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The recent recession brought difficulty to many 
homeowners. High unemployment rates reduced 
the incomes of many mortgagors, and increased 
delinquencies and foreclosures throughout the 
Southeast and the nation. As of the second 
quarter of 1983, the percentage of all mortgage 
loans past due was 5.25 percent for the United 
States and 5.16 percent for the Southeast.1 

Foreclosures started, as a percentage of all loans, 
were 0.22 and 0.23 percent for the nation and 
region, respectively. How did the latest recession 
compare with the severe recession that followed 
the 1973-1974 oil crisis? How do residential 
mortgage delinquency and foreclosure rates in 
the Southeast compare with the rest of the 
nation? What are the main factors affectingthese' 
rates? Finally, what are the prospects for a decline 
in delinquencies and foreclosures? 

Delinquency and foreclosure rates in general 
began rising in 1980. Delinquency rates for the 
United States and the Southeast were considerably 
higher in 1982 than in the 1974-1975 period. By 
contrast, the foreclosure rate has not risen nearly 
as much as have delinquencies. In fact, for the 
region, foreclosures are considerably lower than 
they were during the 1974-1975 recession. This 
is surprising since the unemployment rate, to 

'All data for mortgage del inquency and foreclosure rates were obtained 
from the National Delinquency Survey, prepared by the MBA Economics 
Department, Mortgage Bankers Associat ion of America, Washington, D C 
Southeast data were compi led from data for the six individual states all or 
partially wi thin the Sixth Federal Reserve District. 

Resident ia l Mor tgage 
Delinquencies and Foreclosures: 

Improvement 's Underway 

Mortgage foreclosures during the last 
recession approached the levels of the 
1974-75 recession. Thousands of other 

homeowners barely escaped, as the 
del inquency rate exceeded 1974 levels. 

Since unemployment was high, however, 
the foreclosure rate could well 

have been worse. 
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Table 1 . Delinquency and Foreclosure Rates for Residential Mortgages Selected Periods, 
1974-83 (Combined Conventional, FHA, and VA)* 

Percentage of Loans Percentage of Loans in Fore-
Past Due 60 Days or More closure: Started During Quarter 

1974:4Q 1978:4Q 1982:4Q 1983:2Q 1974:4Q 1978:4Q 1982:4Q 1983:2Q 

United States 0.85 0.82 1.03 0.86 0.25 0.17 0.23 0.22 
Southeast 0.75 0.77 1.01 0.84 0.38 0.24 0.24 0.23 
Alabama 0.65 0.77 1.37 1.08 0.20 0.12 0.59 0.21 
Florida 0.62 0.70 0.99 0.80 0.22 0.16 0.18 0.27 
Georgia 1.05 1.13 1.06 0.95 0.41 0.30 0.30 0.29 
Louisiana 0.66 0.67 0.70 0.57 0.37 0.15 0.08 0.08 
Mississippi 1.05 0.66 0.97 0.88 1.00 0.28 0.22 0.18 
Tennessee 0.74 0.74 1.03 0.90 0.26 0.20 0.22 0.25 

Source: Mortgage Bankers Associat ion of America. 

*Not seasonally adjusted. 

which delinquencies and foreclosures are closely 
related, soared well above the previous peak set 
in 1975. 

Delinquency Rates 
Delinquency rates (the proportion of total 

• home loans past due 60 days or more) have risen 
dramatically over the last three years (see Table 1 
and Chart 1). These rates had increased by 21 
percentand 28 percentforthe United Statesand 
Southeast, respectively, by the fourth quarter of 
1982. The Southeast"s performance has not differed 
materially from the nation as a whole Delinquency 

* rates in 1982 were running higher in both the 
, nation and Southeast than during the mid-70s, 

but began to decline as the economy improved 
•j early in 1983. 

Within the Southeast, Alabama is suffering the 
heaviest delinquency burden (1.08 percent in 
the second quarter of 1983), while Louisiana is 
carrying the lightest load (only 0.57 percent for 
the same period). 

Most of the region's increase in delinquencies 
can be attributed to unusually high unemployment 
in both Alabama and Florida. During 1982, these 
two states experienced the most significant jumps 

^ in delinquencies. Florida's rate remains lower 
than the region's average, but it is considerably 
higher than the state's norm. Tennessee suffered 
peak rates in late 1981 but has since seen 
delinquencies taper off. The unemployment rate 
in each area demonstrates a strong association 
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with the delinquency rate. This relationship will 
be further examined later. 

