The Good and Bad News

By Harlan Green

The delinquency rate for mortgage loans
on one-to-four-unit residential properties
dropped to a seasonally adjusted rate of
9.85 percent of all loans outstanding as of
the end of the second quarter of 2010, a
decrease of 21 basis points from the first
quarter of 2010, and an increase of 61 basis
points from one year ago, according to the
Mortgage Bankers Association’s (MBA) Na-
tional Delinquency Survey.

“These latest delinquency numbers con-
tain a mixture of somewhat good news and
somewhat bad news. The good news is that
foreclosure starts are down and the inven-
tory of homes anywhere in the process of
foreclosure fell for the first time since 2006
and had the largest drop since 2005. The
fact that both the 90+ delinquency rate fell
and the foreclosure start rate fell means that
a significant number of these seriously de-
linquent loans have been successfully modi-
fied and reclassified as performing, current
loans,” said Jay Brinkmann, MBA’s chief
economist.

Of course the recent recession and burst
housing bubble have contributed to much
of the foreclosure problem, but studies by
the FDIC have shown deeper, underlying
causes. In fact, the foreclosure rate has been
rising since the 1970s, when it was as low as
0.2 percent.
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Look Before You Leap

By Elaine Abercrombie
President of the Santa Barbara
Association of REALTORS®

make an offer.

neighborhood.

Finally, do secure loan pre-approval, because you'll need to move quickly once you've

found your ideal property. With your REALTOR® as your field guide, your hunt

should be successful!

If you have any questions or would like more information
please call Elaine ar 805-450-0086.

If my recent column about the three types of foreclosures
peaked your interest in making such a purchase, read on to learn
a few of the common mistakes to avoid when you're ready to

First, don’t get caught up in a bidding frenzy. Banks may
under-price their offering, hoping to generate multiple bids and
sell quickly. Don’t get overexcited - there’s another foreclosure to bid on tomorrow!

Second, don’t underestimate your repair costs. Carefully read the inspection report,
and factor in an additional 10-20 percent of the purchase price for unexpected repairs.

Third, don’t ignore the “comparables” for similar properties in the area. If there are
abundant foreclosures in the neighborhood, be sure that you have the latest home prices
to compare against, and keep your offer at or below those figures.

Fourth, if you're buying for the short-term because you may relocate or upgrade in a
few years, don’t go house hunting in a neighborhood full of foreclosures. These proper-
ties may continue to decline in value, meaning you may have to sell at a loss in the near
future. Protect your investment by purchasing the only foreclosed home in a better

So-called underlying causes are worth
studying because many factors go into the
foreclosure pot besides the usual reasons of
divorce and job loss. And though underly-
ing causes may not directly precipitate a
foreclosure, they make economic shocks
such as job losses incurred during recessions
harder to weather. There is, of course, a
direct correlation between job losses and
unemployment. Florida and Nevada with
12 and 14 percent unemployment rates,
respectively, also have the highest delin-
quency rates.

The most obvious underlying trend stud-
ied by the FDIC is the rise in loan amounts
as a percentage—or loan-to-value (Itv)—of
the purchase price. The average ltv for new
mortgages has risen to almost 80 percent,
from as low as 58 percent in the 1950s.
This has particularly hurt homeowners who
have tried to refinance or sell their home
during this recession, when home prices
have plunged more than 30 percent.

Another startling fact is the rise of mort-
gages not serviced by their lenders—i.e.,
that have been sold to investors. Today, 60
percent of new mortgages are sold to inves-
tors in the so-called secondary markets,
when it was below 20 percent in the 1970s,
according to the FDIC. This larger percent-
age of so-called service-released mortgages
correlates with higher delinquency rates,
probably because the originating lender
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(who is no longer responsible for servicing
the loan) has in many cases loosened their
underwriting standards—especially for the
no income/no documentation subprime
and Alt-A mortgages.

Today on a seasonally adjusted basis,
the overall delinquency rate has decreased,
driven by decreases in the rate for fixed rate
loans and VA loans. However, ARM and
FHA loans saw increases this quarter, said
the MBA survey. The seasonally adjusted
delinquency rate stood at 5.98 percent for
prime fixed loans, 13.75 percent for prime
ARM loans, 25.19 percent for subprime
fixed loans, 29.50 percent for subprime
ARM loans, 13.29 percent for FHA loans,
and 7.79 percent for VA loans.

“Ultimately the housing story, whether
it is delinquencies, homes sales or housing
starts, is an employment story. Only when
we see a consistent increase in employ-
ment will we see an increase in sales and
starts, and a sustained improvement in the
delinquency numbers. Until we see the
increase in the number of households that

comes with an increase in the number of
paychecks, all measures of the health of the
housing industry will continue to be weak,”
MBA’s Brinkmann said.

The study’s conclusion is that “shocks
to individual lifestyles or “trigger events,”
such as divorce or job loss, have increased
the risk of default. But “...the (overall) risk
posture of individuals has (also) increased,
especially as individuals increasingly lever-
age their homes as part of a broader strategy
of managing their overall wealth portfolio.”

And though during good times higher
ltv loan amounts and looser underwriting
standards may not be immediate causes,
they increase the risk of foreclosure during
economic downturns.

Harlan Green is a syndicated col-
umnist and the owner of Bankers
Pacific Mortgage, Inc. Questions
N 2nd comments are welcome, please
email Editor@populareconomics.com
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BANKERS PACIFIC MORTGAGE, INC.
29 YEARS EXPERIENCE & INTEGRITY

Jumbo Conf 2-4 units, nhon-owner available!*

1 unit-$729,750* 2-$934,200* 3-$1,129,250* 4-$1,403,400*

2.625% -30/5/25 5-yr fixed ARM 2.70% APR!*

3.875% - 30/30 30-conform fixed 3.95% APR!™

4.25% - 30/30 30-Jumbo fixed 4.30% APR!*
Super Jumbo Rates

4.50% -30/5/25 5-yr fixed rate ARM 4.55% APR!*

4.875% - 30/7/23 7-yr fixed rate ARM 4.90% APR!*

*No origination fees—APR includes 3™ party-lender admin fees, only!

Harlan Green, Broker (805)681-6363
Email: BankersPacific@Verizon.net
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Residential Commercial

Rates and Terms Subject to conditions.

Corp. Lic. # 01521555

Construction Investments

4141 State Street, Suite E-13 Santa Barbara, CA 93110

SANTA BARBARA NEWS-PRESS

REAL ESTATE

SUNDAY, OCTOBER 31, 2010

E45




