Last week, the Obama administration released its long-awaited blueprint for addressing how to deal with Fannie Mae and Freddie Mac.  The Treasury Department basically put forward three options: No government involvement which privatizes the mortgage market eliminating Fannie and Freddie; a government role that explicitly guarantees mortgages only when the market is in trouble; and a full-fledged backstop similar to what is currently in place.  All of the proposals would do away with Fannie Mae and Freddie Mac and at first glance all of the initial proposals have very serious risks to the real estate market that is still in deep trouble.  

 

The one part of the proposals that stuck out in my mind was the recommendation to immediately lower the conforming loan limits back down to the $417,000 level or possibly lower.   Lowering the loan limits will have an immediate impact on real estate prices as the current $729,750 limit has been very helpful in most large cities, which require the higher loan limits in order to qualify more borrowers.

 

Additionally, the Obama Administration put together a $3.7T budget to Congress.  Almost immediately thereafter, Republicans began complaining that the budget’s anticipated deficit reduction of $1.1T over the next decade doesn’t go far enough.  Budgets and deficits are especially important for interest rates as continued deficits will not be welcomed by bond buyers and ultimately push interest rates up as buyer demand for U.S. Bonds weakens.  Inversely, if Bond buyers feel good about the budget and deficits, they will continue to buy our bonds.  Increased deficits can also cause our ratings to be reduced, which will send shockwaves through the markets and much higher rates. 

 

While we remain optimistic about our future, there are a lot of real concerns that can not be ignored.  Proper long term planning, constant review and proper analysis will reduce unnecessary risk that will undoubtedly cause pain for those not prepared.  
Allow us the opportunity to review your real estate portfolio to insure that your existing debt structure is managed properly and in line with your long term objectives.  
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