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ABSTRACT

Thispaper (an update of HF-006) analyzesthe performance of Fannie Mae and Freddie Mac, the
two major Government-Sponsored Enterprises (GSEs) in the conventional secondary mortgage
market, in meeting the housing goals established by HUD for 1998-2000. It also presents
information on detailed borrower, locational, and loan characteristics of single-family mortgages
purchased by the GSEs in this period. The report is based on the loan-level data that the GSEs
submit annually to the Department. The paper finds that the GSEs passed all of their housing
goalsin 1998-2000 and generally achieved the highest level s of performance onthe housing goals
to date in 2000. It also finds that in most areas, by 2000 Freddie Mac had eliminated the
performance gap with Fannie Mae that had existed in previous years.



Goal Performance and Char acteristics of Mortgages Pur chased
By Fannie Mae and Freddie M ac, 1998-2000"

I. Introduction and Main Findings

This paper reports on the performance of Fannie Mae and Freddie Mac, government-
sponsored enterprises (GSES) in the secondary mortgage market, on goals established for their
mortgage purchases by the HUD Secretary. It aso provides information on basic
characteristics of the loans purchased by these GSEs in recent years.

A. I ntroduction

Fannie Mae and Freddie Mac are the two largest sources of housing finance in the
United States. They fund the mortgages they acquire by purchasing loans directly from
mortgage originatorsin the primary market, such as mortgage bankers and depository
ingtitutions, and holding these loans in portfolio, or by acting as a conduit and issuing
mortgage-backed securities (MBS), which are then sold in the capital markets to awide
variety of investors. HUD has estimated that 11.7 million single-family and multifamily
dwelling units were financed by conventiona conforming mortgagesin 1998, and that the
GSEs provided financing for 55 percent of these units.?

HUD isthe mission regulator for Fannie Mae and Freddie Mac, and a major aspect of
this regulation involves setting minimum percentage-of-business goals for the GSES
mortgage purchases. These housing goals measure the enterprises support for very low-
income and low- and moderate-income lending and lending in underserved geographic areas.
Given the GSES dominant role in the mortgage market, the housing goals play an important
role in encouraging mortgage originators to undertake more affordable lending. In October
2000 the Department updated and increased the levels of these goals for the years 2001-03.

In 1992 Congress expressed concern about an “information vacuum” with regard to
the activities of Fannie Mae and Freddie Mac.®> To provide for enhanced oversight and

! The author gratefully acknowledges the computer and data assistance of 1an Keith and Nana Farshad. Helpful
comments on an earlier draft were received from Sandra Fostek, Harold Bunce, John Gardner, Mike Price, and

Phyllis Armstrong. The author assumes responsibility for any errors.

% These data are presented in Table A.7b of HUD’s regulation of the GSEs, published in the Federal Register,
Volume 65, October 31, 2000, p. 65128. Conventional mortgages exclude loans that are insured by the Federal
Housing Administration or the Rural Housing Administration or guaranteed by the Veterans Administration.
Conforming mortgages are those with an unpaid principal balance no greater than the maximum allowable under
the GSES' charter acts—$275,000 for 1-unit properties in most areas of the United Statesin 2001.

3 See the Federal Hous ng Enterprises Regulatory Reform Act of 1992, Senate Report 102-282, 102nd Congress,
2nd. Session at 39 (1992) for Congressional concerns about the lack of information on the activities of Fannie
Mae and Freddie Mac.



regulation of these two enterprises and to increase information about the GSES' operations,
Congress enacted the Federal Housing Enterprises Financial Safety and Soundness Act of
1992 (FHEFSSA). This act established the current regulatory structure for the GSEs.
Specificaly, it:

o Required the Secretary of HUD to establish annual affordable and geographic goals
for the GSES' purchases of mortgages. Under this authority, the Secretary initially set
goalsfor 1993-95 (referred to as the “transition period”), raised them for 1996-2000,
and raised them again for 2001-03.*

o Provided for financia safety-and-soundness oversight of the GSEs by the Office of
Federal Housing Enterprise Oversight (OFHEO), an independent office within HUD
which establishes capital standards for the enterprises and conducts regulatory
examinations of their operations.

o Maintained programmatic oversight of the GSEs by the Secretary in all areas other
than financial safety-and-soundness, under the Secretary’ s general regulatory power.

o Provided for review and approval or disapproval of the GSES new program requests
by the Secretary.

o Required the Secretary to issue regulations pertaining to the prohibition of
discrimination by the GSEs, and called for the Secretary to periodically review and
comment on the GSES' underwriting and appraisal guidelines.

o Required the GSEs to submit loan-level data to the Secretary about the mortgages
they purchase, including detailed borrower, property, and mortgage characteristics.

FHEFSSA further required HUD, after taking proprietary considerations into account,
to make the loan-level data submitted by the GSEs available to interested partiesin the form
of apublic use database.” The Act also called for the Department to analyze data on the
GSEs' operations, in order to report to Congress and the public on the extent to which the
GSEs are achieving their statutory purposes. This paper is the thirteenth in a series, Working
Papers in Housing Finance, issued since December 1996. These papers are intended to help
aleviate the “information vacuum” regarding the GSEs' activities that Congress found in
1992.

*HUD’s current regulations regarding the GSEs, as revised on October 31, 2000, are contained in Title 24, Part
81 of the Code of Federal Regulations.

*The specifications of the public use database are presented in the Federal Register, VVolume 61, October 17,
1996, pp. 54322-54329. Thisdatabase is aso discussed in “New Public Data on Fannie Mae and Freddie Mac,”
U. S Housing Market Conditions, May 1997. Data has been released for the years 1993-2000.
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This paper isthe third in a series of papers which review broadly the characteristics of
the mortgages purchased by Fannie Mae and Freddie Mac, including their performance under
the housing goals and loan and borrower characteristics.® Section |1 reviews Fannie Mage's
and Freddie Mac’ s mortgage purchases by major property type. Section I11 presents
information on the GSES' performance on the housing goal's established by HUD since 1993,
with particular emphasis on performance since 1996, when permanent HUD-established goals
came into effect.” Section |V presents basic characteristics (borrower income and race, type of
neighborhood, loan characteristics) of the GSES' purchases of 1oans on one-family properties
in 1998-2000, updating earlier analyses which focused on the 1993-95 and 1996-97 periods.’

The analysisin this paper is based on the loan-level data that the GSEs submit
annually to HUD about the mortgages they purchase. In some cases certain data elements are
missing from the loan-level data. Appendix B contains a discussion of the nature, extent, and
trendsin this “missing data problem” for recent years. Data on various characteristics of the
GSEs mortgage purchases for some yearsis contained in the tables in Appendix C.

B. Main Findings
The main findings of this report are:

o Both GSEs far surpassed each of the three housing goals established by the
Department in 2000. On the low- and moderate-income goal, Fannie Mag's
performance was 49.4 percent and Freddie Mac' s performance was 49.9 percent,
exceeding the goal of 42 percent. On the underserved areas goal, Fannie Mae's
performance was 31.0 percent and Freddie Mac’s performance was 29.2 percent, well
above the goal of 24 percent. On the special affordable goal, Fannie Mag's
performance was 19.2 percent and Freddie Mac' s performance was 20.7 percent,
exceeding the specia affordable goal of 14 percent.

® The previously-released papers are Paul B. Manchester, Sue George Neal, and Harold L. Bunce,
Characteristics of Mortgages Purchased by Fannie Mae and Freddie Mac, 1993-95, Working Paper No. HF-003
(March 1998), and Paul B. Manchester, Characteristics of Mortgages Purchased by Fannie Mae and Freddie
Mac: 1996-97 Update, Working Paper No. HF-006 (August 1998).

" Under FHEFSSA, interim goal's became effectivein 1993. Appendix A describes the structure of and
performance on the goals for 1993-95.

8 Four other papers have focused on comparisons between the GSEs and the primary mortgage market. They are
Harold L. Bunce and Randall M. Scheessele, The GSES' Funding of Affordable Loans, Working Paper No. HF-
001 (December 1996) and The GSES' Funding of Affordable Loans. 1996 Update, Working Paper No. HF-005
(July 1998), and Harold L. Bunce, The GSES' Funding of Affordable Loans: A 1999 Update, Working Paper No.
HF-012 (December 2000) and The GSES' Funding of Affordable Loans: A 2000 Update, Working Paper No. HF-
013 (April 2002). Additional analyses and market comparisons are contained in HUD' s rul e establishing the
GSEs' housing goals for 2001-03, published in the Federal Register, Volume 65, October 31, 2000, pages
65043-65229.



Freddie Mac achieved its highest performance in 2000 on each of the three housing
goals, which took effect in 1996, and Fannie Mage achieved its highest performance in
2000 on the low- and moderate-income and specia affordable housing goals.

Freddie Mac generally lagged behind Fannie Mae in performance on the housing goals
in the mid-1990s, but surpassed Fannie Mage on the low- and moderate-income and
specia affordable housing goalsin 2000.

Despite changesin interest rates over the 1993-2000 period and the resulting impacts
on home purchase and refinance mortgage volume, the shares of both GSES' purchases
of loans on one-family owner-occupied properties qualifying for the two income-based
goalsrose steadily between 1993 and 2000. (Overall performance varied over this
period due to changes in the volume and nature of the GSES' purchases of mortgages
on rental properties.)

L oans to refinance existing mortgages were more likely to qualify for the housing
goalsin 2000 than loans taken out to purchase homes, and purchases of seasoned
mortgages (those originated in previous years) generally increased the GSES' overall
goal performance in 2000.

The shares of Freddie Mac’ s purchases of single-family loans for a number of
categories of borrowers or locations were at record levelsin 2000. As aresult, and
because peaks occurred for Fannie Mae in previous years for most categories, there
was a substantial degree of convergence between the two GSES in many categories of
targeted single-family lending between 1997 and 2000.

African American borrowers accounted for about 4 percent of each GSE’s single-
family home purchase mortgages in 2000, which was a modest increase from the
levels attained in 1998-99, but below the peak level attained by Fannie Maein earlier
years.

Hispanics' shares of both GSES' single-family home purchase loans have increased
somewhat over time, and rose sharply to record levels for both enterprisesin 2000,
with Fannie Mae continuing to outdistance Freddie Mac in this regard.

Additional, more detailed findings are contained in the concluding sections of Sections|, 111,
and, especidly, IV.

The Department raised the GSES' housing goals significantly for 2001—the low- and

moderate-income goal from 42 percent to 50 percent, the underserved areas goal from 24
percent to 31 percent, and the special affordable goal from 14 percent to 20 percent.
Information on the enterprises’ housing goal performance in 2001 will be availablein Spring
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II. Overview of the GSES M ortgage Purchasesin 1998-2000

Fannie Mae and Freddie Mac are exceptionally large business operations, both in
terms of mortgages purchased and total dwelling units financed (see datafor 2000 in Table 1;
corresponding datafor 1998-99 is shown in Tables C.1-C.2 of Appendix C). In 2000, Fannie
Mae' s mortgage purchases of $235 billion financed almost 2.3 million dwelling units, while
Freddie Mac’s mortgage purchases of $175 billion financed nearly 1.7 million units.
Reflecting market trends, both GSES' purchases were lower in 2000 than in 1999, and
substantially below the record levels achieved during the refinancing wave of 1998, when
Fannie Mae purchased $368 billion in mortgages and Freddie Mac purchased $273 billion,
financing 3.7 million and 2.7 million dwelling units respectively (see Figure 1.) Dueto the
strong housing market and the demand for refinance mortgages, the record mortgage volume
of 1998 had already been surpassed by the end of the third quarter of 2001.°

A. GSES Businessby Major Property Type

The GSEs have traditionally focused on mortgages for one-unit owner-occupied
properties, but in recent years they have become increasingly involved in the mortgage
markets for all types of properties. Recent statistics on the GSES business by property type
are presented in this section.

M ortgages on One-Family Owner-Occupied Properties. Mortgages purchased by
the GSEs are primarily secured by one-family owner-occupied properties. Of all the housing
units financed by the GSEs in 2000, for example, 77 percent of Fannie Mae's units and 83
percent of Freddie Mac’s units were in these properties (see Figure 2.) HUD has estimated
that such properties typically account for about 72 percent of all dwelling units financed in the
conventional conforming market.’® Thus both GSEs focus their business somewhat more on
one-family owner-occupied properties than does the overall market.

Mortgages on Single-Family Rental Properties. The GSEs aso purchase mortgages
on single-family rental properties, which include both 1- to 4-unit investor-owned properties
with no owner-occupied units, and 2- to 4-unit properties that contain one owner-occupied
unit and one or more rental units.'! HUD’s analysis indicates that single-family rental
mortgage purchases accounted for 7 percent of total dwelling units financed by Freddie Mac

® See “Fannie Mae Reports Record Third Quarter 2001 Financial Results,” Fannie Mae news release, October 15,
2001, and Freddie Mac, “Third Quarter 2001 Investor Analyst Report,” October 2001. Also, the National
Association of Realtors reports that despite a decline in existing home salesin September, sales for the first 9
months of 2001 were slightly ahead of the record volume attained in 1999.

19 HUD estimated primary mortgage market shares by property type in the rule establishing the housing goals for
2001-03, published in the Federal Register, Volume 65, October 31, 2000.

" Data on the volume of the GSES’ single-family rental purchases backed by 2- to 4-unit owner-occupied
properties include the owner-occupied units.



and 10 percent of total dwelling units financed by Fannie Mae in 2000. HUD has estimated
that these properties typically account for about 13 percent of units financed in the
conventional conforming mortgage market.

Mortgages on Multifamily Properties. The GSEs also purchase mortgages on
multifamily properties--rental properties containing 5 or more units. After withdrawing from
the multifamily mortgage market in the early 1990s, Freddie Mac reentered this market near
the end of 1993, though it had negligible multifamily purchase volume ($191 million) for that
year. Itsvolume grew steadily through 1998 to $6.6 billion and then rose sharply to $7.6
billion in 1999, before declining to $6.8 billion in 2000. Despite the increases, Freddie Mac's
multifamily purchases accounted for only 10 percent of the unitsit financed in 2000.*? In
comparison, HUD has estimated that multifamily mortgages typically account for about 15
percent of the total number of dwelling units financed in the conventional conforming market.

Fannie Mae was much more active than Freddie Mac in the multifamily mortgage
market for most of the 1990s, although Freddie Mac closed this gap near the end of the
decade. Fannie Mae's multifamily purchases reached arecord level of $12.5 billion in 1998,
then declined to $9.4 billion in 1999 before rising to $10.1 billion in 2000. Fannie Mae's
multifamily purchases represented 13 percent of the enterprise’ s overall business in terms of
total Ligits financed in 2000, above the corresponding figure of 10 percent for Freddie Mac in
2000.

B. GSES Shareof the Market

The GSES' purchases accounted for arising share of mortgages originated in the
single-family conventional conforming market between 1980 and 1993 (see Figure 3.) Inthe
early 1980s, the GSES' share ranged from 12 to 34 percent of the dollar volume of
originations in that market. In the high volume origination years of 1986 and 1987, the GSES
share rose to about 45 percent, and then rose dramatically in the early 1990s, reaching a peak
of 71 percent during the high refinancing year of 1993. In 1994, the GSES' share of the
market dropped to 55 percent, due primarily to a greater volume of adjustable-rate mortgages
(ARMS).** The GSEs market share fell further to 49 percent in 1995, remained below 55

2 Multifamily purchases consistently represent a greater percentage of total units financed than of the dollar
amount of mortgages purchased. Thisreflects the fact that multifamily mortgages generally have a much lower
mortgage amount per unit than mortgages on one-family owner properties (e.g., $37,000 versus $112,000 for the
GSES combined purchases in 2000; the disparity was even greater in earlier years).

B3A greater presence in the multifamily market is amajor reason why Fannie Mae' s performance on the housing
goals consistently exceeded Freddie Mac’s record for most of the 1990s. Also, the increase in the multifamily
share of Freddie Mac’s mortgage purchases between 1993 and 2000 is amajor reason for the gainsin its
performance on the housing goals over this period.

“Banks and thrifts are less likely to sell ARMs, which involve little interest rate risk, than fixed-rate mortgages
tothe GSEs. They generally hold ARMs in their portfolios.
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percent in 1996-97, rose above 60 percent in 1998-99, and declined to 55 percent in 2000.
Despite these yearly swings, the longer-term trend shows that the GSEs have accounted for an
increasing share of the single-family conventional conforming mortgage market.

The GSES' purchases have represented a smaller share of the multifamily market than
of the single-family market. Conventional multifamily mortgage originations amounted to an
estimated $52-55 billion in 1998 and $45-48 billion in 1999." The GSES combined
purchases of $19 billion and $17 billion amounted to about 36 percent of originationsin these
two years. The GSES' share of this market has risen from an estimated level of 25 percent in
1997.

C. Conclusions

The section has provided a brief overview of the GSES' mortgage purchases between
1998 and 2000. Following broad market patterns, the GSES mortgage purchases reached
record highs during the refinancing wave of 1998, before declining in 1999 and falling further
in 2000. In each year, the distribution of the GSES' purchases by major property type differed
from the corresponding distribution of market originations--the GSES' focus their business
much more on mortgages on one-family owner-occupied properties than the overall market.
Their businessis less focused on mortgages on single-family rental and multifamily properties
than the overall market.

Since the mid-1990s, the GSEs have generally purchased at least 50 percent of the
dollar volume of single-family mortgages originated in the conforming conventional mortgage
market, peaking at 63 percent in 1999. In 1999, they accounted for about 37 percent of the
dollar volume of originationsin the multifamily mortgage market.

%® These estimates are from Table D.10 of HUD’s final rule on the GSES' housing goals for 2001-03, published in
the Federal Register, Volume 65, October 31, 2000, p. 65200. The range of estimates reflects the lack of a
comprehensive database on multifamily mortgage originations.
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[11. Analysis of GSES Performance on HUD’s Housing Goalsin 2000

The Federal Housing Enterprises Financial Safety and Soundness Act of 1992
(FHEFSSA) requires the Secretary of HUD to establish three broad affordable housing goals
for each of the GSEs: (1) alow- and moderate-income goal; (2) a geographically-targeted
goal, for housing located in underserved areas; and (3) atargeted income-based goal for
specia affordable housing. This section discusses these housing goals and analyzes the
GSES' performance on the goals in 2000, with some analyses of recent trends.

