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What is

Mortgage rateare below 5% agaiBut they might not stay that way for long — e¥kaughthe Federal Reserve
reaffirmed its ridiculously low, 0% to 0.25% tardet the federal funds rate.

Yes, it's great for borrowers that the Fed kept its targget so low. But the text you should really careudlis this
little tidbit from the Federal Open Market Commét policy statement:

“To provide support to mortgage lending and housitagkets and to improve overall conditions in pigva
credit markets, the Federal Reserve will purchasgsd of $1.25 trillion of agency mortgage-backed
securities and up to $200 billion of agency debie Tommittee will gradually slow the pace of these
purchases in order to promote a smooth transitionarkets and anticipates that they will be exatbtethe

end of the first quarter of 201C" "

You see, for the last nine months or so, the Fé@Raserve has stocked up on mortgage-backed desut
relieve that troubled area of the credit marketirGaddition to keeping its target rate low, thel lgave
homebuyers an additional boost by buying up $68@biworth of MBS from Fannie Mae and Freddie MAt.

its end, the buying program will eat up $1.25ititkworth of the distressed securities.

Why should you care? Because as long as the Fexddmins of mortgages, mortgage rates stay espelciall
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What's unclear is how much the Fed’'s moves areifglp.ccording to one estimate from Calculated Reskvell-
regarded economics blog, it's probably depressinggage rates by about 0.35%.

The program was initially set to expire at the efthis year, but now the Fed says it will stretich program
through the first quarter of 2010. Granted, 0.35%htnot seem like much help, but the differencevieen the
payments on a $400,000 mortgage with a 5% rat@naadvith a 5.35% rate is more than a thousand baiglesr.
Don't buy a house just because mortgage ratemare+ home prices are still falling in many areaswut for
those on the fence about refinancing, this shoald/élcome news.

Speaking of homes, props go to Carla Fried forgpajnoutthe questionable benefits of the fitshe home buye
tax credita few days ago. It seems that many economistgptinthe far left and the far right, agree with.her
Check outhis roundup of opinions over at thas Vegas Sun. It quotes economists from the libertarian Cato
Institute, the liberal Center for American Progresw the Brookings Institution. They all had thene message:
The tax credit is too expensive and doesn’t workic¥s in support? Realtors and politicians. Gorégu

Here’s a thought. The Fed didn’t have a choice tbriending the purchases of mortgage backed siesuiThe
reality is nobody else wants them! Without the Bgalirchases money for new mortgages will dry up.

Freddie Mac and Fannie Mae were partly responéilplthe present crisis and continue to be a problEme way
forward is for banks to retain and manage their avamtgage portfolios and not securitise them bat till mean
less money for property purchases. However indhg term the economy will benefit from a more stabl
property market.

Posted By Jeff Gray. Margate, England: Septembg2@d9 4:30 am

At 4x income, home prices still need to fall comsably to be affordable. In the middle years ofldst century,
home prices were about 3x income. That left a neidthhss family money for a new car every few yearsodest
vacation, and the ability to save and give to chunccharity good percentages of income. It alkmedd families
to live off one income and to support three to fohitdren on average. Do home prices leave thatrflex in the
average middle class budget today? To ask theigodstto answer it. Until we get back to that gphrome
prices are too high.

Posted By Kent, Birmingham, AL: September 24, 22@8 am

Matt, the Fed has the ability to ‘create’ moneyhwiit ‘printing’ it by either lending money to menmtiEnks via
electronic tranfer or by buying something, suclkoass or securities. The net result is that thiesel borrowing
bank has a LOT more cash that didn't exist befeoghe money supply grows. It works in reverse, too

Home prices will eventually hit a stable point wtiba median income can afford the median homewaick
getting there: price about 4x income.

We really need to stop ‘juicing’ home prices withad these tax breaks and subsidies. It creatbbles, hurts
affordability, and wastes money that could be befpent elsewhere on things other than oversizeztpoiced
houses.

Posted By Mike, Redwood City, CA: September 23,200:39 pm

Hey Tim in San Diego. How about this scenario. Theyght it with an FHA loan which is insured by the
government. Since they only had to put 3-1/2% ddwime price of the home falls, they will be underer very
quickly. So what happens then? Well they walk afvagn the home and the tax payer is not only oub8Kalso
the FHA has a bad debt on their books. So us #mayeers foot the bill for both the 8K and the magg. No
wonder realtors and politicians are in support.of he Realtors make a lot of money writing thenledth no risk
and the more money they make the more they halebhy the politicians. It's a beautiful thing howro
government works.
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Posted By Tim in Michigan: September 23, 2009 %168

It's going to be interesting to see what happert®ioe values when this tax credit ends. If thigpam
influenced a person to buy a home and their horheeValls by $8k next year they’ll realize they didreally get
an $8k tax break, they took out an $8k, 30 yr loan.

Posted By Tim, San Diego, CA: September 23, 2002 pm

Where does the $1.25 trillion come from?

Posted By Matt, San Francisco, CA: September 239 3057 pm

The special first-time home buyer tax credit magyweell be too expensive and no long term fix...Hoeev
anecdotally | know of several families that woulnt have been motivated to go out and buy their fiogsise
without it. Plus, the inflationary aspects of th& tredit are precisely what the overall econoing,ltousing
market and consumers (generally) have and willinaetto need to counteract declining income and a
deflationary economic environment.

Posted By Jeff Minich, Bronxville, NY: September, 2809 5:39 pr

Find this article at:
http://moneyfeatures.blogs.money.cnn.com/2009/09/23/whats-really-keeping-mortgage-rates-down
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