Teaser-rate pricing has largely disappeared from the adjustable-rate mortgage (ARM)
market, according to Freddie Mac’s ninth annual ARM survey. The
1992 initial-year discount from the fully indexed rate averaged 1.07
percent for conforming 1-year
recorded since 1986.
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conforming fixed-rate loans.

1/ Based on the value of the weekly average 1-year or 3-year CMT.

+ A steep Treasury yield

2/ Based on the average 30-year conforming fixed-rate
commitment rate of 8.34 percent from the Primary Mortgage Market
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I Survey (PMMS).

spread between 30-year fixed-rate

mortgages and 1-year ARMs
recorded in the history of the survey—2.82 percent. Look for the
spread to decline as the Treasury curve flattens during the next year.

*  One-half of the ARM lenders offered a 3-year ARM product
split evenly between traditional 3/3 ARMs and 3/1 ARMs. (A 3/3
ARM adjusts every three years; a 3/1 ARM is fixed for three years,
then adjusts annually.) The initial rate on the 3/1 ARM averaged 1.63
percentage points above the 1-year ARM because of the initial 3-year
rate lock. Lenders added an additional eighth of a point above the 3/
1 ARM for the extra interest-rate risk of a 3/3 ARM that adjusts only
every three years.

* ARM note rates varied three times more often across lenders
than fixed-rate mortgages. Thus, shopping for loans can pay off in
lower rates, especially for ARM borrowers.—Frank Nothaft, deputy
chief economist
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