


  

 
 

 

 

Jumbo Loan Defaults Rise at Fast Pace as Rich Suffer (Update3)  
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By Bob Ivry 

Feb. 20 (Bloomberg) -- Luxury homeowners are falling behind on mortgage 
payments at the fastest pace in more than 15 years, a sign the U.S. financial 
crisis that began with the poorest Americans has reached the wealthiest.  

About 2.57 percent of prime borrowers who took out jumbo loans last year were 
at least 60 days delinquent, according to LPS Applied Analytics, a mortgage 
data service in Jacksonville, Florida. They got to that level within 10 months, 
almost twice as quickly as 2007 borrowers and the fastest rate since at least 
1992, when LPS Applied Analytics began tracking the market.  

The jump in late payments on jumbo loans, while still lower than the 20 percent 
delinquencies in subprime mortgages, signals that the borrowers with the most 

money and the best credit are hurting as the U.S. recession deepens in its second year. It also means these loans will 
be even more difficult to obtain and more expensive to pay off.  

“The biggest influence in rising delinquencies is related squarely to the economy rather than poor underwriting,” said 
Keith Gumbinger, vice president of HSH Associates, a Pompton Plains, New Jersey-based mortgage research firm. 
“We are apparently all suffering to some degree. It’s certainly more severe for some but still, it’s pretty much 
widespread.”  

U.S. joblessness reached a 25-year high in January while the unemployment rate in the financial industry rose to 6 
percent from 3 percent a year ago. It jumped to 10.4 percent from 6.4 percent in the category of professional and 
business services, according to the U.S. Bureau of Labor Statistics in Washington.  

Jumbo Refinance  

Raymond Young bought his lakeside home in Miami four years ago for $2 million cash and in 2006 took out a $1.4 
million jumbo mortgage to pay for a real estate venture in Texas. Now, with home prices in his area down 40 percent 
from their 2006 peak, according to the S&P/Case-Shiller Home Price Index, Young needs to refinance because the Texas 
investment isn’t paying off and his income has dried up. He can’t find a bank to help.  

“They’re telling me the house is only worth $1.3 million,” said Young, 46. “I’m upside down. I’m stuck. I’m in bailout 
mode but they’re bailing out banks and they’re not bailing out homeowners.”  

President Barack Obama’s Homeowner Affordability and Stability Plan, announced this week, has no provision to help 
jumbo mortgage borrowers.  

“People must have been surprised to lose their jobs or they didn’t realize the bottom hadn’t been reached yet on home 
prices,” said John Silvia, chief economist at Wachovia Corp. in Charlotte, North Carolina. “A lot of people weren’t 
paying attention.”  

No Government Help  

About 1.92 percent of homeowners with 2008 mortgages backed by Fannie Mae and Freddie Mac fell at least 60 days 
behind, LPS Applied Analytics said. Jumbo loans are bigger than what the two government-controlled agencies buy or 
guarantee, and Obama’s plan focuses on shoring up mortgages eligible to be bought by Fannie and Freddie.  

Currently the Fannie-Freddie cap is set at $417,000 in most places and up to $729,750 in areas with higher home 
prices. The average credit score for 2008 jumbo loans was 762, LPS Applied Analytics said. Such scores are used to 
assess risk.  



Jumbo lending slowed in the fourth quarter to $11 billion, or 4 percent of the mortgage market, the lowest quarterly 
amount since Inside Mortgage Finance started tracking that data in 1990. In 2007, jumbo loans made up 14 percent 
of total U.S. mortgage originations, according to the Bethesda, Maryland-based publication.  

Financing Jumbo Loans  

The top five U.S. jumbo lenders -- Chase Home Finance LLC, Bank of America Corp., Washington Mutual Inc., Wells 
Fargo & Co. and Citigroup Inc. -- originated a combined $55.3 billion in jumbos in 2008. They lent just $4.3 billion of 
that during the last three months of the year, according to Inside Mortgage Finance.  

Banks don’t want to make jumbo loans because holding them on their books means they have to keep sufficient money 
in reserve in case borrowers quit paying, Inside Mortgage Finance Publications Chief Executive Officer Guy Cecala said.  

The national average for a 30-year fixed-rate jumbo mortgage was 6.57 percent this week compared with 5.34 percent 
for a conforming loan, according to White Plains, New York-based financial data provider BanxQuote.  

The difference in interest rates between jumbo loans and prime conforming mortgages, or mortgages eligible for sale to 
Fannie Mae and Freddie Mac and available to borrowers with top credit scores, had been about 20 basis points “for 
several decades,” according to BanxQuote CEO Norbert Mehl.  

181 Basis Points  

In August 2007, that difference jumped to as much as 200 basis points and has stayed between 100 and 200 basis 
points, Mehl said. A basis point is equal to 0.01 percentage point.  