A. Definitions of Housing Goals

In accordance with FHEFSSA,, in December 1995 HUD issued housing goals for the
GSEs for 1996-99, which were subsequently extended to 2000. These goals revised and
restructured the goals which were in effect for 1993-95. The 1996-2000 goals were:

o A low- and moderate-income goal, which targeted mortgages on housing for
families with income at or below area median income. This goal was set at 40
percent of total units financed by each of the GSEsin 1996, and at 42 percent for
each year from 1997 through 2000.

o A geographically-targeted goal, which targeted mortgages on properties
located in “underserved areas,” defined by HUD as low-income and high-minority
census tracts (excluding high-income, high-minority tracts). This goal was set at
21 percent of total units financed by each of the GSEsin 1996, and at 24 percent
for each year from 1997 through 2000.

o A special affordable goal, which targeted mortgages on housing for very low-
income families (those with incomes no greater than 60 percent of area median
income) and low-income families living in low-income neighborhoods. This goal
was set at 12 percent of total units financed by each of the GSEsin 1996, and at 14
percent for each year from 1997 through 2000.

o Soecial affordable multifamily subgoals, for very low-income renters and low-
iIncome renters living in low-income neighborhoods in multifamily properties.
These subgoals were expressed in terms of a minimum dollar volume of purchases
for each GSE, unlike the percentage-based goals above. Specifically, these
subgoals were set at $1.29 billion per year for Fannie Mae and $988 million per
year for Freddie Mac, for each year from 1996 through 2000.

The performance of the GSEsfor all years from 1993 through 2000 and the levels of
the goals for 1996 and 1997-2000 are presented in Table 2 and shown in Figures 4-6.1° The

% The figuresin Table 2 for 1993-95 indicate what housing goal performance would have been if the 1996-2000
goal structure had been in effect in those years.
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figures on goal performance are based on HUD’ s analysis of loan-level data submitted to the
Department by the GSEs."’

The 1996-2000 goals replaced those that were in effect for the 1993-95 “transition
period.” The maor change was that the focus of the geographically-targeted goal was shifted
from central cities, as defined periodically by the Office of Management and Budget, to
“underserved areas’ in cities, suburbs, and rural areas, as defined by HUD after considerable
research on mortgage originations and loan denial rates. The special affordable goal was also
reformulated as a percentage-of-business goal from the dollar-based goals of the transition
period, and its structure was simplified. A focus on multifamily mortgages was retained
through the specia affordable multifamily subgoals. The 1993-95 goals and the GSES
performance on those goals are summarized in Appendix A.*

B. Overall Goal Performancein 2000

HUD’s analysis of loan-level data for 2000 finds that both Fannie Mae and Freddie
Mac showed strong gains in performance and exceeded all of the housing goals set for them
by the Department for in 2000:

e On thelow- and moderate-income goal, Fannie Mage' s performance was 49.4
percent (45.9 percent in 1999), and Freddie Mac’ s performance was dlightly
higher, at 49.9 percent (46.1 percent in 1999). Both GSEs far surpassed the low-
mod goal of 42 percent, and approached the 50 percent goal that HUD has
established for 2001-03.

e Onthe underserved areas goal, Fannie Mag' s performance was 31.0 percent
(26.8 percent in 1999), and Freddie Mac’ s performance was somewhat lower, at
29.2 percent (27.5 percent in 1999). Both enterprises exceeded the underserved
areas goal of 24 percent by awide margin, and reached or neared the 31 percent
goal established for 2001-03.

e Onthe special affordable goal, Fannie Mag's performance was 19.2 percent (17.6
percent in 1999), and Freddie Mac’ s performance was higher, at 20.7 percent
(17.2 percent in 1999). Both GSEs were well above the special affordable goal of

" In some cases these figures differ from performance as reported by the GSEsin their Annual Housing Activity
Reports (AHARS), submitted annually to the Department.

18 For afull discussion of the transition period housing goals, see Chapter 3 of HUD’ s privatization study,
Privatization of Fannie Mae and Freddie Mac: Desirability and Feasibility, AHUD Report, Office of Policy
Development and Research, HUD, July 1996.



14 percent, and neared or reached the 20 percent goal established for 2001-03."°

e On the dollar-based special affordable multifamily subgoals, Fannie Mag's
purchases amounted to $3.79 billion--nearly three timesits goal of $1.29 billion;
Freddie Mac’ s purchases amounted to $2.40 billion--approximately 2.5 times its
goal of $0.99 hillion.

Overdl, in 2000 both GSEs attained the highest levels of performance on each of the goals
since the goals for 1996-2000 were established in 1995. And, as noted, in some cases their
records on the goals in 2000 exceeded the higher goal levels established for the 2001-03
period.

One reason for the gains in GSE performance on the housing goalsin 2000 may be
that in July 1999 HUD stated that it planned to raise the goals above the 1999 level in two
steps. The Department indicated that it would establish interim goals for 2000, with the goals
to be established at the levels discussed above for 2001-03. For example, the Department
planned to raise the low- and moderate-income goal from 42 percent in 1999 to 48 percent in
2000 and 50 percent in 2001. Asit turned out, the goals were left at the 1999 level for 2000,
and then raised for 2001 without an interim step. But the GSEs may have stepped up their
goal-qualifying business in 2000 in response to HUD’ s intention to establish interim goals for
that year.

C. Analysis of Changesin Goal Performance Between 1999 and 2000

As mentioned, Fannie Mae and Freddie Mac both demonstrated significant gainsin
performance on al of the housing goalsin 2000, as shown in Figures 4-6.% Although both
enterprises also surpassed their dollar-based special affordable multifamily subgoals by wide
margins in 2000, their purchases in this area were not at record levels.

Low- and Moderate-Income Goal Performance. Fannie Ma€' s performance on the
low- and moderate-income goal rose by 3.5 percentage pointsin 2000. Thisreflected an
increase in the low-mod share of its single-family mortgage purchases, from 40.6 percent in
1999 to 42.8 percent in 2000, and to an increase in the multifamily share of its goal-eligible
units, from 10 percent in 1999 to 13 percent in 2000.%

19 Fannie Mae reported its performance on the special affordable goal as 22.3 percent. The difference between
the Fannie Mae-reported figure and the official HUD figure (19.2 percent) on specia affordable goal
performance results from HUD’ s goal-counting provisions regarding “recycling” of proceeds from the sale of
seasoned special affordable mortgages.

“The units financed by one mortgage can be counted toward more than one of the housing goals.

! Anincrease in the multifamily share of units raises performance on the low- and moderate-income goal
because more than 90 percentage of such units typically qualify for this goal.
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Freddie Mac' s performance on the low- and moderate-income goal rose by 3.8
percentage pointsin 2000. This primarily reflected an increase in the low-mod share of its
single-family mortgage purchases, from 41.9 percent in 1999 to 45.0 percent in 2000.%

Soecial Affordable Goal Performance. Fannie Mag's performance on the special
affordable rose by 1.6 percentage pointsin 2000. Asin the case of the low-mod goal, this
reflected an increase from 1999 in the special affordable share of its single-family mortgage
purchases, and to an increase in the multifamily share of its goal-€ligible units.

Freddie Mac' s performance on the special affordable goal rose by 3.5 percentage
pointsin 2000. Also asin the case of the low-mod goal, this was primarily due to an increase
from 1999 in the special affordable share of its single-family mortgage purchases. Other
factors were an increase in the special affordable share of its multifamily purchases, and an
increase in the multifamily share of its goal-eligible units, reflecting Freddie Mac’ s increased
focus on its multifamily business.

On the specia affordable multifamily subgoal, Freddie Mac’ s purchases increased
dightly to $2.40 billion in 2000, from $2.26 billion in 1999. Fannie Mae's special affordable
multifamily mortgage purchases declined somewhat, from $4.06 billion in 1999 to $3.79
billion in 2000. As mentioned above, both GSEs comfortably passed their special affordable
multifamily subgoalsin 2000.

Underserved Areas Goal Performance. Fannie Mag' s performance on the underserved
areas goal increased sharply in 2000 to 31.0 percent, up from 26.8 percent in 1999. Aswith
the income-based goals, this reflected a higher goal-qualifying share of its single-family
mortgage purchases and an increase in the multifamily share of its goal-€ligible units, but the
latter factor was less important for this goal than for the income-based goals.

Freddie Mac's performance on the underserved areas goal aso increased in 2000,
from 27.5 percent in 1999 to 29.2 percent in 2000, but this was less than half the gain
achieved by Fannie Mae. Freddie Mac’simproved goal performance was due to an increase
in the share of its single-family mortgage purchases on properties located in underserved
areas.

D. Longer Term Trendsin Goal Performance

Freddie Mac generally lagged behind Fannie Mae in goal performance for 1996-98, as
indicated in Figures 4-6 and Table 2. Freddie Mac’s performance improved relative to Fannie
Mae in 1999-2000, because it increased the goal-qualifying shares of its single-family
business and because it rebuilt its multifamily mortgage business after withdrawing from this

%2 Other minor factors were the slight increase in the multifamily share of its goal-eligible units, from 9 percent to
10 percent, and the increase in the low-mod share of its multifamily units, from 90 percent to 92 percent.
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market in the early 1990s.?® Asaresult, Freddie Mac has outperformed Fannie Maein several
areasin the last two years.

Fannie Ma€' s performance on the low- and moderate-income goal was consistently in
the 44-46 percent range between 1996 and 1999, before jumping to more than 49 percent in
2000. Freddie Mac showed more gradual progress over the entire period, but also showed a
spike in performance to nearly 50 percent in 2000. Similar patterns occurred with regard to
the GSES' performance on the specia affordable goal.

There was no clear trend in Fannie Mae' s performance on the geographically-targeted
(underserved areas) goal between 1996 and 1999, while Freddie Mac’ s performance on this
goal rose over this period, from 25.0 percent in 1996 to 27.5 percent in 1999. Both GSEs
experienced significant gains and their best performance to date on this goal in 2000, with
Freddie Mac’ s performance rising to 29.2 percent and Fannie Mag' s performance rising from
26.8 percent in 1999 to 31.0 percent in 2000.

E. Comparison of GSES Goal Performancein 2000 by Property Type

In comparing the GSES' goal performance, it is useful to break out the GSES
mortgage purchases by property type, because the goal-qualifying shares differ between
property types, and because the relative importance of various property types in the mortgage
market varies over time.

Low- and Moderate-Income Goal. Analysis of data reported by the GSEs for 2000
indicates that Freddie Mac outperformed Fannie Mae by 2.3 percentage points in the share of
its single-family business (including both owner-occupied and rental 1-4 unit properties) for
low- and moderate-income families. Freddie Mac’s overall advantage in low-mod goal
performance was much smaller (0.5 percentage point) because of differences between the two
GSEsin the breakdown of their business between single-family and multifamily mortgages.
Specificaly, although more than 90 percent of both GSEs multifamily units qualified for the
low-mod goal, such units accounted for 13 percent of Fannie Mag' s goal-€eligible business, but
only 10 percent of Freddie Mac’s business. Thus Fannie Mag' s greater presence in the “goal-
rich” multifamily market offset most of Freddie Mac’s superior performance in the low-mod
share of its single-family loans.

Soecial Affordable Goal. With regard to purchases of special affordable mortgages,
Fannie Mage' s greater role in the “goal-rich” multifamily market was not sufficient to offset
the greater share of Freddie Mac’s single-family loans qualifying for this goal. Specifically,
Freddie Mac outperformed Fannie Mae by 3.3 percentage points in the share of its single-

ZMultifamily units accounted for only 0.5 percent of total units financed by Freddie Mac in 1993 but 10 percent
of the unitsit financed in 2000. Since 92 percent of these units qualified for the low-mod goal in 2000, the
increase in the multifamily share accounted for a significant portion of Freddie Mac’s overall gain in performance
on this goal during the 1993-2000 period.
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family business for special affordable families.** Thiswas offset by the fact that multifamily
units accounted for 13 percent of Fannie Mage' s goal-eligible business, compared with only 10
percent of Freddie Mac’s goal-eligible business. Fannie Mae also had a somewhat higher
share of its multifamily units qualifying for the special affordable goal than Freddie Mac. But
overall, Freddie Mac still outperformed Fannie Mae by 1.5 percentage points on the specia
affordable goal in 2000.

Underserved Areas Goal. The biggest gap between the GSEs in goal performance for
2000 was on the underserved areas goal, where Fannie Mag' s performance exceeded Freddie
Mac's performance by 1.8 percentage points. HUD has defined underserved areas as low-
income and high-minority census tracts in metropolitan areas, with a similar county-based
definition for nonmetro areas. HUD’ s research has shown that such areas have high mortgage
denial rates and low mortgage origination rates, suggesting difficulty in obtaining access to
mortgage credit.

The primary reason for Fannie Mag' s superior performance on the underserved area
goal in 2000 is that the underserved area share of its single-family purchases exceeded the
corresponding share for Freddie Mac by 1.7 percentage points. The single-family/multifamily
breakdowns of the GSES' business were much less important for this goal than for the two
income-based goals, because for both GSES, the shares of multifamily units located in
underserved areas were not much greater than the corresponding shares for single-family
units.”®> This contrasts with the two income-based goals, where multifamily units were much
more likely to qualify than single-family units.

F. Changesin the Housing Goals and Counting Rulesfor 2001-03

Levels of the Goals for 2001-03. On October 31, 2000, HUD published itsfinal rule
regarding the housing goals for the GSEs for the 2001-03 period. The structure of the goalsis
basically the same as that which prevailed for 1996-2000, but the levels of the goals have
been increased substantially:

e Thelow- and moderate-income goal has been increased from 42 percent for 1997-
2000 to 50 percent for 2001-03.

e The underserved areas goal has been increased from 24 percent for 1997-2000 to
31 percent for 2001-03.

%' Fannie Mae reported that the special affordable share of its single-family loans was 16.8 percent; HUD’ s lower
figure of 14.3 percent reflects the goal -counting provisions mentioned in Footnote 4.

% Specifically, 37 percent of Fannie Mag's multifamily units and 30 percent of its single-family units qualified
for the low-mod goal in 2000; the corresponding figures for Freddie Mac were 36 percent and 28 percent. There
are much greater disparities between the shares of multifamily and single-family units qualifying for this goal and
for the special affordable goal.
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e The specia affordable goal has been increased from 14 percent for 1997-2000 to
20 percent for 2001-03; the special affordable multifamily subgoal for Fannie Mae
has been increased from $1.29 billion annually for 1996-2000 to $2.85 hillion
annually for 2001-03; the specia affordable multifamily subgoal for Freddie Mac
has been increased from $0.99 billion annually for 1996-2000 to $2.11 billion
annually for 2001-03.

These increases in the goals will move them closer to HUD’ s estimates of the shares of units
financed in the conventional conforming primary mortgage market that qualify for the goals.
Specificaly, the low-mod goal of 50 percent is at the lower end of the estimated 50-55
percent of units financed in the primary market that qualify for thisgoal. The underserved
areas goal of 31 percent isin the estimated range of 29-32 percent of units financed in the
primary market that qualify for that goal. Only the special affordable goal, set at 20 percent
(the highest percentage increase of any of the goals), is set below the estimated primary
market range of 23-26 percent.

Changes in the Counting Rules for 2001-03. There are a number of changesin the
counting rules underlying the calculation of goal performance that have been adopted for
2001-03:

e Inthepast, if a GSE lacked data on rent for rental units or on borrower income for
owner-occupied units in properties whose mortgages it purchased, such units were
included in the denominator, but not in the numerator, in calculating goa
performance. Since some of these units likely would have qualified for one or
more of the housing goals, thisrule lowered goal performance. Under the new
counting rules, the GSEs are allowed to exclude |oans with missing borrower
income from the denominator if the property islocated in a below-median income
censustract. Thisexclusion issubject to aceiling of 1 percent of total owner-
occupied units. They are also allowed to exclude rental units with missing rental
information from the denominator in calculating goal performance. Alternatively,
they can develop “proxy rents’ for multifamily units, up to a maximum level, and
use such rents in measuring goal performance. These modificationsin the
counting rules are referred to as technical changes below.

e Inthe past, the GSEs have played a minor role in financing certain types of
properties, including 2-4 unit owner-occupied properties and 5-50 unit (“small”)
multifamily properties. To encourage the GSESto step up their activitiesin these
markets, each unit in asmall multifamily property will count as two unitsin the
numerator in calculating goal performance for 2001-03. And, above athreshold,
each unit in a 2-4 unit owner-occupied property will also count as two unitsin the
numerator. These modifications in the counting rules are referred to as bonus
points below.

e Aspart of the Consolidated Appropriations Act of 2000, Congress required the
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Department to award 1.35 units of credit for each unit financed in “large”
multifamily properties (i.e., those with 51 or more units) in the numerator in
calculating performance on the housing goals for Freddie Mac for 2001-03. This
provision, which does not apply to goal performance for Fannie Mae, isreferred to
as the temporary adjustment factor below.

Performance in 2000 under Counting Rules in Effect for 2001-03. In order to provide
comparability between goal performance which will be reported for 2001-03 and performance
prior to 2001, HUD has estimated how the GSEs would have performed on the housing goals
in 2000 if the current counting rules had been in effect in 2000.

e After taking into account technical changes and bonus points, Fannie Mag's
performance on the low- and moderate-income goal would have been 52.5 percent
(rather than 49.4 percent) in 2000, and Freddie Mac’ s performance would have
been 51.8 percent (rather than 49.9 percent) in 2000. With the further advantage
of the temporary adjustment factor, Freddie Mac’ s performance would have been
55.1 percent.

e With regard to the special affordable goal, taking into account technical changes
and bonus points, Fannie Mae's performance would have been 22.2 percent (rather
than 19.2 percent) in 2000, and Freddie Mac’ s performance would have been 21.7
percent (rather than 20.7 percent) in 2000. With the further advantage of the
temporary adjustment factor, Freddie Mac’ s performance would have been 23.4
percent.

e Onthe underserved areas goal, taking into account technical factors and bonus
points, Fannie Mage' s performance would have been 32.2 percent (rather than 31.0
percent) in 2000, and Freddie Mac’ s performance would have been 30.1 percent
(rather than 29.2 percent) in 2000. With the further advantage of the temporary
adjustment factor, Freddie Mac’ s performance would have been 31.4 percent in
2000.

