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At last! Mortgage rate relief arrives
Months after many eager homeowners started gearing up to refinance their mortgages, interest rates for are finally falling. 

Lower rates may at last bring the savings many owners and would-be home buyers have been looking for since February, when Congress passed an economic stimulus bill that aimed to deliver lower rates on mortgages of up to $729,750 in high-priced parts of the country. 

Borrowers who last week would have been quoted a 7 percent rate for a 30-year mortgage of $500,000 could find a rate of about 6 percent on that loan by Friday. That difference could save a homeowner more than $300 a month on mortgage payments. 

"People have been waiting for this to happen ever since they signed it," said Susan McHan, president of Opes Advisors, referring to the stimulus bill.
She and other brokers are pre-qualifying more house-hunting customers, and refinancing the mortgages of clients who could save money because of the rate changes. 

"I've got approximately 50 loans sitting in a bucket here waiting for this to happen," Dennis Steinbach of S&L Home Loans in San Jose said earlier this week. "My phone's been ringing off the hook this morning." 

Many brokers and their clients went through this same exercise back in February - prematurely as it turned out. "We're finally going to be able to see the results that were intended from the stimulus package - enabling people to refinance," said Todd Flesner who said he has clients house hunting to Milpitas who will benefit from the lower rates. 

Early this year, legislators hoped to help jump-start the stalled housing market by including provisions in the stimulus bill temporarily allowing mortgage financing companies Fannie Mae and Freddie Mac to provide backing for loans much greater than the previous cap for so-called "conforming loans" of $417,000. 

Government-sponsored agencies Fannie and Freddie buy bundles of mortgages from lenders, and package the loans into "mortgage-backed securities" for sale on Wall Street. 

Those securities typically are viewed as safe investments by Wall Street investors, so the rates for the Fannie- and Freddie-backed loans are lower than those for the riskier "jumbo" loans of more than $417,000. If Fannie and Freddie could provide financing for larger loans, lawmakers' logic went, rates for those loans would drop, and more people in high-cost places like California would buy homes, curtailing the housing slump. 

In the weeks after the bill was signed by President Bush, Fannie and Freddie raised loan limits for high-costs areas - up to $729,750 in the Bay Area - and the two companies announced new guidelines for purchasing the new "jumbo conforming" loans from mortgage lenders. 

But until last week, rates for loans of more than $417,000 remained stubbornly high at about 7 percent. Meanwhile, rates for loans of $417,000 or less have been hovering around 6 percent. The gap between rates for conforming loans and jumbo loans has been stuck at about a full percentage point since the credit crunch struck in the summer last year. 

What happened to finally push down rates for jumbo-conforming loans? Fannie Mae Chief Executive Daniel Mudd announced last week that the company will purchase jumbo-conforming loans from lenders using essentially the same pricing structure it uses for conforming loans. Freddie Mac has done the same. 

"That brought a lot of certainty to what had been a very cloudy picture," said Greg McBride, a financial information company. With more clarity about how Fannie and Freddie would handle their loans, lenders began dropping rates for jumbo conforming loans last week. 

"There are decent loans again," "and it's the first time in a long time."

In another effort to spur home buying, Fannie Mae announced Friday that it would back loans made with as little as a 3 percent down payment, even in markets where prices are declining. That announcement reversed a policy set in December, in which home buyers in declining markets were required to have bigger down payments to get a Fannie Mae-guaranteed loan. A potential problem with the new policy is that currently, mortgage insurers won't sign off on deals with such low down payments.

