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SUBPRIME LENDING

As mortgage
woes return,
lessons from
last crisis
come to light
By Kevin Wack
July 10, 2020
As part of the multibillion-dollar
settlements that the Obama-era Justice
Department reached with big banks over
pre-2008 mortgage fraud, the lenders were
often required to give a helping hand to
affected consumers.
In the years since, critics have questioned
how much consumer relief these settlements
actually delivered, and whether the
purported relief was appropriately targeted
to Americans who were hurt by misconduct
from the subprime mortgage era.
This week saw the publication of the most
comprehensive effort to date to measure the
real-world impact of any of those settlement
deals. The report, which was written by a
lawyer who monitored Deutsche Bank’s
compliance with its January 2017 settlement,
reflects a rigorous effort to determine how
much benefit accrued to consumers.
The Justice Department has touted the
Deutsche settlement as offering $4.1 billion
in consumer relief.
The new report finds that Deutsche
helped many people in need between
2017 and 2019 by financing their home
purchases. But the report does not reach a
conclusion on whether those homebuyers
would have gotten mortgages without the
German bank’s involvement.
Nor does it render judgment on the
structure of the settlement, which did not
require Deutsche to focus on homeowners
who were harmed by its own misconduct,
or even the larger group of Americans who
landed in trouble after the Great Recession.
The report also notes that many of
the benefits that went to lower-income
Americans could prove illusory at a time
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when millions of homeowners are again
struggling to make their mortgage payments.
Michael Bresnick, a partner at the law
firm Venable who wrote the report, declined
to comment on his findings. A Deutsche
spokesman also declined to comment on
the report.
The Deutsche Bank settlement was
announced just three days before President
Trump took office. Subsequently, the
Trump-era Justice Department inked
settlements with numerous big banks over
their pre-crisis mortgage conduct that did
not contain any consumer relief provisions
at all.
But compared with other settlements
reached during the Obama administration,
the Deutsche Bank agreement allowed for
greater flexibility with respect to consumer
relief obligations.
Unlike the DOJ’s earlier settlements with
Bank of America and JPMorgan Chase, the
Deutsche agreement did not require the
bank to offer loan modifications.
Instead, such workouts were one option
on a menu of choices available to the
bank. After initially pledging to provide
modifications, Deutsche backed out of that
plan, saying that it would instead fulfill its
obligations exclusively by financing new
mortgages.
In order for a new Deutsche-financed
mortgage to qualify for credit under the
settlement, the homebuyer merely needed
to be deemed creditworthy and reside in one
of 18 U.S. states that were designated as hard
hit, including California, Florida, New Jersey
and Illinois, or the District of Columbia.

Combined, these states accounted for more
than half of the entire U.S. population.
Deutsche Bank does not have a substantial
U.S. mortgage lending operation. So in
order to meet its obligations under the DOJ
settlement, the bank reached agreements
with eight nonbank mortgage lenders, each
of which got a line of credit from Deutsche
to fund new loans. The lenders received
incentive payments from Deutsche for each
loan that met the settlement’s eligibility
criteria.
All told, Deutsche financed more than
379,000 mortgages between 2017 and 2019.
The 252,000 loans that the bank financed in
2018 accounted for more than 4% of the total
U.S. mortgage market that year, according to
the report released this week.
All of the Deutsche-backed loans went to
borrowers who met the credit underwriting
standards of Fannie Mae, Freddie Mac, the
Federal Housing Administration, the U.S.
Department of Veterans Affairs or the U.S.
Department of Agriculture.
The report released this week features
a statistical analysis that compares
characteristics of the mortgages financed
by Deutsche Bank against publicly available
data about all mortgages backed by Fannie,
Freddie and federal agencies in 2018.
The report finds that the Deutsche-backed
loans were somewhat more likely than the
larger pool of loans to go to needy borrowers.
Some 14.62% of the loans financed by
Deutsche Bank were in census tracts where
unemployment was at least 1.5 times the
national average, compared with 12.3% for
all lenders that were part of the study.

Established 1836
One State Street Plaza, 27th floor, New York, NY 10004
Phone 212-803-8200 AmericanBanker.com
Editor in Chief Alan Kline 571.403.3846
Managing Editor Dean Anason 770.621.9935
Executive Editor Bonnie McGeer 212.803.8430
Washington Bureau Chief Joe Adler 571.403.3832

Copy Editor Neil Cassidy 212.803.8440
Reporters/Producers
Laura Alix 860.836.5431, Kate Berry 562.434.5432

Executive Editor, Technology

Miriam Cross 571.403.3834

Penny Crosman 212.803.8673

Jim Dobbs 605.310.7780

BankThink Editor Rachel Witkowski 571.403.3857
Community Banking Editor Paul Davis 336.852.9496
Contributing Editor Daniel Wolfe 212.803.8397

John Heltman 571.403.3847, Allissa Kline 716.243.2679
Hannah Lang 571.403.3855
John Reosti 571.403.3864, Gary Siegel 212.803.1560

