“News” that never seems to make it into the headlines...
97.4% of homeowner pay mortgages on time!!!

(Scary foreclosures not as widespread as it seems…)
By Dave Walsh
Article Launched: 09/27/2007 07:05:50 PM PDT

SAN JOSE - Just how bad is our local housing market? If you believe the numerous news articles that are bombarding us on a daily basis, it’s getting really scary out there. 
Let’s start with the top story featured in every type of local and national news outlet: U.S. Home Foreclosures Soar… (Mercury News 9/18/07). 
The national and regional foreclosure and mortgage delinquency picture is largely the result of a very complex set of circumstances that has ended up making a significant negative impact on our local marketplace. Should we here in Silicon Valley be as worried and alarmed as the headline writers would have us be? Should we be fearful that the fallout from the sub-prime loan collapse and increases in housing inventory signal the long predicted downturn to the once robust Santa Clara County housing market?  Or should we take a moment and truly reflect on the power the media has to create negative perceptions about circumstances that eventually impact our behavior?

Now I do understand that foreclosures in Santa Clara County of any amount can be disastrous for the families involved; and unfortunately, there are some really sad situations. Often time through naiveté, misunderstandings and little fault of their own, they became involved in their version of the “American Nightmare” instead of the “American Dream”. These are tragic, but I believe that they are a minor amount of today’s foreclosure news, especially in our local marketplace.
Yet the headlines continue to scream “danger”. All you have to do is pick up any major paper or log on to any news site to hear dire warnings that the rise of mortgage delinquencies and foreclosures is signaling impending financial doom and gloom. If that message is broadcast consistently enough will it become truth? Apparently so. The negative perceptions have become so strong that many buyers are adopting a wait and see attitude, or even an expectation of a significant price drop. Consequently, instead of enjoying a healthy market based on opportunities they have lacked for several years, buyers are being led to believe that it is a dangerous time to jump in. Unfortunately, the adage that “negative news sells papers” is truer today than it ever has been before and people are much quicker to believe the negative than they are to accept positive. It is getting scary out there; too scary to trust what you hear and read.
The real story behind the headlines is actually some pretty good news. If you’re looking to sell papers, you quote the rising level of mortgage delinquencies and impending foreclosures. If you’re not selling papers, and you look closely at the data, you realize that it’s not as bad as the news sources would have you believe. In fact, for the overwhelming majority of homeowners across the country, delinquencies and foreclosures are not issues – they simply do something very un-newsworthy; they make their house payments on time and as agreed. 

But how can that be!?! Can the headlines be wrong? No, not wrong, just not telling the whole story. A recent article in the Mercury News (9/13/07) by nationally syndicated real estate columnist Kenneth R. Harney explained it best;

“To begin with, remember that mortgage delinquency problems only affect people with outstanding loans, and more than 1 out of 3 homeowners own their properties debt-free. Of the remaining two-thirds of all owners with active mortgage accounts - the latest survey examined 44 million of them - prime loans that are 30 days past due or more constitute just 2.6 percent of all loans nationwide. In other words, among mortgages made to borrowers with good credit at application, 97.4 percent are continuing to be paid on time.”
Stop the presses! Did he say 97.4% of borrowers are paying their mortgages as agreed!?! Wow! That’s great news, but unfortunately, that will never be seen in a headline. Why? Because news papers don’t care to write articles about “good” news; it doesn’t sell papers. But there’s more good news… 

Harney continued with “In some states, delinquencies among prime borrowers are far lower - just 1.35 percent in Oregon, 1.39 percent in Washington, 1.89 percent in Virginia and 1.9 percent in California. Prime-credit borrowers who took out fixed-rate loans in most states are performing even better than prime borrowers as a whole - just over 2 percent on average nationally, and barely over 1 percent in California, Oregon, Hawaii and Washington, are paying late.” Holy smokes! There’s a teaser lead-in that you’ll never hear on the nightly news; “Almost 99% of credit worthy borrowers in California are making their monthly mortgage payments!” Why not you ask? Because the viewers wouldn’t bother to tune in and advertisers won’t buy commercial time on programs people aren’t watching.  Darn all that good news!   
But surely there must be some way to keep those internet news sites writing shocking headlines? How about all those lowly “sub-prime borrowers”? They can’t be paying on time too can they? Unfortunately for the newsies, the overwhelming majority of them are. Harney reports that according to the survey “85.5 percent of sub-prime borrowers are still paying on time every month”.  So, if I understand this correctly, even the majority of the “high risk” borrowers are making their payments on time and as agreed. In fact, in California, where borrowers with prime credit outperform most of the country in on-time payments, the same can be said about our sub prime homeowners; 87.4% of sub-prime homeowners in California are making on-time payments. I can see it now; “Yahoo news reports that 87.4% of high risk borrowers aren’t so risky after all”. Yikes! That’s almost enough positive information to make the web news sites to go back to Paris Hilton for their headline material!
What about the record jumps in new foreclosure filings you ask? Harney answers:

