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What did Countrywide do wrong?



Countrywide Timeline



Housing Market Bubble
● The expansion of homeownership increased demand for both new and exciting 

homes and forced prices upward, creating the housing bubble

● The housing bubble spanned from 1994-2006 but reached a height between ‘03 

and ‘06

● During this time, there was a steady increase in revenue and positive net earnings

● 2006 was the peak of the housing bubble

○ In 2006, housing values had increased on average some 16% over the previous year

● The housing bubble “burst” in 2007 when there was a large decrease in revenue 

○ With appreciation in home prices coming to an end, customers found their previously sold 

mortgages/properties underwater



Financial Performance
● Strong financial performance 

from 2003 to 2006

○ Steady increase in revenue -> 

positive net earnings

● Large decrease in revenue in 

2007 (approximately $5 million 

loss)

● Shareholders were pleased until 

2007

○ 2007 was Countrywide’s first year 

of loss

○ Due to origination of subprime 

mortgages and no-down payment 

loans (hidden risks did not come 

up until real estate value rose in 

2006)

● From 2002 to 2007, 

Countrywide’s assets grew from 

$58 million to $211 million



Financial Performance
Conventional conforming: any loan 

offered through a private lender

Conventional Nonconforming: loans 

above conforming loan limit; higher 

down payment, higher interest rate, etc. 

Fha/Va: guaranteed by Federal Housing 

Administration or Veteran 

Administration

Heloc: Home Equity Line of Credit

Subprime: loan issued to borrowers 

with low credit scores; comes with 

higher interest rates because of risk

**Explosive growth in 2001- tripling!

2004-2006- most subprime mortgages for Countrywide



Scenario Planning
● Countrywide did not anticipate the housing market to plummet when it did

○ Due to Countrywide illegally selling mortgages to customers who could not afford them, these 

mortgages went underwater 

● Countrywide did not pay attention to key economic factors either

○ They did not expect the housing bubble to burst and had not planned for it financially 

● They did not account for environmental factors

○ They counted on the world not changing 

○ They did not expect changes in laws 

■ ex: laws against redlining to emerge; different Acts that came out to battle social injustice in 

this industry

● Buy low - get out strategy



Future Environmental Conditions
In order for Countrywide’s strategy to succeed, they relied on:

● The Housing Bubble to continue

○ They did not prepare for the Bubble to burst as a result of the Financial Crisis of ‘08

○ Relied on continued high prices in the housing market

○ Relied on the Housing Bubble to mask predatory loan practices

● The regulations of subprime mortgages staying the same

○ Issued many subprime mortgages in order to widen the sales net

○ Real estate values rising masked the risk of default closures and high risk loans



Federal Policies
● “Redlining”

○ Systematic racial discrimination against minority consumers living in low-income 

neighborhoods (this discouraged loan origination)

○ Countrywide sold mortgages to low income families anyway without explaining risks

● Community Reinvestment Act and Home Mortgage Disclosure Act

○ Goal was to remedy social injustice in housing and lending



Consequences of Housing Bust
Consequences for MBS and CDO holders:

● The securities now had little value

● Unable to back the insurance guarantees that supported the AAA to B bond 

ratings assigned to MBSs

Consequences for Borrowers

● They faced defaults, delinquencies, and foreclosures

● 10-14% of all single family homes in the US in 2007 were underwater

Consequences for Loan Originators

● Experienced losses, went into bankruptcy or conservatorships



Current Mortgage Industry/Other Bubble
● Homes selling very quickly & at high prices 

○ High demand, limited supply 

○ Mortgage rates low but modestly rising

● Subprime mortgages now called nonprime mortgages 

● Increasing interest in these mortgages

● Tighter regulations

○ Better underwriting standards

● Stock market

○ “Fully fledged epic bubble”- Jeremy Grantham GMO Investment Company (NY Times)

○ Stocks at very high value

○ Some believe market will crash without government stimulus 

○ Others believe the pandemic will resolve soon and business growth will occur



Current Government Policies
● The Dodd-Frank Act of 2010

○ Created the Consumer Finance Protection Bureau 

○ Qualified Mortgage

■ Follow strict guidelines and get legal protection 

● Economic Growth, Regulatory Relief and Consumer Protection Act

○ Smaller banks/credit unions do not have to follow strictest underwriting regulations

● CARES Act

○ Mortgage forbearance

■ Pause on mortgage payments

○ Temporary foreclosure halt

● American Rescue Plan Act

○ $27 billion in rent relief, $10 billion in mortgage payment relief, $5 billion to combat homelessness

○ Help avoid foreclosure and pay mortgage, utilities, taxes, etc.  



Discussion Questions
● What was a better strategy Countrywide could have used?

● Are there any industries you know of that are currently in a “bubble”?

● What indicators did Countrywide ignore throughout the bubble?

● What lessons can companies today learn from Countrywide’s mistakes?
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