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Main Questions

1. Do agency mortgage purchases influence availability of housing credit?

2. Are there broader macroeconomic effects, financial spillovers?



Methodological Approach

1. Construct novel series on agency mortgage purchases, holdings

2. Narrative analysis of policy interventions affecting agency holdings

m Spirit of Romer and Romer (1989, 2010), Ramey (2011)

3. Obtain causal evidence exploiting pre-crisis regulatory shocks

B Estimate Local Projections-IV dynamic responses to agency purchases



Government Agencies of Focus

Government-sponsored enterprises (GSEs) Fannie Mae and Freddie Mac:

m Chartered by Congress to support secondary mortgage markets
m Purchase and/or securitize mortgages, no direct lending

m Federal regulation of balance sheet activity, eligible purchases

Government agencies:

m Ginnie Mae (under HUD)
m Federal Reserve

m U.S. Treasury Department

Others: Federal Home Loan Banks, FHA, VA, HOLC, RTC, Farm Credit System, FDIC, PHA
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“A Narrative Analysis of Mortgage Asset Purchases by Federal Agencies'
Fieldhouse and Mertens (2017)

Identify significant policy changes expected to affect agency portfolios
Quantify projected impact on agency holdings

Pinpoint timing of policy news being made public

Classify each as either cyclically or non-cyclically motivated

Restrict sample, starting January 1967



Final Product of Narrative Analysis: Policy Instruments

Projected (annualized) impact on agency holdings, scaled to avg. trend originations:
Not Cyclically Mtivated Cyclically Mtivated
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m 17 months w/ non-cyclically motivated regulatory events pre-crisis (19 total)

m 15 months w/ cyclically motivated regulatory events pre-crisis (28 total)

» Non-Cyclical » Cyclical



Cumulative Dollar Credit Multipliers: Regression Specification

Cumulative impact on credit aggregates y; at horizon h is estimated by LP-1V:

h
Yt+h — Yi—1 Zj:o Pt+j

X = ap+ X, + gph(l_)zt—l + Utth (1)

p:: commitments or purchases, instrumented with non-cyclical policies
X:: trend log real personal income as scale factor

~n: cumulative dollar credit multiplier over horizon h, estimated by 2SLS

Controls Z;: 12 lags of scaled agency purchases and commitments, growth of a nominal house price index, core
PCE price index, mortgage debt, housing starts, and log real originations, 3-month T-bill rate, 10-year Treasury
rate, conventional mortgage rate, BAA-AAA spread, unemployment rate, real personal income growth
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Response to a One Dollar Increase in Agency Purchases: Mortgage Credit
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Response to a One Dollar Increase in Agency Purchases: Refinancing

dollars

Mrtgage Originations: Refinancing Mrtgage Originations: Purchase
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Notes: Finer lines are 95% Newey and West (1987) confidence bands.
Sample excludes May 1985 — Dec. 1986 because of missing data on refinance shares.



Impulse Responses to News Shocks: Mortgage Rates
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Finer lines are 68% and 95% Newey and West (1987) confidence bands.
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Impulse Responses to News Shocks: Housing Activity
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Impulse Responses to News Shocks: Treasury Yields and Monetary Policy
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Credit Policy Responses to Romer and Romer (2004) Shocks

Expansionary Monetary Policy Shock
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Main Takeaways

m Neutrality of agency purchases is rejected
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m Positive regulatory shocks to agency mortgage purchases lead to:

1. Increased volume of mortgage lending, refinancing
2. Reductions in mortgage rates, Treasury yields

3. Increases in housing starts, homeownership rates



Main Takeaways

m Neutrality of agency purchases is rejected

m Positive regulatory shocks to agency mortgage purchases lead to:

1. Increased volume of mortgage lending, refinancing
2. Reductions in mortgage rates, Treasury yields

3. Increases in housing starts, homeownership rates

m Significant interactions between credit policy, monetary policy
1. Non-cyclically motivated credit policies predict changes in funds rate

2. Cyclically motivated credit policies lean against Fed tightening
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U.S. Secondary Mortgage Market Structure

Retained portfolios

/ (whole loans, MBS)

Secondary Market: Fannie Mae + Freddie Mac (GSEs)
MBS issues to
private investors
Commitments to Mortgages sold
purchase mortgages to secondary market
Primary Market: Mortgage Lenders

Originations to
Households: Refinancing Existing home sales New home sales



Resi denti al Mortgage Debt
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Cumulative Dollar Credit Multipliers: First Stage

h
Zj:o Pt+j
Xe

mg

x, T Pn(L)Zemr + e (2)
t

= 0n + Yn

pe: total agency commitments or purchases (in real dollars)
my: non-cyclically motivated narrative measure (in real dollars)

X:: trend log real personal income as scale factor

Controls Z;: 12 lags of scaled agency purchases and commitments, growth of a nominal house price index, core
PCE price index, mortgage debt, housing starts, and log real originations, 3-month T-bill rate, 10-year Treasury
rate, conventional mortgage rate, BAA-AAA spread, unemployment rate, real personal income growth



