What will a credit crunch mean for your mortgage?





Home sweet home. Whether it's a rambling farmhouse or a condo downtown, owning your own home is one of the best investments you can ever make. And the biggest purchase most of us ever make, too. Find out how, even in an uncertain borrowing climate, you can be smart about credit and save money on a mortgage.

It's impossible to open a newspaper or visit a web site without hearing about the U.S. credit crunch: mortgage lender bankruptcies, the Fed lowering interest rates to try to avert disaster. What does all this mean for your mortgage? 

It depends on what you're planning in the next few months. If you want to buy a house or condominium, refinance your mortgage, or take out a home equity line of credit, a credit crunch will have a direct bearing on what kind of loan you'll be able to get and what it will cost you.

Though the US economy certainly affects the Canadian economy, it's not the same. It's impossible to know how much the US crisis will spread to Canada, but what affects the global economy obviously does impact Canada.

In the fall of 2007, several Canadian banks cut the discounts they were offering on mortgages in response to diminishing profits and the rising cost of borrowing. The cut pointed more to banks trying to recover and maintain profits rather than a lack of confidence in residential mortgage debt, as has happened in the U.S.

A good credit score is more critical than ever.
In a tough economic climate, it can be difficult for many borrowers to get a mortgage loan. Conditions favour those with better credit scores and more equity. As lenders become more cautious, they will look for definitive proof of income and employment. They'll look at borrowers more closely as credit becomes harder to get.

Homeowners should make sure they understand the terms of their mortgage loan. Getting a home equity line or loan may be more difficult and more expensive, and require that consumers do some of the research themselves, looking for the best deals, rather than relying on a mortgage broker to do it.

Those with fixed-rate mortgage and secure employment are in the best positions. If you've got great credit, but live in an area where home prices are higher, you might have to pay higher mortgage rates now. But you are also somewhat protected in the event interest rates begin to rise.

Conflicting predictions about what's going to happen in the next few months might cause some to panic, but as always, staying calm is probably the wisest course.

