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Fixed mortgage rates have surged over the past few months, creeping closer to levels that U.S. banks dread. 

As of May 27, the average rate for a 30-year fixed mortgage stood at 5.12% while a 15-year fixed rate was at 4.41%, up 
from between 2% and 3.5% for both throughout much of 2020 and all of 2021. Bankers are fearful of how rising rates 
will impact mortgage banking activity. 

 

Origination worries 

If 30-year mortgage rates reach 6%, "the mortgage market is going to dry up very, very, very quickly," First Internet 
Bancorp Chairman and CEO David Becker said on the company's first-quarter earnings call. 

Executives at BankUnited Inc. also believe a 30-year fixed rate above 6% could weigh on mortgage activity. 

"If rates stabilize where they are, a 5% mortgage rate, while it sounds terribly high compared to where it was in 
December, it's still not that crazy in terms of filling the purchase market," Chairman, President and CEO Rajinder Singh 
said on the company's first-quarter earnings call. But, he added, "if the 30-year rate goes to 6%, which it could, seeing 
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how fast that's come to 5% or even higher, you could see an impact and utilization may not go back up." 

Even rates around 4% and 5% have a "substantial impact" on peoples' ability to buy a home, Five Star Bancorp 
President and CEO James Beckwith said on the company's first-quarter call. 

The Federal Reserve's efforts to counter inflation by raising interest rates coupled with an environment where housing 
demand is outpacing supply has led to the spike in rates, Compass Point analysts Giuliano Bologna and Merrill Ross 
wrote in a May 31 note. 

Most U.S. banks report higher mortgage levels year over year 

Despite the hike in rates, only five of the top 20 banks, as ranked by volume of one- to four-family mortgages, reported 
a year-over-year decline in their portfolios. Wells Fargo & Co., the largest lender of one- to four-family mortgage loans 
among U.S. banks in the first quarter, reported a 9.5% year-on-year drop in loans to $273.97 billion. 

Some U.S. banks are turning to expenses, namely through headcount reductions, to offset the decline in mortgage 
activity. Wells Fargo laid off an undisclosed number of mortgage staff in April. 

"We expect the pressure to continue for the foreseeable future and many originators to continue cutting capacity, 
especially as we approach the seasonally slow Fall and Winter months," Piper Sandler analysts wrote in a May 26 note. 
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Home prices still up, delinquencies continue to fall 

Home prices remained elevated in the first quarter. The Federal Housing Finance Agency House Price Index was up 
18.7% year over year in the quarter, compared to being up 13.1% year over year in the first quarter of 2021. 

Credit quality remained pristine in the quarter with delinquent one- to four-family mortgages climbing even lower, making 
up only 2.4% of the total of $2.534 trillion in one- to four-family mortgages in the quarter. 
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This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately 
managed division of S&P Global.
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