The MSR sector continues to shine,
but there is a looming concern

If the loan in Ginnie Mae

‘The mortgage-servicing rights marke just keeps on ticking even as the overall housing market takes a licking. And while
depository banks that are fusling that growth, concern is mounting over Ginnie Mae MSRs held by nonbanks.

fims P Wortgage Group and p (gage Capital Trading (MCT), Incenter Mortgage
6 MIA atotal of 10 bulk
in October. The 10 offerings together nvolve Fannie Mae, Frodd

Mac and Ginnie Mae loan pools valued collectively at $12.77 billon.

MIAC is handiing one of those bulk offerings, one of the largest, valued at $2.44 billion and involving a combination
of Fannie, Freddie and Ginnie MSRs.

Prestuick is marketing four separate deals, two in partnership with MCT, valued in total at $2 billon —which togather
also feature MSRs for single-family residentialloan pools fromallthree agencies.

deals by
volume, at five offerings valued collectively at $8.33 billon,
o

g P
across all three agencies.

What's happening in an inflationary Two of those offerings, one an all-Ginnie package and the

environment is everything’s getting more. other a Fannie and Freddie bulk offering, each involve
loan-servicing pools valued at $4.1 bilion,

expensive.

TOM PIERCY, MANAGING DIRECTOR OF INCENTER. Over the first nine months of this year, banks have far

oRTGAGE ADVISORS outstripped nonbanks in buying up MSRpackages.

Banks have boen net purchasers of MSR, 1o the tune of
$107.8 bilion —compared with $51.1 billon for all of 2021,

analytcs firm Recursion

Tom Pler of o pe stockpiled huge
vouman o s toors o 021, 9 . and they the new rate.
environment —a climate that also is wreaking havoc on loan-origination volumes. In addition, banks who are nowbuying, hé
‘added, can take advantage of the product cross-seling opportunities through loan servicing and, more importantly, they can
leverage the escrow float opportuniies MSRs offer.

andthat is because of what they can do with
) deposits
Home Loan Banks vielding assets.

the MSRs.

Digging down deeper into the numbers, the Recursion report shows that over the fist nine months of 2022, banks have been
et buyers of Fannie Mae and Freddie Mac MSRs and net sellers of Ginnie Mae MSRs, while. nonbanks are seling off Fannie.
and in Ginnie Mae MSRs.

The weak link?

5 theend of September, the
Tha the banks' 334 bil f

the same date,

‘Those Ginnie MSRs, however, represent a weak link in the nation’s housing system when the economy is under stress,
asit s n

Ginnie serves as the government-backed securiization pipeline for loans insured by government agencies. that provide

loan-level igh their Freddie, however, Ginnie does
not purchase loans.

Rather, under the Ginnie program, lenders originate qualfying mortgages that they can then securitize through the
‘agency. Ginnie guarantees only the principal and interest payments to purchasers of ifs bonds, which are sold worldwide.

“The underlying loans carry guarantees, or a mortgage insurance certfication, from the housing agencies approving the.
oans —which Housing (FHA), the U.S. Department
of Agriculture’s Rural Development program, the U.S. Department of Housing and Urban Development’s Office of
Public and Indian Housingand th

US. Department of Veterans Affairs (VA)

‘The largest volume of loans, however, is delivered through the FHA and VA lending programs.

‘The holders of Ginnie Mae MSRs, primariy nonbanks today, are the parties responsible for assuring timely _payments
are made to bondholders. And when the underlying loans go unpaid due to delinquencies, those. servicers stl must cover
the payments to the bondholders

And in the FHA program, in partcular, according to Richard Koss, chief of research at Recursion, 30-day loan
delinquencies have the year. but fegree, forthe
VAprogram, he said

As of September, the 30-day delinquency rate for FHA loans stood at 3.77%, up from 3.02%as of the beginning of the
year, Recursion data shows. The overall FHA delinquency rate —forloans 30-days late or more, excluding foreciosures —
1000 a 8.85% as o h socond quater f e year, compard wilh 422% or VAloans and 2643 o conventona loans

according to the Mortgage Bankers Associatior

numbers start_siowing It's a source of concern | don't think is

“The deep downside risk for nonbanks holding a large
volume of Ginnie Mae MSRs is loan defaulls. Defaults
Kick in the underlying loan insurance provided_through the
agency guarantesing the loan, such as

FHA. Another wrinkle in the picture for the short-term for mortgage servicers s that in most cases, borrowers can st

recuest an il COVID harcay (ooamarcs as Tong o5 e CONIDLTS Natora! Emergoncy & pace” sesmig

the Consumer Financial ProtectionBure

Aanough procal recovery o okmataly guavamaad trough FHA I the svnt of 8 efauk. e oan s o burssucatc
(KBRA). I adtion, inerest o

loan note rate, according to KBRA. That

could potentially create cash-flow issues for some of the nonbanks. holding the Ginnie MSRs.

“Yes, its a source of " Koss said. stilhuge

‘amount of equity most buyers have n their homes.

s,

“I's the most recent cohort that degree.”
Plercy, however, said the nonbanks originating the loans and issuing the Ginnie Mae securities are prepared to handle
an uplick in defaults, which he said has been anticipated by the industry.

