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SMACKDOWN!

United Wholesale Mortgage set
off a firestorm of controversy
when it forbade brokers from
doing business with Rocket and
Fairway. Is the brawl benefitting 
the wholesale channel?
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We’re proud to support Indy 500 race car driver Simona de Silvestro and Paretta Autosport’s first-ever female forward 
team. It’s part of Rocket Accelerator, a new initiative created to empower women in the mortgage lending and racing 
space. We’re committed to empowering women on the track and in our business. Just like Simona, every broker knows 
how to keep their foot on the gas, set records and achieve greatness.   

To learn more about Rocket Accelerator, visit RocketProTPO.com.
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Digital Mortgage Servicing
With increased regulatory scrutiny and low 
interest rates, DIGITAL MORTGAGE: SERVICING is 
a chance to explore operating efficiencies and 
structural changes for servicers. Mortgage 
professionals will learn where the industry is 
headed, see what’s next and participate in 
servicer-to-servicer networking.

Single-family acquisitions by quarter
Refinance ($Bil) Purchase ($Bil)

Source: Fannie Mae
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Fannie Mae’s first quarter earnings rise due 
to switch to hedge accounting 
The change contributed $1.2 billion to a total $5 
billion in net income during the quarter, up from 
$4.6 billion in the fourth quarter of last year.

People are reading...

New York Community to buy Flagstar for 
$2.6 billion
The deal, which is expected to close by the end of 
this year, priced Flagstar at 115% of its tangible 
book value.

People are talking about...

What’s going on 
@nationalmortgagenews.com

https://www.nationalmortgagenews.com

Events

Origination
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What’s going on 
@nationalmortgagenews.com demand more regarding concessions, while a 

person in the protected class might not be as 
aware, he added.

“That’s often where the disparate impact 
comes in. It’s unintentional but it’s significant 
and there,” McAuley said.

He recommends having a compliance officer 
track price concessions in addition to the nor-
mal reviews for profitability.

“Clearly, you should be running a fair lend-
ing analysis in the background, a regression 
analysis, a matched pair analysis at least once a 
year,” McAuley said. “While the compliance offi-
cer on an ongoing basis [is] looking at the track 
record on the monthly concessions, be sure to 
look at concessions that are denied as well.”

That’s something lenders often miss and it 
could cost them quite a bit if they are penalized 
for a potential fair lending issue, he added.

Guild Mortgage lets managers know how 
many subsidies loan officers have asked for 
year-to-date, so that the manager can ask “it 
is necessary? Why is it necessary?” said Terry 
Schmidt, its president. “Also, on every single 
subsidy we indicate what it was for, so we un-
derstand it.”

But it is not just making a concession on the 
rate that can be a problem, Fontaine said. A 
lock extension can be a form of price conces-
sion. If a lot of these come from one particular 
source, it could indicate they are taking ad-
vantage of the system, especially if the lender 
doesn’t charge anything or very little for it.

That’s why lenders need to be aware of such 
patterns, said Eric Gates, the president of Apex 
Home Loans. 

Loan officers may need to switch strategies 
and work with other sources that might provide 
leads that don’t need massive concessions.

And while lenders can do all that’s in their 
power to manage margins by carefully monitor-
ing concessions and compensation of sales and 
back office personnel, there is a limit to what’s 
possible when it comes to profits. Ultimately, 
“you can’t control what the market’s going to 
do,” Gates said. “In the end the market is going 
to control the margins.” NMN

Origination

Rate discounts must be tracked 
amid new fair lending focus

By Brad Finkelstein

Originators must carefully monitor their loan price concessions as the 
Biden Administration looks to enforce disparate impact rule

With the Biden Administration looking to 
reinstate the disparate impact standard for 
fair lending enforcement, mortgage originators 
must place renewed focus on the clients that 
are and aren’t getting mortgage rate discounts, 
a panel at the Mortgage Bankers Association’s 
Spring Conference said.

Those price concessions are commonly used 
by lenders and their loan officers to attract 
and keep borrowers in their origination pipe-
line at a time when mortgage rates are rising. 
But lenders must protect against unintended 
consequences for fair lending when offering 
them, said Michael McAuley, a principal at the 
consulting firm of Garrett, McAuley & Co.

Originators need to ensure they are unbiased 
in how they determine who gets a price discount 
and they must document the reason for grant-
ing one, said Michael Fontaine, the co-presi-

dent and chief operating officer of Plaza Home 
Mortgage.

“You will get looked at in those areas, so make 
sure that you’re factoring that in and that your 
compliance group and risk management prac-
tices are solid in that area,” Fontaine warned.

Company managers may be unintentionally 
creating a disparate impact situation because 
they are giving nonprotected classes a price 
concession but not others, McAuley said.

In 2015, the U.S. Supreme Court determined 
that a lender can be found liable for racial dis-
crimination even if that action is not intentional.

“It could simply be happening because you’ve 
got non-protected classes that know to ne-
gotiate or push back more, or they know their 
options,” McAuley said. 

That group is likely to have more familiari-
ty with the mortgage origination process and 

“It could simply be happening 
because you’ve got non-
protected classes that know to 
negotiate or push back more, 
or they know their options,” 
Michael McAuley said.
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Sandler noted.
“The banks with a greater share of origina-

tions coming from the retail channel or further 
emphasizing the retail channel (Wells Fargo, 
PNC) tended to report stronger results while 
correspondent-heavy banks (Truist, U.S. Bank, 
Citizens) saw greater pressure on mortgage 
banking results from last quarter,” said Kevin 
Barker and R. Scott Siefers, managing directors 
at Piper Sandler.

Meanwhile, mortgage servicing rights valua-
tions increased on a quarter-to-quarter basis at 
a higher percentage — 27% for the five banks 
that provided this information — than the 20% 
KBW had predicted.

Servicing rights valuations benefited from an 
82-basis-point increase in the 10-year Treasury 
yield and the corresponding 50 bp rise in 30-
year mortgage rates since year-end 2020.

“Also, MSR pricing is likely improving as mar-
ket risks (such as forbearance rates) have de-
clined,” George said. “We see the MSR strength 
as a positive read-through for owners of servic-
ing assets such as Mr. Cooper, New Residential, 
Two Harbors, PennyMac Financial Services and 
PennyMac Mortgage Investment Trust.”

Piper Sandler noted that Mr. Cooper has one 
of the largest unhedged MSR portfolios com-
pared with the other publicly-traded non-banks. 
The first quarter could bring a $125 million in-
crease in Mr. Cooper’s MSR valuation according 
to the Piper Sandler forecast.

At Wells Fargo, which has the industry’s larg-
est MSR portfolio, there was further shrinkage to 
$801 billion at March 31, from $857 billion at the 
end of the fourth quarter.

That drop was a result of Wells Fargo re-
ducing the amount of loans it purchases in its 
correspondent channel.

“In the next year or two, we could see several 
non-banks such as Rocket Cos., PennyMac Fi-
nancial Services, New Residential or Mr. Cooper 
have greater servicing market share than Wells 
Fargo,” Piper Sandler said. “Though we should 
point out that Wells Fargo has started to origi-
nate correspondent nonconforming loans again 
and could start to see more volume  
over time.” NMN

Bank gain on sales margin trends

Note: Measured in basis points
Source: Piper Sandler
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Banks picked up mortgage 
market share in first quarter

By Brad Finkelstein

Volume was up 3% among eight depositories, compared with models 
that predicted industry-wide drops as large as 13%

The quarter-to-quarter increase in mortgage 
originations at eight banks bested industry-wide 
expectations, suggesting that the segment is 
regaining market share, a Keefe, Bruyette & 
Woods report said.

Combined first quarter volume rose 3% from 
the fourth quarter and 21% over the first quarter 
of 2021 at the group of eight banks tracked 
by KBW: Wells Fargo, JPMorgan Chase, U.S. 
Bancorp, Bank of America, Truist Bank, First 
Republic Bank, Citigroup and PNC Financial 
Services Group. 

That mortgage volume increase compares 
with a 13% quarter-to-quarter decline recent-
ly forecasted by both the Mortgage Bankers 
Association and Freddie Mac for the mortgage 
market overall. The results even beat Fannie 
Mae’s estimates for a 6% drop in originations 
the first quarter.

This implies that some banks such as JPMor-
gan Chase likely regained market share, and will 

potentially outpace the industry for the period, 
KBW analyst Bose George said.

However, “strong volumes were not enough 
to offset declining gain on sales margins as 
production income declined for most banks,” 
George wrote in the report, noting that the drop 
in gain on sale brought margins down to normal 
levels compared with the outsized gains seen 
last year.

“We believe this is consistent with our view 
that we have reached an inflection point,” he 
added.

The gain on sale margin declined quar-
ter-to-quarter for seven out of the eight banks. 
The outlier was Wells Fargo, and the increase 
there was attributed to the bank doing ear-
ly buyouts on loans from Ginnie Mae mort-
gage-backed securities pools.