Cumulative Dollar Credit Multipliers: Instrument Relevance

First Stage Robust F-statistic

Statistic
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We report |V estimates for month 4 to 48



Local Projections-1V as in Ramey (2016), Stock and Watson (2017)

Let m: be a time series of instrumental variables, e.g., exogenous policy
changes proxying an unobserved shock to Yi¢. m: can be used to estimate

Yitrh = Onit Y1t + Eireth
provided the following conditions hold:
E(El,tmg) #0 (relevance)
E(afl,tmé) =0 (contemporaneous exogeneity)

E(etﬂ-m;) =0forj#0 (lead/lag exogeneity)

First stage: Yi1,0 = 0me + ui s, \A/l,t =bm,

Impulse responses identified up to a scale factor



Response to a One Dollar Increase in Agency Purchases: Mortgage Holdings
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Impulse Responses to News Shocks: Regression Specification

7
12 2ioPesy
Ye4h — Ye—1 = Qp + 6 (8 x == )0~< tﬂ) + @h(L)thl + Ut4n (3)

t

Y+ outcome variable of interest
pe: agency commitments, 8-month sum proxies expected near-term purchases
X.: long-run trend of log real originations as scale factor

Sn: response to a 1 ppt increase in agency origination share, anticipated h
periods before, estimated by 2SLS instrumenting p; with non-cyclical policies



Mortgage Spreads
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Table B1: Narrative Measures of Policy Changes: Non-Cyclically Motivated, 1967-2006

Policy Description Agency  Impact News Effective  Classification
HUDA 1968: Increased Debt-to-Capital Ratio  FNMA ~ +$1.39 billion ~ Oct. 1968  Oct. 1968  Non-Cyclical
Conforming Mortgage Program Approval FNMA  +$0.4 billion Nov. 1971  Feb. 1972 Non-Cyclical
HCDA 1974: Conforming Loan Limit FNMA  +$1.14 billion  Aug. 1974 Aug. 1974 Non-Cyclical
HCDA 1974: Conforming Loan Limit FHLMC +$0.46 billion  Aug. 1974 Aug. 1974 Non-Cyclical
HCDA 1977: Conforming Loan Limit FNMA  +$4.82billion  Oct. 1977  Oct. 1977  Non-Cyclical
HCDA 1977: Conforming Loan Limit FHLMC +$0.21 billion ~ Oct. 1977  Oct. 1977  Non-Cyclical
HCDA 1977: Tandem Program Expansion GNMA  +$3.75billion  Oct. 1977  Oct. 1977  Non-Cyclical
FY1979 Approps: Special Assistance GNMA  +$1.0billion  Sep. 1978  Oct. 1978  Non-Cyclical
HCDA 1978: Mortgagee Expansion FHLMC  +$2.0 billion Oct. 1978  May 1979  Non-Cyclical
FY1980 Approps: Special Assistance GNMA  +$1.0billion ~ July 1979  Nov. 1979  Non-Cyclical
Increased Debt-to-Capital Ratio FNMA  +$6.25billion  Dec. 1982 Dec. 1982  Non-Cyclical
FY 1984 Supp. Approps: Tandem Repeal GNMA  -$2.92 billion ~ Nov. 1983  Nov. 1983  Non-Cyclical
Second Mortgage Program Approval FHLMC +$1.0 billion Jan. 1986  Jan. 1986  Non-Cyclical
Decreased Debt-to-Capital Ratio FNMA  -$2.7 billion Apr. 1987  Dec. 1987 Non-Cyclical
Public Listing: Stock Split Capitalization FHLMC +$1.62 billion  Nov. 1988 Nov. 1988  Non-Cyclical
FHEFSSA 1992: Capital Requirements FNMA  -$4.25billion  Mar. 1990 Mar. 1990 Non-Cyclical
Affordable Housing Goals of 1995 FHLMC +$0.61 billion ~ Dec. 1995 Jan. 1996  Non-Cyclical
Affordable Housing Goals of 2004 FNMA  +$7.6 billion Apr. 2004 Jan. 2005  Non-Cyclical
Affordable Housing Goals of 2004 FHLMC  +$7.6 billion Apr. 2004 Jan. 2005  Non-Cyclical
Accounting Scandal: Capital Surcharge FNMA  -$1414 billion Sep. 2004  Sep. 2004  Non-Cyclical
Portfolio Growth Limit Imposed FHLMC -$42.8 billion ~ June 2006  July 2006  Non-Cyclical




