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Subprime
$1,448
15.2%

Alt-A
$1,141
12.0%

Jumbo
$1,407
14.8%

Agency Conforming
$5,508
58.0%

The Universe of 2006 Subprime and High Risk 
Alt-A Loans Make Up 7.1% of the Mortgage Market 

Subprime 2006 Outstanding = $ 540 BB

Low Risk $ 332 BB 62%

High Risk: 100 CLTV $ 160 BB 30%

High Risk: 90+ Lim Doc $ 48 BB 9%

Alt-A 2006 Outstanding = $ 380 BB

16.6%$ 63 BBHigh Risk: 90+ Lim Doc

18.9%$ 72 BBHigh Risk: 100 CLTV

64.5%$ 245 BBLow Risk
BB BB

BB

BB
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What Does the Contraction in Alt-A/Subprime Mean for the 
Broader Mortgage and Housing Market?

• $180 BB decline in Subprime production from 2006 levels 
• $100 BB reduction in Alt-A production from 2006 levels
• This implies purchase demand extraction of 1.1 million borrowers
• Caveats:

• not all of these borrowers will exit the purchase market        
• purchase activity may already reflect some of this extraction 
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MSA’s with High Subprime/Alt-A Loan Concentrations are Most 
Vulnerable to Tighter Underwriting Guidelines 

State MSA Name

Number of 
Housing 

Units

% Households 
with Subprime 

Mortgages

% Households 
with Alt-A 
Mortgages Total

Concentration 
Multiple

8.1% 21.9%

17.8%

12.5%

16.7%

10.5%

4.0%

8.5%

11.5%

15.5%

22.8%

10.0%

GA Atlanta-Sandy Springs-Marietta 1,986,398 7.4% 3.8% 11.2% 1.45

MN Minneapolis-St. Paul-Bloomington 1,291,052 5.5% 2.9% 8.4% 1.08

U.S. Average 114,275,082 5.2% 2.5% 7.7%

5.4%

2.85

2.31

1.63

2.17

1.36

0.52

1.11

1.49

2.02

2.96

7.0%

5.0%

3.2%

1.4%

2.0%

5.4%

6.5%

NV Las Vegas-Paradise 718,358 11.4% 11.3%

1.30TX Houston-Sugar Land-Baytown 2,040,117 8.3% 1.7%

Riverside-San Bernardino-Ontario 1,352,276 13.8%

Bakersfield 254,226 12.4%

Oakland-Fremont-Hayward 939,802 5.6%

Miami-Miami Beach-Kendall 928,715 11.7%

Tampa-St. Petersburg-Clearwater 1,262,305 7.2%

NY New York-White Plains-Wayne 4,528,529 2.6%

IL Chicago-Naperville-Joliet 3,068,121 6.5%

VA Washington-Arlington-Alexandria 1,628,221 6.1%

AZ Phoenix-Mesa-Scottsdale 1,590,208 9.0%

FL

CA
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Is HPA Correlated to the Concentration of Subprime/Alt-A 
Lending?
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Ranking Risk Across MSAs

• Many MSA’s with aggressive underwriting profiles also have relatively 
healthy local economies that may buffer the magnitude of the MSA
housing contraction.   

• Those areas with both weak local economies and aggressive 
underwriting remain at high risk (Minneapolis-St. Paul, Detroit, Miami, 
Oakland-Fremont within California).

• The highest subprime lending multiples are found in Southern 
California, Southern Florida, Arizona and Las Vegas. These areas will 
be most affected by the contraction in purchase lending under tighter 
underwriting guidelines that began in February 2007. In general, they 
have also seen the largest increase in home price.  

• Parts of the south (particularly Texas) face the lowest risk given low 
concentration multiples, healthy local economies, and low historical HPA.      
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Declining Housing Turnover and Cash-Out Refinancing Are 
Compressing MBS Prepayments

Historical Analysis of Discount Fixed Rate Prepayments 
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Aggregate Housing Turnover Has Already Declined from 
Elevated Levels

Source: NAR; Existing home sales divided by housing stock
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A Slowing Housing Market Will Also Reduce Call Risk in 
Premium MBS

Refinancing Curve by HPA: 2004 to Current The  Muted Refinancing Response of 1996
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As Housing Slows, MBS Backed by Leveraged or Credit Impaired 
Borrowers are Likely to Extend the Most

• Expressed across multiple dimensions…
• High LTV versus low LTV (including seconds)
• Purchase versus refinance
• 2007 vintage versus seasoned 
• GNMA versus Conventional
• Regional Plays
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This Process Has Already Begun to Play Out Across MBS Sectors
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The data underlying the information contained herein has been obtained from sources that we believe are reliable, but we do not 
guarantee the accuracy of the underlying data or computations based thereon. The information in this report is illustrative and is not 
intended to predict actual results, which may differ substantially from those reflected herein. Performance analysis is based on
certain assumptions with respect to significant factors that may prove not to be as assumed. You should understand the 
assumptions and evaluate whether they are appropriate for your purposes. Performance results are often based on mathematical 
models that use inputs to calculate results. As with all models, results may vary significantly depending upon the value of the inputs 
given. Models used in any  analysis may be proprietary making the results difficult for any third party to reproduce. Contact your 
registered representatives for explanations of any modeling techniques and the inputs employed in this report. The securities 
referenced herein are more fully described in offering documents prepared by the issuers, which you are strongly urged to request 
and review. Bear, Stearns & Co. Inc. ("Bear Stearns") and/or its affiliates or employees may have positions, make a market or deal 
as principal in the securities referred to herein or related instruments, while this document is circulating. During such period, Bear 
Stearns may engage in transactions with, or provide or seek to provide investment banking or other services to, the issuers 
identified in this report. Bear Stearns may have managed or co-managed a public offering of securities within the last three years for 
the issuers identified in this report, including regularly acting as an underwriter for Government Sponsored Enterprise issuers.
Directors, officers or employees of Bear Stearns or its affiliates may be directors of such issuers. This document is not a solicitation 
of any transaction in the securities referred to herein which may made only by prospectus when required by law, in which event you 
may obtain such prospectus from Bear Stearns. Any opinions expressed herein are subject to change without notice. We act as 
principal in transactions with you, and accordingly, you must determine the appropriateness for you of such transactions and 
address any legal, tax or accounting considerations applicable to you. Bear Stearns shall not be a fiduciary or advisor unless we 
have agreed in writing to receive compensation specifically to act in such capacities. If you are subject to ERISA, this report is being 
furnished on the condition that it will not form a primary basis for any investment decision. 

Copyright © 2007 Bear, Stearns & Co. Inc. All rights reserved. Unauthorized duplication, distribution or public display is strictly 
prohibited by federal law.
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