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Overview

+ Research question: Were the changes in FHA's market share and
volume over the past decade accompanied by changes in the
characteristics of FHA borrowers? And if so, what factors led to the
changes?

« Such analysis may assist policy-makers in assessing how the
borrower pool may change in the future under different scenarios for
the housing finance system. It may also shed light on other key
questions, such as:

o Will FHA continue to serve its traditional base, first-time, low- and moderate-
income, and/or minority borrowers?

o How may the FHA loan pool perform going forward?

o What share of the market will FHA loans comprise?

« Analysis presented here focuses on FHA purchase borrowers

+ Key data source: Files provided by FHA containing information on
borrower and loan characteristics for 2000 to 2009 calendar year

endorsements

Outline of Presentation

.

Scale of FHA purchase lending between 2000 and 2009

Trends in borrower characteristics and their relationship
to broader trends in the housing market

Changes in FHA program structure that may have
affected the characteristics of borrower cohorts

.

Regional variations in FHA lending

o Patterns of decline and rebound over the decade
o Variation in borrower and loan characteristics

Characteristics of borrowers with high and low FICO

scores

Policy implications
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FHA-Insured Loans by Purpose and Source, 2000-2009*
Percent of FHA loans that are:
Total number banber of
P " ofloans | burchase Purchase ~ FHA-to-  Conv-to-
- — loans FHA FHA
Refinance = Refinance
2000 869,627 806,753 92.8% 3.8% 3.4%
2001 1,148,201 801,433 69.8 255 4.7
2002 1,199,511 789,723 65.8 29.2 5.0
2003 1,352,385 668,293 49.4 455 5.1
2004 769,109 496,895 64.6 29.4 6.0
2005 469,675 329,719 702 2256 72
2006 415,472 302,181 72.7 9.9 17.3
2007 472,695 293,410 62.1 8.6 29.3
2008 1,352,250 810,566 59.9 8.2 317
2009 1,896,378 1033,172 54.5 23.0 225
et @

Purchase Borrower Income and First-Time
Homeownership Status

Income relative to area median First-time borrowers
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FHA Purchase Loans, Distribution of FICO Scores*
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*Data are for calendar year endorsements
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Some Recent Changes in FHA Program Structure

* FHA determines its program structure within parameters that are set by
Congress
* Mid-decade changes
o Increase in debt-to-income and payment-to-income ratios deemed acceptable
o Streamlining of process for getting an FHA loan
« Early 2008: Change in how loan limits calculated (Congressional action)
« Changes made via Housing and Economic Recovery Act of 2008
o Rise in downpayment from 3% to 3.5%
o Lowering of maximum allowable LTV from above 97% to 96.5%
o Banning of the use of seller-funded non-profits as a source of downpayment assistance

aoan T HA Loan Floors and Ceilings 4000 FHAPurchase Borrower Loan Amounts
——Loan Amount Less than or
700000 000 qual t0 $100,000
600000 floor celing ——Loan Amount of $250,000 or
B "
€ o g o
£ 3
£ 400000 3 s000
& 300000 14
S £ 2000
200000 g
&

- - __/—J
00

2000 2001 2002 2003 2008 2005 2005 2007 2008 2009
Souce oua s by oo s

0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Regional Variation: Purchase Market Share and Loan Volume

« Al U.S. census divisions showed a pattern of decline and rebound over the
decade, but the timing and intensity of the decline varied across divisions.

« Ingeneral, Coastal divisions began to decline earlier and had greater
percentage declines in purchase share and purchase originations relative to
2000 originations than did Interior regions, excluding the Mountain division.
The Mountain division is a hybrid of the Coastal and Interior divisions

« Differences in house price levels and house price appreciation rates may
help to explain the variation across regions.

