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Message from
Kathleen L. Kraninger

Director

The Bureau of Consumer Financial Protectionis pleased to publish this report containing the
results of its assessment of the Ability-to-Repay and Qualified Mortgage Rule that the Bureau
issued in 2013 to implement provisions of the Dodd-Frank Act amending the Truth in Lending
Act. The provisions were designed to assure that consumers are offered and receive residential
mortgage loans on terms that reasonably reflect their ability to repay the loans.

Separately, section 1022(d) of the Dodd-Frank Act requires the Bureau to conduct an
assessment of each significant rule or order adopted by the Bureau under Federal consumer
financial law. Thisreport has been prepared to satisfy that statutory obligation.

This somewhat unique statutory requirement places aresponsibility on the Bureau to take a
hard look at each significant rule it issues and evaluate whether the rule is effective in achieving
its intended objectives, and the purposes and objectives of Title X of the Dodd-Frank Act, or
whether it is having unintended consequences. I see this as a valuable opportunity to assure that
public policy is being pursued in an efficient and effective manner and to facilitate making
evidence-based decisions in the future on whether changes are needed.

The Bureau’s Office of Research took the lead in conducting this assessment. The Bureau’s
researchers began work over two years ago in identifying the questions that needed to be asked
and in exploringthe available data sources to answer those questions. The researchers then
developed research plans and solicited public comment on such plans and other information.
Theresearchers determined that although public and commercially-available data, along with
the National Mortgage Database which the Bureau has developed in collaboration with the
Federal Housing Finance Agency, could be used to examine the effects of the rule on the market
as a whole, those data were insufficient to examine specific market segments where the rule
might have had its largest effect. Accordingly, the Bureau obtained, amongother things, a
unique dataset comprised of de-identified, loan-level data from a number of creditors to fill this
gap. The Bureau’sresearchers supplemented those data with a survey to which over 175 lenders
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responded along with data from a survey conducted by the Conference of State Bank
Supervisors.

Through rigorous statistical analyses of the quantitative data and a careful review of the
qualitative data and public commentsreceived in response to the Bureau’s Request For
Information, the Bureau has produced this comprehensive assessment report. I am confident
that this report provides numerous useful findings and insights for stakeholders, policy makers,
and the general public about developmentsin the origination of mortgages and the effects of the
rule on the availability and cost of credit.

Theissuance of this reportis not the end of the line for the Bureau. I am committed to assuring
that the Bureau uses lessons drawn from the assessments to inform the Bureau’s approachto
future rulemakings. We are interested in hearing reactions from stakeholders to the report’s
methodology, findings and conclusions. The Bureau anticipates that continued interaction with
and receipt of information from stakeholders about this report will help inform the Bureau’s
future assessments as well as its future policy decisions regarding this rule.

Sincerely,

Folbl o

Kathleen L. Kraninger
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Executive Summary

The mortgage market hasbeen a key to homeownership for anincreasing number of American
families since the middle of the 20th century.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) amended
the Truthin Lending Act (TILA)in 2010 to place certain new obligations on the origination of
consumer mortgages. The Dodd-Frank Act also directed the Bureau of Consumer Financial
Protection (Bureau) to issue rules to effectuate certain amendments and authorized the Bureau
to prescribe rules as may be necessary or appropriate to enable the Bureau to administer and
carry out the purposes and objectives of TILA. The Bureau’sinitial rule and certain changes to
that rule, which this report refersto collectively as the Ability-to-Repay/Qualified Mortgage
(ATR/QM) Rule or Rule, came into effect in January 2014.!

Section 1022(d) of the Dodd-Frank Act requires the Bureau to conduct an assessment of each of
its significant rules and orders and to publish a report of each assessment within five years of
the effective date of the rule or order. The Bureau has determined that the ATR/QM Ruleisa
significant rule. The Bureau developed plans for assessmentsin 2015 and began work on the
ATR/QM Rule assessment in 2016. Pursuant to decisions made at that time, although this
assessment addresses matters relating to the costs and benefits of the Rule, this report does not
include a benefit-cost analysis of the Rule or parts of the Rule. For Section 1022(d) assessments
that the Bureau undertakes going forward, the Bureauin its discretionisreconsidering whether
to include benefit-cost analysisinits assessment and its published report. The Bureau expects
that this report will inform the public about the effects of the Rule and will help inform the
Bureau’s future policy decisions concerning mortgage originations including whether to
commence arulemaking proceeding to make the Rule more effective in protecting consumers,
less burdensome to industry, or both.

The key requirement of the Rule is that lenders must make a reasonable and good faith
determination, based onverified and documented information, that the consumer has a

! For a full definition of the ATR/QM Rule, see Chapters 1 and 2.
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reasonable ability to repay (ATR) before issuing a residential mortgage loan. The Rule defines
certainfactorsthat alender must consider in making such a determination and requires that the
determination must be made using a payment schedule that fully amortizes theloan over the
termof theloan. Lenders who are found to be non-compliant with this requirement can be held
liable for damages under TILA. Inaddition, non-compliance can be asserted as a matter of
defense by recoupment or setoffin a foreclosure proceeding.

The Rule also defines the category of Qualified Mortgage (QM)loans and provides that QM
loans are presumed to comply with the AT R requirement. In most cases, the presumptionis
conclusive (i.e. asafe harbor). However, for “high cost” loans—a term whose definitionlargely
tracks one developed by the Federal Reserve Board as a proxy for subprime loans—the
presumptionis rebuttable, allowing the consumer the opportunity to prove that the lender in
fact failed to make a reasonable determination of the consumer’s repayment ability.

AllQM loans must be fully amortizingloans with terms no greater than thirty years and (except
forloansunder $100,000) cannot have the sum of points and fees exceed 3 percent of theloan
amount. Additionally, to meet the Rule’s General QM test, the ratio of monthly debt obligations
toincome cannot exceed 4 3 percent (“debt to income ratio,” or “DTI”). For this test, DTI must
be calculated in accordancewith the provisions of the Rule’s Appendix Q which incorporates the
FHA underwriting standards from 2013 for calculating debt and income. The Rule creates a
temporary category under which loans eligible for purchase or guarantee by Fannie Mae or
Freddie Mac (the Government Sponsored Enterprises, or GSEs) generally qualify as QM loan.
This exception (the Temporary GSE QM) is scheduled to expire sevenyears after the effective
date of the Rule (or earlier if the GSEs cease to be in conservatorship). Inaddition, mortgages
eligible for purchase or guarantee by the Federal Housing Authority (FHA), Veterans
Administration (VA), or Rural Housing Service (RHS) are QMs by virtue of separate regulations
issued by those agencies pursuant to separate Title XIV rulemaking authority under the DFA.

Key Findings

The collapse of the housing marketin 2008 sparked the most severe recessioninthe United
States since the Great Depression. As documented in this report, the years prior to the collapse
were marked by an increased share of lending going to borrowers of lower creditworthiness and
to new loan product types associated with higher risk.
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A number of different theories have been advanced as to why the housing market collapsed. In
the report that the National Commission on the Causes of the Financial and Economic Crisis in
the United States2issued after the Dodd-Frank Act was enacted the majority pointed to

2 &«

“dramatic failures of corporate governance and risk management,” “excessive borrowing, risky
investments and lack of transparency,” and “widespread failures in financial regulation and
supervision” as key causes.3 A minority report by one commissioner concluded that
“government housing policy” was responsible for “fostering the growth of a bubble of
unprecedented size and an equally unprecedented number of weak and high-risk residential
mortgages.”4 A separate minority report by three other commissioners disagreed with both
views and identified ten causes, some global and some domestic, as essential to explaining the
financial and economic crisis. 5 Since the issuance of the Commission’s report there hasbeen a
vast body of academic literature seeking to explore the contributing causes of the crisis. ¢ It is
beyond the scope of thisreport to address the question of what caused the housing market to

collapse adecade ago.

Theprovisions of the Dodd-Frank Act described aboveand that are the subject of this report
were enacted for the stated purpose of “assur[ing] that consumers are offered and receive
residential mortgage loans on terms that reasonably reflect their ability to repay.”” This report

2 The Commission was createdin May, 2009 by P.L. 111-21 and issued itsreport in January, 2011. Six members of the
Commission were appointed by the Democraticleadership of Congress and fourby the Republican leadership. The
m ajority reported wasjoined by the six members appointed by the Dem ocratic leadership; three members
appointed by the Republican leadershipjoined onedissent and the fourthauthored a separate dissent.

The Financial Crisis In quiry Report at xviii-xxii (2011).
41d. at 444.
51Id. at 445-448.

6 For a non-exhaustive list of additional literature on the causes of the crisis, see Adelino, Manuel, Antoinette Schoar,
and Felipe Severino. "Loan originationsand defaults in the mortgage crisis: Therole of themiddle class." The
Review of Financial Studies 29.7 (2016); Amromin, Gene, et al. "Com plex mortgages." Review of Finance 22.6
(2018); Avery, Robert B., and Kenneth P. Brevoort. "The subprime crisis: Is government housing policy to blame?"
Rev iew of Economics and Statistics 97.2 (2015); Bubb, Ryan, and Alex Kaufman. “Securitization and moral hazard:
Evidencefrom credit score cutoff rules.” 63,1-18 (Apr. 2014); Case, Karl E., Robert J. Shiller, and Anne Thom pson.
“What have they been thinking? Hom e buyer behavior in hot and cold m arkets.” National Bureau of Econ omic
Research Working Paper #18400 (2012); Cheng, Ing-Haw, and Sahil Raina, and WeiXiong. “Wall Street and the
HousingBubble.” 104(9): 2797-2829 (2014); Corbae, Dean, and Erwan Quintin, "Leverage and the Foreclosure
Crisis," Journal of Political Economy 123, no.1 (Feb. 2015); Foote, Christopher L., Kristopher S. Gerardi, and Paul S.
Willen. “Why Did So Many People Make So Many Ex Post Bad Decisions? The Causes of the Foreclosure Crisis.”
National Bureau of Economic Research Working Paper #18082 (2012); Lee, Don ghoon, Christopher Mayer, and
Joseph Tracy. “A New Look at Second Liens.” Federal Reserve Bank of New York Staff Reports (2012); Mian, Atif,
and Amir Sufi. "Fraudulent incom e ov erstatementon mortgage applications during the credit expansion of 2002to
2005."TheReview of Financial Studies 30.6 (2017); Palmer, Christopher, “Why Did So Many Subprim e Borrowers
Default During the Crisis: Loose Credit or Plummeting Prices?” (Sept. 24, 2015).

7 TILA §129B(a)(2),15 USC§1639b(a)(2).
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does not address the necessity of the new TILA requirements or the merits of possible
alternative ways that Congress might have responded to the housing collapse, but rather, as
required by the Dodd-Frank Act, assesses the effectiveness of the AT R-QM Rule that
implemented those requirements.

Assuring Ability to Repay

A primary purpose of the Rule is to prevent the extension of mortgage credit for which
consumers lack the ability to repay, based oninformation available at the time of origination.
The report finds that approximately 50 to 60 percent of mortgages originated between 2005and
2007 that experienced foreclosure in the first two years after origination were mortgage loans
with features that the ATR/QM Rule generally eliminates, restricts, or otherwise excludes from
the definition of a qualified mortgage, such as loans that combined low initial monthly pay ments
with subsequent payment reset or those made with limited or no documentation of the
consumer’sincome or assets. Loans with these features had largely disappeared from the market
prior to the adoption of the Rule, and today they appear to be restricted to alimited market of
highly credit-worthy borrowers.

Further, this report finds that loans with higher debt to income ratios—whichisa factor
generally required to be considered in making AT R determinations and is one of the criteria
used to define the General QM category—are historically associated with higher levels of
delinquency, after controlling for other relevant borrower characteristics (even though the
strength of the relationship depends on the economic cycle). In the conventional mortgage
market—which encompasses all mortgages other than those purchased or guaranteed by a
government agency—DTI ratios are constrained from returning to crisis-eralevels by a
combination of the AT R requirement, GSE underwriting limits which define the loans which are
eligible for purchase by the GSEs (currently, a DT limit of 45 percent applies to mostloans) and
the Bureau’s General QM DT threshold which limits the General QM category to loans with
DTIsator below43 percent. Eventhough house prices have largely returned to pre-crisis levels,
currently five to eight percent of conventional loans for home purchase have DT exceeding 45
percent;in contrast, approximately 24 to 25 percent of loans originated in 2005 — 2007
exceeded thatratio.

Eventhoughit is not possible for the Bureau to directly observe the ability to repay at
origination, an analysis of realized loan performance acrossawide pool ofloans canbe
informative. Among other metrics, this report examines the percentage of loans becoming 60 or
more days delinquent within two years of origination. The analysis finds that the introduction of
the Rule was generally not associated with an improvement in loan performance according to this
metric.
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In part, this is due to the fact that delinquency rates on mortgages originated in the years
immediately prior to the effective date of the Rule were historically low, as credit was already
tight at that time. The delinquency rate of loans with DT Is exceeding 4 3 percent made under the
Rule’s AT R underwriting requirements (non-QM loans) remained steady at 0.6 percent;the
delinquency rate of GSEloanswith DT Isabove 43 percentincreased from 0.6 percent for loans
originated in 2012-2013 to 1.0 percent among 2014-2015 originations. Thus, although the
performance of non-QM loans did not improve in absolute terms, it has improved relative to the
performance of comparable QM loans. (Chapter 4)

Access to Credit and Restrictions on Unaffordable Loans

Looking at the market as a whole, there was not a significant break in the volume of mortgage
applications or the average approval rate at the time the Rule became effective. This is
attributable in part to the fact that, as noted, following the financial crisis and before the Rule
took effect credit had tightened substantially and in part to the breadth of the definition of QM
and the safe harbor afforded to most QM loans. The Bureau estimates that 97-99 percent of
loans originated in 2013, thelast year prior to the effective date of the Rule, would have satisfied
QM requirements. As explained above, if aloan is a QM loan, it is presumed to meet the Rule’s
ATRrequirement, and, therefore, the AT R requirement would not separately decrease access to
credit for borrowers who qualify for aQM loan.

There are, however, certain segments of the market where the Rule is more likely to have
affected accessto credit and the Report focuses on those segments.

¢ Borrowers with high debt to income ratios — For high DTI borrowers—defined
here to mean borrowers with a DTT above 4 3 percent—who qualify for aloan eligible for
purchase or guarantee by one of the GSEs (or one of the federal agencies), the Rule has
not decreased access to credit since such mortgages meet the standard for QM loans. In
fact, the evidence suggests that the GSEs may have loosened their underwriting
requirements for high DT1 borrowers, as evidenced by recent trends (Chapter 6)

Thereis a segment of high DTI borrowers seekingloans which are not eligible for GSE
purchase (or a government purchase or guarantee), most commonly due to loan size.
Generally, suchloans are non-QM loans as they cannot meet the General QM standard
and thus are subject to the ATR provisions. The Bureau’s analysis of detailed application
data fromnine larger lenders (further, “Application Data”) indicates that the Rule
displaced between 63 and 70 percent of approved applications for home purchase among
non-QM High DTIborrowers duringthe period of 2014 — 2016; this translates into a
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reduction of between 1.5 and 2.0 percent of all loans for home purchase made by these
nine lenders during this period. Evidence from other data sources, including a survey of
mortgage lenders that the Bureau conducted as part of this assessment (further, Lender
Survey) and recent research by the Federal Reserve Board and academic economists
likewise points to sharp reductionsin accessto credit among this category of borrowers
following the implementation of the Rule. Notably, results in the refinance category are
quite different. For non-QM, High DTIborrowers seeking to refinance theirloans, the
Application Data points to an initial reductionin accessto creditin 2014, followed by
gradual improvement in the years after. Thisis consistent with a notion that consumers
seeking to refinance a mortgage having already demonstrated some ability to repay,
thereby lowering ATR risk and making lenders more likely to extend credit. (Chapter 5)

The Application Data also indicates that among the non-QM High DTIborrowers
seeking to purchase homes, approval rates declined across all credit tiers and income
groupings, with the result that the average credit score and income for declined
applicantsincreased after the Rule took effect. Further, more broad-based industry data
indicates that despite tightening of credit, delinquency rates for non-QM High DT
borrowers did not decrease after the Rule took effect. T ogether, these findings suggest
that the observed decrease in access to credit in this segment was likely driven by
lenders’ desire to avoid the risk of litigation by consumers asserting a violation of the
ATRrequirement or other obligations or risks associated with that requirement, rather
than by rejections of borrowers who were unlikely to repay theloan. (Chapter 5)

Self-employed borrowers — Aswith high DTIborrowers, the Rule did not impact
access to credit for self-employed borrowers seeking a mortgage which s eligible for
purchase or guarantee by one of the GSEs or federal agencies. In contrast, self-employed
borrowers who do not qualify for aloan eligible for purchase or guarantee by one of the
GSEs or federal agencies generally need to qualify under the General QM standard in
order to obtaina QM loan. Responses to the Lender Survey indicate that specifically for
self-employed borrowers, lenders may find it difficult to comply with Appendix Q
relating to the documentation and calculation of income and debt. However, the
Application Data indicates that the approval rates for non-High DT I, non-GSE eligible
self-employed borrowers have decreased only slightly, by two percentage points.
(Chapters)

Borrowers seeking smaller loan amounts: The points-and-fees cap on QM loans
has potential implications for borrowers seeking smaller loan amounts because, to the
extent there are fixed costs in originating mortgages, those costs will constitute a higher
percentage of the loan amount for smaller loans relative to larger loans. The Bureau’s
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analysis of HMDA data indicates, however, that the Rule likely had no effect onaccessto
credit for suchloans. Thisis consistent with responses to Lender Survey which indicate
that applications for which the points and feeslimit will be exceeded are sufficiently rare
that lenders handle them ona case-by-case basis. Specifically, lenders typically waive
certain fees, with or without a compensatingincrease in the interest rate, to avoid
exceedingthe cap. Lenders denying an application to avoid exceeding the QM points and
fee capis rare. (Chapter5)

Creditor Costs and the Cost of Credit

The Rule introduces certain requirements for documenting income and debt that may differ
fromthe pre-Rule practices for some lenders. For non-QM loans (as well as high cost QMs), the
Rule also creates potential liability for ATR violations. Furthermore, under a separate rule
administered by other agencies, holders of non-QM loans are required to hold extra capital
against such loans which can add to the cost of funding these loans. The Report examines the
effect of the Rule on lenders’ costs of originatingloans and on the pricesthey charged to
consumers.

Atthe aggregate market level, the Rule does not appear to have materially increased costs or
prices. A periodic survey conducted by the Mortgage Bankers Association among non-bank
lendersindicates that the costs of originating mortgage loans have increased over the past
decade but that there was not a distinct increase around the time of the implementation of the
Rule. Similarly, the Bureau’s analysisindicates that the spread between the average interest rate
on 30-year fixed-rate mortgages over the relevant Treasury rate has remained constant since the
implementation of the Rule. (Chapter 3)

The Bureau would not be able to reasonably obtain evidence that directly measuresthe extra
cost of originating a loan that may have been created by the Rule. Instead, the Bureau has
obtained qualitative feedback through responses to the Lender Survey, regarding material
changesin credit policy that have occurred. A majority of respondents indicated that their
business model has changed as a result of the Rule. Among those respondents who reported
changed business model, some respondents pointed to increased income documentation or
increased staffing, while others mentioned adoptinga policy of not originating non-QM loans.
The Bureau has utilized the Application Data to quantify the cost in the form of foregone profits
fromnot originating certain non-QM loans; it is found that among the nine lenders that
provided the data, thelost profits amounted to between $20 and 26 million peryear.

Focusing specifically on non-QM loans, evidence is mixed as to whether the Rule has increased
the price of suchloans. None of the nine lenders that provided Application Data charge extra for
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non-QM loans specifically and a review of retail rate sheets of approximately 4 0 lenders revealed
that an extra adjustment for non-QM loansis very infrequent. Nevertheless, 23 out of 204
respondents to the Lender Survey that the Bureau conducted for this assessment indicated
applying such an increase and recent research by the Federal Reserve Board finds thatloans
with DT Isabove 43 percent are substantially more expensive than similar loans with DT Isat or
below 43 percent. (Chapter 5)

Effects on Market Structure

To alarge extent, the current QM category is broad due to the inclusion of loans eligible for
purchase by the GSEs. The inclusion of suchloansin the QM category is temporary and is set to
expire by January 2021. Contrary to the Bureau’s expectations at the time of the rulemaking, the
GSEs have maintained a persistently high share of the market in the yearsfollowing the Rule’s
effective date. The private label mortgage-backed securities market, where investors purchase
loans that are not insured or guaranteed by GSEs or government agencies, remains small
relative to GSE securitizations and primarily provides funding for QM loans made to prime
jumbo borrowers (although recently there has been a number of non-QM securitizations based
on loans made to other types of borrowers). The dominance of GSEsin the conventional loan
segment may be attributable to a range of factors which distinguish GSE loans from those made
under the General QM and ATR criteria, potential advantagesin compliance certainty and
flexibility, and robust secondary market liquidity. (Chapter 6)

The Bureau has examined whether the Temporary GSE QM provision of the Rule has caused in
an increased reliance on GSEs’ Automated Underwriting Systems (AUSs) for loans that are not
sold to the GSEs. The analysis of submissions to AUSs shows no immediate increase in the
aggregate volume of submissions relative to the volume of loans purchased by GSEs. However,
the data do suggest a somewhat higher use of the GSEs’ AUS in recent years, particularly for
loans which do not fit within or are more difficult to document within the General QM
underwriting standards, such as loans made to self-employed borrowers. (Chapter 6)

The Rule contains certain provisions for smaller lenders that allowthem to originate High DT1
loans, and in some cases, balloonloans as long as suchloans are held on portfolio for atleast
two years after the origination by small creditors (Small Creditor QM and Small Creditor
Balloon QM, respectively). Among HMDA reporting depository institutions involved in
mortgage lending in 2016, approximately 90 percent meet the definition of Small Creditor and
these institutions account for about 24 percent of mortgage loans. The Rule does not appear to
be constraining the activities of these lenders since virtually all fall well below the threshold that
defines Small Creditor. There are systematic differences in the loans made by Small Creditors
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and non-Small Creditors. The formerhold alarger share of their originations on portfolio,
although there was a noticeable decline in the share of portfolio loans made by small creditorsin
2016 which coincided with an expansion in the definition of small creditor. Similarly, alarger
share of small creditor mortgages are made in rural counties or to finance manufactured
housing mortgages. Small creditors responding to a survey conducted by the Conference of State
Banking Supervisors (CSBS) in 2015 reported that alarger share of their portfolio loans were
non-QM loans than was true for the larger lenders who responded to the survey, and also
reported declining a smaller percentage of applications thanlarger creditors. To the extent small
creditors declined applications, these creditors were less likely thanlarger creditors to attribute
their denial to the requirements of the Rule than larger creditors. (Chapter 7)
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1. Introduction

The mortgage market is the single largest market for consumer financial products and services
in the United States, with approximately $10.7trillion in consumer mortgage loans
outstanding.®During the first decade of the 21st century, this market went through an
unprecedented cycleof expansion and contraction. When the housing market collapsed in 2008,
it sparked the most severe recessionin the United States since the Great Depression. 9

An early warning sign of the approaching mortgage crisis was an upswing in early payment
delinquencies and defaults.° For mortgage originations between 2000 and 2004, 1.7 percent
would become 60 or more days delinquent within the first year.* For the 2006 vintage, the
figure was 5.4 percent. Expanding to the first two years of repayment, the growthin
delinquencies was more severe. For mortgages madein 2005,2006,and 2007, 6.0 percent, 13.0
percent, and 14.4 percent became 60 or more days delinquent within the first two years,
respectively. These rates are substantially above the average between 2000and 2004 0f 3.6
percent. As the economy worsened, the share of loans with serious delinquencies (90 or more
days past due or in foreclosure) grew further. For loans with atypical features that became
common during the mid-2000s, the rates of serious delinquency were particularly high. By the
end of 2010, amongloans originated from 2005 to 2007, 35.5 percent of short-reset adjustable-
rate mortgages, 29.7 percent of interest only loans, and 27.1 percent of loans with limited or no
documentation were or had been seriously delinquent. Some of those delinquencies may have
resulted from an unanticipated deterioration inthe borrowers’ economic situation after the
loans were originated. But the high rate of early delinquencies suggests that for some portion of

8 Fed. Reserve Sy stem, Mortgage Debt Outstanding,

(statingthat the [great recession] “was the longest and deepest economic contraction, as measured by thedrop in
real GDP, sincethe Great Depression.”).

10 Early payment defaults are generally defined as borrowers being 60 or more days delinquent within the first year.
How ever, where noted, this discussion also uses a more expansive definition of early payment default toinclude 60
days delinquent within thefirst two years.

11 All statistics in this paragraph are Bureau calculations using the National Mor tgage Database.
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https://www.federalreserve.gov/data/mortoutstand/current.htm
https://www.dallasfed.org/%7E/media/documents/outreach/fi/2012/fi1201.pdf

the borrowers, the loans may have been beyond their ability to repay, either from the start or
shortly thereafter.

The impact of these high rates of delinquency and default was severe on consumers and
communities,*2oncreditors'3who held loans on their books, and on private investors who
purchased loans directly or indirectly through certain types of securitizations.!4 Because the risk
fromthese products was spread throughout the financial system, 5 a severe credit shock
disrupted the American economy. The Federal National Mortgage Association (Fannie Mae) and
the Federal Home Loan Mortgage Corporation (Freddie Mac), which supported the mainstream
mortgage market, experienced heavy losses and were placed in conservatorship by the federal
government in 2008 to support the collapsing mortgage market.® House prices, which had risen
27 percent nationally between 2003 and 2007,'7 fell an average of 33 percent fromtheir peak in
2006,'®and delinquency and foreclosure rates remained elevated !9 for several years.

12 See 78 Fed. Reg. 6408, 6559—6560 (Jan. 30,2013).
13 The term “creditor” and “lender” are used interchangeably in this report.

14 “ Alarmed by theunexpected delinquencies and defaults that beganto appear in mid-2007, investors fled the multi-
trillion dollar market for mortgage-backed securities (MBS), dropping MBS values—and especially those MBS
backedby subprime and other risky loans—to fractions of their former prices. Mark-to-m arket a ccounting then
required financial institutions to write downthevalue of their assets—r educing their capital positions and causing
greatinvestor and creditor unease.” U.S. Fin. Crisis In quiry Comm’n, The Financial Crisis Inquiry Report: Final
Reportofthe National Commission onthe Causes of the Financial and Economic Crisis in the United States, at

15 For example, such securities were used as collateral for borrowing. Seeid. at 43.

16 Th e Housing and Economic Recovery Act of 2008 (HERA), which created the Federal Housing Finance Agency
(FHFA), granted the Director of FHFA discretionary authority to appoint FHFA conservator or receiver of the
Enterprises‘“for the purpose of reorganizing, rehabilitating, or winding up the affairs of a regulated entity.” Housing
and Economic Recovery Act of 2008, section 1367 (a)(2), amending the Federal Housing En terprises Financial
Safety and SoundnessActof1992,12 U.S.C. §4617(a)(2). On September 6, 2008, FHFA exercised that authority,
placing Fannie Mae and Freddie Macinto conservatorships. Fed. Hous. Fin. Agency, Conservator’s Report onthe
Enterprises’ Financial Performance, at 17 (2nd Quarter 2012), available at

17 FCIC Report, supra note 14, at 156.

18 Fed. Reserve System, The U.S. Housing Market: Current Conditions and Policy Considerations, at 3 (Fed. Reserve

19 See Lender Processing Servs., LPS Mortgage Monitor: May 2012 Mortgage Performance Observations, Data as of
April 2012 Month End, atslide 3, 11 (May 2012), available at
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https://www.gpo.gov/fdsys/pkg/GPO-FCIC/pdf/GPO-FCIC.pdf
https://www.gpo.gov/fdsys/pkg/GPO-FCIC/pdf/GPO-FCIC.pdf
https://www.fhfa.gov/webfiles/24549/ConservatorsReport2Q2012.pdf
https://www.federalreserve.gov/publications/other-reports/files/housing-white-paper-20120104.pdf
https://www.federalreserve.gov/publications/other-reports/files/housing-white-paper-20120104.pdf
http://www.bkfs.com/CorporateInformation/NewsRoom/MortgageMonitor/201204MortgageMonitor/MortgageMonitorApril2012.pdf
http://www.bkfs.com/CorporateInformation/NewsRoom/MortgageMonitor/201204MortgageMonitor/MortgageMonitorApril2012.pdf

In response to the crisis, Congress passed the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act), which was signed into law on July 21, 2010.2° In the Dodd-
Frank Act, Congressincluded a significant number of new provisions governing the origination
of consumer mortgages. In particular, sections 1411 and 1412 of the Dodd-Frank Act amended
the Truth In Lending Act (TILA) by adding sections 129C(a) and (b).2* These amendments to
TILA generally provide that no creditor may make aresidential mortgage loan unless the
creditor makes areasonable and good faith determination based on verified and documented
informationthat, at the time the loan is consummated, the consumer has a reasonable ability to
repay theloan.22The amendmentsto TILA also establish a presumption of compliance with the
ability-to-repay requirement for creditors originating a category of loan called a “qualified
mortgage” (QM).23 Congress directed the Bureau of Consumer Financial Protection (Bureau) to
issue rulesto effectuate certain of these amendments2+4and authorized the Bureau to prescribe
regulationsrevising, adding to, or subtracting from the criteria that define a qualified
mortgage.25

In January 2013, to implement sections 1411and 1412 of the Dodd-Frank Act, the Bureau
published a final rule titled “Ability-to-Repay and Qualified Mortgage Standards Under the
Truthin Lending Act (RegulationZ)” (January 2013 Rule).2¢ The Bureau amended the January
2013 Rule several times both before it took effect on January 10, 2014 and afterwards. For
purposes of determining whether the January 2013 Rule was significant under section1022(d)
of the Dodd-Frank Act, the Bureau made its determination based on the January 2013 Rule and
amendments to it that took effect onJanuary 10, 2014.27 However, in order to facilitate a clearer
and more meaningful assessment, the assessment and this report take into consideration certain

20 Pub. L. No. 111203, 124 Stat. 1376 (2010).

21 TILA section 129C(a)—(b) (codifiedasamendedat 15 U.S.C. §1639c(a)—(b)).
22 TILA section 129C(a) (codified as amended at 15 U.S.C. §1639c(a)).

23 TILA section 129C(b) (codified as amendedat 15 U.S.C.§1639c(b)).

24 Congress generally consolidated in the Bureau the rulemaking authority for Federal consumer financial laws
previously vested in certain other federal agencies. Congressalso provided the Bureauwiththe authority to,among
other things, prescriberulesas may be necessary or appropriateto enablethe Bureau to administer and carry out
the purposes and obiectives of the Federal consumer financial laws and to prevent evasions thereof. 12 U.S.C. §
5512(b)(1). The Federal consumer financial lawsinclude TILA.

25 TILA section 129C(b)(3)(B) (i) (codifiedas amended at 15 U.S.C. §1639c¢(b) (3)(B)(1)).
26 7 8 Fed. Reg. 6408 (Jan. 30,2013).

27 See Section 1.1.2, at n.[41].
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amendments affecting small creditors that took effectin 2016.28 Therefore, the term “ATR/QM
Rule” (or “Rule”) generally refers throughout this report to ability-to-repay and qualified
mortgage requirementsin effect as of January 2014 ; except that for certain analyses of small
creditors, the Rule includes requirements on small creditors in effect asof March 2016, as
indicated.

The ATR/QM Rule, among other things, describes certain minimum requirements for creditors
making ability-to-repay determinations, but does not dictate that they followparticular
underwriting standards. Creditors generally must consider certain specified underwriting
factors and use reasonably reliable third-party records to verify the information on which they
rely to determine repayment ability.29 The ATR/QM Rule also defines several categories of QM
loans for which, as noted above, compliance with the AT R requirement is presumed.3° The
presumption of compliance can be either conclusive (e.g., a safe harbor) for QM loans that are
not “higher-priced”, or rebuttable, for QM loans that are “higher-priced.”3!

Section1022(d) of the Dodd-Frank Act requires the Bureau to conduct an assessment of each
significant rule or order adopted by the Bureau under Federal consumer financial law.32 As
discussed further below, the Bureau has determined that, for purposes of section 1022(d), the
January 2013 Rule and amendments to it that took effect onJanuary 10, 2014 is a significant
rule. Another requirement of section 1022(d) is that the Bureau publish a report of the
assessment within five years of the effective date of the significant rule or order. This document
is the report of the Bureau’s assessment of the AT R/QM Rule in accordance with section
1022(d).

In June 2017, the Bureau published a Request for Information (RFI) requesting public comment
on its plans for assessing the Rule, and requesting certain recommendations and information

28 See 80 Fed. Reg. 59943 (Oct. 2, 2015) (amongother things, this ruleincreased the mortgage originationsthreshold
for small creditors and expanded the definition of “rural area.”) See also 81 Fed. Reg. 16074 (Mar. 25, 2016) (this
rule removed “predominantly” as a qualifier of the “operates in rural or underserved areas” requirement).

29 12 C.F.R. §1026.43(c)(2)—(4). The eight factors thatmust be considered in an ATR determination arelisted in
Section 2.3.2, below.

30 12 C.F.R §1026.43(e)-(f).

31 12 C.F.R.§1026.43(e)(1). A “higher-priced covered transaction” is definedat 12 C.F.R. §1 026.43(b)(4) as “a
cov ered transaction with an annual percentage rate that exceeds the average prime offer rate for a comparable
transaction as of the date theinterest rateis set by 1.5 or more percentage pointsfor a first-lien covered transaction,
other than a qualified mortgage under paragraph (e)(5), (e)(6), or (f) of thissection; by 3.5 or more percentage
points for a first-lien covered transaction thatisa qualified mortgage under paragraph (e)(5), (€)(6), or (f) of this
section; or by 3.5 or more percentage points for a subordinate-lien covered transaction.”

3212U.8.C.§5512(d).
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usefulin conducting the assessment. 33 The Bureau received approximately 480 commentsin
response to the RFI. The Bureau considered data and other relevant information provided by
commenters, as well as comments on the assessment plan, as it conducted the assessment and
prepared thisreport. 34

Thisreport does not generally consider the potential effectiveness of alternative requirements
on the origination of consumer mortgages that might have been or might be adopted, nor does it
include specific proposals by the Bureau to modify any rules. The Bureau expects that the
assessment findings made in this report and the public commentsreceived inresponse to the
RFT will help inform the Bureau’s future policy decisions concerning consumer mortgages,
including whether to commence a rulemaking proceeding to make the ATR/QM Rule more
effective in protecting consumers, less burdensome to industry, or both. In future policy
development, the Bureau expects to consider other public comments, including comments
receivedin 2018 inresponse to a series of requests for information about Bureau activities.35
Those comments are not summarized in this report.

Finally, the Bureau’s assessments pursuant to section 1022(d) of the Dodd-Frank Act are not
part of any formal or informal rulemaking proceedings under the Administrative Procedure Act.
Thisreport does not represent legal interpretation, guidance, or advice of the Bureau and does
not itself establish any binding obligations. Only the rules and their official interpretations
(commentary) establish the definitive requirements.

1.1 Purpose and scope of the assessment

1.1.1 Statutory requirement for assessments

Section 1022(d) of the Dodd-Frank Act requires the Bureau to conduct an assessment of each
significant rule or order adopted by the Bureau under Federal consumer financial law.3¢ The

33 Request for Information Regarding Ability-to-Repay/Qualified Mortgage Rule Assessment, 82 Fed. Reg. 25246
(June1,2017).

34 Summaries of the different types of comments received in response to the RFlareincluded in Appendix Bto this
report. Seealso Section 1.2 below.

35 Request for Information Regarding the Bureau’s A dopted Regulationsand New Rulem aking Authorities, 83 Fed.
Reg. 12286 (Mar.21,2018).

3012 U.8.C.§5512(d).
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Bureau must publish a report of the assessment not later than five years after the effective date
of such rule or order. The assessment must address, among other relevant factors, the rule’s
effectiveness in meeting the purposes and objectives of title X of the Dodd-Frank Act and the
specific goals stated by the Bureau.3” The assessment must reflect available evidence and any
data that the Bureau reasonably may collect. Before publishing a report of its assessment, the
Bureau must invite public comment on recommendations for modifying, expanding, or
eliminating the significant rule or order.

The purposes and objectives of title X of the Dodd-Frank Act are set out in section 1021 of the
Dodd-Frank Act. Pursuant to section 1021(a) of the Dodd-Frank Act, the purpose of the Bureau
is to implement and, where applicable, enforce Federal consumer financial law consistently for
the purpose of ensuring that all consumers have access to markets for consumer financial
products and services and that markets for consumer financial products and services are fair,
transparent, and competitive.38 The objectives of the Bureau are listed in section 1021(b) of the
Dodd-Frank Act. Specifically, section 1021(b) provides that the Bureau is authorized to exercise
its authorities under Federal consumer financial law for the purposes of ensuring that with
respect to consumer financial products and services:39

1. Consumersare provided with timely and understandable information to make
responsible decisions about financial transactions;

2. Consumers are protected from unfair, deceptive, or abusive acts and practices and from
discrimination;

3. Outdated, unnecessary, or unduly burdensome regulations are regularly identified and
addressed in order to reduce unwarranted regulatory burdens;

4. Federal consumer financial law is enforced consistently, without regard to the status of a
person as a depository institution, in order to promote fair competition; and

5. Marketsfor consumer financial products and services operate transparently and
efficiently to facilitate access and innovation.

37 The specific goals of the ATR/QM Rule are discussed below in Section 1.1.3.
3812 U.8.C.85511(a).
3912 U.S.C. §5511(b).
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1.1.2 Overview of the ATR/QM Rule

The Dodd-Frank Actamended TILA to provide that no creditor may make a residential
mortgage loan unless the creditor makes areasonable and good faith determination based on
verified and documented information that, at the time the loanis consummated, the consumer
has a reasonable ability to repay theloan. The amendmentsto TILA also establish a
presumption of compliance with the ability-to-repay requirement for creditors originating a
qualified mortgage.

Asnoted above, the Bureau first implemented these requirements in the January 2013 Rule.4°
The Bureau amended the January 2013 Rule several times both before it took effect on January
10, 2014, and afterwards. For purposes of determining whether the January 2013 Rule was
significant under section 1022(d) of the Dodd-Frank Act, the Bureau made its determination
based on the January 2013 Rule and amendments to it that took effect onJanuary 10, 2014.4*
However, inorder to facilitate a clearer and more meaningful assessment, the assessment and
this report take into consideration certain amendments that took effectin2016. These
amendments revised the definition of a small creditor and preserved the ability of small
creditors to make balloon-payment QMs without regard to whether they operated
predominantly inrural or underserved areas.4? Therefore, as stated above, the term “ATR/QM

40 See 78 Fed. Reg. 6408 (Jan. 30, 2013). TheJanuary 2013 Rulealso included: (i) special provisions for creditors
refinancing “non-standard mortgages;” (ii) certain limits on prepayment penalties; (iii) enhanced record retention
requirements;and (iv) anti-evasion provisions. This Report does n ot discuss these provisions at length given their
m odest im pact on the overall effectiveness of the ATR/QM rule in meeting the purposes and objectivesof titlex and
the goals specified by the Bureau in the rule. For example, the special provisions for refinancing “non-standard
m ortgages” provide an exception to the ATR requirement, but as Chapter 4 points out, thesetypes of loans, (i.e.,
interest-only, negative amortization, or ARMs with an introductory period of oneyearor longer), are quite rare in
the post-Ruleperiod and already madeup a small share of themarket in the years immediately prior to the Rule’s
effective date. The prepayment penalty and recordkeeping provisions are additional standards and requirements
based on other Dodd-Frank A ct provisions (sections 1414 and 1416, respectively) not directly related tothe ATR
determination. No comments that werereceived on the assessment focused on any of these provisions and the

Bureauhas marshaled its resources to examine provisions more central to the ATR determination and the
effectiveness of the ATR/QM Rule.

41 When the January 2013 Rule was issued, the Bureau concurrently issued a proposal to amend it, and that proposal
was finalized on May 29,2013. See 78 Fed. Reg. 6622 (Jan. 30,2013) (January 2013 ATR Proposal); 78 Fed. Reg.
35430 (June 12,2013) (May 2013 ATR Rule). The Bureau issued additional corrections and clarificationsin the
summer and fall of 2013. See 78 Fed. Reg. 44686 (July 24,2013); 78 Fed. Reg. 60382 (Oct. 1,2013); 78 Fed. Reg.
62993 (Oct. 23,2013). Amendments that took effect after January 10, 2014, are an interpretive ruleregarding
successors-in-interest, see 79 Fed. Reg. 41631 (July 17,2014); a rulerelated to nonprofit entities and which also
provideda cure mechanism for the points and fees limit that applies to qualified mortgages, see 79 Fed. Reg. 65300
(Nov. 3,2014); revisions to the definitions of small creditor and rural area, see 8 0 Fed. Reg. 59943 (Oct. 2,2015); a
procedural rule establishing an application process for designation as a rural area, see 81 Fed. Reg. 11099 (March 3,
2016);and revisions to therequirements for QM loans issued by small creditors, see 81 Fed. Reg. 16074 (March 25,
2016).

42 See 80 Fed.Reg. 50043 (Oct. 2, 2015) (revisions to the definitions of small creditor and rural area); 81 Fed. Reg.
16074 (Mar. 25,2016) (revisions to the requirements for QM loans issued by small creditors).
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Rule” (or Rule) generally refers throughout this report to ability-to-repay and qualified
mortgage requirements in effect as of January 2014, except for certain analyses of small
creditors, asindicated.

Asdiscussedin greater detail in Chapter 2, the ATR/QM Rule describes certain minimum
requirements for creditors making ability-to-repay determinations. Creditors generally must
consider certain minimum underwriting factors and they generally must use reasonably reliable
third-party recordsto verify the information they use to determine repayment ability.43 The
Dodd-Frank Act attached civil liability to a creditor’s failure to meet the ability-to-repay
requirement.

The Dodd-Frank Act also established a presumption of compliance with the ability-to-repay
requirement and protection from liability for creditors originating a qualified mortgage. The
Rule defines several categories of qualified mortgages. All categories must meet certain
requirements, which include having terms of 30 years or less, regular periodic payments that are
substantially equal (exceptinthe case of adjustable-rate or step-rate mortgages) that do not
resultin the increase of the principal balance, and total points and fees which do not exceed a
certain percentage of the loan amount. 4 Additional restrictions apply depending on the type of
qualified mortgage. 45

One category of qualified mortgage is the “General QM.” T o fall within this category, the ratio of
the consumer’s total monthly debt payment to total monthly income (DTT) cannot exceed 43
percent and must be calculated using debt and income in accordance with Appendix Q.45 The
criteria for General QM further require that creditors calculatemortgage payments based on the
highest payment that will apply in the first five years of the loan.4” This category also includes a
restriction onballoon payment features.

A second category of qualified mortgage is the “Temporary GSE QM.” This s a separate,
temporary category of QM for loans eligible to be purchased or guaranteed by either Fannie Mae
or Freddie Mac (collectively, the Government Sponsored Entities or GSEs) while they operate
under federal conservatorship or receivership. Under the terms of the Rule, the Temporary GSE

4312 C.F.R.§1026.43(c)(2)-(4).
4412 C.F.R §1026.43(e)(2)(1)-(iid).

45 Chapter 2 provides a full discussion of therequirements for qualified m ortgages. The summary below provides
information thatmay be especially useful for understanding the empirical analyses in subsequent chapters.

46 1 2 C.F.R. §1026.43(e)(2)(Vi).
47 12 C.F.R.§1026.43(e)(2)(iv).
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QM category will continue to be in effect until the earlier of: (i) the end of conservatorship; or
(ii) January 10,2021.48

The Rule also provided a temporary QM category for loans eligible to be insured by the U.S.
Department of Housing and Urban Development (FHA Loans); guaranteed by the U.S
Department of Veterans Affairs (VA Loans); guaranteed by the U.S. Department of Agriculture
(USDA Loans); orinsured by the Rural Housing Service (RHS Loans) (collectively, ‘T emporary
Federal Agency QM”).49 The category of Temporary Federal Agency QM no longer exists and has
beenreplaced by the category of Federal Agency QM because the relevant federal agencies (i.e.,
FHA, VA, and RHS) have all now issued their own qualified mortgage rules.5° The Bureau s not
considering these Federal Agency QM rules in the assessment, which is limited to the Bureau’s
own ATR/QM Rule.

A fourth category of qualified mortgages provides more flexible underwriting standards for
small creditor portfolio loans,5! and a fifth category allows small creditors that operate inrural
or underserved areas to make balloon-payment portfolio loans that are qualified mortgages.52 A
temporary category that expired in April 2016 allowed any small creditor to make balloon-
payment portfolio loans that are qualified mortgages, evenif they did not operate inrural or
underserved areas. 53 However, amendments prior to the expiration revised the “operate in rural
areas” requirement and preserved the ability of small creditors to make balloon-payment QMs
without regard to whether they operated “predominantly” inrural or underserved areas so long
as such creditors make at least one residential mortgage in a rural or underserved area. 54

1.1.3 Goals and expected effects of the Rule

The goals of the ATR/QM Rule generally reflect the specific goals set forth by Congressin the
relevant amendments to TILA. Specifically, TILA section 129B, added by section 1402 of the
Dodd-Frank Act, states that Congress created new TILA section 129C upon a finding that

48 12 C.F.R §1026.43(e)(4)(ii)(A).

4912 C.F.R §1026.43(e)(4)(i1)(B)—(E).

50 See, e.g.,24 C.F.R.§203.19 (for HUDrules).
51 12 C.F.R.§1026.43(e)(5).

5212 C.F.R.§1026.43(f).

5312 C.F.R.§1026.43(e)(5).

5412 C.F.R. §1026.35(b)(2)(iii)(A); see also supra note 42.
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“economic stabilization would be enhanced by the protection, limitation, and regulation of the
terms of residential mortgage credit and the practicesrelated to such credit, while ensuring that
responsible, affordable mortgage credit remains available to consumers.”55 TILA section 129B
further states that the purpose of TILA section 129Cis to “assure that consumers are offered and
receive residential mortgage loans on terms that reasonably reflect their ability to repay the
loans and that are understandable and not unfair, deceptive or abusive.”5¢

In its January 2013 Rule implementing these TILA amendments, the Bureaurecognized that a
goal of the statute was to prevent arepeat of the deterioration of lending standards which
preceded the financial crisis and which led to various consumer harms. 57 For example, the
Bureaunoted that the AT R requirement of the Rule was intended to prevent consumers from
obtaining mortgages they could not afford.58 T o the extent that the January 2013 Rule would
reduce credit access, the goal was to reduce lending that ignored or inappropriately discounted a
consumer’s ability to repay.5% The Bureau viewed these effects as consistent with congressional
intent and one of the benefits of the Rule. %0 Similarly, by requiring that creditors determine
ability to repay based on an amortizing payment using the fully indexed rate® (or the maximum
possibleratein five years for certain categories of qualified mortgages), the statute®2and the
Rule effectively prohibited underwritingloans based upon low initial monthly payments.® Non-

55 TILA section 129 B(a)(1) (codified as amended at 15 U.S.C. §1639b(a)(1)).
56 TILA section 129B(a)(2) (codified as amended at 15 U.S.C. §1639b(a)(2)).

57 See 78 Fed. Reg. 6408, 6570 (Jan. 30, 2013)(“Aprimary goal of the statute was to prevent a repeat of the
deterioration of lending standards thatcontributed to the financial crisis, which harmed consumers in various ways
and significantly curtailed their accessto credit.”).

58 “The statutory ability-to-repay standards reflect Congress’s beliefthat certain lending practices (such aslow- or no-
documentation loans or underwriting loanswithout regard to principal repavment)led to consumershaving
m ortgages they could not afford, resulting in high default and foreclosure rates.” Id. at 6415.

59 “The Bureaubelieves that, to the extent the final rule reduces credit access, it will primarily reduce inefficient
lendingthatignoresor inappropriately discounts a consumer’s ability to repav theloan, thereby preventing
consumer harm, rather than impedinga ccess to credit for borrowers that do have an ability to repay.” Id. at 6570.
See alsoid. at 6558—6560 (Economics of Ability To Repay).

60 See, supra note, 58.

61 «Fylly indexed rate” means theinterest rate calculated u sing the index or formula that will apply after recast, as

determined at thetime of consumm ation, and the maximum margin that can apply at any time during the loan term.
See 12 C.F.R.§1026.43(b)(3).

62 TTLA section 129C(a)(6)(D)(iii) (codifiedasamendedat 15U.S.C. §1639¢(a)(6) (D) (iii))(providing “the interest rate
ov er theentireterm of the loanis a fixed rateequal to the fully indexed rateat the time of theloan closing, without
considering the introductory rate.”).

63 For example, low initial payments may occur as the interest-only payments on interest-only loans or negatively
am ortizing option ARMs or result from the introductory rates on hybrid ARMs. The statuterequired only the use of
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amortizing products were expected likely to persist only in narrowniches for more sophisticated
borrowers who wanted to match their mortgage payment to changesin their expected income
stream, and who had the resources to qualify for the products under the underwriting
assumptions the statute and regulationrequired. %4

The Bureau stated a number of other general and particular goalsin the January 2013 Rule. The
Bureau stated that it sought to allow for flexible proprietary underwriting standards in ability-
to-repay determinations and to supportinnovation.% The Bureau also sought to provide
qualified mortgage standards that would allow creditors and the secondary market to readily
determine whether a particularloanis a QM loan. For General QM loans, the ATR/QM Rule
generally requires creditors to use the standards for defining “debt” and “income” in Appendix
Q, which were adapted from FHA guidelines. The Bureau expected that the standards set forth
in Appendix Q, together with the bright-line 43 percent threshold, would provide sufficient
detail and clarity to encourage creditors to provide qualified mortgages to consumers. % The
Bureau also noted, however, that the Rule might have an adverse effect onaccess to credit for
consumers with atypical financial characteristics, such asincome streams that are inconsistent
over time or particularly difficult to document.®”

The Bureau stated a number of goals for the categories of temporary QM loans. 8 The Bureau
sought to preserve access to credit for consumers with debt-to-income ratios above 43 percent
during a transition period in which the market was fragile and the mortgage industry was

the fully indexed rate. The Rule requires use of the fully indexed rate or initial rate, whichever is greater (12 C.F.R. §
1026.43(c)(5)(1) (A)).

64 See 78 Fed. Reg. 6408, 6562 (Jan. 30,2013).

65 Id. at 6461 (“The Bureau believes that a variety of underwriting standards canyield reasonable, good faith ability-
to-repay determinations.... [C]reditors are permitted to develop and a pply their own proprietary underwriting
standards and to make changes to those standards over timein responseto empirical information and changing
economicand other conditions. The Bureau believes thisflexibility is necessary given the wide range of creditors,
consumers, and mortgage products to which this rule applies.”). Further, “In craftingtherules to implement the
qualified mortgage provision, the Bureau has sought to balance creating new protections for consumers and new
responsibilities for creditors with preserving consumers’access to credit and allowingfor appropriate lending and
innovation.” Id. at 6505.

66 < TThe Bureaurecognizes concerns that creditors should readily be able to determine whether individual mortgage

transactions willbe deemed qualified mortgages. The Bureau addresses these concerns by adopting a bright-line
debt-to-income ratio threshold of 43 percent, as well as clear and specific standards, based on FHA guidelines, set
forth in appendix Q for calculating the debt-to-incomeratio in individual cases.” Id. at 6525. The 2011 multi-agency
Credit Risk Retention Proposed Rule alsorelied on FHA standards for defining “debt” and “income” for purposes of
defining “qualified residential mortgage” (QRM), which would be exempt from therisk retention requirements. Id.
at 6527;see76 Fed. Reg. 24090 (Apr. 29, 2011).

67 See 78 Fed. Reg. 6408, 6570 (Jan. 30, 2013).

68 See Chapter 6 for further discussion of the Temporary GSE QM category.
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adjusting to the final rule.® By providing for most of the conventional market”° to continue to
originate higher debt-to-income loans as QM loans, but limiting this to the conforming market
and making the provision temporary, the Bureau sought, over the long term, to encourage
innovation and responsible lending on an individual basis under the ability-to-repay criteria.7!
The Bureau expected that there would be a “robust and sizable market” for non-QM loans
beyond the 43 percent threshold and structured the Rule to try to ensure that this market would
develop.72The Bureau also stated that because the temporary category of QM loans coversloans
that are eligible to be purchased, guaranteed, or insured regardless of whether theloans are
actually purchased, guaranteed, or insured, private investors could acquire these loans and
secure the same legal protection as the GSEs and Federal agencies.?3 This would avoid creating a
disincentive for the return of private investors even before the expiration of the temporary
category.

Finally, the Bureau noted that as the market recovered, the GSEs and Federal agencies would be
able to reduce their presence inthe market (e.g., by reducing their loan limits). In this scenario,
the percentage of loans granted qualified mortgage status under the temporary category would

69 7 8 Fed. Reg. 6408, 6533 (Jan. 30, 2013) (“[ TThe Bureau acknowledges it may take some time for the non-qualified
m ortgage market to establish itself in light of the market anxiety regarding litigation risk under the ability-to-repay
rules, thegeneral slow recovery of the mortgage market, and theneed for lenders to adjust their operations to
account for several other major regulatory and capital regimes. In light of these factors, the Bureau has concluded
thatitisappropriateto providea temporary alternative definition of qu alified mortgage. This will help ensure
accesstoresponsible, affordablecreditisavailable for consumers with debt-to-incomeratios above 43 percent and
facilitate com pliance by lenders by prom oting the use of widely recognized, federally-related underwriting
standards”). On the tight credit environment at the time of the rulemaking and the general reluctance of lenders
regarding risks, see id. at 6412.

70 A conventional mortgageloanis onethatis notinsured or guaranteed by the federal government, including the
Federal Housing Administration (FHA), the U.S. Department of Veterans A ffairs (VA), or the USDA’s Farm Service
Agency or Rural Housing Service (FSA/RHS). Conventional loans are either private or guaranteed by one of the two
Gov ernment Sponsored En terprises (GSEs), the Federal National Mortgage Association (Fannie Mae)andthe
Federal Home Loan Mortgage Corporation (Freddie Mac).

71 “['Thefinal rule] allowsroom for a vibrant m arket for n on-qualified m ortgages ov er time. The Bureau recognizes
that there willbe many instancesin which individual consumerscan afford an even higher debt-to-income ratio
based on their particular circumstances, although the Bureaubelievesthat such loans are better evaluated on an
individual basis under the ability-to-repay criteria rather than witha blanket presumption.” Id. at 6506.

72 “Over the longterm, as the market recoversfrom the mortgage crisisand adjusts to the ability-to-repay rules, the
Bureauexpects that there will bea robust and sizable market for prudent loansbeyond the 43 percent threshold
ev en without the benefit of the presumption of com pliance that applies to qu alified mortgages. In short, the Bureau
does not believe that consumers who do not receive a qualified mortgage because of the 43 percent debt-to-income
ratio threshold should be cut off from responsible credit, and has structured the ruleto try to ensurethat a robust
and affordableability to-repay market develops over time.” Id. at 6528.

73 “Thetemporary exception has been carefully structured to cover loans that are eligible to be purchased, guaranteed,
or insured by the GSEs (whilein conservatorship) or Federal agencies regardless of whether theloans are actually
so purchased, guaranteed, or insured; this will leave room for private investors to return to the market and secure
the samelegal protection as the GSEs and Federal agencies.” Id. at 6534.
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also shrink and the market would be able to develop alternative approaches to assessing ability-
to-repay withinthe General QM requirements.74

When the January 2013 Rule was released, the Bureau issued public statements that reiterated
these goals and elaborated on particular aspects of these goals. The Bureau stated that
consumerswould be protected fromrisky lending practices and would not receive loans that
they could not afford.75 The Bureau also described “two distinctly different mortgage markets”
over the previous decade, the first in which lending was lax and a more recent one in which
credit was tight. The Bureau stated that its goal with the January 2013 Rule was to address both
of these issues, to make sure borrowers were assured of greater consumer protections and have
reasonable accessto credit.7®

In May 2013, the Bureau amended the January 2013 Rule to exempt certain creditors and
mortgage loans from ability-to-repay requirements; provided an additional definition of a
qualified mortgage for certainloans made and held in portfolio by small creditors, and a
temporary definition of a qualified mortgage for balloonloans; and revised rules on how to

74 “ Atthesame time, asthemarket recovers and the GSEs and FHA areable to reduce their presence in the market,
the percentage of loans that are granted qualified mortgage statusunder the temporary definition will shrink
towards thelong term structure.” Id.