Foreclosure Rates 
Unlike delinquencies, foreclosures at the national 

level were no worse during the recent recession 
than they were in 1974-1975. Second quarter 
1983 data indicate that foreclosures generally 
peaked at the end of 1982. The U.S. foreclosure 
rate was 0.23 percentin Decemberl 982, slightly 
less than the earlier high of 0.25 percent reached 
in December 1974 (see Chart 2). In the Southeast, 
by contrast, foreclosures in 1982 were far below 
those of the 1974-1975 period. The region's 
December 1974 foreclosure rate was 0.38 percent 
compared with a rate of 0.24 percent at the end 
of 1982. Alabama was the only southeastern 
state where the 1974-1975 foreclosure rate was 
not considerably higher than in 1982. 

Foreclosure rates, like delinquencies, began to 
fall during the first quarter of 1983. Foreclosures 
also appear to be influenced significantly by 
unemployment rates. However, the overall relation-
ship between foreclosure rates and unemploy-
ment rates apparently has shifted since 1974.2 

^Technically, the statistical relationship has strengthened, bu t as a result of 
a structural shift, the overall effect is for the foreclosure rate to be lower for 
a given unemployment rate. See Appendix: Statistical Evidence for further 
detai ls 
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Chart 1 . Percentage of All Mortgages 
Past Due Sixty Days 
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Chart 2. Rate of Foreclosures Started 
During Quarter, All Mortgages 
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Delinquency and Foreclosure Rates 
Relative to Unemployment Rates 

Most industry analysts believe that unemploy-
ment is the major cause of changes in delinquency 
and foreclosure rates.3 In fact, considering recent 
unemployment rates, mortgage payment prob-
lems have been milder than we might have 
expected. During the fourth quarter of 1974, 
each percentage point of the unemployment 
rate was asssociated with an average of 0.13 
percent and 0.11 percent of the delinquency 
rate, respectively, in the nation and the South-
east. During the fourth quarter of 1982, that 
delinquency rate/unemployment rate ratio de-
clined to 0.10 and 0.09 percent for the nation 
and the Southeast (Table 2).4 

Foreclosure rates in 1982 were much lower 
relative to unemployment than might have been 
expected. The ratio of the foreclosure rate to the 
unemployment rate in December 1982 was 
down 44 percent from December 1974 for both 

JSee, for example, Charles A Lucket t "Recent Developments in the 
Mortgage and Consumer Credit Markets," Federal Reserve Bulletin, 
May 1982, pp 281-290; Richard L. Peterson and Charles A Luckett 
Delinquency Rates on Consumer and Mortgage Debt: Their Determi-
nants and Impact, a research manuscript fo r the Credit Research Center, 
Krannert Graduate School of Management Purdue University, and 
George M. Von Furstenberg and Jeffrey R. Green, "Home Mortgage 
Delinquencies: A Cost Analysis," Journal of Finance, December 1974, 
pp. 1545-1548. 

"Refers to residential mortgage loans del inquent 60 days or more. 

the nation and the region. In absolute percentages, 
1982 delinquencies were at least as bad as in the 
1974-1975 recession, and foreclosures still loom 
ominously high in 1983. Still, considering how 
much higher unemployment was during 1982, it 
is surprising that foreclosures and delinquencies 
were not higher. Apparently, factors other than 
unemployment also were influential. 

What Triggers Changes in Delinquency 
and Foreclosure Rates? 

Delinquency rate changes are more easily 
explained than changes in foreclosure rates. 
Mortgage bankers readily agree that changes in 
mortgage delinquency rates are tied to changing 
income Other factors called "family disturbances," 
including divorce, death, and illnesses, also affect 
delinquency. The overriding factor is the family's 
ability to pay. Both graphical and statistical analyses 
confirm that, for the economy as a whole, changes 
in unemployment explain most of the variation 
in delinquency rates. 

Most of unemployments effects on delinquency 
are felt within the quarter a job loss occurs. Prior 
to unemployment and eventual foreclosure, many 
homeowners are marginally"makingends meet" 
and typically have little in savings to maintain 
house payments when income drops. These 
borrowers typically have little staying power 
after losing a job, and their mortgage payments 
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Table 2. Ratios of Delinquency and Foreclosure Rates to Unemployment Rates 

U.S. 