The financial results were largely defined 
by the origination channels that each bank 
dedicated the most focus, a report from Piper 

“In the next year or two, we 
could see several non-banks 
have greater servicing market 
share than Wells Fargo,” a 
Piper Sandler report stated.
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No. 5, pushing banks Wells Fargo and JPMorgan 
Chase each down one notch to No. 3 and 6, as 
loanDepot and Freedom Mortgage moved up in 
the rankings.

“Freedom is probably the most striking exam-
ple of independents understanding the market 
and executing on that last year,” said Polygon 
CEO Lyubomira Buresch.

Freedom funded $99.2 billion in one- to 
four-family loans during 2020 as compared to 
just $28.6 billion the previous year in a move fu-
eled by strong government lending and refinanc-
ing. LoanDepot’s volume rose to $100.5 million 
from $44.9 million a year earlier.

Quicken funded $313.4 billion during 2020, 
more than doubling the $141.6 billion it originated 
in 2019 as it went public under the Rocket name. 
UWM funded $182.8 billion, compared to $108 
billion the previous year.

Some leading banks did experience gains as 
well, but these were smaller. Wells Fargo pro-
duced $126.9 billion in single-family loans, com-
pared to $110.2 billion the previous year.

Loan counts highlight divergent activity 
between banks and nondepositories

Further exemplifying how depositories’ mort-
gage originations contrasted nonbanks’ last year 
were loan count rankings, according to RiskEx-
ec’s analysis.

Not only did Wells Fargo’s position drop slight-
ly in loan count as it did in the dollar-volume 
rankings, Bank of America fell far out of the top 
5 because its volumes were actually lower for the 
year. Bank of America descended to No. 9 with 
a loan count of 184,088 in 2020, compared to 
214,321 a year earlier.

At the other end of the spectrum, Quicken’s 
single-family origination count totaled more 
than 1.1 million, and UWM’s was 560,789. In 2019, 
Quicken’s loan count was 549,665 and UWM’s 
was 338,585. They recaptured No. 1 and 2 slots 
they’d held the previous year with these numbers.

Freedom Mortgage jumped up to the third 
rung after ranking 10th last year with a loan 
count of 389,146, compared to 109,682 in 2019. 
LoanDepot, which ranked No. 5, had 294,467 
single-family originations in 2020 compared to 
149,210 in 2019, when it ranked 6th.

Wells Fargo slipped to No. 4 with a loan count 
of 319,429 this year and 288,291 last year.

Although banks appear to have contracted 
lending in line with credit restrictions last year, 
the analysis Agarwal’s done so far suggests to 
him that denials were lower overall in the past 
year. NMN

Top 5 single-family lenders by 
2020 dollar volume

2019 2020

Source: Polygon Research's preliminary analysis of 2020 HMDA data
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Top mortgage lenders of 2020, 
according to HMDA analyses 

By Bonnie Sinnock

Nonbanks claimed more of the top slots based on loan volume

Overall, 2020 was a record year for the housing 
finance industry, but not everyone reaped the 
same gains from it, early analyses of Home Mort-
gage Disclosure Act data show.

Nonbanks claimed more market share, and 
annual origination gains for Hispanic, Black and 
Native American borrowers were weaker than for 
other groups, according to first-takes on HMDA 
data by ComplianceTech, Polygon Research and 
RiskExec.

Given that newly public nonbanks were eager 
to show shareholders growth as banks became 
more conservative with credit amid the pan-
demic, nondepositories took four out of the top 
five slots for single-family lenders last year, as 
compared to just three in 2019.

That development could redouble calls for 
more safety-and-soundness measures for 
nonbanks from the banking industry, which is 
concerned about how the growing presence of 
less-regulated nondepositories could affect the 
broader financial system.

“Nonbanks are growing, and that is cause for 
concern by banking trade associations,” said 
Anurag Agarwal, founder, president and chief 
architect of RiskExec.

To be sure, the HMDA data available to date 
is preliminary and has its limitations given that 
some smaller companies are exempt from the 
reporting, but generally it’s broadly considered to 
be a reliable industry benchmark.

What follows are more specific data points 
and other first-takes on 2020’s HMDA numbers.

Two nonbanks now top traditional home 
lending based on dollar amount

Independent mortgage banker Quicken Loans, 
which became publicly traded as Rocket, held 
onto its leading position in the single-fami-
ly rankings based on loan balance as United 
Wholesale Mortgage took Wells Fargo’s place at 
No. 2, according to Polygon Research.

United Wholesale Mortgage moved up one slot 
to No. 2 and loanDepot moved up one notch to 
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Secondary

in 2020, compared with 58 basis points in 
2019. In the first half of last year, net produc-
tion income averaged 131 basis points, then 
rose to 174 basis points for the second half.

It is a big turnaround for an industry that 
lost money per-loan-originated in two out of 
four quarters in 2018, and the full year’s aver-
age per loan profit was just $367.

Total loan production expenses increased 
to $7,578 per loan in 2020, up from $7,535 in 
2019.

Still, what IMBs earned on the origination 
side more than outweighed any losses their 
servicing units suffered.

“Heavy prepayments, combined with elevat-
ed default and forbearance activity, contribut-
ed to a loss of servicing income,” Walsh said. 
“Valuation markdowns on mortgage servicing 
rights and servicing amortization resulted 
in heavy hits to the overall servicing bottom 
line, especially for those servicers that did not 
hedge their MSRs.”

Servicers lost $176 per loan last year, com-
pared with a $116 per loan loss in 2019.

All told, 99% of the companies that re-
sponded to the MBA’s survey posted overall 
pre-tax net financial profits in 2020, com-
pared to 92% in 2019 and 69% in 2018.

This year is shaping up to be a different 
story as Keefe, Bruyette & Woods expects 
mortgage banking profitability to moderate 
in the first quarter, an earnings preview report 
from Bose George said.

He expects to see lower gain on sales re-
sults, much of that decline likely happening 
later in the period. And price wars could be on 
the horizon.

“Looking out toward the back half of this 
year and into next year, we are incorporat-
ing a compression in profitability to reflect 
a moderation in demand, which could lead 
originators to reduce pricing to better uti-
lize their production capacity,” George said. 
“With many non-bank lenders publicizing their 
objectives to take market share, we think it is 
possible that competition could drive profit-
ability below long-term averages, though this 
should only be temporary.” NMN

IMB's average per loan 
production profits

Source: Mortgage Bankers Association
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High gains on sales drove  
record profits in 2020

By Brad Finkelstein

However, due to increased compensation, companies were largely unable 
to use that cash infusion to make investments that lower their costs

Mortgage bankers had record origination 
profits last year, driven not by lower costs due 
to increased volume, but higher gains from 
selling loans in the secondary market, the 
Mortgage Bankers Association said.

But 2021 could be a different story as 
expected declines in origination volume are 
likely to create price competition as lenders 
look to maintain or increase market share. 

In the first quarter, 52% of industry execu-
tives said they expect that their future mar-
gins will shrink, compared to 48% the quarter 
before and only 4% the year before, according 
to Fannie Mae’s Mortgage Lender Sentiment 
Survey.

In 2020, independent mortgage banks 
and bank mortgage subsidiaries earned an 
average profit of $4,202 per loan originated, 
up from $1,470 per loan in 2019, an increase of 
about 186%.

Gain-on-sales margins were abnormally 

high among the companies that disclosed this 
information, even despite some tightening 
throughout the year.

On the other hand, when volume increas-
es, mortgage originators’ expenses typically 
drop as a result. But the per-loan production 
expenses rose in 2020, because companies 
offered signing bonuses, incentives, overtime, 
and other compensation to address capacity 
constraints and meet demand, said Marina 
Walsh, the MBA’s vice president of industry 
analysis, in a press release. Loan officers 
earned more in commissions since loan bal-
ances were higher.

Average production volume per company 
last year was $4.5 billion, up from $2.7 billion 
per company in 2019. 

The MBA’s most recent estimate pegged last 
year’s total volume at $3.83 trillion, an all-
time high for the industry.

Net production income hit 157 basis points 

“Valuation markdowns on MSRs 
and servicing amortization 
resulted in heavy hits to the 
overall servicing bottom line,” 
Marina Walsh said. 
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Underwriter adjusted how the DTI is considered. 
Instead of the actual number, the program will 
now take into account the composition of that 
debt, including revolving debt and student loan 
debt. The revision considers those with a higher 
amount of revolving debt as less risky. Borrowers 
with student loan debt are considered to be less 
risky than those with only revolving debt. That 
update applied only to new case files and would 
not have caused a recommendation to change 
if a loan was previously submitted to DU and 
underwritten with the previous version, a source 
said.