75 Press Release, Bureau of Consumer Fin. Prot., CFPB Issues Rule to Protect Consumers from Irresponsible

they can’t afford.... Our Ability-to-Repay rule protects borrowers from the kinds of risky lending practicesthat
resultedin so many families losing their homes. This com mon-sense rule ensures responsible borrowers get
responsibleloans.”).

76 press Release, Bureau of Consumer Fin. Prot., Prepared Remarks ofRichard Cordray at the Ability-to-Repay Rule
Field Hearing (Jan. 10, 2013), available at https://www.consumerfinance.gov /about-us/newsroom /prepared-

the backdrop of two distinctly different m ortgage markets that wehaveexperienced over the past decade. In the
run-up to thefinancial crisis, we had a housingmarket that was reckless about lendingmoney. It was driven by
assumptions about property values thatturned out tobe badly wrong. It had dy sfunctional incentives, withlenders
being able to offloadvirtually any mortgage into the secondary market regardless of the quality of the underwriting.
Therewas broadindifference to the ability of many consumers to repay loans.... Now, in the wake of the financial
crash, wehavebeen experiencinga housing market that is tough on peoplein just the opposite way—creditis
achingly tight. Since 2008, most mortgages arebeingpriced on very attractive terms. But access to credit has
becomeso highly constrained that many consumers cannot borrow to buy a house even with strongcredit.... Our
goal withthe Ability-to-Repay rule isto make surethat people who work hard to buy their own home canbe assured
of not only greater consumer protections butalso reasonable accessto credit sothey canget a sustainable

m ortgage.”).
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calculate loan originator compensation for certain purposes.”’7 The Bureau stated that the goals
of these rules were generally to foster accessto responsible credit for consumers.78

In September 2015, the Bureau issued amendments to further facilitate the origination of
qualified mortgage loans by small creditors, including loans with balloon payments.79The
Bureau stated that the goals of these rules were to help consumersin rural or underserved areas
access mortgage credit. 8°

In March 2016, the Bureau implemented the Helping Expand Lending Practicesin Rural
Communities (HELP) Act through an interim final rule.8 This rule further expanded the ability
of small creditors to originate qualified mortgage loans with balloon payments.

1.1.4 Determination that the ATR/QM Rule is a significant
rule

Asdiscussedin the June 2017 RFI, the Bureau determined that the ATR/QM Rule—here, the
January 2013 Rule and the amendments that took effect on January 10, 2014—is a significant

77 78 Fed. Reg. 35430 (June12,2013).

78 Id. (Regarding small creditors, the am endments were “necessary to preserve accessto credit for some consumers,
including consumer who do not qualify for conforming mortgage credit, and will ensure that this credit is provided
in a responsible, affordable way.... [TThe Bureau understands that small creditors area significant source of
nonconforming mortgage credit”) Id. at 35484; (regarding loan originator com pensation, “[T]he Bureaubelieves
thatthere remain some risks of consumer injury from businessmodels in which mortgage brokers attempt to steer
consumers to more costly transactions. Includingin points and fees com pensation paid by creditorsto mortgage
brokers should help reduce thoserisks.”) Id. at 35456; see also Press Release, Bureau of Consumer Fin. Prot., CFPB
Finalizes Amendments to Ability-to-Repay Rule (May 29, 2013), available at
(“Today’s amendm ents embody our efforts to make reasonable changestothe rulein order to foster access to
responsiblecredit for consumers.”).

79 80 Fed.Reg. 59943 (Oct. 2,2015).

80 1d. (“Theintent of the small creditor testis to facilitate lending by those small creditorsthat provide responsible,
affordable credit to consumers, andto enable consumers in rural and underserved areas to accesscreditorswitha
lending model, operations, and products that may meet their particular needs.”) Id. at 59950; see also Press Release,
Bureauof Consumer Fin. Prot., CFPB Finalizes Rule to Facilitate Access to Credit in Rural and Underserved Areas

banks andcredit unions, and our mortgagerules reflect the fact that small institutionsplay a vital role in many
communities.... These changes will h elp consumersin rural or underserved areasaccess the mortgage credit they
need, while still maintaining these im portant new consumer protections.”).

81 81 Fed. Reg. 16074 (Mar. 25, 2016) (“Thisinterim final rule is im plem enting Congress’s intention to expand the

cohortof small creditors that are eligible for a special provision of Regulation Z thatpermits origination of balloon-
payment qualified mortgages....”) Id. at 16075.
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rule for purposes of section 1022(d) of the Dodd-Frank Act.82The Bureau stated in the RFI that
it believed that the initial effect of the ATR/QM Rule on costs was muted given market
conditions prevailinginearly 2013 and given the Bureau’s decision to create abroad temporary
category of QM loans, particularly the Temporary GSE QM loans. The Bureaurecognized that
industry’s strong preference to obtain a presumption of compliance with the ATR/QM Rule by
originating QM loans resulted in meaningful operational changes in originations across the
market. The Bureau also took into consideration the possible effect of the ATR/QM Rule on
accessto credit in particular submarkets and possible effects on innovation, overall product
design, and competition. Considering these factors, coupled with the Bureau’s more general
interest to better understand how the Rule’s effects vary under different market conditions, the
Bureau concluded that the ATR/QM Rule was a significant rule for purposes of section 1022(d).

1.2 Methodology and plan for assessing
effectiveness

In general, the Bureau’s methodology for the assessment consisted of three steps:

e First, the Bureau considered at a high level the potential relevant effects of the Rule ata
high level. These effects are the intended and unintended consequences of the Rule that
would potentially be useful in evaluating whether the Rule, or a specific Rule
requirement, furthers the goals of the Rule that were stated at the time of the rulemaking
and, as relevant, the purposes and objectives of the Bureau or other relevant factors. The
Bureau also considered the broader market context that could influence the effect of the
Rule.

¢ Second, the Bureaudeveloped specific measures of the potential relevant effects and
market conditions. The Bureau then collected available evidence and data that would
allow the Bureau to compute these measures.

e Third, the Bureau analyzed these measures and considered whether the Rule or specific
Rule requirement furthered the goals of the Rule that were stated at the time of the
rulemaking and, as relevant, the purposes and objectives of the Bureau or other relevant
factors. Indoing so, where possible, the Bureau compared the observed measuresto
what those measures would be under a counterfactual or “baseline.”

82 See, supra note, 33.
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Specifying a baseline against which to evaluate arule’s effectsis necessary for both forecasting
the future effects of proposed regulations and evaluating the historical effects of adopted
regulations.® When a regulation has already taken effect, however, it is often not possible to
find a group of firms or a part of the market thatis neither subject to the rule nor indirectly
affected by the rule—but is nevertheless subject to the same other determinants of prices,
quantities and other market outcomes—such that data about those firms or that market provide
a baseline for evaluating the effects of the rule. In particular cases, it may be possible to define a
specific set of outcomes that can serve as the baseline. For example, it may be generally agreed
that the purpose of the ruleis to increase (or reduce) particular outcomes relative to some
observed or specified benchmark. In general, however, retrospective analysis requires making a
formal or informal forecast of the market absent a rule, or absent a specific provision of arule,
to serve as the baseline, and datalimitations make this difficult to do in practice.

For purposes of this assessment, the Bureau has generally used a baseline that is the market
absent the Rule as a whole or the specific Rule provision being evaluated.8 For certain analyses,
the data is available with which to estimate this baseline. The lender survey that the Bureau
conducted also provides insight into how mortgage origination policies responded to the Rule.
When it is not possible to reliably estimate what a measure would have been absent the Rule or a
specific provision, the analysis uses other baselines, in some cases comparing the relevant
measure to its level before the Rule’s effective date, thus capturing changes since the Rule took
effect. Such changes are an imperfect measure of the effects of the Rule to the extent that market
changes that would have taken place even absent the Rule affect relevant measures.

Asnoted above, inJune 2017, the Bureau published an RFI that, among other things, described
the assessment plan and requested public comment onthe plan.8 The RFI described the general
focus of the assessment and some of the effects and outcomes that the Bureau would analyze. 8

83 See, e.g., Joseph E. Aldy, Learning from Experience: An Assessment of the Retrospective Reviews of Agency Rules
and the Evidence for Improving the Design and Im plementation of Regulatory Policy, (Harv., Retrospective Rev.
the Administrative Conference of the United States) (“In evaluating the efficacy, benefits, and costs of any individual
regulation, an analyst must make a determination about the counterfactual,i.e., what wouldhavehappenedin the
absenceof theregulation. In ex ante analysis, this requires constructing an alternative future scenario, or baseline,
from which to assess theimpacts of the proposedregulation. In ex post analysis, this requires constructing an
alternative historic scenario for com parison with the im plem ented regulation. The choice of counterfactual can be
quitechallengingand subject to criticism.”) Id. at 62—63. See also the extensive list of references contained therein.

84 Thisreport also uses other baselines, such as the effects that the Bureau expected would occur at the time of the
rulemaking. See, for example, Chapter 6.

85 82 Fed. Reg.25246,25248-50 (June 1,2017).

86 Id. at 25249. “The Bureau anticipates thatthe assessm ent will primarily focus on the ATR/QM Rul€’srequirements
in achieving the goal of preserving consumer access to responsible, affordable credit. The Bureau stated with the
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The major provisions that the RFI said were to be examined were (i) the AT R requirements a
creditor must consider, including the eight underwriting factors; (ii) the QM provisions, with a
focusonthe DT threshold, the points and fees threshold, the small creditor threshold, and the
Appendix Qrequirements; and (iii) the applicable verification and third-party documentation
requirements. The outcomes included effects on mortgage costs, origination volumes, approval
rates, and subsequent loan performance; and certain changes in creditors’ underwriting policies
and procedures.®” The RFI also described the datathat were available to the Bureau at that time
and the data that the Bureau expected to obtain. 88

Comments on the assessment plan received in response to the RFI generally proposed either
specific analyses for the Bureau to consider or specific data for the Bureau to collect. The
analysesand data collections used in this assessment and discussed in this report are largely
consistent with those proposed by commenters. It was not possible, however, to considerthe
impact of the Rule on every sub-group of creditors or consumers suggested by some
commenters. In particular, anumber of commenters recommended that the Bureau assess the
effects on consumers, mortgage brokers and affiliates of including certain payments and
expenses in calculating total points and fees for purposes of meeting the QM threshold. Inorder
to quantify these effects, however, the Bureau would need data on the frequency with which
total points and fees exceeded the threshold oninitial applications—ideally, before and after the
Rule took effect—and then data (post-Rule) on adjustments that took place in order to stay
under the threshold. The Bureau had limited data on points and fees in its possession at the
start of the assessment, there are no publicly-available datasets with the desired information,
and it would have been extremely burdensome to require standardization and reporting of this
information to the Bureau for purposes of the assessment. The Bureau did, however, collect data
fromnine lenders and conducted alender survey inorder to acquire certain data onthe

January 2013 Ruleits belief that the ATR/QM Rule ‘willnotlead to a significant reduction in consumers’ accessto
consumer financial products and services, namely mortgage credit’ (references omitted). The Bureautookinto
consideration, however, the potential that the rule ‘may have a disproportionateimpacton access to credit for
consumers with atypical financial characteristics, such as income streams that areinconsistentover time or
particularly difficult to document.”

87 Id. In analyzingthese effects, the RFIstated that certain categories of borrowers were of special interest, but that
the datafor considering any differential im pacts of the Rule on these borrowers were not necessarily available.
Thesecategories were: (i) borrowers generating incom e from self-employ ment (includingthose workingas
“contract”or “1099” employees); (ii) borrowers anticipated to rely on income from assets torepay theloan; (iii)
borrowers who rely on intermittent, supplemental, part-time, seasonal, bonus, or overtimeincome; (iv) borrowers
seekingsmaller-than-averageloan amounts; (v) borrowers with a debt-to-incomeratio exceeding 43 percent; (vi)
low and moderateincomeborrowers; (vii) minority borrowers; and (viii) rural borrowers. The assessment generally
focusedon (i), (iv) and (v), with som e discussion of (viii), due to data limitations.

88 Id. at 25249—-25250.

89 See Appendix B (Theassessment plan) and Section 1.3 of this report.
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frequency with which applications and originations fail the points and fees threshold and
adjustments that occur. Thisdata, together with the information that the Bureau doeshavein its
possession, provide some insights into the effects of the points and fees threshold on consumers
and mortgage brokers for different types of loans. 9°

1.3 Sources of information and data

In conducting the assessment the Bureaureviewed available public sources of data, including
both publicly available loan-level data and published studies and reports pertaining to mortgage
originations and performance. The Bureau’s researchers also reviewed information it obtained
through various channels in the normal course of its work and in response to the Request for
Information the Bureau published regarding this assessment. Based on its review, the Bureau
concluded that additional data were needed to conduct this assessment and collected certain
data as described below. Described below are the principal sources of data that the Bureau has
found most probative and on which the findings in this report are primarily based. 9

e Loan origination and performance data fromthe National Mortgage Database
(NMDB), Black Knight, CoreLogic,and HMDA. Throughout this assessment, the Bureau
used three sources of de-identified data that combine loan-level performanceand
origination data and a fourth source of de-identified origination data. The firstis the
National Mortgage Database (NMDB) jointly developed by the FHFA and the Bureau,
which providesloan characteristics and performance for a 5 percent representative
sample of all mortgage originations from 1998 to the present, supplemented by loan and
borrower characteristics from federal administrative sources and credit reporting data
on the additional debts held by these mortgage borrowers. The second is the
commercially available “McDash” data set from Black Knight (McDash Data), which
includes data on approximately 160 millionloans serviced from 1989 to 2017. The third
dataset is CoreLogic’s Loan-Level Market Analytics (LLMA) data which contains detailed
loan-level information on originations and performance with market coverage of 76
percent of all residential mortgages in the United States since January 1,1999. Loan-
level performance information is generally updated on a monthly basisin the McDash
and CoreLogic datasets, and quarterly in the NMDB.

90 See Section 5.4 and in particular Section 5.4.6.

91 The Bureau considered additional available datasets, including publicly available loan-level data from the GSEs, but
foundtheseless probativethan, or superseded by, the datasets described below.
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An advantage of these loan performance sources is that they include a large number of
loans froma broad selection of lenders, with information onrelevant loan attributes
including debt-to-income ratios, GSE securitization status, loan amounts, interest rates,
Loan-to-value (LTV)ratios, and loan types, as well as borrowers’ credit scores. The
NMDB data are particularly well suited to providing nationally representative results and
insights into loansinsured by the GSEs. The McDash and CoreLogic Data supplement
these with additional detail on non-insured loans for large but non-random samples of
the market. However, none of these three datasets can distinguish all non-QM loans
from QM loans, and they do not include data on all loan features affected by the Rule
(e.g., points and fees).

A fourth dataset, coming fromrequired filings under the Home Mortgage Disclosure Act
(HMDA Data), does not containloan performance data, but does provide loan and
borrower characteristics for over9o percent of mortgage originations. The dataset used
is the Federal Agency HMDA data, which includes additional fields, notably application
dates and closing dates, which are not contained in the publicly available HMDA data.
The Bureau uses these data to measure market-wide shifts over time in the
characteristics of newmortgage originations.

Desktop Underwriter and Loan Prospector submissions and acquisitions data provided
by Fannie Mae and Freddie Mac. These data contain disaggregated counts of
submissions to the Desktop Underwriter (DU) and Loan Prospector (LP) Automated
Underwriting Systems operated by the GSEs, and counts of loans acquired by the GSEs
disaggregated by borrower and loan characteristics. The data are used in Chapter 6 to
measure utilization of the Temporary GSE QM provision.

Application-level data fromnine lenders. The Bureau collected de-identified
application-level data from nine mortgage lenders using its authority under section
1022(c)(4) of the Dodd-Frank Act (“Application Data”). The lenders were selected to
represent arange of large nationally operating banks and non-depositories. The data
collection covered all applications received from 2013 to 2016. Intotal, the Application
Data cover over five million applications. The data include information about each
application’s characteristics and whether the application was approved by the lender.

The Application Data are a unique source of information about the activities that were
directly affected by the Rule. They provide insight into how lenders’ approval rates and
processes may have changed inresponse to the Rule, as well as into how application
behavior by consumers may have changed. These data are supplemented by lenders'
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responses to a series of qualitative questions about howthey incorporated the
requirements of the Rule into their business practices. Importantly, however, because
they are drawn from the records of only nine lenders, the Application Data may not be
representative of datafromall lenders.

Lender survey. The Bureau conducted a voluntary survey to ask mortgage lenders about
business process changes they have made inresponse to the Rule. The lenders surveyed
varied both in size and institution type. The survey provides information onlenders’
business practices before and after the Rule, their experience underwriting to Appendix
Q, and howthey responded to certain requirements of the Rule. This provides valuable
information onthe Points and Fees requirement and Non-QM originations that are
lackingin other data sources. Over 190 lenders responded to the survey. Lenders
responding to the survey had the opportunity to provide more information in the form of
structured interviews as well. Relative to the 1022(c)(4) request associated with the
Application Data, the survey provides more information on howsmaller lenders
responded to the Rule. Although informative, the lender surveyis not statistically
representative of the market asa whole.

Supervision Data. The Bureau has utilized data from several fair lending exams to
examine whether the QM points and fees requirements is associated with changes in
closing costs; the datahas also been used to examine the impact of the rebuttable
presumption.

Residential mortgage backed securities (RMBS) data from IMF, Bloomberg, L.P.,and
SEC. To analyze possible effects of the Rule on secondary markets for mortgage
securities, the Bureau used aggregate data from Inside Mortgage Finance (IMF). IMF
reports annual aggregate volumes of RMBS issuances by securitizer giving a historical
perspective on the size of the securitization market from 1990 to 2017. This allowed the
Bureauto evaluate howthe Rule may have affected the volume and/or the composition
of RMBS issuances.

To assess the post-Rule securitization market, the Bureau used additional loan-level
RMBS data from Bloomberg and the Securities and Exchange Commission (SEC). These
data are used to analyze the market for Non-QM securitizations between 2015and 2018.
Data for all known Non-QM issuances come from Bloomberg and include fields forloan
and borrower characteristics. The data were then merged to publicly available due
diligence reports from the SEC to determine an individual loan’s QM status to compile
detailed information on the loan and borrower characteristics for Non-QM loans and the
appetite for Non-QM securitizationsin the secondary market.
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e MBA costdata. Tounderstand how the Rule may have affected lender costs, the Bureau
used cost data fromthe Mortgage Bankers Association’s (MBA) Annual Mortgage
Bankers Performance Reports between 2009 and 2018. The reports contain data on the
revenue and expenses associated with the origination and servicing of one to four unit
residential mortgage loans of independent mortgage companies and other non-
depository institutions. The annual reports also contain information on production and
servicing volume mixes by product type and overall income and balance sheet
summaries. Most lenders included in the data are independent mortgage companies.
While not necessarily representative, the data provide detailed information on the cost
and revenue structure for alarge share of independent mortgage companies.

e (CSBS Public Survey data. The Bureau used data from the Conference of State Bank
Supervisors’ (CSBS) 2015 National Survey of Community Banks to examine the behavior
of small creditorsinrelationto the Rule. The 2015 CSBS Public Surveyinvolved 974
respondentsin 39 states, most of which were small creditors. This surveyin particular
included many questionsrelated to the Rule. Notably, the CSBS survey datainclude
information from respondents that do not reportto HMDA and consequently may be
underrepresented in available loan-level datasets.

e Evidencefromcommentsreceivedinresponse to the 2017 RFI concerning the ATR/QM
assessment. The Bureau received approximately 480 comments in response to the RFI.
Approximately 75 percent of the comments came from mortgage brokers orloan
originator organizations. A small number of commenters provided quantitative
information regarding their own experiences with the Rule. A number of commenters
pointed the Bureau toward published research regarding the overall effects of the Rule
and the effects of particular Rule requirements that are within the scope of the
assessment. Thisinformationis summarized in Appendix B and incorporated into other
parts of the report as appropriate.

Secondary sources of information. In addition to the primary sources of data discussed above,
the Bureaureviewed a number of secondary sources of information, including reports suggested
by commenters discussed above, the reports of other federal agencies, and published research
on the mortgage market and the Rule. Thisreport discusses and cites these reportsinthe
relevant sections below. In addition, the Bureau held conversations with industry participants to
understand their experiences with the Rule.
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2. The ATR/QM Rule

This chapter discusses the statutory basis of the Rule, the development of the Rule, and the
provisions of the ATR/QM Rule.

2.1 Statutory background

The ATR/QM Rule is based on several related provisions enacted in the Dodd-Frank Act.
Section1411o0f the Dodd-Frank Act added a new section129C(a) to TILA. This new section
generally prohibits a creditor from making a residential mortgage loan unless the creditor has
made a reasonable and good faith determination based on verified and documented information
that, at the time the loanis consummated, the consumer has a reasonable ability to repay the
loan. Thisrequirement does not apply to an open-end credit plan, timeshare plan, reverse
mortgage, or temporary loan with a term of 12 months or less.92New TILA section 129C(a) also
establishes certain minimum underwriting factorsthat a creditor generally must consider in
determining the consumer’s repayment ability, including: the consumer's credit history, current
income, expected income the consumer is reasonably assured of receiving, current obligations,
debt-to-income ratio or the residual income the consumer will have after paying non-mortgage
debt and mortgage-related obligations, employment status, and other financial resources not
including the consumer's equity in the dwelling or real property that secures repayment of the
loan. 9

Creditorsthat violate the ability-to-repay requirements may be subject to government
enforcement and private actions. As amended by section 1416 of the Dodd-Frank Act, TILA
provides that a consumer who brings a timely action against a creditor for a violation of the
ability-to-repay requirement may be able to recover special statutory damages equal to the sum

92 The TILA section 103(cc)(5) definition of “residential mortgageloan,” added by section 1401 of the Dodd-Frank Act,
excludes open-end credit plans and timeshare plans. TILA section 129C(a)(8) excludes reverse mortgages and
temporary loans withtermsof 12 monthsor less.

93 TILA section 129C(a)(3) (codifiedas amendedat 15 U.S.C.§1639c(a)(3)).
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of all finance charges and fees paid by the consumer (but not to exceed three years of such
charges and fees), unless the creditor demonstrates that the failure to comply was not
material.% Moreover, TILA section 130(k), added by section 1413 of the Dodd-Frank Act,
providesthat if a creditor, an assignee, other holder or their agent initiates a foreclosure action,
a consumer may assert a violation of TILA section 129C(a) (i.e., the ability-to-repay
requirements) “as a matter of defense by recoupment or setoff” to the initiation of a foreclosure
action, while setting no time limit on consumer use of this defense. 9

To provide more certainty to creditors that they are in compliance with the ability-to-repay
requirements and not subject to liability while also protecting consumers fromloans with terms
that do not reasonably reflect their ability to repay, section 1412 of the Dodd-Frank Act added
TILA section129C(b).9 TILA section 129C(b)(1) states that a creditor or assignee may presume
that a loan has met the repayment ability requirement if the loanis a qualified mortgage.” TILA
section 129C(b) generally defines a qualified mortgage as a residential mortgage loan for which:
the loan does not contain negative amortization, interest-only payments, or balloon payments;
the termdoesnot exceed 30 years; the points and fees (costs associated with the origination of
the loan) generally do not exceed 3 percent of the loan amount; the consumer’s income or assets
are verified and documented; and the underwriting is based on the maximum interest rate
during the first five years of the loan, uses a payment schedule that fully amortizes theloanover
the loanterm, and takesinto account all mortgage-related obligations.%® A qualified mortgage
must also comply with any guidelines or regulations established by the Bureau relating to total
monthly debt payments to total monthly income ratio (DTI) or alternative measures of ability to
pay regular expenses after payment of total monthly debt taking into account the borrower’s
income. %

The Dodd-Frank Act amendments to TILA also authorize the Bureau to prescribe regulations

94 TILA section 130(a)(4), (codified as amended at 15 U.S.C. §1 640(a)(4)). This recovery for a violation of ATR isin
addition to actual damages; statutory damages in an individual action or class action, upto a prescribed threshold;
and court costs and attorney fees that would be available for violations of other TILA provisions. See TILA section
130(a), (codified as amended at 15 U.S.C. §1640(a)). The statute of limitations for an action for a violation of TILA
section 129C is threevears from the date of the occurrence of the violation, as com pared to one year for other TILA
violations. See TILA section 130(e), (codified as amended at 15 U.S.C. §1640(e)).

95 TILA section 130(k), (codifiedas amendedat15U.S.C. §1640(k)).

96 TILA section 129C(b) (codifiedas amendedat 15 U.S.C. §1639¢c(b)).

97 TILA section 129C(b)(1) (codified as amended at 15 U.S.C. §1639¢(b)(1)).

98 TILA section 129C(b)(2)(A), (codified as amended at 15 U.S.C. §1639¢(b)(2)(A)).

99 TILA section 129C(b)(2)(A)(vi) (codifiedas amendedat 15 U.S.C. 1639c(b)(2)(A)(vi)).
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that would revise, add to, or subtract from criteria that define a qualified mortgage upona
finding that such regulations are necessary or proper to ensure that responsible, affordable
mortgage credit remains available to consumersina manner consistent with the purposes of the
ability-to-repay requirements; or are necessary and appropriate to effectuate the purposes of the
ability-to-repay requirements, to prevent circumvention or evasion thereof, or to facilitate
compliance with TILA sections 129B and 129C.1°° The Dodd-Frank Act further provides the
Bureau with certain other specific grants of rulewriting authority with respect to the ability-to-
repay and qualified mortgage provisions, including (for instance) express authority to prescribe
rules adjusting the qualified mortgage points and feeslimits to permit creditors that extend
smaller loans to meet the requirements of the qualified mortgage provisions.'°* TILA section
129C(b)(2)(E), added by the Dodd-Frank Act, grants the Bureau discretion to determine
whether to issue rules providing that the term “qualified mortgage” covers balloonloans that
meet certain minimum criteria, the contours of which the Bureau further has discretionto set
under the statute.?°2 As discussed in the next section of this Chapter, the Bureau exercised these
authoritiesin finalizing rules implementing sections 1411 and 1412 of the Dodd-Frank Act.

2.2 ATR/QM Rule background

This section broadly describes the Bureau’s development of its AT R/QM Rule. Rulemaking
authority for TILA was originally vested in the Board of Governors of the Federal Reserve
System (Board). General rulemaking authority for TILA, including the ATR/QM Rule,
transferred fromthe Board to the Bureau on July 21, 2011, pursuant to the Dodd-Frank Act. In
May of 2011, before the transfer of rulemaking authority to the Bureau went into effect, the
Board published for public comment a proposed rule (May 2011 Proposed Rule) proposing to
amend RegulationZ to implement the ability-to-repay and qualified mortgage amendmentsto
TILA made by the Dodd-Frank Act.?°3 The Bureaureopened the comment period onJune 5,
2012 to solicit comment on new data and information submitted during or obtained after the
close of the original comment period.'°4The Bureau’s January 2013 Rule implemented the

100 TTLA section 129C(b) (3)(B)(i), (codifiedas amendedat 15 U.S.C. §1639c(b)(3)(B)()).

101 TTLA section 129 C(b) (2)(D), (codified as amended at 15 U.S.C. §1 639c(b)(2)(D)).

102 TTLA section 129C(b) (2)(E), (codified as amended at 15 U.S.C. §1 639c(b)(2)(E)). Section 101 of the Economic
Growth, Regulatory Relief, and Consumer Protection Act, Pub. L. 115-174, enacted May 24, 2018, established an
additional category of qualified mortgages for loans held in portfolio by certain lenders.

103 76 Fed. Reg. 27390 (May 11,2011).

104 77 Fed. Reg. 33120 (June 5,2012).
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statutory ability-to-repay provisions after reviewing and considering the comments submitted in
response to the Board’s May 2011 Proposed Rule and to the additional comment request by the
Bureau.

The January 2013 Rule, among other things, generally requires creditors to make a reasonable,
good faith determination of a consumer’s ability to repay any consumer credit transaction
secured by a dwelling, other than an open-end credit plan, timeshare plan, reverse mortgage, or
temporary loan with a term of 12 months or less.*°5 The January 2013 Rule describes certain
minimum requirements for creditors making ability-to-repay determinations, but does not
dictate that they follow particular underwriting standards. The January 2013 Rule also provided
four categories of “qualified mortgage” loans, for which compliance with the ability-to-repay
requirement is presumed. 106

The Bureau amended the January 2013 Rule several times prior to its effective date to address
important questions raised by industry, consumer advocacy groups, and other stakeholders. The
Bureau determined that these amendments were necessary to protect consumers better, avoid
potentially significant disruption in mortgage markets, and clarify standards by making
technical corrections and conforming changes.

Asdiscussedin the Introduction, the Bureau has determined that the January 2013 Rule and
related amendments that took effect on the Rule’s effective date collectively make up a
significant rule, the ATR/QM Rule, for purposes of this assessment. The amendments that the
Bureaudid and did not consider as part of the assessment are described below.

2.2.1 Amendments to the Rule considered in the
assessment

May 2013 finalrule. T o avoid impairing access to credit for consumers on terms that reasonably
reflect their ability to repay, the May 2013 final rule'°7 provided exemptions from the ability-to-
repay requirements for loans made by creditors pursuant to identified development and Federal
emergency economic stabilization programs and for loans made by certain nonprofit

10512 C.F.R §1026.43(c)(1).

106 1 5 C.F.R. §1026.43(e) and () established the General, Temporary GSE, Temporary Agency, and
Rural/Undeserved Small Creditor Balloon Payment QM categories.

107 7 8 Fed. Reg. 35430 (June 12,2013). The rule was finalized and issued on May 29, 2013, but was not published
until thelater date.
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creditors.1°8 Further, the May 2013 final rule added two new qualified mortgage categories to
the four categories provided inthe January 2013 Rule. One of the new QM categories was for

loans held in portfolio by small creditors*©9 and the other new QM category was a temporary

category that allowed all small creditorsto make balloon-payment qualified mortgages.:1°

July 2013 final rule. The final rule published on July 24, 2013,''* included clarifications to the
Temporary GSE QM and Temporary Federal Agency QM categories and to Appendix Q, which
prescribesthe income and debt a creditor uses to determine a consumer’s debt-to-income ratio
for purposes of the General QM category.

October1, 2013 finalrule. The October 1, 2013, final rule**2 expanded the small creditor balloon-
payment QM category to include certain high-cost mortgages and to cover additional creditors,
those that met the “rural or underserved” definitionin any of the three precedingyearsrather
than only in the precedingyear.

October23, 2013, interim final rule. The interim final rule published on October 21, 2013,13
included a minor technical correction to the Federal Agency QM loan category.

2.2.2 Other substantive rules affecting the ATR/QM Rule

In additionto the above rules amending the January 2013 Rule before its effective date that the
Bureauis considering as part of the assessment, the Bureau has issued other substantive rules
that affect the ATR/QM Rule. Although these other rules technically fall outside the five-year
assessment period, they are considered to the extent they are reflected in the data and are
relevant to the analysis of the ATR/QM Rule’s effectiveness in meeting its purposes, objectives,
and goals.

November2014finalrule. A final rule published on November 3, 2014,'*4 excluded certain
subordinate loans originated by nonprofit creditors from the number counted for purposes of

108 1 5 C.F.R §1026.43(a) (3)(iv)—(vi).
10912 C.F.R §1026.43(e)(5).

110 15 C.F.R §1026.43(e)(6).

111 7 8 Fed. Reg. 44686 (July 24, 2013).
112 7 8 Fed. Reg. 60382 (Oct. 1,2013).
113 78 Fed. Reg. 62993 (Oct. 23,2013).
114 79 Fed. Reg. 65300 (Nov. 3,2014).
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the nonprofit exemption fromthe ability-to-repay requirements.!'5 This final rule also
implemented a temporary points and fees cure provision.!16

October 2015 finalrule. Among other changes, the October 2015 final rule*!7 increased the
number of creditors that could meet the definition of “small creditor” by raising the originations
limit from 500 first-lien mortgage loansto 2,000 and excludingloans held in portfolio.'*8The
October 2015 final rule also substantially expanded the definition of “rural” by adding census
blocks!19that are notin an “urban area,” as defined by the Census Bureau, to the definition of
rural areas. 20

March 2016 interim final rule. The Bureau published an interim final rule*2* on March 25,2016
amending RegulationZ to implement the HELP Rural Communities Act provision'2? that
removed “predominantly” from the TILA requirement that small creditors operate
“predominantly inrural or underserved areas”'23to qualify forcertain special provisions,
including eligibility to make balloon-payment qualified mortgages. The Bureau implemented the
removal of “predominantly” by replacing the “extended more than 50 percent of their total
covered transactions inrural or underserved counties” requirement with “extended a first-lien
covered transaction on a property thatislocated in an areathat is designated either ‘rural’ or
‘underserved.”124

11512 C.F.R. §1026.43(a)(3)(vii).
116 1 5 C.F.R. §1026.43(e)(3)(ii)—(iv).
117 80 Fed. Reg. 50943 (Oct. 2,2015).

118 1 5 C.F.R. §1026.35(b)(2)(iii)(B); comments 12 C.F.R. §1026.43(e)(5)—4; 12 C.F.R. § 1 026.43(f)(2)(iD)-1. The
changes weremade to the exemption provisions of an escrow rule, which are cross-referencedin the small creditor
qualified mortgage provisions. See 12 C.F.R. §1026.43(e)(5)(1)(D); (e)(6)(1) (B); ()(1)(vi).

119 A censusblockis thesmallest geographic area for which the U.S. CensusBureau collects and tabulates decennial
censusdata. See80 Fed. Reg. 59943,59956 (Oct. 2, 2015).

120 1 5 C.F.R. §1026.35(b)(2)(iv)(A)(2); comment 12 C.F.R. §1026.43(H)(1) (vi)—1.

121 81 Fed. Reg. 16074 (Mar. 25,2016).

122 pyb. L. 114-94, section 89003 (2015).

123 TILA section 129C(b) (2)(E)(iv)(I), (codified as amended at 15 U.S.C. §1639¢(b)(2)(E) (iv)(I)).

12412 C.F.R. §1026.35(b)(2)(ii) (A); comments 12 C.F.R. §1026.43(f)(1) vi)-1; 12 C.F.R. § 1 026.43(f)(2)(ii)-1.
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2.3 Overview of ATR/QM Rule requirements

2.3.1 Scope of the ATR/QM Rule

This section describes the scope and major substantive provisions of the ATR/QM Rule. With
certain exceptions, the AT R/QM Rule applies to any consumer credit transaction that is secured
by a dwelling.*25 The Rule does not apply to an extension of credit primarily for a business,
commercial, or agricultural purpose, evenifit is secured by a dwelling.'2¢ As noted above, TILA
excludes from coverage open-end home equity lines of credit, timeshare plans, reverse
mortgages, and temporary loans with terms of 12 months or less. 27

In addition, the May 2013 final rule provided exemptions from the ability-to-repay requirements
for programs administered by housing finance agencies; creditors designated as Community
Development Financial Institutions, Downpayment Assistance through Secondary Financing
Providers, or Community Housing Development Organizations; certain nonprofit creditors;
certain homeownership stabilization and foreclosure prevention programs; and certain Federal
agency and GSE refinancing programs. 28 These exemptions addressed concerns that the
ATR/QM Rule’s ability-to-repay requirements were substantially different fromthe
underwriting requirements employed by these creditors or required under these programs.
Without an exemption, creditors might have been may be discouraged from participatingin
these programs and significantly impair access to credit for consumers under these programs.*29

2.3.2 Major provisions of the ATR/QM Rule

This section describes the major topics addressed inthe ATR/QM Rule. Asindicated, many of
the requirementsin the Rule, which was promulgated to implement Dodd-Frank Act
amendments to TILA, mirror the statute.

12512 C.F.R. §1026.43(a)(1)-(3).

126 Gee Comment12 C.F.R.§1026.43(a)-1.
127 See, supra note, 92.

128 1 5 C.F.R. §1026.43(2) (3)(iv)—(vi).

129 See 78 Fed. Reg. 35430, 35440 (June12,2013).
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Ability-to-Repay provisions (§ 1026.43(c))

Toimplement TILA section129C(a), 12 C.F.R. §1026.43(c)(1) provides that a creditor shall not
make a loanthat is a covered transaction unless the creditor makes areasonable and good faith
determination at or before consummation that the consumer will have a reasonable ability to
repay theloan accordingto its terms.

Eight factors. In making the repayment ability determination, creditors generally must
consider, at a minimum, eight underwriting factors:*3°

(i) current or reasonably expected income or assets, other than the value of the dwelling,
including any real property attached to the dwelling, that secures the loan;

(ii) current employment status, if the creditor relies onincome from employment in
determining repayment ability;

(iii) the monthly payment onthe covered transaction;

(iv) the monthly payment on any simultaneous loan(s) that the creditor knows or has
reason to know will be made;

(v) the monthly payment for mortgage-related obligations;

(vi) current debt obligations, alimony, and child support;

(vii) the monthly debt-to-income ratio or residual income; and

(viii) credit history.
Verification. Creditors generally must verify the information that they will rely uponin
determininga consumer's repay ment ability, using reasonably reliable third-party records
specific to the individual consumer. 13! For example, a creditor must verify the amounts of

income or assets relied on to determine a consumer’s ability to repay the loan using third-party
records that provide reasonably reliable evidence of a consumer’s income or assets. 132

Payment calculation. Monthly payments on the loan must generally be calculated by assuming
that theloan is repaid in substantially equal monthly payments during its term. 33 For
adjustable-rate mortgages, the monthly payment must be calculated using the fully indexed rate

130 12 C.F.R.§1026.43(c)(2).131 12 C.F.R. §1026.43(¢c)(3); comment 12 C.F.R. §1026. 43(c)(3)-1.
131 12 C.F.R §1026.43(c)(3);comment 12 C.F.R.§1026.43(c)(3)-1.

13212 C.F.R. §1026.43(c)(4).

13312 C.F.R. §1026.43(c)(5)(1)(B).
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or an introductory rate, whichever is higher. 134 Special payment calculation rules apply for loans
with balloon payments, interest-only payments, or negative amortization. 135 Loans with such
features are not prohibited under the ability-to-repay standards, which were intended to provide
flexibility in underwriting standards so that creditors could adapt their underwriting processes
to a consumer’s particular circumstances.3°

Qualified Mortgage provisions (§ 1026.43(e)(1) through (3))

Toimplement TILA section 129C(b), 12 C.F.R. § 1026.43(e) and (f) provide for a class of
“qualified mortgage” loans, for which compliance with the ability-to-repay requirement is
presumed. 37

Presumption of compliance. The Dodd-Frank Act provides that “qualified mortgages” are
entitled to a presumption that the creditor making the loan satisfied the ability-to-repay
requirements, but it does not specify whether the presumption of compliance is conclusive (i.e.,
creates asafe harbor) oris rebuttable. Under the ATR/QM Rule, the presumption of compliance
can be either conclusive, i.e., asafe harbor, for QM loans that are not “higher-priced,” or
rebuttable, for most QM loans that are “higher-priced.”*38 Generally, if the annual percentage
rate (APR) of a qualified mortgage exceeds the average prime offer rate (APOR)*39 fora
comparableloan product by 1.50r more percentage points for a first-lien covered transaction,
the loanis a higher-priced covered transaction (HPCT)'4° and a rebuttable presumption
qualified mortgage.'4 The 1.5 percent limit israised to 2.5 percent in the case of a subordinate-

13412 C.F.R. §1026.43(c)(5)(1)(A).

13512 C.F.R. §1026.43(c)(3).

136 See 78 Fed. Reg. 6408, 6460 (Jan. 30, 2013).

137 TILA section 129C(b) (codifiedas amendedat15U.S.C.§1639c(b));12C.F.R.§1026.43(e).
138 15 C.F.R. §1026.43(e)(1).

139 The ATR/OM Rule relies upon the definition of “APOR.” See12 C.F.R. §1026.35(a)(2). “Average prime offer rate”
m eans an annual percentage ratethatis derived from averageinterest rates, points, and other loanpricing terms
currently offered to consumers by a representative sample of creditorsfor mortgage transactions that have low-risk
pricing characteristics. The Bureau publishes average prime offer rates for a broad range of ty pes of transactions in
a table updated atleast weekly aswell as the methodology the Bureauusesto derive theserates.

140 12 C.F.R §1026.43(b)(4).
141 15 C.F.R. §1026.43(e)(1)(ii) (A).
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lien qualified mortgage. If a qualified mortgage is not an HPCT, it is a safe harbor qualified
mortgage.142

Product and cost restrictions. The ATR/QM Rule defines QM loans in part by establishing
restrictions on product features and costs. Specifically, restrictions on product features generally
include prohibitions against negative amortization, balloon payments, interest-only

payments, 143 and terms greater than 30 years.'44In addition, the total points and fees (certain
chargesin connection with the loan’s origination) payable in connection witha QM Loan must
not exceed a certain percentage of theloan amount. The AT R/QM Rule establishes five tiers of
points and feeslimits, based on loan size, with higher points and fees permitted for smaller
loans. These tiersrange from three percent for loans of $100,000 or more to eight percent for
loans under $12,500.145

Categories of Qualified Mortgages (§ 1026.43(e)(4) through (6))

General QM loans. One category of qualified mortgages is referred to as “General QM” loans. In
addition to complying with the product and cost restrictions noted above, foraloanto be a
General QM loan, a creditor must:

Underwrite the loan taking into account the monthly payment onthe loan calculated by
using the maximum rate during the first five years after the date on which the first
regular periodic payment will be due and a payment schedule that will repay either

(i) the outstanding principal balance over the remaining term of the loan as of the date
that the interest rate adjusts to the maximum rate (and assuming the consumer will have
made all required payments as due prior to that date); or (ii) the loanamount over the
loan term;46

Consider and verify at or before consummation the consumer’s current or reasonably
expected income or assets other than the value of the dwelling (including any real
property attached to the dwelling) that securesthe loan, current debt obligations,
alimony, and child-support obligations, in accordance with Appendix Q, which sets

14219 C.F.R. §1026.43(e)(1)(1).

143 12 C.F.R. §1026.43(e)(2)(i). However, small creditors that operate in rural and underserved areas may make QM
loanswithballoon payment features. See 12 C.F.R. §1 026.43(f).

14412 C.F.R. §1026.43(e)(2)(ii).
145 12 C.F.R. §1026.43(e)(2)(iii) and (3). Thethreshold am ounts are adjusted annually.
146 1 5 C.F.R. §1026.43(e)(2)(iv).
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standards for determining the “debt” and “income” that may be used for General QM
loan purposes;'47

Ensure that the ratio of the consumer’s total monthly debt to total monthly income at the
time of consummation, as determined in accordance with appendix Q, does not exceed
43 percent (DTI ceiling). 148,149

Temporary GSE QM loans. The ATR/QM Rule provides a separate, temporary, qualified
mortgage category for loans eligible to be purchased or guaranteed by either the Federal
National Mortgage Association or the Federal Home Loan Mortgage Corporation (collectively,
the GSEs) while they operate under Federal conservatorship or receivership or until January 10,
2021, whichever is earlier (“Temporary GSE QM” loans).!5° The product and points and fees cost
restrictions that generally apply to qualified mortgages must be followed, but the GSE
underwriting standards generally are used instead of the General QM standards, which include
Appendix Qand the 43 percent DT ceiling.

Temporary Federal Agency QM loans. The AT R/QM Rule also provided atemporary category
of QM loans for loans eligible to be insured or guaranteed by the U.S. Department of Housing
and Urban Development (FHA Loans); guaranteed by the U.S. Department of Veterans Affairs
(VA Loans); guaranteed by the U.S. Department of Agriculture (USDA Loans); or insured by the
Rural Housing Service (RHS Loans) (collectively, “T emporary Federal Agency QM” loans). !5
The category of Temporary Federal Agency QM loans no longer exists and has beenreplaced by
the category of Federal Agency QM loans because since 2014 the relevant Federal agencies (i.e.,
FHA, VA, and USDA/RHS) have all issued their own qualified mortgage rules'52 as permitted by
TILA.153 Because these Federal Agency QM rules are neither rules nor orders adopted by the

147 12 C.F.R. §1026.43(e)(2)(V).

148 1 5 C.F.R. §1026.43(e)(2)(vi). The monthly debt obligation must include the m onthly payment for mortgage-
related obligationsand any simultaneous loanthe creditor knows or has reason to know willbe made.

149 In establishing the DTIceiling, the Bureaustated it “believes, based upon its review of the data it has obtained and
the commentsreceived, that the use of total debt-to-income as a qu alified mortgage criterion provides a widespread
and useful measure of a consumer’s ability to repay, and that the Bureaushould exerciseits authority to adopt a
specific debt-to-income ratio that must bemet in order for aloanto meet the requirements of a qualified mortgage.
The Bureau believes that the qualified mortgage criteria shouldinclude a standard for evaluating whether
consumers have the ability to repay their mortgage loans, in addition to the product feature requirements specified
in the statute.” See 78 Fed. Reg. 6408, 6526 (Jan. 30,2013).

150 12 C.F.R. §1026.43(e)(4)(1)(A).

151 12 C.F.R. §1026.43(e)(4)(ii)(B)—(E).

152 See, e.g.,24 C.F.R.§203.19 (HUDrules).

153 TILA section 129C(b)(3)(B)(ii), added by section 1412 of the Dodd-Frank Act.
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Bureau under Federal consumer financial law, their effectiveness is beyond this assessment’s
scope.

Small Creditor Portfolio QM loans. The ATR/QM Rule permits small creditors, defined as
creditors that fall below certain assets and originations thresholds, 54 to make “Small Creditor
Portfolio QM” loans. Such loans must generally conformto all of the requirements of General
QM loans but do not have to follow Appendix Q and are not subject to the 43 percent DT1
ceiling. These loans must be held in portfolio, generally for a minimum of three years, to
maintain their qualified mortgage status. The APR over APOR safe harbor limit is increased for
theseloans from 1.5 percentage points to 3.5 percentage points, making it easier for loans made
by small creditors to qualify for the safe harbor.155

Rural/Underserved Small Creditor Balloon Payment QM loans. Although generally excluded
frombeing qualified mortgages, balloon payment loans can be qualified mortgages if made by
small creditorsthat fall below certain asset and origination thresholds and that operate in rural
and underserved areas.!5° These “Small Creditor Balloon Payment QM” loans are only eligible
for qualified mortgage status if certain product and cost restrictions that generally apply to
qualified mortgages are followed and if they have a term of at least five years and a fixed interest
rate. Income and debt must be considered and verified, and the consumer's monthly debt-to-
income ratio or residual income must be considered, but the standardsin Appendix Qand the
43 percent DT ceiling do not apply. 157 Except inlimited circumstances, a Small Creditor Balloon
Payment QM will lose its QM status if, post consummation, it is sold, assigned, or otherwise
transferred to another person within three years of consummation. 58 As with Small Creditor
Portfolio QM loans, the APR over APOR safe harbor limit is increased for theseloansfrom1.5
percentage pointsto 3.5 percentage points. 159

Temporary Small Creditor Balloon Payment QM loans. The ATR/QM Rule also included a
temporary qualified mortgage category for small creditors that fall below certain asset and
origination thresholds. The “Temporary Small Creditor Balloon Payment QM” loan category was
temporary, providing a two-year transition period through April 1, 2016, during which small

154 The assets and originations thresholdsare in 12 C.F.R. § 1 026.35(b)(2)(iii)(B) and (C), respectively.
15512 C.F.R.§1026.43(e)(5).

156 1 5 C.F.R. §1026.35(b)(2)(iii)(A) through C, crossreferenced in 12 C.F.R. § 1 026.43(f)(1)(vi).

157 12 C.F.R. §1026.43(f).

158 1 5 C.F.R. §1026.43(f) (2).

159 These Small Creditor Balloon Payment QM provisions are providedin 12 C.F.R. §1026.43(f).
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creditors that did not operate predominantly inrural or underserved areas could make balloon-
payment qualified mortgages if they held the loans in portfolio and otherwise followed the
balloon-payment qualified mortgage requirements applicable to creditors operatinginrural or

underserved areas. 160

160 1 5 C.F.R. §1026.43(e)(6). The requirement to “ operate predominantly in rural or underserved areas” did not affect
the ability of small creditors to makeballoon paymentQMs because the Temporary Small Creditor Balloon Payment
OM loan category that allowed all small creditors to make balloon-payment QMs was in effect until the
“predominantly” requirement was dropped in the March 2016 interim final rule.
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3. Market overview

This chapter provides background on the mortgage market and the economy asrelevant to the
Bureau’s assessment of the ATR/QM Rule. It starts by providing an overview of the
development of the modern mortgage market starting around the Great Depression. The chapter
next focuses on the expansionin the mortgage market that started in the early 2000s. Next
comes a brief discussion of the subsequent mortgage market contraction, financial crisis, and
Great Recession. ¢! The chapter then turns to the moderate economic recovery that took place
leading up to the implementation of the Rule. The chapter finally describes relevant dimensions
of the mortgage market shortly before and after the implementation of the Rule and compliance
with the Rule. The measures based on aggregate market data described in this section give a first
take on any effects on the market the Rule may have had. These complement and anticipate the
analysesin Chapters 4 through 8 which analyze effects of the Rule or specific provisions of the
Rule (e.g. QM provisions) on narrower segments of the mortgage market. At all points in the
chapter, the dynamics of relevant variables are presented in figures often covering along time
range. These figures are discussed in multiple stepsin the various sections covering different
time periods.

The main themes emerging fromthis chapter are as follows:

e Therootsofthe modern mortgage market canbe traced to the Great Depression, after
which housing finance innovations made mortgages more available and affordable, and
World War I1, after which the housing market went through two decades of expansion.

e Anotherrobust expansion of the mortgage market started around 2000. This more
recent expansion saw an increased share of lending goingto borrowers of lower
creditworthiness and to newer loan product types associated with higher risk.

161 Th e National Bureau of Economic Research considers the most recent recession to have lasted from December
2007toJune 2009. See Nat’l Bureau of Econ. Research, US Business Cycle Expansions and Contractions,
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¢ In2006and 2007, the performance of loans originated became worse and worse. House
prices started a significant correctionin 2007 and the US economy experienced its most
severe recession since the Great Depression. The ensuing reduction in originations was
especially stark amongst certainloan products associated with higher risk and among
lower credit score borrowers.

e Thepathto economic recovery after the recession ended in June 2009 was slow and the
recovery in the housing market was particularly slow. Between 2011 and the
implementation of the ATR/QM Rule, the volume of mortgage lending gradually
increased but credit remained tight in 2013, the last year prior to the Rule.

e Many trendsin the mortgage market evolved smoothly around the time of the Rule’s
implementation. Thisincludes the volume of mortgage applications, the approval rate of
these applications, the spread of the average interest rate on fixed-rate mortgages over
the relevant Treasury rate, and the revenues and expenses associated with originating a
mortgage loan reported by non-depository lenders. There was an increase in the share of
purchase originations sold to the GSEs before the Rule took effect, although this share
did not shift appreciably in the years following the Rule’simplementation. There was an
increase in the share of jumbo loansand a reductioninthe spread between the cost of
jumbo and conformingloans following the effective date of the Rule, although both of
those effects are likely attributable to market forces rather than the Rule.

3.1 The development of the modern
mortgage market 162

Ashighlighted already in Chapter 1, the mortgage market is the single largest market for
consumer financial products and services in the United States with approximately $10.7trillion
in consumer mortgage loans outstanding as of mid-2018. Figure 1 plots mortgage debt

162 Th e discussion in this section relies on several background sources, including: Nat’l Bureau of Econ. Research,
Housing and Mortgage Markets in Historical Perspective, (Eugene N. White, et al., eds., Univ. Of Chi. Press 2014);
Daniel K. Fetter, How Do Mortgage Subsidies Affect Home OQwnership? Evidence from the Mid-Century GI Bills, 5
AmericanEcon.J. 111 (2013); Richard K. Green & Susan M. Wachter, The American Mortgage in Historical and
International Context,19J. of Econ. Persp. 93 (2005);Edward M. Gramlich, Subprime Mortgages: America’s
Latest Boom and Bust, (Urban Inst. Press2007); N. Eric Weiss & Katie Jones, Overview of the Housing Finance
Systemin the United States (Jan.2017) (CRS Report) (report on thehousingfinance system in the United States
prepared for members and committees of Congress).
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outstanding as a share of personal income since 1949.%3 The significant growth in mortgage
holdings as a share of personal income up to mid-1960s canbe attributed to New Deal policies

that promoted homeownership and the post-war housing boom that occurred between 1945 and
1960.

FIGURE1: MORTGAGE DEBT OUTSTANDING AS SHARE OF PERSONAL INCOME, 1949-2017
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Data source: FRED Economic Data (Federal Reserve Bank of 5t. Louis)

Betweenthe 1940 and 1960 censuses, the homeownership rate in the United Statesincreased
from43.5t0 61.9 percent. T o showwhich households were affected the most by the expansion of
mortgage credit, Figure 2 shows the homeownership rate by family income quartile since 1940

163 Gee FRED Econ omic Data, Mortgage Debt Outstanding by Type of Property: One- to Four-Family Residences,

Income, Fed Reserve Bank of St. Louis, https://fred.stlouisfed.org/series/A065RC1A027NBEA (last visited Dec. 17,
2018) (Personalincomeis the incomethat personsreceivein return for their provision of labor, land, and capital
and thenet current transfer payments thatthey receive from business and from government.).
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using publicly available Census Bureau data. %4 Between 1940 and 1960, there is substantial
growthin homeownership that is most pronounced for the top two income quartiles. The top
income quartile’shomeownership rate grows from 49.6 percent to 77.4 percent over this period,
while the growth for the second income quartile is from 42.1 percent to 66.4 percent. Growth for
both of these groups continues up until 1980, at which point the homeownership rate of the two
groupsis 87.3 percent and 72.7 percent, respectively. Subsequently, the homeownership rate
staysrelatively stable for these two groups.

164 We calculate the homeownershiprateas the share of heads of h ousehold at least 18years of age who reportthat
they own their housing unit outright or arein the process of buyingit. Data come from the Integrated Public Use
MicrodataSeries (IPUMS), which provides harmonized Census Bureau microdata. For 1940 to 2000, microdata
from the Decennial Census areused. Homeownership data arenot availablefor the1950 Census. Dueto data
limitations, microdatafor 2010 come from the American Com munity Survey (ACS). The ACSis a survey managed
by the Census Bureau, which uses a representative sample of the US population. See Steven Ruggles, Sarah Flood,
Ronald Goeken, Josiah Grover, Erin Mey er, Jose Pacas, and Matthew Sobek. IPUMS USA, U.S. Census Data for
incomeis notreportedin the 1940 census. Family incom e for that year is proxied by the sum of in dividual wage
incomein the family andis imputed for families with no reported wage income based on educational attainment,
socioeconomicindex, occupational income score, and the presence of children in the household.
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FIGURE2: HOMEOWNERSHIP RATE BY INCOME QUARTILE, 1940-2010
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The third income quartile also experiences increases in the homeownership rate, but at a lesser
pace than the top two groups. Finally, homeownership rates have decreased at the bottom of the
income distribution. The homeownership rate of this group was 50.8 percentin 1960 and
dropped to 42.8 percent by 2000.

