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Lenders cut back, tighten terms 

By Becky Yerak, Tribune staff reporter. Tribune staff r 

August 4, 2007 reporter William Sluis and Bloomberg News contributed to this report

Once seemingly confined to subprime lending, problems in the mortgage industry showed signs of spreading to more-creditworthy borrowers Friday, triggering concerns about the potential fallout on the real estate market.

Wells Fargo & Co., the nation's No. 2 home lender, stopped making certain loans to consumers with near-prime credit or prime borrowers who don't document their earnings. Wachovia Corp., the nation's fourth-biggest bank, also cut back some of its lending activity to consumers previously considered good credit risks.

Others imposed drastic hikes in interest rates in a matter of hours, and some took a breather from doing originations.

"As a result of market volatility, UBS Home Finance will be unable to accept any new loan applications today," the lender said in a Friday afternoon e-mail to clients. UBS, however, plans to begin taking applications again Monday.

Some real estate industry observers expect the upheaval to continue.

"The real estate market hasn't had a lot going for it, and now it's not likely to for some time," said Paul Kasriel, chief economist for Chicago-based Northern Trust Corp.

The housing market suffered a 15 percent drop in the sale of single-family homes from mid-2005 to mid-2006. The situation had appeared to hit bottom until last March, when the industry took a turn for the worse that hasn't abated, one observer said.

"Since March, we've had a significant decline that is very likely due to tighter credit conditions," said Richard DeKaser, chief economist for National City Corp.

That raises several larger questions about the current real estate lending environment.

"Where are we in this process? Has the pendulum swung from too easy to too tight?" DeKaser wonders.

If lenders tighten their standards and hike their interest rates on mortgages, a vicious cycle can start.

"If there's higher pricing of credit, it's tougher for people to borrow money, which makes home sales weaker, which affects home prices, which affects loan losses because the single most important factor in the viability of loans is the collateral of the loan," DeKaser said.

Borrowers who find themselves with negative equity are more likely to default on mortgages, he said.

DeKaser's Cleveland-based employer, the nation's 12th-biggest bank by assets, last week stopped buying second mortgages from other lenders and making some stated-income loans.

Shares of National City, which ranks 13th in Chicago-area market share, were among those roiled Friday, falling 6.8 percent, to close at $27.22 on the New York Stock Exchange, near the low end of its 52-week trading range.

Meanwhile, other financial-services companies are being touched by the credit crunch. On Friday, shares of Old Republic International Corp. fell 2.3 percent, to $17.93, also near the low end of its one-year trading range.

The Chicago-based company writes insurance policies that kick in when a borrower defaults on a first mortgage. Its products and services also include title insurance in case there's a problem transferring the title when the house is sold. Title insurance is typically underwritten only when there's a sale or refinancing on a property, so if the housing market weakens, the number of real estate deals requiring title insurance falls.

Even shoppers for pricier homes have been caught in the middle as a rising number of mortgage lenders stop making or drastically raise interest rates on jumbo mortgages, meaning above the $417,000 limit for loans bought by government-chartered agencies such as Fannie Mae.

One institution, for example, raised the rate on a 30-year fixed jumbo loan to 8 percent from less than 7 percent.

"Regular borrowers could have easily seen that rate jump like that in the last six hours," said broker Mike Golden, co-founder of @Properties in Chicago.

But he noted that the only loan that really jumped was the 30-year fixed jumbo. Non-jumbo loans generally didn't see such movement, and borrowers can still find a 7-year jumbo adjustable rate mortgage for 6.25 percent, said Golden, who expects more homebuyers to turn to those loans.

"In the very short term, maybe in the next week or two, people could get a little nervous, but I think when everyone takes a step back, they'll see that it's not like rates across the board have leaped up," he said.
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