


NOTES: 
• The subprime share is far from uniform across the country, but more than half of the states (27) have a double-digit share. 

• Serious delinquency rates on subprime loans are high everywhere, but 19 states have a 20 percent or greater rate. 

• There is a strong positive correlation between states with high serious delinquency rates on subprime mortgages and those with the biggest 
house price declines. 
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 SUBPRIME SHARE OF MORTGAGES 
4T H QUARTER 2008 

SERIOUSLY DELINQUENT SUBPRIME MORTGAGES 
4T H QUARTER 2008 

  4.29% to   8.00%
  8.00% to 10.00%
10.00% to 12.00%
12.00% to 16.30%

 

North Dakota 4.29% South Carolina 10.75%
Montana 5.05% Missouri 10.80%
South Dakota 5.89% Hawaii 10.87%
Vermont 6.97% Connecticut 10.89%
Wyoming 7.43% Kentucky 10.90%
Iowa 7.46% Oklahoma 11.04%
Nebraska 8.16% Maryland 11.10%
Idaho 8.23% Georgia 11.14%
Washington 8.38% West Virginia 11.47%
New Mexico 8.54% Illinois 11.53%
Arkansas 8.60% United States 11.68%
Minnesota 8.66% New York 11.76%
Wisconsin 8.74% California 11.99%
Virginia 8.82% Texas 12.05%
Oregon 8.88% Maine 12.11%
District of Columbia 8.99% Rhode Island 12.40%
Alabama 9.10% Pennsylvania 12.67%
Kansas 9.11% Tennessee 12.68%
North Carolina 9.35% Michigan 12.76%
Utah



 
 

 
 
 
 

Region in Focus: The Midwest  
 

REGION IN FOCUS 
 
*The Midwest region 
includes IA, IL, IN, KS, 
MI, MN, MO, ND, NE, 
OH, SD, and WI. 
 
**All Region in Focus 
graphs contain data 
gathered from BLS, First 
American CoreLogic, 
LoanPerformance HPI, 
and MBA. 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Indiana’s economy has taken a turn for the 
worse, with job losses accelerating 
dramatically in recent months.  Manufacturing 
is contracting at a particularly rapid pace, 
although most of the state’s other industries 
are also declining.  The state is also home to 
the metropolitan statistical area (MSA) with 
the highest unemployment rate in the nation, 
Elkhart-Goshen, which had an 18.0 percent 
unemployment rate in February as a result of 
the collapse of the recreational vehicle 
industry. Only education, healthcare, and 
government are relatively stable, but these 
sectors are weaker in Indiana than they are in 
the rest of the nation.  Despite the weak labor 
market, house prices have only declined 
modestly, but credit conditions lag the 
national performance. 
 
Because of the heavy dependence in the state 
on manufacturing, unemployment rates are 
worse than the national average.  In February, 
the state’s unemployment rate averaged 9.4 
percent on a seasonally adjusted basis (up 
from 5.0 percent a year earlier).  This 
compares with a national average of 8.1 
percent.  In the states' largest MSA, 
Indianapolis, the unemployment rate stood at 
8.2 percent in February, significantly above 

the year-earlier level of 4.5 percent.  The 
state’s other major MSAs also saw increases 
in their rates; Anderson  and Terre-Haute both 
increased by 4.1 percentage points to 10.9 and 
10.4 percent, respectively, Kokomo rose by 
6.1 percentage points to 12.8 percent, and 
South Bend increased by 5.3 percentage 
points to10.9 percent. 
 
According to Moody’s Economy.com, 
existing home sales in the state have fallen 
much faster than both the national and 
regional averages.  Home sales declined by 
8.3 percent between the third and fourth 
quarters of 2008, in line with the regional 
decrease of 8.0 percent, but worse than the 
national decline of 5.5 percent over the same 
period. 
 