S.E. 

U.S. 

S.E. 

Delinquency Rate 
(60) Days) 

1974Q4 1980Q4 

.85 

.75 

.94 

1982Q4 

1.03 

1.01 

Foreclosures Started (%) 
(60 Days) 

1974Q4 

.25 

.33 

1980Q4 

.17 

.15 

1982Q4 

.23 

.24 

Unemployment Rate 
Seasonally Adjusted 

1974Q4 

6.5 

7.0 

1980Q4 

7.5 

7.1 

10.7 

10.9 

Unemployment Rate 
Seasonally Adjusted 

1974Q4 

6.5 

7.0 

1980Q4 

7.5 

7.1 

1982Q4 

10.7 

10.9 

Ratio of Delinquency Rate 
to Unemployment Rate 

1982Q4 1974Q4 

.131 

.107 

1980Q4 1982Q4 

.124 .096 

.130 .093 

Ratio of Foreclosure Rate 
to Unemployment Rate 

1974Q4 1980Q4 1982Q4 

.038 

.047 

.021 

.023 

.021 

.022 

soon fall delinquent. However, borrowers who 
have savings or unemployment benefits generally 
use what they have to protect their home equity. 
They often forego paying other bills to keep up 
the mortgage payment when unemployment 
forces such choices. The effect is to delay mortgage 
delinquency following the loss of a job. Nonethe-
less, Charts 3 and 4 demonstrate that, for the 
majority of borrowers, the relationship between 
unemployment and delinquency usually proves 
to be direct, occurring within the same quarter. 

Changes in credit standards can also affect 
delinquency rates. As the "quality" of,the mort-
gage pool increases, as it tends to do during 
periods of economic uncertainty, fewer borrowers 
prone to be laid off are included in the pool. 
Many lenders feel that credit standards began to 
tighten in 1979 as interest rates rose. However, 
since the average life of a mortgage extends over 
several years, little change is evident yet in the 
overall quality of mortgages outstanding.5 

Like delinquencies, residential mortgage fore-
closures are also influenced by unemployment, 
but they are affected by an even broader array of 
additional factors. The strength of the housing 
market, the equity a buyer has built up in his 
or her home, laws and regulations affecting fore-
closure; and the credit standards of lenders in 
preceding years, all can affect lenders in deciding 

5Charles Luckett, "Recent Developments in the Mortgage and Consumer 
Credit Markets," Federal Reserve Bulletin, May 1982, pp. 281-290. 

whether to foreclose on delinquent borrowers. 
Charts 5 and 6 indicatethattheoverall relationship 
between foreclosure and unemployment rates 
may have been changing in recent years. Thus, 
factors other than unemployment may be playing 
a more dominant role in foreclosures now than in 
earlier'years. 

What are some of the reasons for recent 
changes? First, to protect as much equity as 
possible, unemployed mortgagors may sell their 
houses before foreclosure proceedings begin. In 
this way they may obtain a higher price than they 
would if the house bore a "foreclosed" label. 
Selling before foreclosure also precludes the 
legal expenses of foreclosure (which usually are 
deducted from the proceeds of foreclosure sales). 
The strength of the housing market, particularly 
of the resale market, has a direct bearing on 
whether a home can be sold before foreclosure. 
Unusually high interest rates on new mortgages 
in 1982 enabled some delinquent mortgagors 
with assumable low interest loans to attract 
buyers and prevent foreclosure. An owner's equity 
position also affects the foreclosure rate. Home-
owners with relatively new mortgages may have 
made minimal downpayments and paid off little 
of the principal. When difficulty comes, these 
mortgagors may opt for foreclosure rather than 
attempting to sell the home on theirown. During 
periods of expanding construction, the percentage 
of home buyers with little equity ownership 
increases because new homeowners usually start 
out with little equity. The larger the percentage 
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of outstanding mortgages with low equity owner-
ship, the greater is the propensity for foreclosures 
to increase with economic hardship. During the 
residential building boom of the early 1970s, 
many sales were made on a low equity basis. The 
1974-1975 recession witnessed an increased 
propensity toward foreclosures of homeowners 
in difficulty. 

