We would like to update you on the following.  As a reminder the situation is fluid and there are still a lot of questions to be answered but we wanted to provide you with the latest information.  

FHA & GSE Mortgage Limits

Barney Frank, Chairman of the House Financial Services Committee, has just announced the House stimulus bill will include a provision raising the GSE and FHA limits to a 125% of median sales price with a maximum loan amount of $725,000.   If this provision is enacted into law as proposed, the GSEs and FHA will have the same limits in areas above $417,000.  (It will be curious to see how this affects VA.) 

While there are a lot of questions that still have to be answered, we assume this new provision will supplement and not replace the current loan limit structure (meaning that $417,000 will be the “floor” for Fannie Mae and Freddie Mac). Accordingly the GSE limits will not increase across-the-board throughout the country.

(This provision is independent of the FHA bill which should be moving forward in the next several weeks.) 

Impact on FHA Limits

For FHA, this change raises the current cap of 95% of median sales price to 125% and also raises the maximum from $362,790 to $725,000.  For example, if 95% of the median sales price ($368,421) resulted in an FHA limit of $350,000 today, the new limit, if this provision is enacted, would be increased to approximately $460,500.  Of course, in a market w/ a median sales price of $500,000 (1.25 times $500,000), the limit would increase to $625,000 and so on.  

There are  still a lot of details to be provided.  For example, will the standard FHA calculation process be followed by Fannie Mae and Freddie Mac?  will the size of “area” be a metropolitan area, county, etc. 
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IMPORTANT MESSAGE TO LENDERS ONE MEMBERS -- WASHINGTON UPDATE

As part of the economic stimulus package being negotiated by House Democrats and the Treasury Department, Fannie and Freddie loan limits will be increased for one year up to $730,000. The increase will be adjusted for local markets at 125% of local median home price.  The move will significantly improve liquidity and pricing in the jumbo market.   The agreement also includes raising the FHA loan limits to the same amount.  We are trying to confirm whether the other provisions of FHA reform will be included (such as lowering down payment requirements).   But at a minimum, the loan limits will be increased.

This represents an agreement in principle and must still go through the legislative process.  My best guess is that will happen sometime after the State of the Union next week, likely progressing into early February.

This is the most significant action to date proposed by the federal government to stabilize the housing market.  Lenders One/National Alliance of Independent Mortgage Bankers have worked hard to make this a reality and we will continue to keep you posted on our progress.