Digital Managing Editor
Christopher Wood 212.803.8437

Jackie Stewart 571.403.3852, Kevin Wack 626.486.2341

For up to date and complete coverage go to AmericanBanker.com

TUESDAY JULY 14, 2020
In addition, the average income of
borrowers who got Deutsche-backed
loans was nearly 15% lower than those of
borrowers for all loans that were part of the
study.
But within the 18 states plus D.C. where
Deutsche got credit for financing mortgages
to any creditworthy borrower, the Frankfurt,
Germany-based lender did not lend more
frequently into distressed areas.
In fact, only 19.47% of the Deutschebacked loans within those states were in
census tracts where the average income is
at or below 80% of the low- and moderateincome level, compared with 20.45% of
all loans that were part of the study. Loans
in the 18 states and D.C. accounted for
approximately 83% of all the loans that
Deutsche financed.
The report also found that the Deutschefinanced borrowers paid slightly higher
interest rates — an average of 4.896% versus
4.779% for all loans that were analyzed.
The report includes an epilogue about
the economic damage being wrought by
the coronavirus crisis, particularly on less
wealthy, first-time homebuyers. “These
developments may be having a cruel and
unexpected effect on some or even many of
Deutsche Bank’s borrowers,” Bresnick wrote.
“None of this, of course, is Deutsche
Bank’s fault. It is a reminder, however, that
homeownership is not entirely risk-free and
despite best efforts to help borrowers and
homeowners, economic conditions can
change in an instant.”
“In light of this, any future settlement
agreements permitting new mortgage loan
originations might address this possibility
and, to the extent possible, contain
provisions to help these new loans remain
sustainable.”
Given its timing, the Deutsche report
offers a reminder of unresolved matters
from the past and a warning of challenges to
come, argued Kevin Stein, deputy director of
the California Reinvestment Coalition. Stein
has been critical of Deutsche for failing to
provide loan modifications that could help
distressed borrowers stay in their homes
“This settlement reflects the mistakes
of the last crisis, where there were no
meaningful penalties or consequences
for egregious corporate misconduct,
where relief designed to keep families in
their homes never reached the hardest
hit communities,” Stein said in an email

AMERICANBANKER.COM
Thursday. “Are we going to make the same
mistakes again during this crisis?”