Credit standards affect foreclosures in much 
the same way they affect delinquency rates. The 
tighter standards in effect since 1979 probably 
have not yet had time to impact the overall 
foreclosure rate significantly. 

Differences in Foreclosure Proceedings 
in the Southeast 

The relationship between foreclosure rates 
and other variables such as unemployment is 
affected by legal regulations that govern how 
quickly mortgagees can foreclose once de-
linquency payments accumulate. Foreclosure 
proceedings vary considerably from one state to 
another. Before initiating foreclosure, a lender 
must weigh the relative costs and benefits against 
other alternatives. The cost of foreclosure is 
influenced by state laws and regulations that 
affect the t ime and effort required in different 
states. In the Southeast, all but two states allow 
"power of sale" as the predominant method of 

Chart 4. Southeast Delinquency Rate (Sixty Days) 
vs. Southeast Unemployment Rate 

Percent Percent 

Source: Federal Reserve Bank of Atlanta 

foreclosure. Under the power of sale method, 
foreclosure becomes basically an "administrative" 
process once the proceedings begin. First, the 
borrower must be delinquent for a legally speci-
fied period (varying by state) before foreclosure 
is initiated. Next, the borrower is notified of the 
foreclosure and a public legal notice of the 
foreclosure sale is issued. Following a required 
waiting period, the sale is conducted, usually at 
the courthouse. 

The sale may or may not end the original 
mortgagor's interest in the property. Some states 
allow a period during which the original owner 
may repurchase (redeem) the property even 
after the sale. A redemption period is rarely 
required by law in the southeastern states. Alabama 
allows the homeowner 12 months after the date 
of a foreclosure sale to redeem all past debts and 
expenses incurred in connection with the sale. 
Tennessee will allow 24 months but only if the 
security instrument contains no express waiver 
of the waiting period. Most Tennessee mortgages 
include such a waiver. The four other states in the 
region make no general provision for redemption. 
In these states, the mortgagor's interest in the 
property ceases immediately upon completion 
of the sale of the property. 

Only in Florida and Louisiana is the more time-
consuming and costly "judicial" foreclosure process 
required. The legal process of judicial foreclosure is 
more burdensome to lenders than is the power 
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Chart 5 . U. S. Rate of Foreclosures Started 
vs U. S. Unemployment Rate 

Percent Percent 

Source: Federal Reserve Bank of Atlanta 

Chart 6. Southeast Rate of Foreclosures Started 
vs. Southeast Unemployment Rate 

Source: Federal Reserve Bank of Atlanta 

of sale method. The cost of servicing loans 
increases considerably as a result of additional 
legal expenses. In Florida, in order to foreclose, 
the lending institution must file a lawsuit in a 
state circuit court, notifying the property owner 
and everyone who has a recorded interest in the 
property. Such parties can include additional 
lenders and judgment creditors. Often the Internal 
Revenue Service is a judgment creditor from 
earlier court actions. All parties with a recorded 
interest in the property are entered into the suit 
as defendants with the mortgagor. The notifi-
cation process itself can be quite expensive. 
Lenders also must notify tenants if the property is 
not owner-occupied. A tenant can have an in-
terest in the property if there is an option to buy 
in the lease. 

Although the mortgagor must be notified before 
the case can go before the court, in many 
instances, he or she cannot be found. The lender 
must then "publ ish against" the borrower in the 
newspaper. Furthermore, if the mortgagor cannot 
be located, the mortgagee must prove that the 
mortgagor is not a member of the armed forces 
or, if he is, that payments were not missed as a 
result of military service. This action is required 
as a result of the Soldiers and Sailors Civil Relief 
Act passed in the early 1940s—and subsequently 
amended many times—to protect the property 
of military personnel while overseas. (This act 
also applies to lenders using other methods of 

foreclosure.) If the mortgagor still cannot be 
reached, the court will then appoint a guardian 
for the litigation on behalf of the mortgagor. The 
case then proceeds to court for a judgment on 
the foreclosure. If the ruling is in favor of the 
lender, a sale date is set and the property 
foreclosed. The time required for a foreclosure 
by judicial proceedings averages three to five 
months longer than power of sale foreclosures 
(see Table 3) but can take as much as a year 
longer. 

