as extending unemployment benefits) by $224 billion  
3. Provides $275 billion for federal contracts, grants and loans  
4. Requirement that recipients of Recovery funds report quarterly on how they are using 

the money. All data is posted on Recovery.gov so the public can track the Recovery 
funds. 

Many of Recovery Act projects focused on immediately jumpstarting the economy, such as 
offering financial aid directly to local school districts, expanding the Child Tax Credit to $1,000, 
and underwriting a process to computerize health records to reduce medical errors and save on 
health care cost. Some provisions in the bill also targeted some long-term projects that will help 
improve the infrastructural development and enhancement. Examples are planned investments 
in the domestic renewable energy industry and the weatherizing of 75 percent of federal 
buildings, as well as more than one million private homes around the country. This bill also 
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included construction and repair of roads and bridges, scientific research and the expansion of 
broadband and wireless service.  
 Some parts of the American Recovery and Reinvestment Act of 2009 focused on 
providing aid to low income workers by increasing the unemployed benefits by $25 and 
extending unemployment benefits through December 31st, 2009; providing job training; 
increasing food stamp benefits by 12 percent through fiscal 2011 and issue a one-time bonus 
payment; and providing $3 billion in temporary welfare payments. 
The bill also provided for direct cash payments for vulnerable members of society, such as the 
elderly. There was a one-time payment of $250 to recipients of Supplemental Security Income5 
and Social Security, and veterans receiving disability and pensions. 
Taxation relief was an important part of this legislation and it related to new tax credit, 
expanded child credit, expanded earned income tax credit, unemployment, expanded college 
credit, homebuyer credit, home energy credit, bonus depreciation money losing companies, and 
government contractors, among others.  
 The intent of this stimulus legislation was to create jobs and promote investment and 
consumer spending. This is in consonance of the Keynesian economic theory that government 
spending should be used to cover the output gap created by the drop in consumer spending 
during a recession. The total amount provided for this bail out was $787 billion. 
 

I. Dodd–Frank Wall Street Reform and Consumer Protection Act  

             In 2009, the U.S. Department of Treasury proposed a Financial Regulatory Reform. 
According to the U.S. Department of Treasury, Americans across the nation were struggling 
with unemployment, failing businesses, falling home prices, and declining savings mainly 
because of the effects of a poor regulatory system that enable many unfavorable developments 
to occur. Among others the Treasury Department named the following negative developments. 
First, rising asset prices, particularly in housing, weak credit underwriting standards and 
masked the growing leverage throughout the system. Second, at some of our most sophisticated 
financial firms, risk management systems did not keep pace with the complexity of new 
financial products. Third, the lack of transparency and standards in markets for securitized 
loans helped to weaken underwriting standards. Fourth, market discipline broke down as 
investors relied excessively on credit rating agencies. Fifth, compensation practices throughout 
the financial services industry rewarded short-term profits at the expense of long-term value. 
Sixth, households saw significant increases in access to credit, but those gains were 
overshadowed by pervasive failures in consumer protection, leaving many Americans with 
obligations that they did not understand and could not afford. Seventh, gaps and weaknesses in 
the supervision and regulation of financial firms presented challenges to our government’s 
ability to monitor, prevent, or address risks as they built up in the system. The Treasury made 
recommendations to prevent many of these problems from growing out of control and 
threatening the stability of our financial system in the future. 
            Dodd–Frank Wall Street Reform and Consumer Protection Act of 2010 was introduced in 
2010. This bill was universally described as a sweeping bank regulation bill because of its all-
embracing nature. The bill created two agencies to ensure financial stability; established an 
authority for orderly liquidation,  should the need arise,  of financial institutions  previously 
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considered too big to fail;  transferred of powers to the Comptroller, the FDIC, and the Federal 
Reserve System in an attempt to streamline banking regulation and reduce regulatory 
competition; regulated Advisers to Hedge Funds and others; brought the insurance industry 
under the regulatory control of the Treasury; introduced the Volcker Rule and bank regulation; 
introduced Wall Street transparency and accountability by regulating the over-the-counter 
swaps markets; attempted to mitigate systemic risk and promoted stability in the financial 
system by creating the payment, clearing and settlement supervision; established an investor 
protections and improvements to the regulation of securities by revising the powers and 
structure of the SEC, credit rating organizations, and the relationships between customers and 
broker-dealers or investment advisers; established a Bureau of Consumer Financial Protection; 
amended the Federal Reserve Acts to change the New York, Federal Reserve President to a 
Presidential appointment, with the advice and consent of the Senate; improved access to 
mainstream financial institutions; amended the Emergency Economic Stabilization Act of 2008, 
established the Mortgage Reform and Anti-Predatory Lending Act.  