A second change removed the option of iden-
tifying the borrower as self-employed as a risk 
factor and replaced that with variable income. 
So, a borrower that has a higher percentage of 
variable income such as bonus, overtime, com-
mission and similar items, will be treated by DU 
as being riskier.

Among the CHLA members that have gotten 
loan files caught in the DU changes is Draper & 
Kramer Mortgage based in Mountain Lakes, N.J.

The company ran a borrower’s file on the old 
version of DU and received an approved eligible 
finding from the system, said Tim Shultz, senior 
vice president of National Sales Administration 
at Draper & Kramer.

This borrower had a 714 credit score, an hourly 
wage position, no variable income with 21% 
mortgage DTI and 38% total DTI ratios and three 
months reserves. The borrower was approved for 
the Home Ready program.

But when the loan was soon to close, Draper & 
Kramer reran the file through DU. It does this as 
a normal practice, as there might be differences 
in income, or other variables. 

The main change in this case was a reduction 
in the total DTI to 33%, as some of the revolv-
ing debt was cleared off and the borrower was 
able to save enough to add another month to 
his reserves. But when the file went through the 
updated DU, it came back referred with caution.

Luckily, the company was able to rerun the 
loan and deliver it using the original findings.

This has also happened with loans run through 
Freddie Mac’s Loan Product Advisor, Shultz said.

As a result, the CHLA is looking for more trans-
parency from the GSEs for their changes. “We’re 
the ones making the loans; Fannie and Freddie, 
they’re the ones securitizing them,” Shultz said. 
“Let’s work together here so we all know our 
intent and our purpose.”

Representatives from Fannie Mae and Freddie 
Mac did not offer comment as of  
deadline. NMN

GSEs’ automated underwriting 
changes irks small lenders

By Brad Finkelstein

Community Home Lenders Association members say loans that were 
approved previously are getting rejected when resubmitted
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The Community Home Lenders Association is 
concerned, not just about the tightening of un-
derwriting criteria in the government-sponsored 
agencies’ automated underwriting systems, but 
the lack of transparency regarding those chang-
es.

In a letter sent to Fannie Mae CEO Hugh Frater 
and Freddie Mac acting CEO Mark Grier, the or-
ganization says members have run the same loan 
through their respective AUS in recent months. 
After the first run, the loan received an “accept,” 
but the second time, even when borrower credit 
scores and financial capacity and the loan terms 
remain exactly the same, the loan is now given a 
caution finding.

“We see no evidence that credit box tightening 
is warranted at this time by the underlying loan 
risk, particularly in light of the GSEs continued 
record of profitability,” the unsigned letter said.

This letter to the government-sponsored enter-
prise heads follows one sent in March to Treasury 
Secretary Janet Yellen and Federal Housing 
Finance Agency Director Mark Calabria.

The latest letter asks if the AUS change was 
made due to revisions regarding risk taking by 
the GSEs implemented in the January revisions 
to the Preferred Stock Purchase Agreements, in 
particular a 3% limit on refinance acquisitions 
or a 6% limit on single-family acquisitions in a 
52-week period that have two or more of the 
following conditions: over a 90% loan-to-value 
ratio; a total debt-to-income ratio over 45%; or a 
credit score below 680.

Both Fannie Mae and Freddie Mac do make 
adjustments to the AUS based on factors includ-
ing changes in risk tolerance at any particular 
time.

A March update to Fannie Mae’s Desktop 
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“Most commonly, the borrower’s payment is 
unchanged post exit from forbearance” on these 
non-QM loans, Verkhoglyad said.

“The ability to treat missed payments as a bal-
loon amount and have borrowers return to nor-
mal payment should be a big help — as would 
continued macro-economic improvements,” 
Verkhoglyad said. “Giving servicers options to 
explore loss mitigation is already a standard 
post-Great Financial Crisis practice for most in 
the industry.”

There were 2.3 million mortgages in an active 
forbearance plan as of April 6, down from 2.54 
million one week prior, according to Black 
Knight.

Federal Housing Administration and Vet-
erans Affairs mortgages made up 954,000 of 
that total, with Fannie Mae and Freddie Mac at 
753,000 and the private-label/portfolio seg-
ment at 605,000. The prior week, there were 
1.05 million FHA/VA loans, 822,000 Fannie/
Freddie loans and 670,000 PLS/portfolio mort-
gages in a plan.

The private label clients at subservicer BSI 
Financial have all enacted programs very 
consistent with the CARES Act and so they’re 
highly motivated to keep loans performing, and 
get borrowers back on track through deferment 
programs, modifications and other things along 
those lines, said President John Lawrence.

“If it is in a securitization, they have default 
triggers that they have to worry about,” Law-
rence said. “So everyone at the end of the day 
is pretty aligned in getting customers back on 
track that have been impacted with COVID.”

There’s been a lot of consistency among the 
deferment programs in forbearance.

Still, on the private label side “there’s a little bit 
more customization that’s needed from us from 
a client perspective, but it’s just working through 
with them,” Lawrence said.

But the legal risks to the private-label and 
portfolio servicers would be the same as for 
those that service the government-backed loans, 
explained Kolodziej, as “they’re going to just be 
subject to the federal law. It’s really a wide um-
brella so I think everybody kind of gets brought 
under the same framework which ultimately re-
sults in the same level of risk for nearly everyone.”

However, servicers will have a tricky task in 
dealing with the potential of many months of es-
crow shortages that built up because payments 
weren’t being made, said Carissa Robb, the pres-
ident and chief operating officer at Constant.
AI, a fintech that specializes in providing loss 
mitigation services.

Loans in forbearance plans as of
April 6

Source: Black Knight

Category GSE Government Total

753, 000 954,000 605,000

Share 2.7% 7.3% 4.7%

27. 9 million

Private-label

Units in forbearance

Unpaid principal balance

Total mortgages 
outstanding

$156 billion $162 billion

12.1 million

$135 million

13 million

2.31 million

$453 billion

4.4%

53 million

How CPFB’s foreclosure delay 
could impact non-QM lenders

By Brad Finkelstein

Servicers of loans not related to the government often capitalized missed 
payments and converted them into a deferred, non-amortizing balance

While last year’s CARES Act directed lenders 
of government-related loans to take certain ac-
tions in the face of the pandemic, the Consumer 
Financial Protection Bureau’s new proposal for 
handling mortgages exiting forbearance plans 
extends to lenders outside of that category, who 
will have to fall in line with the proposed guid-
ance.

“They don’t necessarily have to develop new 
programs for those private paper loans, but if 
it’s going to be sitting there untouched with no 
path forward, perhaps the mutually beneficial 
approach would be to find some alternative, 
whether it be a modification or deferral or some-
thing, to keep the income source coming in,” 
explained Jonathan Kolodziej, an attorney and 
banking and financial services partner at Bradley 
Arant Boult Cummings.

While forbearance plans and their deadline 
extensions for conforming and government loans 
had been spelled out in federal legislation, for 

the non-qualified mortgage and private-label 
market, the time frames and methods varied 
widely.

“Some non-agency forbearance programs 
were as short as three to six months,” said Vadim 
Verkhoglyad, head of quality assurance and co-
head of research and publication at dv01. “The 
impairment rate in the non-QM universe has 
fallen substantially since the summer, and many 
borrowers have already come off forbearance 
and resumed full payment.”

While impairments for non-QM borrowers 
increased 40 basis points month-over-month in 
February to 11.1%, this was still well below the 
19.2% seen at the peak last June, dv01 reported.

When addressing a forbearance exit, lenders 
most often capitalized the missed payments 
and converted them into a deferred, non-amor-
tizing balance (which typically does not accrue 
additional interest), often required as a balloon 
payment, he said.
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The GSEs expect to contend with a significant population of borrowers who face steep financial setbacks after 
the pandemic winds down  

In normal circumstances, escrow shortages 
are spread out over the following 12 months. 
Replenishing those funds will lead to increased 
payments for borrowers.

So as a result, servicers “certainly will have a 
population that needs a little more help, as they 
expire,” said Robb. “That breathing room, I think, 
is where the CFPB is going with the proposed 
moratorium on avoidable foreclosures.”

At BSI Financial, approximately 3% of its 
140,000-loan portfolio is in active forbearance 
plans, down from about 4%-to-5% at the peak. 
A significant number of borrowers at BSI received 
forbearance without ever missing a payment.

In general, “when you look at the timing of 
where the pandemic fell last year, we will be 
actively doing deferments and modifications 
over the next few months, as folks are starting 
to roll off the plan,” Lawrence said. “Things are 
starting to open back up and people are ready 
to re-engage with making payments.”

It’s too early to tell if that wave of foreclosures 
that many consider to be the driving factor for the 
CFPB’s proposal will in fact arrive, Lawrence said.

“We’ll know a lot more in the next few 
months as we talk to customers about their 
situation, but I’m not in the camp that sees a 
huge wave at this point in time on my portfo-

lio,” he added.
To avoid any problems, Robb said, servicers 

need to step back and look at doing the right 
thing by the borrower.