Variations among state laws often account for 
differences in foreclosure rates between states 
at any particular time. Other things being equal, 
states using judicial foreclosure have lower fore-
closure rates than states with power of sale 
procedures. State foreclosure laws in the South-
east have not changed significantly over the last 
several years. But have changes in regulations 
affected foreclosures? 

Changes in Regulations 
Residential mortgage foreclosures jumped in 

1973-1975, a rise associated with significant 
changes in lending. Those changes especially 
affected regulations on Federal Housing Admini-
stration (FHA) and Veterans Administration (VA) 
foreclosures. 

Of all measures adopted by the FHA and VA, 
"partial payment" acceptance rules are probably 
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Tab le 3. State-by-State Comparisons of Selected Aspects of Foreclosure 

Customary Predominant 
Nature of Security Method of 
Mortgage Instrument Foreclosure 

Alabama Title Mortgage Power of Sale 

Florida Lien Mortgage Judicial 

Georgia Title Security Deed Power of Sale 

Louisiana Lien Mortgage Judicial 

Mississippi Title Trust Deed Power of Sale 

Tennessee Title Trust Deed Power of Sale 

Months Required 
to Complete 
Initial Action (A) 

Redemption 
(Months) 

Normal Total 
Time Lapse 
(in months) 

Prior to 
Transfer to 

Possession FHA VA 

1 12 Purchaser 2(C) 2(C) 

6 None -(E) 7 7 

1 None - 2 2 

4 None - 5 5 

1 None - 2 2 

1 None (D) - 2(D) 2 

(A) From referral to foreclosure attorney to foreclosure sale date 
(B) Except as noted, the redemption period runs from the date of foreclosure sale 

(C) FHA and VA accept title subject to redemption 
(D) Provided redemption rights have been expressly waived in the security ag reemen t - i f no waiver, redemption period is 

24 months in Tennessee 
(E) VA may request eviction 

Source: Mortgage Bankers Association of America, December 1982. 

the most significant. In late 1975, the FHA began 
requiring lenders to accept partial payments of 
50 percent or more of the mortgage payment. 
Lenders were required to extend these partial 
payment privileges for a period of six months. 
Only after six months had elapsed could lenders 
reject payments of less than 100 percent. Even-
tually, the VA adopted similar partial payment 
regulations. 

Both the FHA and VA have extended the 
required waiting period before foreclosure pro-
ceedings can be instituted. In general, the fore-
closure process cannot begin until three payments 
are delinquent. Both agencies now prohibit the 
use of attorneys to collect delinquent payments. 
In the past, attorneys' fees could run up expenses 
to the point that even if the mortgagor were able 
to make back payments, he or she might not be 
able to pay off all the legal expenses incurred in 
the delinquency. 

Both the VA and FHA, under Department of 
Housing and Urban Development (HUD) programs, 
attempt to assist qualifying homeowners who 
show promise of being able to recover sufficiently 
to resume their mortgage payments. Since the 
mid-1970s, lenders have been required to inform 
borrowers of HUD's "assignment" program under 

which HUD pays off the original lender and then 
acts as lender itself. The primary lender decides 
initially whether the borrower qualifies for assign-
ment. The mortgagor can appeal to H U D if 
the mortgagee recommends against assignment 
Regardless of whether the homeowner is accepted 
into the program. HUD's procedural requirements 
can delay foreclosure. Though the agency does not 
have an assignment program, it does on occasion 
buy a loan from a lender and then work with the 
qualifying mortgagor to solve payment problems. 

Changes in mortgagor rights and procedural 
requirements have had some impact on lowering 
foreclosure rates—regardless of whether the 
mortgagor is actually accepted into these pro-
grams. 

Foreclosure proceedings favor the lenders in 
most of the region, where the predominant 
method of foreclosure is power of sale and 
where redemption periods are not required. 
Lenders believe they can offer more mortgage 
money and at lower rates knowing that they can 
foreclose at a reasonable expense should it be 
necessary. Still, lenders are quick to point out 
that foreclosure is not always in their best interest 
Various options to foreclosure do exist. 