PAYCHECK PROTECTION
PROGRAM

Banks seek
more fintech
help for PPP’s
next phase
By Miriam Cross
July 10, 2020
During the first round of processing
Paycheck Protection Program loans for
small-business customers, Huntingdon
Valley Bank was scrambling.
“We threw bodies at the problem,” said
Hugh Connelly, executive vice president
and chief lending officer in the business
banking division of the Doylestown, Pa.,
community bank. “We ramped up the
number of employees using [the Small
Business Administration’s] E-Tran. We
worked incredibly hard but not necessarily
smart or efficient.”
Before the second round of PPP funding
commenced, the five-branch, $356 millionasset company built a portal with the cloud
technology company nCino to process
applications faster, enabling employees to
clock far more reasonable hours each day
while generating much higher volumes —
including a peak of $25 million in one day.
Huntingdon ended up processing just
under $80 million in loans spread across
nearly 500 applications.
With the PPP enabling businesses to write
off the debt if they meet certain criteria,
Connelly’s team is preparing to get those
loans forgiven.
“We’ve done the work hard, we’ve done
the work smart. Now we’ve got to work hard
and smart at the same time,” Connelly said.
“At the end of the day, the whole game is
about forgiveness.”
That meant searching for a platform that
could simplify the process for both lenders
and borrowers. After comparing several
options, he landed on the software company
Vikar Technologies, which provides
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workflow automation.
Vikar is one of several vendors that are
helping banks automate loan forgiveness
applications. Others include the software
and consulting firm Global Wave, the
commercial
finance
company
LQD
Business Finance, the digital lending and
sales platform Numerated, the customer
conversations management platform Smart
Communications and the information
services provider Wolters Kluwer.
There are far fewer providers focusing on
forgiveness capabilities than those that built
platforms and portals that allowed banks
to process loan applications under the
coronavirus relief bill during the first two
phases of PPP funding. A number of banks
are outsourcing the forgiveness process, or
selling their loans to nonbanks.
But even if small-business owners are
ultimately responsible for getting their
forgiveness applications in order, banks have
a stake in smoothing out the experience.
Helping customers get all of their loans
written off could strengthen relationships for
years to come — especially for community
banks, which became a lifeline for smallbusinesses owners who hit a wall when
seeking funds from larger institutions.
“Many borrowers signed up for PPP loans
in a state of agita because they wanted to
ensure they could make payroll,” said David
O’Connell, senior analyst in the wholesale
banking group at Aite Group. “They were
thinking more about getting the loan closed
than how they would get it forgiven.”
But “if my bank made it easy for me [i.e.
a small business owner] to not only finish
the forgiveness process but maximize the
amount of loans forgiven, I will feel seriously
loyal to that bank,” said O’Connell. “It’s a
relationship enhancer and loyalty invoker.”
Finding forgiveness
Borrowers are eligible to have 100% of
their loans forgiven if they meet a set of
requirements, such as using at least 60%
of the amount for payroll and not reducing
salaries beyond a set amount. Banks are
waiting for the SBA to finalize requirements
before they submit forgiveness applications,
although some are already sending
borrowers a link to these portals.
“Small businesses are likely discussing
use of loan proceeds with their financial
controllers to understand when the right
time will be to seek forgiveness under the
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program’s provisions,” said Samir Agarwal,
who oversees Wolters Kluwer’s TSoftPlus
program for SBA loan processing. “This
decision all depends on how and when
they utilize the funds.” Glasford State Bank
in Glasford, Ill., is one institution that has
announced its intention to use TSoftPlus
software for the loan forgiveness stage.
When the time comes, the volume, variety
and analog nature of the documents (such
as utility bills and payroll statements)
required to verify that businesses spent their
funds appropriately will complicate the
application process, said O’Connell.
“I can picture a small business faxing its
most recent bank statements to a banker and
saying, ‘You figure it out,’ ” said O’Connell.
That is where the fintechs come in.
In general, these automated forgiveness
tools will provide banks with an online portal
that will guide borrowers through each step
of the application akin to a questionnaire;
prefill the form where possible with
existing borrower information; perform
all calculations; and prompt borrowers to
upload the right documents. Lenders will
receive a completed application, which they
can review and submit to the SBA.
“By the time this goes to the lender, you
are relatively assured that the borrower has
filled it out correctly and included the right
documentation,” said Glenn Bolstad, CEO of
Vikar Technologies.
Numerated, which provides an automated
forgiveness solution that the technology
provider FIS is reselling, outlined some of
the complexities of manually completing the
PPP Loan Forgiveness Application, or Form
3508, in a blog post. For example, borrowers
need answers to questions at the end of the
form in order to answer questions at the
beginning. Some questions are not always
required based on previous responses.
Pinnacle Financial Partners in Nashville,
Tenn., and Hancock Whitney in Gulfport,
Miss., are among the more than 70
institutions that will be using Numerated’s
forgiveness software.
Smart Communications’ forgiveness
solution uses the SmartIQ platform, a cloudbased tool. “When building out a new smart
form or creating a workflow, the process is
simple drag-and-drop,” said Neal Keene,
field chief technology officer at Smart
Communications. “It does not require IT or
code to build out the dynamic questioning.”
Smart
Communications’
customers
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include credit unions, regional banks and
small banks, and the company says it is
adding new institutions weekly.
Connelly, of Huntingdon Valley Bank,
chose Vikar because the platform was
customizable, affordable and did not
require a systems integrator. His team added
their own tutorials and pop-ups to answer
questions, audit warnings for math errors
and more.
Vikar is currently training about 20
regional and community banks on its
software.
“We had all the underpinnings ready to
go, but reconfigured our software to have
some of the business rules specific to PPP,”
said Bolstad. “For example, did you use 60%
for eligible expenses like payroll during the
covered period?”
LQD Business Finance is another provider
that built its solution on an existing platform
in a matter of weeks.
“We simply used the existing native tech
stack, which included API integration and
data integration automation, to create the
forgiveness application,” said George Souri,
founder and chief executive of LQD.
Many of these platforms operate similarly,
but have sought ways to differentiate
themselves.
LQD offers audit protection, meaning the
company will pay the difference in case a
future audit reveals that it undercalculated
the forgiveness amount. Vikar partnered
with Innovative Financing Solutions (IFS),
a lender consulting and business advisory
firm, to provide consulting services and act
as help desk support.
Costs also vary. Smart Communications,
for example, provides its solution free of
charge for existing SmartIQ customers.
Wolters Kluwer charges a fixed transaction
cost for its TSoftPlus PPP Forgiveness
Module.
At Huntingdon, Connelly is awaiting
rollout of the SBA’s forgiveness portal,
which he expects to happen around July 30.
Once it’s ready, he and his team will aim
to approve every application in less than a
week with the help of Vikar’s platform.
“We’re trying to run our day-to-day
business, servicing the borrowing and
deposit needs of our customers,” Connelly
said. “I can’t serve those needs if my
whole team is trapped in the bunker doing
forgiveness applications.”