G. Conclusions

Fannie Mae and Freddie Mac showed strong gains in performance and surpassed all of
their housing goals for 2000 by wide margins. Both GSEs achieved the highest levels of goal
performance since the 1996-2000 goals were established in 1995. The analysisin this section
contains various disaggregations of performance by property type, loan purpose, and loan
seasoning. The primary factor underlying the outstanding performance was the sharp gainsin
the goal-qualifying shares of the GSES' single-family mortgagesin 2000. As discussed
above, these gains may have resulted in part from an anticipated interim increase in HUD’ s
housing goalsin 2000. Changesin multifamily volume and the goal-qualifying shares of
multifamily loans also played some role in achieving record goal performance in 2000.
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One question not analyzed in this report is whether or not the GSES' performance on
the housing goals in 2000 increased relative to the goal-qualifying shares of 1oans originated
in the primary mortgage market. Such an analysis, based on data submitted on mortgage
originations by primary market lenders in accordance with the Home Mortgage Disclosure
Act (HMDA), was recently published by the Department.?®

% Harold L. Bunce, The GSES' Funding of Affordable Loans: A 2000 Update, Working Paper No. HF-013 (April
2002).
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V. Loan, Borrower, and Neighborhood Char acteristics of M ortgages on One-Family
Owner-Occupied Properties Purchased by the GSEs, 1998-2000

The GSEs have stepped up their presence in both the multifamily and single-family
rental marketsin recent years, but they still do the bulk of their business in loans on one-
family owner-occupied housing. Such loans are generally less likely to qualify for the
housing goals than loans on other types of properties, but they do account for the majority of
units qualifying for each of the housing goals. Accordingly, this chapter analyzestrendsin
loan and borrower characteristics for these mortgages.

As reported above in Table 1, owner-occupied one-unit mortgages accounted for 82
percent and 75 percent of the total unitsin properties whose mortgages were purchased by
Freddie Mac and Fannie Mae, respectively, in 2000. Because they play such an important
rolein the GSEs' activities, and because more data are available on these loans than on
mortgages for rental properties, this section analyzes these purchases in some detail. It also
compares the goal-qualifying shares of the GSES' purchases of home purchase and refinance
mortgages, seasoned mortgages, and mortgages on properties in metropolitan and nonmetro
areas. Inanalyzing 1998-2000 trends, the analysis focuses on the GSES' acquisitions of home
purchase loans only, because of the importance of homeownership to American families.

This section analyzes a number of characteristics of the mortgages purchased by the
GSEs on one-family owner-occupied properties. Section A presents information on the
relationship between goal performance and various mortgage characteristics, including
purpose of the mortgage, |oan seasoning, type of seller, and property location. Since home
purchase and refinance mortgages often have very different characteristics, the next section
analyzes these two types of loans separately by borrower income and race and by |oan-to-
value (LTV) ratio. Section C continues this analysis, looking at neighborhood characteristics
for home purchase and refinance loans. The next section presents trends in key characteristics
of home purchase loans only, for 1993-2000.

Section E presents information about the impact of changes in mortgage rates on loan
volume and demonstrates that despite these cycles, goal performance on the two income-
based goals has generally improved steadily over the 1993-2000 period. The next section
provides a cross-tabulation of home purchase mortgages by race and income, and Section G
demonstrates that lower-income borrowers are less likely to refinance their mortgages when it
is most advantageousto do so. A brief summary is provided in Section H.

A standard set of definitionsis used to describe borrowers and the metropolitan area

census tracts (or non-metro counties) where mortgaged properties are located. These
definitions are provided in Table 3.
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A. Goal Performance and Various L oan Characteristics

This section discusses rel ationships between goal performance and various
characteristics of the GSES' purchases of mortgages on one-family owner-occupied
properties. Specifically, it analyzes the breakdowns between home purchase and refinance
mortgages, between purchases of seasoned and current year mortgages, and between loans in
metropolitan and nonmetropolitan areas.

1. Goal Performance and Loan Purpose. Almost all of the mortgages acquired by
the GSEs are for the purchase of a home or the refinancing of an existing mortgage; second
mortgages comprise a small percentage of their acquisitions™. Both GSES home purchase
mortgage acquisitions remained fairly steady in 1998-2000, in the 1.2-1.3 million range for
Fannie Mae and the 800,000-900,000 range for Freddie Mac, as shown in Table 4.

Each GSE’ s volume of refinance mortgages was much more cyclical than their
acquisitions of home purchase mortgages, falling by about 70 percent between the record
refinance year of 1998 and 2000. As aresult of these developments, the share of the GSES
purchases accounted for by refinance mortgages fell from about 60 percent in 1998 to
approximately 30 percent in 2000.

Lending volume in the mortgage market varies significantly from year to year,
primarily in response to changes in mortgage rates. Home purchase loan volume generally
rises when interest rates fall, making housing more affordable. But the largest impact of
interest rate declines on mortgage volume is a sharp increase in the number of mortgages
taken out in order to refinance existing mortgages. Thus if refinance mortgages are more (or
less) likely to qualify for the housing goals than home purchase mortgages, housing goal
performance will increase (or decrease) in a heavy refinance year, other factorsequal. As
discussed next, the breakdown between home purchase and refinance loans had a significant
impact on goal performance in 2000. A longer term analysis of this question is contained in
Section E.

Loan purpose and special affordable goal performance in 2000. In the heavy
refinance year of 1998, 11.5 percent of the GSES home purchase loans qualified for the
specia affordable goal, but only 9.5 percent of their refinance loans qualified. But this
pattern does not necessarily apply in other years, because lower-income borrowers are more
likely to refinance their mortgages in order to draw on some of their home equity (“cash-out
refinancings’) than higher-income borrowers, who are more likely to refinance to obtain

%" Information provided in Table 9 of the GSES' Annua Housing Activity Reports indicated that Fannie Mae
purchased only 37 second mortgages in 1998, but such mortgages amounted to 1.7 percent of its purchasesin
1999 and 1.2 percent of its purchasesin 2000. Freddie Mac’s purchases of second mortgages have consistently
amounted to less than 1 percent of itstotal purchases.
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lower interest rates or to shorten the term of their mortgages (“rate and term refinancings’).?
Thus refinancings by lower-income borrowers are not as concentrated in low-interest rate
years as “rate-driven” refinancings by higher-income borrowers. This apparently explains
the fact that in 2000, a higher-interest rate year, refinance loans were more likely to qualify
for the special affordable goal than home purchase loans for both Fannie Mae (13.6 percent
vs. 11.7 percent) and Freddie Mac (16.7 percent vs. 13.8 percent). Thus purchases of
refinance loans increased both GSES' performance on this goal in 2000.

A pattern similar to that for the special affordable goal prevailed with regard to the
low- and moderate-income goal in 2000. Trends in the shares of single-family home purchase
and refinance mortgages qualifying for the three housing goals over the 1993-2000 period are
presented in Table 5, with the figure for the GSE with the higher percentage of itsloans
qualifying the goal shown in bold. Asindicated, refinance loans had a greater positive impact
on special affordable goal performance in 2000 than in any of the preceding years.

Loan purpose and under served areas goal performance in 2000. The home purchase-
refinance breakdown of the GSES mortgage purchases had an even greater effect on the
GSEs' performance on the underserved areas goal in 2000. For Fannie Mae, 31 percent of its
refinance mortgages qualified for this goal, but only 24 percent of its home purchase loans
qualified. The difference between the shares of refinance and home purchase mortgages
qualifying for this goal was even greater for Freddie Mac—32 percent of its refinance
mortgages, but only 23 percent of its home purchase mortgages, were on properties located in
underserved areas. This pattern also prevailed in all years between 1996 and 1999 for Freddie
Mac and in al of these years except 1998 for Fannie Mae.

2. Goal Performance and L oan Seasoning. Some of the loans acquired by the GSEs
in 2000 were originated in prior years. Such loans are referred to as “ seasoned loans.” There
are several advantages to the GSEs from purchasing seasoned loans. principal payments and
property appreciation may have reduced the effective |oan-to-value ratio; some loans with
large loan amounts which may have been ineligible for purchase in previous years are now
eligible, dueto theincreasein the GSES' conforming loan limit; and the borrower will have
established a payment history. Asshown in Table 4, the seasoned share of GSE |oan
purchases has varied in recent years, increasing from 12 percent in 1998 to 34 percent in 2000
for Freddie Mac, and from 17 percent in 1998 to 27 percent in 2000 for Fannie Mae.”

%This conclusion has been supported by researchers at Freddie Mac, who have analyzed the characteristics of
their refinance mortgages for which Freddie Mac aso held the original mortgage.

% One disadvantage of this definition of “ seasoned mortgages” is that it counts loans originated |ate in one year
which are still “in the pipeline” until they are acquired by the GSEs early in the subsequent year as seasoned
loans. Another definition of “seasoned mortgage” is aloan that was originated more than 365 days prior to
acquisition by a GSE. This definition excludes this “ pipeline effect,” but the broad conclusions are essentially
the same under either definition. (This paper does not use the alternative definition because the data on loan
origination and acquisition dates have been designated as proprietary by the GSESs.)
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Seasoned |oans which meet HUD’ s income or location criteria count toward the GSES
housing goals, because such purchases may provide funds for portfolio lendersto originate
additional goal-qualifying loans. Earlier HUD analyses found that purchases of seasoned
loans helped Fannie Mage' s performance on the housing goals, especially in 1997 and 1998.%°

Seasoned mortgages and special affordable goal performance in 2000. Purchases of
seasoned loans had different effects on the two GSES' performance under the special
affordable goal in 2000. Specifically, 13 percent of each GSE’s purchases of mortgages
originated in 2000 on owner-occupied one-unit properties counted toward this goal. Seasoned
mortgage purchases increased Freddie Mac' s performance on this goal in 2000, but had no
impact on Fannie Ma€' s performance. That is, because nearly 18 percent of Freddie Mac’'s
purchases of pre-2000 loans qualified for this goal, its overall specia affordable share of these
loans exceeded 14 percent. On the other hand, because only slightly more than 13 percent of
Fannie Mage' s seasoned mortgages qualified for this goal, its overall special affordable share
was also 13 percent. A similar pattern prevailed for the low- and moderate-income goal.

Seasoned mortgages and under served areas goal performance in 2000. Seasoned loan
purchases increased both GSES' performance on the underserved areas goal in 2000. For both
enterprises, and especially for Fannie Mae, seasoned |oans were somewhat more likely to
have financed properties in underserved areas than current year loansin 2000. Thus seasoned
loan purchases raised overall goal performance on this goal for both GSEs, but in both cases
the net effect did not exceed one percentage point.

3. Goal Performance and Type of Seller. Asalso shown in Table 4, mortgage
companies accounted for more than 50 percent of the loans sold to each of the GSEs in 2000.
Fannie Mae has relied much more on mortgage companies than Freddie Mac (60 percent
versus 53 percent in 2000). Fannie Mae also purchased a greater share of its loans from thrifts
than did Freddie Mac (20 percent versus 5 percent). The difference is attributable to the much
higher share of loans purchased from banks by Freddie Mac than Fannie Mae (35 percent
versus 12 percent). For both enterprises, the share purchased from mortgage companiesin
2000 was the lowest in the 1993-2000 period, perhaps due to acquisitions of independent
mortgage companies by banks.

Overadl, 39 percent of mortgages on owner-occupied one-unit properties sold to
Fannie Mae qualified for the low- and moderate-income goal in 2000 and 12 percent qualified
for the special affordable goal. The goal-qualifying shares were somewhat higher for
mortgages sold by mortgage companies to Fannie Mae—41 percent and 14 percent,
respectively. A different pattern prevailed for Freddie Mac, where FDIC-insured institutions

% Asnoted in the Federal Register, Volume 65, October 31, 2000, p. 65113, in 1998 only 12.1 percent of Fannie
Ma€' s purchases of current year loans were for special affordable families, but 17.9 percent of its purchases of
prior year loans werein this category. Similar discrepancies between the goa -qualifying shares for current and
seasoned mortgages were noted for loans to borrowers with less than median incomes and loans to borrowers
living in underserved areas.
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(banks and thrifts) had somewhat higher shares of their loans qualifying for the low-mod goal
than mortgage companies (44 percent vs. 39 percent, respectively). Thiswas also true for
Freddie Mac’ s performance on the special affordable goal, where the corresponding shares
were 17 percent and 13 percent. For both enterprises, loans sold by banks were more likely to
qualify for the underserved areas goal than loans sold by other lenders.®

4. Goal Performance and Property Location. Fannie Mae and Freddie Mac differ
somewhat in the shares of their mortgage purchases for propertiesin various locations, as
shown in Table 6. 1n 2000, non-metropolitan areas accounted for 14.6 percent of Freddie
Mac’s purchases, compared with 12.7 percent of Fannie Mage' s purchases. The regional
distributions of the GSES' purchases reported in Table 6 largely reflect the distribution of
primary market originations. Three Census regions accounted for about 55 percent of total
business for both agencies in 2000: the East North Central, South Atlantic, and Pacific
regions. The GSEs exhibited a mixed pattern of increases and declinesin regional shares of
business between 1998 and 2000: both increased their sharesin the Middle Atlantic, South
Atlantic, and West South Central regions, and both decreased their sharesin the East North
Central region.

Property location and low- and moder ate-income goal performance in 2000.
Somewhat different definitions apply in determining whether GSE mortgage purchasesin
metropolitan and nonmetropolitan areas qualify for the low- and moderate-income housing
goal. A mortgage on an owner-occupied one-unit property in a metropolitan area qualifies for
the low- and moderate-income goal if the income of the borrower is no greater than median
income for the metropolitan area. The same definition applies for nonmetro areas, except that
borrower income is compared with the greater of median family income for the county or the
nonmetropolitan portion of the state.*

For both GSEs, mortgages on properties in metropolitan areas were more likely to
qualify for the low- and moderate-income goal in 2000 than mortgages on propertiesin
nonmetro areas. Specifically, 42 percent of Fannie Mag's mortgages on propertiesin
metropolitan areas qualified for the low-mod goal, while only 36 percent of its mortgages on
such properties outside metropolitan areas qualified. A similar disparity arose for Freddie
Mac, with 43 percent of its metro mortgages qualifying for this goal, but only 37 percent of its
nonmetro mortgages qualifying. This pattern was even more pronounced with regard to
performance on the special affordable goal.

Property location and under served areas goal performance in 2000. A mortgage on a
property in a metropolitan area qualifies for the underserved areas goal if the property is

3 Specifically, 30 percent of the units in one-family owner-occupied properties financed by banks and Fannie
Mae in 2000 qualified for the underserved areas goal, exceeding the overall percentage for al lenders of 26
percent; the corresponding figures for Freddie Mac were 28 percent for banks and 26 percent for al lenders.

2 Data on median family income for all metropolitan areas and for the nonmetropolitan portions of the states are
published annually by the Department.
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located in alow-income or high-minority census tract. Specifically, an underserved census
tract is one in which tract median income is no greater than 90 percent of area median income,
or one in which minorities comprise at least 30 percent of tract population and tract median
income is no greater than 120 percent of area median income. The Department’ s research has
found that such tracts generally have high mortgage denial rates and low loan origination
rates, thus they are considered to be “underserved areas.”

The Department adopted a county-based approach, rather than a tract-based approach,
in defining underserved areas outside of metropolitan areas. The essence of the definition is
the same—|ow-income and high-minority nonmetro counties are considered to be
underserved—but the nonmetro definition of underserved areas is somewhat more inclusive.

For both GSEs, mortgages in nonmetro areas were significantly more likely to qualify
for the underserved areas goal in 2000 than mortgages on properties in metropolitan areas.
Specificaly, 40 percent of Fannie Mag's mortgages on such properties in nonmetropolitan
areas qualified for this goal, but only 25 percent of Fannie Mae' s mortgages on metropolitan
properties qualified. The same pattern prevailed for Freddie Mac. These results are not
surprising, in light of the fact that the definition of underserved areas for nonmetro countiesis
more inclusive than the definition for metro census tracts. Specifically, 66 percent of
nonmetro counties, containing 54 percent of nonmetro population, are classified as
underserved areas; the corresponding figures for metropolitan areas are 47 percent of census
tracts, containing 44 percent of metro population.

B. Borrower and L oan-to-Value Characteristics by L oan Purpose, 1998-2000

As discussed in the preceding section, there are systematic differences between home
purchasers and borrowers who are refinancing existing loans, and these differences may have
significant effects on the performance of the GSEs relative to the housing goals. This section
extends that analysis by presenting data separately for home purchase and refinance
mortgages by loan and borrower characteristics. Datafor 2000 is shownin Table 7;
corresponding datafor 1998 and 1999 is shown in Tables C.3 and C.4 in Appendix C. These
update previous analyses prepared by HUD for 1993-97. Most of this discussion focuses on
home purchase mortgages, but corresponding data for refinance mortgages in shown in all
tables.

