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US MORTGAGE MARKET AND |

ITS EFFECT ON MEXICO

by Ryland Aspey BCM Capital Mortgage

The past six months have witnessed
a significant shift in the U.S. mort-
gage market; perhaps one that will
earmark our generation as the most
turbulent time in mortgage history.
The upheaval involving mortgages
and real estate has affected more
than just its own industry. The
number of U.S. mortgage companies
that have shut down in the last six
months dwarfs any other such mar-
ket turndowns. To understand the
effect this may have on the Mexican
mortgage market, one first needs to
understand the reasons behind the
current marketplace situation.

The subprime mortgage market
has been blamed for much of the
U.S. mortgage issues that the financ-
ing market is facing today. Several
years ago, when interest rates hit an
all time low, banks capitalized on
this opportunity by lending money
more freely in the past; to both con-
sumers and to brokers. Because of
the ease and availability of financing,
the structure of the mortgage loan
changed and many banks and brokers
relaxed the requirements for alterna-
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tive and subprime loans. Although
there is no official definition of a
subprime loan, it generally includes
the market of those with lower-than-
optimal credit scores and/or assets to
secure a mortgage loan. This defined
market has recently been expanded
to include those that do not put
down a certain percentage of money
on their loans, or any other ‘alterna-
tive’ loan structuring that allows one
to purchase a home in a price range
they might not otherwise afford.
This change in loan requirements
and structuring opened up much op-
portunity, but also gave opportunity
for fraud and misuse. These market
trends, combined with the lack of
mortgage-broker licensing require-
ments in many states created an
enormous increase in the loan busi-
ness. Not only did new brokerage
firms pop up everywhere, but exist-
ing banks and brokerage firms saw
a tremendous part of their business
grow in the subprime sector. Mar-
keting and advertising efforts in the
lending industry over the past few
years has also specifically targeted
either subprime buyers or marketed
alternative loans that required little
or no money down, cheap monthly
payments and extended mortgage
timeframes.

The result? Millions of home buyers
with lower credit scores and/or a his-
tory of derogatory credit who would
not normally qualify for a home loan
became a significant part of the lend-
ing market. The estimates, as high
as 30% of the mortgage industry is
considered subprime or alternately
known as Alt-A in the industry.

One example of how an initially
appealing lending situation can get
out of hand has to do with ARM
products. Adjustable Rate Mortgage,
or ARM products, offer a low intro-
ductory interest rate which adjusts
after a predetermined timeframe.
These products are very attractive,
yet widely misunderstood by buyers.
The adjustment is based on prime
lending rates and almost always ‘ad-
justs’ higher than the initial loan rate.
In fact, these loans can often escalate
as high as an additional 2% on the
first adjustment. A way to remedy
this situation would be to refinance
at a lower rate; however, many sub-
prime clients who bought homes at
the introductory rate did not take
measures to improve their credit
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S ratings. At a time
(| llj when refinancing

‘4 could have saved
them from higher
payments,  the
only loan they could now qualify for
had no luring introductory rate, but
rather a high start rate as is typical
for a borrower of this caliber. Anoth-
er product that lured in home buyers
is the Option ARM product, which
can have catastrophic consequences
if not entirely understood by the
borrower, which seldom happens.
With an Option ARM, a borrower
is offered four options of payments.
The first option is that they may
have an introductory rate, which can
be as low as 1% and may be fixed
for the first year. Option 2 might be
an “interest only” payment with an
interest rate starting in the 6%’s to
Libor, which adjusts with the market
constantly. Options 3 and 4 are usu-
ally ‘15-year Principal and Interest’
and ’30-year Principal and Interest’
payment options. The feature of this
loan, which may not be immediately
disclosed by the mortgage broker,
is that the difference in payment
between the 1% start rate and the
“interest only” rate will be added to
the loan balance each month. This
means that the loan increases in cost
every month. This is called negative
amortization, and for a homeown-
er without extra reserves, this can
quickly escalate into an unmanage-
able financial situation. These types
of loans credited most mortgage
brokers double the commission they
would earn on a traditional loan;
numerous unwitting buyers were
lured into appalling loan situations.
As was previously mentioned, many
states did not require brokers to be
licensed and unscrupulous lending
became rampant. The Option ARM
product was also heavily advertised
in newspapers, magazines, and radio
stations.

We can see now that these types
of lending practices have left many
homeowners with loan amounts that
now exceed the value of the house
and with mortgage payments they
cannot afford. This resulted in a
squeeze in the lending industry as
banks were unable to get their mon-
ey back and because so many loans
were not backed by assets of any
kind, they are unable to recoup the
money. Home foreclosures are at an
all-time high in the United States.
Given the circumstances surround-

ing our current housing crisis, the
Continues on page 20
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market correction is a natural reac
tion. In the first six months of 2007,
over 47% of all loans funded in the
U.S. market went to subprime bor-
rowers. Consequently, foreclosure
is up over 40% from 2006, which
saw approximately 850,000 foreclo-
sures in the United States. The U.S.
real estate market has now already
surpassed that mark and we should
expect to see over 1,200,000 fore-
closures for 2007. These statistics
demonstrate the cause-and-effect of
uncontrolled lending practices to un-
qualified buyers.

Undoubtedly there will be effects
on the real estate market in Mexico.
The most noticeable effect was when
power lenders such as GMAC raised
rates twice in short proximity of
each other and also withdrew their
riskier 'Stated Income’ program, be-
fore withdrawing from the Mexican
market altogether. This all occurred
over the course of six weeks, indicat-
ing that banks are reeling from the
current damage to the lending mar-
ket. GMAC was also heavily vested
in the U.S. subprime market, and
marks the first time a major lending
source withdrew from the Mexican
market since Silvergate Bank did in
late 2006. Silvergate’s withdrawal
was primarily influenced by the out-
pricing of the larger banks offering
cheaper money to borrowers, and
not as a direct result from the any
action in the U.S. market. However,
GMAC'’s exit from the Mexican mar-
ket will not leave borrowers short on
options. To alleviate the troubles
caused by their subprime lending
practices, they were forced to raise
rates and priced themselves out of
the marketplace. The remaining top
competitors in Mexico are not pri-
marily invested in the U.S. market
and can afford to provide borrow-
ers stable lending options. Mexico
does not have or cater to a subprime
market, which is why interest rates
are slightly higher than in the Unit-
ed States. Borrowers in Mexico are
required to put 20% or more down
for their home and because the mar-
ket has maintained these standards,
more banks are planning their move
to the Mexico market. Citibank is
considering a program for Mexican
buyers that will offer a 30-year fixed
mortgage at 7.5% with 20% down
and competitive closing costs. This
certainly beats the industry stan-
dard considerably on 30-year fixed
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products. Mexico remains a lucra-
tive market for any financial institu-
tion as long as they are willing to go
through the motions of acquainting
themselves with the market and pre-
pare for a learning curve regarding
the Mexico process. The trends in
financing should solidify our confi-
dence in the Mexican real-estate and
mortgage markets. Additionally, the
strategies of the banks and lending in-
stitutions in Mexico serve to solidify
our belief in the bright future of our
real-estate market. At Baja Capital
Mortgage, we anticipate continued
solid growth in the Mexican market
and are pleased to be an integral part
of this growth.
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TICKETS: at Cultural Center in Todos
Santos (brick building across the street from
the only bank) $20USD, including refresh-
ments and Guided Tours. All proceeds
benefit the Palapa Society Scholarship and
Kids’ Medical programs.

For more information contact Sharon Morris

at serendipityventures@yahoo.com
or 612-108-3502

FALL | 2007 | OTORO


Dan
Rectangle




