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The intent of this semi-annual newsletter is to give our valued
customers information concerning interest rate trends, as well as
topics of interest in the mortgage industry and the triangle. If you
have any questions concerning the information in this issue, or about

your specific loan situation, please do not hesitate to give me a call.

Market Pulse (As of mid-Nov):

30-Year Fixed 6.000%
20-Year Fixed 6.000%
15-Year Fixed 5.750%
3-Year ARM 5.500%
5-Year ARM 5.625%
7-Year ARM 5.750%
10-Year ARM 5.875%
Prime Rate 7.750%

Rate Trends:

Short-Term (0-6 Mont
Long-Term (6-12 Months):

Flat/Decreasing

Flat/Decreasing

Key Indices:

1Yr. LIBOR 4.627%
1 Yr. Treasury 4.370%
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Mortgage and Housing Meltdown

With so many articles in the news recently concerning issues in the
mortgage and housing industries, | though | would devote some of
this issue to explaining what has happened in these industries and

what is likely to happen over the coming months.

Approximately 4 to 5 years ago the mortgage industry began the
process of relaxing the standards used to qualify people for home
loans. This change was driven by a governmental desire to allow
more and more people to achieve the “American Dream”, and driven
by investors seeking an opportunity for higher and higher returns on
their money. These changes allowed people with very poor credit
histories, who would have not previously qualified for a home loan, to
qualify. As large institutional investment firms began taking notice of
the attractive returns from mortgage-backed securities, more and
more of these institutional investors entered the marketplace, and the
standards for qualifying borrowers (with good credit and with poor
credit) were relaxed even further. One hundred percent financing
became common place, even using stated income and stated assets.
This means that if your credit score was high enough, you could get
100% financing without proving your income or assets. At the same
time new mortgage products were coming to the marketplace. The
most dangerous of these was called the “Pay-Option” adjustable rate
mortgage (Pay-Option ARM). These ARM products allowed the
borrower to actually choose their monthly payment amount, so the
borrower could actually pay less interest than was actually due each
month. This scenario is called “negative amortization” and means
that your principal balance is actually growing each month instead of
decreasing. Many borrowers were doing 100% financing with a “pay
option” ARM as the first mortgage, and a variable rate home equity
line of credit as their 2™ mortgage. This trend was not limited to
home buyers. Many existing home owners were refinancing their
homes to take “cash-out” and using this cash to purchase a lifestyle

that they might not have otherwise been able to afford.

All of this “easy” mortgage money created a much larger pool of
home buyers than previously existed and caused home values to

increase at an accelerated rate because of higher demand. In some
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continued from page 1

markets prices moved up aggressively causing an artificially high
price “bubble”. A couple of years after these trends started, the
prime rate started moving up. Therefore, every person with a
home equity line of credit started to see the rate and payment on
their equity line rise. Then, the rates on the ARMs started to hit
their adjustment period and started to rise also. While this was
not a big issue for many homeowners, it was for others. For
buyers who had done 95% or 100% financing on a home near
the top of their qualification range, their payment adjusted and
became something they could no longer afford. For people who
had done 100% financing and now could not afford their
payment, it was easier for them just to walk away from the home
and to let lender forclose on it. As the default rate started to
increase, the glut of repossessed properties started impacting
home prices. Housing markets which had seen sharp increases
in prices started to see prices decline. As prices declined it
created more and more hardships for homeowners. For
example, a home buyer may have done 100% financing on a
$200,000 home purchase. Then, as prices declined the value of
their home went down to $190,000, a 5% decline. All of sudden
their house was worth less than their outstanding mortgage
balance. Therefore, even if they wanted to refinance they
couldn’t. No lender is going to do $200,000 worth of new loans
on a $190,000 house.

because the sales price would not pay off the existing mortgages.

They couldn’t sell their home either

Therefore, many homeowners were stuck with their current

mortgages. So, they too walked away, and the forclosure rate

increased even more. As the institutional investors started
experiencing this increasing forclosure trend, they started fleeing
the mortgage marketplace. Overnight (about 3 months ago) many
loan programs were discontinued. Many loan programs for credit
Many 2™

mortgage lenders tightened their lending standards significantly.

challenged borrowers were discontinued all together.

These overnight changes had the effect of taking 15% to 20% of
potential homebuyers out of the home buying pool. Less home
buyers means less demand, causing further downward pressure on

home prices.

So what does all this mean to you? First of all, being located in the
triangle area, we have been somewhat insulated from the price
declines seen in other metro areas (see article below). However,
the shake out in the mortgage industry and increased trend of
forclosures is not over. If people in other areas who want to move
here cannot sell their homes, this may increase the negative
pressure on our housing market. Look for the negative news
regarding the mortgage industry and the national housing market to
continue throughout 2008 and possibly into early 2009. If you have
an ARM product as your first or 2™ mortgage, make sure you know
when it will adjust and understand the impacts to your monthly
budget. If you have an ARM and you are highly leveraged in your
home (ie. Less than 5% equity), you may want to consider moving
to a fixed rate loan product. This way you can make sure your
monthly payment stays stable, regardless of what housing prices do

in the future. m

Triangle Home Sales

With the year end issue we always like to take a look at real estate trends in the triangle. Based on the statistics from the last few years, the

market still appears to be relatively healthy. Below are the statistics:

Year Homes Sold Sales Growth
2003 25,222

2004 29,758 18.0%
2005 34,768 16.9%
2006 36,409 4.7%
2007 35,047 Projected -3.7%

Avg. Price Price Growth
$197,981

$213,381 7.8%
$223,212 4.6%
$236,499 6.0%
$242,885 2.7%

The statistics above reflect a slow down in the local housing market in 2007 with sales decreasing somewhat and prices remaining

essentially flat. The triangle continues to be rated as one of the top places to live in the nation. This fact has insulated the area to some

degree from the issues discussed in the first article. One of the continued drivers of our growth is the steady influx of people moving into the

triangle from other metropolitan areas. Some of these other metropolitan areas have seen a drastic slowdown this year in home sales, as

well as significant declines in prices. This slowdown is reflected in the fact that the overall sales for our market in 2007 look like they will be

lower than 2006. Specifically, if someone cannot sell their old home in another area, they may have to postpone their planned purchase in

this area. While this may weigh on our market, our unemployment rate for the triangle has continued to remain low at a current rate of 3.6%.

This figure is lower than the rate for North Carolina as a whole (4.9%), and it is also lower than the national average of 4.4%. (Note: Sales

and price statistics quoted in this issue may be found at www.trianglemls.com). m
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