% Change in Number of FHA Purchase Originations from 2000 Base, Census
Divisions (w/o Mountain Division)

Coastal Regions Interior Regions except Mtns.
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Variation in FHA Purchase Borrower and Purchase
Loan Characteristics Across Census Divisions

+ The degree of variation on a particular characteristic in any given
year is often striking
~ 10 2000, the percent of borrowers with incomes above 120% of area median ranged from
11% in the West North Central division to 27% in the Pacific division
— In 2008, the percentage of borrowers with FICO scores of at least 660 ranged from 39% in
the West South Central division to 60% in the Pacific division.
« The extent to which patterns of variation across census divisions are
stable across time is also striking
~ The Pacific, New England, West North Central, and Mountain divisions have the highest
percentage of FICO scores above 660 (and above 720) in each of the four years examined
+ In some cases, simple hypotheses can be developed about patterns
of variation
- Divisions that tend to have high housing prices show similarities on a number of borrower
and loan characteristics that one would expect to be related to house price
« Other patterns appear to be more idiosyncratic at first glance

— Lower use of seller non-profits for downpayments in New England and the Mid-Atlantic than
elsewhere

4/25/2011

Low FICO Scores, FHA Purchase Borrowers:
Incidence Within and Distribution across Racial/Ethnic
Groups, 2004

Group's Group's
Group’s % of Group Share of All % of Group Share of All
Racial/ Shareofall Members  Borrowers  Members  Borrowers
Ethnic Purchase  withFICO with FICO with FICO with FICO
Group Borrowers  Scores <580 Scores <580 Scores <620 Scores <620

Native 0.67% 15.71% 0.57% 37.38% 0.58%
American
Asian 3.15% 12.62% 3.35% 34.71% 3.94%
African- 14.00% 27.60% 24.45% 54.45% 20.62%
American
Hispanic 17.47% 19.22% 18.15% 41.23% 16.64%
Non-Hispanic ¢ 740, 12.80% 53.47% 32.59% 58.22%
White

‘Source: Data provided by FHA (calendar year endorsements) E

Low FICO Scores, FHA Purchase Borrowers: Incidence
Within and Distribution across Census Divisions, 2004

% of Division's % of Division's
Division’s  Division’s  Share of All  Division’s  Share of All
Shareof all Borrowers Borrowers Borrower’s Borrowers
Census Purchase  withFICO withFICO withFICO with FICO
Divisions  Borrowers Scores <580 Scores <580 Scores <620 Scores <620

N Eng 2.68% 8.85% 1.58% 27.07% 2.07%
Mid-Atl 8.18% 13.73% 7.29% 34.27% 7.78%
S-Atl 21.34% 16.82% 21.33% 40.21% 21.80%
EN Cent 16.10% 17.24% 18.56% 40.85% 18.80%
W N Cent 7.02% 9.23% 4.28% 27.41% 5.44%
E S Cent 7.11% 12.71% 6.04% 34.46% 7.00%
W S Cent 18.43% 24.44% 29.67% 45.90% 23.83%
Mtns 12.38% 10.65% 7.74% 28.87% 8.97%
Pacif 6.77% 9.61% 3.51% 27.65% 4.32%

‘Source: Data provided by FHA (calendar year endorsements) E
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High LTVs and Debt-to-Income Ratios among FHA
Purchase Borrowers with High FICO Scores, 2009

FICO between 660 and 719 FICO of 720 or above

Non-First Non-First
All First time time All First time time
purchase  home home  purchase  home home
buyers buyers buyers buyers buyers buyers
% with LTV
>95% 86.1% 87.1% 82.2% 84.8% 85.3% 83.2%

% with DT1>45  39.4% 37.7% 46.3% 33.8% 31.3% 41%

% with DTI < 45

and LTV <95 8.3% 8% 9.6% 9.6% 9.7% 9.2%
% with DTI > 45

or LTV >95 58.3% 59.6% 52.8% 62.8% 64.4% 58%
% with DTI > 45

and LTV >95 33.4% 32.4% 37.5% 27.6% 25.9% 32.8%

Source: Data provided by FHA (calendar year endorsements) @

Policy Considerations

« Need to keep in mind the importance of external
influences in determining FHA'’s borrower pool

* Need to consider whether regions will be affected
differently by specific FHA policies. Differential impacts
may have:

— Implications for the national scale of FHA lending
— Implications for the characteristics of the FHA borrower pool

* In the case of households who will find it much harder to
get FHA loans going forward:

— What alternatives might be developed for wealth accumulation? For accessing
better housing?
- Will effects be concentrated in particular types of neighborhoods?

« To what extent is FHA market share likely to fall going
forward?




