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Abstract

Subprime mortgages obtained for the purpose of residential real estate speculation was one of the main reason which led to the global economic crisis , and in conclusion to the Australian mortgage crisis.

Based on the analysis and resources, turned out that, the main reason for this situation was the irresponsible credit allowance in the year prior to the crisis. In order to redress this situation, a complete analysis of the current conditions is needed and an accurate strategy must be applied.

As a result of the actions stated above, the entire world was led into a difficult situation, thanks to some actions of certain groups, pursuing their own interests. Specifically, the Australian market got stuck and the citizens were abused.

Australia Faces Its Subprime Mortgage Scandal

A subprime mortgage is the type of mortgage, which is usually given to the borrowers with the poor credit ratings. As a result, a low credit rating of a borrower does not offer standard mortgage terms, because the lender assesses the risk of the default by such borrower more above the average. Lending institutions often charge interest on subprime mortgages at a higher rate than on standard mortgages to compensate for the risk of the inability to repay.
The subprime mortgage loan differs from the standard that is given to the borrower with the unreliable or very short credit history, which is not able to receive the standard loan in order to buy a house, as he is recognized as insolvent. Moreover, the interest rate is "floating" and depends on the certain macroeconomic parameters. By the logic of banks, the non-payments are always possible to be covered by the sale of the property, which is pledged. Such scheme was the most widely distributed in the United States before the general economic downturn and the property prices fall. 
Subprime mortgage crisis is the financial and economic crisis, which is characterized by the increases in the number of defaults on the high-risk mortgage loans, by the increases in the number of frequent cases of alienation of the mortgaged property by banks, and caused by them, by the securities prices fall, backed by the subprime mortgages (Sabry F. and Schopflocher T.).
The subprime mortgage scandal had already taken place before – it was a part of the global financial crisis in the US in 2007-2012. Among the causes of the mortgage crisis there was a number of factors which were specific for the both of the credit market and the real estate market, which have been observed for a number of years. Among these factors, known by the experts, there were:

1. Inability of the house owners to fulfill obligations of the mortgage loans 

2. Excessive construction during the boom
3. The issue of mortgage products with a high level of risk
4. The rising a number of the private companies and creditors
5. A significant increase in the level of debt in both personal and corporate finances;

6. The creation of financial products, which spread out, to  hide the risks of default on mortgages
7. Unsatisfactory methods of money market and real estate market regulation
8. Inadequate government regulation (Bianco K.).
Subprime mortgages obtained for the purpose of residential real estate speculation, had been named as one of the factors that caused the global economic crisis, which, in turns, led to the mortgage crisis in Australia. Australian banks have lost a great share of respect from the citizens` side due to this incident. In august they had to “forgive” the mortgage debts of their borrowers due to the unreliable information given by the brokers. In june the banks had to start the confrontation with the lenders and borrowers as more and more reports were being received. After the Senate inquired post-GFC banking sector, fraudulent practice of the following model was discovered: some bank departments provided these loans to insolvent people, in the same time falsificating the documents as the grounds for it. Also the information on the increase of the number of loans approvals suddenly became to spread around. The biggest disguise of the citizens was caused by these fraud actions involving elderly Australians that could not have the possibility to pay this loan back having just age pensions or carriers allowances as the sources of income (Onselen N.).
Moreover, the National Party Senator, John Williams claimed that he would set up the investigation of the Royal Commission. He said “If only 10 per cent of what comes in to my office is true . . . we have a problem and we should have a royal commission” (Onselen N.). “At the present moment, the banks reluctantly collaborate. Some of them refuse to provide the borrowers granted a mortgage their papers along with the copies attached, the others claim their papers were destroyed completely. 

Kate Thompson, a former mortgage broker facing charges now admitted this fraud practice of her. She said all the mortgage brokers involved in the scandals are corrupt and intend to protect each other. 
Initially, those brokers targeted at old people or small businesses, or on self-employed workers that usually lack necessary documentation to be able to be granted a mortgage. They invented factual stories and made up fake papers. But with the time, this event became way too widespread. Denise Brailey, a member of the Banking and Finance Consumers Support Association said: "I received 4,000 emails, and in those emails from the banks to the brokers you'd see clearly bank officers instructing the brokers how to have no-loan mortgage insurance, no income necessary, no assets and liability, virtually just get a signature on a document, send it in and we'll give this person, no matter what their income or affordability criteria is, give them a $500,000 loan,", as she was the one investigating this case.( Long S.).
As it turned out, those low-doc loans were legal for the businessmen (self-employed people) holding a special so-called ABN number. What the Australian mortgage brokers did was making an ABN number online for every subject willing to get a loan and simply adding it to the form of whoever it was. 
Michelle Matheson, a victim of this situation, said in the interview that she was advised to buy a house by one of the mortgage brokers. Being a single mother working on a part-time basis she was surprised filling in the application form with a line “self-employed applicant” on it. It also showed the amount of income bigger than the real one was. Being in a hopeless position, she was forced to work for up to 90 hours per week to be able to pay the loan. Michelle Matheson got into debts and now lives in a demountable in the park. The stories of other victims were similar.
Ms Brailey stated she has around 500 cases with fake documents. She is insisting on the Royal Commission investigation. Ms Thompson mentioned some bank officers who were even signing the application forms themselves in her office (Quinn J.).
The three main catalysts for the similar mortgage crisis in the USA were:

1.  
Cash inflow from the private sector
2. The banks’ entering to the market of mortgage bonds
3. Predatory lending, particularly the subprime mortgages (a loan with a variable interest rate, valid for 30 years, while the interest rate is fixed for the first 2 years).( Leonnig, Carol D.,).
Among a list of delusions and incorrect assumptions, which could cause the subprime mortgage crisis, the following can be named:

1. Real estate prices cannot fall sharply
2. Unregulated open financial markets provide efficiency and stability of the economic system, an innovative method of developing new types of credit and financial instruments can direct funds to the most profitable and efficient investment
3. The physics and mathematics concepts can be used to create financial models of markets and for risk assessment
4. The imbalance of the economy such as a significant trade deficit and low savings does not affect the stability of the market
5. The shadow banking system and derivatives markets do not need a stronger government regulation (Liebowitz, S.).
Therefore, later the chief executive officer or MFAA had rejected the inquiry for the Royal Commission. He claimed that the spokesman`s calls were unwarranted. Also he noted that the media doesn`t have to call it a subprime scandal and compare it to the looking alike one in the USA in 2007. He denies the fact of existence of subprime lending in Australia, though confirms the fact the frauds took place (Dann C.).
That is a tragic situation coming from a crisis and turning into it at the same time. As seen from the interview, some of the figures of these events feel their guilt and, even if they can not give the people back their lost houses, are at least willing to help the investigation. Personally I hope that everyone responsible for this fraud will be punished accordingly and the Australian government will find a way to return the victims their homes. Moreover, I believe the measures will be taken to prevent such frauds in future and those “holes” in the laws letting this happen will be removed.
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