 
J. Bureau of Consumer Financial Protection (BCFP) 

 Prior to the financial crisis, banks, thrifts and other companies in the financial services 
sector generally took advantage of the lack of clear regulations regarding some aspects of 
financial services transactions, the lack of accountability and transparency to sell mortgages and 
other products that were complicated and sometimes confusing to borrowers who did not have 
the required financial situation. These actions have disastrous results. Many of these consumers 
defaulted either in their credit card or real estate borrowings. It was obvious that in spite of the 
fact that there were multiple agencies at state and federal levels that were responsible for 
consumer protection in the financial products transactions, significant gaps and weaknesses 
existed in the supervisory frame work for the enforcements of the existing regulations. Even 
though, since the crisis, there have been some reforms in the credit card and mortgage lending, 
the severity of the observed abusive practices that prevailed in the financial services sector, 
especially in subprime lending and nontraditional mortgages necessitated the  creation of the 
Bureau of Consumer Financial Protection. 
 The BCFP is responsible for regulating consumer financial products and services to 
ensure they comply with federal law. To this end, different units in the Bureau must be 
responsible for research; community affairs; tracking and collecting consumer complaints; 
ensuring equitable access to credit fair lending and equal opportunity; and the promotion of 
financial literacy among consumers. The Bureau is located within the Federal Reserve System 
but must operate independently. The Fed must not interfere with matters before the Director of 
the BCFP. The Fed must not direct any employee of the Bureau, modify the functions and 
responsibilities of the Bureau or impede an order of the Bureau. 

On the advice and consent of the U.S. Senate, the President of the U.S. will appoint 
director of The Bureau for a term of five years. The Bureau must report to the Senate Banking 
Committee and the House Financial Services Committee twice a year. This Bureau is subject to 

financial audit by the government accountability office.   
 

K. Actions by the Federal Reserve Bank 
The U.S. Federal Reserve (Fed) raised the discount rate on March 15, 2017 to a range between 
0.75 percent and 1 percent. This was only the third time the Fed raised interest rates since the 
economic recession. The Fed engaged in extensive open market operation known as QE1, QE2 
and QE3. This led to the acquisition of $4.236 trillion in marketable securities between 2008 and  
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2014. This added enormous liquidity into the financial system and impacted the general level of 
interest rates especially the mortgage interest rates as both acted as a stimulus package 

 

III. PRESENTATION OF MACROECONOMIC/MORTGAGE MARKET 
DATA AND EVALUATION 

Before presenting some of data relating to the economy and the mortgage market, it 
is important to examine some of the factors will induce demand for housing. Some of 
these factors are increase in employment, price of houses, mortgage interest rates and 
the investment climate as determined by investors’ confidence. Generally, when more 
people are employed, coinciding with low unemployment rates, then more people have 
more disposable. In this situation, if the mortgage interest rates are low, house prices 
are affordable and house ownership alternatives such as renting rates are high, then 
more house purchases are likely. Other factors are usually available to influence house 
purchase. For example, government policies increasing liquidity, affordability, taxation 
exemption or tax credits and the presence of quasi enterprises that promote home 
ownership especially among the middle class, working class and the poor, by reducing 
deposit amounts, and reducing austere credit qualification requirements will positive 
impact the mortgage market. Even though a strong linear relationship has not been 
determined exclusively between economic growth and home ownership, it seems 
apparent that in situations of high employment, a strong consumer confidence, and a 
low interest rate that promotes investments, the economy is likely to flourish and high 
GDP growth rates will prevail. This will be the case if U.S. were a closed economy. The 
U.S. operates in a global economy with strong trading, business and political links with 
Europe, Canada, and Mexico. 

 Zandi, Supramaniam, Aslam, and Theng (2015) found that the base lending rate and 
the GDP growth rates are among the strong factors affecting property prices in Penang, 
Malaysia. Valadez (2010) using Regression Analysis, and tests for significance, found 
that quarterly change in the housing price index may yield a quarterly change in Real 
GDP. This finding did not dismiss the presence of other causal factors. 
It will be difficult to determine if the data below is the outcome of the policies put in 
place as discussed above or as some may argue, the result of the cyclical nature of the 
economy. Since it is the opinion of this author that the rationales behind most of the 
actions taken make economic and financial sense, we present, the macroeconomic and 
mortgage market data. 

