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Housing Overview

 Housing Conditions
 House prices largely recovered but govt playing big role
 New equilibrium won’t look like pre-crisis
 Not just people having been burned
* Tastes and demographics driving change as well
« Attitudes and approaches are evolving - witness the rent-a-bikes and rent-a-

cars everywhere.
* Big picture, vast majority still want ownership at some point, but
* Timing will differ
* Periods of non-ownership will become more common
« Rental, including single-family rental, more common
« Types of structures and location evolving

* Increasing demand for walkable communities ‘ ]ﬁ)\C/
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Housing Overview cont’d

« Demographics
« FEasy to say they are changing
 Harder to say all the implications and what it all means
« How should lenders respond?
« How should developers and builders respond?

 How should local governments and officials responsible for land usage and
zoning respond?

 How should federal policy respond?
 What is, or should be, our federal housing policy?

« How, and to what extent, should it promote home ownership?

 How should subsidies or other incentives be most efficiently and
effectively deployed to that end?
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What is Housing Finance Reform All About?

 What Happened in the Financial Crisis
What Has Been “Fixed”?
What’s Left To Do?

 Dodd-Frank Addressed Certain Perceived Failings

« But the Secondary Mortgage Market Remains in Limbo

What is the Secondary Mortgage Market?
What Needs Fixing?
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Fannie Mae, Freddie Mac, and Ginnie Mae

Fannie Mae - established in 1938
Ginnie Mae - established in 1968
Freddie Mac - established in 1970

The secondary market connects global investors with local
lenders

They do this by buying loans from lenders, packaging them into
mortgage-backed securities, and selling those securities to
Investors.

Interest Rate risk goes to the investors
Credit Risk stayed with Fannie Mae and Freddie Mac

=
FHA, VA, USDA hold credit risk on Ginnie Mae loans @ HPC
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Environment for Housing Finance Reform

« Conservatorships’ 10t" Anniversary is this Sept.

 House, Senate and Treasury all stating reform is a priority.

* Passage of time has:
* Narrowed the choice set
 Led to broader agreement on key principles and elements of reform
* Allowed for new ideas to be market tested (Credit risk transfer)

« Allowed for new infrastructures to be developed (data standardization,
loan level disclosures, common securitization platform)
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Housing Finance Reform - An Outline

* Principles
 Desired Qutcomes

* Areas of Agreement
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HPC: Principles for Housing Finance Reform

* Fix what is broken and preserve what works in support of
consumers and the market.

* The transition from the old system to the new should avoid
disrupting consumers and markets.

* Private capital should bear all but catastrophic mortgage credit
risk so that market discipline contains risk. The government
should provide an explicit, full faith and credit guarantee on MBS
but with a pre-set mechanism to ensure any catastrophic losses
that call upon taxpayer support will be repaid fully.
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HPC: Principles for Housing Finance Reform

 Government should provide a regulatory framework that is clear
and equitable across all participating companies.

 The government-protected GSE duopoly should be replaced with
a structure that serves consumers by promoting competition,
affordability, transparency, innovation, market efficiency, and
broad consumer access to a range of mortgage products.
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HPC: Desired Outcomes

* Preserve the 30-year fixed rate mortgage while also giving home
buyers access to credit throughout the business cycle and expanding
the opportunity for innovation.

A TBA market that allows borrowers to lock interest rates when they
apply for a mortgage.

* A level playing field for secondary market access across charter
type, size of lender, and source of credit enhancement giving
homebuyers choices among mortgage originators.
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HPC: Desired Outcomes

 Competition and market efficiency that keeps mortgage rates low and
give consumers choice among lenders and mortgage products.

* Replacing the separate Fannie Mae and Freddie Mac MBS with a single
deep, liqguid MBS security characterized by:

multiple issuers,
backed by private capital and

wrapped with a government guarantee to broaden the investor pool for U.S.
mortgage assets, thereby keeping mortgage rates low.
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HPC: Desired Outcomes

A common securitization infrastructure that operates with a uniform set

of standards for mortgage servicing, investor disclosure, and dispute
resolution.

A better approach to meeting affordable housing needs that leads to
sustainable mortgage loans for low- and moderate-income borrowers
and communities.

Consistency in regulation and enforcement to reduce unnecessary
compliance costs and provide certainty to lenders, servicers and their

customers. e
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Areas of Agreement: Elements Included in
Most or All Plans

A common securitization platform operating either as an industry utility or a
government corporation.

* A single, government-backed MBS to give rate investors freedom from credit
risk concerns and deepening the universe of MBS investors.

« Multiple issuers into the single-security (analogous to Ginnie Mae process

today)
=
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Areas of Agreement: Elements Included in
Most or all Plans

Substantial private capital backing each mortgage pool, supplemented by the

capital of the pool aggregator and by an industry-funded, government-
backed reserve fund.

Fannie Mae and Freddie Mac would be wound down and then ended as GSEs
and their GSE charters would be extinguished.

The GSEs’ current affordable housing goals regime would be eliminated (or at
least altered), typically replaced by a funding stream generated from a small
fee placed on all of the new government-backed MBS created by refor
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The Current State of Play in Congress

 Senate: Corker-Warner

 Model relies on creating a handful of intermediaries, called guarantors, to replace
Fannie and Freddie

* Fannie and Freddie would be re-chartered as two of the new guarantors but without
the exclusive charters they have today

e House
 Appears headed to a so-called “Issuer Model” based more on how Ginnie Mae works
today

* This approach also envisions “guarantors” but concentrates less activity exclusively
within the guarantors.

« The Administration ]ﬁ)\c

N
» Supportive of moving ahead HOTING POLICY




Other Issues

Challenges in the rental market.
Supply constraints affecting both rental and single-family markets.

FHA - the government’s flagship program to promote affordable housing
opportunities needs an updated mission, modernized technology, and a
regulatory regime change.

Preparing borrowers to become sustainable homeowners:
* Savings for down payments and cash reserves

* Financial education with homebuying and financing coaching @
* Credit score repair

>
HOUSING POLICY
COUNCIL




Next Steps - Even Before Congress

 Development of the Credit Risk Transfer market is creating a new asset
class:
* Significant opportunity for credit investors
« Continued standardization needed
* |ndex already being created
« Evolution in mortgage products / structure / credit enhancement

 Move towards a single, government-backed security should be a driver to
more regulatory standardization
* National mortgage servicing standard
» Foreclosure standardization?
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Modernizing Housing Finance: Opening the Door
to Innovation and Opportunity

« Regulatory harmonization needed.

* Unnecessary differences between FHA, VA, and conventional loans
need to be eliminated: servicing rules, appraisal, QM, etc.

« Digitizing the Mortgage System
Income, asset, and tax documentation and verification.
E-closing, E-reqistry, E-title etc.
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 Loan products - reducing leverage and building shock absorbers to
reduce risk for consumers and investors.




Thank You
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