This growth in homeownership was facilitated by innovations in housing finance. Inresponse to
the wave of foreclosures that accompanied the Great Depression, in 1934 the government
established the Federal Housing Administration (FHA) to provide mortgage insurance necessary
forinvestorsto purchase mortgages with confidence. By creating the standards thatloanshad to
meet to be insured by the FHA, the modern American mortgage was created with minimum
quality standards, full amortization, along (eventually 30 year) term which substantially
reduced monthly payments and the risk of default for borrowers as compared to earlier loan
products that were non-amortizing, had shorter maturity periods, and most often had balloon
payments. During the 1930s, similar programs were established by the United States
Department of Agriculture (USDA). Following the war, the Veterans Administration (VA) also
created amortgage insurance program similar to that of the FHA in order to serve the needs of
returning soldiers. Compared to products before the Great Depression which often limited loan-
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to-valueratios to at most 50 percent, the new products also allowed for higher loan-to-value
ratios, thereby making mortgages affordable for more households. Over time, 20 percent arose
as the typical downpayment for conventional mortgages;'% programs through the FHA and VA
sometimes allowed even smaller downpayments.

Most mortgages prior to the Great Depression were funded using lenders’ funds, known as
portfolio lending. The Federal National Mortgage Association (Fannie Mae) was createdin 1938
to purchase FHA-insured loans, pool them, and sell them as securities to investors on financial
markets as residential mortgage backed securities (RMBS). This created the secondary mortgage
market and gavelenders a new source of capital. Inthe process Fannie Mae mandated certain
lending practices. Iflenders didn’t meet Fannie Mae’s guidelines about underwriting practices
or otherloan terms and lending practices, then their loans would not be packaged as securities.
Aspart of the Housing and Urban Development Act of 1968, Fannie Mae was split into two
entities: Ginnie Mae and the “new” Fannie Mae. Ginnie Mae was established as a government-
owned entity that provides an explicit government guarantee of timely payment for RMBS
backed by federally insured or guaranteed loans—loans insured or guaranteed by the FHA, the
VA, and the USDA. 1% Fannie Mae in contrast became a publicly-traded company.

In 1970, Congress created Federal Home Loan Mortgage Corporation (Freddie Mac), which
operated similarly to Fannie Mae. In 1972, Fannie Mae and Freddie Mac both began to purchase
conventional mortgages that were not guaranteed or insured by the FHA, VA, or USDA; high
leverage conventional loans could be insured instead by Private Mortgage Insurance (PMI)
companies. By the mid-1980s funds provided through the securitization of mortgagesin the
secondary market had overtaken depository portfolio funding as the primary source of mortgage
capital.

Fannie Mae and Freddie Mac are jointly known as the Government Sponsored Enterprises
(GSEs). Although their securities are not explicitly backed by the government, most investors
havelong believed that the government would not allow them to default on their obligations. 67

165 A conventional mortgageloanis onethatis notinsured or guaranteed by the federal government, including the
Federal Housing Administration (FHA), the U.S. Department of V eterans A ffairs (VA), or the USDA’s Farm Service
Agency or Rural Housing Service (FSA/RHS). Conventionalloans are either private or guaranteed by one of the two
Gov ernment Sponsored Enterprises (GSEs), the Federal National Mortgage Association (Fannie Mae)andthe
Federal Home Loan Mortgage Corporation (Freddie Mac).

166 Ginnie Mae, 50 Years of Ginnie Mae: We Make Affordable Housing a Reality, (Oct. 2018), available at
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This belief proved to be true during the financial crisis and is probably felt even more strongly
today with the GSEs in government conservatorship.

FIGURE3: SHARE OF MORTGAGE DEBT OUTSTANDING FUNDED BY PRIVATE SECURITIZATION, 1980-
2017
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Data source: FRED Economic Data (Federal Reserve Bank of 5t. Louis)

Finally, private companies also issue mortgage backed securities.!®® In contrast to Agency
(Ginnie Mae or GSE) RMBS, these private label securities (PLS) have no government guarantee.
Asa result, investors see these securities as riskier than Agency RMBS. Despite this, the share of
outstanding mortgage debt accounted for by PLS grew gradually over the next two decades as
can be seen in Figure 3, reaching7.5 percent by 2000.

These developments then set the stage in the mortgage market for the long expansion of the
1990sand beyond.

168 T e first privatelabel mortgage backed security was issued by Bank of America in 1977.
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3.2 Early 2000s mortgage market expansion

Therecessionof 2001 ended adecade of economic growth, but it was brief and shallow. 169 Its
effectinthe mortgage market was limited. The share of personal income accounted for by
outstanding mortgage debt hovered around 55 percent inthe decade before 1998 and then
began a climb that was rapid and was not slowed down by the recession. By 2007, total
mortgage debt outstanding as a share of personal income stood at 93.9 percent. No previous
period has experienced the same rapid growth in household housingleverage and the only
period that came close was that of the post-war expansion. The expansion of the 2000s was
markedly different than the post-war expansion, however, as demonstrated by Figure 2, since
the more recent expansion was much less concentrated among high-income households.
Another newdevelopment of this era was the significant growth in funding accounted for by
private securitization (see Figure 3), the share of which reached 20.9 percent by 2006. Allinall,
the types of mortgage products available, the types of borrowers participating in the market, and
the type of funding available during the post-war period were all much more limited compared
to those observed since 2000.

Figure 4 shows the number of purchase and refinance mortgage originations for each year from
1998, the first year of full NMDB coverage, to 2016, the last year of full NMDB coverage.!7° The
number of originations declined in 2000 compared to the late 1990s, especially among
refinances, but the market quickly recovered and went through an unprecedented refinance
boomin 2003. This was partly attributable to the large drop in interest rates that took place at
the time. Figure 5 shows the average 30-yearfixed mortgage rate together with the benchmark
ofthe 10-year Treasury rate and the spread between the two. Following 2003, the number of
refinance originations dropped, while the number of purchase originations continued growing
through 2005.

169 Th e recession officially lasted from March2001to November 2001. See Kevin L. Kliesen, The 2001 Recession:
How was itdifferent andwhat develobments may have caused it?, (Federal Reserve Bank of St. Louis, 2003)

170 In Figure 4, thesample is restricted to first-lien originations since only those appear in the NMDB.
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FIGURE4: NUMBER OF PURCHASE AND REFINANCE ORIGINATIONS, 1998-2016
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FIGURES5: 30-YEAR AVERAGE FIXED MORTGAGE RATE, 10-YEAR CONSTANT MATURITY TREASURY
RATE, AND THEIR SPREAD, 1998-2017
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The early 2000s saw some changes in the mix of lending by creditworthiness as measured by a
borrower’s credit score. Figure 6 shows the share of total amount of mortgage lending (in
dollars) accounted for by the various credit score groups.'7! The share of lending accounted for
by lower credit score groups expanded in the last two years of the 1990s. The 2001 recession led
to a temporary reversal in this trend, but by 2004 the share of lending accounted for by

borrowerswith a credit score below 680 was 36.4 percent and this share peaked in 2006 at 41.3
percent.

171 The credit scoreused is the VantageScore 3.0, which iswhat isavailablein the NMDB. FICO scores havebeen
m ore commonly used for underwriting during the period of study. The distribution of Vantage scores in the NMDB
hasathicker left tail thanthe distribution of FICO scores in the CoreLogic data, so thereare relatively more low
score borrowers usingthe Vantage score.
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FIGUREG6: DISTRBUTION OF ORIGINATED MORTGAGE DEBT BY CREDIT SCORE GROUP, 1998-2016
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There was also a shiftin the type ofloan products originated. Figure 7 shows the distribution of
originations by loan product type. While there is a multitude of products and product features
that existed and were introduced into the market at the time, for sake of exposition, this figure
distinguishes between three broad groups ofloan products. Traditionally, fixed-rate mortgages
with a loan-to-value (LT V)ratio of 80 percent orless have been the most common and have
been considered the least risky. These are referred to as “Low-leverage fixed-rate loans.” On the
other end are products that have features that turned out to be so highly correlated with default
risk that the Rule generally does not provide them with a presumption of compliance with the
ability-to-repay requirement or otherwise limits them. These features are interest-only, negative
amortization, termover 30 years, and balloonloans (restricted to non-QM loans by the Rule)*72
and ARMs with reset periods under five years (limited by the Rule given its payment calculation

172 Balloon loans are allowed as a QM for small, rural lenders.
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provisions). These are referred to as “Restricted feature loans.”*73 The remaining loans are
categorized as “Otherloans” and consist of higher leverage fixed-rate loans, ARMs with longer
reset periods, and so on. As can be seen from the figure, there was a rise in loans with restricted
features and in other loans during the late 1990s, but this trend reversed temporarily with the
2001 recession. From 2000 to 2003 the share of low-leverage fixed-rate loans rose from 51.8
percentto 63.7 percent. Then the prevalence of restricted feature loans picked up, reaching a
peak of 30.3 percentin 2006. This followed the relaxation of underwriting standards, which
allowed borrowersto be approved in a short amount of time and with less documentation of
their ability to repay the loan.

173 No documentation loans are also restricted by the Rule, but the NMDB data do n ot distinguish theseloans from
low documentation loans.
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FIGURE7: DISTRIBUTION OF ORIGINATIONS BY LOAN PRODUCT TYPE, 1998-2016
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Figure 8 shows the “early delinquencyrate” by the loan product typesused in Figure 7 and by
year of origination.?74The early delinquency rate is measured as the percent of loans that
become 60 days or more past due within two years of origination. As expected, restricted feature
loans had the highest early delinquency rate while low-leverage fixed-rate loans had the lowest
early delinquency rate during the expansion. The performance of loans originated in the two
years subsequent to the 2001 recession was better than in 2001. Delinquency rates started
increasingin 2004, but it was not until 2005 that delinquency rates surpassed the levels of
2001. By the 2007 cohort of loans, the delinquency rate for each loan product type was more
than two and one half times its level in 2001.

174 Figure 8 starts in 2001, the first year thatloan performance information isavailablein the NMDB.
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FIGURE8: FEARLY DELINQUENCY RATE BY LOAN PRODUCT TYPE, 2001-2016
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Overall, the expansion of mortgage credit coincided with both an increased share of lending to
borrowers of lower creditworthiness and an increase in the share of loan product types
associated with higher risk (e.g. interest-only loans). While the shift toward less creditworthy
borrowers and riskier product types explain part of the rise in the overall early delinquency rate,
early delinquency rates withinloan product type groupsreported in Figure 8 (and even more
finely within loan product type and borrower credit score groups) also increased.
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3.3 Financialcrisis and Great Recession:
2007-2009

In 2007, asignificant correctionin the housing market began. Between 2000 and the beginning
of 2007, prices of single-family homes rose 69.5 percent nationally as shownin Figure 9. House
prices peaked in March of 2007 and then started falling and ultimately fell 23.4 percent by the
time they hit their trough in January of 2012.175 The declining value of borrowers’ collateral
partly contributed to the surge of delinquencies documented in Figure 8.

FIGURE9: HOUSE PRICE INDEX (JAN 2000=100) , JAN 2000 — DEC 2016
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Data source: Black Knight House Price Index

175 For a comparison of growthrates in median home prices and median rents, see the Census Bureau’sQuarterly
Residential Vacancies and Hom eownership dataseries, available at
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Purchase originations quickly declined from their previous levels startingin 2007 and the
contraction lasted through 2011. Refinance originations were also muted. The drop in refinances
between 2005 and 2008 was comparable to that experienced by purchases, but the refinance
market experienced aweak recovery by 2009. The contraction was especially stark amongst
loans with restricted features (see Figure 7)—almost no loans with such features were made by
2009—and among the lower credit score groups (see Figure 6).

FIGURE 10: TRANSITION RATE INTO 90+ DAYS DELINQUENCY AND FORECLOSURE START RATE, 2002 —
2016
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Concurrently, the transitionrate into serious delinquency (90 or more days past due or in
foreclosure) and the foreclosure start rate remained at elevated levels for several years. Figure
10 shows for each year the annual rate at which borrowers with existing mortgages transitioned
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into serious delinquency or had a foreclosure started.'7% 177 In 2007, the transition rate into
serious delinquency surpassed its previous high of 1.93 percent reached in 2003 and stayed
abovethatlevel through 2015, peaking at 6.54 percentin 2009. At the same time, the
foreclosure start rate reached 2.71 percent, almost triple its previous peak of 0.98 percent
reached in 2003. Simultaneously, as the new issuance of PLS all but faded after 2007,'78the
share of outstanding mortgage debt funded by PLS gradually declined reachingless than half its
2006 shareby 2012.

176 The quarterly transition rate into serious (9o+ days) delinquency m easures the percent of all mortgages notin
serious delinquency at the end of a quarter in which theloansare reportedto be seriously delinquent at theend of
the subsequent quarter. The quarterly foreclosure start rate measures the percent of all mortgages not in foreclosure
held at the end of a quarter that arereportedto bein foreclosure at the end of the subsequent quarter. The annual
ratesreportedare the sums of the quarterly rates duringa year. Note that the foreclosure start rateis different from
the commonly used foreclosure (inventory) rate (used, for example, by the Mortgage Bankers of America National
Delin quency Survey), which is theshare of mortgages at a pointin time that arein foreclosure. An advantage of the
foreclosure start rateis that, unlike the for eclosure inventory rate, itis n ot influenced by the length of time that a
m ortgageisin foreclosure which canvary acrossstates and over time dueto differences in state regulations and
changesin thespeed of processing foreclosures over time. See Timothy Dunne & GuhanV enkatu, Foreclosure
Metrics, Econ. Commentary, Fed. Reserve Bank of Cleveland (Apr. 2009), available at

v arious foreclosure metrics).

177 Note thatthehorizontal axis in Figure 10 is thevearwhen the loan entered serious delinquency or foreclosure,
while in Figure 8 it was the year theloan was originated.

178 Laurie Goodman, A Progress Report onthe Private-Label Securities Market, Hous. Fin. Pol’y Ctr. Commentary,
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FIGURE 11: CIVILIAN UNEMPLOY MENT RATE, JAN 1998 — DEC 2017
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The housing crisis soon was followed by a full financial crisis as the value of mortgage backed
securities and the derivative securities tied to them dwindled. 79 Ultimately, the US economy
experienced its most severe postwar recession, commonly known as the Great Recession.!80, 18t

The economic effects were widespread and severe. The fall in housing pricesis estimated to have
resulted in 7.4 trillion dollars of household wealth lost.*82 As shown in Figure 11, the

179 JamesBullard, et al., Systemic Risk and the Financial Crisis: A Primer, at 403—417, Fed. Reserve Bank of St.
Louis Rev. (Sept./Oct., Part 1,20009), available at

181 See Siems, supra note, 9.
182 Goe FRED Econ omic Data, Households; Owners’ Equity in Real Estate, Level,

https://fred.stlouisfed.org/series/ OEHRENWBSHNO (last visited Dec. 18,2018). The loss was calculated as the
difference between 2006 Q1 peak and 2009 Q1 trough in households’equity in real estate.
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unemployment rate reached 10 percent in October of 2009, levels that the US economy had not
experienced since 1983.183 This was also a time of substantial household deleveraging as the
share of personal income held as mortgage debt fell 17 percentage pointsto reach77.2 percent
by 2011 as shownin Figure 1.

3.4 Pre-Rule economicrecovery: 2009-2013

The path to economic recovery after the recession ended in June 2009 was slow and uneven.
The unemployment rate started to slowly decline in November of 2009. Consumer spending
started to recover as early as the middle of 2009, while nonmortgage lending to consumers
began recoveringin2010.84

In contrast to consumer spending and nonmortgage lending, recovery in the housing market
was much slower. The housing market remained depressed throughout 2009 and 2010. Over
this period, the market saw decline and then stagnation in new home construction and sales in
combination with an increase in real estate owned by lender (REO) and short sales.'8 As shown
in Figure 9, house prices continued falling through 2011 reaching their trough in December of
that year.

The housing market began showing signs of recovery startingin2012. The recovery was
attributed, atleast in part, to continued improvements in the labor market documented in
Figure 11, to historically lowinterest rates as shown in Figure 5, and to pent-up demand from
the post-recessionary period.!8¢ Loan modification programs also became available to aid
distressed borrowers.'8” House prices began to slowly increase in2012 and experienced

183 Gee FRED Economic Data, Civilian Unemployment Rate, Fed. Reserve Bank of St. Louis,

186 1d.

187 Early in the housing crisis, the availability and terms of m ortgage m odification programs varied widely and often
failed tolower monthly payments for the borrower. As these early mortgage modifications rarely im proved
affor dability, the modified loanswere highly likely to re-default. In responseto the financial crisis, the federal
government established programs aimed at assisting distressed hom eowners. Hom e Affordable Modification
Program (HAMP) was introduced in March 2009, providing incentive payments to mortgage lenders, servicers,
borrowers, and investors for modifying loans to conform to the HAMP guidelines. See Maximilian D. Schmeiser &
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substantial growth starting in 2013. The number of purchase mortgage originations started
increasing again in 2012 asshown in Figure 4. In the same year refinance loans experienced an
upturn, which was largely attributed to lowinterest rates. The market for these loans cooled off
in the second half of 2013 asinterest rates rose slightly .88

Although the housing market was recovering, the experience of the financial crisisled to tighter
underwriting standards in mortgage lending compared to the standards used by some during
the preceding expansion.!89 By 2013, the number of purchase originations was well belowthe
levelsobserved inthe late 1990s (Figure 4). High credit score group borrowers experienced a
much more robust recovery than those in lower credit score groups, for whom mortgage credit
availability was significantly lower thanin the late 1990s (Figure 6). Borrowers with credit
scores above 760 accounted for close to 58 percent of originated dollarsin 2013, compared to
just 25 percentin 2006 and 39 percentin 2003. Loans with restricted features all but
disappeared fromthe market, at 1.05 percent their share in 2013 waslower than their 1998
share at 1.63 percent. Note that the disappearance of these loans, which started in 2009, took
place prior to the effective date of the Rule’s requirements regarding restricted features.

Allin all, between 2011 and the implementation of the ATR/QM Rule, mortgage lending
recovered somewhat fromits trough but remained tight, especially for borrowers of lower
creditworthiness and those using riskier loan product types. Correspondingly, early delinquency
rates fell to below 2 percent for loans originated in 2011 and stayed belowthat level through
2016. The tightness of the mortgage market was also reflected in further household
deleveraging, with the share of personal income accounted for by mortgage debt falling to below
67 percent by 2014.

Matthew Gross, The Determinants of Subprime Mortgage Performance Following a Loan Modification, 52J. of
Real Est. Fin. & Econ. 1 (2016).

188 Certain com menters suggested that the housing market recovery hasbeen weaker than the data examined by the
Bureausuggest. See Appendix B.

189 See Laurie Goodmanet al., Where Have Allthe Loans Gone? The Impactof Credit Availability on Mortgage
Volume, Hous. Fin. Pol’y Ctr. Commentary (2014), available at
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3.5 Mortgage market pre- and post-Rule

This section provides additional observations on the mortgage market shortly before and after
the implementation of the Rule using more refined aggregate market datain order to highlight
possible effects of the Rule. It considers applications and approval rates, breaks down mortgage
originations by loanssize and purchaser type, showsinterest rate trends by loan size, and
discusseslenders’ costs of and revenues from mortgage origination over time. The purpose of
the present sectionisto assess whether the implementation of the Rule had a large, discrete
effect onthe market that would be apparent in these aggregate trends. Later chaptersincluded
in this assessment analyze narrower segments of the mortgage market that may have been most
directly affected by the Rule or particular requirements of the Rule.

FIGURE 12: PURCHASE MORTGAGE APPLICATIONS AND SHARE OF APPROVALS, JAN 2010 — DEC 2016
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An imperfect but measurable correlate of mortgage loan demand is the number of applications
made for a mortgage loan.'9° The share of applications that are approved as opposed to denied
(or withdrawn), in turn, reflects the considerations of lendersin the market and of investors who
purchase loans fromlenders. Examining these two drivers of mortgage market outcomes can
signify how borrower and lender behavior are changing in the market. Figure 12 reports the
number of purchase mortgage applications on the left axis and the percent of such applications
approved ontheright axis as reported under HMDA between 2010 and 2016, both seasonally
adjusted.'9' Thereisno significant break in either applications or the approval rate around the
effective date of the Rule, implying that, at this aggregate level, neither demand nor supply were
significantly disrupted.

To examine any shiftsin the distribution of loan size, Figure 13 shows the share of purchase
mortgage originations for loan size categories abovethe standard conforming limit over the
period 2010 to 2016 asreported under HMDA. 192 Super conformingloans are defined as loans
with a size above the standard conformingloanlimit and up to the county-specific maximum
that are permitted in designated high-cost areas.?93 Jumbo loans are defined as loans that are
originated with values above either the standard conformingloan limit or the high-cost county
maximum, whicheveris greater. Not shownin the figure are conformingloans, which account
for over 9o percent of mortgage originations through early 2013. The share of jumbo loans grew
by 64 percent between early 2013 and the end of 2016 while the growth in the share of super
conformingloans was more muted at 35 percent.!%94 Despite the significant growth in the jumbo

190 It is im portant to note that applications cannot be taken tobea direct measure of demand. To the extent that
borrowers anticipate variation in the approval rate, they may turn their latentdemand for mortgage loans into
actual applications with different propensity depending on theapproval rate they anticipate. Effects of this typeare
analyzed in Chapter 5.

191 In Figure 12, themeasure of applications includes those applications that are ultim ately originated, approved but
not accepted, denied, withdrawn by the applicant, closed for incom pleteness, and purchased by an institution. The
sample excludes pre-approval requests and is restricted to purchase applications for first-lien loans on single-family
residences. See U.S. Census Bureau, The X13 Arima-Seats Seasonal Adjustment Program, (2014—2017), available

seasonal adjustment program).
192 In Figure 13, thesampleis restricted to first-lien conventional purchase originations.

193 The national conforming loanlimit for mortgages for single-family one-unit properties was $417,000for 2006-
2 008, with limits 50 percent higher for four statutorily-designated high cost areas: Alaska, Hawaii, Guam, andthe
U.S. Virgin Islands. Since 2008, various legislative a cts, including the Housing and Economic Recovery Act of 2008,
increased theloanlimits in certain high-cost areas in the United States. See Fed. Hous. Fin. Agency, Conforming
18,2018) (to determinethe applicablelimits, HMDA data arematched at the year and county level to the high-cost
county limits).

194 Note thatthesharp dropin theshare of super conforming loans and the equivalentincreasein the share of jumbo

loansbetween 2010 and 2011 was due to the county-specific maxima being significantly lowered in several counties
in 2 011. At all other times, county-specific maxima stayed the sameor increased.
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share, later chapters using more refined analysis will examine whether the growth of jumbo
originations would have been even higher absent the Rule.95

FIGURE 13: SHARE OF ORIGINATIONS BY LOAN SIZE, JAN 2010 — DEC 2016
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Atthe other end of the loan size distribution, the cap on points and fees for qualified mortgages
introduced by the Rule could be binding. Figures 14 and 15 showthe share of small loans among
purchase mortgage originations using loan size thresholds defining the Rule’s points and fees
cap, for site-built and manufactured homeloans, respectively.19°

195 As discussed further in Chapters 5 and 6, with regards to the treatment of jumbo loansunder the ATR/QM Rule,
the primary differenceis that they cannot qualify for Temporary GSE QM status.

196 T these figures, thesampleis restricted to first-lien conventional purchase originations that are valued under
$170,000, the median loan sizein 2011.
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FIGURE 14: SHARE OF ORIGINATIONS BY LOAN SIZE, SMALL SITE-BUILT HOME LOANS, JAN 2010 — DEC

2016
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Amongsite-built home loans, the share of loansunder $170,000 was 47.1 percent at the
beginning of 2010 and declined to 34.4 percent by the end of 2016. Thiswaslargely due to a
combination of the price increases documented in Figure 9, borrowers purchasinglarger homes,
and borrowers taking outloans with a higherloan-to-value ratio.'9” The Rule’s points and fees
cap may also have contributed to thistrend, an issue further examined in Section 5.4.5.

197 Th e median loan-to-value ratio for site-built homeloans increased from 76 percent to 8 0 percent over thesame
period.
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FIGURE 15: SHARE OF ORIGINATIONS BY LOAN SIZE, SMALL MANUFACTURED HOME LOANS, 2010 Q1 —
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Among manufactured home loans, there was a distinct shift fromloans under $60,000 to loans
over thisvalue. The share of loansunder $60,000 decreased from 68.6 percent to 46.8 percent
over the sevenyears studied, while the share of loans between $60,000 and $170,000 in size
increased from29.9 percent to 47.4 percent. The shift towards larger sizes was more
pronounced among manufactured home loans as compared to site-built home loans. This was
also reflected in the growth in the median loan amount from $44,000 in the first quarter of
2010 to $63,000inthe last quarter of 2016, a4 3.2 percent increase.'98 The changes observed
among small site-built and manufactured home loans were gradual and there were no sharp
discontinuities observed around the effective date of the Rule. Section 5.4.5 further explores the
effect of the Rule on small balance manufactured homeloans.

198 Qv er thesame period, the median size of site-built home loans grew by 24.4 percent, from $180.000 to $224,000.
Also, theloan-to-valueratio for manufactured homeloans grew from 65 percentin 2010 to 68 percentin 2016.
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Figures 16 and 17 showthe distribution of home purchase and refinance mortgage originations,
respectively, by loan purchaser type over the period of 2010 to 2016 using data from the NMDB.
GSE loans represented 35.5 percent of purchase originationsin 2010, but their share grewto

44 .3 percent by 2013 and stayed around that level thereafter. Privateoriginations constituted
19.1 percent of purchase originationsin 2010; their share grewto 23.7 percent by 2014, but then
declined back to 21.4 percent by 2016.199 Overall, the share of conventional (GSE plus Private)
originations grewfrom 55 percent in 2010 to around 67 percent inthe yearsfrom2013to 2016,
while the composition of conventional originations did not shift appreciably during this time.
This compositionis discussed in further detail in Chapters 5 and 6.

FIGURE 16: DISTRIBUTION OF PURCHASE ORIGINATIONS BY LOAN PURCHASER TYPE 2010-2016
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199 Private originations com prise of loans securitized by PLS andloans financed by portfolio lending by com mercial
banks, credit unions, savings banks, savings associations, mortgage banks, lifeinsurance com panies, finance
com panies, their affiliate institutions, and other private purchasers.
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Conventional loans play amore dominant role among refinance originations throughout the
period. There is a slight shiftin the composition of conventional loans as the origination share of
GSEs declinesfrom73.7 percentin2010 to 67.9 percent in 2013. The private origination share
grows from13.0 percentin 2010 to 17.3 percent by 2013. After that point, the share of GSE
originations experiences further decline to 59.9 percent by 2016 while private originations show
a small increase to 18.4 percent by 2016. This shift in composition may reflect possible effects of
the Rule.

FIGURE 17: DISTRIBUTION OF REFINANCE ORIGINATIONS BY LOAN PURCHASER TYPE, 2010-2016
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To capture changesin pricing, Figure 18 shows average interest rates onjumbo and conforming
mortgage loans among fixed rate originations.2°° The conforming loan category contains both
standard conforming and super-conformingloans. Both conforming and jumbo interest rates

200 Figure18pools purchase and refinance originations sincethe trends are very similar.
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trend downward from 2010 to early 2013, falling from around 5 percent to roughly 3.5 percent.
A small spread exists between the two categories withjumbo loans having a slightly higher
interest rate than conformingloans. Following the rise of the benchmark 10-year Treasury rate
(Figure 5), mortgage interest ratesincrease in the second half of 2013 back to around 4.5
percent for conformingloans. Around the same time, interest rates on conformingloans become
higher than those for jumbo loans. Both rates trend downward through the end of 2016 again
following the benchmark 10-year Treasury rate, and the positive spread between conforming
and jumbo loansis sustained over that period. While the inversion of the rates roughly coincides
with the implementation of the Rule, these data are inconsistent with the proposition that the
Rule caused a significant increase in the price of jumbo loansrelative to those of conforming
loans.
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FIGURE 18: AVERAGE FIXED INTEREST RATE BY CONFORMING LIMIT, JAN 2010 —DEC 2016
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This section closes by considering the revenues and expenses associated with originating a
mortgage loan over time. Since 2008, the Mortgage Bankers Association has been publishing
the Annual Mortgage Bankers Performance Report that provides data onthe revenues and
expenses associated with the origination of one-to-four unit residential loans. 20 Most providers
ofthe data are independent mortgage companies. In2017, 280 respondents provided data.
These lenders originated 8,822 residential mortgages on average with an average loan size of
$240,191and with an average origination volume of $2.13billion. Respondents represented
around 74 .2 percent of the mortgage origination volume of independent mortgage companies
and 34 .4 percent of the volume originated market-wide.2°2 While alarge share of independent
mortgage companies are represented in the data, it is not possible to knowexactly how
representative the reported numbers are among all independent mortgage companies.

201 The data also cover the costs of servicing mortgage loans. Those costs are n ot considered here.

202 Th ese share calculations arebased on the 2016 volume of mortgage originations for respondents, allindependent
m ortgage com panies, and for the market as a wholeand the latter two volume figures are derived from HMDA..
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Furthermore, because the data are limited to independent mortgage companies, they do not
provide insight into the expenses of depository institutions. However, to the Bureau’s
knowledge, these data give the most detailed information on the expense and revenue structure
of mortgage origination. 203

FIGURE 19: AVERAGE REVENUES AND EXPENSES ASSOCIATED WITH ORIGINATING A LOAN FOR
INDEPENDENT MORTGAGE COMPANIES, 2008-2017
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Figure 19 plots average revenues and expenses associated with originating a loan and their
respective components. Both revenues and expenses have been rising substantially from alittle
over $4,000in2008to around $8,000in2017. Revenue growth has somewhat outpaced the
growthin expenses, with revenues growing 75.1 percent and expenses growing 68 percent over
this time. Interms of revenues, net secondary marketing income (which includes the gain orloss
on the sale of loansin the secondary market, pricing subsidies and overages, as well as
capitalized servicing and servicing released premiums, together with a small amount of interest
income) has a large and growing share. I'ts share has grown from 51.7 percent of revenues in
200810 81.9 percent of revenuesin2017. Correspondingly, loan origination fee income’s share
has shrunk, from 33.7 percentin2008to 12.1 percentin 2017. Finally, the share of other

203 Several commenters noted the discussion of thesedata in U.S. Dep’t of the Treasury, A Financial System that
Creates Economic Opportunities: Banks and Credit Unions, June 2017. In addition, several com menters referenced
surv evs of regulatory burden for credit unions conductedby the Credit Union National A ssociation, available at
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originationsincome (such us underwriting and processing income, administration and other
fees, and fee income earned on loans acquired from correspondents and brokers) has remained
small and relatively stable.

In terms of expenses, non-personnel expenses (occupancy and equipment expenses and other
direct expenses, including technology-related expenses, outsourcing and professional fees, and
other operating expenses) have grown moderately over the period covered from $1,570 perloan
in 2008 to $2,174 in2017. Personnel expenses, in contrast, have grown rapidly bothin absolute
amount and as a share of overall expenses, from $2,905 perloanin 2008 to $5,346in2017,
reaching71.1 percent of all expenses by 2017. Thisincrease can be attributed to increased
compensation per employee as the growth in the average number of employees (at 230 percent
over the period covered) has not outpaced the growth in the number of originations (241
percent).

While the above reported trends clearly establish that the revenues and expenses associated with
originating mortgage loans have increased over the past decade, it is uncertain whether the
increase or some part of it was caused by the ATR/QM Rule. First, the increase that took place
was gradual and there was no distinct increase around the time of the implementation of the
Rule. Second, multiple changes in the mortgage market have affected the cost of doing business
in this market over the period examined. On the regulatory side, the Secure and Fair
Enforcement for Mortgage Licensing (SAFE) Act was enacted into law on July 30,2008 and the
Bureau’s TILA-RESPA Integrated Disclosure Rule also came into effect on October 3,2015.On
the non-regulatory side, there was pressure to keep up with consumer expectations for amore
streamlined process with investments in better technology2°4, ongoing uncertainty about GSE
reform, and reduced volume of lending in part because of historically lowrefinance activity. For
these reasons, it is not possible to determine from these aggregate trends alone if the ATR/QM
Rule contributed, in part or at all, to the observed increase in mortgage origination expenses.

3.6 Compliance with the Rule

Section1025ofthe Dodd-Frank Act grants the Bureau exclusive authority to examine insured
depository institutions and insured credit unions with total assets of more than $10 billion and
their affiliates to (among other things) assess these entities’ compliance with the requirements
of Federal consumer financial laws. Section 1024 of the Dodd-Frank Actseparately

204 See Daily Dose, Keeping Pace with Digitization in the Mortgage Markets, MReport (Aug. 27, 2018), available at
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authorizes the Bureau to examine depositories2°5 and certain non-bank depositories engaged in
residential mortgage lending, 2°¢ among other things, and assess these entities’ compliance with
the requirements of Federal consumer financial laws.207 The Bureau created its non-
depository supervision programinJanuary 2012.208

Aftertheeffective date of the Rule, the Bureauallowed four monthsto pass in order for
financial institutions to address compliance and technical issues that may be impacted by major
system changes. 209 Supervisory examinations of mortgage originators since 2014 have generally
focused on reviewing for compliance with the Rule. The Bureau discusses in its Supervisory
Highlights patterns and trends found during exams.21° This section focuses on AT R-related
findings from mortgage origination exams.

Supervision has observed that most entities, depository or non-depository, examined by the
Bureau are generally complying with the AT R/QM Rule. However, as first described in the Fall
2016 Supervisory Highlights2!* and further discussed in the Spring 2017 Supervisory
Highlights22, with respect to certain ability-to-repay provisions2!3, the Bureau’s examinations
identified the followingviolation:

20512 U.8.C.§5515.

206 15 U.S.C.§5514. (326).

207 12 U.S.C. §5514(a)(1)(A): this provision applies to any covered person who “offers or provides origination,
brokerage, or servicing of loans secured by real estate for use by consumers primarily for personal, family, or

household purposes, or loan modification or foreclosurereliefservices in connection with such loans.”

208 Goe Steve Antonakes & Peggy Twohig, The CEPB Launches its Nonbank Supervision Program, CFPB Blog (Jan. 5,

15.pdf(for Supervision’s observations and a pproach to com pliance withthe ATR/QM Rule provisions).

211 Gee Bureau Consumer Fin. Prot., Supervisory Highlights, Issue 13 (Fall 2016), available at

213 12 C.F.R §1026.43(c)(2)(vii), .43(c)(4), and .43(c)(7).
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Income Verification

e A creditorviolated the ATR requirements by failing to properly verify income relied upon
when considering the consumer’s monthly debt-to-income ratio and determining the
consumer’s ability to repay.2'4

The Bureau also has enforcement authority with respect to non-depository mortgage
originators2'5and depositories with assets over $10 billion,?:¢ and the prudential regulators
have enforcement authority with respect to smaller depositories. Since the effective date of the
Rule, the Bureau has not brought enforcement actions against any entities, depository or non-
depository, for violating the Rule.

214 Supranote211,at 14.
215 For enforcement authority of non-depositories, see12U.S.C. § 5514 (c).

216 For enforcement authority of depositories, see12 U.S.C. § 5515(c).
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4. Assuring the ability to repay

This chapter assesses the effectiveness of the 2013 ATR/QM Rule in assuring that mortgages
consumersreceived are onterms that reasonably reflected their ability to repay the loans. The
Rule’s Ability -to-Repay provisions require that lenders consider and verify specificunderwriting
factors, while the Qualified Mortgage provisions provide alegal presumption of compliance
(that is either conclusive or rebuttable) for loans which satisfy certain underwriting
requirements and restrictions, including those oninterest-only payments, negative
amortization, balloon payments, terms exceeding 30 years, and debt-to-income (DTI) ratios.
These provisions apply to covered loans applied for on: 1) the relationships between some of the
key restricted loan characteristics and loan performance; 2) changes in loan characteristics
when the Rule became effective; and 3) measures of loan performance for those segments of the
market where loan characteristics changed.

The main findings in this chapter include:

¢ Loans with risky features, including interest-only payments, lowdocumentation,
negative amortization, balloon payments, adjustable-rate mortgages (ARMs) for which
the interest rate canreset in under five years, and terms exceeding 30 years, had largely
disappeared from the market prior to the effective date of the Rule and today appear to
be restricted to alimited market of highly credit-worthy borrowers. Suchloans had
particularly high rates of default among 2005 to 2007 originations. By subjecting the
origination of loans with risky features to the AT R requirement, and limiting the ability
of such loans to obtain QM status, the Rule is likely to mitigate the reemergence of risky
loans should a similar overexpansion of the mortgage market take place.

e Inthe current market, DTIratios are likely constrained from returning to crisis-era
levels by acombination of the AT R requirement, GSE underwriting limits which define
the loans which are eligible for purchase by the GSEs (currently, a DTIlimitof 45
percent applies to most loans) and the Bureau’s General QM DT threshold which limits
the General QM category to loanswitha DTIat orbelow 43 percent. Eventhough house
prices have largely returned to pre-crisis levels, currently 5 to 8 percent of conventional
loans for home purchase have DT 1 exceeding 4 5 percent; in contrast, approximately 24
to 25 percent of loans originated in 2005 — 2007 exceeded that ratio. Given the negative
relationship between higher DT Is and loan performance, this restraint likely contributes
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to ensuring that borrowersreceive loans they are able to repay, in addition to potentially
mitigating systemic risks.

e Early delinquency rates (measured as the percentage of loans becoming 60 or more days
past due over the first two years since origination) remain historically lowin the post-
crisisera. The early delinquency rate of loans with DT exceeding 4 3 percent made under
the Rule’s AT R underwriting requirements (non-QM loans) has remained steady at 0.6
percent. In contrast, the early delinquency rate of GSEloans with DT Isabove 43 percent
rose from 0.6 percentin 2012-2013 to 1 percent among 2014-2015 originations. Thus,
the performance of non-QM loans with DT1 greater 43 percent hasimproved relativeto
the performance of comparable loans purchased by the GSEs following the
implementation of the Rule.

The first section describes the loan performance statistics used to measure borrower distress,
and how such measuresrelate to the idea of assuring the ability to repay. The second section
provides evidence onseveral restricted features which prevent loans from satisfying the General
QM requirements, including interest-only payments, balloon payments, negative amortization,
terms exceeding 30 years, and loans made with limited income or asset documentation. Loans
with restricted features are quite rare in the post-Rule period, but where the data allow, their
performanceis analyzed and compared to that of loans without such features. Effectson
adjustable-rate mortgages, which the QM provisions require to be underwritten to the
maximum payment within the first five years of the loan, are also examined. The third section
provides historical evidence on the trends in DT 1 ratios and their relationship to loan
performance. The final section documents how DT Is changed for some covered loans originated
after the Rule became effective and compares the performance of these loans to those which
were not directly affected by the Rule’s General QM DT threshold.

4.1 Ability to repay and loan performance

Because the affordability of a given mortgage will vary from consumer to consumer based upon
arange of factors, there is no recognized metric that can directly measure whether the terms of
mortgage loans made after the Rule’s effective date reasonably reflect consumers’ ability to
repay. This analysis instead measures a proxy for the lack of ability to repay across a wide pool
ofloans by considering the frequency of early borrower distress, measured as whether a
borrower was ever 60 or more days past due within the first two years after origination.2!7 This

217 Days past due is defined using the Mor tgage Bankers Association (MBA) calculation m ethod.
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measure is referred to as the “early delinquency rate” inthe analysesin this chapter. The focus
on early delinquencies is intended to capture borrowers’ difficulties in making payments soon
after the origination of the loan, evenif these delinquencies do not lead to a borrower potentially
losing their home. To evaluate more serious borrower distress, some analyses use a measure of
whether a borrower was ever in foreclosure within the first two years after origination, referred
to as the “early foreclosure rate.” For purposes of this assessment, the Bureau assumes that the
average “early delinquencyrate” and “early foreclosure rate” across a wide pool of Qualified
Mortgages (QM) are probative of whether QM loans reasonably assure repayment ability, and
that the dependence of these rates on the defining characteristics of QM loans is probative of
how those characteristics may influence repayment ability. Likewise, the average “early
delinquency rate” and “early foreclosure rate” among a wide pool of non-QM loans are probative
of whether such loansreasonably assure repay ment ability.

To be clear, this analysis does not define or otherwise identify any acceptable limits of
delinquencies and defaults for QM and non-QM loans. Delinquencies are measured but are not
assessed against any assumed benchmark. Defining or otherwise identifying benchmarks for
acceptablelevels of delinquencies for newloans is beyond the scope of thisreport and, in any
event, isdifficult in part because the level of delinquencies at a given time (and thus for vintages
of loans made around that time) will depend not only onthe characteristics and underwriting of
the loans themselvesbut also on the subsequent health of the economy as awhole. The primary
goal of this chapteristo present relevant evidence over time and across products.

4.2 Loans with restricted features

The Rule imposed specific documentation, verification and underwriting requirements for loans
to meet the General QM criteria, generally eliminating or restricting no-documentation and
certainlow-documentationloans; furthermore, the General QM category excludesloans with
particular features that are viewed as higher risk such as interest-only payments, balloon
payments, negative amortization, and terms over 30 years.2'8The Rule also imposes
requirements on how creditors determine the monthly payment obligations used in
underwriting. In particular, in order for a loanto be a General QM loan, it must be underwritten
based on the maximum interest rate permitted duringthe first five years of repayment, whereas

218 Ba1loon loans are particularly rare in both McDash and CoreLogic. One possible explanation is that coveragein
both datasourcesis skewedtowards larger lenders and therefore may not fully capture loans originated by small
creditors. Chapter 8 further discusses a provision in the Rulethat allows small creditorsto originate balloon
payment QMs, subject to similarrestrictionsas General QM loans. See12 C.F.R§1026.43(f) for moreinformation.
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for non-QM loans the underwriting must be based on the maximum interest rate permitted
under the mortgage. 219

Figure 20 shows the share of conventional purchase loans with eachrestricted loan feature
based on NMDB data.22° The prevalence of restricted feature loans in the market was already
quite limited prior to the Rule’s implementation, in contrast to their more widespread use in the
years preceding the financial crisis. 22! While it is beyond the scope of this assessment to model
how the U.S. economy and the housing market would have progressed had the ATR/QM Rule
beenin place at the beginning of the 215t century or howit would progressinthe future absent
the Rule, some simple calculations can shed light on some of the changes that the Rule would
havelikely brought about had it beenin place at the time.

219 12 C.F.R. §1026.43(e)(2)(vi)(A).
220 1,oans may have multiplerestricted features, and thus a ppear in multiple groups in Figure 20.

221 Com parable patternshavebeen found in other studies of theserestricted featureloans. See Bing Baiet al., Has the
OM Rule Made it Harder to Get a Mortgage?, Hous. Fin. Pol’y Ctr. Commentary, Urb. Inst. (2016), available at
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FIGURE 20: SHARE OF CONVENTIONAL PURCHASE LOANS WITH RESTRICTED FEATURES, 1998-2016
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Data Source: NMDB 4.0

Figure 21 shows the share ofloans with at least one restricted feature2?2among early foreclosure
loans (defined here as loans that foreclosed within two years of origination) and among
performingloans (defined here as those loans that did not foreclose within two years of
origination) by originationyear. The figure shows that 50 to 60 percent of early foreclosed loans
fromthe 2005 to 2007 originations that preceded the crisis had features that the Rule generally
subsequently restricted or eliminated in some manner. The Rule would likely have prevented at
least some of the early foreclosed loans that had these features from being originated in the first
place, potentially eliminating a majority of early foreclosed loans if the Rule had beenin place at

222 Given thatloans withno documentation are not distinguished from loans with low documentation in the NMDB,
this figure does not classify loansas having restricted features based on documentation alone. Foreclosure shares
when classifying theseloans as restricted are similar.
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the time.223 On the other hand, it is not possible to assess to what extent performingloans with
these features would have been originated under terms allowed by the Rule and to what extent
they would have been eliminated. Further, while it is not possible to assess the likelihood that
risky lending with these features would occur againin the future absent the Rule, an important
benefit of the Rule is that it limits such an outcome and any consequent consumer harmor
macroeconomic disruption.

FIGURE 21: SHARE OF LOANS WITH RESTRICTED FEATURES AMONG EARLY FORECLOSURE LOANS AND
AMONG PERFORMING LOANS BY ORIGINATION YEAR
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The remainder of this section focuses on the more narrow use of products with these restricted
featuresin the post-crisis era. To assess borrowers’ ability to repay within this space, the

223 An analysisusing CoreLogic data finds that the national foreclosure inventory, as measured by the number of
m ortgagedresidencesthat havebeen placed into the foreclosure process by the servicer, peakedin January 2011
See United States Residential Foreclosure Crisis: Ten Years Later (March 2017), available here
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following analyses compare the characteristics and performance of suchloans to loansin the
overall market, taking advantage of the larger sample sizes available in the McDash and
CoreLogic datasets. 224 Figure 22 shows the limited prevalence of restricted feature loansin these
datasets since 2012. Further, in qualitative responses to the Bureau’s survey of lenders
concerning mortgage applications from 2013 through 2016, multiple lenders reported
discontinuing products with balloon and interest-only payments, as well as changing the
structure or income requirements of ARM products.225

224 The variable that indicates documentation status in the McDash datais reported as missingor unknown for over
6 0 percent of loan observations beginning in 2014. For this reason, this subsection uses CoreLogic LLMA data in
order tomeasureloanperformance by documentation status and the McDash data to analyze the other loan
features. The CoreLogic data indicate whether a loan is “full documentation”, “low or minimal documentation”, or
“no asset /fincomeverification”. A “full documentation” loan is described as one in which the borrower’s em ployment,
incomeand assets havebeen verified. In contrast,loans are categorized as “no documentation” ifthe provider of the
loan data clearly indicates that theloanwas originated with no documentation. The third category of loans is “low or
m inimal documentation”, whichincludes any loanthat does not fit in the previous two categories and isn ot missing
thisinformation. Low documentation loansmay include phrasing from the data provider such as streamlined,
reduced, or limited verification.

225 See Section 8.2in this report for additional details of responses to the survey of lenders. In addition, responses to
the Bureau’s 1022(c)(4) information request to nine anonymous mortgagelenders also indicate thatseveral lenders
preemptively discontinued some of these restricted product features altogether prior to the Rule’s effective date.
Otherlenders report that they continueto offer interest-only loan products asnon-QM loans or that they still
originate loans with documentation exceptions in limited circumstances.
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FIGURE 22: SHARE OF CONVENTIONAL PURCHASE LOANS WITH RESTRICTED FEATURES: 2012-2017
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4.2.1 Post-crisis characteristics and performance of loans
with restricted features

Giventheirrarity and the low overall delinquencylevelsin the current market, the available data
do not allow for informative comparisons of loan performance for loans with balloon payments,
negative amortization, and/or terms over 30 years.22% 227 Further, loans with no asset orincome

226 Balloon loans are particularly rarein boththe McDash and CoreLogic datasets. One possible explanation is that
cov erage in both datasources is skewed towards larger lendersand therefore may not fully capture loans originated
by small creditors. Chapter 7 further discusses a provision in the Rulethat allows small creditors to originate
balloon paymentQMs, subject to similarrestrictionsas General QM loans. See12 C.F.R. §1026.43(f).

227 The McDash data arereported on a monthly basis and as such, this analysis does not consider loanswith terms of
3610r 362monthstoexceed 30 years. Considering suchloansas 30-year term also accounts for the possibility that
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verification are non-existent in the sample used in this chapter, evenbefore the ATR/QM Rule
took effect. For those reasons, performance is only estimated for loans with interest-only
payments, loans with limited documentation of borrower assets or income, and (in the next
subsection) loans with ARM resets under five years.

Figure 23 shows that from 2012 through 2015, loans with interest-only payments had
considerably lower early delinquency rates than the market as a whole. This likely reflects the
more limited use of such products after the crisis era. There was a small rise in the use of such
loans at the time the Rule went into effect (see Figure 22), which was accompanied by an uptick
in their early delinquency rate while still staying significantly belowthe early delinquency rate of
non-interest only loans (see Figure 23). Figure 24 shows that the limited number of loans
reported as having minimal documentation of either assets or income performed comparably to
the broader population of mortgages from 2012 through 2015.228

a loan origination could occur a month or morebefore theborrower’s first paymentis due. For example, if a
borrower closes on aloanon January 15th, the first payment mav not be due untilMarch1standthismayresultin a
reported loanterm thatis onetotwo monthslonger than360 months. See12 C.F.R. §1 026.17(c)(4)(iii) for more
information about disclosures relating to the calculation of payment schedules.

228 Py e to limitationsin data availability, the delinquency rates shown in Figure 24 are m easured for loans that were
originated from January 2012 through September 2015.
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FIGURE 23: EARLY DELINQUENCY RATES BY INTEREST-ONLY PAYMENT STATUS, CONVENTIONAL
PURCHASE LOANS, 2012 THROUGH 2015
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Data Source: McDash Loan Current and Loan Month Files
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FIGURE 24: EARLY DELINQUENCY RATES BY ASSET AND INCOME DOCUMENTATION STATUS,
CONVENTIONAL PURCHASE LOANS, 2012 THROUGH 2015
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To further examine the underwriting of these loans, T able 1 shows average borrower and loan
characteristics for 2014 originations of the two loan products analyzed in this subsection, as well
as the adjustable rate products analyzed in the next subsection. On average, the small subset of
borrowers who took outlowdocumentationloansin 2014 tended to have similar characteristics
to the general population of borrowers, consistent with their comparable loan performance
shown in Figure 24.On the other hand, borrowers who took out interest-only loans tended to
have higher credit scores and markedly lower LTV ratios and introductory rates on average.
These characteristics suggest that loans with these restricted features may be largely confined to
highly creditworthy borrowers.
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TABLE 1: AVERAGE BORROWER AND LOAN CHARACTERISTICS OF CONVENTIONAL PURCHASE
LOANS WITH RESTRICTED FEATURES, 2014 ORIGINATIONS

Loan sample Creditscore DTlratio LTVratio Interestrate Observations
All loans (McDash) 755.48 29.69 81.93 4.23 875,044
Interest-only (McDash) 770.79 32.57 69.46 2.99 8,108

ARMSs that reset in under 5

years (McDash) 772.63 31.71 74.4 2.88 3,635
All loans (CoreLogic) 755.47 33.45 80.48 4.24 579,931
Low documentation

(CoreLogic) 756.44 32.62 80.54 4.04 9,700

4.2.2 Effects on adjustable rate mortgage characteristics

In additionto prohibiting certain features on QM loans, the QM provisions of the Rule require
that creditors underwrite based on the maximum interest rate permitted during the first five
years of repayment.229 These provisions operate in part to prevent the widespread return of
loans underwritten based on a “teaser” rate payment used for the first two or three years of the
loan, which would then reset to a much higherlevel.23° In qualitative responses to the Bureau,
several lenders noted that they had changed the structure of some adjustable rate mortgages
(ARMs)in response to this requirement, increasing the time until first payment reset to five
yearsorlonger.

To assess whether such a shift occurred across the market more broadly, Figure 25 examines the
share of ARMs with initial reset timing belowfive years.23! The sampleisrestricted to the
conventional, non-GSE market where General QM provisions, rather than Temporary GSE QM
or Federal Agency QM provisions, are likely to bind. The data showthat while ARMs with initial

229 12 C.F.R. §1026.43(e)(2)(iv)(A).

230 “['TThe ability-to-repay provisions of the Dodd-Frank Act were codifiedin responsetolax lending terms and
practicesin the mid-2000's, which led to increased foreclosures, particularly for subprimeborrowers. The statutory
underwritingr equirements for a qu alified m ortgage—for example, the requirem ent that loansbe underwritten on a
fully amortized basis using the m aximum interest rate during thefirst fiveyears and not a teaser rate, and the
requirement to consider and verify a consumer's income or assets—will help prevent a return to suchlaxlending.”
78 Fed. Reg. 6511 (Jan. 30,2013).

23! The initial reset of an ARM is also referred to by the term “recast.”
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reset timing under five years already made up less than 20 percent of ARMs prior to the Rule’s
effective date, their share fell further after the effective date of the Rule.

FIGURE 25: SHARE OF CONVENTIONAL, NON-GSE ADJUSTABLE RATE MORTGAGES SPLIT BY INITIAL
RESET TIMING, 2012 TO 2015
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Like the non-QM loan features discussed in the previous subsection, short timing reset ARMs
already made up a much smaller share of the market in the years immediately prior to the Rule’s
effective date than during the financial crisis. Column 3 of Table 1 shows that short timing reset
ARMs appear to berestricted to highly creditworthy borrowers. Thisis also reflected inthe very
low early delinquency rates for suchloans, shown in Figure 26, though the stronginitial
performance for all ARMsisdue in part to loans for which initial payments have yet to reset.
Together, the ATR and General QM underwriting requirements of the Rule will likely prevent
loans with these characteristics from re-emerging as a means of enabling borrowers to gain
approval for amortgage.
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FIGURE 26: EARLY DELINQUENCY RATES OF CONVENTIONAL, NON-GSE ADJUSTABLE RATE
MORTGAGES, SPLIT BY INITIAL RESET TIMING, 2012 TO 2015
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4.3 Historicaltrendsin DTl and relationship
with loan performance

4.3.1 Historical trendsin DTI

While the primary focus of this chapteris on the years surrounding the Rule’simplementation,
this subsection provides context by examining how DT Is have evolved since 2000. As was
shown in Figure 8 of Chapter 3, recent vintages of mortgage originations have had very low early
delinquency rates, onthe order of 1 to 3 percent depending on the product type, relative to peak
vintage early delinquencies of 7 to 25 percent in 2007. These low early delinquency rates are
seen for vintages both before and after the Rule’s 2014 effective date, likely reflecting both
steady economic growth and changes in lender practices following the collapse of the mortgage
market and the 2007 to 2009 recession as discussed in Chapter 3.
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FIGURE 27: CONVENTIONAL PURCHASE MORTGAGE DTl DISTRIBUTIONS BY ORIGINATION YEAR
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Shifts over time in both housing costs and underwriting practices canbe seen in the changing
distribution of DT for loans originated in the years prior to, during, and after the financial
crisis. Figure 27 plots these distributions for conventional purchase mortgages and in each case
indicatesthe Rule’s General QM DT threshold of 43 percent. 232 The distribution of DT Is shifted
substantially higher from the pre-crisisera (2000 to 2003) to the years surrounding the crisis-
era (2004 to 2007) as a result of rising home prices and loosening underwriting requirements,
and included many loans above both the General QM DT1 threshold and recent GSE DT limits
(45 percent without what the GSEs consider compensating factors like required cash reserves or

232 DTIdata areonly available for 33 percent of loans in this sample of the McDash data. Where possible, analyses are
replicated usingNMDB data on GSE and FHA loans, for which closeto full DTIcoverage is available.
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LTV restrictions, 50 percent with such compensating factors).233 Following the crisis, by 2012
nearly all conventionalloans had DT Is belowthese GSE limits, and substantially fewer loans
were made with DT Isabove 43 percent. While DT Isfor conventional loans are trending higher
in the current market, they are likely being constrained from returning to crisis-eralevels by
these GSE limits, combined with limited appetite fromlenders to originate non-QM loans above
the General QM DT threshold.234In 2017, 5 percent of conventional purchase loanshad DT Is
over 45 percent, compared to 24 percent in the years surrounding the crisis. 235

Therole of the GSE DT limits is highlighted in Figure 28, which shows the comparable DT1
distributions for GSE and FHA loans over this time period, using NMDB data. DT1levels for
GSE loans have been held below the GSE-imposed 4 5 percent and 50 percent limits in current
years, driving the results seen for all conventional loans in Figure 27. In contrast, current DT
levelsfor FHA loans exceed their crisis-era levels, with numerous loans originated up to an
apparent DTIlimit of 57 percent.23¢

233 Typical required com pensating factors for GSEloans with a DTIabove 45 percent include twelve months of cash
reserves for theborrower and a maximum LTV ratio of 8 0 percent. See Steve Holden & Walt Scott, Desktop
Underwriter Version 10.1 — Updates to the Debt-to-Income (DTI) Ratio Assessment, Credit Risk Sharing

234 Chapterss, 6, and 8 provide further evidence and discussion on lenders’a pproaches to non-QM lending.

235 In the CoreLogic data, 8 percentof 2 017 conventional purchase originations had DTIs over 45 percent, com pared
to25 percentin theyears surrounding the crisis.

