Case Studies and Policy Changes

FHFA Relaxes Standards for GSE Mortgage Servicers

By Vaasavi Unnava

Original post here.

On April 21, the Federal Housing Finance Agency (FHFA) announced that it was changing
standards for mortgage servicers in an effort to reduce burdens brought on by drastic increases
in mortgage nonpayment. Quickly following, on April 22, the FHFA announced that Fannie Mae
and Freddie Mac would purchase some mortgages in forbearance due to COVID-19.

New forbearance policies under the CARES Act are creating liquidity issues for mortgage
servicers. Typically, mortgage servicers collect payments of mortgage principal and interest from
borrowers whose mortgages are in mortgage-backed security (MBS) pools and use the funds to
make payments to investors who contractually own the rights to the cash flows from the
mortgages in the pool. Fannie Mae usually requires that the servicer advance payments of loan
principal and interest for up to 12 months, even if a borrower is in arrears. Freddie Mac only
requires that servicers advance interest-only payments for up to four months.

The new changes reduce the required advance period under Fannie Mae mortgages from 12
months to four months. This aligns the advance periods for all Fannie Mae and Freddie Mac
single-family mortgages. The new policies apply to all single-family mortgages backed by Fannie
Mae or Freddie Mac and to all servicers, regardless of type or size.

While Fannie and Freddie usually buy loans more than four months in arrears out of MBS pools
to replace them with performing loans, the FHFA has instructed the GSEs to treat loans in
COVID-19 forbearance as if they were subject to temporary natural disaster relief, which would
allow the loans to remain in the MBS pool for the period of forbearance. The change in
treatment reduces liquidity demands on the two government-sponsored enterprises (GSEs).

Also, as of April 22, FHFA announced that Fannie and Freddie would purchase mortgages that
have gone into forbearance almost immediately after closing. FHFA had previously treated such
loans as ineligible for purchase. Mortgages originated between February 1, 2020, and May 31,
2020, are eligible for purchase. Mortgages cannot be more than 30 days delinquent. The GSEs
will price these purchases to account for the increased risk of the mortgage in forbearance. By
relaxing mortgage purchasing standards, FHFA hopes to encourage mortgage origination in a
slow credit market, in which servicers are unwilling to originate mortgages for fear that GSEs
may not buy them.

Through the CARES Act, the government made forbearance available to all borrowers with
federally backed single-family or multi-family mortgages. The forbearance period for single-
family mortgages can extend as long as a year. As of April 19, the share of loans in forbearance
rose to 6.99%, up from 0.25% on March 6. Industry officials expect forbearance requests will
continue to rise with unemployment. As COVID-19 continues to depress demand and
employment, it remains unclear when homeowners in forbearance may be able to resume
mortgage payments. The Mortgage Bankers Association estimates that in a worst-case scenario,
servicers might need to fund as much as $75-100 billion in advances.
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https://som.yale.edu/blog/fhfa-relaxes-standards-for-gse-mortgage-servicers
https://www.fhfa.gov/Media/PublicAffairs/Pages/FHFA-Addresses-Servicer-Liquidity-Concerns-Announces-Four-Month-Advance-Obligation-Limit-for-Loans-in-Forbearance.aspx
https://www.fhfa.gov/Media/PublicAffairs/Pages/FHFA-Announces-that-Enterprises-will-Purchase-Qualified-Loans.aspx
https://singlefamily.fanniemae.com/media/22721/display
https://som.yale.edu/blog/cares-act-provides-mortgage-forbearance?blog=111690
https://www.cnbc.com/2020/04/06/coronavirus-bailout-there-is-going-to-be-complete-chaos-mortgage-ceo.html
https://www.fhfa.gov/Media/PublicAffairs/Pages/FHFA-Addresses-Servicer-Liquidity-Concerns-Announces-Four-Month-Advance-Obligation-Limit-for-Loans-in-Forbearance.aspx
https://www.fhfa.gov/Homeownersbuyer/MortgageAssistance/Pages/Disaster-Assistance.aspx
https://www.fhfa.gov/Media/PublicAffairs/Pages/FHFA-Announces-that-Enterprises-will-Purchase-Qualified-Loans.aspx
https://www.mba.org/2020-press-releases/april/share-of-mortgage-loans-in-forbearance-increases-to-699
https://www.mba.org/2020-press-releases/april/mba-survey-shows-spike-in-loans-in-forbearance-servicer-call-volume
https://www.mba.org/2020-press-releases/april/share-of-mortgage-loans-in-forbearance-rises-to-595
https://infoweb.newsbank.com/apps/news/document-view?p=AWNB&t=pubname%3AAMBB%21American%2BBanker%2B%2528USA%2529/year%3A2020%212020/mody%3A0409%21April%2B09&f=advanced&action=browse&format=text&docref=news/17A3F0CF727BE788

Though these changes in regulation provide a welcomed and needed reprieve for mortgage
servicers, servicers continue to push for a mortgage liquidity facility to ease strain on cash flows
during the forbearance period. Beginning in late March, many called for the Federal Reserve to
set up a mortgage liquidity facility to ease the liquidity pressures on mortgage servicers that
emerged as a result of the CARES Act. On April 8, a bipartisan group of senators explicitly
requested that the Federal Reserve set up a mortgage liquidity facility, something the central
bank has resisted doing. Mortgage experts believe that the Federal Reserve will create a funding
facility, but not until there is a meaningful increase in forbearance activity.
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https://www.reuters.com/article/us-health-coronavirus-usa-mortgages/strained-u-s-mortgage-firms-get-support-but-push-for-liquidity-facility-idUSKCN2232WL
https://www.mba.org/2020-press-releases/march/mba-statement-on-the-senate-passage-of-the-cares-act
https://www.housingwire.com/articles/top-democrats-state-banking-regulators-now-also-pushing-government-to-help-struggling-mortgage-servicers/
https://www.americanbanker.com/news/senators-urge-oversight-council-to-provide-relief-to-mortgage-servicers