CREDIT UNIONS

PPP
spotlights
shortcomings
in credit
unions’
smallbusiness
push
By John Reosti
July 10, 2020
If the Paycheck Protection Program
was an audition for expanded commercial
lending, many credit unions appear to have
flubbed it.
The banking industry has fought hard in
recent years against credit unions’ efforts
to roll back legal limits on their business
lending capacity. The argument by bankers
has been that relaxing restrictions in the
Credit Union Membership Access Act
would open the floodgates and create unfair
competition in commercial lending.
That hasn’t played out with the PPP, an
emergency loan program designed to help
small businesses keep workers employed.
Credit unions accounted for just 4% of the
nearly 5 million PPP loans booked through
June 30, and only 2% of the $521 billion in
volume, according to the most recent data
from the Small Business Administration.
The results “raise a question about
whether credit unions can be a big source
of credit to small businesses,” said Keith
Leggett, a retired American Bankers
Association economist who blogs regularly
about credit unions.
“The data would suggest that they can’t,”
Leggett said.
Several factors may have contributed to
the lackluster numbers.
Roughly a quarter of the nation’s 5,100
credit unions have assets of less than $10
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million, and 40% have no more than five
full-time employees, said Michael Schenk,
chief economist at the Credit Union National
Association. Hundreds of larger institutions
focus almost exclusively on retail customers,
with little or no dealings in small-business
lending.
Many credit unions were late to the game
with PPP. And the Credit Union Membership
Access Act caps member business lending
by credit unions at about 12.25% of total
assets.
All that may have put many credit union
members is a difficult position, said Alex
Ayers, executive director at the Family
Business Coalition
“One of the things we got feedback from
our members about was everyone that had
a relationship with a credit union seemed to
have a hard time finding a loan,” Ayers said.
“They had to go to a different lender where
they were at the back of the line because
they didn’t have a pre-existing relationship.”
The Family Business Coalition released
a report last month detailing what Ayers
characterized as a tepid PPP response by
credit unions.
Given the strong push since mid-April
to direct program dollars to small and
minority-owned businesses, “I found it
very odd [that more] credit unions weren’t
participating,” Ayers said.
Credit union leaders had a different take
on the SBA data.
The numbers are “proof that America’s
credit unions continue to be there for the
people and businesses that keep Main Street
strong, even in the toughest of times,” Jim
Nussle, president and CEO of the Credit
Union National Association, said by email
Friday. “It’s at the very core of our ‘people
helping people’ philosophy.”
Credit unions also made smaller PPP
loans. Their median loan size was about
$50,000, half that of banks and other lenders,
Schenk said.
Credit unions “focused firmly on very
small businesses,” Schenk said.
To be sure, several credit unions have
been aggressive with PPP lending.
The $1.2 billion-asset Greater Nevada
Credit Union in Carson City made more
than 5,600 loans totaling $556 million, said
CEO Wallace Murray.
The credit union was able to use the
program to boost awareness and bring in
new customers, Murray added.
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“A lot of borrowers were grateful, and they
expressed their gratitude by moving some
or all of their banking business,” Murray
said. The credit union will “more vigorously
pursue” SBA lending because of its PPP
experience.
“We’ve been able to broaden our
opportunities from a strategic standpoint,”
Murray said. “It’s also helped that we’ve
grown more comfortable with SBA as an
agency.”
Mountain America Federal Credit Union
in Sandy, Utah, and Notre Dame Federal
Credit Union in Indiana have also topped
$100 million in PPP originations, based on
limited SBA data.
Credit unions have more time to
participate now that the PPP has been
renewed through early August.
Leggett said some larger credit unions —
including Greater Nevada — have proven
to be fierce competitors for small-business
lending. Others are seeking to add lenders
or pursue bank acquisitions.
In comparison, banks and thrifts have
made more than 4.4 million Paycheck
Protection loans for about $498 billion.
That momentum is leading some banks,
like Flagstar Bancorp in Troy, Mich., to
consider making more traditional SBA
loans. The $27 billion-asset Flagstar, which
has historically focused on mortgages, has
made more than 3,000 PPP loans totaling
$380 million.
In fact, shifts by retail-focused regionals
like Flagstar could be the bigger threat to
banks that are already involved in SBA
lending.
The PPP “allowed us to amplify our
involvement beyond” retail banking, said
Brian Dunn, Flagstar’s chief of staff. “It
allowed us to connect in a major way to
small businesses in the community.”
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PAYCHECK PROTECTION
PROGRAM

