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Capital Framework Preserves Mortgage Rates…
…for the typical borrower through the business cycle…

Mortgage Rate 5.50
Yield on Mortgage Securities 440 bps

Servicing and Origination Compensation 50 bps

G-fee 60 bps

Cost of Capital 32 bps

Expected credit losses 12 bps

Administrative costs 6 bps

Payroll tax surcharge 10 bps

Capitalization Cost
Cost of Capital 4.74% 32 bps

Common Equity 3.24% 38 bps

Debt or Risk Syndication 1.5% 6 bps

Less: Return on Cash Reserves to Pay for Losses -12 bps

Assumptions
Before-Tax Cost of Common Equity 11.7%

After-Tax Cost of Common Equity 9.0%

Pre-Tax Return on Unlevered Capital 3.7%

10-Year Treasury Yield 3.7%

MBS Spread with Treasury yield 0.7%

Tax Rate 23%
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Vacancy rate, homes for sale and rent, 4-qrt MA, %
Severe Housing Shortage

Current Housing Supply 1,350,000 
Single-family 900,000 
Multifamily 350.000 
Manufactured Housing 100,000 

Trend Housing Demand 1,650,000 
Household Formations 1,200,000 
Obsolescence 300,000
Second Homes 150,000 
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Vacancy rate, homes for sale and rent, 4-qrt MA, %
Increasingly Severe Housing Shortage...

Current Housing Supply 1,350,000 
Single-family 900,000 
Multifamily 350.000 
Manufactured Housing 100,000 

Trend Housing Demand 1,650,000 
Household Formations 1,200,000 
Obsolescence 300,000
Second Homes 150,000 
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Trump Tax Legislation Hurts House Prices
FHFA HPI, ppt peak change due to tax law

Sources: FHFA, IRS, Moody’s Analytics
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Green curve is the natural 
unemployment rate

Average length of time between going past 
full-employment and recession is 3 years.
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Mortgage Rates Matter
Median mortgage rate on outstanding mortgage loans, %

Sources: Freddie Mac, Equifax, Moody’s Analytics
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Overvaluation Index, Metro Areas
FHFA all-transactions index, % above equilibrium trend, 2018Q2

Sources: FHFA, BEA, Census Bureau, Moody’s Analytics
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Overvaluation Index, Metro Areas
Case-Shiller index, % above or below equilibrium trend, 2018Q2

Sources: CoreLogic, FHFA, BEA, Census Bureau Moody’s Analytics
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Valuation May Soon Become an Issue
Case-Shiller index, % over or undervalued, 2017q4

Sources: CoreLogic, FHFA, Moody’s Analytics
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…as More Markets Appear Overvalued…
% of metro areas

Sources: CoreLogic, FHFA, Moody’s Analytics

% Overvalued 2016Q3 2017Q3
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Assessing the GSEs’ Capital Framework

Mark Zandi, Moody’s Analytics July, 2018
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Capital Framework Preserves Mortgage Rates…
…for the typical borrower through the business cycle…

Mortgage Rate 5.50
Yield on Mortgage Securities 440 bps

Servicing and Origination Compensation 50 bps

G-fee 60 bps

Cost of Capital 32 bps

Expected credit losses 12 bps

Administrative costs 6 bps

Payroll tax surcharge 10 bps

Capitalization Cost
Cost of Capital 4.74% 32 bps

Common Equity 3.24% 38 bps

Debt or Risk Syndication 1.5% 6 bps

Less: Return on Cash Reserves to Pay for Losses -12 bps

Assumptions
Before-Tax Cost of Common Equity 11.7%

After-Tax Cost of Common Equity 9.0%

Pre-Tax Return on Unlevered Capital 3.7%

10-Year Treasury Yield 3.7%

MBS Spread with Treasury yield 0.7%

Tax Rate 23%
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Source: Moody’s Analytics

…And Across the Credit Distribution
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As House Prices Rise Above Their Trend…
Real Case-Shiller® House Price Index, 1983Q1=100

Sources: CoreLogic, Moody’s Analytics
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Vacancy rate, homes for sale and rent, 4-qrt MA, %
No Vacancy

Current Housing Supply 1,250,000 
Single-family 800,000 
Multifamily 375,000 
Manufactured Housing 75,000 

Trend Housing Demand 1,700,000 
Household Formations 1,200,000 
Obsolescence 325,000 
Second Homes 175,000 
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