40 DECEMBER 1983, E C O N O M I C R E V I E W " 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

December 1983



Delinquent Loan Procedures of the FHA and VA 

The FHA and VA offer some alternatives to 
foreclosure including the FHA's assignment pro-
gram for qualified mortgagors holding its loans. 
The application process alone has been used to 
delay foreclosure. Many lenders feel that such 
delaying tactics have merely forestalled the in-
evitable for some mortgagors. Still, the program 
does help many homeowners who qualify. Under 
this program, the lender or the delinquent mort-
gagor asks the FHA to determine whether the 
mortgagor qualifies and, if so, asks the FHA to 
request the mortgage company to "assign" owner-
ship of the loan to HUD. For qualifying mortgagors 
HUD will buy the loan and arrange for some type 
of forebearance. 

Qualifications are rather strict. The two major 
qualifications are that: (1) the mortgagor must be 
delinquent for reasons beyond his control, and (2) 
he must have a reasonable prospect of making 
full loan payments plus a portion of back payments 
within a specified time. While layoffs and unusual 
expenses are generally valid circumstances for 
meeting the first requirement, being fired usually 
is not. 

Anyone with an FHA loan who is three months 
delinquent can request to be placed in the assign-
ment program. However, the mortgage company 
will first notify the mortgagor that it ^examining 
the case to see if he qualifies for assignment. If 
the mortgagor appears to meet the requirements, 
the lender will request assignment to HUD. In 
turn, HUD will review the qualifications and make 
a decision. If the mortgage company determines 
that the mortgagor does not qualify, it must notify 
the homeowner that he has 15 days to contact 
the FHA and appeal the lender's decision. The 
FHA then makes the final decision. Most requests 
for assignment do come from the homeowners. 

The assignment period with the FHA can last 
for the remainder of the mortgage. However, the 
period of forebearance can last no longer than 36 
months After that, the mortgagor must make full 
monthly payments on the loan together with 
some payment toward back debt. Forebearance 
can range from requiring partial payments to even 
suspending payments altogether for a limited 
time. 

The key factors in getting into the assignment 
programs are "circumstances beyond the mort-
gagor's control" and a "reasonable prospect' of 
resuming payments. The FHA is strict about 
qualifying and about maintaining forebearance 
payment schedules. Should the mortgagor still 
be unable to meet payment obligations, the FHA 
will provide advice on how to best solve the 
problem, perhaps by trying to sell the home. 

Overall, the assignment program offers a "safety 
net" for FHA mortgagors in certain types of 
financial difficulty. Compared to the 1980 re-
cession, the FHA reported a pickup in assignment 
requests beginning in the late summer of 1982. 
This increase continued well into 1983. 

Like the FHA and conventional mortgage com-
panies, the VA may suggest that the mortgagor 
sell the house should circumstances indicate 
that would be best. While the VA does not have an 
assignment program like the FHA on rare occa-
sions it will buy a loan from a mortgage company 
and try to work with the homeowner to set up a 
new amortization plan. But—similar to the FHA 
requirements—it will do so only in such cases as 
those in which the mortgagor is laid off temporarily 
or has been reemployed but cannot quite pay off 
delinquent payments The VA will purchase delin-
quent loans only if doing so is to the government's 
advantage. 

Another alternative that the VA sometimes 
offers to delinquent mortgagors is the transfer of 
title through "deed in lieu." In certain circumstances 
the mortgagor may be able to keep his credit 
record relatively clean by agreeing to this type of 
title transfer. The mortgagor will deed title to the 
VA in lieu of foreclosure and, in turn, the VA agrees 
to wipe clean any remaining debts With this type of 
title transfer, the mortgagor shows no foreclosure 
record. The mortgage company must have the 
VA's approval before initiating these proceedings 
The main incentive that the VA may have is to 
avoid expensive judicial foreclosures. Needless 
to say, "deed in lieu" is very rare in "power of sale" 
foreclosure states. 
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Alternatives 4o Foreclosure 
The most popular alternative to foreclosure is 

for mortgagors to place their home on the market 
and sell it themselves. Federal housing officials 
and lenders say that high mortgage rates prevailing 
during the past recession helped many distressed 
homeowners sell their homes before foreclosure. 
FHA, VA and many conventional mortgages were 
assumed at rates well below the market rate. Of 
'course, not all mortgagors held assumable" low" 
interest-rate loans, but a greater percentage did 
than in the past. In contrast to earlier recessions, 
long-term mortgage rates in 1982 were well 
above the rates of older loans facing foreclosure. 
Often, realtors themselves would buy homes 
with assumable low-interest, mortgages for resale 
purposes. These assumable mortgages frequently 
would not show up in foreclosure figures. From 
this perspective, foreclosure rate statistics under-
estimate the difficulties of homeowners during 
1982. However, these assumable low-rate mort-
gages were made several years ago and have 
substantial equity; these loans are not likely to be 
candidates for foreclosure. 