Borrower Income. Over the 1998-2000 period, about 60 percent of the GSES' home
purchase mortgages on owner-occupied one-unit properties went to borrowers with incomes

3 Specifically, a nonmetro county is considered an underserved areaif (1) county median income is no greater
than 95 percent of the greater of state or national nonmetro median income, or (2) county median incomeis no
greater than 120 percent of the greater of state or national nonmetro median income and minorities comprise at
least 30 percent of county population. This more inclusive definition was adopted because nonmetro lendersin
some areas may make loans on a county-wide basis, rather than looking at census tracts, and because reliable data
is not readily available on mortgage denial ratesin rural areas.
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above area median income (AMI). Thisis somewhat below the average of approximately 65
percent in the 1993-97 period reported in two earlier studies.®

Since 1993, both GSEs have increased their purchases of loans from very low-income
(VLI) borrowers. In 1998, 12 percent of Fannie Mae's home purchase loans went to VLI
borrowers, up from less than 7 percent in 1993 and 10 percent in 1997. ItsVLI share
remained above 11 percent in 1999-2000. Freddie Mac’s very low-income share was about 6
percent in 1993 and 7.5 percent in 1997, but it reached 10 percent in 1998 and continued to
riseto 11 percent in 1999 and 12 percent in 2000. In 2000 was the first time that the VLI
share of Freddie Mac’s home purchase |oans exceeded the corresponding share for Fannie
Mae. However, through 1999 both GSES' purchases of such loans were below the VLI shares
of the primary conventional mortgage market.®

Race/Ethnicity. More than 80 percent of home purchase |oans purchased by the
GSEsin 1998-2000 were made to (non-Hispanic) white borrowers. In 1993, only 2-3 percent
of the GSES' home purchase mortgages went to African American borrowers; this share
increased modestly, to about 3.5 percent for the GSEsin 1998-2000. This share was
consistently somewhat higher for Fannie Mae than for Freddie Mac for 1993-99, but Freddie
Mac closed this gap in 2000.%

The Hispanic shares of both GSES' purchases have increased somewhat over time, and
rose sharply to record levels for both enterprisesin 2000. Fannie Mae continues to
outdistance Freddie Mac in the Hispanic share of its home purchase loans. This may reflect
differences in the shares of the GSES' businessin the Pacific and West South Central regions,
which combined comprised 26.7 percent of Fannie Mage' s loans, but only 20.7 percent of
Freddie Mac's loansin 2000.*” The differences between the GSEs in the geographical
concentration of their business may partly reflect the GSEs' recent alliances with lenders.®®

3 Paul B. Manchester, Sue George Neal, and Harold L. Bunce, Characteristics of Mortgages Purchased by
Fannie Mae and Freddie Mac, 1993-95, Housing Finance Working Paper No. HF-003, March 1998, and Paul B.
Manchester, Characteristics of Mortgages Purchased by Fannie Mae and Freddie Mac: 1996-97 Update,
Housing Finance Working Paper No. HF-006, August 1998.

% Comparisons between the primary market and the GSEs in 1992-99 are contained in Harold L. Bunce, The
GSES Funding of Affordable Loans: A 1999 Update, Housing Finance Working Paper No. HF-012, December
2000.

% More information on the GSES purchases of loans made to African-Americansis contained in Harold L.
Bunce, An Analysis of GSE Purchases of Mortgages for African-American Borrowers and their Neighborhoods,
Housing Finance Working Paper No. HF-011, December 2000.

%" The Pacific region (20.7 percent Hispanic population in 1990) includes California, Nevada, Oregon, and
Washington; the West South Central region (17.0 percent Hispanic population in 1990) includes Texas,
Oklahoma, Arkansas, and Louisiana.

% See “ Alliances Reshaped 2000 Market,” Inside Mortgage Finance, September 14, 2001.
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First-time and Repeat Buyers. As housing has become more affordable, first-time
homebuyers have played a more significant part in the mortgage market. These aretypically
people in the 25-34 year-old age group who purchase modestly-priced homes. Although the
proportion of the population in this group decreased from 18 percent in 1985 to 15 percent in
1996, first-time homebuyers increased from about 40 percent of all buyersin the 1980s to 45
percent or morein recent years.* The GSEs |ag the total mortgage market in support for first-
time homebuyer loans, as many such buyers take out |oans insured by the Federal Housing
Administration (FHA). In 2000, approximately 27 percent of each GSE’'s home purchase
loans were for first-time homebuyers, but this was well below the 80 percent of FHA-insured
home purchase |loans for first-time homebuyers in recent years.*°

Loan-to-Value Ratios. In analyzing loan-to-value ratios (L TV'S) on mortgages
purchased by the GSEs, it is essential to distinguish between home purchase mortgages and
refinance mortgages. Asshown in Table 7, 84-85 percent of refinance mortgages had an LTV
of 80 percent or lessin 2000 (that is, these buyers made down payments of at least 20
percent), but only about 60 percent of home purchase mortgages had LTV's of 80 percent or
less. The share of Freddie Mac’s home purchase mortgages with high LTV's (those with ratios
over 95 percent) rose from less than 3 percent in 1998 to 6 percent in 2000, while the
corresponding share remained just over 4 percent for Fannie Magin all three years.** But the
shares of both GSES' home purchase mortgages with low LTV's (80 percent or less) also rose
over this period. Thusthere were significant declines in the shares of the GSES' home
purchase mortgages with LTV's between 80 and 95 percent—from 42-43 percent in 1998 to 35
percent in 2000.%

In al years more than 83 percent of refinance mortgages had LTV s of 80 percent or
less. By taking out loans with an equity position of at least 20 percent of the home' s value,
these borrowers save on monthly payments since they do not need to pay premiums for
mortgage insurance.

% See Chicago Title, Who's Buying Homes in America: 1999 for primary mortgage market data on first-time
homebuyers. (This survey has not been published since 1999.)

“0See “FHA’s Impact on Increasing Homeownership Opportunities for Low-Income and Minority Families
During the 1990s,” Issue Brief No. 1V, Office of Policy Development and Research, December 2000.

“! Data for 1998-99 are presented in Tables C.3-C.4.

“2 The GSEs are required by their charter acts to have private mortgage insurance or some other form of credit
enhancement on loans that they purchase with LTV s greater than 80 percent.

“ HUD’ s GSE public use database contains information on LTVsin National File A, but this file does not
currently separate home purchase and refinance loans. However, HUD determined in April 2001 that
aggregations of datainvolving loan-to-value ratios, such asthose in Table 7 and Tables C.3-C.4 containing
breakdowns between home purchase and refinance mortgages, were not proprietary information.
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Detailed Data on Loan-to-Value Ratios. Lower income households are constrained in
two ways from becoming homeowners. Their incomes limit the monthly mortgage payment
for which they can qualify, and they also make it more difficult for them to accumulate a
down payment. Thus one would expect more high-LTV (low down payment) loans among
lower income families. Comparisons of the distributions of LTVsin 2000 for home purchase
mortgages qualifying for the three housing goals and for all home purchase mortgages are
contained in Table 8. For both GSEs, specia affordable mortgages had the highest shares of
loans with LTV s over 95 percent. Loans qualifying for the low- and moderate-income goal
and the underserved areas goal also have disproportionately large shares of high loan-to-value
ratios.

Other analyses by the Department indicate that Black and Hispanic borrowers are
more likely to take out high-L TV loans than Whites, and such loans are more common in
higher minority census tracts. Low down payment loans are also more common in lower
income census tracts.*

C. Census Tract Characteristics by L oan Purpose, 1998-2000

Extensive research has been conducted using Home Mortgage Disclosure Act
(HMDA) data and other information on issues of redlining and the extent to which lenders are
meeting the credit needs of underserved areas. Such studies show substantial disparities
between mortgage flows in neighborhoods of varying income levels and minority
percentages.*® This section briefly examines the characteristics of the census tracts containing
properties with home purchase and refinance mortgages sold to Fannie Mae and Freddie Mac
in the 1998-2000 period.

“The analysis of LTVs by race combines data for home purchase and refinance mortgages; the Department has
not publicly released these LTV distributions separately by race.

> These studies were reviewed in Appendix B of the Secretary’ s final rule establishing the GSES' housing goals
for 2001-03, contained on pp. 65144-65170 of the October 31, 2000 Federal Register.
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Income Level and Minority Composition of Neighborhood. Most mortgages
acquired by the GSEs are on properties in low-minority areas and in areas with above average
incomes, as shown in Table 9 for 2000 and Tables C.5 and C.6 for 1998-99. Specifically,
more than half of each GSE’sloansin this period were for propertiesin census tracts in which
minority residents comprised less than 10 percent of the population, and 10 percent or fewer
were in low-income tracts in each year. 1n 1998, Fannie Mage purchased relatively more loans
from both low- and high-income tracts than Freddie Mac, which had a higher share of its
purchases from middle-income tracts (those with median incomes between 80 percent and 120
percent of area median income). But in 1999 and 2000, the shares of Freddie Mac’sloansin
low-income tracts (as well as middle-income tracts) exceeded the corresponding shares of
Fannie Mae' sloans. However, a greater share of Fannie Mae's loans was in high-minority
neighborhoods.

Underserved Areas. HUD was directed by the 1992 GSE Act to expand and, as
appropriate, modify the basis for the geographically-targeted goal from central cities, the
focus during the 1993-95 transition period, to include rural areas and other underserved areas
for subsequent years. After a considerable amount of research on access to mortgage credit,
the Department determined that the definition most consonant with Congressional intent
included low-income and high-minority metropolitan census tracts and nonmetro counties,
because such neighborhoods generally have low mortgage origination rates and high loan
denial rates—both are indicators of difficulty in obtaining mortgage credit. Thusthe
geographically-targeted goal was specified in this manner for 1996-2000, as noted in Table 5.
The shares of home purchase and refinance mortgages in underserved areas are shown in
Table 9 for 2000 and Tables C.5 and C.6 for 1998-99.

Although the goals were not established on this basis for 1993-95, sufficient
information is available from the data supplied by the GSEs to measure their purchasesin
underserved areas during this period. The GSES' acquisitions of home purchase loans on
properties in underserved areas are shown in Table 10 for 1993-2000. Such loans rose from
21 percent of Fannie Mae's purchasesin 1993 to a peak of 26 percent in 1998, before
declining dlightly to 25 percent in 1999. More gradual gains were made by Freddie Mac, with
home purchase loans on properties in underserved areas rising from 19 percent in 1993 to a
peak of 24 percent in 2000.

D. Additional | nformation on 1993-2000 Home Purchase L oans

In measuring goal compliance, mortgages for both rental and owner-occupied housing,
whether for home purchase or refinancing, are taken into account. But given the importance
placed on homeownership, this subsection provides further analyses of recent trends regarding
home purchase loans for one-unit properties. Trendsin key dimensions of the GSES
acquisitions of such loans are summarized in Table 10 for the 1993-2000 period. Each
statistic measures the shares of such loans for each borrower and neighborhood category, and
ratios of Freddie Mac’s shares to Fannie Mag' s shares for each category are al so presented.
Seven genera patterns emerge:
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First, increases in purchases of mortgages from very low-income borrowers between
1993 and 1997 continued into 1998-2000, but the two GSEs exhibited different patterns.
Most of the 1993-2000 increase in this group’s share of Fannie Mag' s loans occurred between
1993 and 1997, while most of the increase in their share of Freddie Mac’s |oans has taken
place in thelast three years. Asaresult, in 2000 the very low-income share of Freddie Mac’s
home purchase loans (12.2 percent) exceeded the corresponding share of Fannie Mag' s loans
(11.6 percent) for the first time.

Second, gains were made in various areas of targeted lending between 1999 and 2000,
with records established for several lending categories. The share of Freddie Mac’s home
purchase mortgages reached record levels for African Americans, and Hispanics' shares of
mortgages were at the highest levels on record for both GSEs. Freddie Mac also attained a
new high in the share of itsloans in high-minority tracts.

Third, African Americans' share of Fannie Mae's home purchase loans rose sharply
between 1993 and 1995, but has leveled off since that time. However, as noted, the Hispanic
share of Fannie Mae' s loans reached a record in 2000. More gradual gains have been madein
minority borrowers' share of Freddie Mac’s loans, so that by 2000 African-American
borrowers shares of the two GSES' home purchase loans were essentially identical. Hispanic
borrowers' share of Freddie Mac' s loans (5.9 percent) continues to lag their share of Fannie
Mae' s loans (7.2 percent), possibly due to differences between the GSEs in the geographic
distribution of their loans, as discussed above.

Fourth, the first-time homebuyers share of home purchase mortgages acquired by
Freddie Mac has generally remained in the 25-29 percent range in recent years. First-time
homebuyers share of home purchase mortgages acquired by Fannie Mae has generally
exceeded the corresponding share for Freddie Mac, but it fell slightly below the comparable
figure for Freddie Mac in 2000.

Fifth, just as the disparities between Fannie Mae and Freddie Mac in the shares of
their loans for lower-income and minority borrowers diminished between 1997 and 2000, a
similar pattern held for geographic areas targeted by HUD’ s housing goals. That is, the share
of Fannie Mage' s home purchase loans for low-income census tracts was variabl e throughout
this period, with a high reached in 1998, while the share of Freddie Mac’s loans rose, to
approximately the same level as Fannie Mag' s sharein 2000. The same general pattern
prevailed for high-minority tracts, although Freddie Mac continued to lag behind Fannie Mae
in this dimension in 2000.

Sxth, the share of Fannie Mag's mortgages on properties located in underserved areas
in 2000 was essentially the same as that in 1995 and 1997, despite HUD’ s reformulation of its
geographically-targeted goal to these underserved areas, effectivein 1996. The share of
Freddie Mac’' s loans in underserved areas rose from 21.2 percent in 1997 to 24.1 percent in
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2000, closing most of the 1997 gap with Fannie Mae.*®

Finally, clear patterns emerge for most of the categories of lending shown in Table 10,
as shown by the “Freddie Mac/Fannie Maeratios.” The shares of Freddie Mac’sloans for
amost all categories were below the corresponding shares for Fannie Mag' s loansin 1993.
This divergence widened over the next four years, as shown by the decrease in these ratios for
all categories between 1993 and 1997. But there was convergence between the GSEsin all
areas between 1997 and 1999-2000. In fact, Freddie Mac essentially achieved parity with
Fannie Mae in five of the seven categories listed, continuing to lag only in the shares of its
loans for Hispanic borrowers and high-minority census tracts.

E. Interest Rate Cycles and Housing Goal Performance

Mortgage rates have often changed dramatically over the years. Ratesrosein the late-
1960s, from alow of 5.9 percent in 1965 to 8.4 percent in 1970. They then fell dlightly in the
early 1970s, before rising over the next decade to arecord level of 15.3 percent in 1982. This
was fol Ig;/ved by a general decline in rates over the subsequent decade, to alow of 7.1 percent
in 1993.

Variations in mortgage rates have been fairly small in recent yearsin
comparison with the swingsin previous years, as shown in Table 11, but these changes have
been sufficient to have major impacts on the mortgage market. Specifically, the average
mortgage rate rose from 7.1 percent in 1993 to 7.9 percent in 1995, before declining to 7.1
percent in 1998. With the continued strong growth in the economy, the average rate rose to
8.0 percent in 2000.%

These swings in interest rates have caused major changes in primary mortgage market
volume, especially the volume of refinance mortgages. Data compiled in accordance with the
Home Mortgage Disclosure Act (HMDA) indicate that with the exception of a dlight decline
in 1995, conventional home purchase mortgage volume has risen steadily in recent years,
from 2.4 million loansin 1993 to 3.6 million loansin 1998 and 3.8 million loans in 2000.
However, refinance mortgage volume has varied widely, declining from 5.3 million loansin
1993 to 1.5 million loans in 1995, then rising to 6.2 million loans in 1998, when interest rates
were relatively low, before decreasing again to 2.4 million loans in 2000, as interest rates rose

“6As shown in Table 4 of Bunce (2000b), the share of the conventional conforming market accounted for by
underserved areas declined dlightly between 1997 and 1998, but rose to the highest level recorded in 1999; data
for 2000 will be published shortly.

“" Interest rates reported in this study are based on the monthly Mortgage Interest Rate Survey (MIRS) conducted
by the Federal Housing Finance Board. This provides the average effective rate for conventional home purchase
mortgages for new and existing homes, where the effective rate is the average contract rate plusinitial fees and
charges, amortized over a 10-year period.

* The average effective rate has fallen in 2001, to 6.7 percent in October, with an average of 7.1 percent for the
first 10 months of the year.
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again. Asaresult, the refinance share of the mortgage market fell from 69 percent in 1993 to
36 percent in 1995, before rising to 63 percent in 1998, and falling again to 38 percent in
2000. Combining home purchase and refinance mortgages, total mortgage market volume fell
between 1993 and 1995, rose between 1995 and 1998, and declined again between 1998 and
2000.

These primary mortgage market patterns have been reflected in loan volume for
owner-occupied one-unit properties for Fannie Mae and Freddie Mac, as shown for each GSE
in Table 11. The two GSESs combined funded 5.05 million loans ($519 billion) in 1993.
Volume fell to 2.09 million loans ($216 billion) in 1995, rose to a peak of 5.43 million loans
($618 billion) in 1998, and then declined to 3.10 million loans ($395 billion) in 2000.%°

Despite these changes in the volume of the GSES' refinance and total home mortgages,
the shares of both GSES' total purchases of mortgages on owner-occupied one-unit properties
qualifying for the special affordable goal increased steadily over the 1993-2000 period, as
aso shownin Table 11. Steady gains were also made in the low- and moderate-income share
of Fannie Mage' sloans for these properties, and with the exception of 1995, in the low-mod
share of Freddie Mac’s|oans.

To asignificant extent, this pattern of steady improvement in the shares of the GSES
core business (mortgages on owner-occupied one-unit properties) for lower income borrowers
reflects corresponding trends in the primary mortgage market. The primary market gains were
due in part to more flexible underwriting and to stepped up activity by lenders under the
Community Reinvestment Act (CRA), aswell asto a sustained period of low interest rates
and strong income growth. But in 2000 both GSEs showed continued increases in the shares
of their mortgages qualifying for both the special affordable and low- and moderate-income
goals, despite the fact that the corresponding shares of mortgages originated in the primary
market remained approximately the same in 2000 asin 1999. Thisrecord indicates that in
2000 the enterprises responded to the income-based housing goals in affirmative ways, rather
than simply reflecting primary mortgage market trends.

Despite these steady gains in the shares of the GSES' core business qualifying for
these two income-based goals, overall performance on these goals has varied somewhat more
over the period. That is, in addition to the GSES' core business involving loans on owner-
occupied 1-unit properties, they also purchase many loans on rental properties, as discussed
above. Overall performance on the housing goals depends on the mix of the GSES' purchases
by property type (owner-occupied one-unit properties, single-family rental properties, and
multifamily properties), and on the goal-qualifying shares of all three types of properties.

F. Cross-tabulations of the GSES Home Pur chase M ortgages by Race and Income

49 Asreported in Section I1., the record home mortgage volume achieved in 1998 was surpassed in the first three
quarters of 2001. Mortgage purchase volume for both GSEs will also reach record levelsin 2001.
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The tabulations in Table 10 indicate that the shares of the |oans purchased by Freddie
Mac for African-Americans, Hispanics, and very low-income borrowers were consistently
below the corresponding shares of loans purchased by Fannie Mae through 1997, but that
these patterns changed in 1998-2000. A more detailed analysis of these data is presented in
Table 12, which provides a cross-tabulation of home purchase loans for the two GSEs by
race/ethnicity and income for 2000. Thistableisuseful for comparing the borrower income
characteristics of the loans for minorities purchased by Fannie Mae and Freddie Mac.