The GDP growth rates between 2000 and 2016 are contained in Table 1 below. 
The GDP growth rates have improved from the quarterly negative 2009 rates that sent 
the economy into a recession The U.S. achieved the rate of 4.56 percent that exceeded 
the pre great recession 2007 rate of 4.40 percent. However the GDP recovery has been 
anemic.  It is worrisome to note that this is the situation in spite of all the actions taken. 
Perhaps more can be done within the U.S. It is however possible that the drawback is 
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caused by the weakness in the economies of many of our European trading partners, 
the United Kingdom, France, etc. and some Asian trading partners including Japan and 
China, not to mention the Latin American countries. This U.S. GDP trend is illustrated 
in Figure 1. 
 
Table 1. U.S. GDP Growth Rates 2000 to 2016 

Year (December) Growth Rate 

2000 5.50 

2001 2.19 

2002 3.76 

2003 6.42 

2004 6.31 

2005 6.52 

2006 5.12 

2007 4.40 

2008 -0.92 

2009 0.11 

2010 4.56 

2011 3.64 

2012 3.24 

2013 4.31 

2014 4.07 

2015 3.00 

2016 3.55 

Source: S&P 500, US GDP Growth Rate by Year, http://www.multpl.com/us-gdp-growth-rate/table/by-
year 
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Figure 1.  U.S.GDP Growth Rates 2000 to 2016 
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Table 2 below contains the U.S. December unemployment rates from 2000 to 2016. The 
highest level of unemployment in December, 9.3 percent occurred in 2010.  The highest monthly 
unemployment rate of 10.0 percent occurred in October 2010. It was 4.7 percent December of 
2016 and 4.4 percent in April 2017. Even though these later number are good numbers, there is 
some skepticism because the quality of jobs in term the incomes many of the new jobs generate.  
Figure 2 illustrates this unemployment trend. 

Table 2. U.S. Unemployment Rate 2000 to 2016. 

Year  December Unemployment Rate 

2000 3.9 

2001 5.7 

2002 6.7 

2003 5.7 

2004 5.4 

2005 4.9 

2006 4.4 

2007 5 

2008 7.3 

2009 8.9 

2010 9.3 

2011 8.5 

2012 7.9 

2013 6.7 

2014 5.6 

2015 5 

2016 4.7 

Source: U.S. Department of Labor, Bureau of Labor Statistics, 
https://data.bls.gov/timeseries/LNS14000000 
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Figure 2.  U.S.  Unemployment Rate 2000 to 2016 
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Table 3 below contains the 30 year fixed mortgage interest rates 2000 to 2017. It fell from 
8.05 percent in 2000 to an all-time low of 3.65 in 2016. These low mortgage interest rates should 
have, ceteris paribus, promoted significant increase in home purchases. The 30 year fixed 
mortgage interest rates’ trend is illustrated in Figure 3 below. 

Table 3. U.S. Annual Average 30 Year Fixed Mortgage Interest Rates 2000 to 2017  

Year Mortgage Rate 

2000 8.05 

2001 6.97 

2002 6.54 

2003 5.83 

2004 5.84 

2005 5.87 

2006 6.41 

2007 6.34 

2008 6.03 

2009 5.04 

2010 4.67 

2011 4.45 

2012 3.66 

2013 3.98 

2014 4.17 

2015 3.89 

2016 3.65 

2017 4.12 (Average of Jan, Fen, March and April rates) 

Source: Federal Home Loan Mortgage Corporation  (FreddieMac), (2017) Annual Average Commitment Rate on 30-
Year Fixed-Rate Mortgages,  www.freddiemac.com/pmms/pmms30.htm 
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Figure 3. U.S. Annual Average Fixed Mortgage Interest 

RateS 2000 to 2017 
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http://www.freddiemac.com/pmms/pmms30.htm
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The Stock Market seems to have experienced the greatest gains in the U.S. recovery from 
its mortgage crisis and economic recession values. The DO Jones Industrial Average (DOW) has 
emerged from it’s under 7000 value in 2009 to its current value of over 20, 000, an almost 300 
percent gain. This trend is illustrated in Figure 4 below. 