236 FHA underwritingallows DTIratios above thoseseen in the conventional space. Section 4.1.2 provides a brief
analysis of DTIanddelinquency for recent FHA originations.
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FIGURE 28: GSE AND FHA PURCHASE MORTGAGE DTI DISTRIBUTIONS BY ORIGINATION YEAR
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While the remainder of this section focuses on the relationship between DT T and loan
performance, the Rule’sfocus on DT I was intended to have additional benefits. The Rule’s
underwriting requirements were not only meant to improve assessments of individual
consumers’ ability to repay, but were also intended to limit potential systemic effects of
overextended credit.23” Underwriting limits on maximum allowable DT Is can provide a

237 For example, regarding misstated incom es used in underwriting, the Rule stated that “[t]he sy stemic effects were
evident:the extension of credit against inflated incom es expanded the su pply of credit, which in turn continued the
rapidriseof house pricesin the later vears of thehousingboom and exacerbated the eventual crash.” 78 Fed. Reg.
6408,6561 (Jan. 30,2013). For the prevalence of teaser rate products which did n ot r eflect true debt payment
liabilities, the Rulestated that “. . . thewidespread use of the product put many borrowers in precarious financial
positionsand may also have fueled the sy stemicrise in home prices. The elimination of these products should limit
both theindividual and sy stemic harms which ultimately translate, in the largest part, into harms to theindividual
consumers.” Id. The Rule’s requirements to a ccurately documentand useincome and debt payment information
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meaningful constraint onborrowinglevels. Inturn, a DTI limit which binds for the most highly
leveraged borrowers can potentially benefit the broader population of consumers, by
constraining excessive house price growth and subsequent resulting price declinesin a
downturn. Such a limit effectively imposes a link between borrowing and household incomes.
Recent research, notably Greenwald (2018), has studied this mechanism in depth, finding that
in a market with low downpayment requirements and large numbers of borrowers at or near
DT1limits (as existsin the post-Rule period), small changesin DT limits can lead to substantial
house price and borrowing changes. 238 In simulations conducted in that paper, the existence of a
DT limit significantly reduces the magnitude of house price fluctuations and the resulting
borrower distress from pricing corrections. This report does not attempt to estimate these
systemic effects, but they represent a potentially substantial benefit of DTI thresholds for overall
market stability and loan performance, in addition to the relationships described in the next
subsections.

4.3.2 Relationship betweenDTI and loan performance

The following figures examine the relationship between DT 1 and early delinquency rates, across
different time periods and mortgage loan types, and find that relationship to be generally
positive. The relationships are shown through both observed mean early delinquency rates for
loans with different DT Is, as well as expected mean early delinquency rates which have been
adjusted to control for differences betweenloans in other characteristics.

Theincluded control variables reflect underwriting information used directly to assess mortgage
riskiness (credit scores, LTV ratios), characteristics which may indirectly signal the risk of a loan
(documentation type, interest rate, loan amounts), and the month and year of originationto

account for changes in the economy over time which influence market-wide performance. 239 The

ensurethat DTIlimits cannot be evaded by misrepresentation, which in turn allows the DTIlimits to imposea
m eaningful constraint on borrowing levels.

238 Daniel Greenwald, The Mortgage Credit Channel ofMacroeconomic Transmission, (MIT Sloan Research Paper
No. 5184-16,2016). Seealso Dean Corbaeand Erwan Quintin (2015), Leverage and the Foreclosure Crisis, Journal
of Political Economy, vol. 123(1), pg. 1-65.

239 Th ough not n ecessarily indicators of repayment ability, these control variables reflect standard risk factors used
both in practice to set mortgage pricing and by researchers to study loan-level risk based on characteristics at
origination. See, e.g., Fannie Mae, Loan-Level Price Adjustments (LLPA) Matrix, (June 5, 2018), available at
https://www.fanniem ae.com /content/pricing/llpa-m atrix.pdf; Freddie Mac, Credit Fees in Price, at E19-12 (Dec. 5,
Avery etal., Credit Risk, Credit Scoring, and the Performance of Home Mortgages, Fed. Reserve Bull. (July 1996);
Hamilton Fout, Grace Li, & Mark Palim, Credit Risk of Low Income Mortgages, (Fannie Mae, Econ. & Strategic
Research White Paper, 2017), available at
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inclusion of these variables helps assess the extent to which the relationships between DTTand
mean early delinquency inthe data are driven by correlation with these other characteristics (for
example if DT1is positively correlated with LT V), and whether they persist after accounting for
such correlations.24° When the full set of control variablesis included, the estimated
relationship between DT and early delinquency reflects the expected early delinquency fortwo
otherwise similar loans originated in the same month and year with the same credit score, LTV
ratio, loan amount, documentation type, and interest rate. 24!

Figure 29 shows the relationship between DT 1 and early delinquency rates for conventional
single-family purchase loans originated from 2006 to 2008 during the latter part of the financial
crisis. The green data points reflect the mean early delinquency rate for loans originated within
each equally sized (by count ofloans) DT Ibin. The black line shows the linear best fit line for the
underlying data. The right panel shows that for two loans which are otherwise identical
accordingto the characteristicslisted above, the expected early delinquency rate for aloan with
a DTI of 20 percent was approximately 8 percent, while a loan with a DT of 40 percent had an
expected early delinquency rate near 13 percent.

paper.pdf; Christopher Mayer, Karen Pence, & Shane M. Sherlund, The Rise in Mortgage Defaults,23J. of Econ.
Persp. 27 (2009) (studies of loan-level risk based on characteristics at origination).

240 Note thatthis analysis does not attem pt to estim ate the r elative explanatory or predictive power of different
v ariables that could be used in underwriting, but rather seeks to establish the relationshipbetween DTIand
performance withand without controlling for these other underwriting factors. See Diana Farrell, Kanav Bh agat, &
Chen Zhao, Falling Behind: Bank Data onthe Role of Income and Savings in Mortgage Default, (JP Morgan Chase
Inst.,2018), available at https://www.ipmorganchase.com /corporate /institute/insight-incom e-shocks-m ortgage-

241 A shiftin reporting of documentation type occurs in 2014 in the McDash data, with a substantially higher share of
loansreporting “unknown” documentation type. The specifications used in this analysis includesan interaction
term for documentation type and dates after 2014 to account for potentially differential categorizations used in the
latter part of thesample. For additional details on the m ethodology used for these figures, see Michael Stepner,
2013. "Binscatter: Stata moduleto generate binned scatterplots,"” Statistical Software Com ponents S457709, Boston
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FIGURE 29: RELATIONSHIP BETWEEN EARLY DELINQUENCIES AND DTI, 2006 TO 2008 CONVENTIONAL
PURCHASE ORIGINATIONS
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Data Source: McDash Loan Current and Loan Delinquency History Files, DTI topcoded at 70

Figure 30 shows the same relationship for conventional single-family purchase loans originated
in the years surrounding the implementation of the Rule from2012to 2015. Asdiscussed
earlier, the overall early delinquency rate during this period is approximately one tenth of that
forthe 2006 to 2008 vintages (see different scale ony-axis). A similar positive correlationis
seen, though with a decline in delinquencies at the highest levels of DT, particularly those
above the General QM threshold (dashed gray line) or the GSE limit without compensating
factors (purple short-dashed line). The sharp decrease in originations above these levels (shown
in Figures 27 and 28), captures the increased underwriting requirements for loans with DT
abovetheselevels on characteristics that are observablein the data (e.g., credit scores, LTV) and
unobservable inthe data (e.g., asset and savings requirements, lender accommodation).
Examples of such unobservable underwriting criteria required by one or more of the lenders
fromthe Application Datainclude reserve asset requirements of 10, 25, or 50 percent of the
originalloan amount depending on the extent to which DT Isexceed 43 percent. Controlling for
the observable underwriting dimensions reduces the decline in delinquencies for those loans
above the GSE DT threshold of 45, and the remaining gap is likely due to the unobserved
underwriting factors.
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FIGURE 30: RELATIONSHIP BETWEEN EARLY DELINQUENCIES AND DTI, 2012 TO 2015 CONVENTIONAL
PURCHASE ORIGINATIONS
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The previous two figures use McDash servicing data, which has missing DT valuesfora
substantial share of loans. Figures 31 and 32 showthe relationship between DT and early
delinquencies for the period 2012 through 2016 for nationally representative samples of
purchase originations of GSE and FHA insured loans, respectively, for which there exist
complete DT 1 data coverage inthe NMDB dataset. For context, GSE and FHA loans represented
44.6and 18.5 percent of purchase loansin 2014, respectively (Figure 16 in Chapter 3). In these
samples, the same strong positive relationship exists both unconditionally and with controls. As
highlighted earlier, Figure 31 shows that GSE early delinquencies decline forloans with DT Is
above 45 percent, likely due to unobservable underwriting criteria. 242 However, because FHA

242 Thisdecreasein GSE delinquencies above DTIs of 45 percent, though with a positive relationship below this level.
See also Karan Kaul & Laurie Goodman, Updated: What, If Anything, Should Replace the QM GSE Patch, Hous.
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originations do not decrease as substantially at DT I thresholds over 43 percent, the positive
relationship in Figure 32 continues through these higher levels. 243

FIGURE 31: RELATIONSHIP BETWEEN EARLY DELINQUENCIES AND DTl, GSE HOMEBUY ERS, 2012 TO
2016 PURCHASE ORIGINATIONS
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Data Source: NMDB 4.0, DTI topcoded at 70

These figures document post-crisis loan performance relative to historical levels, and the basic
relationship between DT and performance across large segments of the mortgage market. For
all periods and samples studied, the positive relationship between DT 1and early delinquency is
present and economically meaningful. In all cases, the slope of the relationship is stronger for
the unconditional early delinquency rate, providing evidence that higher DT T is correlated with
other higher risk loan characteristics. However, because the positive relationship still exists after

243 Current FHA manual underwriting guidelines loans do apply additional credit score requirem entsor
com pensating factors (e.g., documented cash reserves, residual income tests, minimal increases in housing
payments, significant additional income likebonuses or overtime) at DTIthresholds of 4 0, 43, 47, and 50, but these
are generally less stringent than GSE requirements, and thus have a morelimited effect on origination patterns. See
U.S. Dep’t of Hous. & Urban Dev., FHA Single Family Housing Policy Handbook, at 25 (Dec. 30,2016), available
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controlling for other underwriting criteria, these figures suggest that higher DT does
independently increase expected early delinquency, regardless of the other factors.

FIGURE 32: RELATIONSHIP BETWEEN EARLY DELINQUENCIES AND DTI, FHA HOMEBUY ERS, 2012 TO

2016 PURCHASE ORIGINATIONS
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The slope of the relationship in Figures 29 and 30 also appearsto scale with the overalllevel of

early delinquencies between time periods, suggesting that adverse changes to the housing

market as a whole may lead to proportionately higher delinquencies for loans with higher DT s.
Thus, while higher DT1loans have low overall early delinquencies inrecent vintages, the

potential for higher DT1loansto default at higher rates in a weaker housing market persists. To

the extent that underwriting responses to the combination of GSE requirements and the Rule
limit such loans to a narrower set of consumers with strong borrowing characteristics, the Rule’s
General QM DT 1 threshold and Temporary GSE QM provision contribute to ensuringborrowers

receive loansthey are able to repay.
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4.4 Effects of the General QM DTI limit on
loan performance

To further assess whether the implementation of the Rule’s General QM DT limit may have had
immediate effects on the early delinquency rate—which, as previously discussed, servesasa
proxy for measuring the effect of the Rule on ability to repay—this section first identifies the
market segments in which the Rule meaningfully changed loan origination behavior.
Specifically, loans covered by the Rule’s General QM DT threshold likely sawareductionin
originations with a DT T above the limit of 43 percent and may have increased originations just
belowthe limit. The latter effect would occur, for example, if borrowers started choosing to buy
homes of a somewhat lower value or putting down larger downpayments. The full set of
responses to the threshold may also have affected loan performance.

106 BUREAU OF CONSUMER FINANCIAL PROTECTION



This section primarily examines first-lien, conventional, single-family purchase mortgages
originated in the year preceding (2013) and the year following (2014) the Rule’s effective date of
January 10, 2014. The focusis on comparing the origination and performance trends, before
and after the Rule, of a segment of loans not purchased by the GSEs (and therefore, unless
eligible for GSE or government agency purchase, guarantee, or insurance, or else made by and
held on the portfolios of Small Creditors, must comply with the General QM DT limit to obtain
QM status) with a segment of loans that are purchased by GSEs (and therefore not subject to the
General QM DTI limit due to the Temporary GSE QM).244The trends in originations for these
segments are presented firstin Section 4.4 .1, while their performance is measured in Section
4.4.2.245These approaches drawin part on academic research into the Rule’s effects, notably
DeFusco, Johnson, and Mondragon (2017).246

4.4.1 EffectsonDTI distributions

To first demonstrate the starkest potential origination changes due to the General QM DTI
threshold, Figure 33 belowshows DT1 distributions of jumbo single-family purchase loansin the
McDash data, which are ineligible for GSE purchase due to their size, in 2013 (prior to the Rule’s
effective date) and 2014 (after the Rule became effective). For context, total jumbo purchase
originationsincreased from an estimated 108,700 to 130,200 between 2013 and 2014, based on
nationally representative NMDB data. While jumbo loans are not representative of the market
as a whole, their ineligibility for GSE purchase allows a clean look at changes for a market
segment where essentially allloans are subject to the General QM DT threshold. Each point on
a givenline shows the percentage of loans originated in that year which had DTI—rounded up to
the nearest whole number—equal to the level shown on the horizontal axis. Vertical lines

244 Note thatloans not purchased by the GSEs could nonetheless be QMs under the Temporary GSE QM if such loans
were eligible for GSE purchase. The availableloan performance datadoes not identify which non-purchasedloans
were eligible for purchase, nor does it provide a reliable means to estim ate purchase eligibility. In the data, the
presence of eligible (and therefore QM) loans not purchased by the GSEs is likely to lessen any performance
differences observed between loanspurchased and those not purchased by the GSEs. Whilethey donot provide
performance data, the Application Datausedin Chapter 5 allows for the comparison of GSE-eligible and ineligible
applications and originations. Dataon submissions to GSE Autom ated Underwriting Sy stems are usedin Chapter 6
to examine possible lender u tilization of the Temporary GSE QM for loans not sold to the GSEs.

245 These com parisons before and after the Rule of loans purchased and not purchased by the GSEs arein the style of
so-called “differences-in-differences” analyses, with discussion and evidence on the caveats and assumptions
required tointerpret them as such developed in the sections below. The further com parisons of average
performance when splitting the loans within these segments above and below the 43 percent DTIthreshold are in
the stvle of “triple difference” analyses, though the potential substitution of borrowers across the DT1threshold
requires caution in interpreting them as such.

246 Gee Anthony A. Defusco, Stephanie Johnson & John Mondragon, Requlating Household Leverage, (NW. Univ.
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separate loans above and below the General QM DT limit of 43 percent (gray dashed) and the
GSE limit without compensating factors of 4 5 percent effective during this period (purple short-
dashed). In 2014, the share of loans originated above a DTI of 4 3 percent fell, while the share of
loans originated at and just belowa DT1 of 43 percent increased. This change likely reflects
some general market trends from one year to the next, but may also reflect the ability of
borrowersto adjust DT, with some borrowers who would have obtained aloan with a DT1
above 43 percent absent the Rule instead obtaining a loan with a DT just below 43 percent.
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FIGURE 33: CHANGE IN DTl DISTRIBUTION FROM 2013 TO 2014, CONVENTIONAL JUMBO PURCHASE
ORIGINATIONS
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Data Source: McDash Loan Current and Loan Month Files
Notes: DTI topcoded at 70, vertical lines reflect General QM DTI threshold (gray dashed)
and GSE DTI limit without compensating factors (purple short-dashed)

A patternof “bunching” at DT Is below (but not exactly at) the limit of 43 percentin 2014 may be
due to the difficulty of precisely measuring DT 1 as well as the fact that while some methods of
lowering DT are continuous, such as that of increasing downpayments, other methods are
discrete in nature, such as purchasing a less costly home or eliminating other installment debt
payments by paying off such loans.

The General QM DT1 threshold’s apparent effect of reducing jumbo originations at DTIsover 43
percent while potentially increasing them at DTIsunder 43 percent is consistent with the
findings of DeFusco, Johnson, and Mondragon (2017). Usingthe 2013 to 2014 shiftin DT Isfor
loans of $417,000 or less to model the counterfactual shift for loans above that amount, the
paper estimates that the DT1 limit caused 15 percent of originations above $417,000 with DT1s
over 43 percent that would have been made in 2014 absent the Rule to no longer be made with
the Rulein effect, and caused an additional 20 percent of these originations to be made at lower
DTIs. Chapter 5 explores these patterns and the implications for credit access in depth, using
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new Application Data from nine lenders. In particular, the Application Data can distinguish
loans based on GSE eligibility rather than only GSE purchase, allowing for a more precise
accounting of borrower and lender responses to the Rule.

While the DT 1 distributions for jumbo loans are suggestive of the Rule’s effects, the following
two figures examine the broader and more representative comparison samples used for the loan
performance analysisin Section 4.4.2. Figure 34 shows the DT1 distributions for a “treated”
sample including not only jumbo loans, but all conventional loans not purchased by the GSEs
within two years of origination. It is important to note that not all loans within this sample will
be subject to the General QM DT threshold, for example those that qualify as Small Creditor
QM or are GSE eligible—and thus covered by the Temporary GSE QM —but not sold to the
GSEs. 247 Figure 35 shows the comparable DT distributions for those loans that were purchased
by the GSEs within two years of origination, assuring that they were not subject to the General
QM DT1limit (the “control” sample). One potential concern for this comparisonis that the
assignment of GSE eligible loans to either the treatment or control samples is not random, but
rather will reflect potential changes in the insurance and securitization choices made by lenders
after the Rule’s effective date, as well as changes in consumers’loan choices. While lenders
could, in response to the Rule, choose to sell to the GSEs eligible loans with high DT Isthat the
lender would have kept on portfolio absent the Rule, analysisin Chapter 6 suggests that such
substitution was not prevalent at the time the Rule was implemented. Looking at estimated total
conventional purchase originations in the NMDB data, GSE purchased loans decreased slightly
from1,403,200in2013t0 1,397,500 in 2014, while non-GSE conventional purchase
originationsincreased from732,700in2013t0741,300 in 2014.248

The pattern of a decreased shared of DT Isover 43 percent and an increased share of DTIs at or
below 43 percentis also present in the larger sample of loans not purchased by the GSEs (Figure
34), though less pronounced than for the subsample of only jumbo loans (Figure 33). This
suggeststhat any borrower or lender response was less pronounced for non-jumbo loans than
for jumbo loans.

247 Com parableto thelimitations discussed in Footnote 244 regarding GSE eligible loans not purchased by the GSEs,
the available loan performance data does n ot identify which loans were originated by lenders eligible for the Small
Creditor QM, nor does it providea reliable means to estimate su ch eligibility. In the data, the presence of Small
Creditor QM loans is likely to lessen any performance differences observed between loanspurchased by the GSEs
and thosenot purchased. Chapter 7 specifically analyzes the effectsof the Small Creditor QM category.

248 Dyue to differences in data availability, loans in the NMDB data are categorized as GSE or non-GSE based on

whether they have been reportedin credit records as purchased by a GSE as of September 2018, rather than within
twoyears of origination.
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FIGURE 34: CHANGE IN DTl DISTRIBUTION FROM 2013 TO 2014, CONVENTIONAL NON-GSE PURCHASE
LOANS
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Data Source: McDash Loan Current and Loan Month Files
Notes: DTI topcoded at 70, vertical lines reflect General QM DTI threshold (gray dashed)
and GSE DTI limit without compensating factors (purple short-dashed)

In comparison, for the control group of loans purchased by the GSEs, Figure 35 shows that there
was an increase from 2013 to 2014 inthe share of loans with DT1 of 44 or 45 percent, while the
shares with DTT above 45percent stayed comparable. This shift is consistent with the general
market trend towards higher DT that can be observed throughout the DT1 distributionin
Figures 28 and 35.249

249 The increased share of high DTIloans is similariust below the 43 percentthreshold andiust above. Given that
substitution into GSE securitization dueto the Rule’s DTIthreshold would be expected to occur only above the 43
percent threshold, this pattern suggests limited substitution of this type.
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FIGURE 35: CHANGE IN DTl DISTRIBUTION FROM 2013 TO 2014, GSE PURCHASE LOANS
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Data Source: McDash Loan Current and Loan Month Files
Notes: DTI topcoded at 70, vertical lines reflect General QM DTI threshold (gray dashed)
and GSE DTI limit without compensating factors (purple short-dashed)

The next section evaluates howloan performance changed for loans not purchased by the GSEs
just above and belowthe General QM DT 1 threshold, relative to loans purchased by the GSEs
(and hence not subject to the General QM DT threshold) above and belowthe threshold.

4.4.2 Effectsonloan performance

Figure 36 compares early delinquency rates for GSE and non-GSE conventional purchase loans,
dividing the sample into two segments: 1) those with DT Isranging from 30 to 43; and 2) those
with DT Isranging from 44 to 50. Inaddition to originations from 2013 and 2014, the figure
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adds originations from 2012 and 2015 to provide more statistical power for the comparisons. 25°
The gray barsrepresent 95 percent confidence intervals.

Priorto the Rule’simplementation, non-GSEloans had higher early delinquency rates than GSE
loans at DTIsupto 43, and comparable early delinquency at DT Is above 4 3. Looking at changes
in delinquency from 2012-2013 to 2014-2015, GSE early delinquency ratesincreased for both
DT1bins (0.5 percent to 0.8 percent at DT Isbelow 43, 0.6 percent to 1.0 percent at DT Isabove
43), while the non-GSE early delinquency decreased at DTIsupto 43 (1.0 percentto 0.7
percent) and remained steady at 0.6 percent for DTIs above 43.25* Under an assumption that
GSE and non-GSE loans would have followed parallel trends absent the Rule, this would suggest
that lenders were more cautious in making non-GSE loans to borrowers with DT Is near the
General QM threshold as a result of the Rule but that the Rule did not similarly affect
underwriting for GSE loans with similar DT Is. Notably, the relativeimprovement of non-GSE
loans is seen bothimmediately above and immediately below the threshold, suggesting that
these differences may result from either more general responses to the Rule (beyond the DT
threshold) or from compositional changesin the set ofloans taken out by borrowers as part of
their shift from above the threshold to below.

250 The delinquency results using only 2013 and 2014 are qualitatively similar, butless precise. Similarly, the shifts in
the DTIdistributions when including the additional years of 2012 and 2015 are similar to those shown in Figures 34
and 35. Notealso that the QRM risk-retention rule became effectivein February 2015, and because that rule
providesthata QM equals a QRM, the QM DT Ithresholds areapplicable to securitized residential mortgageloans
thatare QRMs.

251 Further, GSE delinquency rates at DTIs over 43 percent exceeded the delinquency rates of non-GSE (and therefore
generally non-QM) loans at these DTIlevelsin 2014 to2015.
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FIGURE 36: EARLY DELINQUENCY RATES BY DTl FOR GSE VERSUS NON-GSE PURCHASE LOANS, 2012
THROUGH 2015
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For non-GSEloans above the General QM DT limit, their very low, albeit unchanged, early
delinquency rates combined with their reduced origination volume following the Rule’s
implementation (as shown in Figure 34 ) suggests that lenders continued to provide such loans
to only a limited segment of borrowers with strong creditworthiness along other underwriting
dimensions. T o further highlight the role additional underwriting criteria may play, Figure 37
shows performance for conventional purchase loans with DT Is above 4 3, split between those up
to the effective GSE limit of 4 5 without compensating factors, and those above 4 5 requiring such
factors. Consistent with tighter underwriting above these thresholds, the higher GSE early
delinquency rates after the Rule’simplementation are concentrated in originations with DT Is of
44 or 45, which exceed the early delinquency rates of the less common originations with DT
exceeding 45. Itisnoteworthy that for both groups of loans the early delinquencyrate for GSE
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loans originated post-Rule increased whereas the early delinquency rate for non-GSEloans
remained relatively flat.

FIGURE 37: EARLY DELINQUENCY RATES BY DTl (OVER 43) FOR GSE VERSUS NON-GSE PURCHASE
LOANS, 2012 THROUGH 2015
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Overall, the Rule appears to have reduced the share of mortgages originated with DTI over 43
percent, while potentially increasing the share originated with DT Is at or just below 4 3 percent.
These patterns are studied in more detail in Chapter 5. Further, both above and belowthe DT1
threshold of 43 percent, the improvement in performance of non-GSEloans relative to GSE
loans provides some evidence that those loans that continue to be made under the General QM,
other non-Temporary GSE QM, or non-QM ATR guidelines are underwrittenin a way that
reflects consumers’ ability to repay.
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5. Effects of the Rule on
access to mortgage credit
and cost of credit

This chapter presents evidence regarding the impact of the ability-to-repay (ATR) requirement
on access to mortgage credit and cost of credit amongborrowers who do not qualify fora QM
loan. The Bureau estimates that the segment of non-QM loans primarily consists of loans that
are not eligible for purchase by GSE’s, with debt to income ratios exceeding 4 3 percent. Inthe
home purchase category, such loans constituted approximately 1-3 percent of all loansin 2013.
Although the most commonreason for suchloans being not eligible for GSE purchase is loan
size (e.g. “jumbo loans”), the available dataindicates that there may be a substantial number of
borrowers with DT1 exceeding 43% that do not qualify for a GSE loan for other reasons. Such
borrowers may include those with irregular income, certain self-employed borrowers, and those
with little or no credit history. Although such borrowers may not fit into a standard GSE (or
FHA) product, or otherwise qualify for a QM loan, they may nevertheless have the ability to
repay. Unfortunately, the available data does not always distinguish all types of non-QM
borrowers.

Theimpact of the Rule on accessto credit for non-QM borrowers derives primarily from the fact
that, relative to the pre-Rule period, such originations carry an extrarisk (actual or perceived)
and impose extra costs for the lender, collectively referred to as “AT R risk.” Itisa combined
result of a host of variousrisks and/or cost factors, such as: a) risk of litigation by private parties
asserting that the lender failed to assess ATR; b) cost of complying with documentation and
verification requirements of the Rule (if different from the pre-Rule practice); ¢) additional cost
of funds, due to a separate requirement, adopted by other federal agencies, that lenders retain
extra capital to cover the risk associated with non-QM loans; d) and, additional cost of funds due
to the cost of originatingless liquid assets (non-QM loans are not easily sold onthe secondary
market).

Theimpactis separately considered for two types of non-QM loans: a) loans with DT1>43
percent (further, “High DT1” loans) that are not eligible for purchase by GSEs; these are
primarily jumbo loans, with some presence of conforming size loans that aren’t eligible for GSE
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purchase for other reasons; and b) loans where the sum of applicable points and fees exceeds the

QM limit (particularly, small balance loans). The available data do not allow for the study of the

impact of the Rule among other types of non-QM borrowers.

The chapter then goes on to examine the impact of the rebuttable presumption provision that

applies to first-lien mortgages with annual percentage rates (APRs) that are 1.5 or more

percentage points over the benchmark Average Prime Offer Rate (APOR) for acomparable
transaction, and second-lien mortgages with APRsthat are 3.5 percentage points over the
comparable APOR.

The main findings are:

Applicationlevel data obtained fromnine large lenders (further, “Application Data”)
indicates that among these lenders, the Rule eliminated between 63 and 70 percent of
non-GSE eligible, High DT loans for home purchase over the period of 2014 t02016.In
absolute terms, this represents aloss of between 9,000 and 12,000 approved
applications for suchloans among these lenders, over the period of three years. For
context, these lenders have approved approximately 615,000 applications for home
purchase during the same period. Thus, the number of displaced loans represents
between 1.5 to 2 percent of loans approved over three years. Notably, the impact of the
Rulein the refinance category is much more muted than in the purchase category. 252
Thisis consistent with a notion that consumers seekingto refinance a mortgage having
already demonstrated some ability to repay, thereby lowering ATR risk and making
lenders more likely to extend credit.

The findings from the Application Data are corroborated by alender survey conducted
by the Bureau for this assessment. Among 89 lenders who responded to the appropriate
survey question, 30 indicated introducing a 43 percent DT limit or not originating non-
QM loans that the lenders intend to hold rather than selling (“portfolio loans”) and loans
intended for sale to investors other than the GSEs or a government agency. Recent
research by the Federal Reserve Board and academic economists also suggests
significant reductions inlending among non-QM High DT1borrowers followingthe
Rule.

252 Som e of therefinanced mortgages may have been loans governed by 12 C.F.R. § 1 026.43(d). Unfortunately, the
dataonloansbeingrefinancedis not available.
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e Theanalysisof characteristics of rejected applications suggests that the Rule did not
have a differential impact on access to credit among particular categories of borrowers,
along dimensions such as credit score, income and downpayment amount. Thus, the
observed effect on access to credit waslikely driven by lenders’ avoidance of litigation or
otherrisks associated with the AT R requirement, rather than by rejections of borrowers
who were unlikely to repay the loan.

e Thereissignificant heterogeneityinthe extent to whichlenders have tightened credit for
non-GSE eligible High DTIborrowers after the Rule. This heterogeneity inlender’s
responses to the Rule, and its persistence during the years following the Rule, is
consistent with a notion that the industry has not developed acommon approach to
measuring and predicting AT R risk, asit has accomplished for other types of risk, such
as prepayment and default.

e The Application Data indicates that, notwithstanding concerns that have been expressed
about the challenge of documenting and verifying income for self-employed borrowers
under the General QM standard and the documentation requirements contained in
Appendix Qto the Rule, approval rates for non-High DT, non-GSE eligible self-
employed borrowers have decreased only slightly, by two percentage points.

e One of the criteriafor a QM is that the total points and fees charged at the time of
origination cannot exceed a set limit, which is 3 percent of the loan amount for loans
above 100,000 dollars; higher limits apply to mortgages with smaller balances. This
research finds that non-QM loans where the sum of applicable points and fees exceeds
the QM limit are generally not originated. According to conversations with lenders,
instances when an application indicates that the points and fees limit will be exceeded
are sufficiently rare thatlenders handle them on a case by case basis. The lender survey
indicates that the violationis typically remedied by waiving certain fees, with or without
a compensatingincrease in the interest rate; denying an applicationis rarely done. The
analysis of data reported by lenders under the Home Mortgage Disclosure Act on
approval rates of small balance loans similarly indicates that the Rule likely had no effect
on access to credit for suchloans.

e Researchusing HMDA data indicates that the rebuttable presumption status applicable
to HPMLloans did not reduce accessto suchloans by consumers, both in the site-built
and in the manufactured housing segments.

When interpreting these results, one must keep in mind that the credit standards were already
relatively tight by the time the Rule took effect; it is possible that the impacts would be different
during times when credit is more abundant.
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5.1 Market trends in origination of loans
with DTI greater than 43 percent

The Bureau has utilized two servicing datasets: McDash and CorelLogic, for measuring the
originations of non-GSE eligible loans with DT I1>43 percent. Although neither of these datasets
is statistically representative of the market, both are large datasets, with millions of loan level
observations, covering 30 to 40 percent of conventional originations for home purchase. Inthe
GSE segment, the National Mortgage Database (NMDB) provides arepresentative share of High
DT1 originations. The sample of GSE loans included in NMDB is representative of the
population of GSE loans, and the DT 1 informationis provided directly by the GSEs (whereas it is
often missing in the servicing datasets).

FIGURE 38: SHARE OF GSE HOME PURCHASE LOANS WITH DTl ABOVE 43 PERCENT, 2012-2017 BY DATA
SOURCE
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FIGURE 39: SHARE OF NON-GSE PURCHASE LOANS OVER $417,000 WITH DTl ABOVE 43 PERCENT, 2012-

2017 BY DATA SOURCE
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Figures 38 and 39 plot shares of High DT originations over time, separately for GSE and non-
GSE loans, among first lien loans for home purchase. The loanis labeled as “GSE” if the data
indicates it was sold to the GSEs within 2 years of origination; otherwise, it is labeled as Non-
GSE. Because some GSE eligible loans are never sold to the GSEs, the set ofloans in the Non-
GSE category is further restricted to loans with amount above $417,000. Inthe GSE segment,
both CoreLogic and NMDB show the share of High DT1loans at approximately 15 percent before
the Rule, and growing after the Rule. Notably, McDash shows a much lower value,
approximately 10 percent before the Rule. Itis not clear what drivesthe difference between
these two datasets. In the Non-GSE segment, NMDB datais sparse and not shown in Figure 39;
bothservicing datasets indicate that in the post-Rule period, the share of High DT1loans among
non-GSE loansis fluctuating between 4 and 8 percent.

The General QM requirements of the Rule apply to loans in the Non-GSE segment, but not to
loans in the GSE segment, which serves as a control group. Although the share of High DT1
loans in the Non-GSE segment has clearly dropped after the Rule, the visual inspection of Figure
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39 is not a reliable method of identifying the impact of the Rule on credit access for High DT
borrowersinthe Non-GSEsegment. The general concernis that due to reasons unrelated to the
Rule, such as house price growth, the number of High DT borrowers seeking to purchase a
home may be increasing over time. 253 Because GSE lending and non-GSE lending generally have
different geographic footprint (with non-GSE borrowers, primarily jumbo borrowers, being
concentrated in metropolitan areas), the impact of the house price growth on the proportion of
High DTIborrowersislikely different between two segments. If house price growth did not
occur after the Rule was introduced, the observed declinesin the share of High DT1loans in the
Non-GSE segment would have been deeper than what is currently observed. Similar concerns
apply to other relevant characteristics of applicants, such as credit score, income,
downpayment—all of which may be affected by changes in economic conditions unrelated to the
Rule. To properly control for these changes, Section 5.3 provides an econometric analysis using
applicationlevel data.254

In terms of pricing, Figure 40 shows the interest rate on loans for High-DTT and non-High DT
loans over time among the non-GSE loans over $417,000. The figure compares loans with DT Is
between 40 and 43 percent (i.e. just belowthe General QM threshold) and those with 44 to 45
percent (i.e. just above the threshold). 255 There does not appear to be a marked change in the
relative price of High DT1loansin the year following the Rule. The difference between the two
interest rates (shown on the left vertical axis) becomes positive, albeit fairly small, in late 2015
and early 2016.

253 Commenters noted com parabletrends in data and reports produced by the Urban Institute’s Housing Finance
Policy Center, available at https://www.urban.org/policy-centers/housing-finance-policy-center, and by the

254 Calculations using CoreLogic data (which includes originated loans, not applications) suggest a 35 percent decline
in the origination of High DTIloans over $417,000 after the Rule, with 15 percent not originatedatall and 20
percent shifting tolower DTIs. See “Requlating Household Leverage,”by Anthony DeFusco, Stephanie Johnson

255 The tighter theband around 43 percent, the more likely that theloans are comparable, but the smaller are the
sample sizes. For thebands chosen, the average monthly sample sizeis 732 for DTIbetween 40 and 43 percentand
219for DTIbetween 44 and 45 percent.
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FIGURE 40: INTEREST RATES ON NON-GSE LOANS OVER $417K BY DTI, 2012-2016
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This finding is in contrast with research recently done by the Federal Reserve Board 256, which
utilizes application data from Optimal Blue (a platform that providesratelocksforlenders), and
has shown that non-QM High DT1loans are more expensive than comparable non-High DT1
loans by approximately 25 basis points (2013 to 2018 average). This research also finds that
there was not an immediate increase in the relative cost of High DT 1loans after the Rule, but
rather a gradual increase during 2015 through 2018. Thedifference inresults may be
attributable to the fact that different lenders contribute their data to McDash and Optimal Blue
datasets. The Bureau’s own research suggests that not all lenders charge extra for anon-QM
loan (more detailsin the next section).

256 Aurel Hizm o & Shane Sherlund, The Effects of the Ability-to-Repay Rule/Qualified Mortgage Rule on Mortgage
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5.2 Evidencefrom the lendersurvey

In summer 2018, the Bureau conducted asurvey of mortgage lendersin order to gain insight
into policy responses to the Rule. An email with a survey link was sent to almost 2,000 lenders
using email addresses from the Bureau’s HMDA operations. Intotal, 195 responses were
received. Twenty five respondents did not answer most of the questionsin the survey and two
respondents were Community Development Financial Institutions (CDFIs) and are therefore
not covered by the Rule. The survey was not sent to the nine lenders that provided the
Application Data;instead, these lenders provided more detailed written responses regarding
their policy responses to the Rule. This information was sufficient to impute answers to a subset
of questions on the survey for these lenders. Thus, the total number of respondents in the results
presented belowis 177; however, the actual number of respondents depends on the specific
question. Although the sample of respondents is not statistically representative of the overall
population of mortgage lenders and, like any such survey, is subject to non-response bias, it
includes a diverse group of lenders.

The purpose of this sectionis to summarize results fromthe survey that are relevant to the issue
of the impact of the Rule onaccessto credit and the cost of credit; it is not meant to bea
complete summary of the survey. Other parts of this report make use of data provided by this
survey where relevant.

TABLE 2: WHICH OF THE FOLLOWING OPTIONS BEST DESCRIBES THE TYPE OF YOUR INSTITUTION?

CHOOSE ONE.
Institution Type Count of Respondents Percent of Respondents
Bank with <$2 billion in total assets 45 25%
Bank with $2-10 billion in total assets 16 9%
Bank with >$10 billion in total assets 23 13%
Credit Union 23 13%
Non-DI 70 40%
Total responses 177 100%
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TABLE 3: HOW MANY MORTGAGES DID YOUR INSTITUTION DIRECTLY ORIGINATE IN 2017? PLEASE
USE COUNT OF LOANS.

Origination volume in 2017 Count of respondents Percent of respondents
0-299 31 17.8%

300-499 17 9.8%

500-999 17 9.8%

1000-1999 29 16.7%

2000-4999 26 14.9%

5000-9999 26 14.9%

10000-19999 9 5.2%

>=20000 19 10.9%

Total responses 174 100.0%

Table 2 and Table 3 provide the breakdown of respondents by institution type and by the
volume of originationsin 2017. Lenders of every category have provided a meaningful number
ofresponsesto the survey.

TABLE 4: AMONG MORTGAGES YOUR INSTITUTION ORIGINATED IN 2017, WHAT WAS THE COMBINED
SHARE ELIGIBLE TO BE PURCHASED, GUARANTEED OR INSURED BY A GSE, FHA, VA, OR

USDA/RHS?
(I:%r::tn;??gao:sc;riginations Count of respondents Percent of respondents
Less than 80% 94 55%
Approximately 80% 13 8%
Approximately 90% 36 21%
100% (all loans) 28 16%
Total responses 171 100%

The degree to which a mortgage lender’s businessis potentially affected by the requirements of
the Ruleis represented by the share of originations that are not eligible for purchase or
guarantee by the GSEs, FHA or VA, because suchloans generally need to satisfy the General QM
requirementsin order to obtain QM status. Accordingto Table 4, for 28 respondents all or
almost all loans were eligible for purchase or guarantee by GSE/FHA /VA. This suggests the
General QM requirements of the Rule currently do not affect those lenders; however, it is
possible that some of them may have decided to originate only Temporary and Agency QM loans
in response to the Rule.
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TABLE 5: AMONG MORTGAGES YOUR INSTITUTION ORIGINATED IN 2017, WHAT WAS THE COMBINED
SHARE ELIGIBLE TO BE PURCHASED, GUARANTEED OR INSURED BY A GSE, FHA, VA, OR
USDA/RHS? BREAKDOWN BY INSTITUTION TYPE

Share of originations Depository institution Non-DI (Independent mortgage banker)
Less than 80% 74 20

Approximately 80% 12 1

Approximately 90% 15 21

100% (all loans) 3 25

Total responses 104 67

Note: onlyincludes observations where response to both questionswas provided.

Accordingto Table 5, out of 28 respondents who originate only Temporary QM loans or Agency
QM loans, the majority (25 out of 28) are non-depository lenders. The inverse is not true,
however: there are 42 non-depository lenders who reported originating loans that do not meet
the Temporary QM or Agency QM standards. Likely, these are jumbo loans that are
subsequently sold to private investors.

TABLE 6: CONSIDER YOUR 2013 BUSINESS MODEL. WHAT SPECIFICALLY CHANGED AS ADIRECT
RESULT OF THE ATR‘QM RULE?

Response Count of respondents Percent of respondents
Business model changed 100 62.50%

Does not apply/No change 60 37.50%

Total responses 160 100.00%

Amongthe 160 lenders who responded to questionin Table 6, approximately 63 percent
indicated that the Rule had an impact on their business operations. For the remaining 37
percent, it may be inferred that the Rule did not produce a material impact; this may occur
either because these lender’s business only focused on originating QM loans, or because their
lending standards already were in compliance with the requirements of the Rule.
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TABLE7: IMPACT OF THE ATR/QM RULE ON THE BUSINESS MODEL BY THE SHARE OF 2017

ORIGINATIONS ELIGIBLE TO BE PURCHASED, GUARANTEED OR INSURED BY A GSE, FHA, VA,
OR USDA/RHS.

Share of originations Business model changed Does not apply/No change
Less than 80% 55 32

Approximately 80% 10 2

Approximately 90% 19 12

100% (all loans) 15 13

Total responses 99 59

Note: onlyincludes observations where response to both questionswas provided.

Table 7 suggests that the set of lenders who reported that their business model was not changed
by the Rule is not identical to the set of lenders who originate only Temporary or Agency QM
loans. In sum, the reported impact of the Rule is not restricted to institutions of particular type.

Amongthe 100 lenders who responded that the business model has changed, 87 provided write-
in responses detailing what specifically has changed.

TABLE 8: ANALYSIS OF WRITE-IN RESPONSES TO THE QUESTION "CONSIDER YOUR 2013 BUSINESS
MODEL. WHAT SPECIFICALLY CHANGED AS ADIRECT RESULT OF THE ATR/QM RULE?"

lssue mentioned Count of Percent of
respondents respondents

Increased income documentation 31 36%

DTI cap of 43% was introduced 28 32%

Products with balloon feature discontinued 17 20%

Increased staffing / compliance costs 13 15%

Determined not to originate non-QM 11 13%

Changes to cap structure orincome requirements for ARM 13 15%

products

Products with interest only feature discontinued 16 18%

Difficulties with meeting points and fees test 11 13%

Longer closing times 3 3%

Asset depletion no longer allowed 2 2%

Total responses 87 100%

Table 8 lists the issues mentioned by respondents, sorted in the order of declining frequency.
The percentagesin the right most column of do not sum up to 100 percent because some
respondents indicated multiple issues. Two findings are notable. First, “Increased income
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documentation” is the most frequently mentioned change that was prompted by the Rule. This
finding is somewhat surprising given the general notion that income documentation standards
already had been fairly strict at the time of the introduction of the Rule. 257 Some respondents
explicitly link the increased documentation to Appendix Q requirements, while others mention
general ability to repay requirement as the reason. Second, the third most popular issue is
“Products with balloon feature discontinued”, mentioned by 19 percent of respondents.

Some respondents have indicated that the business model change was to stay away from non-
QM originations, either through a DT cap of 43 percent on portfolio or investor loans, oras a
more general policy of not originating non-QM loans regardless of the reason. Nevertheless, a
number of lenders do originate non-QM loans, according to Table 9.

TABLE 9: WHAT SHARE OF YOUR 2017 ORIGINATIONS IS REPRESENTED BY NON-QM LOANS? CHOOSE

ONE OPTION.
Non-QM share Count of respondents Percent of respondents
None 50 30%
<5% 74 44%
>5% 35 21%
Do not know 8 5%
Total responses 167 100%

Amonglenders who provided responses to this question, 30 percent mentioned not originating
any non-QM loans. Among those who report originating non-QM loans, the majority indicated
that the share of such loans among their originations was low, less than 5 percent. The Bureau
has obtained more detailed data from several large lenders, including those who provided the
Application Data; generally, the share of non-QM loans was found to be lessthan 1 percent.

257 78 Fed. Reg. 6408, 6564 (Jan. 30,2013).
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TABLE10: ORIGINATION OF NON-QM LOANS BY INSTITUTION TYPE

Bank with <$2 Bank with $2- Bank with

Non-QM o e — v
share billion intotal 10 billion in >%$10 billionin Credit Union Non-DI
assets total assets total assets
None 38% 36% 5% 29% 37%
<5% 38% 18% 64% 38% 54%
>5% 25% 45% 32% 33% 9%
Total
40 11 22 21 65
responses

Note: onlyincludes observations where response to both questionswas provided.

Table 10 examines which institution type is more likely to originate non-QM loans. The last row
in the table indicates the number of responsesin the corresponding column. Non-depository
lenders (“Non-DI”) are significantly less likely to originate a substantial amount (“>5%”) of non-
QM loans than any otherlender type. At the same time, the percentages onthe rowlabeled
“None” indicate that non-depositorylenders do originate some non-QM loans at a rate that is
comparable to banks. Originations of non-QM loans by non-depositorylenders, who generally
do not hold loans on balance sheets, suggest there exists a secondary market for this type of
loans. Large banks, with more than $10 billionin assets, almost all originate some non-QM
loans; this is in contrast to other institution types, where about a third do not originate any non-
QM loans. Chapter 7 provides additional information on non-QM originations by small and
medium banks, utilizing a separate survey conducted by the Conference of State Bank
Supervisors.

TABLE11: DO YOU SELL ANY OF YOUR NON-QM LOANS TO THRD PARTIES? BREAKDOWN BY
INSTITUTION TYPE.

Depositary Non-DI (inde pendent mortgage
Response C
institution banker)
No, we keep all or almost all such loans on 61 3
portfolio
Yes, we sell most or all of our non-QM loans 1 32
Yes, we sell some of our non-QM loans 3 1
Total responses 65 36

Almost all depository institutions hold non-QM loans they originate on portfolio, as Table 11
suggests. Conversations with lenders suggest that one possible explanationis that depository
institutions originate non-QM loans on an occasional basis through their general portfolio
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products, while some non-depository lenders maintain specialized non-QM mortgage products,
financed by investors.

TABLE12: AMONG THE NON-QM LOANS THAT YOU ORIGINATE, DO AT LEAST SOME OF THEM HAVE
THE FOLLOWING FEATURES?

A jumbo loan with DTI>43% Count Percent
Rarely or never 46 46%
Sometimes 49 49%
Often 6 6%
Total responses 101 100%

A non-jumbo loan with DTI>43% (Only consider mortgages not

eligible to be purchased, guaranteed or insured by a GSE, FHA, Count Percent

VA, or USDA/RHS)

Rarely or never 32 32%
Sometimes 56 56%
Often 12 12%
Total responses 100 100%

Borrower did not (could not) provide documentation re quired by
Appendix Q (Only consider mortgages not eligible to be

. Count Percent
purchased, guaranteed or insured by a GSE, FHA, VA, or
USDA/RHS)
Rarely or never 52 60%
Sometimes 27 31%
Often 8 9%
Total responses 87 100%

AsTable12indicates, the phenomenon of non-QM High DT Iloans is not restricted to the jumbo
segment. This finding suggests that the Rule may have had an impact on originations of loans
that are conformingin loan size but do not fit into the GSE guidelines on other parameters. The
analysisin the following section provides further insight into this issue.

TABLE13: OVER THE NEXT YEAR, DO YOU EXPECT YOUR INSTITUTION’'S NON-QM LENDING WILL:

Response Count of respondents Percent of responses
Decrease 5 5%

Increase 25 26%

Stay about the same 68 69%

Total responses 98 100%
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When asked about expectations regarding the future growth of non-QM originations, 70 percent
of respondents who replied to the questionindicated that it would “Stay about the same”
accordingto Table 13 above.

Finally, with regardsto pricing, the Bureau inquired whether lenders apply extra pricing
adjustment for non-QM loans when the DT 1 exceeds 4 3 percent. This policy optionis of
particular interest as it represents an alternative to rejecting anon-QM application. Table 14
presents the count and share of respondents who responded “yes” to the question whether they
applied a pricing adjustment in situations where the DT1 on a mortgage loanexceeded 43
percent. Responses are restricted to lenders who did not qualify for a Small Creditor QM status.
Therespondents were asked to only consider mortgages not eligible to be purchased, guaranteed
orinsured by a GSE, FHA, VA, or USDA/RHS.

TABLE14: COUNT OF RESPONDENTS APPLYING PRICING ADJUSTMENT FOR LOANS OVER 43 PERCENT
DTl (ONLY LENDERS THAT DO NOT QUALIFY FOR A SMALL CREDITOR QM)

Institution type Count of respondents Apply adjustment
Bank with <$2 billion in total assets 12 3

Bank with $2-10 billion in total assets 7 4

Bank with >$10 billion in total assets 20 5

Credit Union 10 0

Non-DI 32 11

Total 81 23 (28%)

Note: onlyincludes observations where response to both questionswas provided.

Overall, about 28 percent of respondents indicated applying a pricing adjustment. The Bureau
has investigated this issue further by examining retail ratesheets from a number of lenders
(approximately, 40). Only afew lenders from the examined set have a pricing adjustment that
applies specifically to High DTIloans. None of the nine lenders who provided Application Data
apply such an adjustment. Overall, it appears that using extra pricing adjustment to compensate
for ATRriskisa less popular policy response to the Rule among lenders, as compared to
tightening of underwriting standards (introducinga 43 percent DT I cap), particularly when
institutionsize is taken into account.
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5.3 Effect of the Rule on access to credit for
borrowers with DTI greaterthan 43
percent: evidence from the Application
Data

5.3.1 Description of the data

To analyze the impact of the ATR requirement on access to credit, the Bureau acquired de-
identified, application level data fromnine large lenders, including depository and non-
depository institutions, spanning the four years from 2013to 2016.258 None of the lendersis a
small creditor under the Rule and none are credit unions. Although these lenders account fora
significant percentage of mortgage originations (over15 percent of jumbo originationsin2016),
they are not representative of the entire market and thus the analyses that followmust be read
with that limitationin mind.

For eachlender, the data containinformation on each applicationreceived by the lender, its
affiliates, and correspondent lenders and brokers for a closed-end, first-lien consumer mortgage
to purchase or refinance an owner-occupied one to four family residential property. If several
applications were submitted by an applicant with respect to a single transaction, then
respondents were instructed to include information on only the final application. Respondents
were instructed not to include pre-approval requests.

For each application, the available data fields include the outcome of the loan application—
approved, denied, or withdrawn—as well as a broad set of characteristics of the borrower and of
the mortgage. See Appendix Cfor details on the available data fields and their values. To
minimize the risk of re-identifying individual borrowers, the numeric data fields, such as loan
amount, loan-to-value (LT V) ratio, income reported on the application, etc., were reported in
bins with each bin identified by the range of included values. Furthermore, the date of
application was coarsened to the year-month level, and the location of the property was
recorded at the county level.

The universe of applications is classified into loan types, according to the mortgage product
applied for: GSE, FHA, VA, USDA/RHS, and Private. The latter is a catch-all category that

258 See Appendix Cfor details, including the data dictionary.
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represents privately funded loans (either held in portfolio or by investors). Such classification is
based on the type of product the borrower applied for. For instance, the “GSE” category consists
of applications for GSE mortgage products, or products where the lender sells most or all loans
to the GSE’s. Applicationsinthe “Private” category are those which the lender either retains on
portfolio or sells to private investors. Lender-level statistics reported in this chapter are de-
identified and randomized acrosstables to reduce re-identification risk.

The Temporary GSE QM provision of the Rule maintains that loans eligible for purchase by
GSE’s generally are QM loans. Suchloans constitute a control group for the purposes of this
analysis. 259 This group consists of GSE applications (for loans that would have been
subsequently sold to GSEs) and of GSE eligible Private applications (for loans that generally
would not have been sold to GSEs). Indeed, not all GSE eligible loans are sold to GSEs by the
nine lendersthat contributed the Application Data. The dataincludes an appropriate indicator
that distinguishes between GSE eligible and non-GSE eligible Private applications. The Bureau
assumes for purposes of analysis that Private non-GSE eligible applications must satisfy General
QM provisions of the Rule in order to obtain the QM status. 26°

Applications from other segments (FHA, VA, and USDA /RHS) are not used in this analysis
because they are subject to these agencies’ own QM rules.

TABLE15: COMPOSITION OF THE APPLICATION DATA BY LENDER

GSE Eligibility Min Mean Max
GSE 0.48 0.82 100

Private GSE eligible 0.00 0.03 0.24
Private Non-GSE eligible 0.00 0.15 0.33

Table 15 provides the breakdown of applications by : GSE applications, Private GSE eligible
applications and Private non-GSE eligible applications. The sample includes all conventional
applications for home purchase or refinance, 2013 t0 2016 (all years of data). On average across

259 Im portantly, the DT requirem ents for G SE eligibility have remained unchanged during the study period (2013 to
2016).

260 Section 1026.43(4)(ii)(A) providesthat a QM mortgage must be eligible for purchase or guaranty by the GSE
“except withregard to matters wholly unrelated to ability torepay . .. .” It is therefore conceivable that some
per centage of non-GSE eligible loans neverthelesscould meet the r equirement for the Tem porary GSE QM
provision if theineligibility was attributableto a m atter wholly unrelated to the ability to repay. The A pplication
Data does not allow such differentiation, hence the assumption mentioned above.
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nine lenders, the share of GSE applications was 82 percent, the share of Private GSE eligible
applications was 3 percent, and the share of Private non-GSE eligible applications was 15
percent. The share of the Private non-GSE eligible applications (treated group) determines the
degree to which the lender’s business is potentially affected by the General QM DT1
requirement; that share varies significantly by lender, between 0 and 33 percent. One lender
only originates GSE loans, which means that this lender’s datais entirely inthe control group.
The heterogeneity in the share of non-GSE eligible loans holds more broadly across mortgage
lenders, as seen fromresponses to the Lender Survey.

In total, the sample includes close to 3.5 million applications for GSE products, and close to half
a million applications for Private products. The large number of observations isimportant as it
provides sufficient power to identify effects in small segments. The large size of the dataset also
implies that the estimated impacts of the Rule, albeit obtained for a non-representative sample
oflenders, affect large number of borrowers.