An analysis similar to that contained in Table 12 of loans purchased by Freddie Mac
and Fannie Mae in 1997 indicated the compounding effects of Freddie Mac's
underrepresentation in lending for lower-income and minority families.® It found, for
example, that Freddie Mac accounted for 40 percent of all loans purchased by the GSEsin
that year, but only 34 percent of GSE loansto very low-income borrowers, 31 percent of GSE
loans to African-Americans, and just 22 percent of GSE loansto very low-income African-
Americans. On the other hand, it found that Freddie Mac accounted for 42 percent of GSE
loans to Whites with above-median incomes—nearly twice its share of GSE loans for very
low-income African-Americans.

Asshown in Table 12, the wide disparities between the GSEs in support for lending to
lower-income and minority borrowers were largely eliminated by 2000. Freddie Mac
accounted for 46 percent of total GSE loans in 2000, up from 40 percent in 1997. But Freddie
Mac also accounted for 46 percent of GSE loans to very low-income borrowers, 46 percent of
loans to African-American borrowers, and 47 percent of loans to very low-income African-
American borrowers. Freddie Mac accounted for amajority of GSE loans to very low-income
Hispanic borrowersin 2000. This cross-tabulation confirms that there was a substantial
convergence between the GSEs in lending for low-income and minority families over the past
2-3 years.

G. Refinance L oans By Income L evel, 1998-2000

Borrowers typically refinance their mortgages in order to lower the interest rate on
their loans, to change the term (duration) or the mortgage, or to undertake “ cash-out
refinancings,” in which the new loan amount exceeds the unpaid principal balance on their
previousloan. Thusunder a*“cash-out refi” a borrower taps into the equity on his hometo
finance other expenses, which may or may not be housing-related. Borrowers whose main
goal is arate reduction generally refinance in low interest rate periods, but “cash-out”
refinancers may be less sensitive to interest rate changes. Higher-income borrowers are most
likely to refinance their loans when interest rates are lowest, as shown in Table 13, which
presents the distribution of refinance mortgages by income level for the 1998-2000 period.
Thistable also presents average interest rates for this period, as reported by the Federal
Housing Finance Board—these ranged from 7.10 percent in 1998 to 7.96 percent in 2000.

% Manchester (1998), Table 8, page 29.
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Nearly 60 percent of refinancers with incomes in excess of area median income took out their
new loansin 1998, when mortgage rates were at the lowest level of this period, but only 47
percent of very low-income refinancers took advantage of these lowest rates. In contrast, only
about 10 percent of above-median income refinancers were in the market in the higher interest
rate year of 2000, compared with 17 percent of very low-income refinancers.” Thus, higher-
income borrowers tend to dominate the market during heavy refinance years such as 1998.

Data on the interest rates on individual loansis not available, but the timing of
refinancings suggests that on average lower-income families paid higher rates on their
refinancings than higher-income borrowers for the 1998-2000 period as awhole.>® This may
reflect better knowledge of the benefits of refinancing among higher-income borrowers, or it
may be because lower-income borrowers are more likely to take out “ cash-out refis.”
Whatever the case, it might be advantageous to better educate lower-income homeowners
about the gains from refinancing their loans in low-interest rate periods.

H. GSE Purchases of L oans on One-Family Owner-Occupied Properties—A Summing
Up

This section has described basic characteristics of the mortgages that the GSEs
purchased in 1998-2000 and summarized some trends over the 1993-2000 period. Severa
points stand out:

First, gains between 1993 and 1997 in the shares of the GSES mortgages taken out by
very low-income families continued between 1997 and 2000. The very low-income share of
Fannie Ma€' s home purchase mortgages rose from 6.8 percent in 1993 to 10.1 percent in 1997
and 11.6 percent in 2000, although this share peaked at 13.8 percent in 1998. The increase
was even greater for Freddie Mac--from 6.2 percent in 1993 to 7.5 percent in 1997 and 12.2
percent in 2000. Asaresult, the very low-income share of Freddie Mac’s home purchase
loans exceeded the corresponding share of Fannie Mag' s loans for the first time in 2000.

Second, purchases of refinance loans may improve or worsen a GSE’ s performance on
the income-based housing goals, as may be seen by comparing such purchasesin recent years.
For example, in 1998 interest rates were relatively low, and 11.5 percent of the GSES' home
purchase loans qualified for the special affordable goal, but only 9.5 percent of their refinance

loans qualified. The opposite pattern prevailed in 2000, when interest rates were somewhat
higher—the share of refinance loans qualifying for this goal exceeded the corresponding share
of home purchase loans. One possible explanation for this pattern is that higher income-
borrowers' refinancings may be more likely to be “rate-driven,” while lower-income

*I This updates an analysis in Manchester (1998), Table 10, page 32, which found the same pattern of disparities
in the timing of refinancings over the 1993-97 period.

2 Mortgage rates differ between borrowers for many reasons other than the time when they take out a mortgage,
including borrower credit history, down payment, size of loan, amount of any mortgage insurance, and other
factors.
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borrowers' refinancings may be more likely to be motivated by a desire to tap into the equity
on their homes.

Third, purchases of seasoned loans may have an impact on a GSE’s goal performance.
In 1998, for example, the shares of Fannie Mae's purchases of pre-1998 mortgages qualifying
for each of the goals exceeded the corresponding shares of Fannie Mage' s purchases of
mortgages originated in that year. And in 2000 Freddie Mac increased its performance on the
specia affordable and low- and moderate-income goals by purchasing seasoned mortgages.
No such pattern was evident for Fannie Mage' s purchases of seasoned mortgages in 2000.

Fourth, the patterns of loans to minorities are somewhat mixed. African-Americans
share of Fannie Mae's home purchase |oans rose from 2.7 percent in 1993 to 4.1 percent in
1997, and were essentially unchanged (4.0 percent) in 2000. More gradual gains were shown
in African Americans share of Freddie Mac’s home purchase loans, which rose from 2.0
percent in 1993 to 2.7 percent in 1997 and arecord 3.9 percent in 2000. Gains by Hispanics
between 1993 and 1997 did continue over the last three years. Their share of Fannie Mag's
home purchase loans rose from 3.8 percent in 1993 to 5.0 percent in 1997 and 7.2 percent in
2000; the corresponding figures for Freddie Mac were 3.1 percent in 1993, 3.9 percent in
1997, and 5.9 percent in 2000.

Fifth, recent gains in the homeownership rate reflect the increasing role in the
mortgage market played by first-time homebuyers. Many first-time buyers take out loans
insured by the Federal Housing Administration, but in 2000 approximately 27 percent of the
GSEs' home purchase mortgages were for first-time homebuyers. Their share of Fannie
Mae's home purchase mortgages has generally exceeded their share of Freddie Mac’s home
purchase mortgages, but this pattern was reversed in 2000.

Sixth, lack of a sufficient down payment is commonly cited as one of the biggest
barriers to achieving homeownership, thus the GSES' role in the high loan-to-value ratio
(LTV) mortgage market plays an important role in enabling families to purchase homes. The
majority of the GSES' home purchase mortgages have LTV's of 80 percent or less (i.e.,
downpayments of 20 percent or more), but the share of Freddie Mac’ s purchase |oans with
LTVsover 95 percent rose from less than 3 percent in 1998 to 6 percent in 2000, while the
corresponding share for Fannie Mae remained just over 4 percent in this period.

Seventh, the shares of the GSES' home purchase mortgages for properties located in
underserved areas generally trended upward over the 1993-98 period, when both enterprises
attained their peak performancein thisregard. These underserved areas shares fell
significantly in 1999, but rebounded somewhat in 2000. Specifically, for Fannie Mae this
share fell from 28.0 percent in 1998 to 23.1 percent in 1999, and then rose to 25.1 percent in
2000. The corresponding figures for Freddie Mac were 26.7 percent in 1998, 23.8 percent in
1999, and 24.1 percent in 2000, as Freddie Mac closed most of the gap that existed between
Fannie Mae and itself in earlier years.
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Eighth, despite changesin interest rates over the 1993-2000 period and the resulting
impacts on home purchase and refinance mortgage volume, the shares of both GSES
purchases of loans on one-family owner-occupied properties qualifying for the two income-
based goal s rose steadily between 1993 and 2000. Overall goal performance varied over this
period due to changes in the shares of total business volume accounted for by rental properties
and to changes in the goal-qualifying shares of mortgages on such rental properties.

Finally, the shares of Freddie Mac’ s loans for a number of categories of borrowers or
locations were at record levelsin 2000. Asaresult, and because peaks occurred for Fannie
Mae in previous years for most categories, there was a substantial degree of convergence
between the two GSEs in many categories of targeted lending between 1997 and 2000. In
addition to loans for very low-income and minority families, Freddie Mac closed much of the
gap with Fannie Mae in the shares of its home purchase loans for low-income tracts and
underserved areas, and it narrowed thisin the share of its loans for high-minority census
tracts. However, Freddie Mac continued to lag behind Fannie Mae in the shares of its
mortgages for Hispanics and high-minority census tracts.



Appendix A
GSES Housing Goalsfor 1993-95

In October 1993 the Secretary established three goals for Fannie Mae and Freddie Mac for the
1993-95 “transition period”:>

e A low- and moderate-income goal, set at 28 percent for Freddie Mac and 30 percent for
Fannie Mae in 1993, and at 30 percent for both GSEs for 1994-95. That is, for both
1994 and 1995 at least 30 percent of the total number of units financed by each GSE’s
mortgage purchases should have been (1) owner-occupied units for which the
borrower’ sincome was less than or equal to area median income or (2) rental units
affordable at these income levels—specifically, with rents (adjusted for unit size) not in
excess of 30 percent of area median income.

e A geographically-targeted goal, set at 26 percent for Freddie Mac and 28 percent for
Fannie Mae for 1993, and at 30 percent for both GSEs for 1994-95. That is, for both
1994 and 1995, at least 30 percent of the total number of units financed by each GSE’s
mortgage purchases should have been for properties located in central cities, as defined
periodically by the Office of Management and Budget.

e A special affordable goal, set as atwo year goal for 1993-94 combined at $16.4 billion
for Fannie Mae and at $11.9 billion for Freddie Mac, and as a one year goal of $4.6
billion for Fannie Mae and $3.4 billion for Freddie Mac for 1995. That is, at least these
dollar amounts of units financed by the GSES mortgage purchases should have been
owner-occupied units for which the borrower’ sincome was less than or equal to (1) 60
percent of area median income (very low-income families) or (2) if located in alow-
income census tract or nonmetropolitan county, 80 percent of area median income (low-
income families in low-income areas), or rental units affordable at these income levels.

The performances of the GSEs on each goal between 1993 and 1995 are shown in
Table A.1.>* Both GSEs' performance exceeded their low- and moderate-income goalsin
every year during the transition period. For example, 43 percent of Fannie Mae's purchases
and 39 percent of Freddie Mac’'s purchases qualified as low- and moderate-income purchases
in 1995; these figures far surpassed HUD’ s 30 percent target for thisgoal. Fannie Mae
surpassed the central cities goalsin two of the three years (1994 and 1995), but Freddie Mac
fell short of these goalsin all three years. With regard to specia affordable mortgages, both
GSEs exceeded their aggregate dollar targets for 1993-94 and for 1995.

%3 Federal Register, Volume 58, October 13, 1993, pp. 53047-53096; goals extended to 1995 in Federal Register,
Volume 59, November 30, 1994, pp. 61504-61506.

> For afull discussion of the transition period housing goals, see Chapter 3 of HUD’ s privatization study,
Privatization of Fannie Mae and Freddie Mac: Desirability and Feasibility, AHUD Report, Office of Policy
Development and Research, HUD, July 1996.
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Appendix B
Missing Data for the GSES' L oans

The GSEs have not collected sufficient data for some mortgages to determine whether
or not the units financed qualify for the low- and moderate-income and special affordable
goals established by the Secretary.> Information on the extent of this “missing data” is
presented in Table B.1 for 1993-2000 for mortgages on owner-occupied units, where
borrower income is needed in order to measure performance on these two goals, and for
single-family and multifamily rental units, where tenant rent is needed. Also, although there
is not afirst-time homebuyer goal for the GSEs, thereis a great deal of interest in the GSES
provision of such financing, and the GSEs are required to provide HUD with data on home
purchase mortgages to distinguish first-time buyers from repeat buyers. Thus“missing
homebuyer status’ is also included in Table B.1.%°

The GSEs were not required to collect borrower income and tenant rent information
for dwelling units financed by mortgages which were originated prior to 1993, since the 1992
GSE Act did not take effect until January 1, 1993.>" Thisisthe only situation where a GSE's
responsibility to collect income and rent data for the units financed in 1993-2000 was waived
by the Department. However, as discussed below, HUD has adopted new procedures
regarding missing data for the 2001-03 housing goals.

Several points stand out in Table B.1:

o For every category in 1993-1997, Fannie Mae had substantially more missing data
than Freddie Mac--e.g., in 1997, tenant rent was missing for nearly 28 percent of the
single-family rental units financed by Fannie Mae, but for fewer than 2 percent of such
units financed by Freddie Mac;

o Since 1997, the disparity between the GSEs in the extent of missing data has
diminished, due to improvements in some of Fannie Mae's data, but also to

> All unitsin a property qualify for the underserved areas goal if the property is located in an underserved census
tract in ametropolitan area or in an underserved county outside a metropolitan area. Property locationis
available for almost all mortgages purchased by the GSEs, thus the missing dataissue is not significant for this
goal.

% The GSEs define “first-time homebuyer” as a buyer who will reside in the mortgaged premises who had no
ownership interest (sole or joint) in aresidential property during the three-year period preceding the date of the
purchase of the home.

> Purchases of pre-1993 mortgages with missing income or rent data have no effect on the GSES' goal
performance, since any such mortgages are excluded from the numerator and the denominator in calculating
performance under the low- and moderate-income and specia affordable goals. If a GSE obtains this data for
pre-1993 mortgages, the units are included in the denominator and, if the units qualify for the goal, in the
numerator in calculating goal performance.
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deterioration in Freddie Mac' s data--e.g., missing rent information fell from 10.9
percent in 1997 to 2.1 percent in 2000 for Fannie Mae's multifamily properties, while
missing rent information rose from 1.8 percent in 1997 to 6.3 percent in 2000 for
Freddie Mac’ s single-family rental properties.

o Despite the attention paid to first-time homebuyers, there has been a sharp increasein
missing data for Freddie Mac on whether a home purchaser is a first-time buyer or a
repeat buyer, and it now lags Fannie Mae in the availability of such information.

o Both GSEs could examine this issue to determine steps that might be taken to better
address the problem of missing data. These analyses could examine the extent to
which this problem is attributable to GSE purchases of seasoned |oans and negotiated
transactions, or to online mortgage applications.

In setting the housing goals for the post-2000 period, HUD has made severa changes in the manner
in which the GSEs can treat missing datain reporting goal performance in the future.® Specifically:

o For owner-occupied units, if a GSE lacks data on income of a borrower and the
mortgaged property is located in a census tract with income less than or equal to area
median income, such units can be excluded from the denominator (and the
numerator) in calculating performance under the low- and moderate-income goal and
the special affordable goal, up to a maximum of one percent of the total number of
such units eligible to be counted toward such goal. Units beyond the ceiling must be
included in the denominators of the goal ratios.

o For rental unitsin 1-4 unit properties, if a GSE lacks data on rent, such units can be
excluded from the denominator (and the numerator) in calculating performance under
the low- and moderate-income and specia affordable goals.

. For multifamily units, if a GSE lacks data on rent, it may develop and apply, with the
Department’ s approval, estimated or “proxy” rents, up to aceiling. When application
of proxy rentsis not possible, units without rent information can be excluded from the
denominator (and the numerator) in calculating performance under the low- and
moderate-income goal and the special affordable goal.

*8 These changes and the reasons why they were adopted are discussed in the Federal Register, Volume 65,
October 31, 2000, pages 65071-74, 65087-88. About 90 percent of rental units qualify for the low- and
moderate-income goal and about 50 percent of rental units qualify for the special affordable goal. Since rental
properties have substantial unmet credit needs, HUD did not want lack of data on affordability to act asa
disincentive for the GSEs to purchase mortgages on these properties. A more restrictive approach has been
applied to owner-occupied units with missing income data, which typically are not as affordable as rental units.
Thus the Department allows exclusions only for such unitsin lower-income areas, and a cap on such exclusions
is applied.
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o No units can be excluded from the denominator in calculating performance under the
underserved areas goal, even if a GSE lacks information on the census tract or
nonmetro county in which such units are located.

Exclusion of units with missing borrower income or rent information, up to any levels
allowed under the caps set by the Department, will raise the GSES performance on the low- and
moderate-income and specia affordable goals, since in the past all such units were included in the
denominator, but not in the numerator, in calculating performance. If the new counting rules had
been in place in 1998-2000, they would have had the following effects on goal performance:

Goal 1998 1999 2000
Low- and Moderate-income Goal
Fannie Mae +0.9% +0.8% +1.7%
Freddie Mac +0.3% +0.4% +0.6%
Specia Affordable Goal:
Fannie Mae +0.3% +0.3% +0.7%
Freddie Mac +0.1% +0.2% +0.3%

Asindicated, in the past Fannie Mae would have benefited the most from the new treatment of units
with missing information, since it has had more missing data than Freddie Mac.>® The Department
will closely monitor the effects of the new provisions regarding missing data over the 2001-03 period.

* However, as discussed in the text, Freddie Mac will benefit from the “temporary adjustment factor,” which
appliesto Freddie Mac’s goa performance, but not to Fannie Mag' s performance, for 2001-03.
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Appendix C
Additional Data on the GSES M ortgage Purchasesin 1998-1999

This Appendix presents additional data on the GSES' mortgage purchases in the most

recent years prior to 2000.

Tables C.1 and C.2 present information on the GSES mortgage purchase by property type
in 1998 and 1999, and correspond to Table 1 of the text, which presents this information
for 2000.