According to data from First American 
CoreLogic’s LoanPerformance House Price 
Index (LP HPI), home prices in the state 
decreased by a relatively small 1.2 percent 
from January 2008 to January 2009 – an 
anomaly considering the sharp drop in sales 
and declining economy. 
 

(Continued on pg. 9) 
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The Midwest economy continues to weaken in step with the nation.  The Great Lakes states are 
enduring the most challenging conditions, while the Plains states, in general, are more stable.  
Economic activity, as described in the most recent Federal Reserve Beige Book reports that cover the 
Midwest states, mirrors national trends, with plummeting manufacturing production, declining shipping 
volumes, rapidly deteriorating labor markets, weakening retail spending, and continuing declines in 
residential and commercial construction and home sales. 
 
During February, the regional seasonally adjusted unemployment rate in the Midwest stood at 8.6 
percent, a significant increase from year-earlier levels of 5.4 percent.  During the same period, the 
national unemployment rate increased from 4.8 to 8.1 percent.  (Note: The Bureau of Labor Statistics 
recently estimated that the national unemployment rate rose to 8.5 percent in March.  As of this writing, 
comparable state and local numbers were not yet available.)  
 
Existing home sales in the region fell precipitously during the fourth quarter.  According to data from 
the Census Bureau and the National Association of Realtors (NAR), total home sales declined by 8.0 
percent during the quarter, exceeding the national decline of 5.5 percent.  Moreover, figures on just new 
sales thus far in the first quarter don’t show any improvement, with declines of 6.8 and 9.1 percent in 
January and February, respectively.  Nationally, new home sales rose by 4.7 percent in February, 
although warmer-than-normal temperatures that month may have been responsible.  Consistent with 
other areas in the nation, house prices have continued to weaken in the Midwest states, albeit at rates 
generally less than in other regions of the country. 

 

Indiana 



 
 

 
 

 
 
 
 

Region in Focus: The Midwest   
 

A sharp contraction in manufacturing is 
pushing Iowa deeper into recession.  The 
abrupt downturn has led business to 
retrench, sending industrial production to a 
six-year low.  Iowa’s largest manufacturer, 
Deere and Co., has been hit hard over the 
past year because of weakness in the 
national construction and forestry 
industries.  New orders for the state’s 
manufactured goods are sliding, suggesting 
worse is still to come.  Construction’s 
decline also accelerated in late 2008, as 
residential permits fell to their lowest since 
the early 1990s.  Farming is relatively 
strong, helping keep services resilient, but 
falling agriculture prices pose a formidable 
threat. 
 
Like most other states, unemployment in 
Iowa is increasing, but at a rate much less 
than the national average.  It is likely to 

continue to increase, as the nation’s 
recession deepens, but probably by less than 
the nation as a whole.  In February, the 
unemployment rate averaged 4.9 percent in 
Iowa, a full percentage point higher than its 
year-earlier level.  In the state’s largest 
MSA, Des Moines, the unemployment rate 
rose to 5.2 percent, compared with a year-
earlier level of 3.9 percent.  The Dubuque 
MSA dubiously leads the state with an 
unemployment rate topping out at 6.5 
percent in February, up from 4.7 percent a 
year earlier. 
 
According to LP’s HPI, home prices in the 
state were effectively unchanged from 
January 2008 to January 2009, rising by 
only 0.1 percent.  In the Des Moines MSA, 
home prices declined by 0.8 percent over 
the same period. 
 

(continued on pg. 10) 
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 Indiana ( cont inued) 
 Credit conditions in Indiana are worse than 

the national average.  According to the 
Mortgage Bankers Association (MBA), 
10.59 percent of all mortgage loans were 
past due in the fourth quarter compared 
with a national average of 8.63 percent.  
Likewise, 1.16 percent of all mortgage 
loans in the state entered the foreclosure 
process during the fourth quarter of 2008.  
This compares with a national average of 
1.08 percent.  Loans rated as seriously 

delinquent (those 90 days past due or in 
foreclosure) totaled 7.31 percent in the 
fourth quarter.  For the nation, this 
measured 6.30 percent.  The subprime 
market in the state is also performing worse 
than the national average.  At the end of the 
fourth quarter of 2008, 25.75 percent of all 
subprime loans were past due while the 
serious delinquency rate on subprime was 
22.32 percent.  Nationally, these figures 
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Iowa (cont inued) 

