
The Impact of Risk Retention Regulation on 

the Underwriting of Securitized Mortgages 

Craig Furfine 

September 2018 



Motivation 

• “To promote the financial stability of the United States by 

improving accountability and transparency in the financial 

system, to end “too big to fail”, to protect the American 

taxpayer by ending bailouts, to protect consumers from 

abusive financial services practices, and for other 

purposes.”  

Dodd-Frank Wall Street Reform and Consumer 

Protection Act, July 2010 
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Motivation 

• “Laws classically provide people with rules. Dodd-Frank 

is not directed at people. It is an outline directed at 

bureaucrats and it instructs them to make still more 

regulations and to create more bureaucracies.”  

Jonathan Macey, Yale Law School as quoted in the 

Economist. February 2012. 
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Motivation 

• “Collapsing mortgage-lending standards and the 

mortgage securitization pipeline lit and spread the flame 

of contagion and crisis.”  

Financial Crisis Inquiry Commission Report on the 

Causes of the Financial Crisis 2011 
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Dodd-Frank signed into law 
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3/29/2011 
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rules 
10/21/2014 

Compliance for residential mortgage 
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12/24/2015 

Macroeconomic impact study published 

1/11/2011 
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8/28/2013 

Risk-retention rule published in Federal 
Register 

12/24/2014 

Compliance for all other asset 
backed securities 

12/24/2016 

Risk retention timeline 



Motivation 

• “Dodd-Frank … prescribe(s) regulations that (i) require a securitizer to retain not 

less than 5 percent of the credit risk of any asset that the securitizer, through the 

issuance of an asset-backed security (ABS), transfers, sells, or conveys to a third 

party, and (ii) prohibit(s) a securitizer from directly or indirectly hedging or otherwise 

transferring the credit risk that the securitizer is required to retain” 

• “By requiring that a securitizer retain a portion of the credit risk of the securitized 

assets, the requirements … provide securitizers an incentive to monitor and ensure 

the quality of the securitized assets underlying a securitization transaction, and, 

thus, help align the interests of the securitizer with the interests of the investors.”  

12 CFR Part 43 2014 
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Research questions 

• Did the implementation of risk-retention requirements 

impact the underwriting of securitized commercial 

mortgages? 

• Were requirements binding? 

• Are loans now safer? 
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Suggestive evidence 
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Suggestive evidence 
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Preview of findings 

• Commercial mortgages securitized after risk-retention rules were implemented had  

– Higher interest rates 

– Lower loan-to-value (LTV) ratios 

– Higher debt service coverage (DSCR) ratios 

• Risk-retention requirements were binding 

– Retention levels have tripled 

– Securitizers rushed before the implementation date 

• Loans appear safer 

– Controlling for observable characteristics of each loan, mortgages subject to risk-

retention have become non-performing less often. 
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Outline 

• Risk retention 

• Data 

• Evidence regarding underwriting changes 

• Evidence on securitization changes 

• Evidence on performance 
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Risk retention exemptions 
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• Government sponsored enterprises 

– Full guarantee (for timely principal and interest) by the Enterprises while 

they operate under the conservatorship or receivership of FHFA with capital 

support from the United States (satisfies) the risk retention requirements. 

• Qualifying Commercial Real Estate loans 

– Minimum DSCR 

– Fixed rate 

– Maximum amortization 

– Minimum term 

– Maximum LTV/CLTV 



Data 

• Complete set of multi-borrower Commercial Mortgage 

Backed Securities that settled between January 1, 2014 

and March 31, 2018. 

– 844 Agency 

– 301 Non-agency 

• Prospectus supplements  

– Size, originator, interest rate, LTV, DSCR, collateral location 

and type, amortization, etc. 

