Recently, Bank of America took over underwriting policy at Countrywide, the largest mortgage lender in the country.  Countrywide is one of several companies who are investors and provide funding for mortgage lenders such as the one I represent.  While the company I represent is a direct lender and we fund our own loans, these same loans are sold to investors so that we may originate and close even more loans.  This is a very simplified explanation of how direct mortgage lenders get their money to fund home loans.  The reason the issue with Bank of America taking over underwriting at Countrywide is mentioned is because it means a tightening of credit and loan approvals. This tightening affects all mortgage lending, but particularly banks and their mortgage divisions.  Just as recently as September 3rd, Reuters reported several banks’ ratings being downgraded, some from stable to negative.  These banks have significant exposure to housing construction loans and mortgages which have resulted in problems in the real estate industry.  As a result, the downgrades suggest losses for the banks, tightening of credit, and an increase in borrowing costs. What this means is banks who still originate mortgage loans will scrutinize credit and require higher credit scores for borrowers. It is already happening.  Direct lenders such as the one I represent are different in that our underwriting and credit guidelines are much more flexible than banks, and typically offer better pricing. On the other hand, banks often can be a better choice for certain borrowers, especially those who are business owners or self employed. Even these type borrowers must have high quality credit, however, if they borrow from a bank. 

     Effective September 15th, 2008, VA and FHA will no longer allow non traditional credit.  This means all borrowers must have a traditional credit history. Non traditional credit has always been allowed for government loans in the past.  This type credit includes car insurance payment history, utility bill payment history, etc.  Many a borrower has become a homeowner using non-traditional credit, so this is not good news, but it is the truth.  In any case, it is the same with all investors across the board who participate in mortgage lending.  What this means is those who want to become homeowners must begin to obtain traditional types of credit.  Some of the best is revolving credit, such as Visa or MasterCard.  Revolving credit allows a lender to observe how a borrower manages debt.  Just because some people get themselves into trouble using credit cards doesn’t mean this type of credit is bad. The fact is, it is good for a borrower to have revolving credit as long as he demonstrates an ability to manage the debt properly. Building credit is very important and is not insurmountable.  Our company offers a wonderful program called Purchase Power which is free of charge in order to help a borrower build and even repair credit.

     Congress returns soon to Washington and we in the industry are extremely optimistic that down payment assistance will be extended for a year.  While it is not official as this goes to print, the outlook for a reinstatement of DPA looks very strong.  This will be a real boost to the housing market, especially FHA. A tremendous amount of work and effort has been made to persuade our congressional leaders to explore the DPA benefits, so hopefully it will pay off. We all need it, especially prospective home buyers.

