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The Fed’s Message

n response to our protracted recession and financial
crisis, we have experienced a long period of fiscal
stimulus from the Federal Reserve Board. In a typi-
cal cycle we focus on the Fed's actions with regard to
rates. However, during this cycle their activity has ex-
tended far beyond traditional stimulus. Certainly, keep-
ing short term rates near zero for over a year has been
very significant. Remember at the beginning of the cri-
sis we were focusing upon subprime
loans and the lurking danger of rate in-
creases because of rising adjustables. $35385
As most adjustable rate indices moved $3°488$$
to less than 1.0%, this threat became $8

secondary to many other issues within $8¢
the housing sector. ‘g )

The Fed has supplied hundreds of bil- DD

lions in stimulus to help stabilize the $$
economy. Paramount has been their

purchases of Treasuries and mortgage-

backed securities (MBS). The Treasury purchase program
has winded down and now the Fed says that they are on
track to end the MBS purchase program. These actions
have been significant in their efforts to keep long-term
rates low to facilitate the recovery, especially in the
housing sector. Now that the economy has stabilized
and it looks like the recovery is beginning, the Fed is re-
turning fiscal policies to normal.

The next action would be an increase in rates and the
speculation has started in this regard, despite the fact
that the Fed has indicated that rates will remain low for

Job losses an "extended" period of time. The Fed
100 36K also has indicated that because the
recovery is expected to be fragile,

0 they remain ready to reintroduce fis-

cal stimulus as needed. The more im-

mediate question is, how much will
250 SEP09 fegit home loan rates rise when the Fed

stops purchasing securities? This will
be a good test to see if the financial markets have in-
deed begun to return to normal. [
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Tax Credit Deadline Near

irst-time home buyer and move

-up tax credits worth $8,000

and $6,500, respectively, ex-
pire April 30. Buyers who qualify get a
dollar-for-dollar reduction in taxes or
a cash payment if they don’t pay
enough taxes to cover the credit.
Other factors that should spur buyers
include low rates. If the Federal Re-
serve stops buying securities backed
by home loans at the end of March, 30-year rates will
almost certainly rise. Finally, about 30 percent of U.S.
markets are already experiencing price increases. Prices
are falling in 12 percent of markets, says Fiserv, but
that only helps if you want to live there.

Indeed, the percentage of U.S. home sellers who cut
their asking price declined again in February and sellers
made slightly smaller reductions in prices, real estate
website Zillow.com reported. Nearly one in five homes,
or 19.5 percent, listed for sale on the Zillow website
had at least one price reduction as of the end of Febru-
ary, down from 19.8 percent in January. The percent-
age of homes on the market with price reductions has

declined steadily for much of the past year. [
Sources: Reuters and Money Magazine
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Did you know...?

» The jumbo loan market is starting to thaw, making
it easier for move-up buyers to borrow. Rates on
jumbo loans of more than $729,750 in highest-
priced markets rose during the financial crisis and
lending standards tightened to the point where
borrowers couldn’t refinance or get a new loan.
Last month, the average rate on a 30-year fixed
rate jumbo fell to 5.79 percent, a five-year low,
according to rate tracker Information Research
Services. Rates are even lower on hybrid
adjustable.

The availability of these loans suggests that banks
are feeling more confident since Fannie Mae,
Freddie Mac, and the Federal Housing

Administration do not insure them. [
Source: Los Angeles Times
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Pre-Qualification or Pre-Approval: The Choice

he process of purchasing a home takes savvy, time and diligence. It is the most important
financial investment we make in a lifetime and studies have shown that a consumer takes
anywhere from six months to two years to contemplate the purchase. i

The complexity and importance of this transaction gives us every reason to go about it more seri-
ously. This means having every tool at your disposal when you are ready to purchase your first home
or move up to a new home. Why would anyone not utilize an important tool—especially if that tool is
inexpensive and can save them money, time and energy?

This tool is called a “pre-approval.” What is a pre-approval? First, let us tell you what it is not. A pre
-approval is not a “pre-qualification.”

A pre-qualification is an opinion, typically offered by a loan officer after he/she talks with the prospective purchaser.
This opinion is based upon information usually given to the loan officer verbally. It would not be unusual for the informa-
tion not to be verified and the opinion might contain this statement—

“This opinion is subject to the information provided being verified, including income, assets and/or credit.”

Though the loan officer may be well qualified, he/she is just proffering an opinion which is couched on information which
may or may not be accurate. Many times prospective home purchasers do not even understand the questions they are be-
ing asked to answer.

On the other hand, a pre-approval is a loan commitment. It is a loan approval that is based upon documentation submit-
ted within the application process and underwritten by someone who has underwriting authority. In this case the “pre”
merely means that the applicant has not purchased a home as of yet. Therefore, the commitment will be subject to these
conditions...

» A sales contract on a property;
» The appraisal of that property;
» Final selection of a loan program and locking in a rate.

These conditions are standard on a pre-approval because the property has not been selected. It should be noted that all
loan approvals or commitments will have standard conditions such as a clear title and hazard insurance.

The question is—if you are planning to purchase a home, which process should you go through—pre-approval or pre-
qualification? The answer is quite obvious. Let’s say that you would like to sell your home. Would you be more comfort-
able if the prospective purchaser had an opinion or a commitment? Of course, the answer is a commitment.

As a matter of fact, it would not be unusual for a prospective purchaser to have his/her contract accepted over other bid-
ders because of the existence of such a commitment. In effect you may even obtain the house for a lower price because
the seller is more comfortable with your bid. The better price may also happen because you are prepared to go to settle-
ment more quickly with an approval in your hand. If the seller wants a quick closing, you will be prepared.

There are other benefits of a pre-approval. These include making sure you do not waste your time looking in a price range
you cannot afford and giving the lender more time to work out problems while you are looking. Why shouldn’t the lender
be working while you are looking? A pre-approval actually should stand for a better transaction—more negotiating power
with less stress. We think you would agree that these were worthy goals. Thinking about buying a home? Start the process
by visiting with your mortgage professional! [

Seniors Ready to Fuel the Market?

ccording to John Migliaccio, director of research for Met-

Life's Mature Market organization, more than 78 million

baby boomers, born between 1946 to 1964, will reach
age 55 over the next 10 years.

He and other trend spotters believe this dominant group of
home owners will lead the industry out of its slump. Baby Boom-
ers approaching retirement continue to be interested in buying
into active-adult communities, but their moves are slowed due
to a decline in the value of both their retirement savings and
their current homes.

Selected Interest Rates

To encourage seniors to find a way, 51 percent of builders of March 18, 2010

active-adult housing cut prices in the third quarter of 2009—

often as much as 25 percent or more—according to a survey by 30 Year Mortgages 4.96%
the National Association of Home Builders. 2009 High (June 11) 5.59%

2009 Low (April 30) 4.78%
Practitioners point out that new isn’t always best. Buying an 15 Year Mortgages 4.33%
existing home in an active adult community can be a particu- 5/1 Hybrid ARMs 4.09%
larly good deal because these communities have extensive 1 Year Adjustables 4.12%
amenities, including golf courses and gyms. Some new construc- 10 Year Treasuries 3.68%
tion projects on WhICh builders have trimmed prices are not Sources—Fed Reserve, Freddie Mac. Note: Average rates do not include
nearly as well equipped_ O fees and points. Information is provided for indicating trends only and

should not be used for comparison purposes.
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