The difference between the jumbo interest rate and the prime conforming rate was 181 basis points on Feb. 18, 
according to Bloomberg data.  

“The only jumbo mortgages being written right now have strict qualification criteria both in the credit rating of the 
borrower and the down payment requirements and they are nearly impossible to qualify for,” Mehl said. “Some lenders 
quote a jumbo rate but they don’t make the loans.”  

Steve Habetz, president of Threshold Mortgage Co. in Westport, Connecticut, said he relied on Hudson City Bancorp 
Inc. in Paramus, New Jersey, and closely held, Manhasset, New York- based Apple Bank for Savings for jumbo loans.  

Capacity is down because lenders everywhere are understaffed and “drowning in loan applications,” Habetz said.  

Habetz said he had a customer with a 740 credit score who had a down payment of $500,000 on a $1 million home in 
Easton, Connecticut. The borrower had to wait two weeks for approval when in December he would have gotten the 
mortgage overnight.  

“Mortgage lending right now is like wading miles and miles in waist-deep mud,” Habetz said. “It’s so difficult. Jumbo 
borrowers will be tortured and it’s nothing they should take personally because everybody is getting tortured.”  

To contact the reporter on this story: Bob Ivry in New York at bivry@bloomberg.net.  
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December 17, 2008, 6:45 am

U.S. Shares Soar After Fed’s Record Rate Cut

For Wall Street, the Federal Reserve’s aggressive move on interest rates Tuesday was 

the kindest cut of all, The New York Times’s Jack Healy writes.

Stock markets soared 5 percent after the central bank cut its target overnight funds 

rate to its lowest level ever, a range of zero to 0.25 percent, as investors cheered the 

government’s latest attempt to loosen credit and end one of the worst economic 

downturns since the Great Depression.

“The Fed shot the big cannon today,” Don Galante, chief investment officer at MF 

Global, told The Times.

Stock prices, which rallied in anticipation of a more modest rate cut, shot up across the 

board after the Fed’s announcement that it would “employ all available tools” to right 

the economy. Financial shares led the climb, with the investment giants Goldman 

Sachs and Morgan Stanley posting double-digit gains.

The Dow Jones industrial average jumped 359.61 points, or 4.2 percent, to close at 

8,924.14. The Standard & Poor’s 500-stock index rose 44.61 points, or 5.14 percent, to 

end at 913.18 while the Nasdaq composite index gained 81.55 points, or 5.41 percent, 

to close at 1,589.89.

Yields on Treasury debt, which have plunged this year as investors sought a haven for 

their money, fell to new lows on Tuesday after the Fed indicated it would buy long-

term Treasury debt and promised to keep interest rates at “exceptionally low levels” 

for the foreseeable future.

The Treasury’s benchmark 10-year bill surged 2 13/32, to 113 6/32, and the yield, 

which moves in the opposite direction from the price, fell to 2.26 percent, from 2.51 
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percent late Monday.

The rate for a 30-year fixed-rate mortgage fell to 5.38 percent Tuesday, from 5.74 

percent on Monday, according to Banxquote.

Yields on investment-grade debt fell to 7.215 percent on Tuesday, from 7.355 percent 

on Monday. Bond managers said that the markets for commercial mortgage-backed 

securities had improved and that yields on mortgage bonds fell as the Fed reiterated its 

promises to buy debt backed by commercial loans and mortgages.

“Pretty much all credit metrics were better today,” Derrick Wulf, portfolio manager at 

Dwight Asset Management, told The Times. “Everything’s going up because the Fed’s 

buying everything.”

The gains came after economic data released Tuesday morning showed that the 

economy was still mired in a recession, and deflation continued to loom as a threat. 

The rate cut trumped all of the warnings of persistent economic gloom, even though 

investors said its immediate effect on lending may be negligible. The effective Fed 

funds rate had been trading below the target rate of 1 percent long before Tuesday’s 

announcement.

But analysts said the move showed how the government was willing to use every 

weapon in its arsenal and even use untested monetary tools as it tries to fight the 

recession.

Battered financial stocks reaped the greatest reward from Tuesday’s rally.

Shares of Goldman Sachs rose 14.35 percent after the investment giant announced a 

quarterly loss - its first since the Great Depression - that was in line with Wall Street’s 

expectations. JPMorgan Chase, Wells Fargo and Citigroup were all higher. 

Morgan Stanley, which is expected to announce a quarterly loss on Wednesday, ended 

18 percent higher.

Energy stocks rose even as crude oil futures fell 91 cents, to $43.60 a barrel, in New 

York trading despite signs that Organization of the Petroleum Exporting Countries 

would cut production by two million barrels a day to shore up falling oil prices.
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