“The right thing to do is say we gave you a 
reprieve, and now we’re going to reset the de-
linquency and allow you to show that you have 
this renewed ability and willingness to repay, 
either with your regular payment, or through a 
modification,” said Robb. “So that’s where the 
pause [helps] — if somebody is violating that 
basic concept of fair treatment, the moratorium 
on the ability to file a foreclosure is not actually 
going to address that.” NMN

Most distressed government-sponsored enter-
prise borrowers have been able to resume pay-
ments by adding those they’d suspended on to 
the end of their loans. But others will need lower 
payments long-term, potentially beyond the aver-
age 20%-plus payment break the GSEs’ standard 
modification offers, executives said at a virtual 
Mortgage Bankers Association event Thursday.

That suggests that even the GSEs, which have 
among the lowest forbearance rates in the market, 
do expect to contend with a significant population 
of borrowers who face steep financial setbacks 
after the pandemic ends.

“The payment deferral solution was very, very 
effective. We believe it will continue to be effective 
in 2021. I think for many of these borrowers, they’re 
likely to need something more,” said Kevin Palmer, 
senior vice president, single-family portfolio man-
agement, at Freddie Mac.

Freddie Mac plans to deploy the payment break 
that the standard Flex Modification offers, but Fan-
nie Mae is considering whether something beyond 
that is needed, said Malloy Evans, its senior vice 
president and single-family chief credit officer.

“It should be a great solution for a lot of people 
who have been in forbearance for longer, who may 
be impacted more deeply and who aren’t able to 
return to their existing payment,” Evans said. “But 

Fannie Mae, Freddie Mac say they may have to 
broaden options for deep distress

By Bonnie Sinnock

we’ve been keeping an eye on Flex Mod to make 
sure it’s going to be a viable solution for those folks, 
or do we need to make any tweaks?”

But not all of the GSEs’ borrowers are that deeply 
distressed and many have gotten back on track.

For example, Fannie Mae has been able to 
provide more than 1.3 million forbearances since 
the onset of the pandemic. As of year-end 2020 
over 780,000 exited from that group, 95% of which 

returned to current or paid in full, Malloy said.
However, broader indicators of delinquencies and 

forbearance do bear out that while overall incidents 
of distress are shrinking, there’s also a larger group 
with 90-day-plus payment suspensions that could 
have longer-term financial problems.

So as time goes on, exits from forbearance may 
get tougher, and new options may be needed to 
handle them, said Palmer. NMN
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Hosted by

Now featuring new demos from our 2021 Demo Event,  Advances in Tech brings together the 
latest technology innovations that are leading the mortgage industry forward. Explore these 
short demos to see what new capabilities are available and understand how your own tech 
stack measures up to evolving industry standards. Speed up innovation and build customer 
relationships.

To watch the demos, visit  nationalmortgagenews.com/advances-in-tech

CORELOGIC TITLE AND CLOSING 
SOLUTION
Taking time, touch, and cost out of both 
lender and vendor workflow 
Learn how you can benefit from order creation, streamlined work-
flows, and vendor management for all your title and closing needs, 
from procurement of title commitments to multiple closing tasks. 
This launch represents CoreLogic’s latest enhancement to Complete 
CollateralTM, the company’s drive to deliver a single, end-to-end digi-
tal mortgage workflow.

CONTACT INFO

Michael Marino 
Principal, Industry 
Solutions

 Phone: 800-426-1466
Email: titlerequest.cvs@
corelogic.com
Website: corelogic.com/
solutions/collateral-man-
agement-solution.aspx

FIRST AMERICAN DOCUTECH
A complete solution enabling each 
transaction to be as “e” as it can be
Learn how to accelerate your closing process and deliver a 
better experience to your customers with Solex® eClosing Engage, 
a complete end-to-end digital mortgage closing solution for 
lenders, borrowers and settlement agents.

CONTACT INFO

Robert Dempster  
Sales Engineer  

 Phone: 800-497-3584
Email: salesops@firmam.
com
Website: docutech.com/
solutions/solex/
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Michael Marino 
Principal, Industry 
Solutions

 Phone: 800-426-1466
Email: titlerequest.cvs@
corelogic.com
Website: corelogic.com/
solutions/collateral-man-
agement-solution.aspx

CONTACT INFO

Rebecca Frisbie
Director, Product 
Management   

Tiffany Bjarnson
Manager, Product 
Management

 Phone: 925-227-7000 
(main) 888-955-9100 
(Encompass)
Website: icemortgage-
technology.com/
resources/eclosing

CONTACT INFO

Robert Dempster  
Sales Engineer  

 Phone: 800-497-3584
Email: salesops@firmam.
com
Website: docutech.com/
solutions/solex/

CONTACT INFO

Brian Zitin
CEO

 Phone: 855-929-2349
Website: reggora.com

CONTACT INFO

Debi Roy
Director, Fintech

 Phone: 866-9-TAVANT 
Website: tavant.com/
artificial-intelligence

FREDDIE MAC SINGLE FAMILY
Automate the assessment of borrower 
assets and income with Loan Product 
Advisor® AIM 
Freddie Mac Single-Family offers unmatched risk analysis, sophisti-
cated data modeling, intelligent process automation and the indus-
try’s best-regarded client support to help business and borrowers 
succeed in a changing housing market.

CONTACT INFO

David Fulford 
Lender Strategy and 
Integration

 Phone: 800-FREDDIE
Website: Freddiemac.
com/AIM

ICE MORTGAGE TECHNOLOGY
Delivering a true end-to-end eclosing 
experience: Encompass eclose
Experience a true end-to-end eClosing solution providing a single 
source with the industry’s leading LOS.  From document ordering, 
borrower engagement, settlement agent collaboration, eSignatures 
and beyond, Encompass eClose provides one workflow, from one 
partner to deliver a comprehensive solution. 

REGGORA: READY FOR THE FUTURE 
OF APPRAISAL, NOW?
Shorten turn times and increase capacity
Reggora’s modern, two-sided real estate appraisal platform stream-
lines the entire process for mortgage lenders and appraisal vendors, 
introducing unmatched operational efficiency to the industry. Learn 
how you can manage all your orders and loan files in one place, and 
see why lenders using Reggora have reported saving up to 15 minutes 
per loan file and processing up to 40% more volume.

TAVANT
Banking by Design: Deliver Superior 
Customer Experiences for Women
2021 is here and the 2020 results are in – Banks still haven’t figured 
out what it takes to make their offerings appeal to women. Learn 
more. Debi Roy provides key insights and strategies as to how banks 
can rethink their operations and redesign their offerings with the 
needs and preferences of women in mind. Diversity and Financial 
Inclusion!

Sponsor Content From: 
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social justice concerns in complaints on credit re-
porting, managing a bank account, or struggling 
to pay bills due to COVID.

“We’re trying to get ahead of all these differ-
ent pain points that are a risk to institutions,” Tal 
said.

One consumer posted a complaint in Septem-
ber 2020 referring to multiple companies that 
“will not let me breathe and they stubbornly 
refuse to take their knees off my neck.” Another 
complaint filed in February 2021 stated: “And 
simply because they have their foot on my neck, 
they charge fees so that this account — which is 
all cash, loses value every month.”

Using AI to identify signs of bias within an 
organization gives companies a head start to 
prepare for any action taken by the CFPB.

In the CFPB’s annual fair-lending report to 
Congress last week, acting Director Dave Uejio 
said the bureau’s top priorities include taking 
“bold and swift action to address issues of perva-
sive racial injustice and the long-term economic 
impacts of the COVID-19 pandemic on consum-
ers.”

He vowed to find practical ways “to make free-
dom from racial prejudice and pursuit of racial 
equity a priority.”

And in March, Uejio warned that the bureau is 
analyzing disparities in how companies address 
complaints from minorities. He also put financial 
firms on notice that the CFPB will not tolerate 
discrimination against the LGBTQ community.

Experts say weeding out discrimination and 
addressing allegations of bias are critically 
important for risk managers given that the CFPB 
routinely uses complaints to look more closely at 
a financial institution’s operations.

“Complaints are a focal point for regulators 
and serve as a launchpad for investigations and 
enforcement against marketplace abuses,” said 
Heather McArn, a partner at Hinshaw & Culb-
ertson and the former chief of staff and special 
counsel at the New York State Department of 
Financial Services. “Consumer complaints are 
a gold mine compliance opportunity for any 
institution.”

Some AI experts said they were not surprised 
that Floyd’s words showed up in some CFPB 
complaints.

