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RECENT BANK FAILURES AND THE EFFECTS ON THE REAL ESTATE MARKET
What this all means to the future home Buger and home Seller.

Bank failures can have a signiﬁcant imPact on the real estate marl«zt,
Par’cicularlg if the failed banks had a~|arge Por’mcolio of mortgage loans.
when a bank Fails, it can result in a freeze or reduction of lending, Iea&ing
to a decrease in available credit and tightening of credit standards. This
can make it more difficult for Potcntial homebugers to secure a mortgage

loan, which can u|timate|9 lead to a decrease in demand for real estate.

In addition, when banks fail, it can cause uncertainty and alack of
confidence in the financial system. This can lead to a decrease in investor
confidence, which can cause a decline in the stock market and other
investment markets, inclucling real estate.

A decline in the stock market can result in a decrease in consumer
SPencling and consumer coquence, which can also affect the real estate

market.
Overa”) the effects of bank failures on the real estate market clepend on

the size and signiﬁcance of the banks that failed, as well as the broader

economic conditions at the time of the failure
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In the case of the recent bank failures of Silicon Va”eg Bank, Signature
and now First Republic Bank, theg were all regional banks that took on
huge risk in the securities and bonds market. The recent volatile hikes in
interest rates bg the FEDs Panickecl the stocks and bond market leacling
to mass cleposit withdrawals from this rcgional banks leacling to their
eventual colas or in a matter of weeks if not clags.
The demise of this three banks last week has been sencling

S}‘IOC‘(WEBVCS through an 8|F€8Cly Fragile economg. COUlCl it have an

impact on real estate, too?

“The Silicon Va”eg Bank failure, along with a few other banks, means
that the Federal Reserve cannot be so aggressive In raising its short-
term interest rates,” says Lawrence Yun, chief economist of the
National Association of REALTORS®. “Thermcore) mortgage rates

will decline.”

Mortgage rates had been steaciilg rising in recent weeks, with the 30-
year fixed-rate loan averaging 6.75% last week, accor&ing to Freddie
Mac. The Fed has been makinga series of aggressive rate increases,
which may indirec’cly influence mortgage rates, over the last few
months. Home bugers have been up against agorclabilitg woes, as

mortgage rates are nearl clouble whattlﬁe were ust a year ago.
2ag Y y were just a year ag
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But as of Monclag, mortgage rates had fallen about 50 basis Points
lower than last week. Yun says that when there is a Panic in the
financial market, investors often shift money toward safer assets,
which tends to be U.S. Treasury notes and bonds. Mortgage rates
latelg have tended to follow the movement of Treasurg 9]6!(:15, which

are Fa“ing.

“So, a Panic in a sense leads to an automatic stimulus to the economy
from lower interest rates,” Yun says in Public comments on LinkedIn.
“The housing sector nearlg alwags responcls to Fa”ing mortgage
rates, especia”g when there arejob additions to the economy.” And if
rates do head Iower) more home bugers undoubtec”g would still enter

the housing market in response, he adds.

Bank Failures SPark Panic

|_ast F‘riclagJ the shutdown of Silicon Va”eg Bank became the second
largest bank failure in U.s. historg and the Iarges‘c since the 2008
financial crisis. The bank was known as a large supporter of tech
startups. About 15% of the loans in Silicon Va”eg Bank’s Por’mcolio
were residential and commercial mortgages, The Real Deal reportecl.
Signature Bank and Silvergate Capital, both big lenders in the

crgptocurrencg space, also shuttered their doors.
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To help avoid mass Panic, the Federal Reserve, Federal Deposit
Insurance CorP. and Treasurg Department created an emergency
program to backstop all cleposi’ts using the Fed’s emergency lending
authority. That grantecl clepositors full access to their funds as of
Mondag, and the agencies vowed to make all dePositors whole.
Usua”gj banks onlg insure up to $250,000 per account ownership
category through the FDIC, an agency that was created in 19%% after
thousands of bank failures. In this case, the federal government’s
move to backstop uninsured money has been viewed as an unusual

stel:).

President Joe Biden has been ogering assurance to Americans that
banks are safe. He vowed on Monclag to “strengthen oversight and

regulations of Iarger banks so that we are not in this Position again.”

Meanwhile, the bank failures may be a sign of trouble ahead for the
tech inclustrg. “Some businesses reliant on Funding from Silicon Va”eg
Bank [ancl others] may lack caPital to continue its business or have
to cut back,” vun says. There could be somejob losses ahead as a
result, especia”g among some California tech comPanies, he adds.
Local housing markets may be hamperecl bg thosejob losses. But
“broadlg across the countrg,” Yun says, “more home bugers will enter

the market [because O]C] lower mortgage rates.”
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