Michigan 

Credit quality in Iowa is declining, but not 
nearly as severely as the national average.  
According to the MBA, 0.64 percent of all 
mortgage loans in the state entered the 
foreclosure process during the fourth quarter 
of 2008, much below the national average of 
1.08 percent. Loans rated as seriously 
delinquent totaled 4.05 percent in the fourth 
quarter, also below the national average of 

6.30 percent.  Iowa’s subprime market 
is declining, but is still performing 
better than the national average.  At the 
end of the fourth quarter of 2008, 23.45 
percent of all subprime loans were past 
due while 19.21 percent were seriously 
delinquent.  This compares with 
national averages of 23.89 and 23.11 
percent, respectively. 
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The Michigan economy has been in a deep 
recession that began prior to the start of the 
national downturn in December 2007.  The 
state’s contracting auto industry and the 
national downturn have led to large job losses 
in the state and declining industrial production.  
Michigan’s major industries are heavy 
manufacturing, primarily in the auto industry, 
as well as government, professional/business 
services, and education and health services.  
With the exception of education and health 
services, all of the other major industries in the 
state saw sharp declines in their economic 
fortunes during the fourth quarter of 2008. 
 
The Michigan economy is expected to continue 
to slide this year as automakers slash costs and 
payrolls, and other segments of the state 
economy feel the effects of the national 
recession.  With sales sinking to multi-decade 
lows and Chrysler and General Motors (GM) 
struggling to survive, the restructuring plan 

submitted to the government in mid-March will 
impact Michigan far more than any other state.  
GM will eliminate 3,400 salaried jobs in the 
U.S., is offering buyouts to its 62,000 hourly 
U.S. workers, and will close five more plants in 
addition to the nine plants it had targeted for 
closure previously.  Chrysler is seeking to 
reduce its payrolls by 3,000 and is offering 
buyouts to all of its hourly workers.  Ford also 
is offering buyouts and early retirement to its 
42,000 U.S. hourly workers.  Auto suppliers 
will shrink further as well.  Among the biggest 
hits in the state is the closure of Delphi’s 
Saginaw plant at a cost of nearly 800 jobs. 
 
In February, the states’ unemployment rate 
averaged 12.0 percent, the highest of any state 
in the nation.  This represented a substantial 
increase from the year-earlier level of 7.4 
percent. 
 

(continued on pg. 11) 
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In the Detroit-Warren-Livonia MSA, the 
state’s largest, the unemployment rate has 
risen to 13.6 percent from 7.5 percent a year 
earlier.  On the other side of the state in the 
Muskegon-Norton Shores MSA, 
unemployment has risen to 14.2 percent from 
7.9 percent a year earlier.  In Ann Arbor, the 
center of the state’s education industry, the 
unemployment rate has also risen 
substantially, although by less than many 
other parts of the state.  In the fourth quarter, 
the unemployment rate rose to 7.4 percent 
from 4.9 percent a year earlier. 
 
According to Moody’s Economy.com, 
existing home sales in the state surprisingly 
rose by 3.6 percent during the fourth quarter.  
This was better than the Midwest region as a 
whole, which saw a 5.5 decrease for the 
period.  There was great variance across the 
state, however.  The Detroit MSA actually 
saw an improvement in sales, rising by 2.8 
percent – probably boosted by foreclosure and 
short sales.  On the western side of the state in 
Muskegon, sales jumped by 30.1 percent 
during the quarter – almost certainly on the 
back of foreclosure sales.  In Flint, an MSA 
heavily dependent on GM manufacturing 
activity, sales were little changed at -0.2 
percent.  In the Battle Creek MSA, home to 
cereal-maker Kellogg, sales continued their 
decline by falling at a 28.7 percent rate during 
the fourth quarter – the biggest drop in the 

state.  Across the state’s 16 MSAs, nine saw 
declines in existing home sales over the fourth 
quarter (averaging -9.9 percent), while the 
remaining seven MSAs saw gains (averaging 
+17.8 percent). 
  