“It’s definitely the case that something that 
happens in society can trigger or awaken 
awareness of what’s going on” and Floyd’s 
death “raised awareness of these problems,” 
said Sanjib Kalita, the CEO of guppy.ai, a credit 
bureau startup built on blockchain technology. “A 
comment about ‘I can’t breathe,’ in a [consumer] 

COVID complaints
Credit report hiccups were the top issue among consumers filing complaints with 
the CFPB last quarter that stemmed from the pandemic

Source: CFPB, Tal Solutions
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How AI spots bias claims in 
complaints to CFPB

By Kate Berry

“You all will not let me breathe” is just one example where a consumer 
likened alleged mistreatment by a financial institution to social injustice

In one 2020 complaint to the Consumer Finan-
cial Protection Bureau, a consumer echoed the 
words of George Floyd to describe an experience 
with a financial company, saying “you all will not 
let me breathe.” The consumer wanted to know 
why the firm would “not take their knee off ... my 
neck?”

Another criticized a company for its approach 
to sexual identity issues. “The employees refused 
to be sensitive to my pronouns’ and name 
change,” the consumer said. “As a result, my ac-
count was closed after years of torture from this 
credit card company.”

Such complaints showing up in the CFPB’s 
public complaint portal could have reputational 
repercussions for a financial institution if they 
point to discriminatory employees inside an insti-
tution. But artificial intelligence offers solutions 
for firms to analyze complaint data to get ahead 
of risks.

“It only takes one complaint to drive your 

institution to where you don’t want to be,” said 
Marcia Tal, a former 25-year veteran of decision 
management at Citigroup who founded the New 
York artificial intelligence firm Tal Solutions.

Other AI firms analyze the CFPB data and 
some financial firms do it in-house, but Tal’s 
company is one of the first to focus on using the 
CFPB’s complaint portal to diagnose cases of 
bias in an institution’s customer-facing teams.

Seeing Floyd’s words like that in a complaint 
after his killing last year at the hands of Minne-
apolis police would raise an immediate risk man-
agement concern for a company, Tal said. She 
noted that similar language referencing Floyd’s 
death had come up in six other complaints in 
the CFPB portal. (The names of institutions in 
CFPB complaints with such details are typically 
blocked out.)

Tal said firms should worry about potential 
signs of bias in connection with a consumer 
being denied a loan, but consumers also raise 
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complaint is very illuminating and also a tremen-
dous opportunity for financial firms to be aware 
of some of these issues and how it might involve 
changing how they communicate certain things, 
or changing a product.”

Though many financial institutions analyze 
complaint data both internally and externally, 
Tal said the focus should be on substance over 
volume. Issues related to race, gender identity 
and mistrust of a financial institution need to be 
identified and even escalated to risk managers, 
she said. Most complaints about discrimination 
come from face-to-face interactions at bank 
branches, though they also appear in narratives 
describing the opening of home and auto loans, 
and checking and savings accounts, she said.

When companies fail to respond and find the 
root cause of a problem, consumers often copy 
and paste the same issue as a new complaint 
because it wasn’t resolved the first time, and the 
customer moves to a higher level of frustration. 
Often the follow-up complaints state that the 
company is not taking them seriously or even 
mocking them, Tal said.

While complaints alleging discrimination or 
bias are infrequent, they can have an outsized 
impact on a company’s reputation. And Tal also 
noted that many of the complaints in 2021 “link 
the pandemic to a consumer’s health and the 
struggle to pay their bills.”

“We are trying to look at the most severe com-
plaints to measure how frustrated the consumer 
is based on the language they use,” said Tal.

The AI platform launched by Tal’s firm in 2019 
to identify prejudice is known as PositivityTech. 
The platform analyzes language and phrases to 
determine a customer’s frustration and whether 
it is severe.

These days, artificial intelligence increasingly 
is used to analyze specific words and even the 
tone used in consumer complaints. Using AI 
technology to manage risk has been embedded 
in most financial institutions’ compliance and risk 
management systems for years.

“Risk managers identify and rank-order where 
hot spots are from a compliance standpoint.,” 
said Cliff Rossi, a finance professor at the Uni-
versity of Maryland’s Robert H. Smith School 
of Business, and former chief risk officer at Citi, 
Washington Mutual Inc. and Countrywide Finan-
cial Corp.

Complaints that may appear unrelated to bias 
do not mean there is no reputational or business 
risk, Rossi said. Finding those specific complaints 
can be a challenge as well given that the CFPB 
received roughly 542,300 complaints last year 
and nearly 60% of them were about credit re-
porting, according to a recent CFPB report.

Tal’s firm also does more general analysis of 
the CFPB’s complaint data, such as ranking the 
most common issues that come up in complaints 
from consumers that dealt with COVID-related 
setbacks.

Many see the use of AI technology in compli-
ance as a way to assist financial firms in assess-
ing complaints in real-time and resolving them 

quickly. Complaints to the CFPB are sent directly 
to financial institutions which generally have to 
respond within 15 days.

Regulators also are turning their attention to 
the uses of AI for operational, governance and 
risk management purposes. Five federal regu-
lators including the CFPB issued a request for 
information in April on the uses of AI, including 
machine learning.

Still, it can be hard to pick out trends from the 
volume of consumer complaints. If a consumer 
wants to close an account, for example, a com-
pany should pay attention specifically to what 
happened and why. Debt collection is another 
pain point for institutions that can lead to law-
suits and enforcement actions, Tal said.

These consumer protection issues are now in 
focus for a group of regulators who are experi-
enced, diverse and data-savvy, said McArn

“Firms are smart to invest in tools that can as-
sist them in real-time assessment and resolution 
of those complaints,” she said.

The CFPB’s complaint data is open-source 
and more than 35% of the narratives are public. 
By using AI to analyze and measure the lan-
guage being used in complaints, companies can 
understand the biggest risks and try to repair a 
product or practice.

“The CFPB is not only sharing statistics, but 
also the narratives, the stories and the words,” 
Tal said. “It’s quite a rich data environment if 
institutions listen to what their customers are 
saying.” NMN

Redwood Trust has made an unquantified 
investment in Liquid Mortgage through its new 
technology venture arm, signaling that it’s going 
further in its tests of blockchain automation that 
could improve loan record-keeping.

The real estate investment trust’s interest in 
blockchain is significant because it’s a closely 
watched and influential player in the private 
securitized mortgage market. Redwood was a 
pioneer in helping to re-establish that market 
after the Great Recession exposed risks related 
to tracking asset performance and ownership.

Those are exactly the kinds of risks blockchain 

could address if the mortgage industry could find 
a manageable, cost-effective way to put one in 
place. Redwood may have found a way to do 
that, according to a company announcement.

“By initially refining our focus to the post-origi-
nation investor market, unique advantages of the 
technology can be used more quickly to improve 
underlying infrastructure for the entire industry,” 
Redwood noted in a paper that it released with 
Wilmington Trust on April 19.

Finding a way to implement blockchain 
systemwide in relatively short order has been a 
key challenge because experts have maintained 

that its benefits won’t be fully realized until most 
lenders have the capacity to use it.

To that end, Redwood is specifically experi-
menting with an “originator agnostic” approach, 
which would allow lenders to utilize blockchain 
when selling loans into the REIT’s securitizations.

So far, Redwood has been able to place all 
loans from one of one of its recent Sequoia secu-
ritizations on a blockchain in a test environment, 
but it hasn’t yet rolled out the technology for 
broader use. It is, however, inviting inquiries from 
companies interested in helping with 
its tests. NMN

Redwood Trust’s Liquid Mortgage investment 
fuels blockchain’s momentum
By Bonnie Sinnock
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meted to a low of just 10 in 2018 under then-act-
ing Director Mick Mulvaney, but began ratcheting 
up again under Kraninger, hitting 48 enforce-
ment actions last year, second only to the high 
of 57 actions taken in 2015 under then-Director 
Richard Cordray.

The big difference can be seen in penalties. 
Kraninger’s actions brought in $1.5 billion in total 
consumer relief in 2019 and 2020 combined, 
while Cordray’s took in $9.5 billion in a two-year 
period from 2014 to 2015.

Since the CFPB opened for business a decade 
ago, banks and financial firms have sought to 
narrow the scope of what counts as “abusive” 
— just as they had decades ago for the defini-
tions of “unfair” and “deceptive.” The Kraninger 
guidance codified that narrow scope, promising 
restraint in alleging that a company engaged in 
abusive conduct and declining to impose civil 
money penalties when companies made a good-
faith effort to comply with the law.

But that guidance was not always followed. 
Some industry lawyers note that the CFPB con-
tinued to cite abusive conduct in lawsuits, settle-
ments and during exams even after the previous 
guidance went public.

The CFPB “left itself plenty of room in that 
guidance to make case-by-case deviations from 
the general intent,” said Sarah Auchterlonie, a 
shareholder at Brownstein Hyatt Farber Schreck. 
“Not only was the statement itself indefinite, the 
civil money penalty statute requires consider-
ation of good faith on a case-by-case basis in 
any event.”

