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Fannie Mae has not issued a CRT deal since 1Q20. Simon Boughey

investigates the circumstances behind the GSE’s disappearance from
the market and what might make it come back.
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brought the GSEs more into line with the capital
treatment meted out to banks, which was one of
the FHFA's objectives.

The adjustment also reflected the fact that the
regulator did not regard CRT as anything like the
equal of common equity in absorbing unex-
pected losses. And this, it might be argued, is fair
enough as common equity can be used to plug
any holes, while CRT can only ameliorate losses
in a specific reference pool of assets.

And that, as far as Fannie Mae is concerned, is
that. It hasn’t been back to the CRT marketin 18
months and there is no indication of it reappearing.
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“It’s just Fannie Mae that has been on pause.
So far, origination volumes — in both the purchase
and refinance market — have been very strong
and enough to make up for the slack in demand
that would have otherwise been seen in the CRT
market,” says Tim Armstrong, an md at Guy
Carpenter. The latter is one of the two bignames in
the CRT reinsurance space, alongside Aon.
Indeed, Freddie Mac’s combined STACR and
ACIS programmes attained record half-yearly
issuance of US$9.9bn in the first six months of
2021, it was announced in early August. The
GSE sold five STACR deals and seven ACIS

€| WOULD SAY THAT FREDDIE IS
MORE MARKET SENSITIVE AND
FANNIE IS MORE PROGRAMME

SENSITIVE?

However, the overall market appears to
be functioning just fine without one ofits found-
ers. While Fannie Mae has not been around,
Freddie Mac has stepped up the pace of its
STACR issuance.

In 2019, for example, there was US$7bn
of issuance under the CAS programme and
US$8bn under STACR for a combined total of
US$15bn of CRT new debt. In 2020, while there
was only US$2bn of issuance under the CAS
programme, there was US$11bn under STACR
for a combined US$13bn — only US$2bn less
thanin 2019.

Atthe end of July, Freddie issued its sixth
STACR 0f2021 — designated STACR 2021-
DNAS — and has now issued US$6.2bn under the
programme this year. There were some notable
firsts in this deal as well: the class Bl and B2
tranches were the largest yet seen for this part of
the capital structure, while the Bl drew 39 inves-
tors — the most in programme history. Spreads for
the M1 and M2 tranches were also the narrowest
seen for two years.

So, there is no shortage of investor interest
in the asset class and no real shortage of product
either. Fannie Mae has been away from the CIRT
market as well, but there hasn’t been much impact
in this arena either.
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deals in this period, which included the two
largest STACR transactions ever sold. The first
quarter was particularly lively, with a total of
US$6.4bn issued.

That Freddie Mac should have had a very
different response from Fannie Mae to the capital
rules appears at first sight puzzling. The two
institutions are, after all, very similar. But there
are differences between them as well.

First, Fannie Mae is much older than Freddie
Mac. It was established as the Federal National
Mortgage Association in 1938 by Congressional
decree through amendments to the National
Housing Act, as part of President Roosevelt's

Mike Reynolds, Freddie Mac

wide-ranging and far-reaching interventions into
the US economy.

The Federal Home Loan Mortgage Associa-
tion was founded by Congress in 1970 to further
increase the availability of funds to finance
mortgages, but also — specifically — to provide
competition for the newly privatised Fannie Mae.

Both GSEs were received into conservator-
ship in September 2008, wherein they have
remained ever since, but differences in culture
and attitude remain. Fannie sees itselfas a
government agency, while Freddie sees itselfasa
street firm, say market sources.

“I would say that Freddie is more market
sensitive and Fannie is more programme sensi-
tive,” says another source. In other words, Freddie
appears to find current spread levels too good to
turn down, while Fannie seemingly is worried
about the long-term effects of the capital rules
upon the entire CRT programme.

Speaking to SCI, Mike Reynolds, vp of single-
family CRT at Freddie Mac, elaborated on Fred-
die’s attitude to the CRT market. “We evaluate
and update our CRT strategy as needed, depend-
ing on our overall business strategy, regulatory
requirements and market conditions. We receive
capital relief as a result of our CRT transactions
and, by transferring credit risk on a portion of our
single-family mortgage portfolio to the private
market, we reduce the risk of future losses to us
when borrowers default. CRT has been one of
our biggest success stories since Freddie Mac
pioneered the asset class in 2013,” he says.

So, it would seem, from Freddie’s perspective,
the capital relief afforded is still suflicient to make
the CRT market worthwhile. This is a different
perspective to that of Fannie Mae.

At the moment, then, Fannie’s absenteeism has
not had a marked effect on prices or availability of
investment opportunities. However, notes Krohn:
“Fannie Mae’s absence has not made all that much
difference so far, but it will if they stay out of the
market long term. Then it will have an impact.”

While the GSE CRT sector has continued to
operate relatively smoothly over the last 18 months
without Fannie Mae, there is no doubt that it would
be better if the elder GSE returned to the market.
And there is some reason to believe that Fannie’s
non-attendance will not continue for much longer.