Table 16 and Table 17 compare GSE eligible and non-GSE eligible applications along a number
ofloan and borrower characteristics. Because each characteristic isrecorded as a categorical
variable, these tables show percentages separately for each sub-sample. For example, Table 16
indicatesthat 23.45 percent of applicationsin the GSE eligible category were made for home
purchase;in the non-GSE eligible category, the share of home purchase applicationsis 52.43
percent. The primary difference between the two categoriesisloan size: over 70 percent of non-
GSE eligible applications exceed the general $417,000 conforming limit effective at the time,
whereas only about 4 percent of GSE eligible applications exceed this limit, all located in high-
cost counties. In other words, 30 percent of non-GSE eligible applications are within conforming
limits, which suggeststhat loan size alone (e.g., “jumbo loan”) is a rather imperfect proxy for
non-GSE eligibility. On dimensions other than loan size, it is often possible to find comparable
GSE eligible borrowers for a given non-GSE eligible borrower who may serve asa control group.
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TABLE 16: DISTRIBUTION OF APPLICATION AND BORROWER CHARACTERISTICS BY APPLICATION TY PE,

2013-2016
Variable Perc_e nt_of GSE eligible Perc_e nt_of Non-GSE eligible
applications applications
Decision
Approved 70.03 67.26
Denied 17.25 16.04
Withdrawn 12.72 16.70
Loan Purpose
Purchase 23.45 52.34
Refinance 76.55 47.66
Loan Amount
< 60,001 4.54 3.52
60,001-100,000 14.42 5.00
100,001-150,000 21.28 5.72
150,001-250,000 30.87 7.44
250,001-417,000 25.06 6.95
417,001-625,000 3.38 30.79
> 625,000 0.46 40.59
FICO Score
<620 4.46 8.23
620-659 7.19 2.02
660-679 6.05 2.25
680-699 8.35 4.50
700-719 9.66 7.39
720-739 10.20 10.54
>=740 54.08 65.07
Back-end DTI
<21% 13.12 14.71
21-30% 22.06 22.65
31-40% 31.24 36.76
41-43% 10.36 13.69
44-45% 8.40 3.61
46-50% 5.93 3.68
> 50% 8.89 4.91
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TABLE 17: DISTRIBUTION OF APPLICATION AND BORROWER CHARACTERISTICS BY APPLICATION TY PE,
2013-2016 (CONTINUED)

Percent of GSE eligible Percent of Non-GSE eligible

el applications applications
Application income, dollars per
month
< 2,501 9.05 11.21
2,501-5,000 24.62 7.83
5,001-7,500 23.99 458
7,501-10,000 17.22 6.57
10,001-12,500 10.45 9.11
12,501-15,000 5.86 9.75
>15,000 8.81 50.94
LTV
< 50% 17.9 15.92
51-80% 54.86 61.4
81-90% 11.63 6.58
91-95% 9.18 4.38
> 95% 6.43 11.72
Number of borrowers
1 51.69 4478
2 48.31 55.22
Self-employed
No 86.13 77.02
Yes 13.87 22.98
Fixed rate mortgage
No 3.61 27.19
Yes 96.39 72.81
Delinquency on other loans
No 99.6 99.67
Yes 04 0.33
Bankruptcy
No 98.19 99.53
Yes 1.81 0.47
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FIGURE 41: SHARES OF HIGH DTl APPLICATIONS AMONG GSE ELIGBLE AND NON-GSE ELIGIBLE
CATEGORIES, BY LENDER, 2013
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Figure 41 provides, separately for each lender, the share of High DTI applicationsinthe GSE
eligible and non-GSE eligible segmentsin 2013. The pre-Rule dataisused to eliminate the
influence of the Rule on the data. Almost all pointslie above the 45-degree line, meaning that for
eachlender, the share of High DT applications was higher in the GSE eligible segment than in
the non-GSE eligible segment. Before the implementation of the Rule, there was wide variation
acrosslendersin the proportion of High DT applications, in both segments, ranging from10 to
30 percent.

In addition, shares of High DT applications in both segments are positivelyrelated. This could
result from common factors, such as the geographic footprint of alender, but also fromthe
lender’s credit policy towards High DT borrowers. Note that not all borrowers who contact a
lender end up submitting an application. Fromthe borrower’s perspective, filing an application
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requires effort and often a fee, which makes sense only if there is a reasonable expectation of
approval, whichitselfis a function of the lenders’ underwriting approach. Therefore, this
analysis considers the share of High DTI applications as an outcome that may be affected by the
Rule, along with the more traditional outcome, the approval rate of High DTI borrowers.

FIGURE 42: APPROVAL RATES BY DTI AND BY LOAN TYPE 2013
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The approval rate is defined as the ratio of approved applications to all applications. Figure 42
plots approval rates by DT 1 bin, separately for GSE eligible and non-GSE eligible applications,
using 2013 datato capture the state of the market before the Rule took effect. Thereisno
significant difference in howlenders approach applications with DT T in the [41-43%]bin, and
applicationsin the [44-45%]bin. Also, there is almost no difference in approval rates between
GSE eligible and non-GSE eligible applications in the [44-45%] bin. In other words, the 43
percent cutoff wasimmaterial in the pre-Rule environment fromthe point of view of credit
policy. This finding helps us identify the impact of the Rule, because it alleviates a concern that
applicantsjust above 43 percent were different from those just below 4 3 percent on dimensions
not observed inthe data.
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FIGURE 43: SHARE VS APPROVAL RATE OF HIGH-DTI NON-GSE ELIGIBLE APPLICATIONS, 2013
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Figure 43 plots two key indicators—the share of High DT I applications and the approval rate of
High DTI applications—against each other, among non-GSE eligible applications, using 2013
data. There seemto be two clusters of lenders, but within each cluster the relationship between
the two indicatorsis positive, suggesting that both are likely influenced by a givenlender’s
underwriting approach towards High DT borrowers.
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FIGURE 44: CHARACTERISTICS OF HIGH-DTI APPLICATIONS, 2013
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Figure 44 compares characteristics of High DT T applications between two segments: GSE
eligible applications and non-GSE eligible applications. The height of a bar correspondsto the
share of High DT applications amongall applications that belongto that category. For instance,
the “LTV” graphindicates that among GSE eligible applications with LTV >95 percent,
approximately 35 percent were High DT1. For LTV, FICO score and number of borrowers, the
“GSE eligible” bars are all higher than the “Non-GSE eligible,” reflecting the fact that there are
universally more High DTI applicants in the GSE segment. However, with respect to income, the
two segments differ substantially. Among GSE eligible applications, as the income reported on
the application (measured in thousands of dollars per month) rises, the share of applications
that are High DT falls. In contrast, among non-GSE eligible applications, there isan inverse U-
shape relationship: applicants with the lowest incomes (less than $5,000 per month) and
highest incomes (more than $15,000 per month) are less likely to be High DT1 than applicants
in the middle. This evidence is consistent with the notion that the share of High DT1
applicationsis reflective of lender’s underwriting approach. It must be noted, however, that this
observationbelongsto 2013 data and does not suggest that lower income non-GSE eligible High
DT applicants have been particularly affected by the Rule—this specific hypothesis is explored
later.
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To conclude the description of the data, Figure 45 compares Application Data to two servicing
datasets along the key metric that canbe computed in all three datasets: the share ofloans with
DT1>43 percent among non-GSEeligible loans. It appears that the Application Data tracks to
the CoreLogic dataset quite closely, whichis about twice as large by count of loans, and more
importantly includes many more lenders.

FIGURE 45: COMPARISON OF APPLICATION DATA TO SERVICING DATASETS (TRENDS IN THE SHARE OF
HIGH DTl LOANS FOR HOME PURCHASE)
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5.3.2 Estimation approach

The goal of this analysisis to isolate the effect of the ATR requirement on two key metrics of
interest: the share of High DTI applications and the approval rate of High DT1 applications,
among non-GSE eligible applications. The estimation approach utilizes the DT threshold
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established by the General QM standard. This analysis assumes that non-GSE eligible
applications with DT1less or equal to 43 percent will comply with the AT R provision by
complying with the General QM requirements, whereas non-GSE eligible applications with DTI
greater than 43 percent (High DTT) will comply with the AT R requirement directly.

To estimate the effect of the Rule on the share of High DT applications, it is necessary to control
for the influence of confounding factors that may affect the share of High DTT applications for
reasons not related to the Rule. For instance, the income of applicants or the amount of debt
they apply for are influenced by economic conditions and house price growth. The analysis
controls for applicationincome directly, as this field is available in the data. Changes in house
prices are controlled for by comparing the share of High DT I borrowersinthe non-GSE eligible
segment to the contemporaneous share of similar High DTT borrowersin the GSE eligible
segment, within the same lender. It was not possible to include house price indices directly into
the regression because geographicdatais not available for all applications.

To estimate the effect of the Rule on the approval rate of High DT I applications, a triple-
differences estimation approachis adopted. Whereas the previous approach (for the share of
High DTI applications) performed two comparisons (before vs. after, and treatment vs control
group), the approach for approval rates performs a three-way comparison. This helps further
eliminate the potential effects of confounding factors onthe outcome. First, the approval rate of
High DTI applicationsis compared to the approval rate of otherwise similar non-High DTI
applicationsin the GSE eligible segment; the same comparisonis performed within the non-
GSE eligible segment as well. This helpsisolate the influence of confounding factors that affect
the approval rate of all borrowers, regardless of DT1. Second, the approval rate of High DT
applications in the non-GSE eligible segment is compared to the approval rate of High DT1
applicationsin the GSE segment, revealing the effect of differencesinlenders’ underwriting
approachesto such applicants in these two segments. Third, the analysis examines howthe
above mentioned differences have changed after the implementation of the Rule. See Section
5.3.8for details of both specifications.

The plan for the rest of Section 5.3 is as follows. Sections 5.3.3 and 5.3.4 present estimation
results for home purchaseloans and refinance loans, respectively. Sections 5.3.5and 5.3.6
examine the impact of the Rule within specific groups of borrowers. Section 5.3.7 calculates the
combined effect of the Rule on the number of approved non-GSE eligible High DT applications.
Finally, Section 5.3.8is the technical appendix that contains the details of econometric
specifications and certain regression tables not included in the main text.
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5.3.3 Results for home purchases

Table 18 provides information on aggregate changes in the outcomes of interest—the share of
High DTIapplications and the approval rate of High DTT applications—over time, separately for
the GSE eligible and non-GSE eligible segments in the home purchase category. The share of
High DT applicationsinthe GSE eligible segment grew each year, whereas in the non-GSE
eligible segment this share declined substantially in 2014 and remained at approximately that
level afterwards. The approval rate of High DT T applicationsin the GSE eligible category
segment stayed relatively constant during 2013-2016, whereas in the non-GSE eligible segment
the approval rate declined substantiallyin 2014 and remained at approximately thatlevel
afterwards.

TABLE18: SHARE AND APPROVAL RATE OF HIGH DTl APPLICATIONS BY GSE ELIGBILITY, HOME
PURCHASE, 2013-2016

. Approval rate of . Approval rate of
Share of High DTI . Share of High DTI .
L. High DTI GSE .. High DTI Non-
Year GSE Eligible o Non-GSE eligible ..
o Eligible L GSE eligible
applications L. applications L
applications applications
2013 0.16 0.68 0.15 0.53
2014 0.17 0.68 0.09 0.33
2015 0.17 0.68 0.09 0.35
2016 0.19 0.69 0.09 0.39

The statistics in Table 18 are simple averages that do not control for any underlying changesin
loan and borrower characteristics. Figures 46 and 47 showmodel estimates of the dynamics of
these outcomes at a monthly level that would have been observed if loan and borrower
characteristics stayed constant. See Section 5.3.8 for the specification of the model that
produced these estimates.
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FIGURE 46: ESTIMATED EFFECT ON THE SHARE OF HIGH DTl LOANS AMONG PURCHASE APPLICATIONS,
2013-2016
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FIGURE 47: ESTIMATED EFFECT ON THE APPROVAL RATE ON HIGH DTl PURCAHSE APPLICATIONS, 2013-
2016
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Consider first Figure 46, which plots the share of High DTT applications. The vertical dotted line
divides the pre-Rule and post-Rule periods (it is placed between the December 2013 and
January 2014 data points). The line labeled “Data Average” plots the difference in the share of
High DT1 applications between non-GSE eligible and GSE eligible segments, for each month of
data. This difference is normalized to zero for January 2014. As anexample, the Data Average in
January 2013 is graphed at 0.02. This means that the difference in the share of High DT
applications between non-GSE eligible and GSE eligible segments was approximately 2
percentage points higher than the same difference in January 2014. The negative values after
January 2014 indicate a negative impact of the Rule on the relative share of High DTT applicants
in the non-GSE eligible category. The line “Model Estimate” plots the predicted difference in the
shares of High DT1loans between the two segments that would have been observed if the mix of
applicants—on dimensions other than DTI—stayed constant throughout the entire period. Both
lines are fairly close to each other because non-DTI characteristics of the borrower havelow
predictive power of the High DT I status. Finally, the shaded area around the Model Estimate
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line representsthe 95% confidence interval. Figure 47is interpreted in a similar fashion. On that
figure, the “Data Average” and “Model Estimate” lines diverge, implying that changesin average
approval rates understate the actual impact of the Rule.

For the share of High DT applicationsinthe non-GSE eligible category, the regression model
estimates show an average decline of 10 percentage points after the implementation of the Rule
(see Section 5.3.8). In other words, in the absence of the Rule, there would have been10
percentage points more High DT I applicationsin the non-GSE eligible segment. In 2013, the
share of High DT applicationsin the non-GSE eligible segment was 14.7 percent. Therefore, in
relative terms the change represents a 68 percent reduction inthe number of High DTI
applications over 2014 to 2016. In absolute terms, e.g. relative to the total number of
applications made by these lenders over 2014 to 2016, this change is small, only several
percentage points.

For the approval rate of High DT I applications in the non-GSE eligible category, the regression
model estimates show an average decline of 21 percentage points after the implementation of
the Rule (see Section 5.3.8). This decline inthe approval rateisvery large:itis larger than the
difference in approval rates between aborrower with a FICO score of 620 and a borrower with a
FICO score of 740 or above (see Table 28 for reference). Relative to the 2013 baseline, this
change represents a 40 percent decline.

Beyond the average effects, the dynamics of these outcomes over time are also important.
Figures 46 and 47 showthat the introduction of the Rule was associated with a sharp dropin
boththe share and approval rate of High DTI, non-GSE eligible applications, relative to High
DTIGSEeligible applications. After thisinitial decline, the outcomes gradually declined further.
While the average approval rate difference seemsto have returned to the level of January 2014
by the end of 2016, the model estimates suggest that this reversal is due to changesin the mix of
High DTI applicants rather than due to changesin lenders’ credit policies. For both outcomes,
the model estimates suggest no convergence of outcomes to pre-Rule levels, implying that
lenderstightened underwriting approaches toward non-GSE High DT purchase applicants at
the time the Rule became effective, and had not relaxed these approaches by 2016.
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FIGURE 48: ESTIMATED EFFECT OF THE GENERAL QM DTl PROVISION, BY LENDER. APPLICATIONS FOR
HOME PURCHASE, 2013-2016
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Figure 48 plotsthe estimated effect of the General QM DT provision separately for eachlender.
The figure also includes 95% confidence intervals for each estimate, indicated as dashed lines.
There is substantial heterogeneity in the extent to which lenders have changed their
underwriting approaches toward non-GSE eligible High DT applicants after the Rule.

For onelenderin the upper right corner of the figure, the approach to High DT applicants in
the non-GSE eligible segment has not substantially changed after the Rule. Anotherlender, in
the bottom middle part of the figure, has reduced its approval rate of High DT I applications by
close to 45 percentage points. The remaining six lenders are located between these two
extremes.
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The fact thatlenders have reacted so differently to the Rule is important for several reasons. 26

First, the heterogeneity of responses leaves open the possibility that lenders not included in the
sample may have reacted to the QM DTI requirement differently fromthose that are included.
For this reason, the average results presented here are valid only for this specific set of lenders.
The significance of the results presented in this section stems from the large combined size of
lendersincluded in the Application Data: based on HMDA 2016 data, these nine lenders
processed close to 20 percent of all applications for jumbo loans (a crude approximation of the
non-GSE eligible segment). Further, Figure 45 shows that according to akey metric—the share
of High DTIloans in the non-GSE eligible category—the Application Datais close to the
CoreLogic servicing dataset, which represents data from many more lenders.

Second, the differencesinlenders’reactions to the Rule, and the persistence of these differences
across time, suggests that lenders have not yet developed acommon approach to measure and
model AT R risk in the same way as they approach other types of risk, such as the risk of
delinquency and default. For instance, cross-lender differences in both the level and the change
in approval rates of High DT applications are much larger than, for example, differencesin
approval rates by FICO category.

5.3.4 Results for refinances

This subsection briefly discusses results for High DT 1 refinance applications. Figures 49 and 50
present the dynamics of outcomes of applications for refinance. Similar to the patterns found
among applications for home purchase, there was a sharp dropin the relative share and the
relative approval rate of High DT I non-GSE eligible applications immediately after the
introduction of the Rule. However, in contrast to the home purchase category, the outcomes
show a trend toward convergence back to pre-Rule levels by the end of 2016, as seen from T able
19, and from Figures 49 and 50. Thisfinding is consistent with a notion that lenders have
developed acommon approach to ATR risk onrefinance loans; for example, there may be a
consensus that on such loans the ability to repay has already been demonstrated.

261 Bey ond the issues discussed below, the differences in lender’sapproaches to High DT Iborrowers em phasize the
im portance of sh opping for a loan. Existingresearch points to limited amount of shopping. See Alexei Alexandrov &
Sergei Koulavev, No Shopping in the U.S. Mortgage Market: Direct and Strategic Effects of Providing In formation,
(Bureau Consumer Fin. Prot., Office of Research, Working Paper No.2017-01,2017).
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TABLE19: SHARE AND APPROVAL RATE AND SHARE OF HIGH DTl APPLICATIONS BY GSE ELIGBILITY,

REFINANCE, 2013-2016

. Approval rate of . Approval rate of
Share of HighDTl | Share of High DTI .
L. High DTI GSE .. High DTI Non-
Year GSE Eligible . Non-GSE eligible ..
o Eligible L GSE eligible
applications L. applications L
applications applications
2013 0.27 0.67 0.19 0.46
2014 0.26 0.58 0.14 0.22
2015 0.23 0.57 0.13 0.28
2016 0.23 0.56 0.13 0.35

FIGURE 49: ESTIMATED EFFECT ON THE SHARE OF HIGH DTl LOANS AMONG APPLICATIONS FOR
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FIGURE 50: ESTIMATED EFFECT ON THE APPROVAL RATE ON HIGH DTl REFINANCE APPLICATIONS,
2013-2016
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5.3.5 Effects on specific groups of borrowers: FICO, LTV,
Income

The previousresults have shown that the Rule likely caused some non-GSE eligible High DT
applications not to be submitted and if they were submitted then to be denied. This finding on
its own does not speak for or against the effectiveness of the DT 1 restrictionin achieving the
purposes of the Rule or the Act. If the denied applicantsin factlacked the ability to repay, then
the reductionin approval ratesis an intended consequence of the Rule. If the opposite were the
case, and the rejected applicants did have the ability to repay, then an unintended result is
observed.
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Eventhough the ability to repay isnot directly observed inthe Application Data used in this
analysis, it is nevertheless informative to examine whether the Rule has affected home buyersin
a way that is consistent with the expected loan performance.262 Specifically, this analysis
differentiates borrowers by FICO score and applicationincome, as these variables are traditional
predictors of delinquency and default. Figures 51 plots, separately for each FICO score bin
(FICO<680, 680-720, and FICO>720), the difference between the share and approval rate of
High DTI applicantsinthe GSE eligible and non-GSE eligible categories, normalized to zero in
January 2014; Figure 52 plots similar trends by income. Large decreases in the shares and
approval rates of High DT, non-GSE eligible borrowers are observed for applicants with high
creditscores (>720) and high income, as well as for those with low credit score and lowincome.
Econometric analysis confirms that the Rule did not have differential impact on any specific
category of non-GSE eligible High DTI borrowers (see Section 5.3.8).

Table 20 illustrates howthe pool of denied non-GSE eligible High DT applicants has changed
between2013 and 2014. After the introduction of the Rule, the pool of denied applicants
contains more of borrowers with higher income, higher FICO score and higher downpayment.
Together, these findings suggest that the observed decrease in access to credit in this segment
was likely driven by lenders’ desire to avoid the risk of litigation by consumers asserting a
violation of the AT R requirement or other risks associated with that requirement, rather than by
rejections of borrowers who were unlikely to repay the loan.

262 §everal commenters noted the possibility that the Rule could have differential access to credit effects on different
segments of the borrowing population. For background, see Neil Bhuttaand Glenn B. Canner, Mortgage Market
Conditions and Borrower Outcomes: Evidence from the 2012 HM DA Data and Matched HM DA-Credit Record
Data, Fed. Res. Bull.,Nov. 2013.
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FIGURE 51: DIFFERENCE IN GSE ELIGIBLE AND NON-GSE ELIGIBLE APPROVAL RATE AND SHARE OF
HIGH DTl APPLICATIONS FOR HOME PURCHASE BY FICO BIN, 2013-2016
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FIGURE 52: DIFFERENCE IN GSE ELIGIBLE AND NON-GSE ELIGIBLE APPROVAL RATE AND SHARE OF
HIGH DTl APPLICATIONS FOR HOME PURCHASE BY APPLICATION INCOME, 2013-2016
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TABLE20: AVERAGE CHARACTERISTICS OF DENIED NON-GSE ELIGIBLE HIGH DTl APPLICATIONS FOR
HOME PURCHASE, 2013-2016

Percent frequencies among

Variable High DTI applicationsdenied Denied in 2014
in 2013

Application income, dollars per

month
< 2,501 46.86 38.45
2,501-5,000 10.39 11.93
5,001-7,500 6.91 7.34
7,501-10,000 7.29 7.67
10,001-12,500 6.36 6.88
12,501-15,000 5.42 7.01
> 15,000 16.77 20.73

FICO Score
<620 40.54 30.74
620-659 3.04 4.5
660-679 3.34 3.6
680-699 5.19 5.72
700-719 6.05 6.28
720-739 7.27 8.36
>=740 34.57 40.79

LTV
< 50% 5.44 5.36
51-80% 40.07 42.55
81-90% 5.53 8.63
91-95% 5.47 6.18
> 95% 43.49 37.29

5.3.6 Effects onself-employed borrowers

Anotherborrower characteristic of interest is self-employment.263 The Bureau has examined
whether the Rule has had a disproportionateimpact on self-employed borrowers who do not

263 Several com menters noted the im portance of self-em ployment incom e for mortgage borrowers. For survey and
other evidence on the prevalence of self-em ployment income, see Board of Governors of the Federal Reserve Sy stem,
Reporton the Economic Well-Being of U.S. Households in 2016, May 2017, available at
https://www.federalreserve.gov/publications/files/2017-report-economic-well-being-us-households-201805.pdf;
Elka Torpey and Andrew Hogan, Bureau of Labor Statistics, Career Outlook: “Workingin a gig economy,” May
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qualify for a GSE loan. Thisimpact may occur through two different channels: first, through the

ATRrisk, where lenders may perceive self-employed borrowers as presenting higher AT R risk;

second, through compliance with Appendix Qrequirements on documenting income and debt,

where self-employed borrowers may have a harder time presenting the required documentation,

or lenders may perceiveagreater uncertainty of compliance among self-employed borrowers.

The Application Data contain a flag identifying self-employed applicants and therefore can be
used to examine the effect of the Rule on this group of borrowers. Table 21 reports the share of
home purchase applications submitted by self-employed borrowers between 2013 and 2016 for

the nine lendersin the Application Data. There is no discernible drop in the share of

applications from self-employed borrowers after the Rule was introduced; instances where the

share has declined in 2014 over 2013 are oftenreversed in later years.

TABLE21: PERCENTAGE OF APPLICATIONS FOR HOME PURCHASE SUBMITTED BY SELF-EMPLOY ED

BORROWERS, 2013-2016.

Lender 2013 2014 2015 2016
# 26% 26% 28% 25%
# 17% 15% 13% 13%
# 17% 12% 12% 17%
# 26% 22% 21% 22%
# 38% 37% 37% 38%
# 13% 10% 11% 12%
# 13% 11% 14% 15%
# 13% 13% 16% 18%
Total 17% 16% 16% 17%

More definitive conclusions can be obtained using a regression analysis of the approval rates for

self-employed borrowers, similar to the one employed above for High DT1 borrowers. See

Section 5.3.8 for specification and detailed results. The effect of the Rule on non-GSE eligible
self-employed borrowers is considered separately for High DT T and non-High DTI borrowers. In

the High DTI segment, thereis no differential impact on self-employed borrowers (in other

words, their approval rate has declined in the same fashion as it did for all High DTI, non-GSE
eligible borrowers). Among non-High DTI, non-GSE eligible borrowers, the analysis finds that
approval rates are reduced by 2 percentage points for self-employed borrowers, compared to

similar non-self-employed borrowers. This effect is statistically significant at the 95 percent

confidence level, butisrelatively small in magnitude compared to the overall approval rates.

Thisimplies that the above described channels through which self-employed borrowers are
disproportionately affected, such asthe Appendix Q requirements, are present but not

prohibitive.
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Thelender survey also sheds some light on the effect of Appendix Q, which, in all likelihood, is
most relevant for self-employed borrowers. T able 22 reports survey respondents’ responses to
how often they originate non-QM loans (therefore not eligible to be purchased, guaranteed or
insured by a GSE, FHA, VA, or USDA/RHS) where the borrower did not (could not) provide
documentationrequired by Appendix Q.

TABLE 22: LENDER SURVEY: LACK OF DOCUMENTATION REQUIRED BY APPENDIX Q

Frequency of originating non-QM loans where borrower did not (could

. . . . Count Percent
not) provide documentation required by Appendix Q

Often 8 9%
Sometimes 27 31%
Rarely or never 52 60%
Total responses 87 100%

Among 87 lenders who responded to this question (all of them originating non-QM loans), the
majority indicated “Rarely or never”. This suggests that in most cases, borrowers, including the
self-employed ones, are able to provide the documentation required by Appendix Q.
Nevertheless, anon-trivial portion of respondents indicated that such difficulties occur
“Sometimes” or “Often”, leaving open the possibility that Appendix Qrequirements may have
had an impact on access to credit.

5.3.7 Combined effect of the Rule on High DTI borrowers

The two previously estimated effects on application counts and approval rates can be combined
into an overall estimated effect of the Rule on the number of approved High DT 1 non-GSE
eligible applications. Importantly, this analysis does not speak to the alternatives that were
chosenby borrowers who did not appear among non-GSE eligible High DT applications after
the Rule. The possibilities include, but are not limited to: a) documenting more income or
paying off other debt, in order to fit under 43 percent DTI;b) choosinga lowerloan amount
either by increasing the downpayment or purchasing ahome at a lower purchase price2%4;c)
postponing home purchase;or (d) obtaining a non-GSE eligible High DT1loan froma lender
outside of the sample.

264 L,ow ering theloan amount may resultin a conformingsize loan, which may be GSE eligible. The Bureauhas also
examined submissions to GSE platforms that received approve/eligible status, and did not find any sharpincrease
in the number of High DTIsubmissions that would be consistent with substitution away from the non-QM segment
(see Chapter 6 below for more details).
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Some of these alternatives, if chosen, may manifest themselvesin an increased number of
applicationsjust under the regulatory threshold of 4 3 percent (the so-called “bunching”
behavior). Evidence for such bunching has been presented in Chapter 4. Itis possible to account
for “bunching” by considering changes in the share of applications with DTT above 40 percent
rather than 4 3 percent;in this way, the redistribution of applications from above 4 3 percent to
just below 43 percent will not affect the estimated change in the total number of High DT1
applications. Table 23 and Table 24 present lower bound and upper bound estimates by utilizing
DT1 thresholds of 40 percent and 4 3 percent, respectively. Itis estimated that the General QM
DTI provision has eliminated between 63 and 70 percent of approved non-GSE High DT
applications for home purchase amongthe nine lenders that contributed the data, over the
period of 2014 —2016; this change translates into a reduction of between 1.5 and 2 percent of all
loans for home purchase made by these lenders during this period. 2 T aking the average profit
margin of 48 basis points for 2014 through 2016 from the Annual Mortgage Bankers
Performance Report and considering the average non-GSE eligible loan size, the impact of the
Rule amounts to a cost of between $20 million and $26 million per year in lost profits.

265 Recent research by the Federal Reserve Board, using Optimal Blue data, finds an approximately 50 percent
reduction in originationsof High DTI, non-GSE eligible loans. Availableat
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TABLE23: LOWER BOUND ESTIMATE OF THE COMBINED EFFECT OF THE RULE (ACCOUNTING FOR
BUNCHING UNDER 43 PERCENT), OVER 2014 —2016, HOME PURCHASE.

Step Result
Pre-Rule share of DTI>40% among Non-GSE eligible .408
Pre-Rule share of DTI>40% among GSE eligible 435
Post-Rule share of DTI>40% among Non-GSE eligible 375
Post-Rule share of DTI>40% among GSE eligible 456

Post-Rule change in relative share of DTI>40%

(:375-.456) - (408-.435)
= -.053

Counterfactual post-Rule share of DTI>40% among Non-GSE eligible

.375-(-.053) = .429

Post-Rule count of NOT DTI>40% among Non-GSE eligible 70112
Counterfactual post-Rule count of DTI>40% among Non-GSE eligible fz?f:?%ﬂf 2+X)
Actual post-Rule count of DTI>40% among Non-GSE eligible 42215

Lost post-Rule count of High DTl among Non-GSE eligible

52744 - 42215 = 10529

Actual post-Rule count of High DTl applications among Non-GSE eligible

15135

Counterfactual post-Rule count of High DTl applications

15135 + 10529 = 25664

Post-Rule approval rate of High DTl applications among Non-GSE eligible

.359

Causal estimate of the impact on approval rate

-212

Counterfactual post-Rule approval rate of High DTI

.359--.212=.571

Actual count of post-Rule approved High DTI applications

5439

Counterfactual count of approved High DTI applications post Rule

.571*25664 = 14672

Estimate of the count of approved High DTI applications lost due to Rule

14672-5439 = 9233

Estimate of the share of approved High DTI applications lost due to Rule

(14672-5439)/14672 = .629

Estimate of lost profits assuming 48 bps profit rate, millions of dollars

19.281
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TABLE 24:

UPPER BOUND ESTIMATE OF THE COMBINED EFFECT OF THE RULE (ACCOUNTING FOR

BUNCHING UNDER 43 PERCENT), OVER 2014 —2016, HOME PURCHASE.

Step Result
Pre-Rule share of DTI>43% among Non-GSE eligible .232
Pre-Rule share of DTI>43% among GSE eligible .260
Post-Rule share of DTI>43% among Non-GSE eligible 134
Post-Rule share of DTI>43% among GSE eligible .271

Post-Rule change in relative share of DTI>43%

(.134-.271) - (.232-.260) = -.109

Counterfactual post-Rule share of DTI>43% among Non-GSE eligible

134 - (-.109) = .244

Post-Rule count of NOT DTI>43% among Non-GSE eligible

97192

Counterfactual post-Rule count of DTI>43% among Non-GSE eligible

244 = X[(97192+X) => X=
31392

Actual post-Rule count of DTI>43% among Non-GSE eligible

15135

Lost post-Rule count of High DTl among Non-GSE eligible

31392 - 15135 = 16257

Actual post-Rule count of High DTl applications among Non-GSE
eligible

15135

Counterfactual post-Rule count of High DTl applications

15135 + 16257 = 31392

Post-Rule approval rate of High DTl applications among Non-GSE
eligible

.359

Causal estimate of the impact on approval rate

-.212

Counterfactual post-Rule approval rate of High DTI

.359--.212 = .571

Actual count of post-Rule approved High DTI applications

5439

Counterfactual count of approved High DTl applications post Rule

.571*31392 = 17946

Estimate of the count of approved High DTl applications lost due to
Rule

17946-5439 = 12507

Estimate of the share of approved High DTI applications lost due to
Rule

(17946-5439)/17946 = .696

Estimate of lost profits assuming 48 bps profit rate, millions of dollars

26.118

158 BUREAU OF CONSUMER FINANCIAL PROTECTION



5.3.8 Technical Appendix

To analyze changesin the share of High DTI applicants, the followinglinear probability model s
estimated:

HighDTI; = ay + ay NGSE; + a, Post2013; + a3 NGSE; X Post2013;+ X[y + €;.

Here HighDTI,; is a variable that takes on the value of 1 if applicationi has DT1>43 percentand o
otherwise (such variables are known as indicators); NGSE; is an indicator for applicationibeing
non-GSE eligible; X; is a set of control variables including a full set of dummies for calendar
month (January — December), dummies for each bin of loan amount, FICO, LTV, CLTV, income,
number of borrowers, self-employment status, number of units, payment type (fixed or
adjustable rate mortgage), past foreclosure or current delinquency. See Appendix C for data
dictionary. The parameter of interest in this model is a; which appliesto the interactionterm
NGSE; X Post2013;. This parameter measures the change in the share of High-DTI applications
in the non-GSE eligible segment relative to the GSE-eligible control group that occurred after
2013. Resultsare found in the first and the second column of Table 25 (the second column
includes borrower controls X;, while the first does not).

To analyze changesin the approval rate of High-DT I applications, the following linear
probability model is estimated:

Approved; = ay + a; NGSE; + a, Post2013; + a3 HighDTI; + a4, NGSE; X Post2013; + a, NGSE; X

HighDTI; + asPost2013; X HighDTI; + agNGSE; X Post2013; X HighDTI; + X{y + €;.

The set of borrower controls X; isthe same as in the regression for the High DT1 status above.
Giventhat the outcomeisa binary indicator of approval, all coefficient estimates are interpreted
as changesin the approval probability, expressed in percentage points. The parameter of
interest in this model is a4, which applies to the triple interactionterm NGSE; X Post2013; X
HighDTI,. This parameter measure the change in the approval rate of High-DT1, non-GSE
eligible applications relative to the High-DTI, GSE-eligible control group in each year after 2013.
Resultsare found in the third and the fourth column of T able 25 (the fourth columnincludes
borrower controls X;, while the third does not).

Table 25 shows the average impact across lenders for the entire post-Rule period, for
applications for home purchase. Table 26 shows results for refinances. Among applications for
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home purchase (Table 25), the likelihood that a given applicationis High DTI declined by 10
percentage points, and the likelihood that a given High DT application is approved declined by
more than 21 percentage points2%. This decline inthe approval rate isvery large: it is larger than
the difference in approval rates between aborrower with a FICO score of 620 and a borrower
with a FICO score of 740 or above(see Table 28 for reference).

TABLE 25: ESTIMATED EFFECT OF THE RULE ON HIGH DTI APPLICATIONS FOR HOME PURCHASE, 2013-

2016
Share High DTI Shag-_zr:-llgh Apgt‘; val Approval rate

NGSE -0.028*** -0.02*** -0.086*** 0.038***
Post2013 0.011*** 0.014*** 0.011*** -0.005***
Post2013 XNGSE -0.109*** -0.102*** 0.062*** 0.012**
High DTI -0.098*** -0.106***
NGSE X High DTI -0.067*** -0.031***
Post2013 X High DTI -0.005 0.007*
Post2013 XNGSE X High DTI 0.234*** 0.212***
Borrower controls No Yes No Yes
Observations 686,334 686,304 686,334 686,304
R? 0.013 0.053 0.03 0.184

266 1 ev el of significanceis reported in the tables as * p<0.10, ** p<0.05,and *** p<0.01.
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TABLE26: ESTIMATED EFFECT OF THE RULE ON HIGH DTI APPLICATIONS FOR REFINANCE, 2013-2016

Share High DTI Share High DTI Approval rate Approval rate

NGSE -0.114*** -0.048*** -0.048 -0.041***
Post2013 0.082*** 0.045*** -0.007*** -0.017***
Post2013 XNGSE -0.032*** -0.046*** 0.067*** 0.056***
High DTI -0.050*** -0.003**
NGSE X High DTI -0.158*** -0.192%*
Post2013 XHigh DTI -0.086*** -0.094***
Post2013 XNGSE X - -
High DTI -0.139 -0.106
Borrower controls No Yes No Yes
Observations 1,876,221 1,876,165 1,876,221 1,876,165
R? 0.012 0.118 0.023 0.068

TABLE27: ESTIMATED EFFECT OF THE QM DTl PROVISION WITHIN FICO AND INCOME CATEGORIES:
HIGH DTl APPLICATIONS FOR HOME PURCHASE, 2013-2016

Share of High DTI Approval rate among High DTI

Post -0.00211 -0.00236
FICO 1-699 -0.0524*** -0.193***
Post XFICO 1-699 0.0583*** 0.0454***
Income < 5K 0.170*** -0.311***
Income 5-10K 0.0872*** -0.0423***
Post XIncome < 5K 0.0544*** 0.0342**
Post XIncome 5-10K 0.0123*** 0.00453
SelfEmp 0.127*** -0.0803***
Post XSelfEmp -0.0028 0.00159
Private -0.0501*** 0.00904
Private X FICO 1-699 0.0978*** -0.125***
Private X Income < 5K -0.0390*** -0.0635***
Private X Income 5-10K 0.0700*** -0.0437**
Private X SelfEmp -0.0284*** -0.0131
Private X Post -0.0970*** -0.251***
Private X Post XFICO 1-699 -0.0416*** 0.117***
Private X Post XIncome < 5K -0.0158 0.0167
Private X Post XIncome 5-10K -0.00996 0.0507**
Private X Post XSelfEmp -0.00433 -0.00301
Constant 0.281*** 0.997***
Observations 357,638 79,625

R? 0.061 0.175
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TABLE 28: ESTIVATED EFFECT OF THE RULE ON APPROVAL RATES FOR SELF-EMPLOY ED

BORROWERS FOR HOME PURCHASE, 2014 —2016

High DTI Not High DTI
NGSE -0.001 0.037***
SelfEmp -0.090*** -0.033***
NGSE & SelfEmp -0.004 -0.010*
NGSE & Post2013 -0.185*** 0.015***
SelfEmp & Post2013 0.002 0.013***
NGSE & SelEmp & Post2013 -0.040** -0.021***
Post2013 -0.006 -0.008***
FICO < 620 omitted
FICO 620-659 0.302*** 0.556***
FICO 660-679 0.354*** 0.591***
FICO 680-699 0.383*** 0.621***
FICO 700-719 0.413*** 0.632***
FICO 720-739 0.435*** 0.659***
FICO >=740 0.472*** 0.680***
LTV controls YES YES
Loan size controls YES YES
More than one borrower 0.017*** 0.028***
Fixed rate loan 0.029*** 0.017***
CLTV>LTV -0.070*** -0.013***
One unit 0.064*** 0.088***
Quarter of application controls YES YES
Constant -0.025* -0.097***
Observations 168496 887670
R-squared 0.143 0.188
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5.4 Effects of the points and fees
requirement on the availability of small
dollar loans and cost of credit

Asamended by the Dodd-Frank Act, TILA requires that a “qualified mortgage” at or above
$100,000 have total “points and fees” that do not exceed three percent of the total loan amount,
except for “smallerloans” for which Congress directed the Bureau to adopt points and fee
caps.2%7 Points and fees are charges paid for the loanto the creditor, loan originator, or an
affiliate. Inaddition to the general three percent cap, the ATR/QM Rule provides for
proportionally higher points and feeslimits for smaller loan amounts: eight percent of the loan
amount forloansless than $12,500; $1,000 forloans that are at least $12,500butless than
$20,000; five percent of the loan amount forloans that are at least $20,000 but less than
$60,000; $3,000 dollars forloans between $60,000 and $100,000, which are all indexed for
inflation, and a 3 percent cap forloans above $100,000.268

From conversations with lenders, the Bureau has learned that borrowing scenarios where the
QM points and fees threshold (further, “QM PF threshold” or simply “PFthreshold”) is exceeded
are relatively rare and are typically dealt with through an “exception process”. Loan origination
software calculates the PF status on each application and produces a message if the status is
negative (i.e., PFthreshold is exceeded); on some systems, such an alert puts a stop on the
application process until a loan officer with sufficient authority creates an exception. If the
lender wishes to avoid originating a loan that exceeds the QM PF threshold, the optionsinclude:
a) reduce feesto adhere to the threshold, or b) deny the application.

There are several major difficulties with quantifying the direct impact of the QM PF threshold
on access to credit and the cost of credit. First, before the Rule lenders did not performthe
pointsand fees calculationina manner prescribed by the Rule, and therefore such data does not
exist. Second, the Bureau does not have data on individual loan charges with sufficient detail to
reconstruct the results of the points and fees calculation. As aresult, there does not exist a
longitudinal dataset of loan originations that would allowa comprehensive examination of the
impact of the QM PF provision, of the kind that was utilized to study the impact of the General
QM DTI provision. Third, evenif such data did exist, it would reflect the results of PF calculation

267 Dodd-Frank Act section 1412; TILA section 129C (b)(2)(A)(vii). Thelimits on points and fees for qualified
m ortgages areimplementedin 12 C.F.R. §1 026.43(€e)(3).

268 15 C.F.R. §1026.43(e)(3).
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on the originated loans would reflect the final status of the application, e.g., after lenders have
made necessary fee adjustments to stay under the PF threshold. Such data would say little about
the frequency at which PF violations occur at the initial status of the application, or about the
magnitude of fee adjustments. For instance, if broker compensation was adjusted (lowered) to
fit within the PF threshold, the existing data on individual loan chargesis not informative on
what the broker compensation would have been absent the Rule.

Althoughit is not possible to produce a causal estimate of the impact of the QM PF provisionon
accessto credit and cost of credit, the available data (some collected specifically for the purposes
of this assessment) allows to answer partial questions that are indicative of that impact.
Specifically, the questions explored this section are the following: 1) How oftenis the QM PF
threshold initially exceeded on an application (e.g., before adjustments are made)?; 2) Which
borrowing scenarios are most affected?; and 3) What are the lender policies in the situation
where an applicationindicates that the PFthreshold would be exceeded?

5.4.1 Summary of the points and fees requirement

TILA defines points and fees to include: 1) all items included in the finance charge2% except
interest or the time price differential; 2) all compensation paid directly by either aconsumer or a
creditor to amortgage originator from any source; 3) certainreal estate related settlement
chargesthat are generally excluded from the finance charge (such as title insurance, 27°
document preparation, and appraisal fees) unless the chargeis paid to an unaffiliated third
party and meets other conditions; 4) certain charges such as credit insurance and prepayment
penalties; and 5) such other charges as the Bureau determines to be appropriate.27! The Bureau
did not determine it appropriate to add any charges beyond those listed in the statutory

269 15 C.F.R.§1026.4.

270 For research relevant to the title insurance market, the role of affiliated service providers, and more g eneral
research on vertical integration, see Lawrence J. White, The Title Insurance Industry, Reverse Competition, and
Controlled Business - A Different View, The Journal of Risk and Insurance, Vol. 51, No. 2 (1984); Analysis Group,
Inc., Competition and Title Insurance Rates in California, January 2006, available at

Preferences, October 2015, available at http://narfocus.com /billdatabase/clientfiles/172/25/2950.pdf; Michael H.
Riodan, Competitive Effects of Vertical Integration, Columbia University Department of Economics Discussion
Paper Series, 2005; Timothy Bresnahan and Jonathan Levin, Vertical Integrationand Market Structure, Stanford
Institute for Economic Policy Research March2o012.

271 TILA section 103(bb)(4).
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definition of points and fees when it implemented this list in the ATR/QM Rule.?’2Inaloan
originated directly by a creditor, points and fees will generally be limited to direct charges by the
creditor and charges by any affiliates it choosesto use for settlement services.273

Asamended by the Dodd-Frank Act, TILA provides certain exclusions fromthe points and fees
definition.274 TILA excludes any mortgage insurance premium charged by a government agency,
such as FHA.275 TILA may also exclude up-front premiums for private mortgage insurance, but
certain conditions must be met. Typically, private mortgage insurance is paid monthly after
settlement, usually as part of the loan’s escrow payment. TILA excludes from points and fees any
mortgage insurance premium paid after closing.27¢ However, there can also be a sizable up-front
premium for private mortgage insurance thatis paid at settlement. TILA excludes any up-front
private mortgage insurance charge thatisnot in excess of the typical up-front amount charged
by the FHA, as long as the excluded amount is automatically refundable pro rata when the loan
is paid off.277

In order to avoid the points and fees cap interfering with creditors offering discount points to
consumers, TILA excludes from points and fees either one or two “bona fide” discount points,
depending onthe difference between the interest rate without any discount being purchased and
the average prime offer rate (APOR) for the transaction.278 For example, if a creditor originates a
loan that would have an interest rate of 5 percent with no discount purchased, and the APOR for
the transactionis 4 or higher (1 percent difference or less), the creditor may exclude up to two
bona fide discount points from the points and fees for the transaction. If a creditor originates a
loan that would have an interest rate of 6 percent with no discount, and the APOR is 4 percent
or between 4 and 5 percent (2 percent difference or less, but more than 1 percent), the creditor

27212 C.F.R §1026.32(b)(1).
27312 C.F.R. §1026.32(b)(1).

274 The exclusions described here do notinclude exclusions provided in thelist of points and fees items above from
TILA section 103(bb)(4). such as reasonable unaffiliated third-party real estate charges from whichthe creditor
receives no compensation and credit insurance calculated and paid monthly.

275 TILA section 103(bb)(1)(C)(i).
276 TILA section 103(bb)(1)(C)(ii), (iii).
277 Theseprovisionsare im plemented in the ATR/QM Rule at 12 C.F.R. §1026.32(b)(1) ()(B)—(C).

278 TILA section 103(dd). This provision is im plemented in the ATR/QM Ruleat § 1 026.32(b)(1)(i)(E)—(F) and
§1026.32(b)(3)(1). The provision hasa separate test for exclusion of discount points on loans for non-real estate
m anufactured housing. The average prime offer rate (APOR) isan annual percentage rate thatisderived from
averageinterestrates, points, and other loan pricing terms currently offered to consumers by a representative
sample of creditors for mortgage transactions thathavelow-risk pricingcharacteristics. 12 C.F.R. §1026.35(a)(2).
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may only exclude one bona fide discount point. TILA requires that bona fide discount points
excluded frompoints and feesresultin a real discount and that the amount of the rate reduction
purchased be reasonably consistent with established industry norms and practices.279

5.4.2 Evidence from the lender survey

In the lender survey, the Bureau asked: “How often does a loan applicationinitially exceed the
QM cap for points and fees? Please only consider applications for loans of less than $100,000.”
This question focuses on the initial status of the application, as opposed to the final status which
reflects fee adjustments that may have been made in order to accommodate the QM cap. The
question also focuses on applications for smaller loan amounts as those generally have higher
PF ratios. A total of 159 responses were received on this question.

TABLE29: HOW OFTEN DOES A LOAN APPLICATION INITIALLY EXCEED THE QM CAP FOR POINTS AND
FEES? PLEASE ONLY CONSIDER APPLICATIONS FOR LOANS OF LESS THAN $100,000.

Percentage of applications Count of respondents  Percent of responses
<1% of applications 74 47%

1 - 3% of applications 22 14%

>3% of applications 24 15%

Do not know 39 25%

Total responses 159 100%

Table 29 providesthe breakdown of responses to the question stated above. Notably, a
substantial portion of respondents, 39 out of 159, indicated that they “Did not know” the
incidence in which the points and fees on an applicationinitially exceed QM PF threshold. As
some of themindicated in the write-in response, this is because the final status of the
application as it is recorded in the loan originations software already reflects fee adjustments
and thus is uninformative regarding the initial PF violation. Inthe majority of cases, 96 out of
159, theincidence of PFviolationsisinfrequent, less than 3 percent of applications.

The write-inresponses provide additional detail regarding the situations where the PF cap
might be initially exceeded. For example, one bank indicated that over 15 percent of their

279 TILA section 103(dd).
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wholesale portfolio applications had points and fees that initially exceeded the cap, due to the
inclusion of broker compensation in the calculation of PF. Other respondents mentioned
circumstancesleading to QM PF violations including: lower loan amounts, particularly in rural
areas; second homes; private mortgage insurance (PMI); discount points paid to buy down the
rate; feeson specialloan programs (HFA, FHA); and fees due to an affiliated appraisal or title
company. Respondents also mentioned low credit scores, high LT Vs, and manufactured homes
as additional circumstances although it is less clear in these cases what the underlying causes
may be. In addition to the lender survey responses, seven out of 31 lenders that provided
comments to the initial Federal Register notice on this assessment also provided detail on the
circumstancesleading to QM PF violations. These comments pointed to: smaller loans in rural
areas; generally loansbelow $50,000 and; broker compensation as contributing causes.

TABLE 30: DO YOU TAKE THE FOLLOWING ACTIONS WHEN A LOAN APPLICATION IS BEING PROCESSED
AND THERE IS AN INDICATION THAT THE QM CAP FOR POINTS AND FEES COULD BE

EXCEEDED?
Number of Percent of
. T respondents who respondents who
Policy for PF violation mentioned this mentioned this
policy policy
Waiwve certain fees to keep points and fees ratio under 51 39%

the limit, and increase interest rate

Waiwve certain fees to keep points and fees ratio under 112

0,
the limit, without increasing interest rate 76%
Deny the loan application 29 22%
Proceed without making any changes 22 17%

Total responses 137

The next question onthe survey asks: “Do you take the following actions when a loan
applicationis being processed and there is an indication that the QM cap for points and fees
couldbe exceeded?”Table 30 shows the breakdown of responses to this question. A total of 137
lenders have responded to this question. Because some respondents chose multiple options
(e.g., more than one policy) the sum of valuesin the first column exceeds 137. By far the most
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popular option was “Waive certain fees ... without increasing the interest rate,” followed by
“Waive certainfees...and increase the interest rate”. 280

TABLE 31: PF VIOLATION POLICES BY INSTITUTION TYPE

Waive certain Waive certain
feesto keep feesto keep

points and pointsand Proceed
o feesratio feesratio Deny the loan without
L A 3] 20 under the under the application making any
limit, and limit, without changes
increase increasing
interest rate interest rate
aa5r)1k with <$2 billion in total assets 17% 68% 17% 279%
Bank with $2-10 billion in total o o o o
assets (16) 63% 73% 22% 14%
Bank with >$10 billion in total 37% 70% 1% 16%
assets (23)
Credit Union (23) 29% 62% 17% 18%
Non-DI (70) 51% 90% 30% 11%
All (177) 39% 77% 22% 17%

Table 31 presents the breakdown of policy options by institution type (the number in brackets
indicates the number of respondents amongeach type). The percentage values showthe
percentage of respondents of a given type (indicated by the row) mentioning a given policy
(indicated by the column). Notably, 70 percent of banks with >$10 billionin total assets
mentioned “Waive certain fees to keep points and fees ratio under the limit, without increasing
interest rate” as applicable policy. Thus, this policy optionis not only the most popular among
lenders, but is also most likely to be applied across borrowers asit is often chosen by larger
institutions.

280 Thisfinding is consistent with other surveys on this topic. See National Association of Realtor’s Survey of
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5.4.3 Evidence from the Application Data

Aspart of the data collection that resulted in the Application Data fromnine lenders, the Bureau
requested, that for each application, a data field indicating whether the application has passed
the QM PF test. Seven out of nine lenders were able to provide these data (the other two do not
routinely collect this information). Because the PF calculationis different for FHA applications,
the foregoing analysis belowonly focuses on applications for conventional loans. The analysis
further focuses on applications forloan purchase, as these are more likely to exceed the QM PF
threshold due to extra origination-related charges that apply to purchase transactions.

TABLE 32: PERCENT OF PF VIOLATIONS AMONG CONVENTIONAL APPLICATIONS FOR HOME
PURCHASE IN THE RETAIL CHANNEL

Lender Approved Approved Approved Approved Denied Denied Denied Deniedin
in 2013 in 2014 in 2015 in 2016 in2013 in2014 in2015 2016

# 0.0% 0.0% 0.0% 0.0% 0.0% 1.5% 2.0% 2.5%
(0.0%) (0.0%) (0.0%) (0.0%) (0.0%)  (0.0%)  (0.0%)  (0.0%)
# . 0.0% 0.0% 0.0% . . . 0.0%
(100%) (14.6%)  (15%) (18%) (100%)  (100%)  (100%)  (100%)
# . 0.0% 0.0% 0.0% . 2.9% 2.9% 2.9%
(100%) (1.4%) (0.0%) (0.0%) (100%) (1.8%)  (0.0%)  (0.0%)
# 32.5% 1.5% 0.0% 0.0% 40.0%  5.0% 0.0% 1.1%
(36.3%)  (0.1%) (0.0%) (0.0%) (75.2%) (0.6%)  (0.0%)  (0.0%)
# . 0.0% 0.0% 0.0% . 1.1% 1.1% 1.1%
(100%) (1.7%) (0.0%) (0.0%) (100%) (1.9%)  (0.0%)  (0.0%)
# 0.0% 0.0% 0.2% 0.0% 0.0% 0.0% 0.5% 0.1%
(0.0%) (0.0%) (0.0%) (0.0%) (0.0%)  (0.0%) (0.0%)  (0.0%)
# 44.7% 1.6% 0.9% 0.9% 53.4%  8.1% 4.2% 5.5%
(97%) (4.5%) (1.1%) (1.2%) (98.0%) (6.1%) (2.1%) (2.0%)
All 9.7% 0.5% 0.2% 0.1% 2.4% 2.8% 1.9% 1.9%
(64%) (4.8%) (4%) (4.3%) (79.5%) (29.9%) (26.7%) (21.0%)

Table 32 present the percentage of applications where the QM PF threshold was exceeded, for
the retail channel (results for the corresponding channel are almost identical). The broker
channel is examined belowin Section 5.4.6. For each lender—year combination, the first row
indicates the incidence of PF violations; the valuesin bracketsindicate the percentage of records
where information on PF status is missing. Unfortunately, for the pre-Rule period (2013
applications), the information is missing in majority of cases. For thisreason, the 2013
percentages are considered to be unreliable.
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In the post-Rule period, 2014 to 2016, almost all approved applications indicate passing the QM
PF test. Importantly, the Application Data indicates the final status of the application, i.e., after
fee adjustments were made. For this reason, it is not possible to examine the impact of the initial
PF violation onthe eventual approval rate of an application.

Presumably, denied applications did not go through the same fee adjustment process and thus
may provide some indication, albeit imprecise, of how often the PF threshold is initially
exceeded. Because denied applications are systematically different from approved applications
(lower FICO score, higher LTV, etc.), for this analysis only denied applications with at leasta 50
percent probability of approval were selected. The probability of approval on denied
applications was calculated using estimates from the approval regression model (see Section
5.3.8fordetail). Among this selected group of denied applications, between 2 and 3 percent of
applications are found to exceed the QM PF threshold. This finding indicates that PF violations
do occur, albeit infrequently.

TABLE 33: PERCENT OF PF VIOLATIONS AMONG APPLICATIONS FOR LOAN AMOUNTS BELOW $100,000
(RETAIL AND CORRESPONDENT APPLICATIONS FOR HOME PURCHASE)

Approved Approved Approved Deniedin Deniedin Denied in

LR in 2014 in 2015 in 2016 2014 2015 2016
# 0.1% 0.0% 0.0% 3.2% 4.4% 3.8%
# 0.0% 0.0% 0.0%

# 0.0% 0.0% 0.0% 5.2% 2.6% 3.3%
# 4.2% 0.0% 0.1% 10.1% 0.0% 4.4%
# 0.0% 0.0% 0.0% 2.6% 2.7% 2.2%
# 0.0% 0.1% 0.1% 0.0% 0.9% 0.8%
# 1.4% 0.6% 0.6% 6.8% 2.6% 5.0%
Total 0.7% 0.2% 0.2% 3.9% 2.8% 2.9%

Table 33 examines the incidence of PF violations among applications for loan amountsless than
$100,000. Among approved applications, there is almost no difference from applications for
largerloan amounts (e.g., almost all applications pass the QM PF test). However, among denied
applications, an applicationfor a loan under $100,000 is 1-2 percentage points more likely to
fail the PF test than an application for a larger loan. Nevertheless, overall incidence islow, under
3 percent in most cases. This finding corroborates the results of the lender survey where most
respondentsindicated that fewer than 3 percent of applications initially exceeded the PF
threshold.
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5.4.4 Evidence from the fair lending data

From the above analyses, it appears that lenders waive fees and sometimesincrease interest
ratesin response to an initial PF violation. However, the ultimate impact of these adjustments
on the cost of credit remains unclear. T o study thisissue, the Bureau has utilized data it received
fromlenders for the purposes of certain fair lending exams. Data from seven exams contained a
sufficient number of observations for the pre-Rule and post-Rule period.

Unfortunately, only two exams included loans that were closed before 2014. For the remaining
five exams, the pre-Rule dataincludes applications that were submitted before 2014, but closed
in 2014. This may introduce trends in the data due to potential selection of applications that
may be correlated with points and fees.
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FIGURE 53: QUANTILES OF NET TOTAL POINTS AND FEES FOR LOANS BELOW $150,000, BY LENDER
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Figure 53 presents the main result of this analysis. Separately for each lender, it plots the first
and fifth quantiles of the distribution of “Net T otal Points and Fees” paid on that lender’sloans,
along with the median. The calculation of this cost metric is different from the one involved in
the QM PF definition, so the data should be interpreted as only a proxy. And, the Bureau has
beenunable to compare this proxy to points and fees calculated according to the QM PF
definition, because the fair lending data does not have sufficient detail to perform this
calculation. Nevertheless, changes in this measure of cost of credit should be informative of the
impact of the Rule.
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For some lenders, the net total points and fees at the first, fifth and fiftieth (median) percentile
declined in 2014 compared to 2013. For other lenders, this cost metric has stayed generally
constant; and for one lender substantial increases are observed. This is somewhat consistent
with the evidence fromthe prior evidence that lenders may be, on the margin, taking stepsto
ensure that loans are under the threshold. However, the fact that declines in mortgage costs are
observed at all quantiles, while the impact of the PF provisionis expected to be limited to
borrowers with the highest values of points and fees, limits any conclusion that the dynamics
here are related to the Rule.