What remains missing is a formal regulation 
defining precisely what “abusive” means — a 
time-consuming process that the bureau has 
not taken on across administrations. For the 
time being, the CFPB under Uejio has reiterat-
ed Dodd-Frank’s four legal prongs: companies 
may not: materially interfere with someone’s 
ability to understand a product or service; take 
unreasonable advantage of a consumer’s lack of 
understanding; take unreasonable advantage of 
a consumer’s inability to protect themselves; or 
exploit a consumer’s reliance on a company to 
act in their interests.

But industry groups say relying on Dodd-Frank 
itself to define abusive results in a broad and 
subjective standard that is hard to navigate, 
particularly without court precedent to clear 
things up.

“Companies who are doing their level best to 
comply with the law [now have] to spend valu-
able resources and time trying to predict whether 
their regulator will take issue with a particular 

Crackdown coming?

Amount paid to consumers

Source: CFPB
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The CFPB delivered nearly $10 billion of relief to consumers in 2014 
and 2015 but has collected less than $3 billion since. It has vowed to 
ramp up enforcement by getting tough on companies that took 
advantage of consumers during the pandemic. 

CFPB scrapped old guidance on 
‘abusive’ practices. Now what?

By Kate Berry

The bureau’s revocation of a Trump-era policy on abusive practices could 
mean higher fines and penalties for violators.

The Consumer Financial Protection Bureau’s 
March decision to rescind Trump-era guidance 
outlining what constitutes an “abusive” practice 
was not unexpected given that the bureau’s 
acting director has repeatedly called for holding 
companies liable for harming consumers.

Acting CFPB Director Dave Uejio’s statement 
last month rescinding the guidance was ex-
pected, as is Uejio’s consistent criticism of the 
deregulatory approach of his predecessor, Kathy 
Kraninger. Rescinding the guidance — which 
promised restraint in using the “abusive” label in 
enforcement actions and limiting penalties for 
many violations — could signal that the bu-
reau will be more willing to pursue enforcement 
actions against companies that it thinks are 
abusing consumers.

But given the ambitious agenda of Rohit 
Chopra, a commissioner at the Federal Trade 
Commission who is likely to be confirmed soon 
as the CFPB’s permanent director, many experts 

said rescinding Kraninger’s policy guidance was 
a foregone conclusion.

“There was no way for Chopra to lead the 
CFPB and fire on all cylinders with this poli-
cy statement still floating around,” said Kelly 
Lipinski, an attorney at McGlinchey Stafford. “I 
don’t think the Chopra-led agency could really 
jump out the gate if this policy statement was 
still there, so it was a necessary and expected 
change.”

The Dodd-Frank Act gave the CFPB broad 
latitude to punish firms for violating longstanding 
federal prohibitions on “unfair” or “deceptive” 
acts or practices against consumer by financial 
companies. But Dodd-Frank also added the 
“abusive” standard, forming the bureau’s core en-
forcement power against Unfair, Deceptive and 
Abusive Acts Practices, known as UDAAP.

With the change, financial firms are bracing 
for increased enforcement and a return to stiffer 
penalties and fines. Enforcement actions plum-
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Compliance & Regulation

action,” said Robert L. Föehl, professor of busi-
ness law and ethics at Ohio University. “Uncer-
tainty is accompanied by legal and reputational 
risk.”

Some experts also say the rescission of the 
Trump-era guidance may not have a material 
effect on firms’ compliance strategies.

“I believe that the focus on defining ‘abusive’ 
is a distraction,” said Chris Willis, a partner at 
Ballard Spahr. “It’s certainly true that the con-
cept is vague, and that the CFPB has discretion 
to identify violations based on its subjective 
assessment in a particular case, but that is also 
true of “unfair” and “deceptive.”

Willis added that the CFPB can choose which 
of those theories to apply in any particular case.

“They are frequently interchangeable, so 
something that is “unfair” could also be “abusive,” 
and vice versa,” he said. “For that reason, labor-
ing over the definition of “abusive” will never, in 
my view, have much practical significance. Our 
focus should be on understanding the conduct 
that motivates the CFPB to apply its UDAAP au-
thority generally, not on trying to rationalize the 
component pieces of that authority.”

In pushing back against the bureau’s reliance 
on the Dodd-Frank definition of abusive, finan-
cial firms have claimed such an overly broad 
and subjective standard will limit their ability 
to introduce new financial products. But some 
legal experts say that idea ignores the more 
pressing challenge that the Kraninger guidance 
presents — namely, it stifles the bureau’s ability 
to stop bad conduct when it sees it happening.

“I don’t know of any time anyone has ever 
said that they want to introduce a product that 
would be good for consumers but they haven’t 
because they fear that the bureau would label 
the product abusive,” said Jeff Sovern, a law 
professor at St. John’s University School of Law. 
“If there were such products, we might have 
expected them to come out in the last year 
when the policy statement was in effect. But I’m 
not aware of any that have, though conceivably 
the industry wanted abusive to be defined even 
more narrowly before they would introduce the 
new products.”

Part of the now-rescinded guidance said that 
the bureau would refrain from so-called notice 
pleading — going beyond what federal rules 

require in setting forth specific allegations in 
giving notice of a violation — when asserting 
abusiveness violations, and instead would pro-
vide all facts needed to prove a cause of action. 
Whether the bureau will continue to refrain from 
notice pleading is an open question, and an 
important one.

“The bureau said it would plead such claims in 
a manner designed to demonstrate clearly the 
nexus between the cited facts and the bureau’s 
legal analysis of the claim,” Auchterlonie said. “If 
enforcement actions are to act as general de-
terrents, specificity in pleading is very important 
— even if it makes more work for enforcement 
staff or ultimately makes them drop the claim 
because they can’t articulate it well.”

Many observers expect that taking a way the 
old guidance will result in a de facto adoption of 
past enforcement policies under Cordray.

“It most likely foreshadows a return to the 
CFPB layering ‘abusive’ on acts and practices 
that are already characterized as deceptive or 
unfair,” Lipinski said. “Financial penalties will 
likely increase, which would have the greatest 
impact to companies.” NMN

Federal Reserve Chairman Jerome Powell said 
that concerns of a housing bubble are overblown, 
but that the central bank is closely monitoring 
surging home prices that could make it more diffi-
cult for entry-level borrowers to obtain mortgage 
loans.

The Fed has drawn some criticism for loose 
monetary policy, which some critics say has fueled 
the boom in the housing market as more borrow-
ers compete for fewer available homes.

But Powell said at a press conference after a 
meeting of the Federal Open Market Committee 
on April 28 that he doesn’t have any financial 
stability concerns about such a competitive real 
estate market.

“It’s part of a strong economy with people hav-
ing money to spend and wanting to invest in hous-
ing, so in that sense it’s good,” he said. “It’s clearly 
the strongest housing market that we’ve seen 
since the global financial crisis. My hope would be 
that over time, housing builders can react to this 
demand and come up with more supply and work-
ers will come back to work in that industry.”

In March 2020 the Fed started purchasing mort-
gage-backed securities and Treasury securities to 
keep borrowing costs down. The central bank is 
currently buying $40 billion worth of agency MBS 
each month, with no sign of slowing. However, 
Powell said he doesn’t believe those purchases are 
fueling any kind of housing bubble.

“It’s not meant to provide direct assistance to 
the housing market. That was never the intent,” 
Powell said. “It’s a situation where we will taper 
asset purchases when the time comes to do that 
and those purchases will come to zero over time, 
and that time is not yet.”

Unlike in the 2008 financial crisis, Powell add-
ed, borrowers looking to buy homes are “in very 
good shape financially.”

“We don’t have that kind of thing where we 
have a housing bubble where people are overlev-
ered and owning a lot of houses,” he said. “There’s 
no question, though, that housing prices are 
going up and so we’re watching that carefully.”

Powell also reiterated separately that he wants 
the Fed to carefully explore the idea of a central 

bank digital currency in the U.S. without wor-
rying about the pace at which other countries 
are adopting digital currencies. China, for one, 
has moved quickly on its “digital yuan,” raising 
concern from some officials that the country is 
looking to oust the dollar as the world’s reserve 
currency.

Yet that potential is overstated, Powell said.
“The currency that’s being used in China is not 

one that [would] work here,” he said. “It’s one 
that really allows the government to see every 
payment for which it is used in real time. It’s much 
more to do with things that are happening within 
their own financial system than it is, I think, to 
deal with a global competition.”

The Federal Reserve Bank of Boston is working 
with the Massachusetts Institute of Technology 
to develop and test a hypothetical central bank 
digital currency that would inform the central 
bank’s work around the concept. Powell has also 
previously said that the Fed would not move 
forward on a digital currency without a blessing 
from Congress. NMN

No bubble in housing market, Fed’s Powell says
By Hannah Lang
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United Wholesale Mortgage set off a brawl in the press when it forbade brokers from doing 
business with Rocket and Fairway. As a small group of brokers pursue legal action over the 

ultimatum, experts weigh in on whether the drama is benefitting the wholesale channel.