“Here again, you've got to look closely at the hard data in the survey. In 34 states, the rate of new foreclosures actually decreased. In most other states, the increases were minor - except in California, Florida, Nevada and Arizona, where they were attributable in part to investors walking away from condos, second homes and rental houses they bought during the boom years.”
“Doug Duncan, chief economist for the Mortgage Bankers Association, says that without the foreclosure spikes in those states, "we would have seen a nationwide drop in the rate of foreclosure filings." In Nevada, for instance, non-owner-occupied (investor) loans accounted for 32 percent of all serious delinquencies and new foreclosure actions. In Florida, the investor share of serious delinquencies was 25 percent, in Arizona, 26 percent and in California, it was 21 percent. That compares with a rate of 13 percent for the rest of the country.” So, investors who speculated that there would always be an endless opportunity to “flip” properties for a higher profit are deciding that giving the property back to the bank isn’t a bad idea in certain overbuilt markets. Harney sums it all up well with his concluding paragraph: 

“The scary foreclosure and delinquency rates you're hearing about are for real. But they're highly concentrated - among loan types, local and regional economies, and are especially prevalent among investors in formerly high-flying markets who are finally throwing in the towel.” It’s hardly worth the effort of writing a decent headline. 

Well, if the headlines can’t depress people with over the top foreclosure and mortgage delinquency “news”, then they’ll go after the obviously slowing local real estate market. After all, interest rates are rising sky high! Really? I hadn’t noticed. In fact, the California Association of Realtors August housing report states that “thirty year fixed-mortgage interest rates averaged 6.57 percent during August 2007, compared with 6.52 percent in August 2006, according to Freddie Mac. Adjustable-mortgage interest rates averaged 5.67 percent in August 2007 compared with 5.64 percent in August 2006.”
But homes aren’t selling at the same pace they used to! The market has slowed way down! Buyers are standing on the sideline and not willing to buy! The C.A.R. report says “the median number of days it took to sell a single-family home was 55.5 days in August 2007, compared with 50.9 days for the same period a year ago.” Hardly much of a change in either of those significant data points don’t you think? I can see the Governor’s news conference now; “Freddie Mac is reporting a 5/100ths of a percent increase change in the interest rates since August 2006 along with a lengthening of the time it takes for an average home to sell by 110.4 hours.” Now that’s guaranteed to make viewers tune in.
If you are open to good news, there is plenty of it around. Were you aware that 1,117 residential properties closed sale in August of this year county wide according to REIL, our local MLS service? Clearly this is not setting all time records, but it’s still a healthy pace. In spite of the relentless negative housing news, 1,117 homeowners sold and 1,117 buyers bought. I wonder what they were thinking. Were they aware that “conventional wisdom” says that this is not the best of markets? Maybe they were all desperate sellers who had to sell or unsophisticated buyers too slow to know any better.
The reality is probably the same as it always has been in Santa Clara County. We are in the midst of a very “normal” market. There are great opportunities for buyers and the interest rates are still historically quite low.  Sellers who have seen a long (5+ year) gain in appreciation have plenty of equity to cash in. The real question is how the public will respond to the endless negative housing market news that they are inundated with 24/7. Are our Silicon Valley neighbors sophisticated enough to see beyond the alarmist headlines? I hope so. Will they become part of the 97.4% of homeowners who buy intelligently, within their means, with fully documented underwriting criteria? I’d guess yes. Will they be buying homes with hopes of future appreciation like all of their predecessors? Definitely. Should the dream of homeownership still be alive and well in Santa Clara County? Absolutely! Will we be successful in getting the message out before it’s too late for buyers and sellers to take advantage of the opportunities that a healthy real estate market has to offer? I hope not. 