PPP data
errors raise
questions
about
effectiveness
of stimulus
By Bloomberg News
July 13, 2020
Herb Miller was baffled when he learned
that the Trump administration reported that
his one-man business in Hixson, Tenn., was
approved for a coronavirus relief loan of as
much as $5 million. The amount was $3,700,
he said.
“Something is screwed up there,” said
Miller, who has been an accountant for
almost five decades. “I’m going to have to
get this straightened out.”
A Bloomberg News analysis shows that the
data for Paycheck Protection Program loans
totaling more than $521 billion released on
July 6 are riddled with anomalies. Although
the maximum PPP loan for a one-person
enterprise is $20,833, more than 75,000
loans listing one job retained have higher
amounts — including 154 showing $1
million or more.
The PPP was designed to keep employees
of small businesses on payroll during the
pandemic. Out of almost 4.9 million loans,
the number of “jobs retained” is zero for
554,146 and blank for 324,122. Seven loans
list negative job numbers.
Conversely, almost a thousand entries
show 500 jobs for loans under $150,000,
which is mathematically doubtful given that
the aid is based on 2.5 times a firm’s average
monthly payroll. In 209 of those cases, it
implies an average monthly salary of $4 or
less per employee. Taken together, those
figures call into question the job numbers in
one out of every five PPP loans.
The anomalies cast doubts about the
accuracy of the data for the centerpiece of
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the $2.2 trillion relief package enacted in
March, including whether it supported the
51.1 million jobs that the administration has
touted.
The PPP is already facing backlash
for doling out millions of dollars to bigname law firms, Wall Street managers and
companies with ties to President Trump and
other politicians. Now critics say the data
issues make it difficult to evaluate how well
the program worked, especially because
the names of borrowers were redacted for
smaller loans that account for about 87% of
the number of loans.
“We are spending, as American
taxpayers, upwards of half a trillion dollars
to purportedly help small businesses
stay afloat,” said Kyle Herrig, president of
Accountable.US, a government-watchdog
group that often criticizes the Trump
administration. “We should know where the
money went, how many jobs were saved,
and right now with the data, we don’t have
that ability to say with any certainty.”
The reported number of jobs is based
on information provided by applicants,
according to a spokesperson for the Treasury
Department, which runs the PPP with the
Small Business Administration. While some
borrowers may have erroneously omitted
the jobs number, the total value of loans
approved is consistent with supporting
about 51 million jobs based on average
small-business employee compensation,
the spokesperson said.
Under the program, borrowers file their
applications through an approved lender.
After the SBA issues a loan-guarantee
number for banks to disburse funds, the
lender and borrower can agree to a lower
the amount, the spokesperson said. The
SBA and Treasury didn’t explain how some
million-dollar loans in the data are much
higher than some borrowers said they
applied for and received.
Banks said the problem with the jobs
data is that neither the PPP application nor
the SBA’s electronic system that lenders use
to submit applications required an input
for “jobs retained.” The application had a
box for “number of employees,” and some
lenders said they submitted that number
while others said they left it blank.
Getting the jobs number right will matter
even more when borrowers apply for loan
forgiveness: The business owners will have
to prove they maintained headcount and
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salaries to get their aid turned into a grant.
If the SBA determines that a borrower is
ineligible, the agency will direct the lender
to deny loan forgiveness, the Treasury
spokesperson said.
Supporters credit the PPP, created and
implemented in a matter of days, for getting
funding quickly to millions of U.S. small
firms that self-certified they needed the
funds as businesses were shuttered. They
say such an unprecedented program rolled
out so quickly was bound to have glitches.
Bloomberg News spoke to more than a
dozen companies that, according to the
government, received loans of more than
$1 million with a reported one job retained.
The borrowers all said there were mistakes
in the dataset.
Frank Demandt, owner of a Miami
architectural firm, said he had four
employees and that the loan value was
grossly overstated. He said he received
$19,700, not the $1 million to $2 million
range cited in the SBA data. Demandt’s
lender, BankUnited, confirmed the loan
amount and said it doesn’t know why the
data say otherwise.
In Star City, Ark.s, Gregory Smith was
dumbfounded. The chief executive of C&L
Electric Cooperative, which supplies power
to more than 20,000 customers in a rural
part of the state, said in his application that
the company had about 100 employees.
“If it shows one job retained, that’s way
off,” Smith said.
Several companies, including scooterrental service Bird Rides Inc., have
complained that they appear in the data
even though they didn’t apply for or get aid.
“I actually never received a PPP loan,”
said Bridget Ottoh of the Ottoh Group in
Mount Juliet, Tenn., who was listed as having
been approved for a loan of $2 million to $5
million. “I applied for it and then withdrew
it.”
The SBA inspector general, who produced
a report in May critical of the agency for not
collecting demographic data to prioritize
loans to underserved and rural areas as
Congress intended, has a review ongoing
about the implementation of PPP and is
aware of public reporting about anomalies,
spokesman Sheldon Shoemaker said. Data
analysis is part of the investigations and
reviews, he said.
Miller, the Tennessee accountant whose
loan was reported as between $2 million

and $5 million in the SBA dataset, said he
learned about the error when a friend saw
his name in a list of PPP recipients published
on a local newspaper’s website and asked
why Miller hadn’t left town yet. The lender,
Millennium Bank, couldn’t be reached for
comment.
“This whole thing is a farce,” Miller said.