 

As a result of the various changes, institutions and practices introduced during the Great 
Recession of 1930’s and after the Second World War, home ownership increased from 43.6 
percent in 1940 to its highest level in of 69 percent in 2004 with subsequent decline to 63.4 
percent in 2016, according to the U.S. Census Bureau. See Table 4 below containing the data for 
home ownership since 1890’s to 2016 and the Figure 5 below illustrating the trend. 

Table 4. U.S. Home Ownership Rates from 1890 to 2016. 

Period Home Ownership Rates in Percent 

1890-1940 43- to 48 

1940 43.6 

1940-1960 61.9*  

1990 63.9 

2000 67.4 

2001 67.8 

2002 67.9 

2003 68.3 

2004 69 

2005 68.9 

2006 68.7 

2007 68.2 

2008 67.8 

2009 67.4 

2010 66.9 

2011 66.2 

2012 66.5 

2013 65.1 

2014 64.5 

2015 63.7 

2016 63.4 

0.00

5,000.00

10,000.00

15,000.00

20,000.00

25,000.00

Figure 4.Trend in the Stock Market Recovery: DOW Jones 

Industrial Average Index 

January 2008 DOW Jones Vaue

March 2009 DOW Jones Value

May 2017 DOW Jones Value
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Source: U.S. Census Bureau, Homeownership Rates for the United States: 1964 to 2016, 
https://www.census.gov/housing/hvs/files/qtr416/hown416.png 

 

 

 

The lowest rate of home ownership in the 21st century, 63.4 percent, occurred in 
2016. Yes, there was a mortgage crisis and a great recession but this decline in home 
ownership occurred after all the actions discussed above to stabilize the mortgage 
market, the economy, and encourage home ownership. So what factors are responsible 
for this decline in home ownership? According to the U.S. Census data the Joint Center 
for Housing Studies of  Harvard University, some of the factors that are responsible for 
this decline in home ownership include the following: financial restraints, millennials 
are choosing to delay marriage, increase in percentage of millennials still living at home 
or renting, tighter mortgage credit requirement than prevailed pre mortgage crisis, 
decline in number of homes available as the construction industry is catering to the 
higher-end buyers, rising home prices, fewer supply of residential property in the 
market as many foreclosed homes were restructured for rental purposes, more 
government support for middle and upper income home buyers  and not enough 
financial support for low income home buyers.  

If home ownership is at an all-time low, what is the situation with foreclosures? 
As is to be expected, forecloses reached the highest level of 1,178,234 in 2010 and 
achieved a steady decline to 385,748 in 2016. This level is a little above the foreclosure 
level of 383,037 in 2006. The national foreclosure data from 2000 to 2016 is contained in 
Table 5 and Figure 6 illustrates the trend. 

43.6 

61.9 
63.9 

67.4 67.8 67.9 68.3 69 68.9 68.7 68.2 67.8 67.4 66.9 66.2 66.5 65.1 64.5 63.7 63.4 

Figure 5. U.S.Home Ownership Rates 1940 to 2016 

https://www.census.gov/housing/hvs/files/qtr416/hown416.png
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Table 5. National Foreclosure Statistics in the U.S. from 2000 to 2016 

Year Number of Foreclosures 

2000 191295 

2001 183,437 

2002 232,330 

2003 255,010 

2004 275,900 

2005 293,541 

2006 383,037 

2007 592,622 

2008 983,881 

2009 1,035,033 

2010 1,178,234 

2011 958,957 

2012 853,368 

2013 679,923 

2014 608,327 

2015 508,609 

2016 385,748 

Sources: Core logic, (March 2017), United States Residential Foreclosure Crisis: Ten Years Later, 
http://www.corelogic.com/research/foreclosure-report/national-foreclosure-report-10-year.pdf   

 

Rising home prices has been cited as one of the reasons for the decline in home 
ownership. The positive percentage change between 4th and 3rd Quarters in home prices 
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Figure 6. U.S. Nation Foreclosures Statistics 

From 2000 to 2016 
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started declining in 2005 and was negative between 2007 and 2010, after which it achieved a 
positive trend. However the positive percentage change between 4th and 3rd Quarters in home 
prices declined to 0.06 percent in 2015, lower than the 0.54 percent in 2006. This seems to 
suggest that the growth in home prices has not stabilized. The data for the percentage change 
between 4th and 3rd quarters from 2003 to 2015 is contained in Table 6 below and illustrated in 
Figure 7 below.  