Table B2: Narrative Measures of Policy Changes: Cyclically Motivated, 1967-2006

Policy Description Agency  Impact News Effective  Classification
Increased Debt-to-Capital Ratio FNMA  +$1.13 billion Dec. 1969 Dec. 1969  Cyclical
HUDA 1969: Special Assistance GNMA  +8$0.75 billion Dec. 1969 Dec. 1969  Cyclical
Treasury-Guaranteed Capitalization FNMA  +$2.6billion  Apr. 1970 Apr. 1970  Cyclical
EHFA 1970: Special Assistance GNMA  +$0.38 billion July 1970  July 1970  Cyclical
FHA/VA Tandem Authorization GNMA  +$1.5billion  Sep. 1973  Sep. 1973  Cyclical
FHA/VA Tandem Authorization GNMA  +$3.3billion  Jan. 1974  Jan. 1974  Cyclical
Subsidized Mortgage Purchase Program FHLMC +$1.5 billion =~ May 1974 May 1974  Cyclical
FHA/VA Tandem Authorization GNMA  +$1.65 billion May 1974 May 1974  Cyclical
EHPA 1974: Tandem Program GNMA  +$3.88 billion Oct. 1974  Oct. 1974  Cyclical
FY 1976 Approps: Tandem Program GNMA  +$2.5billion ~ Oct. 1975  Oct. 1975  Cyclical
HCDA 1979: Conforming Loan Limit FHLMC +0.86 billion ~ Dec. 1979 Dec. 1979  Cyclical
FY 1981 Approps: Special Assistance GNMA  -$0.2 billion Sep. 1980  Dec. 1980  Cyclical
ARM Program Approval FHLMC +$0.37 billion May 1981 July 1981  Cyclical
ARM Program Approval FNMA  +$0.4 billion  June 1981 Aug. 1981 Cyclical
Second Mortgage Program Approval FNMA  +$5.0billion  Sep. 1981 Nov. 1981 Cyclical
FY1982 Approps: Special Assistance GNMA  +$0.17 billion Dec. 1981 Dec. 1981  Cyclical
FY 1983 Approps: Special Assistance GNMA  -$1.47 billion  Dec. 1982 Dec. 1982  Cyclical




Table B3: Narrative M es of Policy Ch 2007-2014
Policy Description Agency  Impact News Effective Classification
Portfolio Limit Increase FNMA  +$17.15billion ~ Sep. 2007  Sep. 2007  Cyclical
Portfolio Limit Increase FHLMC +$2.14 billion ~ Sep. 2007  Sep. 2007  Cyclical
ESA 2008: Jumbo Loan Limit FNMA  +$41.57 billion  Feb. 2008  Apr. 2008  Cyclical
ESA 2008: Jumbo Loan Limit FHLMC  +$41.57 billion ~ Feb. 2008  Apr. 2008  Cyclical
Removal of Portfolio Limit FNMA  +$9.28 billion ~ Feb. 2008 Mar. 2008 Non-Cyclical
Removal of Portfolio Limit FHLMC +$9.05 billion ~ Feb. 2008 Mar. 2008 Non-Cyclical
Reduced Capital Surcharge FNMA  +$53.33 billion Mar. 2008 Mar. 2008  Cyclical
Reduced Capital Surcharge FHLMC  +$43.33 billion Mar. 2008 Mar. 2008 Cyclical
Reduced Capital Surcharge FNMA  +$17.75 billion May 2008 May 2008 Cyclical
HERA 2008: Jumbo Loan Limit FNMA  -$13.34 billion ~ July 2008  Jan. 2009  Cyclical
HERA 2008: Jumbo Loan Limit FHLMC -$13.34 billion  July 2008  Jan. 2009  Cyclical
Conservatorship: Portfolio Limit Increase  FNMA ~ +$67.5 billion ~ Sep. 2008  Sep. 2008  Cyclical
Conservatorship: Portfolio Limit Increase  FHLMC ~ +$66.75 billion ~ Sep. 2008  Sep. 2008  Cyclical
MBS Purchase Program Launch Treasury +$80.0 billion ~ Sep. 2008  Sep. 2008  Cyclical
QE1 Launch Fed +8$250.0 billion  Nov. 2008 Dec. 2008 Cyclical
ARRA 2009: Jumbo Loan Limit FNMA  +$13.34 billion Feb. 2009  Feb. 2009  Cyclical
ARRA 2009: Jumbo Loan Limit FHLMC +$13.34 billion Feb. 2009  Feb. 2009  Cyclical
HASP: Portfolio Limit Increase FNMA  +$50.0 billion ~ Feb. 2009 May 2009  Cyclical
HASP: Portfolio Limit Increase FHLMC  +$50.0 billion ~ Feb. 2009 May 2009  Cyclical
QE1 Expansion Fed +$750.0 billion Mar. 2009 Mar. 2009 Cyclical
MBS Purchase Program Sales Treasury -$120.0 billion ~Mar. 2011  Mar. 2011  Cyclical
Agency MBS Reinvestment Fed +$262.0 billion  Sep. 2011  Sep. 2011  Cyclical
Third SPSPA Amendment FNMA  -$22.16billion ~ Aug. 2012 Aug. 2012 Non-Cyclical
Third SPSPA Amendment FHLMC -$22.16 billion  Aug. 2012 Aug. 2012  Non-Cyclical
QE3 Launch Fed +$480.0 billion ~ Sep. 2012 Sep. 2012 Cyclical
QE3 Taper Fed -$60.0 billion Dec. 2013 Jan. 2014  Cyclical
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