CORPORATE BONDS

Fed’s support
for corporate
debt has been
a Wall Street
bonanza
By Bloomberg News
July 13, 2020
The Federal Reserve’s extraordinary effort
to keep credit flowing to companies during
the COVID-19 pandemic is also shunting
money to banks’ bottom lines.
Fees for underwriting blue-chip U.S.
company bonds in the first half of the year
essentially doubled to more than $7 billion,
according to data compiled by Bloomberg,
after the Fed set up an unprecedented
series of programs to support corporate
debt markets and slashed interest rates. U.S.
companies have rushed to borrow, selling
more than $1 trillion of high-grade notes in
just a few months, and some of the proceeds
have trickled down to banks.
That boon underscores how the biggest
banks’ roles as financial intermediaries can
translate to billions of dollars of profits after
borrowing floodgates open. When the firms
start releasing their second quarter earnings
on Tuesday, they’re broadly expected to post
their worst results since the financial crisis
as they set aside more money for bad loans.
Gains from bond underwriting — and the
resulting debt trading — are one of the few
bright spots.
That fee income might be enough to
turn quarterly net losses into profit for
some banks, said Gerard Cassidy, an equity
research analyst at RBC Capital Markets.
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“The Fed’s unprecedented actions in
monetary policy since the start of Covid-19
have benefited banks very well,” Cassidy
said.
Short lived?
The Fed’s efforts can only help banks so
much. Debt underwriting typically accounts
for only around 5% to 10% of the total money
banks like JPMorgan Chase and Citigroup
make from fees, which in turn is about half
their revenue, said Jesse Rosenthal, an analyst
at CreditSights Inc. And the benefits may be
relatively short-lived if the pace of borrowing
slows down, as many strategists expect in the
second half of the year.
The central bank’s efforts have helped
banks in myriad ways. The Fed is buying
bonds in the open market and if necessary
directly from companies, which has helped
slash yields on investment-grade corporate
bonds to the lowest level on record. That’s
spurring companies to borrow, which is
lifting underwriting fees for both investmentgrade and high-yield debt. When companies
sell bonds, investors often sell older securities
from the corporation and buy newer ones, so
trading revenue rises too.
On top of that, the Federal Reserve offered
financing to banks that make loans under the
Small Business Administration’s Paycheck
Protection Program, making it easier for
banks to earn fees from that program.
Many didn’t even tap the Fed’s facility,
because they’ve been flooded with customer
deposits. Loans under that program are U.S.
guaranteed, meaning the banks don’t have
any risk of borrowers defaulting.
“The PPP program has been a windfall
for the banks at taxpayers’ expense, even if
some are donating the fees to worthy causes,”
said Anat Admati, a professor at Stanford
University Graduate School of Business.
The Fed is also taking steps including
buying short-term corporate bonds known as
commercial paper directly from companies.
And as of last week, its Main Street Lending
Program, aimed at small and midsized
businesses, was fully up and running. The
Fed will buy 95% of each loan made under
the up-to-$600 billion program, which
could generate around $5.5 billion of fees
for banks if there’s full uptake, according to a
Bloomberg analysis.
Underwriting is key
The biggest gains to banks have come
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from underwriting so many bonds. In
addition to U.S. investment-grade bonds,
dollar high-yield note sales have jumped
too, with underwriting fees there rising
about 50% to $1.96 billion in the first half of
2020, according to Bloomberg data.
These gains from underwriting are not
just happening in the U.S. Central banks
globally have been opening the money
spigots to try to jump start the economy
during the pandemic, spurring companies
worldwide to borrow.
A wide range of companies that had put
off borrowing earlier this year when markets
were tumultuous ended up selling bonds in
the second quarter. T-Mobile US sold $19
billion of investment-grade bonds in April to
help finance its acquisition of Sprint Corp.
United Airlines Holdings Inc. sold nearly
$4 billion of notes in June to help keep itself
afloat.
The increase in capital markets fees
speaks to the strength of diversification at
the banks, which have set aside more money
to cover expected losses on loans, said
Robert Smalley, a credit desk analyst at UBS
Group.
“Debt underwriting fees really help
counterbalance some of that,” he said. “But
overall net income for the banks, like we saw
in the first quarter, will be down materially
year over year.”
Benefit for banks
For example, JPMorgan Chase, which
posts results on Tuesday, posted about a
$140 million increase in debt underwriting
fees to $1.1 billion in the first quarter. That
activity spurred record trading results and
helped offset $820 million of markdowns on
bridge loans.
June was the busiest month ever for junk
bond sales. Investment-grade borrowers
surpassed all of 2019 volume by mid-June.
“It has been an incredibly intense four
months because we were trying to bring so
many companies to market,” said Richard
Zogheb, global head of debt capital markets
at Citigroup. “I have a wife and a little guy
here and they thought, ‘This is going to be
great, we’re going to see you so much more,’
and frankly they’ve probably seen me less.”
Workdays typically lasted at least 12 hours
and he rarely left his home office except
to get something to drink or to use the
bathroom, he added.
Companies have borrowed in the bond

market to raise money to help tide them
over during the crisis, and to refinance
debt, including money they borrowed on
revolving lines of credit. Many decided to
refinance existing bonds early, while they
could and while rates for some borrowers
were relatively cheap, rather than wait for
the second half of 2020 and or even 2021.
“I would expect we’ll get a slowdown in
the second half of the year,” said David Del
Vecchio, portfolio manager at PGIM Fixed
Income.
How much volumes fall in the second half
of the year depends on how the pandemic
proceeds, Zogheb said. If the virus is
brought under control, companies could
turn their attention to acquisition financing
and sponsors could pursue new leveraged
buyouts, which could lead to a more normal
level of issuance, he said.
But if there are flare-ups or a second wave,
then acquisitions would likely remain on
hold, Zogheb said. Companies could raise
new bonds for more liquidity, he said. But
it probably won’t happen at the same pace
as in the first half, because many companies
raised enough cash earlier this year to fund
them through another wave of the virus.

FEDERAL RESERVE

Senate
Banking
Committee
to consider
controversial
Fed board
pick
By Neil Haggerty
July 10, 2020
WASHINGTON — The Senate Banking
Committee has scheduled a vote to advance a
controversial Federal Reserve Board nominee
to the full Senate floor.
The committee will vote July 21 on the
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nomination of Judy Shelton, who has been
an economic adviser to President Trump
and whose views have aroused concerns
among both Democrats and Republicans. The
committee will also vote on the nomination
of Christopher Waller, research director at the
Federal Reserve Bank of St. Louis, for another
Fed board seat.
The scheduled committee votes will come
roughly five months after both nominees
testified before the panel.
A number of senior Republicans on the
committee raised concerns about Shelton’s
nomination. They said they were skeptical
about her views regarding the need for
deposit insurance, whether the Fed should be
independent from outside influence, and some
of her past statements on monetary policy.
However, two of those skeptical Republicans,
Sens. Pat Toomey of Pennsylvania and Richard
Shelby of Alabama, later indicated that they
would be willing to support the nomination.
Sen. Sherrod Brown of Ohio, the top
Democrat on the panel, urged committee
Republicans to hold another hearing on
Shelton before conducting a vote, particularly
in the midst of the coronavirus pandemic.
“We are now in an economic crisis worse
than the one Dr. Shelton was asked about at her
confirmation hearing,” Brown said in a letter
signed by all Banking Committee Democrats
to Chairman Mike Crapo, R-Idaho. “Based
on her answers at the hearing, we are deeply
concerned that the situation we are in today
would have been worse if Dr. Shelton were
already sitting on the Board of Governors.”