5.4.5 Approval rates and originations of small balance
loans: evidence from HMDA

Several trade groups and individual commenters on the RFI stated that the current points and
feestiers make smaller size mortgagesless attractive to lenders given the relatively high cost of
originating such loans. As detailed in the next section, qualitative responses to the lender survey
indicate that smaller size loans may be more likely to exceed the points and fees threshold than
larger size loans, rendering them ineligible for QM status. The survey also indicates that such
situations may be uncommon.

This section summarizes analysis studying howapproval rates for small loans changed in
response to the implementation of the points and fees cap. The analysis utilizes HMDA data and
focuses onconventional loans under $170,000 between 2012 and 2016, covering two years
before and three years after the Rule’s effective date. 28

The HMDA data do not allow for a direct measurement of points and fees for a givenloan. In
order to estimate the impact of the cap, the analysis instead compares approval rates before and
after the implementation of the Rule acrossloansize thresholds established under the Rule.
Specifically, the analysis relies on the observation that, given the structure of the cap, it is likely
tobe more or lessrestrictive at different loan sizes. For instance, given a fixed points and fees
capof $3,000 forloansizes between $60,000and $100,000, to the extent that some of the cost
of originating a mortgage varies positively with loan size, the capis expected to be more
restrictive for loans at or just below $100,000 insize as compared to loans at or just above
$60,000 insize. Therefore, if the points and fees cap has a negative effect on the rate at which

281 The value of $170,000 is themedianloan sizein 2011before the beginning of the data under study. Restricting to
loan sizes below this medianresultsin a set of loans that are similar to each other in im portant market
characteristics, such as geography. For example, hom es with higher prices—and therefore higher loan sizes—are
m orelikely tobe located in metropolitan areas. In com parison, the smaller sizeloansthat are the focus of this
analysis are more likely tobe found in non-metropolitan, micropolitan, or smaller metropolitan areas.
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loan applications are approved, amongloans between $60,000 and $100,000 insize, this effect
is expected to be more pronounced for largerloans.

To test this hypothesis, the analysis defines loan size bins of width $10,000, with the first bin
covering $60,000 to $69,999 and the last bin covering $90,000 to $99,999.282 A statistical
modelis constructed where approval is modeled as a function of occupancy status, the month
and year of application, the county where the propertyislocated, whether the property is located
inside a metropolitan statistical area, theloan purchaser type, and loan size bin. Thenan
additional term is introduced to allow the approval rate by loan size bin to be different starting
in 2014. Again, under the hypothesis outlined above regarding the effect of the points and fees
cap, the estimated effects after 2014 would showa lower approval rate for the higher size bins
than for the lower size bins relative to the earlier years.

Site-builthome loans

Figure 54 shows the estimated effects for site-built home loan applications (classified in HMDA
as applications for one to four family home loans other than manufactured housing).

282 T e analysis is restricted to first-lien conventional purchase loans.
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FIGURE 54: APPROVAL RATE MODEL ESTIMATES FOR SITE-BUILT HOME LOANS, 2012-2016
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The greenbars show for each loan size bin the estimated approval rate for aloan with average
occupancy statusinthe average county and the average month and year of origination over the
2012-2013 period. Higher size loans experienced slightly higher approval rates between 2012
and 2016. When allowing for differential approval rates startingin 2014, there isno discernible
difference at higher loansize bins. The black bars represent the 95 percent confidence intervals,
which are tightly estimated. The model shows no statistically significant changesin the relative

approval rates after 2014. Thisimplies that the points and fees cap was not binding for these
loans.

Manufactured home loans

Figure 55 shows the estimated effects on the approval rate for originations for properties
classified as manufactured homesin HMDA.
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FIGURE 55: APPROVAL RATE MODEL ESTIMATES FOR MANUFACTURED HOME LOANS, 2012-2016

P Estimated approval rate, 2012-2013 Estimated approval rate, 2014-2016
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Manufactured home loan applications have a substantially lower approval rate than those for
site-built homes. Unlike with site-built home loans, higher loan size applications have alower
approval rate thanlower loan size applications. After 2014, the relative approval rate of higher
size loan applications increases, and this increase is statistically significant. This does notlend
support to the hypothesis that the points and fees cap suppressed the approval rate of higher
size loans relative to lower size loans in this loan size range. 283.284

283 Noticethat these results arereflective of a larger trend among manufactured housing loan a pplications during this
period, that of theapproval rate of larger loans becoming higher relative to that of smaller loans. In particular, the
average approval rate of applications with a sizebetween $20,000 and $59,999 dropped from 48.3 percentin 2012
to40.8 percentin 2016, theaverage approval rate of applications with a sizebetween $60,000 and $99,999
dropped from 41.7 percentin 2012to0 37.5 percent in 2016, while the average approval rate of a pplications with a
size between $100,000 and $169,999 increased from 33.6 percentin 2012t041.3 percentin 2016.

284 Iy terms of interpreting these results, it is im portant to note the changes to the Hom e Ownership and Equ ity
Protection Act (HOEPA) pursuant to the Dodd-Frank Act wereimplemented at the same time as the ATR/QM Ru le.
Thesechangeslikely increased the share of manufactured home loans that are classified as HOEPA loans
substantially. See Bureau of Consumer Fin. Prot., Manufactured-housing Consumer Finance in the United States,
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While the potential for an effect from the points and fees capsis most clear froma fixed cap, as
between loan size of $60,000 and $100,000, a percentage cap can also have an effect onthe rate
of approvals. If some of the cost of originating a loanis fixed as opposed to changing with the
size of the loan, then a percentage cap becomeslessrestrictive asloan size increases. This
hypothesisistested for loans between $20,000 and $60,000 (where the points and feescap is
five percent of the loan size) and forloans between $100,000 and $170,000 (where the points
and fees cap is three percent of the loan size). Among manufactured housingloan applications,
the relative approval rate increased with loan size among these ranges, too. While this does not
rule out the above hypothesis, it may also be a result of the larger trend of a shift towardslarger
loans in this market documented in Chapter 3.

Using a similar methodology, the Bureau also analyzed year-on-year growth rates of originations
at the statelevel taking into account home price changes and allowing for variation with the
quarter and year of origination, the state, and by loan size bin. No statistically significant effects
of the points and fees cap were found. The lack of statistical significance is partly due to the
small sample size (unlike the previous analysis that usesindividual data, this analysis relieson
state-level observations), but the point estimates do not indicate an economically significant
effect either.

5.4.6 The effectof the QM points and fees provision in the
broker segment

The Rule specifies that the loan originator compensation paid by a creditor to a non-employee
(e.g., a mortgage broker) must be included in points and fees, evenif the creditoris paying this
fee on the consumer’s behalf. 285 In contrast, the points and fees formula does not include
payments that the creditor makesto its own employees. Asaresult, brokered transactions will
generally have a higher sum of points and fees than retail transactions, and thus are more likely
to exceed the QM PF threshold. The Bureau has examined the available data to investigate
whether this is indeed the case, and whether brokered transaction have declined after the

Rule. 286

285 The ATR/QM Ru le im plements the loan originator com pensation part of points and fees. See C.F.R.
§1026.32(b)(1)(ii). Thediscussion of thisprovision summarizedin thetext above is from thepreambletothe
ATR/QMRule. See78 Fed. Reg. 6408, 6432—6438 (Jan.30,2013).

286 For additional research on the role of mortgage brokers in lending com petition and pricing, see M. Cary Collins
and Keith D. Harvey (2010), Mortgage Brokers and Mortgage Rate Spreads: Their Pricing Influence Depends on
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TABLE 34: PERCENT OF PF VIOLATIONS IN THE APPLICATION DATA FROM NINE LENDERS: BROKER

CHANNEL
Lender {-\pproved {-\pproved {-\pproved {-\pproved Penied Penied Penied
in 2013 in 2014 in 2015 in 2016 in 2014 in 2015 in 2016
# 43.7% 41.1% 43.9% 43.9% 46% 35.8%
100% 1.9% 0.0% 0.0% 1.5% 0.0% 0.0%
# 0.0% 0.0% 0.0% 7.6% 0.027 5.5%
100% 1.6% 0.0% 0.0% 2.0% 0.0% 0.0%
# 33.3% 0.3% 0.0% 0.3% 0.0% 100%
99.8% 4.4% 1.2% 0.8% 99.3% 99.3% 100%
Total 33.3% 4.8% 5.2% 7.3% 9.4% 4.5% 7.8%
99.9% 2.0% 0.3% 0.2% 11.9% 16.9% 11%

Table 34 presents the percentage of brokered applications where the QM PF threshold was
exceeded, separately for three lenders (the other six lenders did not utilize brokers). For each
lender—year combination, the first rowindicates the incidence of PFviolations; the second row
indicates the percentage of records where information on PF status is missing. Only one lender
shows a significant percentage of approved brokered transactions where PFis exceeded. The
other two lenders are curingall or almost all PF violations on the approved applications. Among
denied applications, for twolenders reported in Table 34, the percentage of PFviolationsin the
broker segment is higher than in the retail segment. For the remaining lender, almost all data
on denied brokered applications is missing. T o conclude, this limited examination suggests that
brokered applications are initially more likely to result ina PF violation.

Neighborhood Type, Journal of Housing Research 19(2); Amany El Anshasy, Gregory Elliehausen, and Y oshiaki
Shimazaki, The Pricing of Subprime Mortgages by Mortgage Brokers and Lenders, July 2005, available at
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TABLE 35: SHARE OF BROKERED APPLICATIONS IN THE APPLICATION DATA FROM THREE LENDERS
THAT EMPLOY BROKERS

Lender 2013 (all 2014 (all 2015(all 2016 (all 2013 2014 2015 2016
loans) loans) loans) loans) (<150k) (<150k) (<150k) (<150k)

# 21% 3.8% 5.4% 10.7% 6.3% 9.3% 12% 17.7%

# 21.6% 19.1% 15.5% 11.4% 14.7% 11.3% 13.1% 8.6%

# 3.5% 3.5% 6.1% 5.5% 2% 2% 3.9% 3.5%

Total 7.6% 9% 9.7% 9.2% 5.8% 6.2% 8.4% 7.1%

Table 35 displays the share of brokered applications for three lenders. While there are some

fluctuations, there is no evidence that these lenders have systematically reduced their reliance
on brokered loans after the introduction of the Rule. A similar result is obtained if one examines
the share of brokered loansin the CoreLogic data, as seen in Figure 56.
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FIGURE 56: SHARE OF BROKERED ORIGINATIONS AMONG MORTGAGE LOANS FOR HOME PURCHASE,
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The Bureau has received numerous comments from mortgage brokers with examples that
suggest that the QM PF provision may have created difficulties both for brokers and for
consumersinvolved in these transactions. Unfortunately, the Bureau could not reasonably
obtaindata that would allow it to evaluate these examples on amarket-by-market level. The
impact of the QM PF provisioninthe mortgage broker segment is an area that requires further
research.

5.5 The rebuttable presumption provision

The Rule’s safe harbor and rebuttable presumption provisions provide different liability
protection for QM loans depending on whether they are higher-priced covered transactions
(HPCT's). HPCTs are generally defined as first-lien mortgages with annual percentage rates
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(APRs)that are 1.5 or more percentage points over the benchmark Average Prime Offer Rate
(APOR)for a comparable transaction, and second-lien mortgages with APRsthat are 3.5
percentage points over the comparable APOR.287 For Small Creditor Portfolio and Small
Creditor Balloon Payment QMs, the first-lien HPCT threshold isan APR that is 3.5 or more
percentage pointsover APOR.288

QM loans that are not HPCT's, referred to here as “Safe Harbor QMs,” receive a complete safe
harbor from civil liability—i.e., the Rule conclusively presumes creditors originating these loans
complied with the Ability-to-Repay (ATR) requirements. 289 By contrast, the Rule establishes
only a rebuttable presumption that creditors originating QM loans that are HPCT's complied
with the ATR requirements—i.e., aconsumer who purchased a HPCT qualified mortgage can
provide evidence to attempt to rebut that presumption. 29 For example, the Rule provides that a
consumer may rebut the presumption with evidence demonstrating that the consumer’s residual
income was insufficient to meet living expenses. With the potential legal risk associated with
HPCTs, this section analyzes howthe Rule’s rebuttable presumption provision may have
impacted HPCT originations.

Lenders had requirements to monitor their origination of higher-priced loans prior to the
adoption ofthe ATR/QM Rule. The Board began trackingloan pricing data for higher-priced
loans through HMDA in 2004, so that government agencies would be able to “identify more
easily price disparities that require investigation.”29 In 2008, the Board adjusted the reporting
thresholds for higher-priced loans, and issued amendments to RegulationZ which defined these
loans as higher-priced mortgage loans (HPMLs). 292 The thresholds for HPMLs are generally the
same as the first-lien (other than for small creditor QMs) and second-lien HPCT APR/APOR
thresholds (other than for small creditor QMs).293 The Board’s rule also required that a creditor

287 12 C.F.R. §1026.35(a)(1).
288 1 5 C.F.R. §1026.43(b)(4).
289 1 2 C.F.R. §1026.43(e)(1) (D).
290 12 C.F.R. §1026.43(e)(1)(ii).

291 Fed. Reserve Board, Frequently Asked Questions About the New HM DA Data, (Mar. 31,2005), available at

m odified Sept. 6, 2018).

293 12 C.F.R. §1026.35(a)(1). Thethreshold is 2.5 or more percentage pointsover APOR for “jumbo” loans. 12 C.F.R. §
1026.35(a)(1)(i).
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make an ATR determination, and only applied this requirement to HPMLs.2%4In 2010, the
Dodd-Frank Act extended the ATR requirement to all mortgage loans, beginning in January
2014 whenthe ATR/QM Rule took effect.

Using HMDA data, this section first analyzes whether the Rule’s rebuttable presumption
provision had an immediate impact on HPML origination volume. HPMLs, because of their
nearly identical definition, may serve as a proxy for HPCTs. Since the Board’s 2008 rule
required lenders to make an AT R determination for HPMLs, and therefore already increased the
potential legal risk associated with these loans, the impact in this category islikely muted
(although cannot be ruled out a priori). The analysis focuses on conventional first-lien
mortgages originated for the purchase of owner-occupied homes from 2012 to 2016. Site-built
homes and manufactured homes are evaluated separately. Loans insured and guaranteed by the
Federal Housing Administration (FHA), the U.S. Department of Veterans Affairs (VA), and the
U.S. Department of Agriculture/Rural Housing Service (USDA/RHS) are not subject to the
Bureau’s ATR/QM Rule. For suchloans, QM status is determined using each Agency’s own
metrics. For this reason, the analysis excludes these loans.

The second part of this section analyzesloan rate spreads, the difference betweenthe APR of a
loan and APOR, to assess if the rebuttable presumption rate spread threshold was a binding
constraint for lenders after the effective date of the Rule. Anincrease in loan originations
directly under the threshold would suggest an immediate impact of the rebuttable presumption
provision of the Rule, as it might indicate that some lenders have responded to the Rule by
originatingloans that are just within 1.5 percentage points of APOR to maintain their Safe
Harbor status. This section makes use of data obtained through several fair lending
examinations. For the reasons discussed in the preceding paragraph, these data are similarly
restricted to conventional first-lien owner-occupied purchase loans but only include site-built
originations and not manufactured housingloans. The data are further restricted to only include
lenders whose exams cover a pre-and post-Rule period.

5.5.1 Site-built home loans

Thelevel of HPMLIending as reflected inthe HMDA data for a period before and after the
effective date of the Rule as shown in Figure 57. From2012to 2016, HPMLs were a small share
of mortgage originations; they represented fewer than 4 percent of first-lien conventional home
purchase loan originations for owner-occupied site-built homes. HPMLIlending slightly

294 In 2 008, the Board also revised the definition of HPML. This definition matches the one later adopted for HPCTs
in the ATR/QM Rule. See Truthin Lending, 73 Fed. Reg. 44522 (July 30,2008).
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increased after the adoption of the ATR/QM Rule (2014 to 2016), but overall, the share of
HPMLs originated remained relatively constant and did not vary beyond one percentage point
over the course of five years.

Figure 57 also shows the share of HPMLs originated for three loan size groups based on some of
the pointsand fees thresholds—loansless than $60,000, loans greater than or equal to $60,000
up to $100,000, and loans greater than or equal to $100,000. Under the ATR/QM Rule, small-
balance mortgages have higher limits on points and fees to qualify asa QM than larger loans. As
small-balance mortgages are often more expensive to originate, as they have the same fixed
costsas larger loans, yet bring in less revenue, it is important to analyze the potential impact on
these different loan size groups. Additionally, the definition of an HPML depends on the APR for
a loan which canbe affected by the feesrelative to the size of the loan.

FIGURE 57: HPML ORIGINATION SHARE BY YEAR AND LOAN SIZE, SITE-BULT HOMES 2012-2016
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In Figure 57, itis clear that HPML lending is more common among the loans in the smaller loan
size buckets. However, over time, eachloan size group has a similar pattern. There were no large
changes fromyearto year, and since the adoption of the ATR/QM Rule, the share of HPMLs
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originated slightly increased. Loans under $60,000 experienced a small decrease inthe share of
HPMLs originated directly following and leading up to the AT R/QM Rule effective date in
January 2014 ; however, HPMLIlending in that group promptly rebounded in 2015.

5.5.2 Manufactured home loans

The majority of mortgages originated for the purchase of manufactured homes are HPMLs.
From 201210 2016, over three quarters of first-lien conventional mortgage originations for
owner-occupied manufactured homes were HPMLs, as seen in the following figure. Similarly to
site-built homes, the change was quite small, and the share of HPMLs originated remained
relatively constant over the five year period. Additionally, an analysis of the loans by loan
balance suggests that this small decrease isdriven by a change in the size of theloans originated
rather than a direct change in lender pricing.

FIGURE58: HPML ORIGINATION SHARE BY YEAR AND LOAN SIZE, MANUFACTURED HOMES 2012-2016
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Manufactured housingloans are divided into the same buckets asin Figure 58. When broken
outinto theseloan size groups, in contrast with the aggregate picture, the share of HPMLs
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originated in each size group increasesinthe years following the Rule’s effective date (2014 to
2016). Again, thisincrease is small. However, the overall decrease in the share of HPMLs
originated for manufactured homesis primarily driven by anincrease in the origination ofloans
with larger balances. In fact, the share of manufactured housingloans greater than or equal to
$100,000 increased from 12 percent of originations in 2013 to 20 percent of originations in
2016. As with site-built homes, HPML lending is more common for manufactured housingloans
with smaller balances. So an increase in the share of larger loans originated drove down the
overall share of HPMLs originated.

5.5.3 Analysis of rate spreads

Pricing data from a sample of seven fair lending exams that cover the pre- and post-Rule periods
provided the APR for approximately 60,000 conventional loans. Rate spreads were then
calculated for each loan using the respective APOR rate effective the same week as the loanrate
lock date. Figure 59 shows the distribution of the computed rate spreadsfor 2013 and 2014.
Post-Rule bunching directly belowthe 1.5 percentage point threshold, asindicated with a
vertical grey line, isnot apparent when comparing the 2013 and 2014 distributions. Bunchingis
typically associated with a binding constraint, aslenders change parameters of the loan (in this
case, rate spread) to stay under a regulatory threshold.
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FIGURE59: RATE SPREAD DISTRIBUTION BY YEAR, 2013 AND 2014

2013 2014

10% -

Percent

J% -

| I I |
1 -1

2 -2 0

L ..||||||||‘ ,hlu.._
-1 1

-2 0

Rate Spread
Data Source: Fair Lending Exams

To further analyze potential bunching effects not directly observed in the Figure 59
distributions, loans are divided into two rate spread groups around the threshold—rate spreads
above the 150 basis point threshold and rate spreads between 100 and 150 basis points above
APOR. Figure 60 reports the share of originations for each rate spread group between the
second quarter of 2013 and the fourth quarter of 20152%. Consistent with the patterns seen in
Figure 59, no substantial shift in the shares of originations with differing rate spreadsis
observed in Figure 60 around the Rule’s effective date. Loans with rate spreads below 100 basis
points are not shown on the figure but commanded the majority of the share of totalloans
(above 90 percent)inthe data compared to the between and above rate spread groups. The
share of loans above the threshold experienced a slight increase in the beginning of 2015 but still
remained below 2 percent of total loans.

295 Due totheaforementioned restrictions, data from the Fair Lending examsis only availablebeginning in the third
quarter of 2013 until theend of 2 015.
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FIGURE 60: ORIGINATION SHARE BY RATE SPREAD GROUP, 2013Q3-2015Q4
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Based on the findings above, the Rule’s rebuttable presumption provision does not appear to
have had a significant impact on HPML lending, nor is there systematic evidencethat the rate
spread threshold is binding. The share of mortgage origination volumes accounted for by site-
built and manufactured housing HPMLs were relatively steady from 2012 to 2016, suggesting
that lenders were not driven away from originating HPMLs after the implementation of the Rule.
The Bureau’s findings from the Fair Lending data also suggest that the rebuttable presumption
threshold of 150 basis points above APOR was not a binding constraint for lenders as the share
of originations above the threshold remained steady after the implementation of the Rule.

Theseresults are likely explained by the fact that the Board’s2008rule applied an ATR
requirement to HPMLs. These results do not rule out the possibility that the Board’s rule
significantly impacted HPMLIlending however, analysis of that questionis beyond the scope of
this Report.
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6.

The Temporary GSE QM

This chapter considers trends in the volume, characteristics and sale into the secondary market

of conformingloans that are originated under the Temporary GSE QM provision of the
ATR/QM Rule. Previous chapters considered the performance of these loans and the role that
they have played in preserving access to credit. This chapter considers potential explanations for

the large and persistent market share of Temporary GSE QM originations in the conforming

segment of the market.29¢

The main findings include the following:

The GSE’s share of the conventional purchase market was large prior to the Rule’s
introduction and has seen a further small increase in the years following. The large and
persistent market share may be attributable to arange of factors which distinguish GSE
loans from those made under the General QM and ATR criteria, potential advantages in
compliance certainty and flexibility, and robust secondary market liquidity. As a result of
these and other factors, at least with respect to loans originated for sale on the secondary
market, given the option to extend mortgage credit to a particular borrower through a
GSE loan, originators have generally done so.

The market for private label mortgage backed securities remains quite small relative to
its pre-crisislevel. This limits the funding available for loans that are not eligible for
purchase or guarantee by the GSEs or government agencies, a category of loans that
includesnon-QM loans. Although there have been some issuances containing non-QM
loans, the majority of new private label securities consist of prime jumbo loans made to
borrowers with strong credit characteristics.

The evidence does not suggest that there was an immediate shift to increased use of the
GSEs’ Automated Underwriting Systems (AUSs) for loans not intended to be sold to the
GSEs, as a preferable method of establishing aloan’s QM status compared to meeting the

296 Th e jumbo segment of the market is analyzed in Chapters 4 and 5 and is not directly affected by the Temporary
GSE QM provisions. Thus, this Chapter considers only the conforming segment of the m arket.
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General QM underwriting requirements. However, the data do suggest a somewhat
greater use of the GSEs’ AUS in recent years, particularly for loans which do not fit
within or are more difficult to document within the General QM underwriting standards,
such as loans made to self-employed borrowers.

Section 6.1 briefly reviews the Temporary GSE QM criteria and the Bureau’s expectations, stated
at the time of the rulemaking, of how QM and non-QM lending would evolve over time. Section
6.2 presents trends in the share of GSE originationsin the years before and after the Rule.
Section 6.3 describes certain functional features of the Temporary GSE QM requirements and
considers howthese features may have contributed to the large and persistent market share of
Temporary GSE QM loans in the conforming segment. These fundamental features are
compliance certainty and flexibility, the ability to accommodate high debt-to-income mortgage
demand, and access to liquidity through the secondary market. This section also presents
empirical results on the use of GSE eligibility to secure QM status. Section 6.4 then briefly
considers four goals of the QM requirements and draws on the analysisin the previoussection
to inform why these goals have or have not been met.

6.1 Background

Asdiscussedin detailin Chapter 2, the Temporary GSE QM, sometimes referred to as the Patch,
is a temporary qualified mortgage category that under the terms of the Rule will be in effect until
the earlier of: (i) the end of GSE conservatorships; or (ii) January 10, 2021.297 The Temporary
GSE QM category includes the product and cost restrictions that generally apply to qualified
mortgages. However, the Temporary GSE QM category generally uses the GSE underwriting
standards instead of the General QM standards and does not establish a DT I threshold. The
General QM underwriting standards include Appendix Q of the Bureau’s RegulationZ and the
43 percent threshold on DT1.298 As with other types of QM loans, the presumption of compliance
for Temporary GSE QM loans canbe either conclusive, i.e., asafe harbor, for QM loans that are
not “higher-priced”; or rebuttable, for QM loans that are “higher-priced.” 299

297 At the timethe Ruletook effect, the tem porary category of qu alified mortgages also includedloans eligible tobe
guaranteed or insured (as appropriate) by the U.S. Department of Housing and Urban Development, U.S. Dept. of
Veterans Affairs, or the U.S. Dept. of Agriculture or Rural Hous. Serv. These provisionsof the temporary category
phasedoutasthese federal agencies issue their own qualified m ortgage rules and would have expired after seven
y ears. See 78 Fed. Reg. 6408, 6409 (Jan. 30,2013).

298 1 5 C.F.R. §1026.43(e)(2)(v)—(vi).
29912 C.F.R §1026.43(e)(1).
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In establishing the categories of temporary QM loans, the Bureau stated that it sought to
preserve access to credit for consumers with debt-to-income ratios above 4 3 percent during a
transition period in which the market was fragile and the mortgage industry was adjusting to the
final rule.3°° By providing for most of the conventional market to continue to originate higher
debt-to-income loans as QM loans, but limiting this to the conforming market and making the
provisiontemporary, the Bureau sought, over the long term, to encourage innovation and
responsible lending on an individual basis under the ability-to-repay criteria. The Bureau
expected that there would be a robust and sizable market for non-QM loans beyond the 43
percent threshold and structured the Rule to try to ensure that this market would develop.

The Bureau also stated that because the temporary category of QM loans coversloans that are
eligible to be purchased, guaranteed, or insured regardless of whether the loans are actually
purchased, guaranteed, or insured, private investors could acquire these loans and secure the
same legal protection as the GSEs and Federal agencies. Thiswould avoid creating a disincentive
for the return of private investors even before the expiration of the temporary category.

Finally, the Bureaunoted that as the market recovered, the GSEs and federal agencies would be
able to reduce their presence in the market (e.g., by reducing their loan limits). In this scenario,
the percentage of loans granted qualified mortgage status under the temporary category would

also shrink and the market would be able to develop alternative approaches to assessing ability-
to-repay within the General QM requirements.

The continued prominence of Temporary GSE QM originations is contrary to the Bureau’s
expectations at the time of the rulemaking, and certain goals of the Rule have thereforenot been
met. Inaccounting for the continued prominence of Temporary GSE QM originations, two
factors canbe distinguished. First, the scope of GSE-eligible loansis broad, and it grew even
broader for a period of time after the Rule became effective as the GSEsloosened their credit
eligibility in various respects. Second, for anumber of reasons, investors in mortgage-backed
securities favor funding GSE-guaranteed loans over other loans, including GSE-eligible, General
QM and non-QM loans. Thus, at least with respect to loans originated for sale on the secondary
market, given the option to extend mortgage credit to a particular borrower through a GSE-
loan, originators will generally do so; and any expansion of the scope of GSE eligible loans will
grow the share of Temporary GSE QM originations. To the extent there is a preference for GSE-
eligible but not guaranteed loans over General QM or non-QM loans either among investors or
among creditors originating loans to hold in portfolio, this too will contribute to the prominence
of Temporary GSE QM originations. This chapter addresses both of these factorsin considering

300 See Chapter 1 at Section 1.1.3, for references.
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potential explanations for the large and persistent market share of Temporary GSE QM
originationsin the conforming segment of the market.

6.2 Conforming originations since the
implementation of the Rule

Chapter 4 examined changesin the DT distribution of GSE loans and found that for loans
originated in 2014, there was an upward shift in DT Is for GSE loans, which was most
pronounced amongloans with DT Isapproaching 4 5 percent. Chapter 5 examined changesin the
share of high DT1loans among GSE and non-GSE loans and, for the nine lendersin the
Application Data, among GSE-eligible and non-GSE eligible originations. Those data showa
declinein high DT1lendingin the non-GSE space relative to the GSE space and thus the
continued prominence of the Temporary GSE Exemption among high DTIborrowers. Thus,
although the Bureau expected that loans with DT above the 43 percent threshold would
increasingly be originated outside the Temporary QM category, i.e., asnon-QM loans, the
available data suggests that the opposite is happening.

Figure 61 broadens the analysis and presents the share of conventional purchase-mortgage
originations insured by the GSEs since 2000, forloans at or below $417,000, which was the
conformingloan limit in most counties at the time the Rule became effective.3°! The share of
GSE insured loans was large prior to the Rule’s introduction and has seen a further small
increase since the Rule’s 2014 effective date. The GSE share of conventional purchase loans
under $417,000 rose from 69 percentin2013to 70 percentin 2014, and remained at 71 percent
by 2017.3°2 Counter to the Bureau’s expectations, the percentage of GSE insured loans has not
shrunk since the finalization of the Rule.3°3 The next sections of this chapter discuss potential
reasons for the sustained GSE share of conventional purchase loans, and analy ze data from GSE

301 Asdiscussed in Section 3.5, some “high-cost” countieshad higher conforming loanlimits. Given that patterns in
conformingloan originations in these typically large urban markets may reflect more local trends, the analysis of
conformingloansisrestrictedtoloans at or below $417,000. However, the broad shiftsin the GSE share over time
shown in Figure 61 arerobust to the inclusion of theselarger loansin these high-cost counties. See Figure16in
Chapter 3 for a breakdown of purchase originationsfor all (conventional and nonconventional) loan types.

302 Originations of conventional refinance loans fellin aggregate from 2013to 2014. The GSE share for such loans fell
from 83 percentin 2013to78percentin 2014, andremained at 76 percentby 2017.

303 Commenters cited industry survey results consistent with these findings, see 23" Annual ABA Residential Real
Estate Survey Report, April 2016, available at
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Automated Underwriting Sy stems (AUS) to further assess the role of the Temporary GSE QM in
observed market trends.

FIGURE 61: LOAN TYPE COMPOSITION OF CONVENTIONAL PURCHASE ORIGINATIONS UNDER $417,000,
2000 TO 2017
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6.3 Functional features of the Temporary
GSE QM requirements

6.3.1 Compliance certainty and flexibility

Asnoted above, giventhe optionto extend mortgage credit to a particular borrower through
either a Temporary GSE QM or a General QM, originators generally offer a Temporary GSE QM,
at least with respect to loansintended to be sold in the secondary market. While the existence of
a secondary market is certainly one factor favoring the Temporary GSE QM, there are other
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factorsthat may help account for the large and persistent market share of Temporary GSE QM
originationsin the conforming market.

First, Fannie Mae and Freddie Mac provide a high degree of specific detail for the method to be
used to calculate income and debt. Although admittedly a crude measure of detail, Fannie Mae
and Freddie Mac guidelines for creditors originatingloans for sale to them each provide 108 and
125 pages, 3°4respectively onthese topics. In contrast, the regulatory text of Appendix Qis
contained within only 11 pages.3°5

Second, thereisa perceived lack of clarity in Appendix Q. The Bureau viewed the use of FHA
guidelines as providing clear, well-established standards for determining whether a loanis a
qualified mortgage.3°° However, some respondents to the RFI disagree. For example,

&«

respondents to the RFT stated that it “is ambiguous and leads to uncertainty,” “confusing and
unworkable” and that “additional guidance. . . is needed.”3°7 These concerns with Appendix Q
may have contributed to investors’—and at least derivatively, creditors’—preference for
Temporary GSE QM lending and interfered with the achievement of policy goals for the

Temporary GSE QM category.308

Third, Appendix Q has been static since the adoption of January 2013 Rule. In contrast, the
Temporary GSE QM provides flexibility and has changed over time. Flexibility potentially allows
for clarification and refinement in the face of ever-changing market conditions as well as for
innovation as discussed later in this Chapter. The GSEs regularly adjust and update their
underwriting guidelines, often monthly and sometimes more frequently. Thesechanges affect
allowable DT calculation methods and can address emerging issues with respect to the

3094 In theOctober 2, 2018, the PDF version of Fannie Mae’s Selling Guide, Chapter B3-3, Income Assessment is 86
pages (pages 313—398) and Chapter B3-6, Liability Assessment is 22 pages (pages 501-522). In the October 18,
2018, the PDF version of Freddie Mac’s Single-Family Seller/Servicer Guide, Topic 5300, Stable Mon thly Income
and Asset Qualification is 106 pages (pages 5301-1-5301-6, 5302-1-5302-9, 5303-1-5303-33, 5304-1-5304-14,
5305-1-5305-16,5306-1-5306-18,5307-1-5307-10) and Topic 5400, Evaluation of Mon thly Obligations is 19 pages
(pages 5401-1-5401-19).

30512 C.F.R.§1026,appendix Q, at 446—456.

306 7 8 Fed. Reg. 6408, 6527 (Jan. 30, 2013).

307 See Appendix B.

308 perhaps supportingan assessmentof ambiguity, the Federal Housing Administration, the agency responsible for

the sourcematerial, “provide[ed ] more definitive underwriting standards. . . to overcomelender uncertainty,” by
revisingthesource material in December 2013. See Truth in Lending, 78 Fed. Reg. 75238, 75243 (Dec. 11,2013).
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treatment of certain types of debt or income categories.3°9 In contrast, as discussed in Chapter 5,
ofthe 87 respondentsto the lender survey who responded to a question regarding Appendix Q,
27 percent said that sometimes borrowers who were approved for loans could not provide
documentationrequired by Appendix Qand 8 percent said this was oftentrue.3:°

Finally, although technically the Temporary GSE QM applies to loans that are eligible for
purchase or guarantee by one of the GSEs, market participants believe that extra compliance
certainty is assured forloans actually sold to the GSEs.

6.3.2 Accommodating high debt-to-income mortgage
demand

A further reason for the continued use of Temporary GSE QM is that the GSEs were able to
accommodate demand for mortgages above the 43 percent DT 1ceilingas the DT distribution
shifted up in recent years due to house price appreciation, increases in debt load (especially for
those with student loans) and other factors. At the time of the rulemaking, the Bureau
understood that FHA had been using the 43 percent DT1 threshold for many years as a general
boundary for defining affordability. The Bureau found the threshold arelativelyliberal one
relative to the GSE guidelines with a benchmark of 36 percent, before consideration of
compensating factors.3'* However, while the Bureau was aware at the time of the rulemaking
that 18 percent of GSE and federal agency loans had a DT1 over 43 percent,3'2the Bureau did not
attempt to predict howreadily the GSEs—and thus the Temporary GSE QM category—would
accommodate loans with higher DTT as house prices and the interest rate recovered. Indeed, the
Bureau expected that over time the GSEsrole in the housing market would shrink.

In fact, the opposite has occurred, especially within the segment of high DT I borrowers.
Evidence presented in prior chapters shows that high-DT1 loans have recently been an
increasing share of Temporary GSE QM originations. Figure 35 of Chapter 4 demonstrates the
rising DT Is of GSE originations in the year following the effective date of the Rule, while Figure

309 There can, however, bea tradeoff between flexibility and com pliance certainty. To supportthe pace of these
updates, both Fannie and Freddie provide robust implementation support tolenders and other stakeholders on
their websites with videos, fact sheets, searchable FAQs, training schedules and various job aids.

310 See Table22in thisreport.

311 Id. at 6505 (“[TThe 43 percent threshold has been utilized by the Federal Housing Administration (FHA) for many
y ears as its general boundary for defining affordability. Relative to other benchmarks that areusedin the m arket
(such asGSEguidelines) thathavea benchmark of 36 percent, before consideration of compensating factors, this
threshold is a relatively liberal one which allowsam ple room for consumers to qu alify for an affordable mortgage”).

312 Id. at 6569 (“Based on thedataas of year-end 2011, such loans are approximately 18 percent of the market.”).
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38 of Chapter 5 specifically notes the increased share of originations witha DTT over 43 percent
through 2017. Some of this growth is likely a product of rising house prices as well as rising
interest rates, which directly increase borrowers’ required monthly payments for any givenloan
size, but more recent growth also is attributable to actions by the GSEs. 313

Each of the GSEs uses a proprietary automated underwriting system (AUS) to determine
eligibility for most of its business and with each new release of the AUS the GSEs can adjust
their criteria. In particular, in May 2017, Fannie Mae announced that its July 2017 release of its
Desktop Underwriter (DU)would include an expansion of high-DT1 eligibility by removing the
preexisting requirement that borrowers with DT Is above 4 5 percent have at least 12 months of
reserves and a loan-to-value of at least 80 percent. Fannie explained that, “A higher DT
presents a higher degree of risk and therefore, the updated risk assessment (DU version10.1)
will require compensating risk factors to address this additional risk. However, for loans with up
to 50% DT, the assessment will now be made entirely within the DU risk assessment and
without the use of a model overlay.”314

This policy change resulted in a dramatic increase in high-DT1 originations by the GSEs. For
example, Fannie Mae reported that its purchases with DT Isover 45 percent increasing from 6
percentin June 2017 to 19 percent in December 2017.3'5 For the first five months of 2018, 29
percent of Fannie Mae’s loans and 21 percent of Freddie Mac’sloans had DT 1 ratiosabove 43
percent, up from13 and 14 percent respectivelyin 2013.3'¢These increases were larger than
anticipated, and, after evaluating the profile of loans Fannie Mae responded by tightening their
DU underwriting criteria for such loansin March 2018to limit “risk layering.3!7 Over the same
period, Freddie Mac made no significant announced changes to their compensating factors

313 Average 30-year fixedrate mortgageinterest rates increased from a recent weekly low of 3.41 percentin July 2016
toashigh as4.94 percentin November 2018, based on Freddie Ma c Prim ary Mor tgage Market Survey data,

314 See Steve Holden & Walt Scott, Desktop Underwriter Version 10.1— Updates to the Debt-to-Income (DTI) Ratio
Assessment, Credit Risk Sharing Com mentary, Fannie Mae (July 10, 2017), available at
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required for loans with high DTIs, and generally sawthe high DT share of their overall portfolio
increase gradually.

In contrast, the underwriting guidelines and DT limits for General QM loans have remained
static since they were issued. Asnoted above, these calculation methods under the General QM,
which are provided in Appendix Q, are a subject of concern for anumber of commentersonthe
RFI.

6.3.3 Liquidity through the secondary market

A final reason for the continued use of the Temporary GSE QM relative to the General QM is the
immediate liquidity available to creditors through the robust secondary market available for
loans originated to the GSE standards.

When lenders adhere to the GSEs’ guidelines—guidelines that are standardized and that are
provided with robust implementation and client management support—they also gainaccessto
a highly liquid secondary market. In contrast, while private market securitizations have grown
somewhat in recent years, their volume is extremely small compared to their pre-crisislevel. (In
2017, there were less than $20 billion in new origination PLS issuances, while the same number
was over $1 trillionin2005.)

Figure 62 depictsthelevel and composition of neworigination PLS issuances. 318319 To the
extent that there have been private securitizations since 2014, the majority of neworigination
PLS issuances consisted of prime jumbo loans made to borrowers with strong credit
characteristics.32° These securities have alow share of non-QM loans and their non-QM loans
have better credit characteristics than non-QM loans found in securities with a high percentage
of non-QM loans. 32! The adoption of the ATR/QM rulein 2014 does not seemto haveled to the

318 Sin ce the financial crisis in 2008, the majority of PLS issuances have consisted of pools of loans originated prior to
the crisis, sometimes referredto as “seasoned deals.” These are generally securities of repackagedloans from
existing RMBS and securities of seasoned re-performing or non-performing loans.

319 Unless otherwise n oted, statistics regarding PLS are from Inside Mortgage Finance.

320 For example, in 2017, theaverage FICO scoreof a loan in a primejumbo issuance was morethan 20 points greater
than theaveragescoreof a loan in an Agency RMBS and the average DTIwas 2 percentage points lower. See Inside
Mortg. Fin., Prime Jumbo MBS Characteristics: 2013 through 2018; Inside Mortg. Fin., Agency/Channel Purpose

Dec. 31,2018).

321 Asanexample, in 2017, only 3 percent of loans in prime jumbo securities were interest-only, and therefore n on-
QM, andthesewere generally loans to high-incomeborrowers.

196 BUREAU OF CONSUMER FINANCIAL PROTECTION


https://www.insidemortgagefinance.com/data/gse_mbs_characteristics.html

development of a private market for non-QM loans, as 94 percent of the loans securitized during
this time were QM.

FIGURE 62: PLS ISSUANCES BACKED BY NEWLY ORIGINATED LOANS BY TYPE, 2008-2017
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Following the implementation of the Rule in 2014, non-QM issuances appeared firstin 2015 and
continued to growover the past three years, though they still made up only 21 percent of new
origination PLS issuances in 2017.322 From 2015 until the beginning of the fourth quarter of
2018, 52 non-QM securities were issued. 323 On average, about 66 percent of the loans held in
these securities were non-QM loans. When observing the loan-level detail, compared to the QM
loans in the same issuances, non-QM loans were oftenlow documentation (most oftenin case of
self-employed borrowers), but had similar LT Vs and DT Is as the QM loans in the same

322 Data on non-QM securities are only available post-Rule.

323 Ratings agency reports were used to identify non-QM issuances and their aggregate statistics.
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issuance.324Interms of pricing, controlling for observable loan characteristics (such as
documentation status, whether the interest rate is fixed or variable, the purpose of the loan, the
occupancy status, the size of the loan and the loan-to-value ratio at origination) and the
borrower’s credit score and year of origination reveals that non-QM loans carried an estimated
premium of 119 basis points over safe harbor QM loans. 325

In sum, the percentage of loans that are granted Qualified Mortgage status under the Temporary
GSE and Federal Agency QM categories has not shrunk and there appears to be limited
momentum toward a long-term structure with a more pronounced role for private market
securitization.

A reviewof potential explanations unrelated to the issuance of the ATR/QM Rule for the
absence of private market securitizations is outside the scope of this assessment. 326

6.3.4 The use of GSE eligibility to secure QM status

Aspreviously noted, in defining the Temporary GSE QM to include GSE-eligible loans
regardless of whether the loans were actually guaranteed by one of the GSEs, the Rule sought to
avoid creating a disincentive that would inhibit the growth of a private securitization market.
The prior section shows that such a market has not emerged. To further assess use of the
Temporary GSE QM, the Bureau analyzed data provided by Fannie Mae and Freddie Mac on the
utilization of their respective Desktop Underwriter and Loan Prospector AUSsfrom 2013 Q1 to
2017 Q1. The datainclude counts of applications submitted and determined eligible as well as
the number ofloans actually purchased by the GSEs, broken down by variousloan and borrower
characteristics.

324 Toan-level datawere found for 43 of the 52 non-QM securities on the Bloomberg Terminal. To determine the
loan-level QM status for these 43 securities, the data were matched to due diligencereports from the EDGAR

removed).

325 There were 165 loans that were QM w ith a rebuttable presumption. The estim ated premium was 100 basis points
ov er safe harbor QM loans.

326 Gee, e.g., Laurie Goodman, The Rebirth of Securitization: Where is the Private-Label Mortgage Market, (Hous.
Fin. Pol’y Ctr., Urb. Inst., Research Paper, 2015), available at
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Giventhat any loans eligible to be purchased by the GSEs are QM under the Temporary GSE
QM, the data oneligible submissionsto the GSEs’ AUSs are used to assess whether lenders
responded to the rule by submitting additional loans to the AUSs beyond those intended to be
sold to the GSEs. Such a response could occur if lenders perceived the GSEs’ AUSs as a
preferable method of establishing aloan’s QM status, compared to General QM underwriting
requirements, either for loans originated for sale or for loans originate to be held on portfolio.
Such a response also could occur if lenders perceived the safe harbor or presumption of the
Temporary GSE exemption as preferable to underwriting under the AT R requirements. If
lenders used the Temporary GSE QM in either or both of these ways, it would be reflected in
increased submissions to the GSEs’ AUSsrelative to measures of total loan applications or total
GSE purchases (under an assumption these are unaffected by the Rule). Further, any such
increases should be strongest for loans which may be more difficult to underwrite under the
General QM or ATR requirements.

Aggregating the submission and purchase data, Figure 63 shows the ratio of loans purchased by
the GSEs to eligible submissions to the GSEs from 2013 Q1 through 2016 Q4 by loan amount
bin, where purchases are shifted two months earlier (i.e., 2013 acquisitions for June, July, and
August are plotted in line with 2013 Q2 submissions to account for the lag between submissions
and purchases).327 If lenders responded to the Rule by submitting additional loans to the AUSs
without increasing their sales to the GSEs, this ratio would be expected to fall. In contrast, the
figure shows that while the ratio of purchases to eligible submissions varies with loan amount
and fluctuates from quarter-to-quarter, the aggregate level remained fairly stable over the
period observed.

327 Individual submissions and purchases cannot be observed or linked in the data, and it is common for loans tobe
purchased several months after they were submitted. For this reason, the figuresin thischapter shift acquisitions
two months earlier, to better align the submissions to their eventual purchases. Since only the submission datesare
available for submissions, and only acquisition dates are available for purchasedloans, the ratio of submissions to
purchases within a given quarter will reflect some spillovers of submissions and purchases from the prior and
following quarters.
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FIGURE 63: RATIO OF APPROVED/ELIGIBLE GSE SUBMISSIONS TO GSE PURCHASES, BY LOAN AMOUNT,
2013 TO 2016
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Data Source: DU/LP loan counts provided by Fannie Mae and Freddie Mac

While Figure 63 does not provide evidence of any aggregate shiftsin the use of the GSEs’ AUSs,
lenders’incentive to respond may be strongest for loans which are either definitively not
General QM (e.g., DTIover 43 percent) or those loans for which Appendix Q underwriting
requirements may be most difficult (e.g., self-employed borrowers). In qualitative responses to
the Bureau’s Lender Survey, underwriting for self-employed borrowers was one of the most
frequently reported sources of difficulty in originating mortgages using Appendix Q, and 61
respondents reported making changes to income documentation requirements for self-
employed borrowers. The Bureau also received numerous comments stating that Appendix Q
was ambiguous regarding how to account for particular sources of income and recurring
expensesin calculating DT I. These examples ty pically involve borrowers who are self-employed,
haveirregular income, or wanted to use asset depletion as income. 328 When considering these

328 Commenters also described the documentation and certain other requirem entsas ambiguous or overly restrictive.
See, e.g., Comment letter from Structured Fin. Indus. Grp. (July 31,2017); Comment letter from Teacher’s Ins. and
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effects, itis important to keep in mind the results of Section 5.3.6 that imply that an adverse
differential effect onthe approval rate of self-employed applicants inresponse to the Rule is

present but limited.

FIGURE 64: RATIO OF APPROVED/ELIGIBLE GSE SUBMISSIONS TO GSE PURCHASES, SPLIT BY DTI BINS,
LOANS UNDER $417,000
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Figure 64 shows the ratio of eligible submissions to GSE purchases for loans split between those
with DT Isabove 43 percent versus those at or below 4 3 percent, while Figure 65 shows the same
ratio for self-employed borrowers relative to those who are not self-employed. In Figure 64, the
ratios for DT Is exceeding 4 3 percent increase relative to those below 4 3 percent over time.
Figure 65 shows more limited differences between ratios for self-employed and not self-
employed borrowers, though with a relative increase in the ratio for self-employed borrowers
potentially emerging by the end of 2016. With the caveat that these patternslikely reflect a mix

Annuity Ass’n, (July 31,2017); Comment letter from JPMorgan Chase Bank, (July 31,2017) (See Appendix B for

further details.).
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of market trends, the findings are consistent with somewhat higher use of the GSEs’ AUSs for
loans which do not fit within (or are more difficult to document within) the General QM
underwriting standards.

FIGURE 65: RATIO OF APPROVED/ELIGIBLE GSE SUBMISSIONS TO GSE PURCHASES, SPLIT BY SELF-
EMPLOY MENT INCOME, LOANS UNDER $417,000
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Finally, given the possibility of changes in the propensity of lenders to sell loans to the GSEs at
the time the Rule was implemented (which would affect the denominator of the ratiosin the
previous figures), Figure 66 assesses the trend in eligible GSE AUS submissions relative to the
number of approved conventional, conforming applications in HMDA, with both samples
restricted to purchase loans at or below $417,000.3% By comparing eligible submission to all
HMDA-reported, conventional conformingloans, this measure captures both changesin the
propensity to submit loansto the GSEs’ AUS, as well as any market shifts towards (or away

329 A comparable comparison for submissions with DTIover 43 percent or self~employed borrowers similarto
Figures 64 and 65 is not possible for these groups, as they arenot distinguishedin the HMDA data.
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from)loan products typically sold to the GSEs. Aswith the preceding figures, these ratios can
exceed one, as borrowers may shop between multiple loans before (or without) originating a
loan.33° The data show a relatively steady pattern of submissions to approved applications from
2013 to0 2014, followed by anincrease in submissions to approved applications in the years that
follow. This potential longer-run market pattern of increased overall submissions to the GSEs’
AUSs, coupled with the persistent share of eligible loans actually sold to the GSEs, suggests that
lenders generally have not decreased their use of the Temporary GSE QM in the non-jumbo
conventional market segment in the years following the implementation of the Rule. Rather, the
evidence as a whole suggests that lenders may be increasingly taking advantage of the provisions
in certain market segments even with respect to loans that are not sold to the GSEs.

FIGURE 66: RATIO OF GSE APPOVED/ELIGIBLE AUS SUBMISSIONS TO APPROVED HMDA CONVENTIONAL
APPLICATIONS, BY LOAN AMOUNT, 2013 TO 2016
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330 The submissions datahavebeen de-duplicated, m eaning that if multiple submissions were received for a given
borrower attemptingto take out a singleloan, only thelast submission is keptin the data.
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6.4 Meetingthe goals of the QM
requirements

6.4.1 Accessto responsible credit that consumers have the
ability to repay

Although a robust market outside of the qualified mortgage space has not emerged, the
mortgage market has successfully maintained fairly broad credit access, including maintaining
or exceeding the preexisting 18to 22 percent range of originations above 4 3 percent DT after
the implementation of the Rule. 33! Other QM provisions, including those that allowed more
flexibility for portfolio originations by small creditors, may also have supported this market
stability. The market as a whole has experienced minimal disruption, as evidenced in Chapter
3’s market overview. Chapters 4, 5, and 7 present evidence on potential access to credit issues
affecting narrower segments of the market.

6.4.2 Providing a clear QM framework

The Bureau adopted a specific debt-to-income ratio threshold in General QM because it viewed
the approach as providing a clear, bright line criterion for a qualified mortgage that ensured that
lendersin fact evaluate consumers’ ability to repay qualified mortgages while also providing
certainty forlenders, assignees, and investorsin the secondary market.332 However, as
documented in the multiple comment letters and survey responses received by the Bureau citing
specific challenges and seeking additional clarity regarding Appendix Q’s requirements, there is
sometimes no bright line criterion alender can use to assess whether the amounts used for
monthly income and for monthly debt are in compliance with Appendix Q. 333

Tobesure,lenders may also experience difficulties when they attempt to interpret the method
of calculating income and debt in compliance with GSE standards. However, the industry has
had more experience with these GSE standards and more tools available for the resolution of
interpretive uncertainty. Thus the use of the GSEs adds compliance certainty for loans that
could also satisfy the General QM test, and for high DT1loans the Temporary GSE QM provides

331 78 Fed. Reg. 6408, 6527,6569 (Jan. 30,2013).
332 Id. at 6527.
333 See Appendix B.
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the only means of compliance certainty. These factors may have contributed to investors’
persistent preferencefor GSE-guaranteed loans as well as to creditors increased use of GSE
underwriting for certain categories of loans, their reluctance to originate non-QM loans, and
their shift away from high-DTIloansin the non-GSE eligible space.

6.4.3 Supporting the emergence of a non-QM market

Chapter 5.1 discusses the origination of high-DTI (non-GSE eligible) loans. Given available data,
this is the only sizeable segment of non-QM loans that it is possible to identify with any
certainty, and even this segment represents only 1 to 2 percent of the market. The analysis finds
that among the lenders supplying the Application Data, around two thirds of the purchase loans
in this specific segment were eliminated following the implementation of the Rule. Further, as
discussed above, avibrant primary and secondary market for non-QM loans was a goal of the
Rule, but does not yet exist.

Overall, itis possible that the breadth of the Temporary GSE QM category initself is inhibiting
the growth of the non-QM market. However it is also possible that this market might not exist
evenwith a narrower Temporary GSE QM category and narrower Federal Agency QM category,
if borrowers were not willing to pay the price required for the potential litigation risk associated
with non-QM loans, or lenders were unwilling or lacked the funding to make such loans.
Commenters onthe RFT stated that creditors and investors are uncertain as to how individual
judges might interpret the standards that exist in the AT R regulations, and that there is little
litigation experience with which to guide the identification of legal risks. As a result, they claim
that it is not possible to measure this risk and consider whether itleads to pricing above the
amount that prospective borrowers for whom anon-QM loan is the only option would pay.

6.4.4 Innovation

Asdiscussed previously, when establishing the General QM presumption of AT R compliance
standard, the Bureau sought to strike a balance between appropriate lending and innovation.
The Bureau expected that privatemortgage market participants would innovate at least in the
non-QM space. Innovation could also occur in the General QM space with respect to
underwriting approaches that would be consistent with the General QM criteria.

The original proposal of the Rule contained acomment that indicated thatlenders could look to
widely accepted governmental or nongovernmental underwriting standards to evaluate a
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consumers ability to repay.334 The proposed comment was not adopted because the Bureau
concluded that an emphasis on widely accepted underwriting standards could distractlenders
from ability-to-repay determinations that are reasonable and in good faith, hinder lenders’
ability to respond to changing market and economic conditions, and stifle market growth and
positive innovation. 335 In the final rule, the Bureau emphasized that lenders were permitted to
develop and apply their own proprietary underwriting standards and to make changesto those
standards over time in response to empirical information and changing economic and other
conditions.33¢ Nevertheless, the vast majority of loans are originated as QMs: as discussed in
Section 6.1, three quarters of current originations are GSE and Federal Agency loans.

Innovationisoccurring in the mortgage market under the umbrella of the Temporary GSE QM.
For example, the GSEs are providing pre-closing assurances of purchasethat rely upon
automated verifications and validations.337 Fannie Mae has a program that “allowslenders to
validate aborrower’sincome, assets, and employment with a single report froma single
approved vendor that the lender chooses.”338 The Temporary GSE QM does not require that
these new methods of income verification and calculation be compliant with Appendix Q, and it
would be difficult for a creditor to determine if they were, as much of the underlying
requirements and technical specifications are maintained under proprietary confidentiality
between the vendors and the GSEs. Similarly, while a private investor orlender could seek to
originate and privately securitize mortgage loans using these same innovations, the complexity
of the GSE-approved methods, atleast in some cases, and the fact that these methods are
private, would make it difficult for an entity to knowif the loan was in fact eligible for purchase
by the GSEs. These constraints may explain, at least in part, why innovationin one segment of
the market does not appear to have spurred growth and innovationin others.

334 Proposed SupplementIto Part 1026—Official Interpretations, Paragraph 43(c)—1, at 76 Fed. Reg. 27390, 27492
(May 11,2011).

335 78 Fed. Reg. 6408, 6461 (Jan. 30.2013).