21 



Data 

• Dropped loan observations where … 

– Interest rate not observable 

– Loans secured by multiple properties 

– Loans secured by properties outside of the United States 

– More than 18 months between origination and securitization 

• Final sample of 62,155 loans 

– 49,319 Agency 

– 12,836 Non-agency 
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Summary statistics 



Summary statistics 

4.6593.9564.753.89833.544.55Non-AgencyAgencyInterest Rate

0.6520.6850.6120.6870.40.50.60.70.8Non-AgencyAgencyLTV

1.8131.6532.0051.5541.21.41.61.822.2Non-AgencyAgencyDSCR

Before implementation 

After implementation 



Summary statistics 



Summary statistics 

4.6593.9564.753.89833.544.55Non-AgencyAgencyInterest Rate

0.6520.6850.6120.6870.40.50.60.70.8Non-AgencyAgencyLTV

1.8131.6532.0051.5541.21.41.61.822.2Non-AgencyAgencyDSCR

Before implementation 

After implementation 



Empirical specification 
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𝑦𝑖𝑑𝑡 = 𝛼 + 𝑋𝑖𝑑𝑡
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Evidence regarding underwriting changes 
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Implicit Assumptions 

• Originator knows whether or not the loan being made will 

be securitized in an Agency or Non-Agency deal. 

• Originator knows whether or not the loan being made will 

be securitized before or after December 24, 2016. 
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Implicit Assumptions 

• Originator knows whether or not the loan being made will 
be securitized in an Agency or Non-Agency deal. 
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Implicit Assumptions 

• Originator knows 

whether or not the 

loan being made 

will be securitized in 

an Agency or Non-

Agency deal. 
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Implicit Assumptions 

• Originator knows 

whether or not the 

loan being made 

will be securitized in 

an Agency or Non-

Agency deal. 
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Implicit Assumptions 

• Originator knows whether or not the loan being made will 

be securitized before or after December 24, 2016. 
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𝑦𝑖𝑑𝑡 = 𝛼 + 𝑋𝑖𝑑𝑡
′ ⋅ 𝛾 + 𝛽1 ⋅ 𝑁𝑜𝑛𝐴𝑖𝑑 + 𝛽2 ⋅ Pr(𝑃𝑜𝑠𝑡𝑑) + 𝛽3 ⋅ 𝑁𝑜𝑛𝐴𝑖𝑑 × Pr(𝑃𝑜𝑠𝑡𝑑) + 𝜀𝑖𝑑𝑡, 

 (2) 

33 

Estimated Probability that Loan 

will be placed in Deal Settling After 

December 24, 2016 



Estimating securitization timing 



Evidence regarding underwriting changes 
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Evidence on securitization changes 

• Size and informativeness of retained tranches 

• Rushing to securitize before implementation 
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Risk retention is a binding constraint 
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Risk retention is less informative 
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VARIABLES B-Piece Size 2005-2007 Horizontal Risk Retention Since December 2016

Pool LTV 0.000995*** -0.000969

(0.000337) (0.000737)

Pool Interest Rate Spread over Treasuries 0.0143*** -0.00593

(0.00301) (0.00556)

Pool Debt Service Coverage Ratio 0.00566 -0.00168

(0.00477) (0.00706)

Constant -0.0602* 0.177***

(0.0306) (0.0586)

Observations 234 24

R-squared 0.418 0.393

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1



Lenders hurried to beat deadline 

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1

0 30 60 90 120 150 180 210 240 270 300 330 360 390 420 450 480 510 540

Agency

2016 H1 2016 H2 2017 H1

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1

0 30 60 90 120 150 180 210 240 270 300 330 360 390 420 450 480 510 540

Non Agency

2016 H1 2016 H2 2017 H1

39 



Evidence on ex-post performance 
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Review of findings 

• Evidence consistent with originators charging more and 

being less generous with LTVs and DSCRs post risk-

retention. 

• Effects are economically large. 

• Risk retention was a binding constraint. 

• Securitizers rushed in the months before implementation. 

• Loans subject to risk retention have been less likely to 

become non-performing. 
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Impact of risk retention regulation 
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Additional specifications 

• Originators who are sponsors 

• Type of originator 

• Shape of risk retention 
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Results – Originator who is a sponsor 
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Results – Originator type 

47 



Results – Shape of risk retention 
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Suggestive evidence 

49 

-10.0

0.0

10.0

20.0

30.0

40.0

50.0

60.00%

62.00%

64.00%

66.00%

68.00%

70.00%

72.00%

74.00%

76.00%

2014Q1 2014Q2 2014Q3 2014Q4 2015Q1 2015Q2 2015Q3 2015Q4 2016Q1 2016Q2 2016Q3 2016Q4 2017Q1 2017Q2 2017Q3

Agency LTV Non-Agency LTV Balance Sheet LTV Net percentage of banks tightening standards


