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Other evidence

Low teaser rate is a myth. Teasers on subprime ARMs were
quite high

No relationship in loan-level data between delinquency and
rate resets

“Most complex” mortgages were sold to most sophisticated
borrowers

Average FICO by loan type in McDash data

IO-ARM: 726
Option ARM: 707
2/28 (a fully amortizing mortgage): 624

Payment shocks for typical subprime ARM borrower in 2007
was about 15 percent.
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Figure: Foreclosures and house prices in Mass., 1989-present. Source:
Boston Fed and The Warren Group.
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Prevent unstable homeownerships
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Long-run likelihood of foreclosure

on this or any subsequent mortgage on this house

Take a buyer:

LTV
DTI
FICO
Subprime borrower?

Will this be a stable homeownership?
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