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Steps towards Mortgage Securities reform 

The Federal Housing Finance Agency recently announced plans to align mortgage lending giants, Federal 
National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation (Freddie 
Mac) to create a uniform securitization process and a more efficient market.  As of the end of October, the 
UMB Peer Group currently owns $5.8 billion of Mortgage Backed Securities and Collateralized Mortgage 
Obligation which accounts for 33% of the peer group portfolio (see Fig 1).   With the amount of Mortgage 
holdings, we thought it would be a good idea to dive into the overall mortgage market and how this could 
impact you.  

Fig. 1  

Government Sponsored Mortgage securities make up around $6.2 Trillion of the $40 Trillion US bond market 
(US Treasury debt is around $14 Trillion).  The size of the Mortgage Backed Securities (MBS) market helps 
make MBS a very liquid market.  Fannie Mae currently has over $2.7 Trillion in mortgages outstanding, while 
Freddie Mac has $1.8 Trillion.  Ginnie Mae, which carries the US Government’s explicit guarantee, makes 
up around $1.8 Trillion of the mortgage industry.   

The US Government helped to create the mortgage lenders to support home ownership and create a fluid 
market.   Both entities were taken into conservatorship by the US Government during the housing crisis in 
2008, with reform of the Government’s involvement in the mortgage industry quickly becoming a hot topic. 
In 2012, the FHFA began taking steps to reduce the government’s footprint and move credit risk from Fannie 
& Freddie to private investors.  One of those initiatives is building a new infrastructure for the mortgage 
backed security (MBS) market.  This initiative became known as the Common Securitization Platform/Single 
Security Initiative. 
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Currently, the two mortgage giants share many similarities when securitizing single family mortgages that 
are underwritten.  However, one of the differences among Freddie Mac and Fannie Mae is the ‘X’ number 
day payment delay.  Freddie Mac issues a 45 day payment delay while Fannie Mae utilizes a 55 day delay 
(See Figure 2).  The single security initiative will use a 55 day delay.  On May 31st, 2019 Freddie Mac will 
discontinue issuing 45 day payment delay Gold PCs.  Subsequently, on June 3rd, 2019 it will transition their 
MBS structure to a 55 day uniform MBS (UMBS).  In addition, Fannie Mae will expand its data disclosure to 
be consistent with what Freddie Mac provides. 

  Fig 2.    Current Freddie MBS       Current Fannie MBS 

Congruent to the transition to the UMBS structure, Freddie Mac will offer investors the opportunity to 
exchange their legacy PCs for a “mirror” security replicating the investors’ existing holding but with a 55 day 
payment delay.  The exchange is open to all, non-ARM, 45 day delay PCs and Giant PCs, not committed to 
re-securitization (i.e. CMO deals).  These exchange transactions are at the option of the investor and are 
not mandatory.  Official opening of the exchange offer is scheduled for May 7th, 2019. 

The CSP is a technology and operational platform expected to perform many core back office functions and 
expected to strengthen liquidity in the TBA market.  The hope is to maintain or possibly lower the cost of 
housing finance.  A lower cost could benefit borrowers, taxpayers and investors.  

Ilya Katsman, the head of our mortgage securities desk, feels that this will have little to no impact on the 
overall mortgage securities market and that it should help to make liquidity in the mortgage market even 
stronger.  Even though this is first initiative being taken by the FHFA for mortgage reform, Ilya said “that we 
are still a really long way from the Government removing itself from the home lending industry and the market 
will still look for the implicit guarantee from Fannie and Freddie for the time being.”   
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We will continue to keep you up to date on any changes or important dates concerning Common 
Securitization Platform/Single Security Initiative.  

John Kilroy, SVP  Jason Weiler, VP 
John.Kilroy@umb.com Jason.Weiler@umb.com 

Sources: Bloomberg, www.fhfa.gov, www.fanniemae.com; www.freddiemac.com 