JUMBO MORTGAGES

Wells Fargo
expands nonconforming
jumbo refi
loan criteria
By Brad Finkelstein
July 10, 2020
Wells Fargo has expanded its eligibility
criteria for current bank customers seeking
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to refinance a nonconforming mortgage.
At the same time, it has tightened those
guidelines for borrowers who did not have a
prior relationship with the bank.
The changes went into effect July 1,
said Wells Fargo spokesman Tom Goyda.
They “substantially increased the number
of borrowers from which we’ll accept
applications for nonconforming refinances,”
he said, “as those eligible to apply now
include all current Wells Fargo mortgage
and home equity line of credit customers, as
well as customers with any amount of assets
in qualifying Wells Fargo deposit, brokerage
and wealth and investment management
accounts.”
In early April, just as the spread of
the coronavirus began to impact the
U.S. economy, Wells Fargo limited
nonconforming refinancings to only its
customers who had $250,000 or more in
assets under management with Wells Fargo
for 30 or more days before making the
application.
Under the latest changes, potential
borrowers without an existing Wells
Fargo relationship can now apply for a
nonconforming refinance if they transfer
$1 million or more in assets to a qualifying
deposit, brokerage or investment account,
Goyda said. Before the pandemic, Wells
Fargo had no minimum requirements at all,
he added.
He added that “customers without an
existing Wells Fargo relationship may be
eligible for other mortgage loan products,
even if they do not transfer funds into a
qualifying deposit, brokerage or investment
account.”
In the past few months, all lenders
have reduced jumbo mortgage product
availability due to the pandemic. The
jumbo component of the Mortgage Bankers
Association’s Mortgage Credit Availability
Index fell 7.3% in June, following declines
of 4.4% in May, 22.9% in April and 36.9% in
March.
Jumbo product availability overall has
fallen 57% since the pandemic began, Joel
Kan, the MBA’s associate vice president of
industry and economic forecasting, said in
the latest MCAI release.
Refinancings, no matter the product type,
made up 60% of applications received for the
week ended July 3, the MBA said. Interest
rates for jumbo loans were 3.52%.
Wells Fargo has not backed away from

the nonconforming purchase market, as it
has continued to originate these loans “for
all eligible borrowers in accordance with
our existing guidelines through our retail
channel,” Goyda said.
In the first quarter, Wells Fargo had $48
million of total mortgage originations, with
52% of its volume coming from refinancings.

COMMUNITY BANKING

Tennessee
bank merger
to create $1
billion-asset
lender
By Paul Davis
July 10, 2020
Citizens Bancorp Investment in Lafayette,
Tenn., has agreed to buy American
Bancshares in Livingston, Tenn.
The $948 million-asset Citizens said in a
press release Friday that it should complete
the purchase of the $264 million-asset
American in the fourth quarter. It did not
disclose the price it will pay.
Citizens will have 22 branches, $794
million in loans and $1 billion in deposits
when the deal closes.
“Our expanded lending capacity will be
helpful to growing and thriving businesses
that want to remain with a community
bank for that high level of service,” Pete
Williston, Citizens’ chairman and CEO,
said in the release. “American is a highly
regarded institution that has been serving
its communities for over 40 years.”
Marty Maynord, American’s CEO, and
Ryan Smith, the bank’s president, will
become executive vice presidents of Citizens
Bank.
Stephens and Butler Snow advised
Citizens. Olsen Palmer and Bone McAllester
Norton advised American.
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Wells Fargo Don’t weaken
hires Flagstar the G-SIB
Bank’s Kristy surcharge
Fercho to lead
home lending
By Bonnie Sinnock
July 09, 2020
The president of Flagstar Bank’s housing
finance unit will soon be running Wells
Fargo Home Lending, replacing Michael
DeVito, who is retiring after more than 23
years at the company.
Kristy Fercho, who joined Flagstar’s
mortgage division in 2017, is also the vice
chair of the Mortgage Bankers Association
and its diversity and inclusion committee.
Previously she was a senior vice president in
Fannie Mae’s single-family division.
DeVito was originally named interim
head of Wells Fargo Home Lending in 2017
after the bank fired consumer lending
head Franklin Codel over Codel’s improper
handling of an employee’s termination. In
2018, the bank named DeVito permanent
head of the mortgage division.
Before leading Wells Fargo’s mortgage
division as a whole, DeVito was the head of
home loan production. He also previously
ran Wells Fargo’s servicing operations and
was known for being involved in some of
home lending’s early electronic business
initiatives.
Fercho will join Wells Fargo in August and
report to Mike Weinbach, the bank’s CEO of
consumer lending.

