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Since I've been in the business since the mid-1980s, this is the hi.gé:est disconnect between
the bond market and the economy I've ever seen.” — Ethan Haris, chief U.S. economist, Lehman Brothers

Greenspan says interest rates to rise

New loan option requires discipline

Avalos
Gaicge e

' An East Bay financial com-
pany believes it has fachioned a
one-of-a-kind tonic for pecpls
\who want to keep their balance
\shests healthy in a time of sky-
jrocketing house prices and more
\costly home loans.

| For homeowners who can
|control their spending, the loan
joffered by San Ramon-based

CMG Inc. enables peo-
ple to pay off a I-vear adjustable
rate loan in about 1§ years. Ex-
ecutives with CMG believe the
loan can be zn slternative for
people concerned about never re-
ducing their loan balance be-
cause thev have obtained an in-
terest-only loan.

*This is the first of its type, it
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i As Fed tries to thwart inflation, favorable long-term
borrowing conditions are stimulating U.S. economy

Ey David Leonhardt

NEW YORK TIMES
For the past year, the Federdl
Eeserve has been conducting a

. relentless campaign to raise in-

terest rates. And over that zame
year, the rates that matter the
most to many people — mort-
rates — havea to near
O-year lows,
Low mortgage rates have
lified the nation’s long housing

boom to a new level,

“It's been fantastic,” said Ed
Schreyer, a eRecutive
in Cincinnati has refinanced

his mortgage seven times since
buying his home in 2001 and re-
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is unique,” Chris George, CMG's
ident, said Thursday. “Our
oan is the first to combine a
.home mortgage, checking ac-
count and a line of credit in one
package.” CMG rolled out the
loan in California, Oregon and
Washington.

The new loan also could ben-
efit homeowners who are wor-
ried about what might happen to
the value of the equity they own
in a house should home prices in
the super-heated Bay Area mar-
ket suddenly deflate. That's be-

-cause the loan is structured to let
.borrowers build up equity more
quickly.

Here's how the new loan
would work. A homeowner
would be obliged to deposit their
-entire paycheck in an account set
‘up by CMG. The balance on the
‘home loan would be reduced by
the amount of the paycheck.

For everyday living expenses,
people who get thiz loan could
then use any equity they have
built up as a line of credit to pay
their bills. As they write checls
or use an ATM card that comes
with the loan package, that
would then increase the amount
of the loan,

The new loan would also of-
fer an online bill-pay feature.
The accounts in the program
are being handled by GMAC
Bank, a unit of GMAC Finan-
cial Services, CMG may set up
its own bank in the future to
‘service the accounts.

" CMG executives believe
homeowners would be able to
save thousands of dollars over

“the life of the loan and dramati-
cally redtuce the term of the mort-
gage because the structure of the

- "loan would produce a lower daily

- balance for the mortgage. A
Joweer daily balance would reduce
the monthly interest on the loan,

- and is possible because the prin-

. ¢ipal on the loan is reduced every
time a borrower’s paycheck gets
deposited in the CMG mortgage
account,

A lower daily balance equals
interest saved, and since interest
saved equals more money for

. principal, they could build equity

_ faster and own their home

- sooner, with no change in their
spending habits,” George said.

If a borrower has a shortfall
in Income and makes a reduced

“About 85 percent of
individuals move
their lifestyle up to
whatever their cash
flow is and this is
the kind of
arrangement where
you can get into a
lot of trouble if
you're not
disciplined.”

~ Libby Mihelica, financial consultant

level of deposits into the account,
the loan balance would shrink
less quickly, or could even in-
crease.

This type of loan could be a
problem for consumers who are
unable to control their spend-
ing habits, warned Libby Mi-
halka, a financial consultant
and principal owner of Liver-
more-based Altamont Capital
Management.

“About 85 percent of individ-
uals move their lifestyle up to
whatever their cash flow is and
this is the kind of arrangement
where you can get into a lot of
trouble if you're not disciplined,”
Mihalka said.

She believes, though, that
the CMG program has some po-
tential benefits, considering
people could pay off their loans
faster.

"It's an interesting financing
instrument,” Mihalka said. "But
you have to be in a savings
mode and you have to be disci-
plined.”

30 there seems to be a bene-
it for consumers. But what about
CMG? By its own admission, the
company stands to miss out on
thousands and perhaps tens of
thousands of dollars in revenue
from interest payments from
each accelerated loan.

“We would earn less interest
by half so we hope to make up
the revenue by writing more
loans,” said Doug Nesbit, CMG's
vice president of marketing. 1
guess you could say we will
make it up on volume."

George Avalos covers the econ-
amy, financial markeis, and
banks. Reach him at D25-977-
8477 or gavalosicetimes.com.,