Table 6. U.S. House price change - FHFA index: Percentage change between 4th and 3rd 
Quarters 

Year Percentage Change 

2003 2.27 

2004 2.47 

2005 2.15 

2006 0.54 

2007 -1.70 

2008 -2.94 

2009 -0.03 

2010 -1.00 

2011 0.19 

2012 1.64 

2013 1.18 

2014 1.47 

2015 0.06 
Source: United States Federal Housing Finance Agency, https://www.globalpropertyguide.com/real-
estate-house-prices/U#united-states 
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Figure 7  U.S. House Price Change: 2003 to 2015 
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New residential property sales in the U.S. surged in the early part of this century 
to a height of 1.283 million units in 2005. This number declined to an all-time low of 306, 
000 units in 2011. The U.S. new residential property sales have improved to 561,000 in 
2016.  The volume of new residential property sales varied across regions. The 
percentage difference between the highest and the lowest volume of new residential 
property sales and the lowest during the period 2000 and 2016 are as follows: U.S. -76 
percent between 2005 and 2011; the North East, -79 percent between 2004 and 2011; Mid 
Wes -78 percent between 2005 and 2011; South, -74 percent 2005 and 2011; and the West, 
-80 percent between 2005 and 2011.  These percentage changes were calculated using 
the formula below: 
 

C =  
(St

i
−

St
o

)

ERt
o

 
 X  100 

 
C = Percentage change in New Residential Property sales 
St

o
 = Highest New Residential Property Sales Volume  

St
i
 = Lowest New Residential Property Sales Volume  

The U.S. and all the regions experienced huge declines in the levels of new property sales but 
the Western region was the hardest hit but the North East started experiencing decline in the 
volume of New Residential Property Sales earlier in 2004. Table 7 below contains the data for 
New Residential Property Sales for the U.S. and the Regions from 2000 to 2016. Figure 8 below 
demonstrates the trend. 

Table 7. New Residential Property Sales for the U.S. and the Regions from 2000 to 2016 (in 
thousands). 
Year U.S. North-East Mid-West South West 

2000 877 71 155 406 244 

2001 908 66 164 439 239 

2002 973 65 185 450 273 

2003 1,086 79 189 511 307 

2004 1,203 83 210 562 348 

2005 1,283 81 205 638 358 

2006 1,051 63 161 559 267 

2007 776 65 118 411 181 

2008 485 35 70 266 114 

2009 375 31 54 202 87 

2010 323 31 45 173 74 

2011 306 21 45 168 72 

2012 368 29 47 195 97 

2013 429 31 61 233 105 

2014 437 28 59 243 108 

2015 501 24 61 286 130 

2016 561 32 69 318 142 
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Source: United States Census Bureau, New Residential Sales Historical Data, 
https://www.census.gov/construction/nrs/historical_data/index.html 

 

 

 

IV. CONCLUSION 
The actions taken by the U.S. Government to stem the real estate mortgage crisis and 

economic recession and stabilize the economy were robust. Evidence shows that the stock 
markets seem to have fully recovered. Even though the unemployment rate has declined to 
below the prior crisis rate, GDP recovery has been anemic in spite of all the actions taken. The 
existence of many more lower-paying jobs than before the economic recession and a 
generational low in labor force participation may explain the contradictory evidence. It is also 
possible that the slowdown in consumption, weak business investment, wobbly residential 
investment situation and weak recovery of U.S. close economies may be negatively affecting the 
GDP recovery.  Perhaps, more fiscal measures are needed to rebut the economy. 

The home ownership rate of 63 percent in 2016 is close to the home ownership rate of 62 
percent from 1940 and 1960, almost six decades ago. In comparison, the home ownership rate in 
China was 90 percent in 2014; Norway, 83 percent in 2015, Canada 67 percent in 2014 and Euro 
area 66 percent. The American dream is certainly lagging behind. 

Evidence suggests that the actions taken have been successful in stemming the foreclosure 
epidemic. However, house price recovery is challenged, the increase in liquidity in the housing 
market, notwithstanding. New residential property sales in the U.S. and the regions have 
recovered from the situation in 2011 but the level of sales is below the sales recorded in the early 
part of the last decade. 
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