Tables C.3 and C.4 present information on the loan and borrower characteristics of single-
family mortgages purchased by the GSEs in 1998 and 1999, and correspond to Table 7 of
the text, which presents this information for 2000.

Tables C.5 and C.6 present information on the census tract characteristics of single-family

mortgages purchased by the GSEsin 1998 and 1999, and correspond to Table 9 of the
text, which presents this information for 2000.
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WORKING PAPER SERIES

GSE Performanceand Char acteristicsof M ortgages Pur chased by FannieM aeand
Freddie Mac, by Paul B. Manchester, May 2002.

This paper (an update of HF-006) analyzes the performance of Fannie Mae and Freddie Mac, the
two major Government-Sponsored Enterprises (GSEs) in the conventional secondary mortgage
market, in meeting the housing goals established by HUD for 1998-2000. It also presents
information on detail ed borrower, locational, and loan characteristics of single-family mortgages
purchased by the GSEsin this period. The report is based on the loan-level data that the GSEs
submit annually to the Department. The paper finds that the GSEs passed al of their housing
goalsin 1998-2000 and generally achieved the highest level s of performance onthehousing goals
to date in 2000. It aso finds that in most areas, by 2000 Freddie Mac had eliminated the
performance gap with Fannie Mae that had existed in previous years.

Black and White Disparitiesin Subprime M ortgage Refinance L ending, by Randall
Scheessele, April 2002.

This paper examines patterns in Home Mortgage Disclosure Act (HMDA) data in an effort to
understand the types of neighborhoods with high concentrations of subprime refinance lending
and its disproportionate impact on low-income and predominantly black neighborhoods
throughout the nation. Since home equity istypically the main source of wealth for borrowersin
these neighborhoods have accessto lower cost prime credit and weaker credit borrowersin these
neighborhoods have access to subprime credit that is priced appropriately to their credit
circumstances.

The GSES Funding of Affordable Loans. A 2000 Update, by Harold Bunce, April
2002.

This study compares the borrower and neighborhood characteristics of single-family mortgages
purchased by Fannie Mae and Freddie Mac between 1992 and 2000 with the characteristics of
loans originated in the primary market during the same time period. The study finds that both
Fannie Mae and Freddie Mac improved their affordable lending performance during the 1990s,
but they continued in the year 2000 to underperform the conventional conforming market in
funding mortgages for lower-income borrowers and for properties located in low-income and
high-minority census tracts (i.e., underserved areas). Furthermore, the GSEs account for a
significant share of thetotal market for home purchaseloans, but their market share for each of the
affordable lending categories is much less than their share of the overall market, and they
contribute only asmall share of funding inimportant market segments such asthe market serving
first-time minority homebuyers. The GSES small market share in the first-time homebuyer
market could be due to the preponderance of high (over-20-percent) downpayment loansin their

! For more information about any of the Housing Finance Working Paper Series, please contact the authors

by calling (202) 401-0388 or (202) 708-1455 (TTY) or by writing to the author(s) at: U.S. Department of
Housing and Urban Development, Office of Policy Development and Research, 451 7 Street, SW,
Washington, DC 20410. Additional information on housing finance topics also may be found by visiting
http://www.huduser.org.
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mortgage purchases, although further study isneeded to fully explain thereasonsfor their limited
role in these markets.

The GSESs Fundingof AffordableL oans: A 1999 Update, by Harold Bunce, December
2000.

This study examines the borrower and neighborhood characteristics of single-family mortgages
purchased by Fannie Mae and Freddie Mac, the two major Government Sponsored Enterprises
(GSEs) in the conventional secondary market. The purpose of the study isto determine whether
Fannie Mae and Freddie Mac |ead or lag the overall conventional conforming mortgage market in
funding loans for low-income borrowers and other groups who historically have not been well
served by the mortgage market. This study isthe third in a series of working papers examining
the affordable lending performance of the GSEs. There aretwo main findings. First, while both
GSEs have improved their affordable lending performance since 1992, they continue to lag the
conventional conforming market in funding mortgages for lower-income borrowers and for
properties located in low-income and high-minority census tracts (i.e., underserved areas).
Second, Fannie Mae hastraditionally out-performed Freddie Mac in purchasing loansfor lower-
income borrowers and underserved neighborhoods; however, the rel ative performance of thetwo
GSEshasrecently shifted, as Freddie Mac' s performance slightly surpassed Fannie Mag' sduring
1999.

An Analysis of GSE Purchasesof Mortgagesfor African-American Borrowersand
Their Neighbor hoods, by Harold Bunce, November 2000.

This study examines the record of Fannie Mae and Freddie Mac in providing mortgage funds for
African-American borrowers and their neighborhoods. The study has four main findings. Fird,
Fannie Mae has traditionally out-performed Freddie Mac in purchasing loans for African-
American borrowers and their neighborhoods; however, between 1997 and 1999, there was ashift
intherelative performance of the two GSEs, as Fannie Mae' s performance declined and Freddie
Mac’s performance increased. Second, both GSESs lag the conventional conforming market in
funding mortgages for African-American borrowers and their neighborhoods. Third, the GSEs
shares of mortgage originations for both upper-income and lower-income African-American
borrowers appear low. The GSES market shares for loans to upper-income African-American
borrowers are similar to their market sharesfor loansto very low-income White borrowers. Finally,
the market share data reported in this paper illustrate the relatively small role that the GSEs play in
funding loansfor African-American borrowersinthe overall (conventiond and government) mortgage
market.

The Property Ownersand Manager s Survey and the M ultifamily Housing Finance
System, by William Segal, September 2000.

The HUD Property Owners and Managers Survey (POMS) can be utilized to analyze a
number of policy issues relating to financing for rental properties. In this paper,
adjustment techniques to correct for the effects of data truncation are devel oped and
are applied to derive estimates of number of units per property, the size of the
multifamily mortgage stock, and the magnitude of annual mortgage origination
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volume, acritical parameter for benchmarking the performance of Fannie Mae and
Freddie Mac. Mortgage origination volume for 1995 is estimated using both a * hot-
deck” and aregression-based imputation approach. Results from the internal POM S
file at the Census Bureau as well from the public-use version of the file are included
here. Advantages and shortcomings of POMS in relation to a number of other
multifamily data sources are noted, as are possible directions for future research.

1998 HM DA Highlights, by Randall M. Scheessele, October 1999.

This paper describes home purchase and refinance mortgage market trends at the national level
using HMDA data on mortgage denials and originations from 1998 and earlier. An important
contribution of the paper is the recognition of manufactured home and subprime lenders that
report to HMDA and their effect on mortgage market trends. The paper provides a list of 21
lendersthat specializein manufactured home lending and 200 |endersthat specializein subprime
lending. The paper findsthat manufacture homeloan applications and their increasing denial rates
were the primary reason for the increasing conventional denial rat since 1993. The paper also
finds that conventional prime home purchase lending to minority and lower-income borrowers
increased substantially between 1993 and 1994 but growth in lending to these groups since 1994
was attributable to growth in FHA, manufactured home, and subprime lending.

Do FHA Multifamily Mortgage I nsurance Programs Provide Affordable Housing
and Serve Underserved Areas? An Analysis of FHA’s Fiscal Year 1997 Book of
Business and Comparison with the GSEs, by Edward J. Szymanoski and Susan J.
Donahue, October 1999.

This paper analyzes the rent affordability of about 67,500 unassisted multifamily units, which
were insured by FHA during Fiscal Year 1997, and the proportion of these units located in
underserved areas. Inaddition, the paper also compares FHA’s1997 multifamily loans purchased
by Fannie Mae and Freddie Mac (the government-sponsored enterprises, or GSES) in regard to
rent affordability and proportion of units located in underserved areas. The analysis shows that
FHA is providing a substantial amount of modest cost rental housing and serving underserved
areaswith its unassisted multifamily mortgage insurance programs. About 95 percent of the FHA
units in this study (including new construction and existing housing) were affordable at 100
percent of areamedian income, and over 40 percent were affordable at 60 percent of areamedian
income. About 40 percent of the FHA unitsin the study were located in underserved areas. In
drawing comparison between FHA and the GSEs, the paper first notes the differences aswell as
similarities between the multifamily programs of these respective agencies- for example, FHA
offers higher loan-to-value ratios, lower debt service coverage ratios, and longer fixed-rate
mortgage terms than do the GSEs. These underwriting differences notwithstanding, FHA’s
affordability and underserved area percentages for FY 1997 were very similar to those of
comparable Fannie Mae and Freddie Mac mortgage purchases.

HMDA Coverage of the Mortgage Market, by Randall M. Scheessele, July 1998.
This paper examinesthe coverage of HMDA databy taking advantage of loan-level datareported
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to HUD on mortgages insured by FHA and mortgages purchased by the GSEs. The FHA and
GSE databases provide an accurate standard against which HMDA dataon FHA and GSE loans
can bemeasured. Theresults of this paper provide background for using HMDA datato estimate
the market share of loans for FHA and the GSEs by reporting HMDA coverage rates for FHA
originations and GSE acquisitions of mortgages for 1993 through 1996. The paper finds that
HMDA data under-reports GSE acquisitions mainly because afew large lendersfail to correctly
report the sale of a significant number of their loans to the GSEs. Notwithstanding coverage
issues, HMDA data continuesto be the most comprehensive data base for measuring primary and
secondary mortgage market activity.

Characteristics of Mortgages Purchased by Fannie M ae and Freddie Mac: 1996-97
Update, by Paul B. Manchester, August 1998.

This paper (an update of HF-003) examines the mortgages purchased by Fannie Mae and Freddie
Mac, the two major Government-Sponsored Enterprises (GSES) in the conventional secondary
mortgage market. The analysesfocus on detailed borrower, locational, and |oan characteristics of
such mortgages in the 1996-97 period. In general, the report is based on the loan-level datathat
the GSEs submit annually to the Department. The paper finds that the GSEs generally increased
their performance on the goals established by HUD in 1995 and that they surpassed all of their
1996-97 goals, with Fannie Mag' s performance exceeding Freddie Mac' s performance on each of
the goalsin both years.

The GSEs Funding of Affordable Loans: 1996 Update, by Harold L. Bunce and
Randall M. Scheessele, July 1998.

This paper (an update of HF-001) examines the borrower and neighborhood
characteristics of (GSEs) in the conventional secondary mortgage market. The
analysisis based on Home Mortgage Disclosure Act (HMDA) data on home purchase
loans originated in metropolitan areas between 1992 and 1996. The GSEs mortgage
purchases are compared to all mortgages originated in the conventional conforming
loan market, including originations retained in portfolio by banks and thrift
institutions. The paper finds that there continues to be room for further increasesin
purchases of affordable loans by Fannie Mae and, especially, Freddie Mac.

The GSES' Purchases of Single-Family Rental Property Mortgages, by Theresa R.
DiVenti, March 1998.

This paper examines the single-family rental mortgages purchased by Fannie Mae and Freddie
Mac, the two major Government-Sponsored Enterprises (GSES) in the conventional secondary
mortgage market. These properties are the “mom and pop shops’ of the rental market, meaning
they aresmall and largely individually owned and managed. To date there hasbeen littleresearch
on this segment of therental market. Thisanalysislooksat neighborhood, affordability, borrower,
and financia characteristicsof the GSES mortgage purchases. The study findsthat, while single-
family rental properties are a small portion of the GSES' overall business, they are alarge and
important segment of the rental stock for lower income families.



HF-003

HF-002

HF-001

Characteristics of M ortgages Pur chased by Fannie M aeand FreddieM ac, 1993-95,
by Paul B. Manchester, Sue George Neal, and Harold L. Bunce, March 1998.

This paper examines the mortgages purchased by Fannie Mae and Freddie Mac, the two major
Government-Sponsored Enterprises (GSES) in the conventiona secondary mortgage market. The
analysesfocuson detailed borrower, locational, and |oan characteristics of such mortgagesinthe
“1993-95 transition period,” established by Congressin the Federal Housing Enterprises Financial
Safety and Soundness Act of 1992. In general, the report is based on the loan-level datathat the
GSEs submit annually to the Department. The paper finds that although there were significant
increases between 1993 and 1995 in the GSES funding of loans for groups traditionally
underserved by the mortgage market, their support is generally less than that provided by
portfolio lenders.

TheMultifamily Secondary MortgageMarket: TheRoleof Gover nment-Sponsor ed
Enter prises, by William Segal and Edward J. Szymanoski, March 1997.

This paper examines the performance of Fannie Mae and Freddie Mac in enhancing the liquidity
and efficiency of the affordable segment of the multifamily mortgage market. The paper focuses
specifically on the period since 1993, when HUD established affordable housing goals for these
two Government-Sponsored Enterprises (GSES). A private secondary mortgage market has
developed to address the finance needs of higher end properties; yet a comparable market for
mortgages on properties affordableto lower-income familieslagsin devel opment. Placed withina
wider market context, it isfound that the GSEs have been cautiousin their affordable multifamily
transactions. It is concluded that the GSEs have the potentia to do moreto enhancethe affordable
segment of the multifamily mortgage market.

The GSES Funding of Affordable Loans, by Harold L. Bunce and Randall M.
Scheessele, December 1996.

This paper examines the borrower and neighborhood characteristics of mortgages purchased by
Fannie Mae and Freddie Mac, the two major Government-Sponsored Enterprises (GSEs) in the
conventional secondary mortgage market. The GSES mortgage purchases are compared to al
mortgages originated in the conventional conforming loan market, including originationsretained
in portfolio by banks and thrift institutions. The analysisis based on Home Mortgage Disclosure
Act (HMDA) data on home purchase loans originated in metropolitan areas between 1992 and
1995. The paper finds that thereisroom for further increasesin purchases of affordable loans by
Fannie Mae and, especially, Freddie Mac.



Tablel

GSEs Mortgage Purchases by Property Type

For 2000
2000 Purchases
Fannie Mae Freddie Mac
uPB* Percent of Percent of ups’ Percent of Percent of

Property Type ($Millions) Total Dallars Units Total Units ($Millions) Tota Dallars Units Total Units
One-Family Owner Properties $207,031 88.1% 1,730,020 75.4% $159,705 91.1% 1,374,894 82.0%
Other Single-Family Properties:
2-4 Unit Owner-Occ. Properties 5,560 2.4% 84,628 3.7% 3,120 1.8% 51,632 3.1%

_ _ 47,359 2.1% 28,650 1.7%
Renter-Occupied Units 37,269 1.6% 22,982 1.4%
Owner-Occupied Units
1-4 Unit Inv&pctor Properties 12,405 5.3% 188,858 8.2% 5,778 3.3% 87,188 5.2%
Tota Single-Family Properties 224,996 95.7% 2,003,506 87.4% 168,603 96.1% 1,513,714 90.2%
Multifamily Properties 10,078 4.3% 289,891 12.6% 6,781 3.9% 163,580 9.8%
Total Business $235,074 100.0% 2,293,397 100.0% $175,384 100.0% 1,677,294 100.0%

Source: GSEs Annual Housing Activities Reports. Corresponding data for 1998 and 1999 are presented in Tables C.1 and C.2.

! Unpaid principa balance of mortgages purchased.



Table2

Overview of the GSES Housing Goals and Perfor mance, 1993-2000"

Ratio 1996 1997-2000
Godl? 1993 1994 1995 1996 1997 1998 1999 2000 2000 to 1993 Goals Goals
Low- and Moderate-lncome:
34.2% 44.8% 42.3% 45.6% 45.7% 44.1% 45.9% 49.4% 1.45 40% 42%
29.7% 37.4% 38.9% 41.1% 42.6% 42.9% 46.1% 49.9% 1.68
0.87 0.83 0.92 0.90 0.93 0.97 1.00+ 1.01 1.16
Fannie Mae
ErenfgfiapMeally-Targeted:
Ratio 23.6% 29.5% 31.9% 28.1% 28.8% 27.0% 26.8% 31.0% 131 21% 24%
21.8% 25.2% 26.4% 25.0% 26.3% 26.1% 27.5% 29.2% 1.34
0.92 0.85 0.83 0.89 0.91 0.97 1.03 0.94 1.02
Fannie Mae
BpeditieMénrdable:
Ratio 9.7% 15.2% 14.1% 15.4% 17.0% 14.3% 17.6% 19.2% 1.98 12% 14%
7.0% 11.3% 12.8% 14.0% 15.2% 15.9% 17.2% 20.7% 2.96
0.72 0.74 0.91 0.91 0.89 111 0.98 1.08 1.49
Fannie Mae
By Ate6rdable Multifamily®:
Ratio $1.64 $1.74 $1.34 $2.37 $3.19 $3.53 $4.06 $3.79 2.31 $1.29 $1.29
$0.14 $0.46 $0.69 $1.06 $1.21 $2.69 $2.26 $2.40 17.14 $0.99 $0.99
) 4 0.11 0.34 0.67 0.58 0.49 0.99 0.73 0.83 7.42 0.77 0.77
Fannie Mae

Breddee M&tD anlaysis of data submitted by the GSEs. Some results differ from performance reported by the GSEs in their Annual Housing Activities Reports (AHARS).
Ratio
! Percentages of dwelling unitsin properties whose mortgages were purchased by the GSEs that qualified for each goal in 1993-2000, based on HUD's December 1995

rule, and goals for 1996-2000.

® Abbreviated definitions of goals:
Households with income less than or equal to area median income (AMI).
Dwelling units in metropolitan census tracts with (1) tract median family income less than or equal to 90 percent of
and tract median family income less than or equal to 120 percent of AMI; dwelling units
in nonmetropolitan counties with (1) median family income less than or equal to 95 percent of the greater of state or national
and county median family income less than or equal to

Low- and Moderate-Income;
Geographically Targeted:

AMI or (2) minority concentration of at least 30 percent

ahl%(@ (3§ ﬂMﬂ] é&kﬁ}%ﬂ)@g{"%& %9 %g,“ of AMI or (2) lessthan or equal to 80 percent of AMI and located in low-income areas.
Gt gl B

dable goals, AMI is median income for the MSA for borrowersin metropolitan areas, and the greater of county

or state nonmetro median income for borrowers outside metropolitan areas.

® Goals, performance, and market estimates in billions of dollars; goals for 1996-2000 are 0.8 percent of each GSE's total mortgage purchasesin 1994.

* Ratio of Freddie Mac's performance, relative to its 1996-2000 goal, to Fannie Mag's performance, relative to its 1996-2000 goal.