According to data from LP’s HPI, home prices 
in the state decreased by an annual rate of 9.1 
percent over the 12 months ending in January 
2009.  Nationally, prices fell by 11.6 percent 
over the same period.  In Detroit, prices fell 
over the period by 3.4 percent, while in the 
major suburb of Warren-Troy-Farmington 
Hills, house prices dropped by 11.0 percent – 
the most in the state. 
 
Credit quality in Michigan is substantially 
below the national average.  According to the 
MBA, the rate of foreclosures started in the 
state was 1.24 percent during the fourth 
quarter.  This compares with a national 
average of 1.08 percent.  The delinquency rate 
on all loans in Michigan was 11.08 percent, 
much above the national average of 8.63 
percent.  Seriously delinquent loans totaled 
7.71 percent in the fourth quarter.  For the 
nation, this measured 6.30 percent.  At the end 
of the fourth quarter, 29.53 percent of all 
subprime loans were past due, while 24.63 
percent were seriously delinquent.  The 
national averages were 23.89 and 23.11 
percent, respectively. 
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patterns are shown in figure 1 (note that rather than 
using the official recession dates, we use the periods in 
which serious delinquency rates were rising).  
 

Statistical correlations show these relationships more 
formally.  Correlations range between -1 (a perfect 
negative correlation) and +1 (a perfect positive 
correlation), while a correlation of 0 would indicate 
no relationship at all.  The bigger the number (either 
positive or negative), the stronger is the relationship.  
Table 1 shows the correlations between serious 
delinquency rates and house price appreciation and 
the unemployment rate (separately).  In each of the 
four housing downturns shown, the unemployment 
rate has both a high correlation and the expected sign.  
For house price appreciation, on the other hand, the 
correlation is both big and has the expected sign only 
in two of the housing downturns.  It may be, 
however, that because national house prices usually 
don’t decline the relationship between house price 
appreciation and serious delinquency rates is hidden.  
It may be more useful to look at state-level data, 
where there have been a number of episodes of 
significant house price declines. 
 

(Continued on pg. 14) 
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Correlation with Serious Delinquency Rate 

 House Price Appreciation 
Rate 

Unemployment 
Rate 

1980Q1-1982Q4 -0.87 0.90 
1990Q3-1992Q4 0.00 0.66 
2001Q1-2003Q3 0.37 0.71 
2007Q4-2008Q4 -0.64 0.99 

Average -0.29 0.81 

Table 1 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Special Topic (Continued from cover page) 
  

According to the Mortgage Bankers Association 
(MBA), the serious delinquency rate on residential 
mortgage loans (those 90 days or more past due plus 
those in foreclosure) skyrocketed by nearly 4 
percentage points to a record 6.05 percent at the end 
of 2008. Historically, most of the rise in serious 
delinquency rates at the national level could be 
explained by the increase in unemployment rates – 
augmented at the state level by home price behavior 
(because while national home prices didn’t decline, at 
least until this cycle, state home prices did).  But can the 
recent increase in unemployment rates and drop in home 
prices fully explain the surge in serious delinquency 
rates, or are there other factors at work? 
 