By Jeremy Kress
July 10, 2020
Throughout the Trump administration,
banking regulators have systematically
rolled back bank capital requirements
designed to protect the U.S. financial system.
Next on the chopping block could be a
capital surcharge that fortifies the country’s
largest banks. Weakening this safeguard
amidst the uncertain economic recovery
would be dangerously shortsighted.
For big banks, “all in” capital
requirements consist of four components:
baseline requirements; a stress buffer;
the countercyclical buffer; and the global
systemically important bank — or G-SIB —
surcharge.
Over the past several years, the Federal
Reserve has methodically weakened the first
three of these components.
Consider baseline capital requirements.
In 2013, the Fed mandated that a bank
maintain at least 3% common equity Tier
1 capital relative to its total exposures,
consistent with the international Basel III
accord. This supplementary leverage ratio,
as it became known in the United States,
works in tandem with risk-based capital
requirements to ensure that banks maintain
adequate capital cushions.
But this April, the Fed gutted the
supplementary leverage ratio by temporarily
excluding U.S. Treasury securities and
reserves from a bank’s total exposures. The
Fed’s stated purpose was to alleviate market
stresses during the coronavirus crisis, but
this misguided decision could reduce bank
capital levels by up to $76 billion during the
pandemic, putting the financial system at
greater risk.
If the Fed wanted to minimize the effects
of pandemic-related deposit inflows on
banks’ supplemental leverage ratios, it
could have provided more targeted relief.
For example, it could have limited the
exemption to treasuries and reserves above
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then-current levels. Instead, the Fed chose
the bluntest tool possible — excluding all
treasuries and reserves — thereby providing
unjustified capital relief.
Next, there’s the stress buffer. Earlier
this year the Fed adopted this new buffer
to incorporate the results of its annual
stress tests into banks’ point-in-time capital
requirements. In general, a bank must
maintain a capital buffer equal to the decline
in its capital under the stress tests’ severelyadverse hypothetical scenario.
The stress buffer is sensible in theory, but
the Fed’s final rule substantially weakens
the underlying stress tests on which it is
based. For example, the stress capital buffer
rule assumes that banks pre-fund only four
quarters of planned capital distributions,
instead of nine quarters previously.
Additionally, the final rule eliminated
the proposed stress-leverage buffer —
effectively removing the leverage ratio as a
potential constraint in the stress tests.
Then there’s the countercyclical capital
buffer. The so-called CCyB is supposed to
be added onto baseline requirements when
the economy is strong to give banks an extra
buffer for when the market inevitably sours.
The Fed, however, chose never to activate
the CCyB before the coronavirus pandemic,
despite a decade of strong economic growth
and numerous experts urging the central
bank to do so.
That brings us to the final capital
component. The G-SIB surcharge is an
added layer of capital that varies in size
depending on a bank’s systemic importance.
An individual bank’s G-SIB surcharge is
calculated based on measurements of its size,
interconnectedness,
cross-jurisdictional
activity, substitutability, complexity and use
of short-term wholesale funding. Currently,
eight U.S. banks are subject to G-SIB
surcharges ranging between 1% and 3.5% of
common equity Tier 1 capital.
The G-SIB surcharge serves two purposes.
First, it ensures that the most systemically
important banks maintain bigger cushions
to absorb losses and thereby prevent their
failure. Second, because the surcharge
increases as a bank becomes more systemic,
it encourages G-SIBs to proactively reduce
the risks posed to the financial system in
order to lower their surcharges.
Over the years, the G-SIB surcharge has
worked as intended. Consider JPMorgan
Chase, whose surcharge was initially set at
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4.5% in 2014. In an effort to limit its capital
burden, Chase simplified itself by shedding
derivatives exposures and illiquid assets. As
a result, Chase reduced its G-SIB surcharge
to 3.5% in 2015, helping both the bank and
broader financial system.
Lately, however, bank lobby groups have
been urging the Fed to weaken the G-SIB
surcharge as well. The groups argue that the
Fed should revisit its methodology to ensure
that G-SIB surcharges do not inadvertently
creep up over time due to economic
expansion. This lobbying campaign is likely
to heat up in the second half of 2020, as
coronavirus-related bank growth increases
banks’ systemic risk scores.
The Fed should resist this pressure.
Facing a bleak and uncertain economic
recovery, now is not the time to cut capital
requirements for the largest and most
systemically important banks in the U.S.
Just last month, the Fed projected that
several big banks would approach or breach
their minimum capital levels in a doubledip recession. Accordingly, the Fed should
insist that the G-SIB surcharge remain as
robust as possible.
If banks’ surcharges increase this year, it
would be for good reason. Collectively, the
10 largest U.S. banks grew by more than $1.2
trillion in assets in the first quarter of 2020.
Chase alone had a 20% boost in assets,
becoming United States’ first $3 trillion bank.
Meanwhile, the largest banks’ systemic-risk
metric (SRISK) — which measures a firm’s
expected capital shortfall given a severe
market decline — has more than doubled
since the beginning of the year.
The massive expansion of the largest
U.S. banks could undermine an economic
recovery if the G-SIBs do not maintain
sufficient capital cushions to absorb losses.
Despite banks’ claims to the contrary, the
Fed need not reduce the G-SIB surcharge
to stimulate lending. Indeed, bettercapitalized banks actually lend more than
lower-capitalized banks. A real threat to
lending would materialize, however, if one
or more G-SIBs were to experience financial
distress — a prospect made more likely if the
Fed were to weaken the surcharge.
The Fed has eviscerated bank capital
requirements over the past several years,
with only the G-SIB surcharge left untouched
… so far.
While each of these rollbacks in isolation
is bad enough, the collective effect exposes
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the financial system to pronounced and
unjustifiable risks. It is essential, therefore,
that the Fed resist efforts to weaken the G-SIB
surcharge that would further undermine the
banking sector’s resilience
Jeremy Kress is an assistant professor in
business law at the Ross School of Business
of the University of Michigan, where he is
also a senior research fellow at the Center on
Finance, Law and Policy. Kress was formerly
an attorney in the banking regulation and
policy group at the Federal Reserve Board.q
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