In June, Mark Calabria was fired as director
of the FHFA and a sea-change in policy is under
way. Sandra Thompson, the new acting director
of the agency, has very different objectives to her
predecessor and it would be a surprise if a speedy
exit from conservatorship is one of them.
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Sam Dunlap, Angel Oak Capital Advisors

Under Calabria, the FHFA was openly
sceptical of the value of the CRT market. Ina
now notorious paper published in May, entitled
‘Performance of the Enterprises’ Single Family
CRT’, the FHFA suggested that the CRT market
is an expensive waste of money. This attitude is
likely to become a thing of the past under the new
administration, say sources.

“The FHFA supports CRT as a valuable
tool to mitigate credit risk at the Enterprises,” a

spokesman for the FHFA told SCI.
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However, it is worth noting that there are
unlikely to be any penalties for Fannie Mae if it
continues to abjure the CRT market. The GSE’s
2021 scorecard, released by the FHFA in Febru-
ary, was a little woollier than in the past.

The scorecard adumbrates three specific areas
of focus for the GSEs: the fostering of competi-
tive, liquid, efficient and resilient housing markets;
ensuring safety and soundness; and preparing for
exit from conservatorship. Under the second of
those targets, the GSEs were told to “continue to
transfer credit risk to private markets in a commer-
cially reasonable and safe and sound manner.”

But, unlike previous years, it did not designate

anamount of CRT that the GSEs should complete.

For example, the 2019 scorecard said the GSEs
should “transfer a meaningful portion of credit risk
on at least 90% of the unpaid principal balance of
newly acquired single-family mortgages in loan
categories targeted for credit risk transfer.”

Moreover, the scorecard’s recommendations
on risk transfer are not limited to CRT. It also
encourages the sale ofless liquid assets, such as
non-performing loans and re-performing loans,
which Fannie has continued to do.

“THE RESUMPTION OF THE
PROGRAMME FROM FANNIE MAE
MAKES A LOT OF SENSE, AS THEY
HOPEFULLY WANT TO CONTINUE
TO PROVIDE HOMEOWNERSHIP

OPPORTUNITIES”?

Calabria, moreover, was a notorious regula-
tory capital hawk. In the words of Larry Platt,
apartner at Mayer Brown who specialises in
housing finance: “Calabria had alove affair with
regulatory capital.” The new leadership of the
FHEFA perhaps does not share that affection.

Consequently, some investors believe that a
return to the CRT market for Fannie Mae is on
the cards. “In our view, given the recent change
in the FHFA, it will be the status quo from here
on out. I would think that the resumption of
the programme from Fannie Mae makes a lot
of sense, particularly as they hopefully want to
continue to provide homeownership oppor-
tunities for the US in an increasingly complex
housing market,” says Sam Dunlap, cio of public
strategies at Angel Oak Capital Advisors. Angel
Oak s along-time investor in agency CRT
securities.
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The 2021 scorecard is also considered contra-
dictory by critics of the FHFA under Calabria.
While it encourages CRT, it also enjoins the
GSEs to “ensure the efhicient utilisation of
capital targeted to support the core guaranty
business with adequate returns to attract the
private capital necessary to enable an exit from
conservatorship.”

Yet the new capital rules do not provide the
capital reliefto make CRT deals as economically
beneficial as they once were. In effect, say the critics,
the scorecard asks the GSEs to face both ways at
once and itis no surprise that the result is confusion.

Even if Fannie were to be considered in breach
of the scorecard, it is not clear what action the
FHFA might take anyway. As one source with
long experience of the GSE CRT programme
asks: “What could really happen; the GSEs are in
conservatorship under the FHFA?”
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There are unlikely then to be any repercus-
sions for Fannie ifit stays out of the market. It can,
moreover, legitimately claim that it is following
the spirit of the new capital rules by continuing to
stay out of the market.

So, we're back to the capital rules unveiled
in May of last year. These need to change before
Fannie Mae returns. But they haven’t been
changed yet, and there are perhaps other items in
Sandra Thompson's in-tray requiring more press-
ing attention than capital rules.

“My feeling is that reversing the capital rule is
not high on the interim director’s to-do list. She
willlikely focus more on expanding the credit
box onloans eligible for purchase and further-
ing the public mission of entity. The capital
rule is done for now, I think,” says Larry Platt of
Mayer Brown.

However, there are strong rumours in the
market that a succession of interested parties has
been through the doors of the FHFA in recent
weeks to make strenuous representation to the
new acting director that Calabria’s capital rules
will be ditched. The agency is listening to a new
set of voices.

“We are hopeful the new acting director of the
FHFA and current administration make some
changes to the Enterprise Capital Rule that are
reflective of the true economic benefits of CRT,”
says Jeff Krohn, the head of Guy Carpenter’s
mortgage credit segment.

It seems public policy action is needed before
investors can feast upon CAS and CIRT once
again, and that action is perhaps not that far away.

As one leading participant in the CRT market
says: “Under the prior director, the now current
capital rule was written in a way that was not rea-
sonable and impairs the future viability of CRT.”

For Fannie Mae to come back, the rules have
to change.®

SCI's CRT Premium Content offers regular in-depth
analysis of trends and developments across the
capital relief trades market, in addition to our usual
news output, To upgrade your subscription to access
all CRT premium content for a year, or for further
information, email ta@structuredcreditinvestor.com.
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