336 14,

337 Michal Tucker, Fannie Mae, Freddie Mac Tout New Programs to Boost Access to Credit, Newslink (Oct. 25,

338 Kelsey Ramirez, Fannie Mae Reveals Major Upgradetoits Day 1 Certainty Product: Here are the Com panies
Involvedin the Pilot Program, HousingWire (Oct. 23, 2017), available at
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/. Analysis of the small creditor

QM category

This chapter considers the Rule’s Small Creditor QM category and the associated asset and
originationrequirements and explores whether these thresholds are influencing lender
behavior. This section also analyzes to what extent, if any, small creditors moved in and out of
the Small Creditor definitions and also looks at their lending activity in rural and underserved

counties.

Main findings in this chapter include the following:

207

There was no bunching of small creditors just belowthe loan thresholds defining a small
creditor as most small creditors fell well below the 500-loan threshold that was in effect in
2014 and 2015 and the amended 2,000 loan threshold that took effect in March 2016.

The geographic market coverage of small creditors increased substantially with the new
2,000 loan threshold in the March 2016 amendment to the Rule. The number of counties
served and the market share held by small creditors within individual counties increased
in 2016 comparedto 2014 allowing for more lenders to qualify as small creditors and
increasing access to credit for borrowers in rural and underserved areas who have DT s
above 43 percent.

From 2012to 2015, the share of depository institutions that met the definition of small
creditor ranged from 81 percent to 86 percent although the share of loans made by these
creditorsranged from 12 percentto 16 percent. In2016, whena broader definition of
small creditor took effect, the share of depositoriesthat were small creditors increased
to 89 percent and their share of loans increased to 24 percent.

There are systematic differences in the loans made by small and non-small depository
institutions. Small creditors hold alarger share of their originations in portfolio, although
there was a noticeable decline in the share of portfolio loans made by small creditors in
2016 which coincided with the change in the definition of small creditor.
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Similarly, alarger share of small creditor mortgages are made in rural counties or for
manufactured housing.

e Resultsfromthe CSBS survey showthat small creditors declined a smaller percentage of
applications than larger creditors. To the extent small creditors declined applications,
these creditors were lesslikely to attribute their denial to the requirements of the Rule
than larger creditors.

7.1 Background

The Rule contains provisions directed at smaller lending institutions, including provisions that
are meant to preserve access to mortgage creditinrural and underserved areas. Lenders who
meet certain asset and origination criteria are considered to be “small creditors” and can
originate loans that are classified as Qualified Mortgages (QM) evenif they contain
characteristics or are underwritten in a manner that would otherwise render them non-QM
loans. 339

In additionto loans that meet standard QM definitions, small creditors can originate Small
Creditor QM loans and small creditors who operate inrural and underserved areas can originate
Small Creditor QM Balloon loans. While these loans must meet many of the standard QM
criteria, they have a higher threshold to be considered higher priced for purposes of determining
whether they qualify for the QM safe harbor.34° They are also not subject to the 43 percent DT1
limit nor are they required to use Appendix Q to calculate debt and income.34* Small creditors
who operate in rural or undeserved areas can originate certain loans with a balloon payment
that are still considered to be QM provided they meet other QM criteria. 342 Finally, Small

339 The focus of this chapter is on “small creditors” as defined under 1026.35(b) (2)(iii) (B) and (C) and 12 C.F.R. §
1026.43(e)(5).This chapter also discusses “rural small creditors,” which are small creditors that operatein a rural or
underserved area and can make Small Creditor Balloon QMs. See12 C.F.R. §1 026.35(b)(2)(iii)(A)—(C) and
1026.43(f).

340 QM m ortgages are generally considered to be higher priced ifthey havean APR that exceeds the applicable APOR
by atleast 1.5 percentage pointsfor first-lien loansand at least 3.5 percentage points for subordinate-lien loans. In
contrast, Small Creditor QM loans, includingballoons, are only considered higher priced if the APR exceeds APOR
by atleast 3.5 percentage points for either a first- or subordinate-lien loan. 12 C.F.R. §1 026.43(b)(4). QMs which
are higher priced enjoy only a rebuttable presumption of com pliance withthe ATR requirem ents, whereas QMs
which arenot higher priced enjoy a safe harbor.

341 10 C.F.R.§1026.43(e)(5)(1) (A).

342 For example, Small Creditor Balloon QM loans may n ot have negative-amortization or interest-only features and
m ust com ply with the points and fees limits to which other QM loans are subject. In addition, Small Creditor
Balloon QM loans must carry a fixed interest rate, payments other than theballoon must fully amortize the loan
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Creditor QM loans and Small Creditor QM Balloonloans must be held in portfolio for three
years.343 This section does not analyze the Small Creditor Balloon QM category specifically but
doeslook into rural lending by small creditor status. 344

Asnoted above, lenders must be within certain asset and origination thresholds to be considered
small creditors.345 These thresholds have been modified over time as shown in Table 36. For
example, when the Rule was firstimplemented in 2014, small creditors were defined aslenders
that originated 500 or fewer loans (including loans originated by any affiliates) and had assets of
no more than $2 billion (not including the assets of any affiliates) in the previous calendar
year.346 The asset threshold is adjusted annually for inflation.

The small creditor criteria were amended along three dimensions with the changes becoming
effective in 2016.347 First, lenders who originated up to 2,000 loans could be considered small
creditors. Second, any loans held in the lender’s portfolio were exempt fromthe 2,000 loan
limit. Third, the asset threshold was required to include the assets of any affiliates. Again, these
changes became effective in 2016 with a grace period for small creditors who may move out of
small creditor status due to the change.

TABLE 36: SMALL CREDITOR QM CATEGORY REQUIREMENTS

Origination Include Exclude Asset Include
Year Affiliate Portfolio Affiliate

Uleenzle Originations? Loans? Uleenale Assets?
2014 500 Yes No $2 billion No
2015 500 Yes No $2.06 billion No
2016 2,000 Yes Yes $2.052 billion Yes

This chapter makes use of both administrative and survey datato report trendsinlending
among institutions classified as small creditors. The first section of the analysis uses data

over 30 vears or less, and the loanterm must beatleast five vears. Thelender must determine the borrower’s a bility
tom ake periodic payments other than the balloon and verify income and assets.

34312 C.F.R.§1026.43(e)(5)(ii); 12 C.F.R. §1026.43(f)(2).

344 See Section 8.2 for a discussion on balloon loans based on theresults of the Bureau’s lender survey.
34512 C.F.R §1026.43(e)(5)({1) (D) (cross-referencing 12 C.F.R. § 1 026.35(b) (2)(iii) (B)-(C)).

346 15 C.F.R. §1026.35(b)(2)(iii)(B) and (C), January 1, 2015 edition.

347 12 C.F.R. §1026.35(b)(2)(iii)(B)—(C) (as amended at 81 Fed. Reg. 16074 (Mar. 25, 2016)).
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reported under HMDA to estimate the number of small creditors among HMDA reporting
institutions. The HMDA data are also used to examine lending behavior before and after the
Rule. The second section makes use of the CSBS survey data as described in Chapter 1 to
understand how small creditors are engagingin the origination of qualified mortgages.

7.2 Analysisusing HMDA data

The first section of the HMDA analysis describes the data and methods used to estimate the
number of small creditors who report HMDA data and to analyze the impact, if any, the Rule
had on these lenders and the borrowers they serve. The second section focuses on estimating the
share of mortgage lenders that may meet the small creditor criteria before and after the Rule’s
implementationin 2014 using administrative data. 34 The prevalence and type of mortgage
lendersthat met the small creditor requirements over this time period and the extent to which
mortgage lenders moved between size groups are also reported.

The next section examines whether the distribution of lenders by the number of covered loans
they originate changed over time in response to the Rule and provides a summary of findings on
mortgage origination activity for lenders below and above the origination threshold.34% This
section also shows portfolio lending activity and, for loans sold in the secondary market, the
typical type of purchaserbroken down by small creditor status. The last section provides an
analysis on the role that small creditors play inrural counties and in other housing markets,
such as in manufactured home lending.

Overall, small creditors account for alarge portion of mortgage lenders and a small but growing
share of loans. The data provide evidence that the share of small lenders has been growing over
the period of analysis used in this section. The analysis shows that most lenders in the data that
may meet the small creditor criteria are well within the origination and asset thresholds.

348 Results reported for small creditors in y ears before the ATR/QM Rule took effect usethe small creditor thresholds
in effectin 2014 to classify lenders as small creditors. As noted in the nextsection, assets and originations are used
todetermine whichlenders in the datawould qualify as “small creditors.” However, “small creditors” as defined in
this analysis may differ from thelender’s actual status.

349 The analyses in this chapter focus on HMDA data for first-lien purchase mortgages on 14 unit single-family
properties when observing origination trends.
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7.2.1 Data and methods

This analysis uses the non-public HMDA data described in Chapter 1.35° Inthe context of this
chapter, any reference to “lender(s)” or “creditor(s)” only refers to HMDA reporting lenders.
Estimates of small lenders in this analysis are not the complete universe of mortgage
originators. The Bureau estimates that there are over 4,000 depository institutions which
originate mortgages but are not HMDA reporters. Most, if not all, of HMDA non-reporters
would qualify as small creditors due to their small size. 35!

To estimate asset levels, data from the Federal Financial Institutions Examinations Council
(FFIEC)352 and National Credit Union Administration (NCUA)353 are used. Asset data on banks
and credit unions are matched to loan counts for HMDA reporting institutions. Using the
matched data, small creditor statusis defined for each year between 2012 and 2016 based on the
requirementsin Table 36.354 Any affiliates of alender are identified as suchin HMDA and are
included in the calculation of alender’s prior year originations that go into the small creditor
determination for all years between 2012 and 2016. The origination count is determined based
on the institution’s prior year covered mortgage transactions in HMDA data that are subject to
the ATR/QM Rule. Covered transactionsin HMDA are identified as first-lien purchase and
refinance originations on owner-occupied site-built and manufactured housing properties.
Currentyear asset holdings are determined based on total assets from the last quarter of the

350 HMDA requires covered depository and n on-depository institutions to collect and publicly discloseinformation
about application sand originations of mortgageloans used to purchase a home, refinancean existing mortgage loan,
or for homeimprovement purposes. For moreinformation on HMDA data and reporting. See Fed. Fin. Insts.
Examination Council, A Guide to HM DA Reporting: Getting it Right!, available at

351 In a separate analysis, the Bureau estimated the universe of mortgagelendersusing HMDA and Call Report data.
The analysisestimatesthat the universe of mortgage lendersin 2016 was 11,656 that includes HMDA reporters and
lenders that did n ot meet the reporting requirem ents for HMDA dueto their size but still originated mortgage loans.
Ofthis estimate, there were roughly 4,892 mortgage lenders who did not report HMDA dataand 9,106 lenders
consideredtobesmallbased on the ATR/QM definitions, suggestingthat the analysis of HMDA datain this report
islimitedto about 56 percentof all estimated small creditors.

352 Ev ery national bank, state member bank, andinsured nonmember bank isrequired by its primary federal
regulator to file a Call Report asof theclose of business on the last dav of each calendar quarter. The specific
reporting requirements depend upon the size of thebank and whether it has any foreign offices.

353 The NCUA Call Reportincludes data on allfederally insured credit unions. These credit unions make up 98
percent of all credit unions and 99 percent of allinsured deposits in credit unions. See U.S. Gov’t Accountability
Office, GAO-17—259, Private Deposit Insurance: Credit Unions Largely Complied with Dis closure Rules But Rules

354 Although the Rule was not implemented until January 10, 2014, lenders areretroactively identified as small
creditorsin 2012 and 2013 if they met the requirementsin the respective previous vears to analyze h ow thenew
Sm all Creditor QM statusmay have changed lenders’ behaviors after implementation.
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preceding year using the matched FFIEC and NCUA data. Assets of a lender’s affiliatesin 2016
are combined when determining small creditor statusin that year. All prior year’s assets from
affiliates are not included in a lender’s asset holdings. 355 Finally, the primary sample consists of
depository institutions (i.e., banks and credit unions). 356 For purpose of this analysis, banks and
credit unions are not broken out separately.357- 358

Estimates of small creditors within this analysis do not represent the universe of small creditors
due to data limitations associated with how HMDA data are collected and reported. Creditors
are required to report under HMDA only if they have assets above a specified threshold and a
home or branch office within a metropolitan area. These non-reporters are excluded from the
analysis that follows. Other limitations may lead to underestimating359 or overestimating36°
when determining a lender’s small creditor statusin HMDA although the aforementioned
limitationresultsin an overall underestimation of small creditors.

7.2.2 Distribution of mortgage lenders by size over time

Within the HMDA data, most mortgage lenders are small institutions, but the share of
origination volume accounted for by these institutions is small. The majority of mortgage loans
are originated by the relatively fewlarge lenders.

Table 37 reports estimates of small creditor status. The table indicates that atleast a large
majority of lendersin the sample likely met the small creditor criteria during the 2012-2016

355 Sm all creditors in 2016 are estimated in two ways—(1) using theamended 2016 thresholds, denoted as 2016bin
this chapter and; (2) using the 2015 thresholds to estimate the number of small creditors in 2016 in the absence of
the 2016 threshold amendments denoted as 2016a. If 2 016a or 2016b is not specifiedin a table or figure, the2016
am endments wereused.

356 Non-depositories (e.q.. independent brokers and a ffiliated lenders) are excluded from the analvsis because they
are not expected to benefit from small creditor status. Small Creditor QM loans require thelender toholdtheloan
on portfolio for a three vear period. Non-depositories do not holdloanson portfolio and, therefore, arenot expected
tooriginate Small Creditor QM loans.

357 For summary statistics on market share, average costs and profits over time for credit unions, see

359 Sm all creditor status may be underestimated is due to dwelling size classifications. Single-family housing units are
defined as one to four unit propertiesin the HMDA data. The small creditor exemption only applies to single-unit
homes. This difference would increase thenumber of lenders that fall above the origination threshold and, therefore,
reducesthenumber of small creditors observed in the data.

360 Oy erestimation may occur in 2016 as some affiliates of HMDA reporters may not show up in the data and thus
cannotbeincludedin the overall origination amounts in that year.
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time period. In2016, 89 percent of HMDA depository institutions were small creditors but
made up only 24 percent of the total count of mortgage originations in that year. The share of
depository institutionsinthe data that met the small creditor criteriaranged from 81 percent
to 86 percent between 2012 and 2015, although most of the change in share was attributable to a
decreaseinthe total number oflendersreporting HMDA data. Notably, there was anincrease to
89 percentin 2016 due to the origination threshold change that took effectin2016 (see Table
36). Before 2016, the share of loans originated by small creditors ranged from 12 to 14 percent
but then rose to 24 percentin2016. Asdescribed earlier, the origination threshold increased
from5001t02,000in2016, withloans held in portfolio no longer counting towards this limit.
On the other hand, all affiliates’ assets were now taken into account for the asset threshold,
which stood atjust over $2 billionin both 2015 and 2016. Without the 2016 amendment
increasing the origination threshold, the number of small creditors would have decreased by 267
and the number of non-small creditors would have risen by 83 lenders. The absolute number of
small creditors also increased from 2014 to 2016 while the overall number of mortgage lenders
in the data declined.3%!

TABLE37: ESTIMATED NUMBER OF HMDA-REPORTING MORTGAGE LENDERS WHO MET THE SMALL
CREDITOR CRITERIA, 2012-2016

2012 2013 2014 2015 2016a 2016b
Total Non-Small Lenders

976 1,152 1,067 806 889 619
(number)
Non-Small Lenders (share of

86% 88% 86% 84% 86% 76%
loans)
Total Small Lenders (number) 5,408 5,066 5,047 5,128 4,860 5,130
Small Lenders (share ofloans) 14% 12% 14% 16% 14% 24%
Total Lenders 6,384 6,218 6,114 5,934 5,749 5,749

Note: 2016ausesthe 2015amendmentsto while 2016b usesthe 2016 amendments.

7.2.3 Small creditor originations

Next, the analysis reports the distribution of the number of covered originations across lenders.
Shiftsin the distribution of loan originations -after the Rule may provide evidence thatlending

361 Commenters provided CUNA Mu tual Group’s Credit Union Trends Report (2017) for overall trends in credit
unions, available at https://www.cunamutual.com /resource-library/insights/industry/credit-union-trends-

also Appendix B.
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institutions are sensitive to the originations threshold that determines small creditor status. For
example, changesin origination behavior after the Rule might be observed through bunchingin
the distribution of originations suggesting that lenders changed their lending activity to fall
belowthe origination threshold. Alternatively, the data may show evidence of a concentration of
institutions just belowthe covered origination threshold.362

Figures 67 and 68 are overlaid origination distributions that show that the majority oflendersin
the data originated fewer than 500 loans annually during the 2013-2016 time periods. A smaller
number of lenders in the data originated 500-1,000 loans, and originating over 1,000 loans
annually is far less common.3% There is a dip in the number of lendersin the data who
originated fewer than 100 loansin 2015 compared to 2016 (Figure 64 ). Overall, when comparing
2013102014 and 2015t0 2016, the distributions have little variation over time.

362 Iy a similar analysis (not shown here), no evidence was found to support lender sensitivity to both the originations

and asset threshold. Few lenders were within + 2 0 percentof the origination threshold and + 25 percent of the asset
threshold.

363 The data for Figures 67 and 68 aretop-coded at a value of 1,000 loans originated.
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FIGURE 67: DISTRIBUTION OF THE NUMBER OF ORIGINATIONS PER MORTGAGE LENDER, 2013 AND 2014
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FIGURE 68: DISTRIBUTION OF THE NUMBER OF ORIGINATIONS PER MORTGAGE LENDER, 2015 AND 2016
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Next the analysis provides time series evidence on originations growth for depository
institutions that are just belowand above the origination threshold. If lenders are reducing
originationsin order to stay or become a small creditor, there would be evidence of bunching
just around the thresholds. T o analysis this, lenders are placed into loan groups based on their
originations that were used to determine small creditor status according to the Rule (see Section
7.2.1). Theloan groups are as follows for covered loans: 1) up to 250 covered loans; 2) over 250
and up to 500;3) over 500 butupto750;and 4) over 750 covered loans. Figure 69 reports the
growthratesin mortgage originations for lenders by these loan groups. Overall, lendersin all
four groups exhibit a similar trend in origination growth. Origination growth decreases for all
groups betweenthe 2013 and 2014 periods. Growth picked up after 2014 but then declined
slightly in 2016. Asthere are no clear differences in the growth rates for the threshold groups,
this implies that the thresholds did not impact the lending behavior of depository institutions.
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FIGURE69: TIME SERIES GROWTH IN ORIGINATIONS OF LENDERS ABOVE AND BELOW THE
ORIGINATION THRESHOLD BY COVERED LOAN GROUP
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Finally, the analysis on small creditor originations considers the relationship between small
creditor status and loan purchaser type. 3¢4 Figures 70 and 71 showthe share of originationsin
eachyear by purchaser type fornon-small and small creditors respectively. Compared to non-
small creditors, small creditors held a higher share of their originations in portfolio between
2012 and 2016.3% The share in portfolio for small creditorsincreased up to 2014 to about 62
percent but then experienced a decline to roughly 44 percent by 2016. A potential reason for this

364 Because portfolioloans arerecordedin the HMDA data only if the loans are originated and sold in the same
calendar year, loans originated towardtheend of theyearare less likely tobereported as sold. For thatreason,
statistics on portfolioloan are computed using only loans originated during the first three quarters of the year.

How ever, when determiningsmall creditor statusin 2016, portfolio loansare used for the entirety of the year as this
would bethe number lenders use when determining their small creditor status.

365 Du e to data limitations, portfolio lending can only be observed at origination. The length of time the originated

loan isheld in portfolio cannot be observed. The numbers provide an upper bound on the number of Small Creditor
QM loans.
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decline may be that the higher origination threshold of 2016 brought inlenders who did not
hold a substantial share of originations in portfolio thus decreasing the overall share for small
creditorsin2016. Thisis confirmed if the 500 origination threshold is applied in 2016 as the
composition of loan purchaser type for small creditors remains largely unchanged compared to
2015. Non-small creditors sell a higher share of originations to affiliate lenders compared to
small creditorsinthe data while small creditors sell a higher share of loans to non-affiliates.

FIGURE 70: SHARE OF NON-SMALL ORIGINATIONS BY PURCHASER TYPE AND YEAR
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FIGURE 71: SHARE OF SMALL ORIGINATIONS BY PURCHASER TYPE AND YEAR
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The differences across small and non-small institutions show that portfolio originations are a
much larger proportion of mortgage originations for small institutions compared to non-small
institutions. As the Rule generally requires Small Creditor QMsto be held on portfolio for three
years after consummation, this may suggest that small creditors are utilizing this category of
QM.

7.2.4 Small creditors in rural and manufactured housing
markets

Small creditors are more likely to operate inrural areas compared to larger creditors. This
section provides insight into the geographic distribution of small creditors, along with their role
in providing access to credit in rural and manufactured housing markets. As previously
discussed, this analysis is missing data fromlenders who do not have a branch or officein a
metropolitan area, and is therefore likely missing alarge number of rurallenders.

Figures 72 and 73 show the geographic distribution of small lenders and their market share for
2014 and 2016, respectively. Market share is calculated by looking at the total originations of
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depository institutionsin a given county and then identifying the share that are accounted for by
small creditors. In 2014, smalllenders originated loans throughout much of the United States.
In rural areas, small lenders often carried alarge market share. This was especially true in much
of the Southern, Midwestern, and Mountain states.

Comparing Figures 72 and 73, market coverage among small creditors increased substantially
between2014 and 2016. The figures showboth increases in the number of counties that small
creditors serve and the market share held by small creditors within individual counties. The
number of small creditors increasing between this time (see T able 37) and the 2016 amendment
may explainthis increase of coverage.

FIGURE72: COUNTY-LEVEL MARKET SHARE OF SMALL CREDITORS IN 2014
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FIGURE73: COUNTY-LEVEL MARKET SHARE OF SMALL CREDITORS IN 2016
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Table 38 reports mortgage originations by small and non-small creditorsinrural counties. 366
Amongsmall creditors, the share of total originations occurringin rural areas is much larger
than for non-small creditors. This appears to be consistent with the higher likelihood that small
creditors operate only or predominantly in rural or underserved areas compared to non-small
creditors. The 2016a columns suggests that without the 2016 threshold amendments, the rural
share of small creditor originations would have stayed the same instead of decreasingto 21

366 Th e Bureau publishes a yearly list of rural and underserved counties that are exempt from certain regulatory
requirements of the Truthin LendingA ct. Bureau of Con sumer Fin. Prot., Rural and Underserved Counties List,
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percentin 2016 with the amendments. The 2016 amendments did however increase the share of
small creditors operatingin rural areas due to being more inclusive of larger lenders. The
amendments in 20

TABLE 38: ESTIMATED NUMBER OF HMDA-REPORTING MORTGAGE LENDERS WITH ORIGINATIONS IN
RURAL COUNTIES

2012 2013 2014 2015 2016a 2016b

Total Non-Small Lenders 976 1,152 1,067 806 889 619
Share of Non-small Originations  26% 20% 11% 1% 11% 10%
Total Small Lenders 5,408 5,066 5,047 5,128 4,860 5,130
Share of Small Originations 44% 34% 24% 24% 24% 21%
Total 6,384 6,218 6,114 5,934 5,749 5,749

Table 39 reports manufactured housing mortgage originations by small and non-small creditors.
Manufactured housingloans make up a larger share of small lenders’ originations compared to
non-small lenders. Similar to ruralloan originations, these patterns are consistent with small
creditors being more likely to provide access to mortgage credit for manufactured housing
compared to larger creditors although the share or manufactured originations that make up a
small creditor’slending has been declining since 2012.

TABLE39: ESTIMATED NUMBER OF HMDA-REPORTING MANUFACTURED HOUSING MORTGAGE

LENDERS
2012 2013 2014 2015 2016a 2016b
Total Non-Small Lenders 976 1,152 1,067 806 889 619
Share of Non-small Originations 4% 4% 3% 2% 2% 2%
Total Small Lenders 5,408 5,066 5,047 5,128 4,860 5,130
Share of Small Originations 13% 12% 10% 9% 9% 7%
Total 6,384 6,218 6,114 5,934 5,749 5,749
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7.3 Evidencefrom CSBS survey data

7.3.1 Overview of survey data

The section utilizes survey evidence fromthe Conference of State Bank Supervisors’ (CSBS) 2015
National Survey of Community Banks, an annual survey of community banks. 3% The survey
provides additional insight into the small creditor exemption implemented under the Rule
because many of the survey respondents are small banks that are not required to report under
HMDA.3%81n total, 974 community banks responded to the CSBS survey. 3% Survey respondents
are also disproportionately rural institutions: over 65 percent of respondents reported that the
majority of their lending was in rural areas or did an equal amount of lending in urban and rural
settings.

The focus of the 2015 survey is mortgage originations that occurred in 2014, although some
survey questions ask about future lending expectations. The survey evidence provides a
snapshot oflending activity inthe year after the Rule was implemented. One limitation of the
data is that no comparisonto the pre-Rule period is available, as no information directly related
to the Rule was collected before 2015.

The CSBS survey provides information related to lender characteristics, including lenders’
primary lines of business, ownership structure, asset size, and market areas. The survey asks
several questionsrelated to qualified mortgage lending, including questions concerning
qualified mortgage portfolio lending, mortgage application denial behavior related to the Rule,
and future plans for qualified mortgage lending. The reported asset size is used to determine a
lender’s small creditor status. Lenders who reported assets below $2 billion are considered to be

367 More information and findings, suchascompliance costs on the annual survey conducted by CSBS, see

368 About 30 percent of survey respondents thatresponded to a question abouttheir HMDA reporting status
indicated that they were not HMDA reporters. Respondents to this qu estion represented 16 percent of all survey
respondentsin 2015.

369 Commenters provided additional information on com munity banks and lending, see Appendix B. Data on the
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small in this dataset.37° Based on this, number of small lenders were determined to be 677 and
the number of non-small was 30. The remaining 267 lenders were not included in the analysis
since as their asset size was unknown and therefore could not be identified as either small or
non-small.

There are a fewlimitations to the CSBS survey data. A limitation of these resultsis that they
cannot be compared to pre-Rule mortgage lending among small creditors and all other
creditors, as the survey was conducted only once, in 2017. Also, the CSBS surveyis not
nationally representative and mostly includes smaller FDIC-insured institutions from an
unequal geographic distribution.

7.3.2 Analysis of CSBS survey data

This section discusses mortgage lending among small creditors responding to the CSBS survey,
comparing their behavior to that of non-small creditors. The analysis examines how denial rates,
portfolio lending, and non-QM lending vary across the two groups based on survey responses
fromthe CSBS data.

Figures 74 and 75 report differences in denial rates for small and non-small creditorsin2014.
Percentages onthe vertical axis of the figures represent the share of lenders responding to each
possible response to a question by size. Creditors may have different rates at which mortgage
applications are denied based on their lending strategy and the pool of applications they receive,
among other factors.

Figure 74 examines the distribution of surveyed institutions by application denial rates. Intotal,
649 lendersresponded to this question provided the share of denied applicationsin 2014. Of
this total, 623 were small creditors and 26 were non-small. The figure shows that a about 277
percent of small creditor survey respondents denied between 0 and 10 percent of loans, whereas
application denial rates from non-small institutions peak at the 10 to 20 percent and 20 to 30
percent marks. There were some respondents who indicated that they did not deny any loans, all
of these were small creditors (roughly 5 percent of small creditor respondents). Amongsurvey
respondents, then, small creditors generally denied a smaller share of applications relative to
non-small respondents.

370 The Bureau conducted a match to HMDA data and for the lenders in the CSBS survey data whomatched to HMDA,
a v ast majority also met the origination threshold to be considered small creditors.
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FIGURE 74: SHARE OF ALL APPLICATIONS DENIED IN 2014, BY SIZE OF INSTITUTIONS
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Figure 75 reports the share of denied applications that respondents stated would have been
approved in absence of the ability-to-repay standard under the Rule. 37! The total number of
lenders responding to this question was 530 with 21 being non-small and 509 small. The figure
shows that over 30 percent of small creditor respondents stated that they did not deny any
applications due to the AT R standard, while most of the non-small creditors responded that
between 0 and 10 percent of denied applications were denied because of the AT R rule. This may
indicate that small creditors were taking advantage of the small creditor exemption and
rejecting fewer applications due to the ATR standard than they would have otherwise.

371 The data reflect responses to the question, “Of the 1-4 family mortgageloan applications that you denied in 2014,
whatpercentage of them would you have approved ifthe Ability-to-Repay underwritingstandard had not been in
place?” For the purposesof this qu estion, the Bureau assumes that small creditors interpreted the question to
signify that theloansin question would have violated som e portion of the ability-to-repav requirements. The
question itselflinks to the Bureau’s overview of the ATR requirements for qualified mortgages.
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FIGURE 75: SHARE OF DENIED APPLICATIONS THAT WOULD HAVE BEEN APPROVED WITHOUT THE ATR
STANDARD IN 2014, BY SIZE OF INSTITUTIONS
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Finally, the CSBS survey included questions that illuminate small creditor non-QM lending
behavior. This analysis makes use of two CSBS survey questions that provide information on
differencesinnon-QM lending among small and not small creditors. Thefirstisa question
inquiring about the non-QM share of lenders’ 2014 portfolio originations and the second being a
questionon lenders’ expected future plans for non-QM lending.

Figure 76 reports the share of non-QM loans held in portfolio among survey respondents. For
this question, 609 lenders responded with 584 of this total being small and 25 non-small. About
35 percent of small creditor survey respondents indicated that between 0 and 10 percent of their
portfolios consisted of non-QM loans. Many small creditors also held no non-QM loans in
portfolio (therebyindicating that they did not make non-QM loansin 2014 ). Notably, thereis a
small spike in the distribution for small creditors at 9o to 100 percent non-QM loans being held
in portfolio. Such spike is not present for non-small creditors. This may be due to the small
creditor exemption, which, as previously discussed, required that small creditors hold Small
Creditor QM loans on their portfolios for three years to ensure QM status. This may indicate
that small creditors were more willing to extend credit to borrowers whose loans may not have
been approved by larger institutions due to non-QM loan features. It should also be noted that
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about 16 percent of non-small respondents stated that between 70 and 90 percent of their
portfolios were non-QM in 2014 however, thisamounts to four non-small lenders.

FIGURE76: SHARE OF LENDERS’ 2014 PORTFOLIOS THAT WERE NON-QM, BY SIZE OF INSTITUTIONS
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Figure 77 reports institutions’ expectations of non-QM lending in 2015 with 664 lenders
responding to this questionin the survey. Respondents were made up of 637 small creditors and
27 non-small. Specifically, this figure examines survey respondents’ plans for non-QM lending
in 2015 at the beginning of the year. Most small creditor respondents indicated that they would
offer non-QM loans in 2015, either as a part of their normal lending process or onan exception
basis. Though non-small institutions seemed proportionally more inclined to non-QM lending
going forward, this information indicates that small respondents generally expected to engage in
non-QM lending in 2015.
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FIGURE 77: PLANS FOR OFFERING NON-QM LOANS IN 2015, BY SIZE OF INSTITUTIONS
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8. Additional effects of the Rule

The preceding chapters have outlined several effects the Rule has had on the mortgage market
in general, and on specific segments and types of lenders. This chapter discusses some
additional potential effects of the Rule. The chapter starts by presenting a study of howclosing
times changed in response to the Rule. The chapter then presents additional results from the
lender survey the Bureau conducted that have not been discussed in previous chapters.

Main findings include the following;:

¢ Closing timesimmediately after the effective date of the Rule increased by about three
and a half days forrefinance loans and little over aday for purchase loans. Itis likely that
these short term effects attenuated over time due to learning and adaptation to the new
requirements.

e Thesurvey of lenders conducted by the Bureau establishes that a substantial share of
respondents changed their business model and/or their product offerings in response to
the Rule. The survey did not attempt to quantify the cost of these changes. About two
thirds of respondents report originating non-QM loans.

8.1 Effect on closingtimes

The Bureau used loan-level datareported under HMDA between 2011 and 2016 to study the
effect of the ATR/QM Rule on mortgage closing times—the number of days between a borrower
applying for a loan and the eventual closing of that loan. The Rule applied to all loans with an
application date on or after the Rule’s effective date. Therefore, the analysis estimates the Rule’s
effect by comparing the distributions of closing times onloans with application dates shortly
before and after the effective date. Assuch, the analysisis only equipped to estimate short-run
effects.
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Simply comparing applications received either seven days or 21 days before and after the
effective date of the Rule, average closing times lengthened by less than a day, both for purchase
and refinance loans.372 This comparison does not control for seasonal variation or fluctuations
in the volume or average loan size of applications or in borrower characteristics. Todo so,
closing times are modelled as flexible functions of these variables. 373 With the model’s
predictionsin hand, the Rule’s effect is estimated by examining howthe difference between each
loan’s observed closing time (which reflects the Rule’s effect) and the predicted closing time
(which only accounts for the modelled characteristics and not the Rule) varied 30 days after the
effective date compared to the 30 daysbefore.374 Examining loans with application dates close to
the effective date allows focusing on the Rule’s effect rather than potential factors that vary
further fromthe effective date but are not captured in the model.

Accordingto the model, average closing times lengthened by 1.2 days for purchase loansand 3.6
daysforrefinance loans after the ATR/QM Rule took effect.375 This islarger than the simple
difference reported above, especially for refinance loans. This is because the model predicts that,
given seasonal factors and other covariates, the closing time of refinance loans would have
decreased following the Rule’s effective date. Instead, it increased slightly, implying the larger
effect estimated for suchloans. The larger estimated effect on refinance loans compared with
purchase loans might be seen as suggestive evidence that the Rule added relatively more
documentation requirements for refinance loans, which were often more streamlined and less
costly to originate, than for purchaseloans.

In sum, after controlling for confounding factors, average closing times increased by about three
and one half days for refinance loans, but the estimated effect on purchase loan closing times

was much smaller, at a little over one day.37¢ Again, these are short term effects applicable to the
month immediately after the effective date of the Rule. Itis possible that these short term effects

372 Toputthatinto context, around the time the Rule was im plemented, average closing time wasaround 55 days for
purchases and around 45 daysfor refinances.

373 Explanatory variables include 14 trigonom etric terms to capture seasonality; purchase-, refinance-, and home-
im provement application volumes;the property’s state; the borrower’s incom e; whether there was a co-borrower;
borrower and, ifapplicable, co-borrower race and ethnicity; loan amount; lien status; application day of the week;
whether theloan was higher-priced or classified as a high-cost loan; indicators for loan typeand property type; and
sev eral interaction terms.

374 Results are similarusing a 60-day window and excluding 14 daysbefore and after the effective date. This window
allows for the possibility thatborrowers or lenders tried to have certain types of applications submitted before the
Rule took effect.

375 Standard errors calculated using a methodology akin to bootstrapping establish that these changes were
statistically significant atthe 95 percent level of confidence.

376 Commenters also reported experiencingan increasein closingtimes, see Appendix B.
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reflect delays due to one-time changes in software and systems, or staff needing to learn new
policies, practices, and systems, and that the effect on closing times may have attenuated over
time and with experience.

8.2 Survey evidence

Some of the responses to the Bureau’s survey of lenders described in Chapter 1 were
summarized in Chapter 5. Here we summarize responses to additional questions that address
the effects of the Rule onlenders. When considering these results, it is important to keep in
mind that the survey respondents are likely not representative of the market as a whole. As
mentioned in Section 5.2, the sample used fromthe lender survey includes 177 lenders which
excludes CDFIs and lenders that did not provide a substantive number of responses to
questions.

Table 40 reports responses by institution typeto whether the lender’s business model changed
as a direct result of the ATR/QM Rule.

TABLE 40: RESPONSES TO WHETHER BUSINESS MODEL CHANGED AS ADIRECT RESULT OF THE

ATR/QM RULE
Bank with <$2 Bank with $2- Bank with Independent
billion in 10 billion in >$10 billionin Credit union mortgage
assets assets assets lender
Business
model changed 21 ° 22 7 .
No change 13 7 1 4 35
Total
responses 40 12 23 21 64

Overall, 100 respondents reported changing their business model, while 60 reported no
changes.377 Generally, depository lenders were somewhat more likely to report changing their
business model compared to independent mortgage lenders.

377 Recallthatthere were196 respondentsto the lender survey and an additional eight respondents to the survey
among lendersprovidingthe Application Data. Twenty-five of therespondents provided no responses to the survey
and tworespondents were CDFIs and thus not covered by the Rule, leaving 177 covered respondents with responses
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TABLE41: WAYSIN WHICH BUSINESS MODELS WERE REPORTED TO HAVE CHANGED

Changes mentioned DEfpEElEy Ir:g:tzzgzent
institution lender
Increased income documentation 26 5
DTl cap of 43 percent was introduced 25 3
Balloon loans discontinued 15 2
Structure of or income requirements for ARM loans 12 1
changed
Interest only loans discontinued 10 1
Decided not to originate non-QM loans 8 5
Experienced higher staffing and/or compliance costs 7 9
Had difficulties meeting points and fees test 5 6
Experienced longer closing times 3 0
Asset depletion no longer allowed 2 0
Total responses 62 25

Table 41 reports the specific ways in which respondents reported changing their business
models. The number of responses reported are not the same as the number of respondents as a

respondent could provide multiple, one, or no responses regarding the ways in which their

business model changed. Depository lenders were more likely to report increasing income
documentation requirements and introducing a 4 3 percent monthly DT Iratio cap while

independent mortgage lenders were more likely to report increased staffing and/or compliance

costs. The discontinuation of balloon and interest-only loans and the restructuring of ARMs
point towards effects onloans with restricted features studied in the first part of Chapter 4.

Table 42 reportsresponses by institution type to whether the lender discontinued or materially

modified mortgage products for reasonsrelated to the requirements of the ATR/QM Rule.

toatleastsomeof the questions. Seventeen respondents did not provide an answer to the question regarding
business model change, therefore theresponses of 160 respondents arereported in Table 40.
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TABLE42: RESPONSES TO WHETHER PRODUCT WAS CHANGED OR DISCONTINUED

Bank with Bank with

Bankwith o5 44 >$10 Credit B T
<$2billion | Liiohin  billionin  union mortgage
in assets lender
assets assets

Made changes or

discontinued 15 4 18 10 16

products

Made no material

changes 25 9 5 10 47

Total responses 40 13 23 20 63

63 respondents out of 159 reported making changes to or discontinuing products.378 Depository
lenders—especially large ones—were more likely to report making changes to or discontinuing
products compared to independent mortgage lenders. Two specificdiscontinued products were
mentioned by more than five respondents: balloonloans (15 responses) and interest-only loans
(6 responses). Elevenrespondents stated that the discontinuation affected more than 10 percent
of their loans, 13 respondents said 5 to 10 percent of their loans were affected, while the
remaining 21 respondents giving a quantitative response said that less than 5 percent of their
loans were affected.

Table 43 showslenders’reported share of 2017 originations represented by non-QM loans by
institution type. For each institution type, except for the largest banks, about one third of
respondents do not originate non-QM loans.379 There is one bank with assetsover $10 billion
that doesnot originate non-QM loans, but this bank originates few mortgages.

378 Eighteen respondents did not answer this question.

379 Consistent with the findings here, com menters noted industry survey evidence on the limited share of non-QM
lendingby independentmortgagelenders, see National Association of Realtors’ Survey of Mortgage Originators,
First Quarter 2017: The Future of the CFPB, QM, and Small Lender Rule, available at
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TABLE 43: SHARE OF NON-QM LOANS

Bank with Bank with Bank with Inde pendent
Non-QM Share <$2 billion  $2-10 billion >$10 billion Creditunion mortgage
in assets in assets in assets lender
None 15 4 1 6 24
<5% 15 2 14 8 35
6-10% 3 0 4 5 5
11-15% 3 1 0 0 1
21-30% 1 0 0 0 0
>30% 3 4 3 2 0
Do not know 4 2 1 0 1
Total responses 44 13 23 21 66

Amongthe 98 lenders making non-QM loans and responding to the questionregarding their
expectationregarding the change in their non-QM lending over the comingyear, five expected
decreasing their non-QM lending, 25 expected increasing their non-QM lending, and 68 said
that their non-QM lending would stay about the same.

Finally, 67 respondentsindicated originatingloansin rural areasin 2013 and one indicated
discontinuing doing so in 2014. All others continued doing so through 2017.

Balloonloans were originated by 49 respondentsin 2013 and 14 respondents indicated
discontinuing doing so in 2014 with the propensity to discontinue being larger for independent
mortgage lenders, credit unions and large banks as opposed to smaller banks. Five additional
respondents discontinued offering balloonloans after 2014, leaving 33 respondents offering

them in 2017.
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Appendix A: THE RULE AND BUREAU PURPOSES AND
OBJECTIVES

Introduction

Asdiscussedin Chapter 1, section 1022(d) of the Dodd-Frank Act requires the Bureau to
conduct an assessment of each significant rule or order adopted by the Bureau under Federal
consumer financial law. Section 1022(d) requires that the assessment address, among other
relevant factors, the rule’s effectiveness in meeting the specific goals stated by the Bureau, as
well as the Bureau’s purposes and objectives specified in section 1021 of title X of the Dodd-
Frank Act. Whereas the body of the report addresses the specific goals stated by the Bureau, this
appendix highlights certain core findings in the body of the report with respect to the latter
requirement. 38

Purposes

Under section 1021(a) of the Dodd-Frank Act, “[t]he Bureau shall seek to implement and, where
applicable, enforce federal consumer financial law consistently for the purpose of ensuring that
all consumers have accessto markets for consumer financial products and services and that
markets for consumer financial products and services are fair, transparent, and competitive.”38

All consumers have access to markets for consumer financial products and
services.

In issuing the Rule, the Bureau stated that it “sought to balance creating new protections for
consumers and new responsibilities for creditors with preserving consumers’access to credit

380 Asevidenced below, the degreetowhichthe ATR/QM Rule implicates each of the purposes and objectives of title
X v aries, and the Bureauhas endeavored to includein this a ppendix information that may berelevant to those
purposes and objectives directly and indirectly im plicated. The Bureau further acknowledges that some of the title X
purposes and objectives may overlap and some of the findings discussed below may be relevant for multiple
purposes and objectives. Thus, while this appendix distinguishes between purposes and objectives in or der to
highlight key findings in thebodyv of thereport, the appendix is not meant as a com prehensive summary of all
findings relevant to each purpose and objective.

381 15 U.S.C. §5511(a).

235 BUREAUOF CONSUMER FINANCIAL PROTECTION



and allowing for appropriate lending and innovation.”382 This concern recognizes that
establishing the ability to repay requirement for making residential mortgage loans created
litigationrisk that could disrupt markets and thus consumers’accessto credit. Overall,
consumer access to residential mortgage loans after the Rule’s effective date has been preserved
at levels comparable to those before the effective date. Applications and approval rates analyzed
for the market overview discussed in Chapter 3 indicate that there were no significant breaksin
either applications or approval rates around the time of the Rule became effective. At this
aggregate level, neither supply nor demand were significantly disrupted, although applications
and approval rates might have been higher if not for the Rule. To the extent that the Rule may
haveimpacted mortgage pricing, In terms of mortgage pricing, Figure 5 of Chapter 3 shows that
the spread of the mortgage interest rate over the 10-year Treasury rate did not change
significantly around the time the Rule came into effect, so mortgage pricing did not appreciably
change at the market level after the Rule took effect. Mortgage pricing might, however, have
beenlower if not for the Rule.

The Rule may have decreased consumer access to credit in certain sub-markets for which data
were available and reasonably obtainable. Indicating a decreased access to credit for a specific
group of consumers, Figure 45 in Chapter 5 shows that the introduction of the Rule was
associated with a sharp dropin boththe share and approval rate of High DTI, non-GSE eligible
applications. After thisinitial drop, these outcomes continued to decline further. While the
average approval rate seems to have returned to the January 2014 level by the end 0of 2016, the
model estimates suggest that this reversalis due to changesin the mix of High DTT applicants
rather than due to changesin lenders’ propensity to approveapplicants of a given set of
characteristics. Section 5.3.7 estimates that the QM DT provision eliminated approximately
10,000 loans among this group of consumers over three years, forthe lenders considered,
thereby decreasing accessto credit. Section 5.3.6 also considers the effect of the Rule on self-
employed borrowers’access to credit and finds the effects of the Rule to be relatively neutral.
Application Data presented in Table 21 indicates that approval rates for non-High DT I, non-GSE
eligible self-employed borrowers have decreased only slightly, by two percentage points, after
the Rule. Section7.3 also considersloans that were denied due to the AT R requirements of the
Rule using CSBS survey data. Figure 71 in this chapter shows that 44 lenders, out of 693 who
responded to this question, denied at least half of the loans that would have been approved
absent the Rule in 2014, adecrease inaccessto credit.

382 7 8 Fed. Reg. 6408, 6505 (Jan. 30, 2013).
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Chapter 7 indicates that amendments to the Rulein 2015 appear to have increased access to
credit for markets and consumers served by small creditors. The geographic market coverage of
small creditorsincreased substantially with the October 2015 amendments to the Rule, which
increased theloan originations threshold from 500 to 2,000 first-lien covered transactions and
excludedloans held in portfolio in determining whether this threshold had been crossed.38 The
number of counties served and the market share held by small creditors within individual
countiesincreased in 2016 compared to 2014. Without the amendment, the number of small
creditors, and markets served, would have decreased according to HMDA data.

Markets for consumer financial products and services are fair, transparent,
and competitive.

The Rule appliesto all creditors that make residential mortgage loans. Thisbroad coverage
promotes fairness in the sense of establishing a level playing field among creditorsin this
market.

The Rule also prohibits practices (i.e. making loans without assessing the consumer’s ability to
repay) that the Board of Governors of the Federal Reserve System had found to be “unfair” at
least with respect to subprime borrowers. The Rule also helps ensure the markets for consumer
financial products are fair. Chapter 4 finds that loans with potentially risky non-QM
characteristics, including interest-only payments, low documentation, negative amortization,
ARMresets under five years, and terms exceeding 30 years, appear to be almost nonexistent or
restricted to alimited market of highly credit-worthy borrowers. These types of products largely
disappeared from the market prior to the adoption of the Rule, and it is not possible to assess
whether absent the Rule the incentives for such practices would return, but the Rule would
constrain the origination of loans for which consumerslack a reasonable ability to repay and the
resulting harms.

Atthe same time, the Rule doesnot appear to have inhibited competition among creditors, as
indicated by analyses in Chapter 5. Figure 45 in Chapter 5, analyzing the effect of the QM DTI
provision onnon-GSE eligible High DT1 applicants for purchase loans, indicates substantial
heterogeneity inresponse to the Rule acrosslenders. From a consumer’s point of view,
differencesin competinglenders’approachesto High DT I applicants evidence robust
competition and varied strategies for meeting that competition.

383 80 Fed. Reg. 59943 (October 2,2015).
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Some aspects of the rule may also have resulted in limiting competitionin the secondary market
forresidential mortgage loans. Chapter 6 notes the market share of the GSEs has not decreased
in the years after the Rule went into effect, contrary to the Bureau’s expectation at the time Rule
was written. The persistent prominence of Temporary GSE QM lending likely reflects the GSEs’
advantages in compliance certainty, underwriting flexibility, accommodation of high-DT1
lending, and the availability of arobust secondary market. An entity that attempted to compete
with the GSE’s by selling bonds from securitizingloans eligible for purchase by the GSEs may
find it more difficult to ensure compliance with GSE requirements (and hence ensure
Temporary GSE QM status) and would not have the potential pricing advantages that come with
conservatorship. Also in Chapter 6, the data suggests a somewhat higher use of the GSEs” AUS
in recent years, particularly forloans which do not fit within or are more difficult to document
within the General QM underwriting standards, such as loans made to self-employed
borrowers.

Objectives

The objectives of the Bureau are listed in section1021(b) of the Dodd-Frank Act.384

Consumers are provided with timely and understandable information to
make responsible decisions about financial transactions.

Although the Rule, and particularly the QM requirements, encourage creditors to originate loans
with understandable loan features, the Rule does not include requirements for information
disclosures that creditors must provide to consumers.

Consumers are protected from unfair, deceptive, or abusive acts and
practices and from discrimination.

In the yearsleading up to the passage of the Dodd-Frank Act, the Federal Reserve Board
imposed certainrestrictions on high-costloans based on a conclusion that such restrictions were
necessary to prevent unfair and deceptive acts or practices in connection with mortgage loans.385
The ATR/QM Rule is not strictly arule designed to address unfair deceptive or abusive acts and
practices, or to protect consumers from discrimination, and the Bureau has not determined that

384 12 U.8.C.§5511(b).

385 7 3 Fed. Reg. 44522 (July 30,2008)
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the absence of repayment ability or the presence of any particular loan feature would render a
mortgage transaction unfair, deceptive, abusive, or discriminatory. The Dodd-Frank Act
nevertheless states that one purpose of the AT R requirement is to assure that consumers are
offered and receive residential mortgage loans on terms that reasonably reflect their ability to
repay theloans and that are understandable and not unfair, deceptive, or abusive. The ATR/QM
Rulein turn has the potential to reduce the likelihood of unfair, deceptive, abusive, or
discriminatory acts or practices by generally restricting or eliminating the origination of loans
with riskier loan characteristics. Chapter 4 notes several consumer protection outcomes,
particularly those associated with the QM and DT1 provisions of the Rule. Loans with potentially
risky non-QM characteristics, including interest-only payments, low documentation, negative
amortization, ARM resetsunder five years, and terms exceeding 30 years, appear to be almost
nonexistent or restricted to alimited market of highly credit-worthy borrowers, in contrast to
their more widespread use during the housing crisis. Chapter 4 provides evidence onthe very
high foreclosure rates of loans with these featuresin the yearsleading up to the housing crisis.
Such products nowappear to be restricted to credit-worthy borrowers, and likely will be
prevented fromre-emerging on alarge scale by the QM underwriting requirements.

For the most highly-leveraged conventional loan borrowers, DT Iratios are likely constrained
fromreturning to crisis-eralevels by acombination of GSE underwriting limits and the Bureau’s
General QM DT ceiling. Given the negative relationship between higher DT Is and loan
performance, demonstrated acrossloan types and over time, these limits contribute to ensuring
borrowersreceive loans they are able to repay, in addition to potentially mitigating sy stemic
risks. In addition, non-QMs originated under the Rule’s AT R requirements also demonstrate
strong performance. Asnoted in section 4.4.2, both above and belowthe DT limit of 43, the
improvement in performance of non-GSEloansrelative to GSEloans provides some evidence
that those loans that continue to be made under the General QM, other non-Temporary GSE
QM, or non-QM ATR guidelines are underwrittenin a way that reflects consumers’ability to

repay.

Outdated, unnecessary, or unduly burdensome regulations are regularly
identified and addressed in order to reduce unwarranted regulatory
burdens.

The Bureau amended the January 2013 Rule several times before and after its effective date to
address important questions raised by industry, consumer advocacy groups, and other
stakeholders. For example, the May 2013 final rule added two new qualified mortgage categories
to the four categories provided in the January 2013 Rule. One of the new QM categories was for
loans held in portfolio by small creditors and the other was a temporary category that allowed all
small creditors to make balloon-payment qualified mortgages.
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More changes were made by additional rules, including amendments that clarified provisions of
Appendix Q,38% implemented a temporary points and fees cure provision,3%” and expanded the
definition of “rural” by adding census blocks388that are notin an “urbanarea,” as defined by the
Census Bureau, to the definition of rural areas. 389

The Bureau determined that these amendments were necessary to protect consumers better,
avoid potentially significant disruption in mortgage markets, and clarify standards by making
technical corrections and conforming changes. In these ways, the Bureau reduced the regulatory
burdenimposed by the Rule several times.

Federal consumer financial law is enforced consistently, without regard to
the status of a person as a depository institution, in order to promote fair
competition.

The specific goals of the Rule, which are noted in Chapter 1, do not include consistent
enforcement of Federal consumer financial lawwithout regard to status as a depository or non-
depository institution.

Asnoted in section 3.6, the Bureau has enforcement authority with respect to non-depository
mortgage originators39° and depositories with assets over $10 billion, 39! and the prudential
regulators have enforcement authority with respect to smaller depositories. Since the effective
date of the ATR/QM Rule, the Bureau has not brought enforcement actions against any entities,
depository or non-depository, for violating the Rule.

The Bureau has supervisory authority with respect to depositories with assets over $10 billion392
and non-depositories engaged in residential mortgage lending. 393 As discussed in Chapter 3, the
Bureau has conducted examinations among large depositories and non-depository mortgage

386 7 8 Fed. Reg. 44686 (July 24,2013).
387 12 C.F.R. §1026.43(e)(3)(iii) and (iv).

388 A censusblockis the smallest geographic area for which the Census Bureau collects and tabulates decennial
censusdata. See 80 Fed. Reg. 59943,59956 (Oct. 2, 2015).

389 12 C.F.R §1026.35(b)(2)(iv)(A)(2) and Supplement Ito Part1026—Official Interpretations, Paragraph
43O @Oi)1.

390 For enforcement authority of non-depositories, see12 U.S.C. § 5514(c).
391 For enforcement authority of depositories, see12 U.S.C. § 5515(c).
392 For su pervisory authority of depositories, see12 U.S.C. § 5515(a)-(b).

393 For su pervisory authority of non-depositories, see 12 U.S.C. § 5514(a)(1)(A).
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originators. Most mortgage originators examined by the Bureau, depository or non-depository,
have generally been complying with the ATR rule.

Finally, although it is not directly related to the consistent enforcement of the law, the Bureau
observesthat the Rule appliesto all creditors that make residential mortgage loans, promoting
fair competition by establishing a more level playing field among creditors in this market.

Markets for consumer financial products and services operate transparently
and efficiently to facilitate access and innovation.

Aspectsof the Rule have facilitated access to credit, but in doing so may have had a negative
effectoninnovation. As discussed in Chapter 6, the Temporary GSE QM was likely crucialin
maintaining short termaccess to responsible credit, in part due to its compliance certainty and
flexibility advantages, relative to the newly adopted Appendix Q, and in part due to robust
secondary market liquidity. However, given the large share of originations able to meet the
Temporary GSE QM criteria at the time the Rule became effective, there has beenlimited
momentum toward the emergence of a robust non-QM market, likely limiting innovationin the
non-GSE market.

Asnoted in Chapter 6, though, innovationis occurringin the mortgage market under the
umbrella of the Temporary GSE QM. However, the ability of the private sector to leverage this
innovation outside the GSE space has been limited. This limited ability may explain, at least in
part, why innovationin one segment of the market does not appear to have spurred growth and
innovationin others.
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Appendix B: COMMENT SUMMARIES

On June 1, 2017, the Bureau published arequest for information onthe ATR/QM Rule (“Rule”)
assessment and invited the public to submit comments and information on a variety of topics.3%4
The public comment period closed onJuly 31, 2017. The Bureau received approximately 480
commentsin response to the RFI. The Bureau provides a description of the comments and
summarizes the information received on certain topics below and the full comments are
available on www.regulations.gov.39%

Generally, commenters reported on their own experiences, and provided information from
surveys and other types of research, regarding the overall effect of the Rule and the effects of
particular requirements that are within the scope of the assessment report. Thisinformationis
summarized here and incorporated into other parts of the report as appropriate. See Chapter1,
“Sources of information and data,” for asummary of the data and information used in the
assessment. 39

The Bureauinventoried over 80 studies, surveys, and other types of research cited by
commenters regarding effects of the Rule on the market as a whole; on loan originators; on
consumers or particular subgroups of consumers; on credit unions; and on affiliated settlement
service providers. These research items were reviewed and their content and potential

394 82 Fed. Reg. 25246 (June1,2017). Under section 1022(d) (3), before publishing an assessment report, the Bureau
isrequiredto seek comment on recommendationsfor modifying, expanding, or eliminating the n ewly a dopted
significant rule or order. In the RFI, the Bureauinvited the public to submit: (1) com ments on the feasibility and
effectiveness of the assessmentplan, the objectives of the ATR/QM Rule thatthe Bureau intends to em phasize in
the assessment, and the outcomes, metrics, baselines and analytical m ethods for assessing the effectiveness of the
Rule; (2) dataand other factual information that may be useful for executing the Bureau’s assessment plan;

(3) recommendationstoimprovethe assessment plan, as well as data, other factual information, and sources of data
that wouldbe useful and available to execute any recom mended im provements to the assessment planincluding
data on certainexceptions and provisions; (4) dataand other factual information about the benefits and costs of the
ATR/QM Rulefor consumers, creditors, and other stakeholders in the mortgage industry; and about the im pacts of
the Rule on transparency, efficiency, access, and innovation in the mortgage market; (5) data and other factual
information about the Rule’s effectiveness in meetingthe purposes and objectives of title X of the Dodd-Frank Act
(section 1021); and (6) recom mendations for modifying, expanding, or eliminating the ATR/QM Rule. Id. at 25250.

