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Recap and Release: Not the right path to 
affordable mortgages
The government's role in all this

November 16, 2015   Barry Zigas

“…The government’s role should be to ensure a set of critical outcomes:
The broadest possible access to sustainable mortgage credit by the greatest 
range of credit worthy borrowers, everywhere in the country
A deep and liquid market for mortgage backed securities to ensure reliable 
investment at all times from the broadest possible range of investors at the 
lowest possible cost, enabling rate locks for consumers
The choice to have a long term fixed rate mortgages at a reasonable price 
for consumers who prefer them…”





MANY PROPOSED HOUSING FINANCE 

REFORM PROPOSALS WOULD

Institutionalize the current dual mortgage credit 
market that provides lower-cost, higher quality 
loans to non-Hispanic white borrowers and 
higher cost, and often predatory loan products 
to borrowers and communities of color.



The most often repeated goal for housing 
finance reform legislation is to “increase private 
capital in mortgage finance.”



• Lack of private capital did not contribute to the 
housing market crisis

• Between 2003-06, private label securities rose from 8% to 
38% of the market.

• 85% of subprime loans were financed with private label 
securitization.

• Private label securities failed at a rate of 6 times those for 
Fannie Mae and Freddie Mac.

Source: David Min. Faulty Conclusions Based on Shoddy Foundations. Center for American Progress. 
Washington, DC. February 2011.



 Almost all major housing finance reform proposals either strongly 
imply or explicitly state that if the restructured housing finance 
system does not meet the credit needs of people of color, those 
consumers should rely on the FHA.

 Stated otherwise, the restructured system need not be designed to 
meet the housing credit needs of people of color, who, ironically, are, 
and will continue to grow as the majority of net new household 
formations in America for the foreseeable future.

 An institutionalized dual market for home loans would codify 
higher-priced and riskier mortgages for lower-income families and 
people of color.

 And an institutionalized dual credit market would lock historically 
disadvantaged borrowers into lending channels that are 
disproportionately plagued by discriminatory, predatory, and 
otherwise unscrupulous originators.



 Three additional needs of the housing finance system: 

 Leverage the current climate of historically low mortgage 
interest rates, vast pools of foreclosed and distressed 
properties, and greatly lowered home prices in order to 
promote homeownership particularly for historically 
underserved borrower groups.

 Ensure an adequate supply of credit for rental housing and 
pioneer new products for rental as well as rent-to-own and 
shared appreciation ownership financing products.

 Provide capital to developers at favorable rates to finance 
comprehensive, mixed use, community investment efforts 
that include community infrastructure via a community 
infrastructure bank. 





There is also little support within the housing 
finance industry for changes that could be 

accomplished now, to the existing system, that 
could greatly improve  

access to credit for lower-income and low-
wealth households and borrowers of color.



• Different measures of credit risk do not necessarily translate into 
differences in actual potential credit behavior.

• Measures of credit risk are only as reliable as the credit scoring 
models that drive them. Outdated credit scoring models, such 
as those currently in use by Fannie Mae, Freddie Mac and FHA 
can yield misleading results and produce exclusionary impacts.

• The industry should immediately adopt more sophisticated and 
predictive scoring technologies such as FICO 9 or VantageScore.

• According to VantageScore, the number of originations to 
African Americans and Latinos could be increased by as much 
as 30 percent through the use of more predictive credit scores.

• Use of more predictive credit measures would improve credit 
access and while also improving credit standards.



• Redefine the GSE underserved markets designation to include 
race/ethnicity.*

• Adjust FHA fees to reflect the fact that the agency is no longer 
undercapitalized; fees should be calibrated to cover only those risks 
posed to the Mutual Mortgage Insurance Fund by future borrowers.

• Clarify buy-back requirements at FHA so as to eliminate that issue as a 
justification for excessive lender overlays or banks pulling out 
altogether of FHA lending.

• Establish a loss reserve account within the Department of the Treasury 
(not recapitalization) to cover potential future losses by Fannie Mae and 
Freddie Mac.

*Zonta, Michela. Do the GSEs Meet the Credit Needs of Underserved Communities? Center for America 

Progress. Washington, DC. December 2015.
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Source:  Tabulations based on Urban Institute 2014 HMDA Dataset. 

Year Conventional Loans Non-conventional LoansAll Loans

2001 12,045,860 1,589,455 13,635,315 

2014 4,561,433 1,418,333 5,979,766 

Total Change (7,484,427) (171,122) (7,655,549)

Percent Change(62%) (11%) (56%)



Source:  http://www.census.gov/housing/hvs/data/histtabs.html (Table 16)





Source: http://www.pewsocialtrends.org/2011/07/26/wealth-gaps-rise-to-record-highs-between-whites-blacks-
hispanics/



Source: http://money.cnn.com/2015/11/24/news/economy/blacks-whites-inequality/



Source: http://money.cnn.com/2015/11/24/news/economy/blacks-whites-inequality/



Source: Taub, Amy and Catherine Ruetschlin. The Racial Wealth Gap: Why Policy Matters. Washington, DC. March 10, 
2015.



Source: Taub, Amy and Catherine Ruetschlin. The Racial Wealth Gap: Why Policy Matters. Washington, DC. March 10, 
2015.



Source: Humphries, Stan. Zillow.Group. 2015







1 + 1 = 2





Source: Detroit, MI
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