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Mortgage Lenders Downbeat about Future Recent Housing Data

Profits

Mortgage Apps
Lenders, especially mortgage banks and larger lending institutions, are Building Permits
increasingly pessimistic about their profits. Fannie Mae says that responses Housing Starts

to its fourth quarter 2015 Mortgage Lender Sentiment Survey indicated a
reversal from surveys in the first two quarters of the year; lenders were
significantly more likely to say they expected their profit margins to decline.

New Home Sales
Pending Home Sales

Existing Home Sales
Steve Solomon, Fannie Mae's Director of Strategic Customer Management,
writing about the survey said that the mortgage industry has faced both
challenges and opportunities over the last two years, with a significantly
improved economy, strengthening labor markets, and historically low
interest rates helping the housing market to recover. On the other hand
household formation has been down and a number of new rules and
regulatory changes have increased lenders' compliance costs. Consequently
respondents have seen steadily increasing rates of declining profits since the
first quarter of last year.

Builder Confidence

There were 194 respondents to the fourth quarter survey; 59 were described
by Fannie Mae as larger institutions, lenders with a loan origination volume
in the top 15 percent of the industry. An identical number were classified as
mid-sized, with origination volumes that put them in the 16 to 35 percent
range. Seventy six were smaller institutions, those with an origination
volume in the bottom 65 percent. There were 39 credit unions represented,
75 depository institutions, and 71 mortgage banks.

Lenders were asked how their profit margin outlook has evolved over the
past two years, what key factors drove their margin outlook either up or
down, and what strategies they intend to use to address their expectations.
They were also asked if either the drivers or the strategies had evolved over
the last two years.

After peaking in the first quarter of 2015 the share of lenders expecting their
profit margin to increase over the next three months fell steadily during
2015. When compared with the prior year (2014), more lenders reported
expectations of declining profit margins in 2015 and into early 2016.
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Value

May 15 198.1
Mar 1.46M
Mar 1.32M
Mar 693K
Feb 75.6
Feb 3.97M
Mar 51

Change
+0.51%
-3.95%
-13.15%
+4.68%
+1.75%
-0.75%
+6.25%
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Profit Margin Outlook
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Lenders identified two primary factors accounting for the pessimistic outlook. The firstis government regulatory
compliance. In the third quarter it was cited as one of the two drivers by 61 percent of respondents, the highest rate in
survey history. Fannie Mae said this indicates the impact of the new Truth-in-Lending Disclosure (TRID) rule which went
into effect in October. Lenders say the workflow changes and technology updates necessary for compliance have been
significant.

The second driver was increased competition from other lenders. With the refinance boom ending lenders are competing
for asmaller origination market. The results also indicate that lenders are less likely than they were a year earlier to use new
mortgage products or to expand marketing to increase their profit margins. Fannie Mae says that this can be partially
explained by the maturing of the Housing Affordable Refinance Program (HARP) which many lenders have successfully
leveraged. The program is set to expire at the end of 2016 and fewer HARP opportunities are still out there.

Those who anticipated increased profit margins most frequently cited operational efficiency as the likely driver. The
influence of customer demand has decreased dramatically.

Top Drivers of Decreased Profit Margin Outlook (Note: sample size is small)
Likely reflects the TRID rule,
effective on Oct. 3, 2015

—— Goverment regulatory compliance

== Competition from other lenders
—— Consumer demand

Staffing (personnel costs)

Market trend changes (i.e.. shift from refinance:
to purchase)

—— GSE pricing and palicies

Top Drivers of Increased Profit Margin Outlook (note: sample size is small)

Q1 & Q2 2015 likely reflect the
overall housing market
starting in Q1 0215

70%

68%

Likely associates with GSEs’
56% 97% LTV product launch and
access to credit initiative

4%

Consumer demand

= Operational efficiency (i.e., technology)

28%
s —— GSE pricing and policies
\ 16%

Market trend changes (i.e., shift from refinance
to repurchase)

Staffing (personnel costs) reduction

= Non-GSE (other investors) pricing and policies
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Operational efficiency has also cited as an important strategy for lenders to address profit margin outlooks. This held true
for lenders anticipating both decreased and increased profit margins ahead although those with the more optimistic
attitudes put their first emphasis on using pricing changes.

Top Strategies to be Used to Achieve Increased Profit Margin Outlook (Note: sample size is small)

—— Operational efficiency (i.e., technology)
investments.

= Price adjustments
= Marketing outreach expansion

Loan officer staffing adjustments

Back office staffing adjustments

New or reallocation of mortgage product
offerings
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