Table3

Characteristics of Borrowersand Geographic Areas

Borrower and Tract | ncome Ranges: Family (or tract median) income
No greater than:
Very low-income 60 percent of Area Median Income (AMI 1)
Low-income 80 percent of AMI
Low- or moderate-income 100 percent of AMI
High-income In excess of 120 percent of AMI

Census tract or county where minorities account for --
No more than 10 percent of the population
At least 30 percent of the population

Geographic Area Minority Population:
Low-minority tract or county
High-minority tract or county

Underserved Areas:

In metropolitan areas Census tract with median income at or below 90

percent of AMI? or high-minority tract with
median income at or below 120 percent of AMI

Counties® with median income at or below 95 percent
of AMI? or high-minority county with median income
at or below 120 percent of AMI

Outside metropolitan areas

'For purposes of the borrower and census tract income range definitions, area median income (AMI)

means the median income of the metropolitan area, or, for properties located outside of
metropolitan areas, the greater of the median income of the county or the nonmetropolitan portion

of the State.

’For purposes of the underserved areas definitions, area median income (AMI) means the median
income of the metropolitan area, or, for properties located outside of metropolitan areas, the
greater of the median income of the nonmetropolitan portion of the State or the nonmetropolitan

portion of the Nation.

®For counties partially contained in a metropolitan areain New England, nonmetropolitan portions
of counties.



Table4

L oan Characteristics of GSE Purchases of
M ortgages on One-Family Owner-Occupied Properties, 1998-2000

Fannie Mae Freddie Mac
Loan Characteristics 1998 1999 2000 1998 1999 2000
Number of Loans 3,076,639 2,566,540 1,730,020 2,350,147 1,969,683 1,374,895
H h 1,304,800 1,181,159 1,204,792 849,320 848,612 923,095
ome Purchase 1,771,839 1,385,381 525,228 1,500,827 1,121,071 451,800
Refinance/Other
Percent Home Purchase 42.4% 46.0% 69.6% 36.1% 43.1% 67.1%
Percent Refinance/Other 57.6% 54.0% 30.4% 63.9% 56.9% 32.9%
Y ear of Origination
83.2% 70.2% 72.8% 87.9% 72.4% 65.8%
Current Y ear 16.8% 29.8% 27.2% 12.1% 27.6% 34.2%
Prior year
Type of Seller Institution
68.2% 70.0% 60.2% 59.3% 66.1% 53.2%
Thrift 12.1% 9.5% 11.7% 23.1% 22.8% 34.7%
Bank 4.9% 5.4% 7.6% 3.0% 3.7% 6.6%
Other
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source: HUD analysis of GSE loan-level data. Other mortgages include second mortgages and mortgages for which loan

purpose is not available.



Table5

Shares of GSES' Purchases of M ortgages on Owner-Occupied One-Family
Properties Qualifying for Housing Goals
(Figuresin bold indicate GSE with higher performance)

Home Purchase Refinance* Total

Ratio, Freddie Mac
Year Fannie Mae Freddie Mac Fannie Mae Freddie Mac Fannie Mae Freddie Mac /Fannie Mae

Low and Moderate-Income

1993 31.8 % 30.6 % 26.3 % 25.9 % 281 % 2711 % 0.96
1994 37.0 325 321 318 345 321 0.93
Purchases: 1995 354 30.8 32.7 32.6 345 315 0.91
1996 35.6 33.2 35.1 34.7 354 33.9 0.96
1997 36.9 338 35.3 36.3 36.2 349 0.96
1998 39.7 36.6 33.9 351 36.3 35.6 0.98
1999 39.3 38.3 36.8 38.7 37.9 385 1.02
2000 38.7 40.7 411 432 394 41.6 1.06

Special Affordable Purchases:

1993 7.7 % 6.9 % 52 % 5.0 % 6.0 % 55 % 0.92
1994 10.1 7.7 7.7 7.6 8.9 7.7 0.87
1995 9.9 7.7 8.1 8.6 9.3 8.0 0.86
1996 9.5 8.4 9.2 9.4 9.4 8.8 0.94
1997 9.4 8.8 9.7 105 9.5 9.5 1.00
1998 115 114 9.0 10.2 10.0 10.6 1.06
1999 121 12.0 109 12.6 11.5 124 1.08
2000 11.7 13.8 13.6 16.7 12.3 14.8 1.20
Underserved Areas:
1993 213 % 19.4 % 19.9 % 20.1 % 20.4 % 19.9 % 0.98
1994 24.6 20.6 24.1 23.3 24.4 22.1 0.91
1995 25.2 21.4 26.2 25.3 25.6 22.8 0.89
1996 231 21.0 25.3 24.3 24.0 22.4 0.93
1997 24.2 20.7 25.4 255 24.7 22.8 0.92
1998 25.2 22.3 21.3 235 22.9 231 1.01
1999 21.8 22.6 24.4 26.6 232 24.9 1.07
2000 24.1 231 30.8 318 26.2 26.0 0.99

! Refinance, second, and other mortgages.



Table6

Locational Characteristics of GSE Purchases of
M ortgages on One-Family Owner-Occupied Properties, 1998-2000

Fannie Mae Freddie Mac
Geographic Location 1998 1999 2000 1998 1999 2000
Number of Mortgages 3,076,639 2,566,540 1,730,020 2,350,147 1,969,683 1,374,895
Location
86.2% 87.2% 87.2% 83.1% 83.5% 85.0%
Metropolitan Areas 13.7% 12.8% 12.7% 16.9% 15.7% 14.6%
Non-Metropolitan Areas
Census Division
5.0% 5.3% 5.2% 5.7% 4.8% 4.2%
New England 8.5% 9.5% 10.3% 7.7% 8.8% 9.7%
Middle Atlantic 21.3% 20.8% 18.2% 22.3% 18.6% 19.0%
East North Central 7.5% 6.7% 6.0% 7.8% 7.7% 8.5%
West North Central 18.2% 18.0% 19.7% 19.7% 21.1% 24.4%
South Atlantic 4.3% 4.2% 4.3% 5.4% 4.8% 4.4%
East South Central 7.4% 8.2% 8.1% 6.1% 6.9% 8.0%
West South Central 9.7% 9.2% 8.8% 9.8% 9.3% 8.8%
Mountain 17.7% 17.7% 18.6% 14.9% 17.6% 12.7%
Pacific 0.2% 0.4% 0.6% 0.5% 0.4% 0.3%
Puerto Rico 0.1% 0.1% 0.1% 0.0% 0.0% 0.0%
Other/Unknown
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Total

Source: HUD analysis of GSE loan-level data.



Table7

Borrower and L oan Characteristics of M ortgages Purchased
by the GSEs on One-Family Owner-Occupied Properties, 2000

Home Purchase Refinance/Other Total
Loan and Borrower
Characteristics FannieMae Freddie Mac FannieMae Freddie Mac FannieMae Freddie Mac
Number of Loans 1,204,792 923,095 525,228 451,800 1,730,020 1,374,895
Loan-to-Vaue Ratio
Over 95% 4.4%* 6.1% 1.1% 0.5% 3.4% 4.2%
91-95% 18.8% 20.2% 1.7% 2.3% 13.5% 14.3%
81-90% 16.1% 15.2% 12.2% 13.6% 14.9% 14.7%
80% or Less 60.7% 58.5% 84.9% 83.6% 68.2% 66.8%
Income of Borrower(s)
60% of AreaMedian or Below 11.6% 12.2% 14.0% 15.2% 12.3% 13.1%
61-100% of Median 28.2% 28.8% 30.2% 30.3% 28.8% 29.3%
Below Area Median 39.8% 41.0% 44.2% 45.5% 41.1% 42.5%
Over 100% of Median 60.2% 59.0% 55.8% 54.5% 58.9% 57.5%
First-time Home Buyer? 26.9% 27.6% 14.8% 14.8%
Race/National Origin of Borrower
White 81.5% 84.3% 84.7% 85.5% 82.5% 84.7%
African American 4.0% 3.9% 4.4% 4.8% 4.1% 4.2%
Hispanic 7.2% 5.9% 6.6% 5.7% 7.0% 5.9%
Asian or Pacific Islander 5.0% 4.1% 2.6% 2.3% 4.3% 3.6%
American Indian or Alaskan Native 0.4% 0.4% 0.4% 0.5% 0.4% 0.4%
Other 1.9% 1.4% 1.3% 1.2% 1.7% 1.3%
Age of Borrower
Under 30 15.4% 14.0% 5.8% 4.7% 12.5% 10.9%
30-39 29.7% 25.9% 22.4% 17.7% 27.5% 23.2%
40 and Over 41.2% 34.7% 55.3% 40.5% 45.5% 36.6%
Unknown 13.7% 25.4% 16.4% 37.1% 14.6% 29.2%
Gender of Borrower(s)
All Made 20.6% 20.0% 19.1% 15.5% 20.2% 18.5%
All Female 17.8% 17.8% 17.1% 14.1% 17.6% 16.6%
Male and Female 48.6% 50.5% 51.2% 48.9% 49.4% 50.0%
Unknown 12.9% 11.8% 12.6% 21.4% 12.8% 15.0%

Source: HUD analysis of GSES loan-level data. Corresponding data for 1998-99 are presented in Tables C.3 and C.4.

! Interpreted as follows: 4.4 percent of home purchase loans purchased by Fannie Mae in 2000 had loan-to-val ue ratios over 95

percent.

% From Table 9 of Fannie Mae's and Freddie Mac's Annual Housi ng Activities Reports.



Table 8

L oan-to-Value Characteristics of GSES Home Purchase M ortgages

M eeting Housing Goals, 2000

Loan-to-Value Ratio

All Home Purchase Mortgages

90%< LTV 80% < LTV

GSE, Goa LTV > 95% < 95% < 90% LTV <80% Missing Tota
Fannie Mae

7.4% 20.4% 15.7% 56.3% 0.2% 100.0%
Low- and Moderate Income 7.2% 22.2% 17.4% 53.1% 0.1% 100.0%
Underserved Areas 8.4% 18.0% 13.2% 55.2% 5.1% 100.0%
Special Affordable 4.3% 18.3% 15.7% 59.0% 2.7% 100.0%
All Home Purchase Mortgages
Freddie Mac

10.1% 20.1% 14.1% 52.4% 3.4% 100.0%

Low- and Moderate Income 9.4% 24.6% 15.7% 47.4% 2.9% 100.0%
Underserved Areas 12.6% 17.5% 12.3% 52.4% 5.2% 100.0%
Special Affordable 5.9% 19.7% 14.8% 56.9% 2.6% 100.0%
All Home Purchase Mortgages
GSEs Combined

8.6% 20.2% 15.0% 54.5% 1.6% 100.0%
Low- and Moderate Income 8.1% 23.2% 16.6% 50.7% 1.3% 100.0%
Underserved Areas 10.4% 17.8% 12.8% 53.9% 5.1% 100.0%
Special Affordable 5.0% 18.9% 15.3% 58.1% 2.7% 100.0%




Census Tract Characteristics of Mortgages on One-Family Owner-Occupied Properties

Table9

Purchased by the GSEs, 2000

Home Purchase Mortgages Refinance Mortgages Tota
Census Tract Characteristics Fannie Mae Freddie Mac FannieMae Freddie Mac Fannie Mae Freddie Mac
Median Income of Tract
1

80% of AreaMedian or Below 9.3% 9.0% 11.7% 12.4% 10.0% 10.1%
81-120% of Medi 52.8% 53.3% 58.2% 58.6% 54.5% 55.0%
o - 128(; o ;r_‘ 37.9% 37.7% 30.1% 29.0% 35.5% 34.9%
T(‘)’gj o of Median 100.0% 100.0% 100.0%  100.0% 100.0% 100.0%
Minority Composition of Tract

Less Than 10% Minority 54.6% 58.0% 56.6% 57.6% 55.2% 57.9%
10-30% Minorit 30.6% 29.6% 26.4% 25.7% 29.3% 28.3%
5 - 380/ 'M”‘_’“ y 14.8% 12.4% 16.9% 16.6% 15.5% 13.8%
T(‘)’gj o Minority 100.0% 100.0% 100.0%  100.0% 100.0% 100.0%
Percent in Low-income and

High-minority Tracts 4.7% 4.1% 6.1% 6.3% 5.1% 4.8%
Underserved Areas 25.1% 24.1% 31.0% 32.1% 26.9% 26.7%

Source: HUD analysis of GSEs loan-level data. Corresponding data for 1998-99 are presented in Tables C.5 and C.6.

! Interpreted as follows: 9.3 percent of home purchase |oans purchased by Fannie Mae in 2000 were for propertiesin census tracts with median

income no greater than 80 percent of area median income.



Trendsin the Characteristics of Home Purchase L oans
Acquired by the GSEs, 1993-2000"

Table 10

Characteristic 1993 1994 1995 1996 1997 1998 1999 2000
Very-Low-Income Borrowers
6.8 % > 8.8 % 9.3 % 8.9 % 10.1 % 13.8 % 11.4 % 11.6 %
Fannie Mae 6.2 6.7 6.8 7.3 75 12.9 10.9 12.2
Freddie Mac 0.01 0.76 0.73 0.82 0.74 0.93 0.96 1.05
Freddie Mac/Fannie Mae
African-American Borrowers
A 27 40 4.4 36 41 36 35 40
Fannie Mae 2.0 2.8 32 2.9 2.7 35 32 39
Freddie Mac 0.74 0.70 0.73 0.79 0.65 0.97 0.91 0.98
Freddie Mac/Fannie Mae
Hispanic Borrowers
38 57 6.2 56 50 50 56 72
Fannie Mae 31 40 41 39 39 38 49 59
Freddie Mac 0.82 0.70 0.66 0.69 0.77 0.75 0.88 0.82
Freddie Mac/Fannie Mae
First-Time Homebuyers®
24.0 311 31.9 33.1 30.1 25.1 26.2 26.9
Fannie Mae 27.3 295 28.7 285 27.0 19.8 24.9 27.6
Freddie Mac 1.14 0.95 0.90 0.86 0.90 0.79 0.95 1.03
Freddie Mac/Fannie Mae
Low-Income Tracts
6.8 8.7 86 86 9.3 10.3 8.2 9.3
Fannie Mae 6.5 6.6 6.9 75 76 95 8.7 9.0
Freddie Mac 0.96 0.76 0.80 0.88 0.82 0.92 1.06 0.97
Freddie Mac/Fannie Mae
High-Minority Tracts
13.1 15.7 16.2 14.0 14.9 14.7 13.0 14.8
Fannie Mae 111 11.6 10.9 10.8 10.7 12.3 12.2 124
Freddie Mac 0.85 0.74 0.67 0.77 0.72 0.84 0.94 0.84
Freddie Mac/Fannie Mag
Underserved Areas
21.3 247 25.2 237 25.2 28.0 23.1 25.1
Fannie Mae 19.4 20.6 214 21.3 21.2 26.7 238 241
Freddie Mac 091 0.83 0.85 0.90 0.84 0.95 1.03 0.96
Freddie Mac/Fannie Mae

Source: HUD analysis of GSEs' loan-level data on home purchase mortgages on owner-occupied one-unit properties. From National File B, HUD's GSE Public

Use Data Base.

' As apercentage of loans for which information was reported by the GSEs.

2 l.e., 6.8% of the home purchase mortgages on owner-occupied one-unit properties purchased by Fannie Mae in 1993 were for very-low-income borrowers
(those with income less than or equal to 60 percent of area median income).

3 Asreported by the GSEsin their Annual Housing Activities Reports, as a percentage of all home purchase |oans, including those where first-time homebuyer

status is unknown.



Table 11

M or tgage Rates, Home Pur chase and Refinance L oan Volume, and Special Affordable

Share L oans Purchased by Fannie Mae and Freddie M ac, 1993-2000

Number of Loans' Special Affordable Share of Loans

Average

Mortgage Home Purchase Refirance 2 Total Home Purchase ek 2 Total
Y ear Rate FannieMae FreddieMac FannieMae FreddieMac FamnieMae FreddieMac FannieMae FreddieMac FannieMae FreddieMac FannieMae Freddie Mac
1993 7.13% 1,010,000 600,000 1,810,000 1,630,000 2,820,000 2,230,000 7.7% 6.9% 5.2% 5.0% 6.0% 5.5%
1994 7.49% 780,000 520,000 760,000 670,000 1,540,000 1,190,000 10.7% 7.7% 7.7% 7.6% 8.9% 7.7%
1995 7.85% 820,000 570,000 390,000 310,000 1,210,000 880,000 9.9% 7.7% 8.1% 8.6% 9.3% 8.0%
1996 7.74% 910,000 670,000 660,000 510,000 1,570,000 1,180,000 9.5% 8.4% 9.2% 9.4% 9.4% 8.8%
1997 7.68% 950,000 600,000 560,000 440,000 1,510,000 1,040,000 9.4% 8.8% 9.7% 10.5% 9.5% 9.5%
1998 7.10% 1,300,000 850,000 1,780,000 1,500,000 3,080,000 2,350,000 11.5% 11.4% 9.0% 10.2% 10.0% 10.6%
1999 7.25% 1,180,000 850,000 1,390,000 1,120,000 2,570,000 1,970,000 12.1% 12.0% 10.9% 12.6% 11.5% 12.4%
2000 7.96% 1,200,000 920,000 530,000 450,000 1,730,000 1,370,000 11.7% 13.8% 13.6% 16.7% 12.3% 14.8%

! For loans on one-unit owner-occupied properties.

2 Refinance and other mortgages (second mortgages, |oans without purpose listed.)

Source: Average mortgage rate from the Federal Housing Finance Board; loan volume and specia affordable shares calculated from data provided to HUD by the GSEs.