By Brad Finkelstein

The battle between United Wholesale Mortgage, Rocket Cos. and Fairway 
Independent Mortgage for the hearts and minds of mortgage brokers has the 
feeling of a schoolyard battle. 

United Wholesale Mortgage had thrown down the gauntlet, announcing in 
early March that it would forbid mortgage brokers from doing business with 
Rocket and Fairway if they wanted to work with UWM. Rocket and Fairway 
subsequently shot back in the press and a small group of brokers have since 
launched a suit against UWM. As the controversy enters the legal system, 
is it hurting or helping perceptions of the wholesale business and mortgage 
brokers?

“From a consumer perspective they’re oblivious to it, they don’t know it ex-
ists,” said Ward Morrison, president of Motto Mortgage, a subsidiary of Remax 
that is a franchisor of mortgage broker units. “I don’t think this situation is 
going to impact the consumer negatively, because I still think that the broker 
channel provides so much choice.”

But to Ginny Ferguson, the owner of Heritage Valley Mortgage in Pleasan-
ton, Calif., limiting choice is precisely what can hurt her business.

“When you start dictating to people in other companies who they can work 
with if they want to work with you, that smacks of anti-trust to me,” Ferguson 
said. “And it’s certainly not doing my clients any good if wholesale lender A 
has better pricing than wholesale lender B but if I do a lot of business with 
wholesale lender B and I can’t do business with A if I want to continue my 
business with B. That’s damaging to my client because as a fiduciary, I am not 
getting the best pricing available to my knowledge for my customer that they 

qualify for.”
California has a unique licensing situation for mortgage brokers in that 

they are licensed as real estate brokers and thus have a fiduciary duty to their 
clientele. As part of that obligation, the mortgage broker in California needs 
to get the client the best deal possible. But even if there wasn’t such a require-
ment, not being able to offer a client a broader range of products could hurt 
Heritage Valley’s reputation, Ferguson said.

“That’s why I’m an independent mortgage broker,” she added. “I don’t feel 
like I should have to choose one lender over the other, unless it is for better 
pricing for my client [or] more logical underwriting for my client.”

She agrees with Morrison that typically the wholesaler is in the background 
of the transaction, but she has a different view of the situation’s optics. 

“If we aren’t doing our best job for [the borrower], it reflects badly on every-
one else in our segment of the industry, and they don’t know to blame ABC 
wholesaler for dictating where I took my loan,” she said.

Moving into the legal system
The suit filed in a Florida U.S. District Court in April by a group of mortgage 

brokers alleges UWM violated state and federal antitrust laws. While the 
Okavage Group of St Augustine, Fla., is the named plaintiff, other firms are 
reportedly involved and the suit is seeking class action status. 

“I am fighting back against UWM because my freedom and independence, 
the reason my clients choose to work with me, has been stripped away,” said 
Dan O’Kavage, president of the Okavage Group, in a press release. “If I didn’t 
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want to operate in an independent fashion, I 
would work on the retail side of the industry and 
work in-shop for one of the major lenders.”

This case is “the first strike,” with more to come, 
including from mortgage brokers in California, 
said Okavage’s attorney Robert Goodman of 
Parrish & Goodman in Fort Myers, Fla.

These mortgage brokers are upset that UWM 
is “limiting the ability to provide certain loans to 
their customers that might be better suited for 
their customers,” Goodman said in an interview. 
“There’s times where Rocket’s offering a better 
rate than UWM and the consumer is the one that 
is really injured; the broker is going to be injured 
as well.”

For its part, UWM remained steadfast in its at-
titude, as it has with every challenge to its policy 
so far.

“UWM is committed to and focused on the 
growth and success of over 10,000 independent 
mortgage brokers across America who chose to 
be All In for the broker channel. We are not fo-
cused on the roughly 600 who declined to move 
forward as a partner,” a spokesperson said in a 
statement about the suit. “We do not comment 
on legal matters that are currently pending, espe-
cially those that have no merit or substance.”

An industry on the rebound
Motto Mortgage was founded in 2016, when 

mortgage brokering’s reputation was just starting 
to improve after being cited as a cause of the 
Great Recession. Even though it is not a licensed 
mortgage business itself, Motto, as a franchisor of 
mortgage broker units, has a stake in the indus-
try’s success.

Asserting that a growing number of loan offi-
cers are moving into mortgage brokering, Mor-
rison said the spat doesn’t seem likely to derail 
that movement.

Of the top 10 lenders in 2020, according to 
Home Mortgage Disclosure Act data obtained 
from Asurity RiskExec, seven participate in the 
wholesale channel, including Rocket, UWM and 
Fairway. Although the same 10 were the top in 
2019, the three non-wholesalers each slipped in 
the 2020 ranking, with Wells Fargo dropping from 
third to fourth, Bank of America from fourth to 
ninth and JPMorgan Chase from fifth to eighth.

Among the companies on that list is Caliber 
Home Loans, which is in the process of being ac-
quired by New Residential. Prior to the deal being 
announced, however, Caliber filed to go public. In 
its registration statement, the company said it did 

$16.4 billion in wholesale volume for the first nine 
months last year, slightly more than the $16.3 
million it did for all of 2019.

“The wholesale market has been the fastest 
growing channel in the mortgage origination 
industry, growing at a compound annual growth 
rate of 18% over the four years ended Dec. 31, 
2019,” the Caliber filing said. “This increase has 
largely been driven by the introduction of tech-
nology and digitization to independent mortgage 
brokers.”

The filing added that Caliber was looking to 
grow this business in 2021 by targeting “the fast-
est growing segment of the market — small to 
mid-sized brokers — and by allowing us to enter 
new geographies.”

Caliber’s origination capabilities across both 
the direct and third-party channels was seen as 
a counterbalance to New Residential’s heavy 
reliance on correspondent purchases.

Another recent deal that had a wholesale 
focus is Finance of America’s agreement to buy 
Parkside Lending in an effort to bulk up its for-
ward mortgage unit’s presence among brokers.

“Our third-party originations business is a part 
of our long-term growth strategy,” Bill Dallas, 
president of Finance of America’s forward lending 
business, said in an announcement about the 
deal. 

Given such developments, the battle between 
UWM, Rocket and Fairway should not negatively 
impact loan officers considering going the broker 
route, Motto’s Morrison said.

“Any good LO who’s going to do their research 
is going to realize that this is three out of 100 
companies that are sort of having their little spat, 

and that there’s still opportunities for choice,” 
Morrison said. “As a LO when I was in brokerage, 
I only had five or six that I used anyways, and if 
you limited one, that’s okay. I still had the other 
five and I could offer my consumer the right 
choice from those five.”

Motto sells franchises to independent opera-
tors in addition to affiliates of parent company 
Remax and other real estate sales companies.

Motto’s pace of growth in 2021 is ahead of last 
year’s, Morrison noted. The company added 30 
operating offices last year, bringing the total to 
141 as of the end of 2020, compared with 111 one 
year prior. It sold 71 franchises in 2020, compared 
with 52 in 2019.

“Our job is to create awareness in the broker 
channel, and I think we’ve done a very success-
ful,” he said. “And [we’re] continuing to grow the 
brand so I don’t think this has changed much of 
the attitude at all.”

A line in the sand 
What is happening between UWM, Rocket and 

Fairway is not unique to the mortgage business, 
said Grant Moon, the CEO of mortgage fintech 
firm Home Captain.

“Anytime anyone does that, it does tend to be 
a little bit of a line in the sand,” said Moon. “And 
anytime [that] happens, there does seem to be a 
lot of back and forth on who’s better, who’s not 
better, ‘you’re either with me or against me.’”

Shrinking volume and margin compression may 
be motivating factors in the war of words. And 
since two of the three companies have recently 
gone public — and thus need to answer to share-
holders — the rivalry becomes even more intense, 
he continued.

Rocket Cos., which owns Rocket Mortgage and 
Quicken Loans, went public on August 6, 2020 
at $18 per share. As of market close on April 30, 
the company’s stock price per share was $22.70. 
In January 2021, UWM went public by merging 
with special purpose acquisition company Gores 
Holdings IV. It launched at $11.95 and as of close 
on April 30, its price per share was $8.16.

Mortgage brokers are entrepreneurs large-
ly operating on their own. They’ve built their 
business by having the right partnerships and 
ultimately these brokers are making their own 
choices, Moon said. So, “there is a pretty big 
push, probably more so than I’ve ever seen, right 
now to court, attract, keep and satisfy the needs 
of these individual broker-owner-operators,” he 
declared. NMN

“There is a pretty big 
push, probably more 
so than I’ve ever seen, 
right now to court, 
attract, keep and 
satisfy the needs of 
these individual broker-
owner-operators,” said 
Home Captain CEO 
Grant Moon.
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Brokers are playing a key role in restarting the private market for home 
loans that the pandemic disrupted in 2020, and growing numbers of 
non-traditional borrowers, such as the self-employed, may need to turn to 
it as government-related programs change.

