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MORTGAGE AND COMMERCIAL LENDING
BY COMMERCIAL BANKS
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Mortgage bankers originated $848 bil-
lion of new mortgages in 2004:11Q,
partially reversing the slump that
began in 2003:IVQ but falling far short
of the $1.2 trillion peak reached in the
third quarter of the same year. Refi-
nancings constituted 49% of origina-
tions in 2004:11Q, below their all-time
record of 74% in 2002:1VQ but stable
around their recent low of about 50%.
Relatively stable mortgage rates left
little incentive for new refinancings.
Another sign of banks’ increasing
interest in mortgage lending is that

mortgage-related assets (on-balance-
sheet mortgages and mortgage-
backed securities) now constitute
28% of commercial banks’ assets. In
2004:1Q, holdings of mortgage-backed
securities exceeded holdings of com-
mercial loans for the first time ever.
Profitability of mortgage loans, as
approximated by the spread of the
effective mortgage rate (interest plus
fees) over savings banks’ cost of funds,
improved significantly in 2004:11Q,
reaching 3.9% in June, its highest level
since October 1982.

Adjustable-rate mortgages (ARMs)
have become increasingly popular
over the last year. In July 2003, only
13% of new mortgages were of this
kind; by June 2004, their share had
jumped to 40%. Adjustable mortgage
rates depend on short-term rates,
whereas fixed mortgage rates de-
pend on long-term rates. ARMs’ in-
creased popularity results primarily
from the steepening yield curve and
the increase in the spread between
fixed and adjustable mortgage rates.

4.0

35

3.0

2.5



	MORTGAGE ORIGINATIONS
	MORTGAGE AND COMMERCIAL LENDING BY COMMERCIAL BANKS
	SPREAD BETWEEN EFFECTIVE MORTGAGE RATE AND COST OF FUNDS
	ADJUSTABLE-RATE MORTGAGES
	Text