Home Purchase L oans for Owner-Occupied One-Unit Properties,
By Race and Income, 2000

Table 12

Borrower Income Relative to Area M edian Income (AM1)

Race/Ethnicity < =60% of AMI 61-100% of AMI > 100% of AMI Total*
African-American
Freddie Mac 6,225 9,351 11,080 26,656
Fannie Mae 7,069 10,466 13,394 30,929
GSE Tota 13,294 19,817 24,474 57,585
Freddie Mac's Share 46.8% 47.2% 45.3% 46.3%
Fannie Ma€'s Share 53.2% 52.8% 54.7% 53.7%
Hispanic
Freddie Mac 9,095 13,907 16,242 39,244
Fannie Mae 8,705 17,346 26,402 52,453
GSE Total 17,800 31,253 42,644 91,697
Freddie Mac's Share 51.1% 44.5% 38.1% 42.8%
Fannie Ma€e's Share 48.9% 55.5% 61.9% 57.2%
American Indian/Alaskan Native
Freddie Mac 365 642 1,104 2,111
Fannie Mae 420 749 1,194 2,363
GSE Total 785 1,391 2,298 4,474
Freddie Mac's Share 46.5% 46.2% 48.0% 47.2%
Fannie Ma€e's Share 53.5% 53.8% 52.0% 52.8%
Asian American
Freddie Mac 3,474 9,419 15,724 28,617
Fannie Mae 4,344 12,906 22,734 39,984
GSE Total 7,818 22,325 38,458 68,601
Freddie Mac's Share 44.4% 42.2% 40.9% 41.7%
Fannie Ma€e's Share 55.6% 57.8% 59.1% 58.3%
White
Freddie Mac 70,183 175,710 368,881 614,774
Fannie Mae 83,788 199,240 421,097 704,125
GSE Total 153,971 374,950 789,978 1,318,899
Freddie Mac's Share 45.6% 46.9% 46.7% 46.6%
Fannie Ma€e's Share 54.4% 53.1% 53.3% 53.4%
Total’®
Freddie Mac 91,374 215,596 431,813 738,783
Fannie Mae 106,800 249,346 508,163 864,309
GSE Tota 198,174 464,942 939,976 1,603,092
Freddie Mac's Share 46.1% 46.4% 45.9% 46.1%
Fannie Ma€'s Share 53.9% 53.6% 54.1% 53.9%

Source: HUD's analysis of data from the GSEs' Public Use Data Base, Nationa File B.

! Excludes units where borrower's income ratio cannot be determined due to missing annual income and/ or

missing area median income.

2 Includes other races, borrower and coborrower of different races; excludes not applicable.



Table13

Current Year Refinance L oans Pur chased

by the GSEs, by Borrower Income,

Owner-Occupied 1-Unit Properties, 1998-2000

Year of Origination/Purchase

Borrower Income Ratio *

<= 60% of AMI
Number of Loans
Percent of 1998-2000 Total

60% to <= 100% of AMI
Number of Loans
Percent of 1998-2000 Total

> 100% of AMI
Number of Loans
Percent of 1998-2000 Total

Total 2
Number of Loans
Percent of 1998-2000 Total

Effective Mortgage Rate

1998

244,160
46.8%

764,072
54.0%

1,900,288
59.9%

2,908,520
56.9%

7.10%

1999

188,200
36.1%

469,863
33.2%

963,528
30.4%

1,621,591
31.7%

7.25%

Total or
2000 Average, 1998-2000

89,674 522,034
17.2% 100.0%
181,133 1,415,068
12.8% 100.0%
306,668 3,170,484
9.7% 100.0%
577,475 5,107,586
11.3% 100.0%
7.96% 7.44%

Source: HUD analysis of GSEs loan-level datafrom National File B of the Public Use Data Base; Federal Housing Finance

Board's Mortgage Interest Rate Survey.

! Borrower income relative to area median income (AM1)

% Excludes "not applicable" cases.

® The average yearly effective mortgage rate is the contract interest rate plus all fees, points, and charges amortized

over a 10-year period, for new and existing homes.



TableA.1

GSEs Activity and Goals for the 1993-95 Transition Period *

Activity Goals
God ? 1993 1994 1995 1993 1994 1995
L ow- and Moder ate-lncome:
34.4% 45.0% 43.2% 30% 30% 30%
29.2% 37.5% 39.0% 28% 30% 30%
Fannie Mae
Ereakiial T ides:.
26.3% 31.5% 30.4% 28% 30% 30%
24.3% 25.3% 23.4% 26% 30% 30%
Fannie Mae
Freddie Mac | | | |
Special Affordable ($ billions): | |
$21.4 $8.4 $16.4 $4.6
$12.7 $5.5 $11.9 $3.4
Fannie Mae
Freddie Mac

! For low- and moderate-income and central cities, activity and goals are measured as percentages of dwelling unitsin properties
whose mortgages were purchased by the GSEs in each year. For special affordable, activity and goals are measured in billions of dollars
in 1993-94 (two-year goal) and 1995.

2 . .
Abbreviated definitions of goals -

Households with income less than or equal to area median income.
Low- and Moderat® hitsmearoperties located in central cities, as defined by the Office of Management and Budget.

Central Cities: Single-family units affordable to very low-income families and low-income familiesin low-income aress;
Special Affordable:

Source: Asreported by Fannie Mae and Freddie Mac in their Annual Housing Activities Reports, adjusted by HUD for missing data,

multifarﬁﬁym@%épd'éﬁlié@i Wﬁ%ﬁ@%l%ﬁﬁ%ﬁ%mm@’ and Feasibility,” HUD Report, July 1996, Chapter I11.



TableB.1

GSEs Mortgages with Missing I nformation, 1993-2000

Percent of Owner-Occupied Units
Financed with Missing Borrower Income

Fannie Mae
Peedelnt 61 &ingle-Family Rental Units
Financed with Missing Tenant Rent

Fannie Mae
Peedeint 61 &d ultifamily Rental Units
Financed with Missing Tenant Rent

Fannie Mae
Perdeint M &onventional Home Purchase

Mortgages with Missing Homebuyer Status'

Fannie Mae

Y ear of Acquisition

1993 1994 1995 1996 1997 1998 1999 2000
11.7% 5.5% 9.5% 6.6% 6.8% 5.2% 3.7% 9.1%
10.4% 2.8% 7.2% 3.2% 1.4% 1.7% 5.5% 6.9%
31.2% 31.5% 46.4% 18.9% 27.9% 22.5% 21.4% 33.7%
15.0% 5.0% 25.1% 4.7% 1.8% 1.9% 2.2% 6.3%

1.8% 5.4% 31.6% 6.8% 10.9% 4.2% 2.0% 2.1%
0.0% 0.0% 2.3% 0.0% 0.0% 0.0% 0.0% 0.0%
19.2% 5.7% 9.0% 4.7% 12.7% 16.4% 3.9% 8.7%
13.2% 1.2% 4.9% 3.8% 4.9% 21.7% 11.9% 10.1%

FP?HM&W& status should be reported as "first-time homebuyer” or "repeat homebuyer".
Source: GSES Annua Housing Activities Reports, Tables 2, 3, 4, and 9.




TableC.1

GSEs Mortgage Purchases by Property Type

For 1998
1998 Pur chases
Fannie Mae Freddie Mac
upB* Percent of Percent of ups’ Percent of Percent of
Property Type ($Millions) Total Dallars Units Total Units ($Millions) Tota Dallars Units Total Units
One-Family Owner Properties $340,136 92.5% 3,076,639 83.0% $258,063 94.4% 2,350,147 86.1%
Other Single-Family Properties:

) ) 62,633 1.7% 36,270 1.3%
Renter-Occupied Units 49,761 1.3% 39,023 1.4%
AR B RLS 8,245 2.2% 124,461 3.4% 4,542 1.7% 71,806 2.6%

Tota Single-Family Properties 355,086 96.6% 3,313,494 89.4% 266,652 97.6% 2,497,246 91.5%
Multifamily Properties 12,503 3.4% 394,345 10.6% 6,578 2.4% 231,319 8.5%
Tota Business $367,589 100.0% 3,707,839 100.0% $273,230 100.0% 2,728,565 100.0%

Source: GSEs Annual Housing Activities Reports. Corresponding data for 2000 is presented in Table 1.

! Unpaid principa balance of mortgages purchased.



TableC.2

GSEs Mortgage Purchases by Property Type

For 1999
1999 Pur chases
Fannie Mae Freddie Mac
upB* Percent of Percent of ups’ Percent of Percent of
Property Type ($Millions) Total Dallars Units Total Units ($Millions) Tota Dallars Units Total Units
One-Family Owner Properties $297,277 92.0% 2,566,540 82.5% $222,361 92.4% 1,969,683 84.6%
Other Single-Family Properties:

) ) 58,843 1.9% 37,094 1.6%
Renter-Occupied Units 46,920 1.5% 30,675 1.3%
AR B RLS 9,641 3.0% 143,396 4.6% 6,627 2.8% 99,856 4.3%

Tota Single-Family Properties 313,644 97.1% 2,815,699 90.5% 233,044 96.8% 2,137,308 91.8%
Multifamily Properties 9,393 2.9% 294,186 9.5% 7,621 3.2% 191,492 8.2%
Tota Business $323,037 100.0% 3,109,885 100.0% $240,665 100.0% 2,328,800 100.0%

Source: GSES Annual Housing Activities Reports.

! Unpaid principa balance of mortgages purchased.

2 Unit counts include the owner-occupied unit.

Corresponding data for 2000 is presented in Table 1.



TableC.3

Borrower and L oan Characteristics of M ortgages Purchased
by the GSEs on One-Family Owner-Occupied Properties, 1998

Home Purchase Refinance/Other Tota
Loan and Borrower
Characteristics FannieMae Freddie Mac Fannie Mae Freddie Mac FannieMae Freddie Mac
Number of Loans 1,304,800 849,320 1,771,839 1,500,827 3,076,639 2,350,147
Loan-to-Vaue Ratio
Over 95% 4.2%* 2.6% 0.1% 0.1% 1.8% 1.0%
91-95% 22.9% 24.4% 1.1% 0.9% 10.3% 9.4%
81-90% 18.9% 18.4% 11.0% 11.1% 14.3% 13.7%
80% or Less 53.9% 54.5% 87.8% 88.0% 73.6% 75.9%
Income of Borrower(s)
60% of Area Median or Below 12.2% 10.0% 8.0% 8.9% 9.7% 9.3%
61-100% of Median 28.9% 26.7% 26.1% 26.3% 27.2% 26.4%
Below AreaMedian 41.1% 36.7% 34.2% 35.1% 37.0% 35.7%
Over 100% of Median 58.9% 63.3% 65.8% 64.9% 63.0% 64.3%
First-time Home Buyer® 34.5% 25.3% 9.6% 7.3%
Race/National Origin of Borrower
White 84.9% 87.9% 89.0% 89.9% 87.3% 89.2%
African American 4.0% 3.2% 2.4% 2.5% 3.0% 2.8%
Hispanic 5.5% 4.2% 3.6% 3.6% 4.4% 3.8%
Asian or Pacific Islander 4.0% 3.2% 3.5% 2.8% 3.7% 2.9%
American Indian or Alaskan Native 0.4% 0.4% 0.4% 0.3% 0.4% 0.3%
Other 1.2% 1.0% 1.1% 0.9% 1.2% 1.0%
Age of Borrower
Under 30 14.7% 14.3% 5.5% 5.1% 9.4% 8.4%
30-39 28.0% 29.3% 28.6% 26.0% 28.3% 27.2%
40 and Over 36.7% 37.9% 55.0% 50.9% 47.2% 46.2%
Unknown 20.6% 18.5% 10.9% 18.0% 15.1% 18.2%
Gender of Borrower(s)
All Mae 16.4% 18.0% 13.8% 13.2% 14.9% 14.9%
All Female 14.6% 15.9% 13.3% 13.1% 13.9% 14.1%
Male and Female 49.9% 57.5% 67.9% 66.8% 60.3% 63.4%
Unknown 19.1% 8.6% 5.0% 6.9% 11.0% 7.5%

Source: HUD analysis of GSES loan-level data. Corresponding data for 2000 is presented in Table 7.

! Interpreted as follows: 4.2 percent of home purchase loans purchased by Fannie Mae in 1998 had loan-to-val ue ratios over 95
percent.

% From Table 9 of Fannie Mae's and Freddie Mac's Annual Housing Activities Reports,



TableC.4

Borrower and Characteristics of M ortgages Pur chased
by the GSEs on One-Family Owner-Occupied Properties, 1999

Home Purchase Refinance/Other Total
Loan and Borrower
Characteristics FannieMae Freddie Mac FannieMae Freddie Mac FannieMae Freddie Mac
Number of Loans 1,181,159 848,612 1,385,381 1,121,071 2,566,540 1,969,683
Loan-to-Vaue Ratio
Over 95% 43%* 5.2% 1.3% 0.0% 2.7% 2.2%
91-95% 22.6% 22.0% 1.5% 1.1% 11.0% 10.1%
81-90% 16.9% 16.3% 11.4% 11.2% 13.9% 13.4%
80% or Less 56.2% 56.5% 85.8% 87.6% 72.5% 74.3%
Income of Borrower(s)
60% of AreaMedian or Below 11.4% 10.9% 10.1% 11.3% 10.7% 11.1%
61-100% of Median 28.5% 28.7% 27.4% 28.7% 27.9% 28.7%
Below Area Median 39.9% 39.5% 37.5% 39.9% 38.6% 39.8%
Over 100% of Median 60.1% 60.5% 62.5% 60.1% 61.4% 60.2%
First-time Home Buyer® 26.2% 24.9% 10.1% 8.5%
Race/National Origin of Borrower
White 83.8% 86.7% 86.2% 87.0% 85.1% 86.9%
African American 3.5% 3.2% 3.1% 3.3% 3.3% 3.2%
Hispanic 5.6% 4.9% 4.6% 4.9% 5.1% 4.9%
Asian or Pacific Islander 4.5% 3.8% 3.4% 3.3% 3.9% 3.5%
American Indian or Alaskan Native 0.4% 0.4% 0.4% 0.4% 0.4% 0.4%
Other 2.2% 1.1% 2.2% 1.2% 2.2% 1.1%
Age of Borrower
Under 30 16.3% 14.2% 5.4% 4.6% 10.4% 8.7%
30-39 31.7% 28.0% 26.7% 23.1% 29.0% 25.2%
40 and Over 41.9% 38.5% 57.8% 52.3% 50.5% 46.3%
Unknown 10.1% 19.4% 10.0% 20.0% 10.1% 19.7%
Gender of Borrower(s)
All Mae 19.5% 18.4% 16.7% 14.2% 18.0% 16.0%
All Female 16.7% 16.0% 14.7% 14.9% 15.7% 15.4%
Male and Female 53.3% 52.6% 60.6% 59.7% 57.2% 56.6%
Unknown 10.5% 13.0% 8.0% 11.2% 9.2% 12.0%

Source: HUD analysis of GSES loan-level data. Corresponding data for 2000 is presented in Table 7.

! Interpreted as follows: 4.3 percent of home purchase loans purchased by Fannie Mae in 1999 had loan-to-val ue ratios over 95
percent.

% From Table 9 of Fannie Mae's and Freddie Mac's Annual Housing Activities Reports,



TableC.5

Census Tract Characteristics of Mortgages on One-Family Owner-Occupied Properties
Purchased by the GSEs, 1998

Home Purchase Mortgages Refinance Mortgages Totd
Census Tract Characteristics Fannie Mae Freddie Mac FannieMae Freddie Mac Fannie Mae Freddie Mac

Median Income of Tract

80% of Area Median or Below 9.6% * 8.0% 7.1% 8.0% 8.2% 8.0%
81-120% of Med 52.8% 53.2% 53.7% 56.4% 53.3% 55.3%
Ov-er 12802 o M;ri‘m 37.6% 38.8% 39.2% 35.5% 38.5% 36.7%

0

Minority Composition of Tract

L ess Than 10% Minority 55.8% 61.2% 61.1% 63.5% 58.9% 62.7%
10-30% Minori 30.0% 28.0% 27.2% 25.0% 28.4% 26.1%
O\/_er 380/ 'l\;‘l’r:';?’lty 14.2% 10.8% 11.6% 11.6% 12.7% 11.3%

0

Percent in Low-income and

High-minority Tracts 4.7% 3.3% 3.1% 3.4% 3.8% 3.4%
Underserved Areas 26.0% 22.8% 21.8% 23.7% 23.5% 23.3%

Source: HUD analysis of GSES' loan-level data. Corresponding data for 2000 is presented in Table 9.

1
Interpreted as follows: 9.6 percent of home purchase loans pur '
income no greater than 80 percent of area median income.



TableC.6

Census Tract Characteristics of Mortgages on One-Family Owner-Occupied Properties
Purchased by the GSEs, 1999

Home Purchase Mortgages Refinance Mortgages Total
Census Tract Characteristics Fannie Mae Freddie Mac FannieMae Freddie Mac Fannie Mae Freddie Mac
Median Income of Tract
1
80% of AreaMedian or Below 8.2% 8.7% 8.5% 9.4% 8.4% 9.1%
81-120% of Med 52.0% 53.2% 54.7% 56.7% 53.4% 55.2%
~LeUvoof Median 39.8% 38.1% 36.8% 33.9% 38.20% 35.7%
Over 120% of Median
Minority Composition of Tract
Less Than 10% Minority 57.0% 58.3% 58.5% 58.2% 57.8% 58.2%
10-30% Minorit 30.0% 29.6% 27.7% 27.2% 28.8% 28.2%
~oU70 Minority 13.0% 12.2% 13.8% 14.5% 13.4% 13.5%
Over 30% Minority
Percent in Low-income and
High-minority Tracts 3.9% 3.8% 4.1% 4.3% 4.0% 4.1%
Underserved Areas 23.1% 23.8% 24.7% 26.8% 23.9% 25.5%

Source: HUD analysis of GSEs loan-level data. Corresponding data for 2000 is presented in Table 9.

1
Interpreted as follows: 8.2 percent of home purchase loans pur '
income no greater than 80 percent of area median income.



Figurel
GSEs Total Mortgage Purchases,

1996-2000
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Figure 2
Distribution of M ortgage Business
by Major Property Type, 2000
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Source: HUD’s analysis from Table 1 and Federal Register, October 31, 2000, p. 65204.



Figure 3
GSES Purchases as Shar e of
Conventional Conforming Single-Family M arket,
1998-2000
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Figure4
GSES Performanceon HUD’s L ow- and M oder ate-lncome Goal,

1996-2000
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Figure5
GSEs Performance on HUD’s Geographically Targeted Goal,

1996-2000
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Figure6
GSEs Performance on HUD’s Special Affordable Goal, 1996-2000
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