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* Riskier horrowers are making

up A growing share’ tnort-
gages, pushing up’delinqyen

about an eventual spike i
faults that. could  slow
tlie housing recovery. .

i

Fedéral Housitig Administration

that typically require down pay-
ments of just 3% to 5% and are.
often’ snapped up by first-time
buyers. The FHA-backed loans

are increasingly being offered by
non-bank lenders with more leni-

ent crédit standards than banks,

"The landscape s nothinglike it |

~was in the mid-2000s when sub-,
priine martgages were approved.
without verifiying buyers’ income
ot aésets;flgarldng 4 housing bub-

ble-and then a crash. Stil, for
some analysts, the latest develop-:
ment is at least faintly reminis-
cenf of the run-up to that crisis.
“We have a situation where
‘heme prices are high relative to
averpge ; hourly,s.earnings
we're: pushing /5%-dowil
gages, and that’s a bad idea,” says:
Hang Nordby, chief econoiist:of

‘real estate research firin CoStatr, * -~

The share of FIA morigage
payments that were 30 to 50 days.
past due averaged 2.19%: in the
fqurth quarter, up, from about

modestly and raising .concerns -
Rer
o1 derail

/The trend is centered around
home loans guaranteéd by the

fand

" 207% the prgwoﬁs (;-[uart.ei' and
- 2.13% a year earlier, according to .

research firm CoreLogic .and

ies FHA. . Thats still down from
3.77% in early 2009, but it repre-

sents a noticeable uptick, .
~ "While that could simply repre-

. sent monthly volatility, “the risk . ..

is that the performance will con-

tinue to deteriorate, and then you -

get foreclosures that put down-

_ward pressure on home pricc?s,”;_
gays. Sam. Khater, CoreLogic’s

deputy chief économist. Such a

scenario likely would take a few .

vears to play out. .

The early signs of sbmé'minbri' '

turbiilefice in the mortgage mar-

ket add to concerns generated by
recent increases in delinquent
subprie . auto loans, personal -

loans and credit card ‘débt as

‘lenders target lower-income bor-
 rowers to grow yevenue in the lat-

ter stages of the recovery.

FHA mortgages generally are -

granted to low- and moderate-in-
come households who can’t af-

ford a typical downpayment of
“abolit:20%. In exchangé for, ghell- .
ort:. ingout as littlé as 3%, FHA buy-
Says:

ers pay an upfront . insurance

-premiuim ‘equal. to 1,76% of the-.

loan and 0,85% annually.
FHA loans made up 22% of all
mortgages for single-family home

purchases in fiscal 2016, up from

17.8% in fiscal 2014 but below the

. NOTE Years repressnt FHA Hecdl yeo s o

turbulence in the

add to.concern

. personal loans and
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Early signs of minor
mortgage market
generated by recent
subprime auto loans, -

credit card debt.. |

{he

The  share_ has climbed
argely because of a reduction in
ie:“insurance premium and

ger downpayments less
or some, says Matthew
executive director of global
- §trategy for UBS, House

sar since 20147 -
e same time, the nation’s

' biggest: banks, burned by the
. housing crisis and fesulting regu-
latory  scrutiny, largely have
_pulled out of the FHA market as.
" the costs and risks to serve it
- grew. 'Non-bank lenders, which

face less regulation from govern-

ment agencies such as the FDIC,

have filled thevoid. "~
on-hanks, including Quicken

T Loans ‘and’ Freedom . Mortgage,
;" comprised 93% of FHA loan vol- .

ume last year, up from 40% in

20009, according to Inside Mort- -

gage Finance. Meanwhile, the av-

" erage credit score of an FHA

borrower. has fallen modestly
since 2013, Mish says non:banks
generally, have looser. credit re-
quirements, and lenders have fur-

~ ther eased standards — such as

the size of a monthly mortgage

. payment relative to income — as
. median U.S, wages stagnated even
_ as Home values marched higher.

Here’s the worry: If | home

pealk in 2010, FHA figures

price appreciation that has -

ve been increasing about




pﬂces beék and theh dlpg hqme—

owners who put down just 5%.

and are less creditworthy than .

their predecessors will owe more
on their mortgages than their
homes are worth, That would in- ,
crease their incentive to 'défault,
especially if they have to move for
a job or face an extraordinary ex-' ;
pense, Khater says. Foreclosures,
would trigger price declmes that .
ighite more defaults i ina down-
ward: spxral
In turn, fundmg for the non—
bank lenders from banks and’
hedge funds likely would dry up, *
and FHA loans would be harder
to get, dampening housing, - ' -
Guy Cecala, publisher of Ins:de
- Mortgage . Finance, - says, such'
fears are unfounded citing sonie |
complaints that FHA mOrtgage
standards are too rigorous..
“The non-banks (brmg) a wel-
come change,” he says, They must.
.meet FHA standards, he says, and"
. are overseen by the Consumer Fi-
naneial Protection Bureau,
. Bill Emerson, vice chairman of -
Quicken Loans, the top.non-bank
lender, says: the credit standards
of his ﬁrm and his peers are strin-
.gent by historical standards andl
“seem looser only because bartks !

tightened requirements after the . -

housing crash. “T don’t haye any
concerns about” a: pfitentxal rise
in bad loans, Emerson said.
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