While the amount of self-employed Americans dropped precipitously 
last March to a seasonally adjusted 8.2 million from nearly 9.5 million, it’s 
been steadily climbing since then, Bureau of Labor Statistics figures show. 
As of March 2021, it was nearly 9.9 million.

At the same time, the pending redefinition of the qualified-mortgage 
ability-to-repay rule and caps set on certain loan products at govern-
ment-sponsored enterprises are opening up private lending in complex 
ways consumers might find easier to navigate by working with brokers. 
Also, in contrast to last year, private-loan buyers this year have had a 
hunger for non-agency loans far in excess of what lenders have been able 
to originate.

“Right now, the investor demand is a lot greater than the origination 
production,” said Tom Hutchens, executive vice president of production 
for lender Angel Oak Mortgage Solutions.

So in contrast to 2020, which was a perfect storm for non-agency and 
non-QM loans, the stars look more aligned now; and third-party origina-
tors are positioned to bring it all together at the outset as lenders seek 
the quickest route to introducing new products.

“I think brokers are going to play a pivotal role to start,”said Bill Dallas, 
president of lender 

Finance of America Mortgage, which recently acquired Parkside Lend-
ing’s wholesale channel. “If you want to innovate, you do it with TPO.”

The new Non-QM market
Disparate types of companies are funding various types of non-agency 

loans, often referred to as non-qualified mortgages or non-QM. Non-QM, 
in essence, describes mortgages borrowers get when they don’t have 
standard indicators of an ability to repay.

“Many lenders have come back into this marketplace and the guidelines 
have started to become more aggressive,” said Melissa Cohn, an executive 
at William Raveis Mortgage, a lender and broker of non-QM loans.

Non-QM lenders are hesitant to guess as to how much volume there 
will be in 2021 after the market’s disruption by the pandemic last year, but 
based on renewed investor interest, they’re optimistic.

“The appetite for a non-QM loan in the secondary market is insane,” 
said Shea Pallante, president of lender Sprout Mortgage.

That’s in part because investors want higher returns after a year of 
record-low rates, said John Lynch, CEO and founder of PCMA Mortgage, 
a private client lender.

“We have more buyers for our assets today than we did pre-Covid,” he 
said. Lynch currently sells closed loans, but is also considering becoming 
a buy-and-hold investor, and is open to inquiries from brokers with large 
numbers of high-net-worth clients.

As Lynch’s customer profile demonstrates, some lenders and inves-
tors in the non-QM market  specialize in a wide range of areas outside 

the most common product: bank statements income-verification for the 
self-employed, who don’t qualify based on tax returns alone. While some 
non-QM lenders serve that market, others may, for example, be more in-
terested in helping fill the new market gap for second home and investor 
loans that stems from a change at the GSEs.

One thing all these loans tend to have in common is that they cost more 
because lenders can’t assess the borrower’s income in traditional ways.

“The trick with these deals is that in this current, extraordinarily low 
rate environment, borrowers are reluctant to take one on because of the 
relatively higher pricing,” said Jon Bodan strategic financing advisor at 
Real Estate Bees.

Nevertheless, with non-QM potentially being the only option for a 
growing number of borrowers, even more mainstream, multichannel lend-
ers are coming back to parts of this broad market this year. 

At the same time non-QM is making a comeback, new standards for 
the ability-to-repay rule’s qualified mortgage definition are poised to 
expand “safety” standards in the non-agency market in ways that could 
help open it up, primarily by removing a debt-to-income limit.

However, the National Association of Mortgage Brokers was concerned 
at press time that the Consumer Financial Protection Bureau’s recently 
announced delay in the new QM definition’s mandatory implementation 
to 2022 could discourage lenders from utilizing it on a voluntary basis 
during the transitional period allowed this year.

The new definition is supposed to be expanded, in part, to minimize 
changes to the GSEs’ underwriting related to the expiration of their tem-
porary QM status; and it aims to allow more borrowers to get QM loans 
without compromising consumer protections. NAMB at deadline was 
calling for a reversal of the delay.

“This policy yo-yo only confuses the mortgage industry and wastes 
time, product development expenses … and loan originator time,” the 
group said. 

— Bonnie Sinnock 

Brokers take the lead in the non-QM reboot

Self-employed workers in 
the United States

Note: Numbers are seasonally adjusted
Source: Bureau of Labor Statistics
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Voices

and also a large, taxable appendage of the REIT. 
New Residential CEO Michael Nierenberg, a former 
Bear Stearns banker like this writer, has gradually 
accumulated significant internal operating capa-
bilities within New Residential. REITs are meant 
to be investors in non-operating assets in order 
to maintain passthrough status with the IRS, thus 
there may be another shoe to drop in this story.

The acquisition of Caliber begs the question as 
to when a spin-off of New Residential’s lender/ser-
vicer will occur. In the case of Penny Mac, for exam-
ple, the REIT, PennyMac Mortgage Investment Trust 
and the seller/servicer, PennyMac Financial Ser-
vices, are legally separate entities. Both mortgage 
groups are bound together, however, by strong 
contractual and business ties, making the Pen-
nyMac binary, like New Residential and Fortress, 
arguably one entity in terms of risk and credit.

Another significant transaction came when 
Ocwen Financial announced the acquisition of a 
bulk MSR and the correspondent lending business 
of Texas Capital Bank. Ocwen will acquire MSRs 
related to $14 billion in unpaid principal balance of 
loans. Ocwen previously had announced a strate-
gic investment by Oaktree Capital Management 
for a $250 debt investment in the company, in part 
to fund purchases of MSRs.

And on April 26, New York Community Bank 
announced the acquisition of Flagstar Bancorp, the 
second largest depository operating in the Ginnie 
Mae market and one of the largest warehouse 
lenders.

While the list of transactions above may seem 
lengthy, it is fair to say that there will be more 
deals announced as the year progresses. Several 
of the firms acquired were hoping to go public but 
missed the opportunity. Yet selling an independent 
mortgage bank near book value, when viewed in 
historical terms, is not such a bad trade.

With interest rates up more than 50bp from the 
February lows and mortgage lending volumes 
slowing, this may still be a good time for IMBs to 
seek buyers. The growth in the book equity of the 
industry during 2020 and the still-strong demand 
from investors for all manner of mortgage assets 
means that it is still possible to gain attractive valu-
ations in an industry where trading at a discount to 
book value was once seen as normal.

Just as existing homes are increasingly scarce, 
causing bidding wars of extraordinary intensity and 
forcing prices ever higher, financial assets are also 
scarce as are operating assets that can generate 
returns. For a lot of IMBs facing shrinking backlogs 
and falling secondary market spreads, the attrac-
tion of hitting a bid and taking the easy way out via 
an acquisition may become irresistible. NMN
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Independent mortgage banks 
may want to sell themselves now 

By Christopher Whalen

For lenders facing shrinking backlogs and falling secondary market 
spreads, the attraction of taking the easy way out may be irresistible

The Northeast is enjoying an old-fashioned 
spring: cold and in some cases freezing even as 
May fast approaches. But the temperature in the 
housing sector is rising fast, belying the servile view 
within the Federal Open Market Committee that 
any inflation will be temporary.

The median price for existing home sales rose to 
$329,100 in March, a new high according to the Na-
tional Association of Realtors. Prices soared 17.2% 
last month from a year earlier, marking the biggest 
price increase in NAR data going back to 1999. 
Bidding wars for homes located in hot markets are 
now considered normal.

Home prices are not the only part of the housing 
industrial complex that are on fire in terms of price 
inflation. The mortgage industry is in the midst of 
a post-boom consolidation, with several significant 
acquisitions and sales.

The purchase of Apollo portfolio company Amer-
iHome by Western Alliance Bancshares started 
the year, a good transaction for both sides priced 

around book value for the $850 million in mort-
gage servicing rights on the $95 billion loan book. 
Call it about 88 bp fair value of the servicing.

Next, we saw the acquisition of Caliber Home 
Loans by New Residential, a large real estate 
investment trust that is externally managed by 
Fortress, a subsidiary of Softbank of Japan. Caliber 
had been owned by Loan Star Funds.

New Residential acquired Shellpoint in 2018 to 
bolster its lending business and allow it to own 
Ginnie Mae servicing assets. But the continued on-
slaught of mortgage prepayments compelled New 
Residential to acquire more lending capacity along 
with a significant MSR.

Led by former Citibank executive Sanjiv Das, 
Caliber is first and foremost known as a high touch 
lender focused on purchase mortgages. Like the 
Amerihome transaction, the deal was priced near 
book value.

Combined, the two lenders Shellpoint (now 
NewRez) and Caliber will be a significant lender 
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