The combined evolution of house price appreciation, 
unemployment rates, and serious delinquency rates tends 
to follow a common pattern during recessions.  First, 
house price appreciation slows, and then unemployment 
rates increase along with a rise in serious delinquency 
rates on home mortgages (that usually don’t culminate 
until after the peak in unemployment rates and the 
trough in house price appreciation).  The 2001 recession 
was unique, however, in that the rate of house price 
appreciation increased rather than slowed.  These 
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Figure 1: National Delinquency Rates vs. Unemployment  
        Rates and House Price Appreciation 



Texas 
In the late-1970s-to-early-1980s period, house 
prices in Texas appreciated rapidly as the oil 
industry boomed.  Oil price gains slowed sharply 
beginning in 1981, and then collapsed in the mid-
1980s, plunging the domestic oil industry into a 
severe recession.  Texas was at the epicenter of 
the industry shakeup, which cost thousands of 
workers their jobs.  Unemployment rates rose 
from 6.2 percent at the end of 1984 to 9.3 percent 
by the end of 1986, while home prices dropped 
by 14.6 percent from peak-to-trough.  As a result, 
serious delinquency rates tripled by the fourth 
quarter of 1987 (see figure 2). 
 

 

 
 

 
 
 
 

Massachusetts 
The technology market in Massachusetts, 
centered in Boston and its suburbs, expanded 
rapidly throughout the 1980’s and then stalled 
suddenly in 1989.  The loss of jobs cost people 
their homes and drove buyers out of the market.  
The unemployment rate rose from 4.3 percent to 
7.5 percent and home prices fell by 14.8 percent 
(peak-to-trough), causing serious delinquency 
rates to triple (see figure 3). 
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Figure 2: Texas Delinquency Rates vs. Unemployment  
   Rates and House Price Appreciation 
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Figure 3: Massachusetts Delinquency Rates vs. Unemployment  
Rates and House Price Appreciation  

 

Source: Loan Performance / BLS / MBA
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California 
The end of the Cold War brought about a recession 
in the defense, aerospace, and technology industries 
in Southern California in the early-1990s.  The loss 
of employment reduced demand for homes, and 
foreclosures increased the supply of homes on the 
market.  Unemployment rates in the state rose from 
5.2 percent in the first quarter of 1990 to 9.9 percent 
during the fourth quarter of 1992, while home prices 
dropped by 13.0 percent from mid-1991 to early-
1996. In response to these moves, serious 
delinquency rates almost tripled from the first quarter 
of 1990 to the first quarter of 1996 (see figure 4). 
 
Conclusions 
Correlations based on these state-level data during 
prior periods of housing and mortgage distress show 
similar results to those on the national level with 
respect to the unemployment rate (see table 2).  But 
the house price appreciation correlations are 
significantly larger than at the national level, with 
the expected negative sign. 

 

 
 

 
 
 
 

The surge in serious delinquency rates over the past 
three years, however, appears to be larger than can  
be explained with these unemployment and house  

price correlations.  Moreover, the timing isn’t right – 
as the rise in delinquencies began before the 
increase in unemployment rates and the drop in 
house prices.  As a result, it seems that there is 
another (or more than one) factor at work pushing 
serious delinquency rates up.  Likely candidates 
include the changed mix of mortgage products 
(increasing use of subprime and Alt-A loans), an 
increase in mortgage fraud (aided by a rise in 
investor and no- or limited-documentation loans), 
and perhaps a shift in consumer attitudes with 
respect to the acceptability of mortgage default.  
Whatever the cause, the continued rise in 
unemployment rates and decline in house prices 
suggest that the peak in serious delinquency rates 
has not yet occurred.  Moreover, the other factors 
that have acted to push delinquencies up are 
probably still present.  These may be offset, at least 
to some extent, by increased loan modification 
efforts.

Special Topic (Continued from page 14) 
  

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Figure 4: California Delinquency Rates vs. Unemployment  
       Rates and House Price Appreciation 

 
 
 

Correlation with Serious Delinquency Rate 

 House Price Appreciation 
Rate 

Unemployment 
Rate 

Texas   1983Q4-1987Q4 -0.63 0.82 
Massachusetts   1989Q3-1992Q1 -0.32 0.93 
California    1989Q3-1996Q1 -0.78 0.55 

   
Average -0.58 0.77 

Table 2 
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Source: Loan Performance / BLS / MBA
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