395 Asstatedin the RFI, the Bureauis not generally responding to each commentreceived pursuant to the RFI. “The
Bureauplans to consider relevant comments and other information received as it conducts the assessment and
preparesan assessment report. The Bureau does not, however, expect that it will respond in the assessment report
toeach comment received pursuant to this document. Furthermore, the Bureau does not anticipate that the
assessmentreport will include specific proposals by the Bureau to modify any rules, although the findings madein
the assessment willhelp toinform the Bureau’sthinking asto whether to consider commencing a rulem aking
proceeding in the future.” See 82 Fed. Reg. 25246, 25247 (June1,2017).

396 Section 1022(d)(1) provides that the assessment report shall reflect available evidence and any data that the

Bureaureasonably may collect. Some commentersalso directed the Bureau toward published research, which the
Bureaureviewed and incorporated into other parts of the report as appropriate.
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relationship to the Bureau’s assessment taken into account in developing this report. Some are
cited within the body of the assessment and all are listed, using the citation provided by the
respective commenter, belowin this appendix, grouped under the individual subject headings
they address.

This appendix also contains a summary of recommendations for modifying, expanding or
eliminating the Rule.39” Finally, section IV of the RFI described the assessment plan, and the
Bureau also invited comments on the plan. These comments are summarized below. The Bureau
continued to develop the assessment plan after publishing the RFI, taking into account the
comments received.

Evidence about ATR/QM Rule effects:

General Comments about the Rule’s Effectiveness, Costs,
and Effects on the Mortgage Market

A number of commenters supported the Rule and noted what they considered to be the Rule’s
positive effects. A trade group and consumer advocacy organizations stated that the Rule
strengthened underwriting standards and eliminated higher risk products and features. A trade
group and a law professor stated that, while further improvements to the Rule are needed, the
Rule has restored common-sense principles to the mortgage origination market and has done so
without restricting access to credit. A creditor and some individual commenters also provided
general support without additional arguments.

397 Section 1022(d)(3) providesthat before publishing a report of its a ssessment, the Bureau shall invite public
comment on recomm endations for modifving, expanding, or eliminating the newly adopted significant rule or order.
The Bureau invited these recommendations in the RFI.

398 Certain commenters offered evidence on the overall effects of the Rule. Chapter 3 presents an overview of trends
in the mortgage market, including trends in originations by loan size and consumer characteristics, and considers
whether the Rule affected these trends. Other effects for which com menters presented evidence are prim arily
discussed as follows. Effects on small creditors are discussed in Section 7.2; credit availability, Sections 3.5, 5.3 and
5.4.5; costs of origination, Section 3.5; time to closing, Section 8.1;liability concerns generally, Chapter 5 (non-GSE
eligible loans) and Chapter 6 (GSE eligible loans); jumbo loans, Sections 3.5, 4.4.1 and 6 .3.3; Appendix Q, Section
5.3.6 (but also Chapter 6); mortgagebrokers, Section 5.4.6; specific groups of consumers, Sections 5.3.5 (FICO, LTV,
income), 5.3.6 (self-employed), 5.4.5 (smallloans), 7.2.4 (rural consumers). Com menters generally presented
evidence of adverse changes and attributed these changes tothe Rule. In some casesBureaufindingswere
qu antitatively or directionally consistent with this evidence and in other cases opposed; see each subsection for the
specificresults.
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Commenters that recommended that the Rule be relaxed or eliminated generally noted what
they considered to be negative effects of the rule. A trade group stated that the affordability and
availability of mortgage credit and the complete recovery of the housing market continue to be
adversely affected by a steady rise inregulatory compliance costs, loan origination entities’ fear
of enforcement action by the Bureau, and a lack of clear and reliable regulatory guidance. The
same trade group, along with another trade group and one individual commenter stated that the
Rulerestrictsaccess to credit.

Asdiscussed under separate headings below, some commenters made general statements
concerning the Rule’s effects on the mortgage market, and some commenters made statements
on the Rule’s effect on specific market participants, consumers, and specific consumer sub-
groups.

Comments on the effects on the market as a whole

Commenters made several general statements about the effect onthe mortgage market as a
whole. Trade groups and a number of small creditors and loan originators stated that the Rule
has reduced competitionin the mortgage market and favorslarge creditors. A trade group stated
its survey of members suggests that the Rule is havinga downward impact in lending, with 72
percent of survey participants responding that the AT R/QM Rule is affecting credit availability
and 7 percent responding that the impactis “severe.” The commenter also noted that the current
state of homeownership hasremained between 62.9 and 63.7 percent, a "plateau" that
constitutes the lowest rate in more than 50 years, according to the Census Bureau.

A creditor and a trade group stated that the Rule has increased compliance costs and risksto
creditors, with the trade group stating that a member creditor hasincreased the number of
employeesto comply with the Rule at a costin additional salaries of $238,000 in additionto
third-party costs, such as compliance support and audits of roughly $52,000 annually. Another
trade group stated that market studies indicate that over the past decade the cost of originatinga
mortgage has increased by 72 percent, from approximately $4,376 in the third quarter of 2009
to approximately $7,562 by the fourth quarter of 2016.

A trade group stated that the Rule, along with other regulatory changes, has made it difficult for
creditorsto stay profitable or continue operations in some markets in response to increased
costsand legal risks, leaving consumers with fewer options. A creditor stated thata $12,000
home equity loan now requires the same processing time as an $800,000 mortgage loan.
Another creditor stated that the Rule is not working as desired, since time to closing and
creditor costshave increased while credit has become less available and that small loans,
especially for lowto middle income consumers, are less likely to be originated, as a result.
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Studies, surveys, and research cited by commenters regarding effects of the Rule on the market

as a whole:

245

a creditor cited Report on the Economic Well-Being of U.S. Householdsin2016,
(Washington DC, 2017);atrade group cited Changesin U.S. Family Finances from 2007
to 2010: Evidence from the Survey of Consumer Finances, June 2012;

a creditor cited Neil Bhutta & Glenn B. Canner, Mortgage Market Conditions and
Borrower Outcomes: Evidence from the 2012 HMDA Data and Matched HMDA-Credit
Record Data, Fed. Res. Bull., Nov.2013;

a creditor, mortgage insurer, and a trade group of credit unions cited A Financial System
that Creates Economic Opportunities, (June 2017).

a trade group cited the Real Estate Service Providers Council Survey dated 2013;

another trade group cited Ken Fears, Reach of New Risky Loans Still Modest,
Economist’s Outlook Blog, National Association of Realtors, June 15,2017

a consumer advocacy organization cited the a report for the Conference of State Banking
Supervisors by William F. Basset and John C. Driscoll, Post Crisis Residential Mortgage
Lending by Community Banks (2015);

atrade group, a creditor and consumer advocacy organizations cited Laurie Goodman,
Jun Zhu, Bing Bai, Tight credit standards prevented 5.2 million mortgages between 2009
and 2014, Urban Wire, January 28, 2016;

a trade group cited Laurie Goodman, Jun Zhu, Bing Bai, Overly tight credit killed 1.1
million mortgagesin 2015, Urban Wire, November 21,2016 ;

that same trade group, two groups of consumer advocacy organizations, and a creditor
cited Laurie Goodman, Bing Bai, Ellen Seidman, Has the QM Rule Made It Harder to Get
a Mortgage?, February 2016;

the same trade group cited Edward Golding, Laurie Goodman, Jun Zhu, Fannie Mae
Raisesthe DTI Limit, July 2017;

a law professor cited Laurie Goodman, Quantifying the Tightness of Mortgage Credit and
Assessing Policy Actions;

a group of consumer advocacy organizations cited Jim Parrot and Mark Zandi, Opening
up the Credit Box (2013)
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e acreditor cited Edward Golding, Laurie Goodman and Jun Zhu, Fannie Mae Raises the
DTI Limit, July 2017

e atradegroup cited Richard Green, The Trouble with DT T as an Underwriting Variable-
and as an Overlay” Richard’s Real Estate and Urban Economics Blog, December 7,2016;

e atradegroup cited Diane Katz, Heritage Foundation, A Better Path for Mortgage
Regulation, Feb. 28, 2017;

e the same trade group also cited a statement of Todd Zywicki, Professor of Lawand
Executive Director of the Law and Economics Center, George Mason University School
of Law, Assessing the Effects of Consumer Financial Regulations: Hearing Before the S.
Comm. on Banking, Hous. & Urban Affairs, 115th Cong. (2016);

e the same consumer advocacy organizations cited Michael Stone, What is Housing
Affordability? The case for the Residual Income Approach, Housing Policy Debate, Vol.
17,Issue1 (Aug. 31,2006);

e atradegroup cited Steve Holden and Walt Scott, Desktop Underwriter Version10.1—
Updatesto DT Ratio Assessment, Fannie Mae, July 10,2017

e acreditor cited MatthewJozoff, The Cost of Post-Crisis Regulation on Mortgage
Lending, J.P. Morgan Research (March 31, 2017);

e consumer advocacy organizations cited CoreLogic, United States Residential Foreclosure
Crisis, TenYears Later (2017);

e the same consumer advocacy organizations cited CoreLogic, Mortgage Performance
Continues Steady Improvement in April2017;

e adifferent group of consumer advocacy organizations cited CoreLogic, Home Equity
Lending Landscape (Feb.2016)

e acreditorcited areport from Moody Analytics by Mark Zandi & Cristian DeRitis, The
Skinny on Skin in the Game, March 11, 2011;

Comments on the effect of liability concerns

One trade group stated that the mortgage market remains dominated by loans covered by the
qualified mortgage safe harbor. The commenter further stated that this concentrationis due
primarily to liability concerns and uncertainties around what can happen outside of the QM
“safety zones.” The commenter stated that Bureau did a commendable job in eliminating
specious class action probabilities, but nonetheless creditors and investors remain uncertain as
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to how the courts will interpret the numerous standards that exist in the Rule and apply them to
specific circumstances. The trade group also stated that its members anticipate that foreclosure
challenges asserting non-compliance with the Rule will emerge based on whether creditors
complied with general statutory requirements, for which there is also assignee liability under
TILA.

Comments on the effect of the Temporary GSE QM definition

Several commenters specifically provided statements concerning the impact of the Temporary
GSE QM provision of the Rule. A few trade groups stated that the Temporary GSE QM provision
has worked to prevent significant disruption in the mortgage market and enable lenders to
continue to originate loans seamlessly. One trade group stated that the fact that all loans sold to
GSEs automatically are qualified mortgages provides a great benefit to both consumers and
creditors by significantly reducing the amount of burdensome and oftentimes confusing
paperwork that goesin the mortgage application, allowing creditors to lend more efficiently and
to more consumers. Another trade group stated that the temporary GSE qualified mortgage
provision has: combined a bright-line definition with underwriting flexibility, which has allowed
creditorsto reach deeper into the population of credit-worthy consumers and permitted
responsible lending above a 43 percent debt-to-income ratio. However, the commenter also
stated that not including jumbo mortgages into the Temporary GSE Qualified Mortgage
definition contributed to the retarded recovery of private label securities market because the
investment community hasrejected these mortgages.

Comments on the effects of Appendix Q of Regulation Zs99

A trade group and a creditor stated that Appendix Qis ambiguous and leads to uncertainty,
inappropriate results, and restricts appropriate access to credit. Another trade group stated that
the current definition of income causes documentation problems, litigation and liability risk,
and harms consumers with less than meticulous credit records. A consumer advocacy
organization stated that the documentation standards for self-employment income add time and
expense to the mortgage application process and can discourage creditors and borrowers from
pursuing loans when suchincome is present. A trade group stated that for income from part-
time employment, the amount of time it takes to properly document and assess a two-year
history of income, consumers essentially need to have been working up to three yearsforitto be
used to determine income, which is extremely burdensome on those consumers. A trade group

399 See also recommendations to modify, expand or eliminate Appendix Q below.
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and a creditor stated that the treatment of work history gaps, as well as documentation of anew
job, interferes with appropriate access to credit.

Comments on effects to specific market participants

Comments concerning the Rule’s effectiveness, costs, and effect on the mortgage market often
focused on effects to specificmarket participants and ranged from effects onloan originators
and credit unions to those on consumers generally, first-time homebuyers, retired consumers,
self-employed consumers, rural consumers, minority consumers, credit-challenged consumers,
special program consumers (e.g., doctors), and consumers seeking loans with a lowloan
amount.

LOAN ORIGINATORS

Trade groups and individual commenters, especially mortgage brokers, stated that the Rule had
negative effects onnon-employee loan originators in particular, including: reducing competition
that limits consumer options; unequal treatment of loan originators that work for mortgage
brokers compared to those employed by depository institutions, forcing small loan origination
organizations out of business; and reducing compensation to mortgage brokers while increasing
compliance costs. Some of these commenters also stated that the Rule favors banks, but should
create an even playing field for brokers, wholesale lending, small independent mortgage
originators, and banks. These commenters stated no other business has regulations of caps on
income and expenses like mortgage brokers and since the loan origination compensation
requirements under other rules protects consumers, there is no need to limit loan originator
compensation further through the Rule’s points and fees provisions. A creditor stated that
mortgage broker lending is less costly and better for consumers and that there are fewer
complaints concerning the conduct of mortgage brokersin the Bureau’s consumer complaint
database than complains about banks, but that the Rule has resulted in reduced lending by
mortgage brokers.

Studies, surveys, and research cited by commenters regarding effects of the Rule on Loan
Originators:
e A tradegroupcited to a paper fromthe Chicago Federal Reserve Bank by Amany El
Anshasy, Gregory Elliehausen & Y oshiaki Shimazaki, The Pricing of Subprime
Mortgages by Mortgage Brokers and Lenders (July 2005) (unpublished manuscript);

e A tradegroup cited the National Association of Realtors’ Research Division, 2017
Member Profile, (May 2017);
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e atradegroup cited M. Cary Collins & Keith D. Harvey, Mortgage Brokers and Mortgage
Rate Spreads: Their Pricing Influence Depends on Neighborhood Type, 19 J. HOUSING
RES.153,168(2010)

CONSUMERS

Some commenters referenced effects of the Rule on consumers. A number of individual
commenters stated that the Rule made it difficult for many consumersto geta loan. A number
of individual commenters, creditors, and atrade group stated that consumers are being harmed
by the Rule since it has resulted in a lack of competition between providers of mortgages. A few
individuals and a creditor stated that the Rule has resulted in increased costs to consumers.
Someindividuals and a creditor stated that the Rule has harmed specific groups of consumers,
including retirees, self-employed consumers (due to a lack of consideration of theirincome in
Appendix Q), consumersresiding in rural areas, consumers with challenging credit (also
referred to as subprime borrowers), consumers seeking lowloan amounts, and consumers who
seek special programs, such as doctors. One commenter stated that the Rule has resulted in
reducing supply of consumers attempting to move up into another home which leadsto an
oversupply of higher priced homes. A trade group stated that the Rule has harmed minority
borrowers. A trade group stated that the vast amounts of paperwork required to meet the Rule’s
requirements oftenleads consumers to become frustrated with the mortgage process and back
out. The commenter further stated that consumers are frustrated when they apply for mortgages
since the requirements are the same for a small home equity loan or for a large purchaseloan.

Studies, surveys, and research cited by commenters regarding effects of the Rule on consumers
or particular subgroups of consumers:

e A titlecompany cited the economic analysis conducted in connection with HUD’s Final
Rule Amendments to Regulation X, the Real Estate Settlement Procedures Act:
Withdrawal of Employer-Employee and Computer Loan Origination Systems (CLOs)
Exemptions, 61 Fed. Reg. 29238 (Jun. 7,1996);

e the same commenter cited a study commissioned by HUD conducted by Peat, Marwick,
Mitchell & Co., Real Estate Closing Costs, RESPA, Section 14a, prepared for HUD under
Contract H-2910, Project Code 4.3.01.103 (Oct. 1980);

e acreditorcited Report onthe Economic Well-Being of U.S. Householdsin 2016,
(Washington DC, 2017); atrade group cited Changesin U.S. Family Finances from
2007 to 2010: Evidence from the Survey of Consumer Finances, June 2012;
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a creditor cited Neil Bhutta & Glenn B. Canner, Mortgage Market Conditions and
Borrower Outcomes: Evidence from the 2012 HMDA Data and Matched HMDA-Credit
Record Data, Fed. Res. Bull., Nov.2013;

a joint letter from consumer advocacy groups cited Underwriting Standards Ease for
Fourth Consecutive Year, OCC Survey Shows, Office of the Comptroller of the Currency
(2016)

a joint letter from consumer advocacy groups cited Title Insurance: Actions Needed to
Improve Oversight of the Title Industry And Better Protect Consumers, Government
Accountability Office (2007);

a creditor cited Elka Torpey and Andrew Hogan, Workingin a gig economy, Career
Outlook, Bureau of Labor Statistics, May 2016;

a trade group cited an examination of closed loans in Duval County, Florida, apparently
conducted by the commenter or at least without a reference to its source, concerning
consumer costs at closing for a creditor transaction averaging $6,222 and for a
mortgage broker transaction, after credits applied, averaging $3,479

a trade group cited a survey conducted on behalf of the National Association of Realtors
by Harris/Nielson, One-Stop Shopping Consumer Preferences, October 6, 2015;

a trade group, a creditor and consumer advocacy organizations cited Laurie Goodman,
Jun Zhu, Bing Bai, Tight credit standards prevented 5.2 million mortgages between
2009 and 2014, Urban Wire, January 28, 2016;

a trade group cited Laurie Goodman, Jun Zhu, Bing Bai, Overly tight credit killed 1.1
million mortgagesin 2015, Urban Wire, November 21, 2016;

that same trade group, two groups of consumer advocacy organizations, and a creditor
cited Laurie Goodman, Bing Bai, Ellen Seidman, Has the QM Rule Made It Harder to
Get a Mortgage?, February2016;

the same trade group cited Edward Golding, Laurie Goodman, Jun Zhu, Fannie Mae
Raisesthe DTI Limit, July 201 7;

a law professor cited Laurie Goodman, Quantifying the Tightness of Mortgage Credit
and Assessing Policy Actions;

a group of consumer advocacy organizations cited Jim Parrot and Mark Zandi, Opening
up the Credit Box (2013)
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a trade group cited M. Cary Collins & Keith D. Harvey, Mortgage Brokers and Mortgage
Rate Spreads: Their Pricing Influence Depends on Neighborhood Type, 19 J. HOUSING
RES.153,168(2010)

a creditor cited Sean M. Hoskins, The Ability to Repay Rule: Possible Effects of the
Qualified Mortgage Definition on Credit Availability and Other Selected Issues, January

9,2014;

the same creditor cited Patrick T. O'Keefe, Qualified Mortgages & Government Reverse
Redlining: How the CFPB's Qualified Mortgage Regulations Will Handicap the
Availability of Credit to Minority Borrowers, Fordham Law Review;

a group of consumer advocacy organizations cited Michael Calhoun, The Federal
Housing Administration can do more with more, Brookings (2017);

a title insurance company cited Michael H. Riodan, Competitive Effects of Vertical
Integration, Columbia University Department of Economics Discussion Paper Series,
2005;

the same title insurance company cited Timothy Bresnahan and Jonathan Levin,
Vertical Integration and Market Structure, Stanford Institute for Economic Policy
Research Mar. 2012;

the same title insurance company also cited Lawrence J. White, The Title Insurance
Industry, Reverse Competition, and Controlled Business - A Different View, The
Journal of Risk and Insurance, Vol. 51,No0.2(1984);

a group of consumer advocacy organizations cited Heather K. Way & Lucy Wood,
Contracts for Deed: Charting Risks and New Paths for Advocacy, 23 J. Affordable Hous.
& Cmty. Dev. L. 37 (2014);

the same consumer advocacy organizations cited Michael Stone, What is Housing
Affordability? The case for the Residual Income Approach, Housing Policy Debate, Vol.
17,Issue1 (Aug. 31,2006);

the Center for Responsible Lending, by Ellen Schloemer, et al., Losing Ground:
Foreclosuresinthe Subprime Market and Their Cost to Homeowners (2006);

the Center for Responsible Lending, by Sarah Wolff, Analysis of HMDA Data 2012-
2015;
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e a creditorcited Center for Responsible Lending, by Debbie Gruenstein Bocian, Wei Li,
and Keith S. Ernst, Foreclosures by Race and Ethnicity—The Demographics of a Crisis,
June 18,2010 ; and a law professor also cited the Center for Responsible Lending,
Roberto Quercia, et al., Balancing Risk and Access(2012);

e acreditorcited Rachel Witowski, Blacks and Hispanics Likely to Be Hurt by Qualified
Mortgage Rule, Nat'l Mortgage News, October 22,2013;

e atradegroup of credit unions cited a member credit union as stating that they Rule,
together with another rulemaking, has required the credit union to pass long costs to
the consumer of $54 per transaction at consummation and $247 inincreased annual
mortgage costs

CREDIT UNIONS

A number of trade groups and credit unions described effects to their segment of the mortgage
industry. A fewtrade groups stated that the Rule makesit unnecessarily difficult for credit
unions to provide high quality, consumer-friendly products to their members. One trade group
stated that credit unions are good-faith partners helping their members buy a home, and the
Rule should reflect this. A trade group stated that a study conducted by the Credit Union
National Associationindicated the Rule had an impact of $77.2 billion on credit unionsin 2014. A
credit unionstated that the Rule resulted in higher mortgage costs, more restrictive portfolio
lending, and reduced efficiencies inits lending process. The credit union further stated that the
Rule has required additional staffing and oversight, upgrades in technology systems, and
additional time to evaluate loans under the new underwriting guidelines and verification
processes.

Studies, surveys, and research cited by commenters regarding effects of the Rule on Credit
Unions:
¢ asurvey conducted onbehalf of the Credit Union National Association by Haller, Jon;
Ledin, Paul; and Malla, Bandana, Credit Union National Association Impact of CFPB
Rules Survey (Feb. 2017);

e atradegroup of credit unions cited a study for the Credit Union National Association by
Hui, Vincent; Myers, Ryan; and Symour, Kaleb, Regulatory Financial Impact Study;

e aconsumeradvocacy group cited the Credit Union National Association Mutual
Group’s Credit Union Trends Report (2017);
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a trade group of real state service providers cited a series of surveys, the most recent
dated 2015 conducted by Harris/Nielsen concerning affiliated business relationshipsin
real estate transactions;

a trade group and consumer advocacy groups cited surveys by the National Association
of Insurance Commissioners Of State Insurance Laws Regarding Title Data And Title
Matters, from2010 and 2015;

a title insurance company cited Michael H. Riordan, Competitive Effects of Vertical
Integration, Columbia University Department of Economics Discussion Paper Series,
2005;

the same title insurance company cited Timothy Bresnahan and Jonathan Levin,
Vertical Integration and Market Structure, Stanford Institute for Economic Policy
Research Mar. 2012;

the same title insurance company also cited Lawrence J. White, The Title Insurance
Industry, Reverse Competition, and Controlled Business - A Different View, The
Journal of Risk and Insurance, Vol. 51,No.2(1984);

a title company cited Analysis Group, Inc., Competition and Title Insurance Ratesin
California, Jan. 2006;

a trade group of credit unions cited a member credit union as stating that they Rule has
required the credit union to add additional positions costing $238,000 annually along
with an additional $70,000 for a different rulemaking, $52,0001in extra annual costsin
third party contracts for the two rules.

AFFILIATED SETTLEMENT SERVICE PROVIDERS

Some commenters referenced effects of the Rule on affiliated settlement service providers,
stating that the Rule has had an adverse effect on the ability of affiliated settlement service
providers to compete with other market participants.

Studies, surveys, and research cited by commenters regarding effects of the Rule on affiliated

settlement service providers:

A title company cited the economic analysis conducted in connection with HUD’s Final
Rule Amendmentsto Regulation X, the Real Estate Settlement Procedures Act:
Withdrawal of Employer-Employee and Computer Loan Origination Systems (CLOs)
Exemptions, 61 Fed. Reg. 29238 (Jun. 7,1996);
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e the same commenter cited a study commissioned by HUD conducted by Peat, Marwick,
Mitchell & Co., Real Estate Closing Costs, RESPA, Section 14a, prepared for HUD under
Contract H-2910, Project Code 4.3.01.103 (Oct. 1980);

Recommendations to modify, expand, or
eliminate the ATR/QM Rule

This section discusses the comments received that recommend modification, expansion, or
elimination of the Rule. Asnoted in the Request for Information, the findings made in this
assessment, and these comments, will help inform the Bureau as to whether to consider
commencing rulemaking in the future in relationto the Rule.

Commenters provided numerous suggestions for specific changes to components of the Rule.
The areas discussed included requirements associated with definition of a qualified mortgage;
the definition of points and fees and the maximum cap of 3 percent of the loan amount on points
and fees; changesto, or elimination of, the maximum debt-to-income ratio for qualified
mortgages; elimination or extension of the Temporary GSE QM definition; establishing
permissible calculationsrelated to aresidual income calculation that can be used in lieu of the
debt-to-income ratio; changes to Appendix Q of Regulation Z, which canbe used to determine
the amount of income and debt of the consumer used to calculate the debt-to-income ratio;
changesto permit asset-based lending; changes to post-consummation cures to ensure qualified
mortgage status; exemption of credit unions fromthe Rule; and miscellaneous other changes.

Comments on general principals and goals for Rule modifications

A fewcommenters discussed general principles and goals of modifications to the Rule. A trade
group stated that the Dodd-Frank Act gave the Bureau tremendous latitude and discretion, so
the assessment should determine revisions to the Rule, and that it is crucially important to
preserve the fundamental intent of law, which the commenter identifies as restricting risky
practices and encouraging traditional prime lending. A creditor stated that the Rule should
provide simple guidelines, rather than complex underwriting rules. A trade group stated that the
Rule should clarify bank statement lending programs. A creditor stated that the Rule should
change ability-to-pay reliance on historical performance to allowfor new products with no
performance history. A trade groups stated that the Rule must advance towards a uniformand
transparent set of guidelines, criteria, and compensating factors that are objective and policy-
based and independent of any institutional market participant. Two trade groups stated that any
changesto the Rule should be applied holistically and not vary based on size of the institution or
business model. One of these trade groups also stated that the Rule should responsibly widen
the credit box so that many more consumers can benefit from safe, sustainable mortgages. A
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trade group of State regulators stated that the Rule should provide more flexibility for
community banks that rely onrelationship lending and use more qualitative datain their
lending. A group of consumer advocates stated that property assessed clean energyloans and
home equity lines of credit should be covered by the Rule.

Commenters stated that various changes to the definition of a qualified mortgage should be
made to the Rule. A trade group supported the statutory definition for qualified mortgage, but
recommended removing the debt-to-income ratio requirement. Several trade groups, creditors
and individual commenters stated that the qualified mortgage safe harbor should be expanded
to mortgages held in portfolio by creditors, or at least those held by credit unions or community
banks. These commenters stated such a change would facilitate worthwhile lending since the
Rule discourages lending outside of the safe harbor. Consumer advocacy groups stated that the
qualified mortgage safe harbor should not be expanded to mortgages held in portfolio by larger
institutions, as the risk of foreclosure isnot a constraint onlending if a consumer has enough
equity in the property that secures the mortgage, which could lead to equity stripping by
creditors originating mortgages to hold in portfolio. These consumer advocacy groups also
stated that high-cost mortgages should not receive the qualified mortgage safe harbor since
high-cost mortgages are inherently dangerous and have a long track record of consumerharm.
A number of trade groups stated that the scope of the safe harbor should be expanded by
adjusting the threshold of high-cost mortgages to a higher threshold of 250 basis points above
the average prime offer rate. A trade group stated that non-qualified mortgages should be
considered to be qualified mortgages if the consumer consistently makes periodic payments on
the mortgage for a certain period of time and the mortgage is considered “seasoned”. Two
individuals stated that streamline refinances should meet the definition of qualified mortgages.
One individual stated that land installment contracts should not be considered qualified
mortgages, while two consumer advocacy organizations stated that the Bureau should make
clear thatland installment contracts are mortgages and are covered by the Rule.

Comments related to the inclusion of loan originator compensation in the
definition of points and fees

Approximately three quarters of the comments consisted of comments fromloan originators or
loan originator organizations. These commenters were consistently critical of howloan
originator compensationis treated under the points and fees requirement for qualified
mortgages and requested various changes for regulatory relief. Several individual commenters
stated that the points and fees definitionin the statute was a drafting error. These commenters
stated that the points and fees definition double counts mortgage broker compensation.
Commenters suggested changes to the definition of “mortgage broker” to recognize the
difference between aloan originator and a loan originator organization. Commenters suggested
that the Rule should exclude compensation paid by the creditor to the mortgage broker fromthe
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definition of points and fees or only count compensationreceived directly from the consumer.
The commenters stated the compensation is merely the gain on sale of the promissory note into
the secondary mortgage market, and that the consumer does not directly pay these fundsto the
mortgage broker. Some individual commenters also stated that the Bureau has recognized the
error in the points and fees provision, because the integrated mortgage disclosure forms do not
include a requirement to disclose the split in compensation between aloan originator
organization and the individual loan originator.

Some creditors and a large number of individual commenters stated that the Rule should
remove the statutory 3 percent cap on points and fees from the qualified mortgage definition
altogether because of the deleterious impact that the provision has had on small-business
mortgage brokers and low- and moderate-income consumers, as well as because the operation
ofthe loan originator compensation rule sufficiently constrains the actions of mortgage brokers
and protects consumers.

Comments concerning the limit on points and fees in relation to loans for
smaller amounts

A fewtrade groups and individual commenters stated that the Bureau should modify the tiers
for smaller loan amounts from their existing thresholds because the high costs associated with
origination for creditors make the current levels less economically feasible, reducing the
attractiveness of lowbalance loans to creditors. A group of consumer advocates stated that the
levels for smaller loans should not be changed unless there is clear evidence that the Rule is
artificially reducing access.

Comments recommending raising the points and fees limit

A fewindividuals stated that the points and fees limit should be increased fromthe 3 percent
amount to 5 percent, or 5.5 percent. A group of consumer advocates and a trade group stated
that the definition of points and fees should not change since there is no possibility of a refund if
thereis an overpayment of points and fees, while a consumer can at least try to refinance a
mortgage if they happento have a higher interest rate.

Comments on the inclusion of various charges in the points and fees

definition

AFFILIATE FEES

A fewtrade groups and individuals stated that fees paid to affiliates should be excluded fromthe
definition of points and fees to encourage the development of ‘one-stop shopping’ for mortgages.
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Comments from groups of consumer advocate organizations stated that affiliate charges should
remain included in the points and fees definition. These commenters also stated that the
removal of affiliate charges from the definition of points and fees would significantly increase
prices for those services.

PRIVATE MORTGAGE INSURANCE

Two trade groups stated that upfront private mortgage insurance payments should be excluded
fromthe definition of points and fees since equivalent government program upfront fees are not
included in the definition and the determination of whether a loan canbe repaidis not
determined by a mortgage insurance provider’sidentity.

BONA FIDE DISCOUNT POINTS

An individual commenter stated that the Bureau should provide more guidance onthe exclusion
ofbona fide discount points from the definition of points and fees.

Comments recommending changes to the maximum permissible debt-to-
income ratio

A number of commenters stated that the maximum permissible debt-to-income ratio for a
qualified mortgage should be eliminated or modified. A number of trade groups, a creditor, and
some individual commenters stated that the maximum debt-to-income ratio for a qualified
mortgage should be eliminated because it makes no sense, has hurt consumers with difficult to
document income, and that other measurements, such as cash flow, would be a more inclusive
indicator of the ability to repay theloan. One trade group stated that the maximum debt-to-
income amount should be eliminated or other methods for satisfying the qualified mortgage
definition should be seriously considered if there is no significant change to mortgage
performance when the debt-to-income ratio exceeds 4 3 percent.

One trade group commenter stated that the varyinglevels of permissible debt-to-income ratios
betweenthe GSEs and loans guaranteed or insured by a government agency versus a General
QM'’s 43 percent debt-to-income ratio creates opportunities for regulatory arbitrage, leading
creditorsto direct consumersto amortgage product based onregulatory provisions rather than
the needs of the consumer. This commenter stated that the results of the assessment should be
used to examine debt-to-income ratios above 4 3 percent and its interplay with compensating
risk factors with a viewtowards creating a more expansive, uniform, and transparent standard.
This commenter further stated that if harmonizing the various debt-to-income standards
amongst qualified mortgages is not possible, the various government agencies that guarantee or
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insure mortgages should be required to justify higher debt-to-income ratios and any permissive
lending standards should be accompanied by periodic monitoring and reporting requirements.

Several trade groups, creditors, and individual commenters stated that the debt-to-income ratio
should be changed to an amount higher than 43 percent, some without specifying the amount
and others stating that the amount should be increased by various levels ranging from 45 to 60
percent and either outright increases, under extenuating circumstance, or when the Temporary
GSE QM provision expires, in order to provide consumers with more access to credit. A creditor
and a couple of individual commenters stated the maximum debt-to-income ratio should be
eliminated for jumbo mortgages since the Rule does not effectively measure the ability to repay
for them and that high-income consumers do not need the same protections as other
consumers. One individual commenter stated that the maximum debt-to-income ratio should be
a sliding scale based on grossincome. A trade group stated that a ‘one size fits all’ regulation
does not work, and an individual commenter sated that investors should be permitted to
establish their own debt-to-income ratio. In contrast to the suggested increases to the maximum
debt-to-income ratio amount, two individual commenters stated that there should be no
increases.

Comments in relation to the elimination or extension of the Temporary GSE
QM provision

Two trade groups and an individual commenter stated that the Temporary GSE QM provision
should be removed and the Bureau should rely on core statutory requirements to define a
qualified mortgage. One trade group stated that although it believes that the Temporary GSE
QM provisionis essential for mortgage market support at the present, the Temporary GSE QM
provision must eventually sunset. Another trade group stated that it supported the Temporary
GSE QM provision unless and until the Bureau develops a standard that more effectively
balancesthe need for a bright line with the reasonable credit underwriting that balances
multiple factors. A fewtrade groups stated that the Temporary GSE QM provision has combined
aregulatory bright line with underwriting flexibility forcreditors by permitting the creditor to
use GSE underwriting standards in order to comply with the qualified mortgage requirements,
allowing creditors to reach deeper into a population of credit-worthy consumers. Two groups of
consumer advocates and two trade groups stated that the Temporary GSE QM provision has
worked and should be maintained for variousreasons, including the effect of an expiration on
the availability of credit to consumers, the necessity of doing responsible lending above a43
percent debt-to-income ratio, and maintaining underwriting flexibility that isincorporated in
the GSE standards, which is not possible in a regulation. Anindividual commenter suggested
extending the Temporary GSE QM provision for seven years, while three trade groups and a
consumer advocacy organization suggested an indefinite extension until an alternativeisin
place. Three trade groups, two creditors and a consumer advocacy organization stated that the
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Temporary GSE QM provision should be permanent. A creditor and two trade groups also
supported extending the Temporary GSE QM provision to the jumbo mortgage market since the
discrepancy intreatment of jumbo mortgages interferes with the securitization process. One
trade group stated that the Bureau should clarify that the documentation requirements for the
Temporary GSE QM provisiondoes not require that the mortgage actually be purchased or
guaranteed by a GSE. A provider of credit scoring models stated the implicit endorsement of the
FICO credit model in GSE underwriting standards should be expanded to include other credit
scoring models.o

Comments concerning Appendix Q of Regulation Z

GENERAL

Many commenters suggested modifications, modernization, simplification, and alternatives to
Appendix Qof Regulation Z, which describes howto determine income and debt for use in the
maximum debt-to-income ratio of 43 percent under the Rule. A fewtrade groups, a creditor, and
a consumer advocacy organization argued that Appendix Q should be completely eliminated.
Two of these trade groups with the creditor and consumer advocacy organization stated that the
Bureau should develop atransparent set of criteria, including compensating factors, to define a
qualified mortgage to replace Appendix Q. A trade group stated that Appendix Q was borrowed
from static, vague, and outdated guidelines that do not reflect today’s employment and income
trends and documentation standards, let alone technological norms for complying and verifying
information and a consumer’s ability to repay. Twotrade groups and two individual
commenters stated that the Bureau should approve alternatives to Appendix Q, including
commonly accepted underwriting standards such as those of the GSEs, FHA, VA and RHS.

CALCULATINGINCOME AND DEBT

Several commenters specifically discussed modifications to the method used to determine
income set forthin Appendix Q, especially inrelation to stated difficulties for specific groups of
consumers. These groups included consumers that receive income from self-employment, part-
time employment, renting real property, social security, and nontraditional income.

Asnoted above, atrade group stated that for income from part-time employ ment, the amount of
time it takes to properly document and assess a two-year history of income, consumers
essentially need to have been working up to three yearsforit to be used to determine income,
which is extremely burdensome on those consumers. This trade group further stated that
Appendix Qis not clear if the income can come from any part-time job held during the two year
period, or if it must be from the same job, and that the Bureau should clarify this requirement.
In addition this trade group states that in determining social security income under Appendix Q,
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creditors should be permitted to gross up to a standard 125 percent instead of to the consumer’s
tax rate, as it would make the process easier and less burdensome on the consumer, without any
impact on underwriting.

An individual commenter stated that the 25 percent cap on variable income should be increased
to something more reasonable like 45 to 50 percent. A trade group and a creditor stated that the
Bureau should clarify that income from vacation rentals received by a consumer should be
considered avalid income for Appendix Q. A creditor stated that income received from aline of
credit to manage cash flow fromaccountsreceivables of self-employed consumers is not
considered income under Appendix Q, but should be. Another trade group stated that Appendix
Q is confusing on how to use asset depletion as income.

A creditreporting agency stated that the Rule should allow income estimation models, such as
the Income Insight Score, to be used to determine income and only require third party
verification if the Income Insight Score does not match the consumer’s stated income. An
individual commenter stated that Appendix Q contains a dichotomy intreatment between
income and debt related to student loans, as the payments due on student loans are included in
determining debt while anticipated increasesinincome fromthe consumer’s education are not
considered in determining income. A creditor stated that Appendix Q counted certain debts
twicein determining debts and should be changed to avoid such a result.

An industry trade group stated that Appendix Q should permit the use of compensating factors
and residual income in determining income. This trade group, along with a fewother trade
groups and a creditor, stated that the Bureau should consider the VA’s residual income test as an
optionto use in the definition of a qualified mortgage. Another two trade groups and a creditor
stated a residual income threshold would allow more flexibility in the Rule. Another trade group
stated that the Bureau should provide a clear definition of residual income, since the current
definition causes documentation problems, litigation and liability risk, and harms consumers
with less than meticulous credit records.

DOCUMENTING INCOME AND DEBT

Several commenters stated there are problematic issues related to documentation of income
under Appendix Q. A number of commenters, including several trade groups, creditors and
individual commenters, stated that additional guidance from the Bureau in relation to Appendix
Q is needed in relationto verification of employment (especially for foreign nationals), lending
to non-permanent resident aliens, and clarity on the effect of adecline in income for self-
employed consumers on the determination of income.
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A trade group and a creditor stated that the treatment of work history gaps, as well as
documentation of anew job, interferes with appropriate access to credit. Another creditor stated
that provisions requiring explanations of 30-day gaps in employment is unnecessarily short and
should be expanded, and that alternative employment documentation to what is currently
accepted should be sufficient for Appendix Q. A trade group and a creditor stated that Appendix
Q is confusing and unworkable on how to use a consumer’s tax return for documentation. This
trade group, and another creditor, stated that tax transcripts should be used to document
income instead of copies of the complete tax return forms completed by consumers, since the
majority of consumers file and sign tax returns electronically. This trade group also stated that
requirements for abalance sheet and profit and loss statements for sole proprietors and
partnerships to document income should be eliminated in Appendix Q.

A trade group stated that documentation requirements that include current lease information
forrental income is duplicative as creditors are already required to collect tax information for at
least two years, creating another burden on consumers. This trade group also stated that social
security income should be able to be documented by a direct deposit or checking statement
showing that the social security funds were deposited in the consumer’s account, instead of
requiring a benefit verification letter. In addition, this trade group stated that the written
verification of continuancerequirements for military add-onincome (such as basic allowance
for housing or subsistence) should be eliminated because requiring consumers to provide
written verification of this additional income is not required for civilian consumers and is almost
impossible to obtain by the consumer or creditor.

A creditor stated that Appendix Q should permit the annuitization of assets to substitute for
income verification. Anindividual commenter stated that reduced documentation should be
available for self-employed consumers that demonstrate a 5 year history of being in business.

Comments recommending extension or adoption of a post-consummation
cure provision

A fewtrade groupsand a consumer advocacy organization stated that the post-consummation
cure for points and fees that will expire in January 2021 should be made permanent. An
industry trade group and two creditors stated that the post-consummation cure should be
expanded to include instances of missing documentation to establish compliance with the Rule.
The same trade group, along with two other trade groups stated that the post-consummation
cure should also be extended to include debt-to-income ratio issues. A creditor and the same two
trade groups stated that creditors should be able to use a post-consummation cure for the points
and fees threshold by providing refunds to consumers.
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Comments recommending creation of an exemption from the Rule for credit
unions

A fewcredit unions and a trade group stated that an exemption fromthe Rule for credit unions
was appropriate. These commenters stated that credit unions did not cause the mortgage crisis,
do provide a financial benefit to their members, and do not profiteer off of them. These
commenters suggested the Bureau exercise its authority under Dodd-Frank Act section
1022(b)(3)(A) and exempt credit unions fromthe Rule. Another trade group stated that the
asset size limit for credit unions to originate small creditor qualified mortgages should be
increased.

Other comments recommending modification, expansion, or elimination of
the Rule

Some commenters included proposed modifications to the Rule that are not tied to specific
provisions nor a general comment on the Rule itself. One trade group stated that creditors
should be permitted to make decisions based ona consumer’s overall credit profile, including
looking at the consumer’s credit score and the loan-to-value ratio for consumersrelying on
income from assets to repay the loan. Further, this trade group stated that that creditors should
be permitted to make decisions on where a consumer falls within a higher credit score bracket,
relaxing guidance for loan-to-value ratiosif the credit score analysis supports the transaction for
consumers seeking smaller-than-average loan amounts. A trade group stated that no-
documentation and low-documentation mortgages are no longer possible, so the Rule should be
modified since the risks associated with these categoriesis gone. A creditor stated that profit on
the sale of a mortgage is a good indication of risk and should be considered by the Rule, and that
a consumer’s cashreserves and loan-to-value ratio should be offsetting factors. Another creditor
stated that the Rule should permit third-party verification of consumer’s records. One group of
consumer advocates stated that the Bureau should examine whether it is appropriate to have
different standards for the Rule based on the source of credit insurance for the mortgage (e.g.,
GSEs, FHA, or VA). One trade group of State banking regulators stated that asset size is a bad
way to define community banks, and that the Bureau should adopt the definition used by the
FDIC.
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The assessment plan

Comments concerning the baseline measurements

An industry trade group commenter stated that, because the market retraction underway at the
time of the Rule’s effective date would suggest that using the law’s inception point as a baseline
to measure impact could lead to erroneous conclusions, the selection of a baseline for
comparison be carefully weighed and considered by the Bureau. This commenter urged the
adoption of a multidimensional perspective that at a minimum adopts multiple baselines that
can be compared with current lending activity. The commenter indicated that the use of
multiple baselines allows for broader comparisons of potential policy courses that should be
considered in determining optimal solutions and regulatory restructuring of the Rule.

A trade group stated that the assessment should include an analysis of the products and
structures that caused the 2008 mortgage crisis, as well as the role that securitization of non-
document and low-document loans played in the crisis including inaccurate ratings of mortgage-
back securities. This commenter also stated that the assessment should focus on cost,
origination volume, approval rates, subsequent loan performance, millennial and immigrant
markets, self-employed borrowers, and the interaction between the dramatic increase in closing
costssince 2008 and the inclusion of affiliates in the definition of points and feesin the Rule.

Comments concerning the sufficiency of the data

Some commenters stated that the data and other factual information to be used was insufficient,
specifically that the use of daily rate-sheets would not be useful in determining trends in the cost
of credit.

Comments recommending specific data to be reviewed

Two commenters suggested that the assessment plan should also focus on the number of safe
harbor qualified mortgages, rebuttable presumption qualified mortgages, and non-qualified
mortgages, and the accompanyingincome, credit score, and demographic data for each
category. Another suggested the use of HMDA reports and information from the GSEs, FHA,
VA, and industry databases, such as Mortgage Banker Association surveys.

400 Asnotedabove, the Bureau continued to develop the assessment plan after publishing the RFL, takinginto
account the comments received. Seealso Chapter 1, section 1.2.
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Comments recommending the use of qualitative methods

Some commenters suggested the use of qualitative methods would help the assessment,
specifically interviews of creditors and surveys of various mortgage market participants and
subsets of participants. One trade group stated that the Bureau should interviewa broad-based
sample of community banks thatlend in both rural and non-rural markets, including those that
qualify for the small creditor and rural exemptions and those that do not. Consumer advocacy
groups stated that the assessment should include outreach to consumers and consumer
advocates.

Comments concerning data on impacts on creditors

A commenter stated that the assessment plan only focuses on consumer outcomes, and does not
consider effects on the mortgage industry and marketplace, and that the conclusions will be
unnecessarily constrained and not fulfill Congressional intent. Some commenters stated that the
assessment should include reviews of information and impacts on creditors and the market. A
trade group stated that the assessment should include the perspective of all the purposes and
objectiveslaid out in Dodd-Frank Actsections 1021and 1022, and ensure the Bureau identifies
and addresses outdated, unnecessary or unduly burdensome rules within the scope of its
rulemaking authority. Another trade group stated that the assessment should carefully consider
the effect the Rule has had on credit unions and their members.

Comments concerning review of regulatory costs

A creditor stated that the assessment’s scope should be expanded to include market outcomes,
measured by elapsed time from application to consummation, costs, credit availability, and
regulatory burden. A trade group also stated that the assessment should analyze regulatory costs
in terms of the overall compliance environment, taking into account the interrelation of all
mortgage reforms that currently impact lending operations. This commenter also stated that the
assessment should analyze the Rule and other rules, e.g. loan originator compensation.

Comments concerning review of access to sustainable credit

An academic commenter stated that metrics will need to be developed to evaluate whether
mortgage regulation, including the Rule, increases access to sustainable credit. A trade group
stated that the assessment should determine which consumers that have been shut out of the
mortgage market, and whether enhancements to qualified mortgage standards, or further
harmonization of the various qualified mortgage standards, canimprove access to credit while
still protecting consumers.
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Comments recommending a focus on specific metrics

A number of commenters stated that the assessment should focus on particular areas
encompassed by the Rule and specific metrics related to mortgage origination.

A trade group stated the assessment should look at the volume of small balance versus higher-
balance qualified mortgages, demand for loans at variousloan amounts, and the impact of
pointsand fees on smallerloan balances. This commenter also stated the assessment should
look at the performance of mortgages at various debt-to-income ratios, since before the current
ratio was selected, the Bureau considered and provided FHFA loan performance data for public
comment and that data on currentloan performance should again be obtained and offered for
public comment. The commenter further stated that observable compensating factors that may
affect the performance of mortgages at various debt-to-income ratios should be better
understood for the assessment, as well as the comparative debt-to-income ratios between
qualified mortgages and the performance of GSE, VA, FHA, and RHS mortgages. The same
commenter also stated the assessment should analyze the effect of the Rule onaccessto credit
by estimating the number of mortgages in each category of qualified mortgages and non-
qualified mortgages, such as those that meet the Temporary GSE QM provision, those that meet
the General QM definition, and those that have a safe harbor or rebuttable presumption of
compliance.

This commenter, as well as a group of consumer advocates and another trade group, stated that
the assessment should focus on the Rule’s effect on access to credit by consumers. The group of
consumer advocates also stated that the assessment should focus on preventing unaffordable
lending. A trade group stated that the assessment should prioritize analysis of the market impact
of the Temporary GSE Qualified Mortgage provision and begin the process of identifying
appropriate uniform standards that can eventually replace this provision without disrupting
markets. A trade group stated that if the assessment considers only the Rule’s QM standards, it
will have a significant gap because the assessment will achieve an understanding of only some,
but not all, products being offered to consumers. A trade group stated that costs of court
litigation and eventual settlements must form a part of the assessment, as unknown litigation
risks associated with non-qualified mortgages has been a primary factor in the failure of
investorsto support areemergence of privatelabel security markets.
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Comments on effect of a lack of clarity in the Rule

A trade group stated that the assessment should consider whether difficulties with originating
non-qualified mortgages are based on a lack of clarity on how to comply with the ability-to-pay
requirements. This commenter, an industry participant, and a consumer advocacy organization,
state that the assessment should review whether underwriting guides of the GSE and
governmental programs should serve as alternatives to Appendix Q.

Comments recommending a focus on effects to affiliates

A number of trade groups and other commenters, stated that the assessment should measure
the Rule’s effect on affiliates, sometimes generally and sometimesin the context of the Rule’s
definition of points and fees.
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Appendix C: APPLICATION DATA REQUEST TO NINE

LENDERS

As mentioned in Sections 1.3 and 5.3.1, the Bureau collected de-identified application-level data

from nine lenders using its authority under section 1022(c)(4) of the Dodd-Frank Act. The

lendersrepresent a range of national banks and non-depositories and includes applications
received from 2013 to 2016. This amounts to five million applications in total with information

about each application’s characteristics and whether the application was approved, denied or

withdrawn by the lender.

The nine lenders provided data on applications received by their institution, affiliates,

correspondent lenders, and mortgage brokers. For applications received from the correspondent

or broker channel, only applications where the lender made the final credit decision were
included. Applications data were requested for first-lien home purchase or refinance closed-end,
owner-occupied, one to four family residential consumer mortgages. Certain restrictions were

placed such as excluding pre-approval requests, incomplete applications, any personally
identifiable information, and information on the race or ethnicity of the applicant or co-applicant.

Below is a complete list of the requested fields contained in the Application Data.

Application Fields

Labelsand value

# Field name Field description Notes
ranges
1=<620
FICO score ofthe 2 =620 —659
applicant at 3=660-679
1 f origination. If more 4 = 680 — 699
[1] Ico than one applicant, 5=700-719
report the lowest 6=720-739
score. 7 =740+
Number of
. 1=0ne
2 numborr applicants on the _
[2] application. 2 = More than one
1=Fulltime
Primary source of employment
income used to 2 = Part time
qualify for aloan. If employment This field will be
3 inc sre more than one 3 = Monthly adjusted to reflect
[3] — applicant, this income from detail recorded in
applies to the retirement/pension  your data systems.
applicant withthe  plan
highest income. 4 = Monthly

withdrawals from
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Labels andvalue

# Field name Field description ranges Notes
assets
5= Other
U = Unknown
Indicator for a self-
employed
applicant whether
it was a primary or _
secondary source (1) _ ﬁgif—seerlr:c_ployed
[4] self emp ?;;?:nn;:pl:)?;:ﬁt employed
this is an indicator O - Jnknown
for whether one of
the applicants is
self-employed.
Delinquent at the
time of application
or in default on
any Federal debt
or any other loan, _ .
mortgage, financial 2); Bgltlggﬁﬁgtjent
. ligation, bon
5] elng  Qlenguaraniee? NA=Nol
If more than one U = Unknown
applicant, then
indicate whether
any applicant is
delinquent.
An indicator for a
bankruptcy in the 2): ﬁankruptcy
kruptc last 7 years, b = No bankruptcy
[61] bankruptcy any ofxthe » Y U = Unknown
applicants.
1=<21.01%
2=21.01-
30.00%
3=30.01-
40.00%
4=40.01-
[7] dti Back-end DTI. 43.00%
5=43.01-
45.00%
6=45.01-
50.00%
7 =>50.00%
1=<60,001
2=60,0001 -
Loan amount, in 100,000
[8] amount dollars 3= 100,001 —
150,000
4 =150,001 -
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Labels andvalue

# Field name Field description ranges Notes
250,000
5=250,001 —
417,000
6 =417,001 -
625,000
7 =>625,000
1=<2,501
2=2,501-5,000
3=5,001-7,500
Application g _ 1’05881__10’000
[9] inc income, per 12 506
month, in dollars. 6= 12,501 —
15,000
7 =>15,000
Do not include
[10] purpose Loan purpose. 1 = Purchase applications for
2 = Refinance other purposes
Include
— applications
[11] app_date QT\EI)/“\%“Y? date, MM/YYYY received between
: 01/01/2013 —
12/31/2016
An indicator of an
application for a
loan that is eligible
to be purchased,
insured, or 1= GSE-eligible
- uaranteed by a 0 = Not GSE-
[12] gse_eligib gGSE (regardlgss eligible
of whether you U = Unknown
sold, orintended
to sell, the loan to
GSE's).
The type of
mortgage product
applied for.
Response options:
"GSE" -you 1=GSE
typically sell loans 2= FHA
originated under 3=VA
[13] loantype this product to 4 = USDA/RHS
GSE's 5=JUMBO
"FHA" - an 6 = Other

application for an
FHA insured loan
"VA" -an
application for VA
guaranteed loan

269

BUREAU OF CONSUMER FINANCIAL PROTECTION



Labels andvalue

# Field name Field description ranges Notes
"USDA/RHS" - an
application for a
guaranteed
USDA/RHS loan
"Jumbo" - a loan
abowve the
applicable GSE
conforming limit.
An indicator for an
application for a
portfolio mortgage
product. You _ .
typically keep :) r; di%?f()“o
[14] portfolio llj)r? dn:r?r:ligglnated 0 = Not a portfolio
roduct
mortgage product p _
in portfolio, for at U = Unknown
least 1 year after
origination.
1=<50.01%
2=50.01-
80.00% Discuss cases
3=280.01- where appraisal
[15] Itv LTV 90.00% information is not
4=90.01- available on an
95.00% application
5=>95
An indicator of
whether the
CLTV>LTV onthe
loan application. 1=CLTV>LTV
This usually 0=CLTV=LTV
[16] cltv occurs ifthereisa U = Unknown
contemporaneous
application for a
second mortgage.
1= Fixed
Payment type of 2=ARM
[17] paytype the mortgage 3 = Balloon
product. 4 = Other
Numeric values
Amortizationterm, (e.g., 5, 10, 15, 30
[18] term in years. etc.)
Length of initial Numeric values,
[19] arm_t term before reset

suchas 1,3,5,7,10
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Labels andvalue

# Field name Field description ranges Notes
for an ARM loan, N/A = non-ARM
inyears, forARM  loans
loans.
Length of the term  Numeric values
before the balloon  N/A =Not a
[20] balloon_t payment, for a balloon loan
ball_oon loan.
e 1= Applcationes
application has Bg?nstgc;:éefg\g
passed the QM test
points and fees 0 = Aoplicati
. = Application has
[21] points_test L?s;p(sl.i%;élr;e sum ot passed the QM
points and fees ,E)g ;?ts and fees
does not exceed U = Unknown
the relevant
threshold).
. 1=HOEPA
An indicator for a
[22] hoepa 0= Not HOEPA
HOEPA loan. U = Unknown
L 1 = Retail
Sr:g;r:rrlz?\?v%ere the 2= Correspondent
[23] channel application was E’Jilﬂr?li:r?gwn
acquired.
Only applications
for 1-4 unit single
family homes. If
the exact number
. Number of unitsin 1, 2, 3, 4 of units is not
[24] units the property. U = Unknown captured,
alternatively
indicate whether
this is a 1 unit or
>1 unit property
1 = Manufactured
home
Manufactured 0= Not a
[25] mh housing indicator.  manufactured
home
U = Unknown
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