If a borrowers future employment and income 
look promising, a lender may "try to work some-
thing out." A lender may show increased fore-
bearance if the mortgagor is reinstated at work 
after a temporary layoff. Though it is very rare, the 
lender may even reamortize a loan to lower the 
monthly payment. A homeowner's equity plays 
an important role in forebearance. The greater 
the equity, the greater the risk a mortgagee can 
take. Furthermore, equity can provide for a 
second mortgage to help homeowners through 
temporary financial stress such as a layoff or 
unexpected medical expenses. 

Conclusions 
As a result of high unemployment, residential 

mortgage delinquencies and foreclosures rose 

during the last recession. Delinquency rates 
reached peaks that had not been seen since 
before 1974. Foreclosure rates for the United 
States as a whole were generally comparable to 
1974. Local and regional dif ferences in un-
employment created pockets of greater financial 
stress for homeowners. I n the Southeast, Alabama 
was particularly hard hit. 

As difficult as this recession was for mortgagors, it 
could have been worse considering the high 
unemployment rates. In particular, southeastern 
foreclosure rates were much lower than in 1974. 
Several factors eased the situation. They included ; 
the attractiveness of assumable low-interest mort- , 
gages, tighter credit controls prior to the recession, j 
a smaller percentage of relatively new loans out J 
of total mortgages outstanding, and changes in i 
government regulations affecting foreclosure. 

Yet some of the improvement in foreclosure 
rates is probably illusory. In order to avoid 
foreclosure, many homes had to be sold "under 
duress." Government regulations have lengthened 
the t ime between delinquency and foreclosure. . 
Unemployment's impact on foreclosures will 
probably linger much longer than in previous i 
downturns. Nonetheless, homeowners have greater , 
opportunities to avoid the full weight of fore-
closure. More importantly, judging from the 
figures available for 1983, the recent downtrend , 
in unemployment means that an improvement 
in delinquency and foreclosure rates could be 
imminent.6 

— Gene D. Sullivan 
and R. Mark Rogers 

«•Foreclosure rates did typically rise in the second quarter of 1983 whi le 
del inquency rates cont inued to fall. Industry contacts say that the 
increase in foreclosure rates was a temporary aberration caused by 
pressures within the savings and loan industry to improve balance sheets. 
The more competi t ive savings industry environment is credited for these 
new factors. Contacts maintain that foreclosures and del inquencies are 
still in a down-trend. 
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Appendix: Statistical Evidence 

Both delinquency rates and foreclosure rates were 
regressed against the unemployment rate, seasonal 
dummy variables and a constant. Regressions were run 
over two separate t ime periods: the first quarter of 1974 
through the fourth quarter of 1976 and the first quarter 

of 1977 through the fourth quarter of 1982. Because 
major changes in FHA regulations occurred late in 
1975 and then were instituted primarily during 1976, 
1977 was chosen to represent the structural break over 
time. Tables 4 and 5 show the results of the regressions. 

Table 4. Determinants of Residential Mortgage Delinquency Rates, 
Past Due 60 Days or More (All Lenders) 

United States Southeast 

Sample Period 1974Q1 —1976Q4 1977Q1 —1982Q4 1974Q1-1976Q4 1977Q1 —1982Q4 

Independent 
Variables 

( N = 12) (N = 24) (N = 12) 

Coefficient*/^) 

(N = 24) 

U.S./S.E. 
Unemp. Rate 

0 . 7 7 3 2 7 - 0 0 2 
(1.4081) 

0 .99764 -002 
(2.0136) 

0 .17666-0001 
(1.8216) 

0 .24236-001 
(1.6526) 

SD1**1 - 0 . 8 2 5 7 4 - 0 0 1 
( -4 .2857) 

-0 .92701 - 0 0 1 
( -10 .8220) 

-0 .82141-001 
( -2.8388) 

-0 .59077 -001 
( -3.6380) 

SD2 -0 .14729+000 
( -7 .6243) 

-0 .12805+000 
( -13.5810) 