“I don'tthink you're going to see the calamity of the Great Recession,” Piercy said. “These servicers have acted very
responsibly

So, where interest
rates are. And home prices will devalue, so we're going to have a decrease in home prices, and that means default
curves will pick up, and [MSR holders, like the nonbanks] will have to run those [payment] advances, and al of these
services are aware of this and are positioned (o hande it”

Stockpiled loans

Whether Piercy's prediction will hold true remains 1o be seen, but it is the case, he said, that much of the all-
‘agency MSR sale activity we are seeing now stil involves loans made at lower interest rates, which Koss points out are
at lower risk of default than the higher-rate.

loans just now coming into the nation's morigage pipeline.

byall originators

time,” Piercy said. “They knew .. fates were going (o
spring back in_ some capacity at some point, and sure
enough, that's what they began to o the first quarter of
202"

‘ ‘ and the inequitable value that was. bemg offered for it at the
e

Overall, the MSRasset should remainstrong
in 2023, because most of the servicing
holders have built very low WAC [weighted

In fact, the weighted average interest rales for the-Ioan pools.
average coupon] portiolios that should

for the nine MSR deals being marketed by  Incenter,

experience favorable [low] prepayment PrestwickMCT and MIAC, reflect those lower rates from
apoeds. last year. The rates in those MSR offerings  range from
BILL SIRREFFS, SENIOR DIRECTOR AT MCT 2.94% 10 4% —wih the higher rate involving a Ginnie Mae

MSRbulk-servicing offering being marketed by Incenter. The
average rate for a

30-year fixed morigage as of Oct. 13 was 6.92%, according o Freddie Mac's Primary Morigage Market Survey.

“Overall, the MSR in 2023, have buit very low WAC
B * said Bill Shirrefs, senior

P
director and head of MSR services and sales operations at MCT.

Leo Wong, a partner with Waterfall Asset Management, a giobal altemailve investment manager with sor
511 billon n 26l undar management, said 1 MR market s sl sono, b concedes some of the 1 s staring
o seltl. He said

prices for MSR offerings reached multples of “around 5.5 in the second quarter of this year,” but are now in the *high
45" andlikely to dip into the low 4s in the fourth quarter

A multiple is a measure of the price of an MSR loan pool expressed as percentage of the unpaid principal balance
divided by the servicing fee.

Tom Capasse, managing partner and co-founder of Waterfall Asset Management, said the downward pricing dynarmics in

the MSR market currently are being driven by the fact that there’s more supply than demand. "Thera's more sellers

and a fixed amount of buyers," he added.

Piercy echoed Wong and Capasse’s analysis.

“We ust don' have the pricng thal we dd inthe firs hlfof the year, he aid. ‘But we sl now have reasonable pricing fr
Piercy said. ‘M

‘Shirreffs added that MSR porfolios grew substantially in 2020 and 2021, *and the revenue generated from  those.
portolios has undoubedly softened the biow of dramatically reduced mortgage production revenue.”

"But a number .” he added. “The cost of
o iso, particulary labor cost.

increased MaA [merger
and acquistion] activiy during 2023 and 2024."

Whose MSR appetite is growing?

‘The top buyer of MSR portiolios overall (all three agencies combined) year to date through September 2022 was J.
Morgan Chase, $99.9 billon, Recursion data shows. FreedomMortgage was second, at $96.8 bilion, followed by
Onslow Bay Financial LLCla subsidiary of Annaly Capital Management), $82.2 bilion.

Mr. Cooper, at $78.8 billon, and Lakeview Loan Servicing, $72.5 bilion, rounded out the top five purchasers over the
period. The the 2022 for all-agency MSR were United

(UWM), $107.4 billon; Home Point Financial Corp., $68.9 bilion; Rocket Mortgage, $50.5 bilion; loanDepot, $25.3
bilon; and AmeriHome Mortgage Co., $22.9 bllon

Wells Fargo is the largest holder of all-agency MSRs based on loan principal balance, $615 bilion s of the end of
September 6 and J.P. Morgan Chase,

% of th 3
5483 4 billon, 8 5.9% market share, Recursion data shows.

For Ginnie Mae MSRs only, as of the end of September, Freedom Mortgage led the pack, with a $253.1 bilion
portolo, or a 12% share

of outstanding Ginnie MSRs based on loan-pool principal balance. Pennymac was second, at $241.8 billon, 11.6%;
followed by Lakeview Loan Servicing, $239.1 billon, and an 11.4% sice of the market

Freedom's portiolio accounted for 14.4% of all Ginnle MSR loan delinquencies 30 days or more past due as of the end
of September, according to Recursion. For Pennymac, the same loan-delinquency ratio was 10.3%; for Lakoview it was
13.8%. Overall, nonbank's portfolios combined accounted for 88.4% of Ginnie MSR loan delinquencies 30 days or more
overdue as of the end of the third quarter, according to Recursion.

Intotal, a5 of the same date, 15.9% 1% market share,

according to Recursion.
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