-0 .14016+000 
( -4 .6281) 

-0 .12365+000 
( -6.8571) 

SD3 - 0 . 4 8 0 6 6 - 0 0 1 
( -2 .5268) 

-0 .23021 - 0 0 1 
( -2 .8315) 

-0 .30333 -001 
( -1 .1023) 

-0 .39899 -003 
(0.0258) 

Constant 0 .78855+000 
(18.145Q) 

0 .74508+000 
(8.1709) 

0 .64549+000 
(8.4284) 

0 .66514+000 
(5.4318) 

Rho*** 0 .2703+000 
(0.0937) 

0 .92072+000 
(11.5590) 

0 .25987+000 
(0.9323) 

0 .81111+000 
(6.7937) 

Summary Statistics 

R 2 .8477 .9459 .7267 .8512 

R 2 - A d j u s t e d .7607 9345 .5705 .8198 

Standard Error 
of the Estimate 0 . 2 3 5 5 0 - 0 0 1 0 .21649 -001 0 .37983-001 0 .39315-001 

Durbin-Watson 1.9343 2.2414 1.7914 2.2414 

"Coeff ic ients are expressed in scientific notation. 
" S D 1 , SD2, and SD3 refer to seasonal dummy variables. 

" • T h e equations are est imated using the Cochrane-Orcutt procedure. Rho is est imated using a maximum likelihood estimation technique. 
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Table 5 . Determinants of Residential Mortgage Foreclosures Started as a Percentage of All Mortgages 

United States Southeast 

Sample Period 1974Q1 —1976Q4 1977 Q1 —1982 Q4 1974Q1 —1976Q4 1977Q1 —1982Q4 Sample Period 
(N = 12) (N = 24) (N = 12) (N = 24) 

Independent 
Variables CoefficientV(t) 

U.S./S.E. 
Unemp. Rate 

0 . 2 1 8 2 2 - 0 0 2 
(0.3495) 

0 . 15853 -001 
(4.9506) 

0 . 8 8 1 4 4 - 0 0 0 3 
(0.0839) 

0 . 1 7 0 0 2 - 0 0 1 
(2.4590) 

SD1** - 0 . 7 4 3 7 0 - 0 0 2 
( -0 .8689) 

- 0 . 1 4 5 5 7 - 0 0 1 
( -2 .7999) 

- 0 . 1 6 7 1 0 - 0 0 2 
( -0 .0790) 

- 0 . 1 5 9 2 1 - 0 0 1 
(2.1632) 

SD2 - 0 . 1 5 0 2 1 - 0 0 1 
( -1 .6624) 

- 0 . 1 4 5 9 5 - 0 0 1 
( -2 .5514) 

- 0 . 1 5 7 5 4 - 0 0 4 
( -0 .0007) 

- 0 . 9 8 2 7 1 - 0 0 2 
( -1 .2025) 

SD3 - 0 . 2 0 6 8 5 - 0 0 1 
( -2 .7313) 

- 0 . 1 6 8 8 1 - 0 0 1 
( -3 .3966) 

- 0 . 2 3 1 9 1 - 0 0 1 
( -1 .1200) 

- 0 . 1 1 0 9 7 - 0 0 1 
( -1 .5830) 

Constant 0 .20145+000 
(4.14230) 

0 . 5 6 9 7 3 - 0 0 1 
(2.2774) 

0 .26180+000 
(3.2820) 

0 . 5 8 7 9 3 - 0 0 1 
(1.0054) 

Rho*** 0 .88938+000 
(6.7391) 

0 .59016+000 
(3.5813) 

0 .59118+000 
(2.5391) 

0 .83343+000 
(7.3883) 

Summary Statistics 

R 2 .8179 .8316 .4018 .7589 

R 2 - A d j u s t e d .7138 .7961 .0600 .7081 

Standard Error 
of the Estimate 0 .14096 -001 0 .11296 -001 0 .31121 -001 0 . 1 8 0 0 7 - 0 0 1 

Durbin-Watson 1.2126 2.0094 2.0736 2.0966 

•Coeff ic ients are expressed in scientific notation. 
*SD1, SD2, and SD3 refer to seasonal dummy variables. .. . n i l o 
•The equations are est imated using the Cochrane-Orcutt procedure. Rho is est imated using a maximum l ikel ihood estimation technique. 
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